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Proposal for Leasing Tax System

Rea Yogita

Abstract

The purpose of this study is to clarify whether the right-of-use approach adopted in the new
lease accounting standards should also be adopted in the lease tax system.

Traditionally, lease treatment has often focused on the lessee’s treatment, but this study first
establishes a tax system for the lessor and then considers additional tax measures that take into
account the relationship between the lessor and the lessee.

This study argues that a tax system for lease income accruing to the lessor should be created in
the “lease tax system,” and then additional tax measures should be implemented to prevent problems
between the lessor and the lessee. Because the lessor’s lease income should be the subject of taxation
when taxing lease transactions based on the substance of the transaction, we adopted the approach
of first considering the lessor’s tax system.

Looking at the development of leasing regulations under tax law, even if a transaction is legally a
lease, if the economic substance of the transaction is deemed to be a sale, it should be treated as a sale.

A consistent feature of these regulations is a substance-first approach that emphasizes economic
substance when considering taxation.

Currently, lease transactions are classified as sales and purchases and leases of money. Under
the corporate tax system, the lessor generally treats the leased asset as a sales transaction, recording
the transfer price and the transfer cost at the time of delivery and recognizing the difference as a
capital gain or loss.

However, because the lessor’s income is the interest income for the lease period and not a
capital gain, even transactions like finance leases, which are considered to be sales and purchases in
economic substance, are considered “sales and purchases and finance” rather than simply “sales and
purchases.”

In asset leasing, where the legal form and economic substance differ, lease income for the lessor
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is considered to be “the collection of the total amount equivalent to the purchase price of the leased
asset (principal amount) and interest,” and therefore is considered to be “finance.”

This can be considered the collection of a loan receivable and interest income, and finance leases
should be treated as asset sales and purchases, with the sale and purchase transaction converted into
a financial transaction.

This study proposes that in the case of lease transactions that are treated as sales and purchases,
a method that combines “sales and purchases” and “financial” should be adopted, utilizing the lessor’s
treatment in corporate accounting, which is a system for recognizing interest on loan receivables, and
recognizing the loan at the start of the lease by the lessor.

Therefore, the conclusion of this study is that treating all transactions as a single transaction
on the balance sheet using the right-of-use approach cannot be said to be appropriate information
disclosure, and therefore the right-of-use approach should not be adopted in the leasing tax system.

Treatment should reflect the economic reality of each, distinguishing between lease transactions
that are treated as sales and lease transactions that are treated as rents of money, and incorporating

the “financial” aspect.
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