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Group is comprised of approximately 100
professionals, dedicated specifically to advising
the financial services industry. In addition to
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advice in all aspects of domestic/international
taxation including financial and real estate,
transfer pricing, M&A, group reorganization,
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2009 Tax Reform on
Taxation of covered warrant for individuals

The 2009 Tax Reforms were promulgated on March 31, 2009,
and the scope of special tax treatment applicable to certain
futures trades was extended to certain listed covered warrants
with effect from such listed covered warrants exercised or sold
on or after January 1, 2010. Business income, miscellaneous
income or capital gains from the exercise or sale of covered
warrants listed on a Japanese financial instruments exchange
(“Listed Covered Warrants”) are entitled to the special tax
treatment for individual income tax purposes.

Further to the above reform, losses from the exercise or sale of
Listed Covered Warrants can be carried over for 3 years and
deducted, depending on the original income classification,
from business income, miscellaneous income or capital gains
from cash settlement, sale or exercise of certain futures
trades, including Listed Covered Warrants.

This newsletter provides an outline of the tax reform above.
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Special Tax Treatment for Income from Certain Future Trades
Before 2009 Tax Reform

When a Japanese resident individual or a non-Japanese resident individual with a permanent establishment
in Japan (jointly “Residents”) who made certain futures trades (Note 1) settle the futures position in cash
(except for a physical delivery trade), business income or miscellaneous income from such futures positions
unwound is separated from other income and subject to tax at a special rate of 20% (15% for national tax and
5% for local tax). When losses are incurred from the cash settlement of the futures trades, such losses can
be offset, depending on the income classification, against business income or miscellaneous income from the
other futures trades. On the other hand, profits from covered warrants (Note 2) exercised or sold were not
entitled to this special tax treatment, and subject to tax at marginal rates under aggregate taxation.

(Note 1) “Futures trades” includes commodity futures trades as defined in Article 2, Paragraph 8 of the Commodity
Exchange Act, and financial futures trades as defined in Article 2, Paragraph 21, Item 1 to 3 of the Financial
Instruments and Exchange Act.

(Note 2) “Covered Warrants” means securities as defined in Article 2, Paragraph 1, Item 19 of the Financial Instruments
and Exchange Act, to the extent that the securities reflect rights on trades as listed in Article 2, Paragraph 22,
Item 4 of the Financial Instruments and Exchange Act.

Under 2009 Tax Reform

The scope of special tax treatment which was applied to futures trades was extended to profits from the
exercise or sale of Listed Covered Warrants (Note 3). The exercise or sale of Listed Covered Warrants in this
context includes an exercise or forfeit of rights reflected on the Listed Covered Warrants, or sale of the Listed
Covered Warrants to a securities dealer, whether it is a principal or an agent.

(Note 3) “Listed Covered Warrants” means covered warrants listed on the Japanese financial instruments exchange.

Carryover of Losses on Future Trades
Before 2009 Tax Reform

If Residents who file final tax returns have incurred losses from futures positions unwound within three tax
years prior to the current year, such losses can be offset, depending on the original income classification,
against business income or miscellaneous income from futures settled in cash during the current tax year, to
the extent of the business income or miscellaneous income.

Under 2009 Tax Reform

Further to the special tax treatment applied to Listed Covered Warrants under the 2009 tax reform, losses
from the exercise or sale of the Listed Covered Warrants can be carried forward for 3 years.

The above amendments apply effective to the Listed Covered Warrants exercised or sold on or after January
1, 2010.
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For more detailed information, please do not hesitate to contact your financial tax services
representative or any of the following members:

Zeirishi-Hojin PricewaterhouseCoopers

Financial Services

Kasumigaseki Bldg. 15F

2-5 Kasumigaseki 3-chome

Chiyoda-ku, Tokyo 100-6015
Telephone: 81-3-5251-2400

http://www.pwc.com/jp/tax
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