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TAX UPDATE 

2017 TAX REFORM – AMENDMENT TO SCOPE OF TAXABLE INCOME FOR NON-
PERMANENT RESIDENTS 

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 details of the amendment to the scope of taxable 
income for non-permanent residents. 

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, ministerial ordinances and administrative guidance. 
Please note that the final tax reform could differ from the Proposal depending 
on the outcome of discussions in the Diet. 

(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.) 

Background  

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:   

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  

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  
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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. 

2017 Tax Reform 

The following amendment to the scope of taxable income for non-permanent 
residents was proposed under the 2017 tax reform 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. 

The information contained herein is of a general nature and is not intended to address the 
circumstances of any particular individual or entity. Although we endeavor to provide accurate 
and timely information, there can be no guarantee that such information is accurate as of the 
date it is received or that it will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a thorough examination of the 
particular situation. 
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