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The ruling coalition (the Liberal Democratic Party and New Komeito) agreed on 
the ‘Outline of the 2017 Tax Reform Proposals’ (‘Proposal’) on 8 December 
2016. We have set out below brief summaries of the main points of the 
Proposal. 

The Proposal itself is only an indicative outline and is unclear with respect to 
some of the contemplated changes. The details of the tax reform will be 
unveiled in the bills revising the tax laws and the succeeding amended tax 
laws, cabinet orders and ministerial ordinances. Please note that the final tax 
reform could differ from the Proposal depending on the outcome of 
discussions in the Diet. 

With respect to the proposed changes to the Japanese Anti-Tax Haven (CFC) 
Regime, please refer to the KPMG Japan Tax Newsletter ‘2017 Tax Reform- 
Japanese Anti-Tax Haven (CFC) Regime’ issued on 12 December 2016. 

KPMG Japan web site 

‘2017 Tax Reform- Japanese Anti-Tax Haven (CFC) Regime’ 

14 December 2016 

https://home.kpmg.com/jp/en/home/insights/2016/12/japanese-anti-taxhaven-20161212.html
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I. Corporate Taxation 

1. Directors’ Compensation and Retirement Allowances 

(1) Amendments to scope of deductible directors’ compensation 

Compensation paid to company directors is deductible provided that such 
compensation falls into one of the following three categories. In the Proposal, 
the following amendments have been proposed to enable companies to utilize 
performance-based compensation more flexibly.  

A. Fixed amount periodical compensation 

(Compensation regularly paid on a monthly/weekly/daily basis with a fixed 
amount through the fiscal year) 

[Expansion of the scope of compensation] 

Periodical compensation where the amount after deduction of withholding 
taxes and social insurance premiums is stable through the fiscal year will be 
treated as fixed amount periodical compensation. 

(It is understood that this amendment will be made considering fringe benefits 
that are often paid to expatriates and calculated on a gross up basis.) 

B. Fixed compensation notified in advance 

(Compensation fixed in the amount and timing of the payment which falls 
under neither A nor C and for which an advance notification is filed with the 
competent tax office) 

[Revision to the scope of compensation] 

• Compensation using shares (*) or stock options,(*) a fixed number of which 
are issued or granted at a fixed timing, will be treated as fixed 
compensation notified in advance. 

The requirement for advance notification will not be imposed on certain 
types of compensation using stock options. 

(Where compensation using stock options meets neither the conditions for 
‘fixed compensation notified in advance’ nor the conditions for ‘profit-based 
compensation,’ costs for the stock options will be fully non-deductible.) 

• Although compensation using restricted shares is basically classified as 
‘fixed compensation notified in advance’, if the number of released shares 
is determined based on parameters related to profits, etc., such 
compensation will be excluded from the scope of ‘fixed compensation 
notified in advance.’  

(*) Shares must be listed shares and stock options must be those where the 
holder is entitled to obtain listed shares at the time of exercise. Moreover, 
they must be issued/granted by a company receiving services performed by 
an individual or by a company holding directly or indirectly more than 50 
percent of the company receiving services. 
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C. Profit-based compensation 

(Compensation which is calculated based on ‘parameters related to profits’ for 
‘the current fiscal year’ and which meets certain conditions) 

[Revision to parameters to be used] 

• ‘Parameters related to profits’ will be changed to ‘performance-linked 
parameters’ enabling a company to use the following parameters as well: 

(a) Parameters reflecting the market value of shares 

(b) Parameters reflecting sales proceeds (provided that they are used 
together with parameters related to profits or (a)) 

• Although only parameters for ‘the current fiscal year’ can be used under the 
current tax law, it is proposed that parameters for ‘future years’ or ‘a fixed 
time/period in the future’ will also be available. 

• In accordance with the above revisions, amendments to the accounting 
requirements will also be made. 

[Revision to the scope of compensation] 

• The following compensation will be treated as ‘profit-based compensation’: 

(a) Compensation using listed shares or stock options,(*) the number of 
which to be granted is determined based on performance-linked 
parameters up to a fixed number 

(b) Compensation using stock options,(*) the exercisable number of which is 
determined based on performance-linked parameters 

(c) Compensation paid by a family company that has a full control 
relationship with a non-family company (Additional requirements for the 
procedures in this scenario will be provided for.)  

(*) Stock options must be those where the holder is entitled to obtain listed 
shares at the time of exercise. 

(For compensation using stock options meeting neither the conditions for 
‘fixed compensation notified in advance’ nor the conditions for ‘profit-based 
compensation,’ costs for the stock options will be fully non-deductible.) 

*** 

By virtue of the 2017 tax reform, equity based compensation for directors such 
as compensation using stock delivery trusts that are generally understood to 
be tax non-deductible might be treated as tax deductible. Furthermore, 
opportunities to design various profit-based compensation plans could be 
widened.  

On the other hand, although costs for compensation using non-qualified stock 
options are generally deductible, except costs for an excessive amount under 
the current tax law, such costs could be treated as non-deductible in the future 
unless compensation using non-qualified stock options falls into certain 
conditions discussed above. 

Note that additional measures in relation to the above amendments are 
expected. 
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(2) Directors’ retirement allowances 

Currently, directors’ retirement allowances are treated as deductible expenses 
for tax purposes except excessive amounts. By virtue of the 2017 tax reform, 
where directors’ retirement allowances are calculated based on parameters 
related to profits, etc., if the allowances do not satisfy the conditions for profit-
based compensation discussed in (1)C above, the full amount of the directors’ 
retirement allowances will be treated as non-deductible. 

(3) Timing of application 

The timing of the application of the amendments (1) and (2) are as follows: 

[Amendments to tax treatment of retirement allowances, restricted shares and 
stock options] 

The amendments will be applied to compensation for which resolutions on 
payments or granting are made on or after 1 October 2017. 

(If compensation is to be paid or granted without resolutions, the amendments 
will be applied to compensation to be paid or granted on or after 1 October 
2017.) 

[Other than above] 

The amendments will be applied to compensation for which the resolutions on 
payments or granting will be made on or after 1 April 2017. 

(If compensation is to be paid or granted without resolutions, the amendments 
will be applied to compensation to be paid or granted on or after 1 April 2017.) 
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2. Timing of Deduction of Costs for Restricted Shares and Stock Options 

Where a company issues or grants certain restricted shares or stock options to 
an individual as consideration for services performed by the individual, costs for 
the services are generally deductible in the fiscal year when the consideration 
is taxable for the individuals. 

With respect to the above treatment, the following amendments have been 
proposed: 

• A company that issues or grants restricted shares or stock options to an 
individual but that does not receive services from the individual will be 
covered by these rules. 

• Where restricted shares or stock options are granted to non-resident 
individuals, it is considered that a company receives services from them on 
the day when taxable income would be recognized for them on the 
assumption that they were residents in Japan. 

• Under the current tax law, costs of restricted shares are to be generally 
deductible in the fiscal year when the transfer restrictions are released (i.e. 
when the consideration is taxable for the individuals). By virtue of the 
amendment, such costs will be deductible in principle when transfer 
restrictions are determined to be released. 

These amendments will be applied to compensation for which the resolutions 
on issuing or granting restricted shares or stock options will be made on or 
after 1 October 2017. (If restricted shares or stock options are to be issued or 
granted without resolutions, these amendments will be applied to those to be 
issued or granted on or after 1 October 2017.) 

 

3. Extension of Due Date for Filing Final Tax Returns 

Although a company is in principle required to file final corporate tax returns 
within 2 months after the end of each fiscal year, a one-month extension is 
usually allowed upon approval by the competent tax office. This rule will be 
amended as follows, so that a listed company can flexibly set the date of the 
ordinary general meeting to enhance dialogue with its investors. 

Cases  Extension period 

Where a company is subject to audit by an 
independent accounting auditor and is 
usually in a situation in which the ordinary 
general meeting for the settlement of 
accounts is not to be called within 3 months 
after the end of each fiscal year because of 
a provision in the articles of incorporation, 
etc. 

Number of months 
designated by the competent 
tax office in consideration of 
the provision in the articles of 
incorporation, etc., but up to 
4 months 

 

  



 

 © 2016 KPMG Tax Corporation, a tax corporation incorporated under the Japanese CPTA Law and a member firm of the KPMG network of independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 

 

KPMG Japan tax newsletter/December 2016       6 

4. Reorganizations - Spin-offs 

Spin-offs will be treated as tax qualified reorganizations under certain 
conditions, which will enable companies to restructure their businesses in a 
timely manner based on their management strategy. 

(1) Corporate divisions  

A horizontal-type corporate division in which a company transfers one of its 
businesses to a newly established company will be treated as a tax qualified 
corporate division provided that the following conditions are met. As a result, 
where such tax qualified spin-off is carried out, the assets/liabilities will be 
transferred at tax book value to the newly established company and capital 
gains/losses from the transfer will be deferred.  

• No party owns more than 50 percent of the transferor company before the 
corporate division and it is expected that no party will continuously own 
more than 50 percent of the newly established company after the corporate 
division. 

• The main assets/liabilities of the transferred business are transferred to the 
newly established company. 

• It is expected that approximately 80 percent or more of 
employees/directors engaged in the transferred business will be engaged in 
businesses of the newly established company.  

• It is expected that the transferred business will be continuously carried on 
by the newly established company. 

• It is expected that directors or important employees will become specified 
directors (broadly, directors as high in rank as managing directors of a board 
of directors) of the newly established company. 

• Shareholders of the transferor company receive only shares issued by the 
newly established company proportionate to each shareholding ratio of the 
transferor company. 

 

 

 

 

 

(2) Dividends-in-kind 

Treatment of a distributing company 

Where a company distributes all of the shares in its wholly owned subsidiary to 
its shareholders, if the following conditions are met, such dividends-in-kind will 
be treated as tax qualified dividends-in-kind. Consequently, capital gains/losses 
from the transfer of the shares will not be recognized and withholding tax on 
the dividends will be exempt.  

A B 
A 

B 
business 
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• No party owns more than 50 percent of the distributing company before the 
dividends-in-kind and it is expected that no party will continuously own 
more than 50 percent of the subsidiary after the dividends-in-kind. 

• It is expected that approximately 80 percent or more of 
employees/directors of the subsidiary will be continuously engaged in 
businesses of the subsidiary.  

• It is expected that the main business of the subsidiary will be continuously 
carried on by the subsidiary. 

• At least one of the specified directors of the subsidiary will not resign due 
to the dividends-in-kind. 

• Shareholders of the distributing company receive only shares in the 
subsidiary proportionate to each shareholding ratio of the distributing 
company. 

 

 

 

 

 

 

 

Tax treatment of shareholders 

Where a company distributes all of the shares in its wholly owned subsidiary to 
its shareholders, a certain number of shares in the distributing company 
corresponding to received shares in the subsidiary will be treated as being sold 
in the hands of the shareholders. However, where the shareholders receive 
only shares in the subsidiary proportionate to each shareholding ratio of the 
distributing company, recognition of capital gains/losses will be deferred.   

Where the conditions for tax qualified dividends-in-kind discussed above are 
not met, a part of the value of received shares in the subsidiary will be treated 
as dividends. 

Note that the tax treatment of foreign corporate shareholders where a 
Japanese company distributes all of the shares in its wholly owned subsidiary 
to its foreign corporate shareholders will also established. 

  

A 

B 

A B 
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5. Reorganizations/Consolidation Related Matters 

(1) Depreciation of goodwill  

Under the current tax law, goodwill is depreciated equally over 5 years and a 
full-year of depreciation is allowed for the acquisition year. It is proposed that 
the depreciable limit for the fiscal year when the goodwill is acquired should be 
calculated based on the number of months corresponding to the holding 
period. The same amendment will be made for asset adjustment accounts and 
liability adjustment accounts. 

(2) Appraisal gains/losses at market value of assets 

Assets whose book value is less than JPY10 million will be excluded from the 
scope of assets subject to the following rules: 

• Rules to recognize appraisal gains/losses at the market value of the assets 
held by a subsidiary which becomes a wholly owned subsidiary under a 
non-tax qualified Share-for-Share Exchange or a non-tax qualified Share-
Transfer 

• Rules to recognize appraisal gains/losses at the market value of the assets 
held by a subsidiary of a tax consolidation group when a tax consolidation 
starts or the subsidiary joins an existing tax consolidation group 

By virtue of the above amendment, it is expected that self-generated goodwill 
will be exempt from appraisals. 

(3) Reorganizations with boot 

No boot (i.e. shareholders receive only shares as consideration for 
reorganizations) is one of conditions for tax qualified reorganizations under the 
current law. It is proposed that the following boot payments will not jeopardize 
the no-boot requirement. 

• Merger – boot payments to minority shareholders where a surviving 
company holds two-thirds or more of a merged company 

• Share-for-Share Exchange – boot payments to minority shareholders where 
a parent company holds two-thirds or more of a company before the 
reorganization that becomes a wholly owned subsidiary after the 
reorganization 

The purpose of the amendment is to harmonize the tax treatment of squeeze-
out transactions using mergers and Share-for-Share Exchanges with the tax 
treatment of squeeze-out transactions discussed in (4).  

(4) Squeeze-outs 

Squeeze-out transactions so that a company is held by only one shareholder 
using Shares Subject to Class-Wide Call, Consolidation of Shares and Demand 
for Sales of Shares will be treated as corporate reorganizations and the 
following amendments are proposed:  
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• Where the conditions for a tax qualified Share-for-Share Exchange are not 
met 

Assets held by a company that becomes a wholly owned subsidiary under a 
squeeze-out transaction will be subject to the rules for appraisal gains/losses 
under non-tax qualified Share-for-Share Exchanges. 

• Where the conditions for tax qualified Share-for-Share Exchange are met 

Assets held by a company that becomes a wholly owned subsidiary under a 
squeeze-out transaction will be excluded from assets subject to the rules for 
appraisal gains/losses in the tax consolidation regime. Moreover, pre-
consolidation tax losses of a company that becomes a wholly owned 
subsidiary under a squeeze-out transaction will be eligible for utilization after 
joining a tax consolidation group to the extent of taxable income of the 
company.  

*** 

The amendments discussed from (2) to (4) above will be applied to 
reorganizations carried out on or after 1 October 2017. 

Note that in addition to the above, various amendments including revisions to 
the conditions for tax qualified reorganizations are proposed. 
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6. Tax Credits for R&D Costs 

(1) Tax credit for total R&D costs 

The rules concerning tax credits for total R&D costs (permanent measures) are 
proposed to change as follows:  

(Note that no amendments other than (4) below are expected to the rules on 
tax credits for specified R&D costs.) 

[Current tax law] 

 Creditable amount 
Maximum tax 

credit 

Tax credit for total 
R&D costs 

Other than small and 
medium-sized 
companies 

R&D rate is 
10% or more 

Total R&D costs x 10% 

Corporation tax 
liability x 25% 

R&D rate is 
less than 10% 

Total R&D costs x 
(R&D rate x 0.2 + 8%) 

Small and medium-
sized companies 

Total R&D costs x 12% 

Tax credit for 
specified R&D costs 

Specified R&D costs x 20-30% Corporation tax 
liability x 5% 

[Proposal] - Tax credit for total R&D costs 

Other than small and medium-sized companies 

Creditable amount 

Increase-decrease ratio 

is more than 5% 

Total R&D costs x 
{9% + (Increase-decrease ratio - 5%) x 0.3} 
(capped at 10% (14% for 2 years))  

Increase-decrease ratio 
is 5% or less 

Total R&D costs x 
{9% - (5% - Increase-decrease ratio) x 0.1} 

Increase-decrease ratio 
is less than -25% 

Total R&D costs x 6% 

 

Maximum tax credit 

In principle Corporation tax liability x 25% 

Temporary measures for 2 years 

Where 
Total R&D costs exceed 10% of 
average sales proceeds 

and 
Additional tax credit (B) is not 
applied 

Corporation tax liability x 25% 
+ 

Corporation tax liability x {(R&D rate - 
10%) x 2} 

(capped at corporation tax liability x 
35%) 
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Small and medium-sized companies 

Creditable amount 

In principle Total R&D costs x 12% 

Temporary measures for 2 years 

Where 
Incremental ratio is more than 
5% 

Total R&D costs x 
{12% + (Incremental ratio - 5%) x 0.3} 
(capped at 17%) 

 
Maximum tax credit 

In principle Corporation tax liability x 25% 

Temporary 
measures 
for 2 years  

Where 
Incremental ratio is more 
than 5% 

and 
Additional tax credit (B) is 
not applied  

Corporation tax liability x 35% 

Where 
Total R&D costs exceed 
10% of average sales 
proceeds 

and 
Additional tax credit (B) is 
not applied 

Corporation tax liability x 25% 
+ 

Corporation tax liability x {(R&D 
rate - 10%) x 2} 

(capped at corporation tax 
liability x 35%) 

Definition of terms 

• Increase-decrease ratio: (a) / (b) 

(a) [Total R&D costs in a fiscal year] – [annual average of R&D costs for the 
preceding 3 fiscal years] (if the figure is negative, the negative figure is 
used) 

(b) Annual average of R&D costs for the preceding 3 fiscal years 

• Incremental ratio: (c) / (d) 

(c) [Total R&D costs in a fiscal year] – [annual average of R&D costs for the 
preceding 3 fiscal years] (if the figure is negative, zero is used) 

(d) Annual average of R&D costs for the preceding 3 fiscal years 

• R&D rate: Total R&D costs in a fiscal year / Average sales proceeds 

• Average sales proceeds: Average sales proceeds for the preceding 3 fiscal 
years and the current fiscal year 
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(2) Additional tax credit on R&D costs 

Under the current tax law, either of (A) or (B) is available as a temporary 
measure for fiscal years commencing prior to 1 April 2017. 

[Current tax law] 

 Creditable amount Maximum tax credit 

(A) 
Tax credit for 
incremental R&D 
costs 

5% < Incremental ratio < 30% 
Incremental R&D costs  
x Incremental ratio 

Corporation tax 
liability x 10% 

Incremental ratio is 30% or 
more 

Incremental R&D costs  
x 30% 

(B) 

Tax credit for R&D 
costs in excess of 
10% of average sales 
proceeds 

(R&D costs - Average sales proceeds x 10%) x Tax credit 
ratio 

It is proposed that (A) will be abolished and the applicable period for (B) will be 
extended for 2 years. 

(3) Scope of R&D costs 

R&D costs for the development of services in line with ‘the fourth industrial 
revolution’ will be included in the scope of creditable R&D costs. 

Costs for operations with the purpose of development of new services 

Covered 
operations 

• Information collection by use of instruments or techniques 
which have functions of collecting a large amount of 
information and all or a main part of which is automated  

• Analysis by use of software which has the function of 
analyzing information exclusively used by information 
analyzing professionals in order to find out certain theory 
concerning the collected information 

• Designing new services that make use of the rules found 
by the above analysis 

• Confirming that the rules are reasonable and new services 
that make use of the rules suit the purpose 

Covered 
costs 

• Material costs 
• Labor costs 
• Overhead costs 
• Outsourcing costs 

(4) Requirements for tax credit for specified R&D costs 

In order to take the tax credit for specified R&D costs more taxpayer-friendly, 
amendments (e.g. expansion of covered costs and simplified procedures) have 
been proposed. 
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7. Special Measures for Promotion of Investment in Facilities for 
Regional Core Companies 

The following special measures for promotion of investment in facilities for 
regional core companies will be introduced. These are contingent upon certain 
amendments to the Company Location Promotion Act. 

Eligible companies Blue-return filing companies 

Conditions 

During the period from the effective date of the 
revised Company Location Promotion Act to 31 
March 2019,  
companies establish newly or additionally ‘specified 
facilities for regional core business’ (*1) in a certain 
area based on a ‘specified plan for regional core 
business’(*2), and 
acquire the following assets to construct ‘specified 
facilities for regional core business’ and put them 
into use for ‘regional core businesses.’ 

Ta
x 

in
ce

nt
iv

es
 

(i) or (ii) 
Machinery 

Furniture/fixtures 

Buildings 
Attachments to buildings 

Structures 

(i) Special 
depreciation 

Acquisition cost x 40% Acquisition cost x 20% 

(ii) Tax credit 

(capped at 20% 
of the 
corporation tax 
liability) 

Acquisition cost x 4% Acquisition cost x 2% 

Total acquisition cost of eligible assets is up to JPY10 billion. 

(*1) Specified facilities for regional core business are facilities or equipment 
which are stated in a ‘specified plan for regional core business’ and which 
are put into use for ‘regional core businesses’ pursuant to the plan, and 
whose total acquisition cost is JPY20 million or more. 

(*2) A specified plan for regional core business is a plan confirmed by the 
national government with respect to complying with certain criteria 
provided for under the Act on the Promotion of Regional Investment in the 
Future. 
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8. Tax Credits for Salary Growth 

In order to strengthen support for companies to raise pay, the tax credits 
system for salary growth will be amended. The outline of the tax credits under 
the current tax law and the contents of the new tax credits system indicated in 
the Proposal are as follows: 

[Outline of tax credits for salary growth under the current tax law] 

Eligible companies Blue-return filing companies 

Applicable periods Fiscal years beginning between 1 April 2013 and 31 March 2018 

Conditions 

(All three conditions 
must be met.) 

(a) 
Salary payments 

 in the current fiscal year 
≧ 

Salary payments  
in the base year 

x Designated ratio 

(b) 
Salary payments  

in the current fiscal year 
≧ 

Salary payments 
in the preceding fiscal year 

 

(c) 
Average salary payments  
in the current fiscal year 

＞ 
Average salary payments 

 in the preceding fiscal year 
 

Tax credit 
{ [Salary payments in the current fiscal year] - [Salary payments in the base year] } x 10% 

(capped at 10% (20%for small and medium-sized companies(*)) of the corporation tax liability) 

(*) The detail of ‘small and medium-sized companies’ is described in ’9. Scope 
of Small and Medium-Sized Companies.’ 

• ‘Salary payments’ refers to salary paid to domestic employees which are 
deductible in calculating the company’s income for each fiscal year.  

• ‘Domestic employees’ refers to employees (excluding employees who have 
a special relationship with directors or who have the status of directors) 
working at offices located in Japan, who are listed in a wage ledger 
prescribed by the Labor Standards Act. 

• ‘Base year’ refers to the fiscal year preceding the first fiscal year 
commencing on or after 1 April 2013. 

<‘Designated ratio’ of condition (a)> 

Applicable periods 

(Fiscal years  
beginning in the following periods) 

Other than small 
and medium-sized 

companies 

Small and 
medium-sized 

companies 

before 1 April 2015 102% 102% 

from 1 April 2015 to 31 March 2016 103% 103% 

from 1 April 2016 to 31 March 2017 104% 103% 

from 1 April 2017 to 31 March 2018 105% 103% 
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[New tax credit system indicated in the Proposal] 

(1) Small and medium-sized companies 

Small and medium-sized companies that satisfy the following condition will be 
allowed to take a new tax credit in addition to the tax credit under the current 
tax law. 

Condition 
Average salary payments  
in the current fiscal year 

≧ 
Average salary payments 

 in the preceding fiscal year 
x 102% 

Tax credit 
{ [Salary payments in the current fiscal year] - [Salary payments in the preceding fiscal year] }(*) x 12% 
(*) The ceiling of the amount is: [Salary payments in the current fiscal year] - [Salary payments in the 

base year]  

(2) Other than small and medium-sized companies 

Condition (c) of the current tax credit system will be replaced with a new 
condition as shown below and the creditable amount will be the total of (A) and 
(B). 

Conditions 

(All three conditions 
must be met.) 

(a) 
Salary payments 

 in the current fiscal 
year 

≧ 
Salary payments  
in the base year 

x Designated ratio 

(b) 
Salary payments  

in the current fiscal year 
≧ 

Salary payments 
in the preceding fiscal year 

 

(c) 
Average salary 

payments  
in the current fiscal year 

≧ 
Average salary payments 

 in the preceding fiscal year 
x 102% 

Tax credits 

(A) 
{ [Salary payments in the current fiscal year] - [Salary payments in the base year] } x 
10% 

(B) 

{ [Salary payments in the current fiscal year] - [Salary payments in the preceding fiscal 
year] }(*) x 2% 
(*) The ceiling of the amount is : [Salary payments in the current fiscal year] -[Salary 

payments in the base year]  
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9. Scope of Small and Medium-Sized Companies 

The following table indicates some of preferential tax measures that are 
applicable to small and medium-sized companies: 

Classification and  
examples of preferential tax measures 

Scope of small and medium-sized companies 

A. Small and medium-sized companies 

(Examples) 
• Reduced corporation tax rate 

Applied to income under JPY8 million: 19% 
(It is reduced to 15% under the Special 
Taxation Measures Law)  

• Provisions for bad debts 
• Exemption from limitation of deductible 

amount for tax losses 

(1) Companies with stated capital of JPY100 million or 
less at the end of the fiscal year, excluding the 
following cases: 
 100% of the shares are directly or indirectly held by 

one large-sized company (a company whose stated 
capital is JPY500 million or more); or 

 100% of the shares are held by two or more large-
sized companies in a 100% group 

(2) Companies with no capital 

B. Small and medium-sized companies 

(Examples) 
• R&D tax credits 
• Tax credits for salary growth 
• Tax Incentives for investments by SMEs 

(1) Companies with stated capital of JPY100 million or 
less at the end of the fiscal year, excluding the 
following cases: 
 at least 50% of the shares are held by one large-scale 

company (a company whose stated capital is over 
JPY100 million, etc.); or 

 at least two-thirds of the shares are held by two or 
more large-scale companies 

(2) Companies with no capital whose number of regular 
employees is 1,000 or less 

It is proposed that the application of certain preferential tax measures for small 
and medium-sized companies will be suspended where their average income 
for the preceding 3 years is over JPY1.5 billion. 

Although the scope of the preferential tax measures subject to the amendment 
is not completely clear, it seems that the amendment will be applied to 
preferential measures provided for in the Special Taxation Measures Law. If this 
is the case, the amendment will apply to measures indicated in B and the 
reduced corporation tax rate under the Special Taxation Measures Law 
indicated in A out of the above examples. 

This amendment will be applicable for fiscal years beginning on or after 1 April 
2019. 

  



 

 © 2016 KPMG Tax Corporation, a tax corporation incorporated under the Japanese CPTA Law and a member firm of the KPMG network of independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 

 

KPMG Japan tax newsletter/December 2016       17 

II. International Taxation 

Repo Transactions 

Under the current tax laws, interest and lending fees paid from specified 
financial institutions (broadly, Japanese financial institutions) to foreign financial 
institutions in respect of certain bond gensaki repo transactions and securities 
lending transactions are tax-exempt under certain conditions. This exemption 
rules will be expanded as follows: 

 To be newly included 

(1) Scope of specified 
financial institutions 

• Certain persons among those who mainly 
make call loans or act as intermediaries for 
the lending and borrowing of such call 
money in the course of trade 

• Clearing agencies of financial instrument 
transactions 

(2) Scope of foreign 
financial institutions 

Foreign companies who are engaged in 
financial instruments obligation assumption 
services 

(3) Scope of tax-exempt 
income 

Interest and lending fees arising from bond 
gensaki repo transactions satisfying the 
following conditions:  

• Transactions are conducted between 
foreign companies other than foreign 
financial institutions(*) and specified 
financial institutions by use of book-entry 
JGBs and satisfy certain conditions (e.g. 
the transaction period does not exceed 3 
months.)  

• Transactions commence from 1 April 2017 
to 31 March 2019. 

(*)  The following companies will be excluded from ‘foreign companies other 
than foreign financial institutions’. 

(a) Affiliated companies of specified financial institutions 

(b) Companies located in jurisdictions which have not concluded tax treaties 
with Japan 

Detailed procedural rules for new transactions discussed in (3) above will be 
established.  

The above amendments discussed in (1) and (2) will be applied to interest and 
lending fees arising from transactions commencing on or after 1 April 2017. 
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III. Individual Taxation 

1. Spouse Deduction and Special Spouse Deduction  

The following amendments with respect to the spouse deduction and special 
spouse deduction have been proposed so that people can work without 
concerns that their working hours could jeopardize income deductions for their 
husbands or wives. 

• Concerning the special spouse deduction, the upper limit of the spouse’s 
total income (Goukei-shotoku-kingaku) will be increased from JPY380,000 
(annual salary of JPY1,030,000) to JPY850,000 (annual salary of 
JPY1,500,000). 

• Taxpayers who earn high income (i.e. more than JPY10,000,000 (annual 
salary of JPY12,200,000) will not be eligible for the spouse deduction. 

• A mechanism in which the amount of the spouse deduction and special 
spouse deduction fluctuate depending on the taxpayers’ income will be 
introduced. 

By virtue of this amendment, the spouse deduction or special spouse 
deduction will be applicable to cases where the annual salary for a taxpayer is 
JPY12,200,000 or less and the annual salary for their spouse is JPY2,010,000 
or less. 

[Current tax law] 
(unit: JPY thousand) 

 

Taxpayer’s annual salary 
(Total income/Goukei-shotoku-kingaku) 

~12,200 
(~10,000) 

12,200~ 
(10,000~) 

S
po

us
e’

s 
an

nu
al

 s
al

ar
y 

(T
ot

al
 in

co
m

e/
G

ou
ke

i-s
ho

to
ku

-k
in

ga
ku

) Spouse deduction 

~1,030 (~380) 380 380 

Special spouse deduction 

~1,050 (~400) 380 0 

~1,100 (~450) 360 0 

~1,150 (~500) 310 0 

~1,200 (~550) 260 0 

~1,250 (~600) 210 0 

~1,300 (~650) 160 0 

~1,350 (~700) 110 0 

~1,400 (~750) 60 0 

~1,410 (~760) 30 0 

1,410~ (760~) 0 0 

(The spouse deduction for a spouse who is 70 years old or more is 
JPY480,000.) 
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[Proposal] 
(unit: JPY thousand) 

 

Taxpayer’s annual salary 
(Total income/Goukei-shotoku-kingaku) 

~11,200 
(~9,000) 

~11,700 
(~9,500) 

~12,200 
(~10,000) 

12,200~ 
(10,000~) 

S
po

us
e’

s 
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al
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y 

(T
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i-s
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ku

-k
in
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ku

) Spouse deduction 

~1,030 (~380) 380 260 130 0 

Special spouse deduction 

~1,500 (~850) 380 260 130 0 

~1,550 (~900) 360 240 120 0 

~1,600 (~950) 310 210 110 0 

~1,670 (~1,000) 260 180 90 0 

~1,750 (~1,050) 210 140 70 0 

~1,830 (~1,100) 160 110 60 0 

~1,900 (~1,150) 110 80 40 0 

~1,970 (~1,200) 60 40 20 0 

~2,010 (~1,230) 30 20 10 0 

2,010~ (1,230~) 0 0 0 0 

(The spouse deduction for a spouse who is 70 years old or more is in the range 
from JPY480,000 to 160,000.) 

Note that the spouse deduction and special spouse deduction for individual 
inhabitant tax purposes will also be amended in the same way as described 
above. 

This amendment will be applied to national income tax from 2018 onwards and 
to individual inhabitant tax from fiscal 2019 onwards. 

 

2. Amendment to Scope of Taxable Income for Non-Permanent Residents 

Under the 2014 tax reform, the principles of international taxation were 
reviewed and substantial amendments to the tax law were made. As part of 
this change, the itemized definition of ‘foreign source income’ was newly 
provided for in the Income Tax Law and the scope of taxable income for non-
permanent residents was amended as follows: 

(A ‘resident’ means an individual who either has their domicile in Japan or who 
has resided in Japan for a continuous period of at least one year and a ‘non-
permanent resident’ is a resident who does not have Japanese nationality and 
who has lived in Japan for 5 years or less in the last 10 years.) 

Up to 2016 (rules before the 2014 tax reform is applied) 

(1) Japanese source income 

PLUS 

(2) Income other than Japanese source income provided that it is paid in or 
remitted to Japan  
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From 2017 (rules after the 2014 tax reform is applied) 

(1) Income other than foreign source income 

PLUS 

(2) Foreign source income provided that it is paid in or remitted to Japan  

Comparing item (1) which is taxable regardless of whether it is paid in or 
remitted to Japan, although item (1) is only ‘Japanese source income’ until 
2016, item (1) will be ‘income other than foreign source income’ from 2017, 
which includes not only ‘Japanese source income’ but also income that is 
categorized in neither ‘Japanese source income’ nor ‘foreign source income.’ 
Thus, taxable income for non-permanent residents will be expanded from 2017. 
For example, sales of securities on foreign financial instrument exchange 
markets will be newly included in the scope of taxable income for non-
permanent residents in principle. There is concern that such expansion of 
taxable income for non-permanent residents could be a disincentive for foreign 
people to live and work in Japan. 

Under the 2017 tax reform, the following amendment to the scope of taxable 
income for non-permanent residents has been proposed in order to eliminate 
this disincentive for foreign people to live and work in Japan. 

Income derived from sales of securities falling under (1) (2) (3) below will be 
treated as follows, unless it is paid in or remitted to Japan, depending on the 
timing of acquisition of such securities: 

Timing of acquisition of securities 
Taxable income for 

non-permanent residents 

Within previous 10 years 
& when the taxpayer was 
a non-permanent resident 

On or after 1 April 
2017 

Included 

Before 1 April 2017 Not included 

Other than above Not included 

(1) Sales on foreign financial instrument exchange markets 

(2) Sales outside Japan through certain financial institutions conducting 
financial instrument business outside Japan  

(3) Sales of securities deposited in securities accounts provided by foreign 
offices of certain financial institutions conducting financial instrument 
business outside Japan 

This amendment will be applied to sales of securities conducted on or after 1 
April 2017. Therefore, it should be noted that, for example, if a non-permanent 
resident sells securities on a foreign financial instrument exchange market from 
1 January 2017 to 31 March 2017, capital gains derived from the sale will be 
included in taxable income in principle. 
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IV. Inheritance Tax/Gift Tax 

Amendments to Scope of Taxpayers for Properties Located outside Japan 

Inheritance tax and gift tax are levied on an heir who acquired properties by 
inheritance and an individual (donee) who acquired properties from another 
individual (donor) as a gift, respectively. The scope of taxable properties 
depends on whether the heir/donee holds Japanese nationality and whether 
the heir/donee or the decedent/donor has or had a domicile in Japan. 

Under the current tax law, when both a decedent/donor and an heir/donee 
have lived outside Japan for more than 5 years, inheritance tax/gift tax will only 
be imposed on properties located in Japan. Consequently, there have been tax 
avoidance cases seen among wealthy people who move their assets overseas 
and live there for more than 5 years to make those assets non-taxable. 

In addition, with respect to foreign expatriate employees living temporarily in 
Japan, not only properties located in Japan but also those located outside 
Japan are potentially subject to Japanese inheritance tax/gift tax for cases 
where the foreign expatriate employees are heirs/donees or decedents/donors. 
There is concern that such potential tax issues could be a disincentive for 
foreign people to live and work in Japan. 

In consideration of the above circumstances, the scope of people who have to 
pay inheritance tax and gift tax on properties located outside Japan will be 
amended as follows: 

[Current tax law] 

        

Heir 
Donee 

Decedent 
Donor 

Domicile 
in Japan 

No domicile in Japan 

Japanese national 
No 

Japanese 
nationality 

Domicile  
in Japan  
within  

past 5 years 

No domicile 
in Japan 
within  

past 5 years 

Domicile in Japan  

N
o 

do
m

ic
ile

 in
 

Ja
pa

n 

Domicile in 
Japan within 
past 5 years 

  

No domicile in 
Japan within 
past 5 years 
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[Proposal] 

        

Heir 
Donee 

Decedent 
Donor 

Domicile 
in Japan 

No domicile in Japan 

Japanese national 
No 

Japanese 
nationality 

Domicile in 
Japan  
within  

past 10 years 

No domicile 
in Japan 
within  

past 10 years 

Domicile in Japan  

N
o 

do
m

ic
ile

 in
 

Ja
pa

n 

Domicile in 
Japan within 
past 10 years 

  

No domicile in 
Japan within 
past 10 years 

 
 

 

<Scope of taxable properties> 

 All properties 
 

 Only properties located in Japan 

• The threshold applied to an heir/donee who has no domicile in Japan but 
who has Japanese nationality with respect to properties located outside 
Japan will be changed from 5 years to 10 years. Thus, under the new 
threshold, where both a decedent/donor and an heir/donee had no domicile 
in Japan within the past 10 years before an event causing inheritance/gift 
occurs, properties located outside Japan will be exempt from inheritance 
tax/gift tax. 

• Inheritance tax/gift tax will be imposed only on properties located in Japan 
for certain cases, including a case where both a decedent/donor and an 
heir/donee live temporarily in Japan(*1) with a status of residence under 
Table 1 of the Immigration Control and Refugee Recognition Act(*2). 

• Where an heir/donee who has neither domicile in Japan nor Japanese 
nationality obtain properties located outside Japan from a decedent/donor 
who has no domicile in Japan but had it in Japan within the past 10 years 
before an event causing inheritance/gift occurs (excluding a decedent/donor 
who does not have Japanese nationality and lived temporarily in Japan), the 
properties located outside Japan will be taxable properties. 

(*1) Where the total period of having a domicile in Japan for a person is less 
than 10 years within the past 15 years before an event causing 
inheritance/gift occurs, the person is considered as living temporarily in 
Japan. 

(*2) Because the working visas such as intra-company transferee are included in 
Table 1 of the Immigration Control and Refugee Recognition Act, many 
foreign expatriate employees staying in Japan are likely to be eligible 
persons of the new rule.  

These amendments will be applied to inheritance tax/gift tax levied on  
properties acquired on or after 1 April 2017 by inheritance/gift.  
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V. Other Amendments 

1. Consumption Tax Treatment of Virtual Currencies 

Under the Consumption Tax Law, virtual currencies fall under neither ’payment 
means‘ nor ’physical certificates‘, transfers of which are non taxable, and 
transfers of virtual currencies do not fall under any other non-taxable 
transactions either. Therefore, transfers of virtual currencies are treated as 
taxable transactions. 

It is proposed that transfers of virtual currencies will be treated as non-taxable 
transactions, since virtual currencies were officially defined as a means of 
payment by virtue of the amendment to the Payment Services Act which was 
passed in May this year. 

This amendment will be applied to transactions carried out on or after 1 July 
2017. 

In addition, the following transitional measures will be established: 

• Where a taxable person calculates the creditable input tax amount by the 
individual method, virtual currencies purchased before 1 July 2017 will be 
treated as taxable purchases relating to taxable sales. 

• In the case that a taxable person possesses virtual currencies purchased 
through domestic transactions of JPY1,000,000 or more as of 30 June 2017, 
if (a) exceeds (b), consumption tax suffered on taxable purchases of virtual 
currencies related to the excess portion will not be creditable. 

(a) Amount of virtual currencies held as of 30 June 2017 

(b) Daily average holding amount of virtual currencies for the period from 1 
June to 30 June 2017 

 

2. Amendment to Fixed Assets Tax for High-Rise Condominiums 

While the market value of higher-floor units in a high-rise condominium is 
generally higher than that of lower-floor units, there is no difference in the fixed 
assets tax if the space of the units is the same since the tax base for fixed 
assets tax is calculated on a pro-rata basis using the space of each dwelling 
unit.  

As such taxation system has been criticized as unfair, the calculation method 
for fixed assets tax levied on a high-rise condominium whose height is over 
60m and which includes dwelling units on multiple floors will be amended as 
follows in order to reflect partially actual market value: 

[Current tax law] 

Fixed assets 
tax for each 
dwelling unit 

= 

Fixed assets tax 
levied on the 

whole high-rise 
condominium 

x 

Exclusively-owned floor space 
 for each dwelling unit 

 

Total exclusively-owned floor space  
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[Proposal] 

Fixed assets 
tax for each 
dwelling unit 

= 

Fixed assets tax 
levied on the 

whole high-rise 
condominium 

x 

Exclusively-owned 
floor space for each 

dwelling unit 
x 

Adjustment 
ratio(*) 

 

Total exclusively-owned floor space 
(after adjustment)  

 

(*) ‘Adjustment ratio’ for N floor = 100 + 10/39 x (N - 1) 

• Where there is a remarkable difference in height of the ceiling or facilities among 
dwelling units, additional adjustments will be made in accordance with such 
difference. 

• Where a claim to use another allocation method is submitted by all unit owners of 
a high-rise condominium, such allocation method will be applicable instead of the 
calculation method discussed above.  

The amendments will be applied to high-rise condominiums that will become newly 
taxable from the 2018 fiscal year except where a contract to sell at least one of the 
dwelling units is concluded before 1 April 2017.  

Note that the same amendments will also be made to city planning tax and real estate 
acquisition tax. 
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