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Report on Japanese Taxation by the Shoup Mission
Volume 1 Chapter 5 Section E — Special Deductions

Deductions for Miscellaneous Losses.

There is in the present law a general provision permitting the tax
authorities to abate the income tax of an individual if he has "badly
lost his ability to pay because of calamities or other reasons'. While
the law directs that the relief to be granted in such cases be speci-
fied by regulation, the regulations appear to be equally vague. In
general such a vague provision is undesirable, since on the one hand
it gives opportunity for the exercise of favoritism, and on the other
gives the taxpayer no definite basis for making a claim with any as-
surance of what the outcome will be. Indeed, the taxpayer may well
feel that it is useless to press a claim for special consideration under
such a provision, since all he will get will be a brush off. This is
particularly likely to be true if any pressure is directly or indirectly
being brought to bear on the tax office to increase its receipts.

The form of relief usually granted in the United States is to per-
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mit the deduction of certain individual losses, such as those from
fire, theft, and the like. However, this has led to the practice of de-
ducting a large number of petty items, which unduly encumbers
the administration of the tax without producing any corresponding
increase in equity. Accordingly, it is recommended that relief for
taxpayer who have suffered losses be allowed by permitting the
taxpayer to deduct such losses, but only to the extent that they ex-
ceed 10 per cent of his net income (as computed without the benefit
of the loss deduction). This will give the taxpayer a definite claim
and a definite abatement of tax that he can count on without having
to petition the tax office for a special favor. At the same time the
administration will not be bothered with claims for the deduction of
petty amounts.

The above limitation on the deductibility of losses would apply
only to personal losses. Losses incurred in connection with a trade

or business would still be allowed to be deducted in full.
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