
 
  

Financial Services 
Tax News

Financial Services Tax Group

 Special Issue - February 2005

pwc
税理士法人 中央青山

 
 
Tax Practice of PricewaterhouseCoopers 
Japan (Zeirishi-Hojin ChuoAoyama) is the 
largest professional tax corporation in 
Japan with more than 300 professionals. 
Our Financial Services Tax Group is 
comprised of approximately 70 
professionals, dedicated specifically to 
advising the financial services industry. 
PricewaterhouseCoopers (www.pwc.com) 
provides industry-focused assurance, tax 
and advisory services for public and private 
clients. More than 120,000 people in 144 
countries connect their thinking, experience 
and solutions to build public trust and 
enhance value for clients and their 
stakeholders. 
 
 
 
 
 
 
 
 
 
 
This Tax News is provided for general guidance 
only, and does not constitute the provision of 
advice or professional consulting of any kind.  
Before making any decision or taking any action, 
you should consult your usual PwC contact with 
all the pertinent facts relevant to your particular 
situation. 
 
PricewaterhouseCoopers 
(Zeirishi-Hojin ChuoAoyama) 
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 
 

*connectedthinking 
 
© 2005 PricewaterhouseCoopers. All rights 
reserved. PricewaterhouseCoopers refers to the 
network of member firms of 
PricewaterhouseCoopers International Limited, 
each of which is a separate and independent 
legal entity. *connectedthinking is a trademark of 
PricewaterhouseCoopers LLP. 

 

Profit arising from the exercise of stock 
options is ruled to be salary income  

Final decision by the Supreme Court on 
January 25, 2005 

 

 

Different decisions were issued by the Tokyo Local Court 
and the Tokyo High Court with respect to the Japanese 
tax treatment of profits arising from exercising stock 
options (“stock option exercise gain“) that were granted to 
a representative director of a Japanese corporation which 
is a wholly owned subsidiary of a US corporation.  On 
January 25, 2005, the third small court of the Supreme 
Court confirmed the decision that was issued by the 
Tokyo High Court by a unanimous vote of four (4) judges. 
Specifically, the judges concluded that the stock option 
exercise gain should be treated as salary income and 
therefore, rejected the final appeal by the taxpayer.  This 
appears to have ended the argument as to whether the 
stock option exercise gain should be treated as salary 
income or occasional income for Japanese individual 
income tax purposes. Based on the Supreme Court’s 
decision, in the future, such stock option exercise gains 
should be treated as salary income. 
 
 

1. Accounting Standard for Stock Options (Draft) 
Market value of stock option rights at the time 
of grant would be reported as an expense? 

 
On December 28, 2004, the Accounting Standards Board of 
Japan announced Proposal No. 3 of the Corporate 
Accounting Standard – “Accounting Standard for Stock 
Options (Draft)” (hereinafter referred to as “Proposal”), 
which will become effective for stock options granted in 
fiscal years commencing on or after April 1, 2006. 
 
In the above Proposal, the market value of the option right* 
as of the date of grant should be reported as an expense 
and be amortized equally over the vesting period. 



 (2)

Although the stock option exercise profit under an employees’ stock option plan is treated as 
salary income in accordance with above decision of the Supreme Court, the tax treatment for 
corporate tax purposes has not been clearly determined. As a result of the announcement of the 
Proposal, it is expected that discussions relating to clarifying the tax treatment of expenses 
recognized in connection with employee stock option plans for corporate tax purposes will begin. 
 
 
2. Stock option with exercise price of 1 JPY 
 
Generally, the stock option exercise price under an employees’ stock option plan is determined 
based on the market value of the shares that are subject to the stock option as of the date of 
grant.  In one case, a company wanted to introduce a stock option plan in which the exercise 
price would be 1 JPY and they asked the Regional Taxation Bureau in advance as to whether 
taxable income should be recognized at the time that the option is exercised.  The Regional 
Taxation Bureau stated that the above tax treatment that taxable income should be recognized at 
the time the option is exercised is appropriate for such stock option plan and disclosed its reply 
and question in its web site. 
 
 
3. Stock option as a retirement allowance plan 
 
In another case, a company granted stock options to its directors at the time of the termination of 
the directors’ retirement allowance plan.  The tax authorities issued a reply that indicated that 
the stock option exercise profit in that particular case would be treated as retirement income.  In 
the said stock option agreement, various conditions were provided including the following: 
 
(i) the exercise price is 1 JPY; 
(ii) the director has the right to exercise the options only once during the 10 day period from 

the date the director resigns as a director of the company: 
(iii) a forfeiture clause; and 
(iv) the number of allotted options is determined according to the title and service years of the 

director (i.e. grantee).   
 
 
*This is the market value of the option right as of the date of grant, not the market value of the objective 
stocks (or a portion of the market value of the objective stocks in excess of the exercise price) as of the 
date of grant, the vesting date or the date of exercise. 
 
 

For further information, please contact:  

Partner 

 

 

 

 

 

 

Director 

Yonetaro Ori 

Sachihiko Fujimoto 

Katsuyo Oishi 

Yuka Matsuda 

Tetsuo Iimura 

Akemi Kitou 

Raymond Kahn 

Stuart Porter 

81-3-5251-2564 

81-3-5251-2423 

81-3-5251-2565 

81-3-5251-2556 

81-3-5251-2834 

81-3-5251-2461 

81-3-5251-2909 

81-3-5251-2944 

yonetaro.ori@jp.pwc.com 

sachihiko.fujimoto@jp.pwc.com 

katsuyo.oishi@jp.pwc.com 

yuka.matsuda@jp.pwc.com 

tetsuo.iimura@jp.pwc.com 

akemi.kitou@jp.pwc.com 

raymond.a.kahn@jp.pwc.com 

stuart.porter@jp.pwc.com 



 (3)

Senior Manager 

Manager 

Hiroshi Takagi 

Kimihito Takano 

Hiroko Suzuki 

Shunji Suzuki 

Kenji Nakamura 

Yoko Kawasaki 

Keiko Arai 

81-3-5251-2788 

81-3-5251-2698 

81-3-5251-2156 

81-3-5251-2483 

81-3-5251-2589 

81-3-5251-2450 

81-3-5251-2771 

hiroshi.takagi@jp.pwc.com 

kimihito.takano@jp.pwc.com 

hiroko.suzuki@jp.pwc.com 

shunji.suzuki@jp.pwc.com 

kenji.nakamura@jp.pwc.com 

yoko.kawasaki@jp.pwc.com 

keiko.arai@jp.pwc.com 

 


