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The effects of COVID-19 have caused significant decreases in revenue for a number of businesses, which may result in
more businesses reporting loss positions for the current and upcoming years. To help combat decreasing revenues,
businesses are looking to cut costs and implement tax planning measures to help reduce taxes and increase cash. One
measure that may help businesses achieve these goals is ensuring that losses are used in an effective manner. In Japan
there are a number of ways in which companies can utilize tax losses, such as the carryforward or carryback of net
operating losses (NOLs) and the offsetting of group profits and losses through aggregation or reorganization. This
newsletter discusses a number of methods available in Japan for utilization of losses and the potential impact each can
have on a company’s business.

For companies filing blue form tax returns, NOLs incurred in fiscal years beginning on or after 1 April 2018 may be
carried forward for 10 years (the carryforward period generally is 9 years for NOLs incurred in prior fiscal years). In
addition, small and medium-sized enterprises (SMEs)?® are allowed to carry back an NOL for one year to receive a refund
of tax paid in the prior year. However, there are restrictions in place for certain companies that limit the amount of
taxable income that can be offset by carried forward NOLs. A large company may use NOLs to offset only up to 50% of
its taxable income in a fiscal year, while a company qualifying for SME status is allowed to use NOLs to fully offset
income. Also, “newly established” companies (i.e., companies less than seven years old) may use NOLs to fully offset
income unless they are wholly-owned by a large company, or by two or more large companies within a 100% affiliated

group.

Additionally, NOL carryforwards may be restricted in certain situations, such as a change of ownership of more than 50%
in connection with a discontinuance of an old business and commencement of a new business.

In addition to the normal carryback rules for SMEs, special relief measures have been enacted in response to COVID-19
that expand the one-year NOL carryback to apply to certain companies with stated capital of JPY 1 billion or less. The
special relief measures apply to NOLs generated in fiscal years ending on or after 1 February 2020 until 31 January 2022,
and the 50% taxable income restriction on the use of carried forward NOLs that normally applies to non-SMEs does not
apply to companies qualifying for the special carryback provision.

Companies also have the ability to carry back certain “disaster losses” to offset income in prior years. Disaster losses are
losses that relate to certain damages caused to inventory or fixed assets, and include costs to take urgent measures to
prevent the spread/occurrence of COVID-19 (e.g., losses on disposal of food by restaurants, and costs of purchasing
masks, disinfectants, etc.). Unlike the standard NOL carryback, disaster losses may be carried back up to two years. The
timeline below shows the relevant dates of the NOL relief provisions.

L An SME is defined as a company with stated capital of JPY 100 million or less whose shares are not held, directly or indirectly, by a
large company (i.e., a company with stated capital of JPY 500 million or more) or two or more large companies within a 100% affiliated
group.
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3.  Treatment of losses under tax consolidation/group aggregation rules

Under the 2020 tax reform, Japan’s current tax consolidation system will be replaced with a group aggregation system
for fiscal years beginning on or after 1 April 2022. Both the consolidation system and the group aggregation system allow
losses of one company to offset profits of other companies within the same group; however, the group aggregation
rules introduce a number of changes, including changes to the use of NOLs. (For more information on other differences
between tax consolidation and group aggregation, see our 2020 tax reform newsletter.)

Under the current tax consolidation rules, pre-existing NOLs of a parent company carry over and are available to offset
profits of any group member. However, under the group aggregation rules, NOLs of a parent company may be lost or
subject to limitation under “separate return limitation year” (SRLY) rules, which effectively limit the offset of parent
company NOLs to future profits of the parent, not profits of other group members. In addition, the current tax
consolidation rules generally result in the loss of a subsidiary’s pre-existing NOLs if it elected to consolidate and was
acquired in the last five years. Under group aggregation, however, such a subsidiary will not lose its NOLs (though its NOLs
may be subject to limitation) provided it is expected to be continuously held 100% by the parent company at the time of
forming the group.

For subsidiaries joining an existing group, there is an additional exception available under group aggregation. Acquired
subsidiaries that would have forfeited pre-existing NOLs under the tax consolidation system may not have to forfeit their
NOLs (though their NOLs may be subject to limitation) under group aggregation, provided conditions similar to those
required for a qualified corporate reorganization are satisfied. The flowchart below illustrates the treatment of pre-existing
NOLs under the tax consolidation and group aggregation systems.
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4.  NOLs in group reorganizations

In certain circumstances, Japan’s corporate reorganization rules also offer the ability to offset profits and losses within a
corporate group via the merger of group companies. For example, if a profit making subsidiary is merged in a tax-


https://www2.deloitte.com/jp/en/pages/tax/articles/bt/japan-inbound-tax-legal-december-2019-no49.html

qualified manner with a loss making subsidiary within the group, and certain requirements are met (i.e., the ownership
relationship has existed for five years, or deemed joint business requirements are met, etc.), the existing NOLs in the loss
making subsidiary may be used to offset future income post-merger. However, it should be noted that where specific
requirements are not met in a group reorganization, losses may be restricted or forfeited under rules similar to the new
group aggregation rules highlighted above.

Deloitte’s View




To see past newsletters, please visit our website.

To automatically receive future newsletters, please email
providing your name, company, position, and email address.

Click to download our tax@hand app to view newsletters and other content on your mobile device.

Deloitte Tohmatsu Tax & Legal Inbound Client Services Team
Not all facts and circumstances are covered in this newsletter. If you have any questions regarding your specific

situation, please contact one of the tax professionals at our Deloitte office in Tokyo or visit our website

Jun Sawada, Inbound Client Services Leader

Business Tax Services

Sunie Oue, Partner

David Bickle, Partner

Indirect Tax Services

Fumiko Mizoguchi, Partner

Global Employer Services

Russell Bird, Partner

Transfer Pricing

Timothy O’Brien, Partner

Samuel Gordon, Partner

Tax Management Consulting

Sreeni Menon, Director

Global Tax Services

Koichi Hattori, Partner

Financial Service Industry

Yang Ho Kim, Partner

Kai Hielscher, Partner

Tax Controversy

Yutaka Kitamura, Partner

Legal Kaori Oka, Partner
Immigration Yoshito Kijima, Partner
Payroll and Social Benefits Processing John Dorff, Partner
email to

Deloitte Tohmatsu Tax Co.

Tokyo Office
Marunouchi-Nijubashi Building, 3-2-3 Marunouchi, Chiyoda-ku, Tokyo 100-8362, Japan
Tel: +81 3 6213 3800 email: Corporate Info:

Deloitte Tohmatsu Group (Deloitte Japan) is a collective term that refers to Deloitte Tohmatsu LLC, which is the Member of Deloitte
Asia Pacific Limited and of the Deloitte Network in Japan, and firms affiliated with Deloitte Tohmatsu LLC that include Deloitte Touche
Tohmatsu LLC, Deloitte Tohmatsu Consulting LLC, Deloitte Tohmatsu Financial Advisory LLC, Deloitte Tohmatsu Tax Co., DT Legal Japan,
and Deloitte Tohmatsu Corporate Solutions LLC. Deloitte Tohmatsu Group is known as one of the largest professional services groups
in Japan. Through the firms in the Group, Deloitte Tohmatsu Group provides audit & assurance, risk advisory, consulting, financial
advisory, tax, legal and related services in accordance with applicable laws and regulations. With more than 10,000 professionals in
over 30 cities throughout Japan, Deloitte Tohmatsu Group serves a number of clients including multinational enterprises and major
Japanese businesses. For more information, please visit the Group’s website at

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL"), its global network of member firms, and their related
entities (collectively, the “Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its member firms and related
entities are legally separate and independent entities, which cannot obligate or bind each other in respect of third parties. DTTL and
each DTTL member firm and related entity is liable only for its own acts and omissions, and not those of each other. DTTL does not
provide services to clients. Please see to learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific Limited
and their related entities, each of which are separate and independent legal entities, provide services from more than 100 cities across
the region, including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Osaka, Seoul, Shanghai,
Singapore, Sydney, Taipei and Tokyo.

Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk advisory, tax and related services. Our
global network of member firms and related entities in more than 150 countries and territories (collectively, the “Deloitte
organization”) serves four out of five Fortune Global 500®°companies. Learn how Deloitte’s approximately 312,000 people make an
impact that matters at

All of the contents of these materials are copyrighted by Deloitte Touche Tohmatsu Limited, its member firms, or their related entities
including, but not limited to, Deloitte Tohmatsu Tax Co. (collectively, the “Deloitte Network”) and may not be reprinted, duplicated,
etc., without the prior written permission of the Deloitte Network under relevant copyright laws.

These materials describe only our general and current observations about a sample case in accordance with relevant tax laws and
other effective authorities, and none of Deloitte Network is, by means of this publication, rendering professional advice or services.
Before making any decision or taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. The opinions expressed in the materials represent the personal views of individual writers and do not represent
the official views of Deloitte Network. No entity in the Deloitte Network shall be responsible for any loss whatsoever sustained by any
person who relies on this publication.

Member of
Deloitte Touche Tohmatsu Limited

2020. For information, contact Deloitte Tohmatsu Tax Co.,DT Legal Japan, Qeloitte Tohmatsu Immigration Co.

and register by

MAKING AN

| ,-"\ IMPACT THAT

MATTERS

\rf'._,-- Sittt

ACCAEDITED

ek ST TEETEME
AT AT R

15 669126 / IS0 27001



http://www.deloitte.com/jp/tax-legal-inbound-newsletter
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
http://www2.deloitte.com/jp/en/pages/tax/articles/deloitte-tax-at-hand-mobile-app.html
http://www.deloitte.com/jp/tax-legal-inbound-services
mailto:japan_taxlegal_inbound@tohmatsu.co.jp
mailto:tax.cs@tohmatsu.co.jp
http://www.deloitte.com/jp/en/tax
http://www.deloitte.com/jp/en.

	In Brief
	1. Basics of NOLs in Japan
	2. Expanded loss carryback under COVID-19 relief measures
	3. Treatment of losses under tax consolidation/group aggregation rules
	4. NOLs in group reorganizations
	Newsletter Archives
	Subscribe to Japan Tax & Legal Inbound Newsletter and tax@hand
	Contacts
	Issued by

