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ACCJ Viewpoint

RECOMMENDATION

The American Chamber of Commerce in Japan
(ACCJ) recommends that the Government of
Japan (GOJ) extend the carry-forward period for
net operating losses (NOL) under the Japanese
Corporate Tax Law consistent with the periods ap-
plied in other major economies. The current carry-
forward period is 10 years (for tax years starting
on or after April 1, 2018), compared to unlimited
carry-forward periods in most of the G7 and other
major developed economies in Asia-Pacific.

By extending the NOL carry-forward period, com-
panies would have incentive for and capacity to
make long-term investments in growth and inno-
vation, particularly for new business lines and in-
novative projects that often take many years to
become profitable, and remain invested in Japan
which will support Japan’s post-Covid-19 econom-
ic recovery efforts.

Overall, an extension of the NOL carry-forward
period would signal to investors, whether foreign
or domestic, that the GOJ is committed to and
supportive of increasing growth and revitalizing
the economy through practical solutions.

BACKGROUND

The ACCJ applauds the GOJ’s reduction in cor-
porate tax rates from their historic high levels to
rates more consistent with other Organisation for
Economic Cooperation and Development (OECD)
countries. Yet as important as bringing corporate
tax rates in line with other countries is, the cor-
porate rate is not the only tax condition that po-
tential new market entrants will consider. Given
that growth companies, be they domestic start-
ups or a result of foreign direct investment (FDI),
will likely have several initial years of losses while
they invest to build up production capabilities, dis-
tribution infrastructure, and market share, these
companies will look less at the corporate rate in
those initial years—when they will have little or
even no income to report—and more at the long-
term return on their investments. And one of the
significant factors in determining the return on in-
vestment during a startup period is the ability to
apply those up-front losses in a tax effective man-
ner over a long enough period to make the invest-
ment economically viable.

It has thus been the long-standing position of the
ACC] that extension of the NOL carry-forward period
by Japan would stimulate both domestic innovation,
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and foreign direct investment into growth industries,
benefiting the overall Japanese economy. We have
thus recommended that the GOJ lengthen the NOL
carry-forward period from ten years under current
Japanese law (for tax years starting on or after
April 1, 2018) to more closely match OECD norms,
such as the unlimited carry-forward periods that
now prevail in the US and Europe.

ISSUES

Inconsistency with periods in other major
developed economies

As shown in the table below,! Japan is already an
outlier among the G7 and other major developed
Asia Pacific economies with its short carry-forward
period.

Country C/F Period Annual Usage Cap
Japan 10 Years 50%
Canada 20 Years No Limit
France Unlimited 50%
Germany Unlimited 60%
Italy Unlimited 80%
United Kingdom | Unlimited 50%
United States Unlimited 80%
Australia Unlimited No Limit
Hong Kong Unlimited No Limit
Korea 15 Years 60%
Singapore Unlimited No Limit
Taiwan 10 Years No Limit

Lengthening the period would not only bring
Japan in line with its major trading partners, but
would strengthen incentives for investment in new
industries and innovative and start-up companies,
support companies that have invested in Japan in
the recent challenging years since the global fi-
nancial crisis and through the triple disasters of
2011, accelerate the growth and jobs connected
with such investment, and facilitate FDI.

In addition, many companies have incurred signif-
icant losses as a result of the Covid-19 pandemic
and may struggle to generate significant profits
for the foreseeable future. Increasing the carry-
forward period would positively impact cash flow
forecasts and encourage companies to remain in-
vested in Japan, supporting economic recovery.

Significantly, in this period of fiscal consolidation,
lengthening the NOL carry-forward period would
have largely backended fiscal costs compared to

1. As of 2021.

RS

D EBFRER & LU O IERFBIFEDE
UTIEREN2EED BROREHEEARIZ. BE7THE
(G BLUOT7IT7REHXDZDMEEILEE - g &t
ARG ITFE N,

E# TeREEAR FURHIRR
=R 106 50%
h+s 20 AR L
TR SR 50%
Ry IR 60%
1507 EHIR 80%
%E EHIR 50%
KE IR 80%
A—ZKZU7 EHIR HFRRL
b SR HIBRRL
BE 155 60%
Y AR=IL IR HFRZRL
=0 104 HIRRRL

HEOERF.BAZEELRESHFERDKEIC—
BB LET TR BREELEFNRRY — KTy
TREADEBREDA VYT 7 %B{LL. SRABHELL
B 201 TEDQORKEDORFEZE L. RE DR KRR IC
HRICEEZ{T > CEbEzZ T 25 UREICEE
TEIRREERAZINRI . MNHBEZEIREZRI Z&ICD
B3,

MMZT.COVID-19DFEICLD . Z<DIEILZEDIE
KESF ELTED EWERICEWTEZEDOHIFEEZHIT Z
CIFRETHZOEEMEINE WV XIESREHIB DOER IF
Fryvla7O0—FCTZAOMRZES5TEEDIC,
HANOHRGHRIREZRMU EREFBEZXZ S EIC
7550

BISEREINEZEEULT COH B2 DRFERICR L
T RIESIGHIBOER . hORHIC L DREBERICL
NTHBRARMDEEEHNT CITIERELRWICED DD
ST EENDI VYT I 2BV TELIE. R
NOMRZLIDRHHICERU. ZNICE DTN EEHET
ZENHBEEWS ENEIT SN,

FIRHRICKZBENRFEEDER

AT EENRFEENNFELHREBELDET SH
EDVOEDEL T REBEFIEICHTBBEINFELTW
SEACCUIFEREL TV ERIC. PEZREFHRRASY
Ay T 7ML T HIEEBWIC. BT RIES
BHHEZI10FEICERUDDORIESDERIEREEE

1. 202147 —%

RIEZORBHIBOLERICKDBREENDREDH N ZEOH HEIOSHSOFEFLEDNEREZ / HHEER / 2023F6AFTHR

Enhance the Attractiveness of the Japanese Economy for Investment and Facilitate the post-Covid-19
Economic Recovery by Extending the NOL Carry-Forward Period / Taxation Committee / Valid Through June 2023 3



ACCJ Viewpoint

other forms of tax stimulus, whereas the invest-
ment incentives would be front-ended, contributing
more quickly to growth and the tax revenues gener-
ated thereby.

Use usage cap to manage permanently loss
incurring companies

The ACCJ acknowledges that there are concerns
that the NOL system can be part of a strategy by
permanently loss incurring companies to avoid
paying their fair share of tax. To increase the in-
centives for companies to become profitable, the
GOJ has reduced the current NOL annual usage
cap to 50 percent for tax years starting on or after
April 1, 2018, while increasing the carry forward
period to 10 years for tax years starting on or af-
ter April 1, 2018.

The ACCJ does not have a formal position on the
annual usage cap. However, even assuming that
such a reduction may be useful both to incentivize
profitability and accelerate tax revenue, under-
standable goals in light of Japan’s need for fiscal
consolidation, this incentive will be most effec-
tive if the usage cap reduction is combined at the
same time with a significant extension of the loss
carry-forward period. Without that, Japan’s short
carry-forward period increases the risk that loss-
es, even those incurred for valuable investment
in growth and innovative technologies, will expire
before they can be absorbed. Moreover, Japan is a
significant outlier among the countries compared
in the table above, insofar as both its annual us-
age cap and carry forward period are restricted.
For the other jurisdictions shown in the table,
either the annual usage cap may be low (e.g.,
Germany and France) or the carry forward period
may be short (e.g., Taiwan), but only Japan is re-
strictive in both areas.

With the annual usage cap significantly reduced
to 50% for tax years starting on or after April 1,
2018, the ACCJ recommends extending the NOL
carry forward period significantly towards OECD
standards, such as the indefinite periods available
in the U.S. and Europe, to avoid disincentivizing
valuable and innovative investments in many eco-
nomic sectors. While Japanese legislation creates
exceptions for SMEs and newly established com-
panies to carry forward losses without the usage
cap (although for the first 7 years only), the ACCJ]
believes that extending the carry forward period
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indefinitely for all companies would be more ef-
fective in creating jobs and fostering innovation.

CONCLUSION

The ACCJ strongly supports all efforts to enhance
the attractiveness of the Japanese economy
for investment, particularly for growth compa-
nies and for FDI. As noted in the ACCJ’s Growth
Strategy White Paper, Charting a New Course for
Growth: Recommendations for Japan’s Leaders,
most new jobs in Japan are now driven by a com-
bination of foreign invested firms and new start-
up companies. Clearly, increasing the investment
environment to expand exactly these kinds of
job-creating enterprises must be a key part of the
GOJ’s strategy to revitalize the Japanese economy
and part of the efforts to facilitate Japan’s post-
Covid-19 economic recovery. Increasing the NOL
carry-forward period is a critical component to en-
couraging such investment.
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