
Executive summary
On 12 December 2019, Japan’s coalition leading parties released the 2020 tax 
reform outline (the Outline). A tax reform bill (the Bill) will be prepared based on 
the Outline. The Bill will be submitted to the Diet1 and is expected to be enacted 
by the end of March 2020.

This Alert summarizes the key provisions relevant to multinational corporate 
taxpayers.

Detailed discussion
Group income and loss sharing rules 
As a result of the replacement of the tax consolidation system, new group 
income and loss sharing rules will be introduced. Under the new rules, the loss 
of a company is passed to and shared with another company within the same 
company group. Consistent with the current tax consolidation system, the 
group loss relief rules are voluntary. 

While many of the rules under the tax consolidation system will continue to 
apply under the new group income and loss sharing rules, there will be some 
differences. One difference is that loss sharing is fixed at the time of the original 
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tax return filing, and if taxable income or loss increases or 
decreases pursuant to a subsequent tax assessment or an 
amended tax return, the loss sharing is not impacted by such 
an assessment or amended tax return. 

The new group income and loss sharing rules will 
automatically apply to a company group currently filing a 
consolidated tax return. These company groups can opt out 
of the new rules by submitting the prescribed document 
prior to the start of the first fiscal year beginning on or after 
1 April 2022.  

This revision will apply to taxable years beginning on or after 
1 April 2022. 

Open innovation tax incentives
The open innovation tax incentive provides a deduction 
to companies making an eligible investment in a venture 
company.2 The deduction is equal to 25% of the amount 
invested.

Requirements for the deduction include:
•	The age of the venture company does not exceed 10 years. 

•	At least JPY100 million3 is invested in a Japanese venture 
company (JPY500 million investment is required for a 
foreign venture company). 

•	The company making the capital contribution is engaged 
in a highly productive business or the development of new 
business, and the management resources of the venture 
company are utilized for the highly productive business or 
development of new business.4 

•	Government approval is obtained.

The deduction will be subject to recapture if a change occurs 
to the venture company investment5 within five years of the 
capital contribution. 

The tax incentive will be available for qualifying investments 
made during the period 1 April 2020 to 31 March 2022. 

Tax incentives for 5G technology
The Outline provides a tax incentive for investments in 5G 
technology.6 A company can receive either a 15%7 tax credit 
or 30% bonus depreciation for qualifying 5G investments. 
The tax incentive cannot exceed 20% of the corporate tax 
liability in any year.

The tax incentive will be available for expenditure incurred 
from the date of enactment of the Advanced Information 
Communication Promotion Law until 31 March 2022.

Anti-avoidance measures for dividends and 
capital losses
The Outline includes an anti-avoidance measure for 
dividends and capital losses. Under the new measure, a 
parent company’s tax basis in the shares of a subsidiary8 

will be reduced if the parent company receives a dividend 
from the subsidiary exceeding 10% of the tax basis of 
the subsidiary, and the dividend income is subject to the 
domestic or foreign dividend received deduction (DRD). It 
is thought that this anti-avoidance measure was proposed 
to address tax losses created by a parent company, by way 
of the payment of a dividend from a subsidiary to a parent 
prior to the transfer of the subsidiary (where the dividend is 
subject to the DRD). 

An exception from the application of this anti-avoidance 
measure will be available if any of the following apply:9 
•	90% or more of the subsidiary was owned only by Japanese 

companies and/or Japanese resident individuals from the 
subsidiary’s incorporation until the acquisition by the parent. 

•	The dividend is paid out of retained earnings earned after 
the parent acquired the subsidiary. 

•	The dividend is paid at least 10 years after the parent 
acquired the subsidiary. 

The measure does not apply if the dividend does not exceed 
JPY20 million. 

The Outline does not specify when the revision will start to 
apply, but it is expected that this revision will apply to taxable 
years beginning on or after 1 April 2020. 

Increased thresholds for tax incentives
The Outline raises the thresholds for tax incentives. 
Currently, large companies cannot receive certain tax 
incentives, including the research and development tax 
credit, if all of the following conditions are met:
•	Current taxable income exceeds the prior year’s taxable 

income.

•	The total salary paid by the company to the employees is less 
than the total salary paid during the previous fiscal year. 

•	Domestic investment in depreciable assets is less than 10% 
of depreciation expense. 

The 10% depreciation threshold will be increased to 30%.
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In addition, under the current tax credit system for wage 
increases, a company can receive a tax credit if both of the 
following conditions are met:
•	The average salary paid by the company to the employees 

increases by at least 3% from the previous fiscal year

•	Domestic investment in depreciable assets is equal to or 
more than 90% of depreciation expense. 

The 90% depreciation threshold will be increased to 95%.

The Outline does not specify when the revision will start 
to apply, but it is expected that the revisions will apply to 
taxable years beginning on or after 1 April 2020. 

Entertainment expenditure
Corporations with share capital exceeding JPY10 billion will 
no longer be able to claim deductions for meal entertainment 
expenditure.

The Outline does not specify when the revision will start to 
apply, but it is expected that this revision will apply to taxable 
years beginning on or after 1 April 2020. 

Endnotes
1. 	 Japanese bicameral legislature.

2. 	 The investment should be by way of a capital contribution and receipt of shares. 

3. 	 The minimum capital contribution for small or medium sized companies is JPY10 million.

4. 	 Definitions of key terms are yet to be released.

5. 	 For example, the investor sells the venture company shares or there is a liquidation of the venture company.

6. 	 The Advanced Information Communication Promotion Law is expected to be enacted for this measure.

7. 	 The tax incentive also applies to local inhabitant tax for small or medium sized companies.

8. 	 A company will be a subsidiary of a parent if more than 50% of the company is owned directly or indirectly by the parent. 

9. 	 Other exceptions may be available.
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