Consumption and local consumption taxes

Explains things we would like you to
know before filing your final return.

Basic knowledge

. Those who must file final returns

il Important terms

Sole proprietors who at any stage fall under either of the following catego-
ries are required to file the Consumption and Local Consumption Taxes
Final Return for 2019. The final return for consumption and local consump-
tion taxes is filed in one final return form.

(1) Sole proprietor which had taxable sales amounting to more than 10 million yen
during the base period (2017), (see following figure) or

(2) Sole proprietor which do not fall under category (1) above but have submitted
the “Report on the Selection of Taxable Proprietors Status for Consumption Tax”

(3) Sole proprietor which do not fall under category (1) and (2) above and whose
taxable sales for a specified period (the period from January 1, 2018 through
June 30, 2018) exceeds 10 million yen. Alternatively, the criteria of 10 million
yen for a specified period can be judged by using the total amount of salary and
related payments instead of using the amount of taxes sales.

January 1st to December 31st, \ January 1st to December \ January 1st to December 31st,
2017 (base period) 31st, 2018 2019 (taxable period)
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Taxable sales exceeding
¥ 10,000,000

Taxable Person

If you fall under either (1) to (3), you need to file the final return for 2019, even if the
amount of taxable sales during 2019 were 10 million yen or less.
The simplified tax system is applecable to Sole proprietors whose taxable sales for the
base period (2017) were 50 million yen or less and who has submitted the "Report on
the Selection of the Simplified Tax System for Consumption Tax."

Amount of consumption and
local consumption taxes payable

[ Payable consumption taxes calculation method if applying the simplified tax system

. . )
Consumption taxes Consumption taxes Deemed Payable
on taxable sales _ | on taxable sales y¢ rchase |= consumption
during the taxable during the taxable rate taxes
period period )
¥ Ordinary payable consumption taxes calculation method
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Consumption taxes Consumption taxes Payable
on taxable sales during — on taxable purchases = consumption
the taxable period during the taxable period taxes
W Local payable consumption taxes calculation method
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Payable consumption Rate of local _ Payable local
taxes consumption tax consumption taxes
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Difference between Consumption/Local Consumption
Taxes and Income Tax

Base period

Benchmark period for
determining whether or
not the Sole proprietors
is a Taxable person or a
Tax-exempt business
and if the simplified tax
system can be applied.
The base period for Sole
proprietors is the second
proceeding year before
the taxable period.

Taxable period

Base of time used for
calculating the amount
of consumption and local
consumption taxes
payable. In principle, the
taxable period for Sole
proprietors is from
January 1st to Decem-
ber 31st.

Taxable sales

Sum of the amount of
sales relating to transac-
tions subject to
consumption tax
(excluding consumption
and local consumption
taxes) and the amount
of Tax-exempt sales
such as those relating
to export transactions.
Those with returns,
discounts or rebates
should be deducted from
the sum of these
amounts (excluding
consumption and local
consumption taxes).

In the case of Tax-ex-
empt business in 2017,
the consumption tax is
not included in the sales.
In this case, the Sales
(except for Non-taxable
sales) would be the
taxable sales amount for
2017. (Do not exclude
for tax.)

Taxable sales

See "What the taxable
sales?” on P4.

[ Consumption and local consumption tax calculation
The payable consumption taxes must be calculated based on taxable
sales and taxable purchases for the taxpayer's entire business without
regard to income category. The payable amount of local consumption
tax must be calculated based on the payable consumption taxes.

[ Income tax calculation
If a Sole proprietor earns two or more categories of income from among
businesses, real estate, and forestry income, the income tax levied
based on the income calculated for each category.

Calculation of payable
consumption taxes

In the simplified tax system,
the consumption tax
deductible from the consump-
tion taxes on taxable sales is
calculated by multiplying the
consumption taxes on taxable
sales by the deemed
purchase purchase ratio.
Therefore, it is not necessary
to calculate the consumption
taxes on actual taxable
purchases.

Basic knowledge



. A reduced tax rate system for consumption tax

The tax rate of national and local consumption taxes was raised from 8% to 10% on October 1, 2019,
and at the same time, the reduced tax rate system for the consumption tax has been implemented.

¥ Items subject to the reduced tax

(1)Food and drink excluding alcoholic drink and dining out
(2)Newspapers issued more than twice a week (those based on subscriptions)

-~ . Scope of food and drink subject to the reduced tax rate ~
[ reSduubéggtt';c;( ?;ete ] Provision of food and drink
at feechaging retirement
[ Not subject to the ] homes, etc.
reduced tax rate

Alcoholic
drink
Food and drink

i) ("Food" provided in the Food Labeling Act)
goods 1]
That used for human consumption
Such assets indicate food and assets other than food being linked beforehand such as confectioneries with toys and those with
prices concerning linked goods only.

Only when the tax-exclusive price is 10,000 yen or less, and the price of food accounts for two third or more, the entire product
will be subject to the reduced tax rate (case other than the above will not be subject to the reduced tax rate).
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[ Descriptions and storage of account books, invoices, etc. (from October 1, 2019, to September 30, 2023)

Business entities that make sales and purchases (expenses) of items subject to the reduced tax rate are required to
add separate descriptions by tax rate to ones currently required when issuing invoices, etc. (separate accounting
invoice) and making entries and other accounting treatments (separate accounting).

Taxable Person are required to store account books in compliance with classified accounting and invoices, etc. with
classified descriptions in order to become eligible to tax credit for consumption tax on purchases (separate account-
ing invoice-based method (simplified system)).

The difference of the Simple invoice-based method and Separate accounting invoice-based method

Period Ledgers Invoice, etc.
(DName of the taxable purchase supplier

(@Date,month and year R

To September 30’ 2019 ®Date, mo.nth and y.ear @Transaction description * Business entities that trade with a
®Transaction description

Take away, Food delivery, etc. Catering, etc.

Medical and pharmaceutical
products quasi-drugs, etc.

(MName of the taxable purchase supplier

large number of unspecified

Simple invoice-based method i i people, such as retail and i
( P ) @Price @PrlCe ) ) ! restaurant business, may omit the !
®Name of thw invoice ! descriptions of (5) in invoice that !
recipient* L )

From October 1, 2019, to (In addition to the above) (Note 2)

(In addition to the above) . . .
September 30, 2023 ®The product is an items subject to the ®The product is an items subject to the reduced tax rate

(Separate accounting (@Tax-inclusive prices totaled according to
. . reduced tax rate
invoice-based method) (Note 1) defferent tax rates

(Note 1) Even under Separate accounting invoice-based method (simplified system), the storage of account books with necessary descriptions alone, as in the
Simple invoice-based method, can meet the requirements for tax credit for consumption tax on purchases if there are unavoidable reasons for not receiving
invoices in transactions, such as small-amount transactions of less than 30,000 yen and purchases from automatic vending machines.

(Note 2) When invoice that are issued by suppliers have no descriptions that read "(6) Items subject to the reduced tax rate" or "(7) The tax-included total amounts
of items by tax rate," the business entities that received such invoice themselves may add descriptions concerning those matters alone, based on the fact
of the relevant transaction.

Examples described of ledgers and invoices

The tax-included amounts by tax rate

T s Xk & The tax-included amounts must be described after tallying
BOOHS XX&E11 828 items by tax rate (10% and 8%).
S 550/
5,400M9

_ | Indicating that the reduced tax rate items subject |

(0% & g;gggg ) (1) Marks, such as * and ¥, shall be described on items subject to the reduced tax rate.
[( 8%H%E 21 :6OOF‘3 ) (2) Itis required to demonstrate clearly that the marks indicate items subject to the
[Xbiﬁ%iﬁﬁé$ﬁ%§.‘:§} reduced tax rate.\
AN
[Invoice]
= In addition to the above, there are, for instance, the following

HoBNETTIR (AN wWOO methods.

ﬁXXf-EEl e ol &5 (1) Classify goods. by tax rate and indicate tha.t the classiﬁgd .
— goods are subject to the reduced tax rate in the same invoice.
11 2 AN ’%‘E‘E} : 22,000 (2) Issue separate invoices for goods by tax rate.
1|2 WAL sH& (%) _21,600 [Ledgers]
: : : : Set up a column for tax rate classification and describe "8%" or
(R EABRENREE ) the tax rate code. These methods are acceptable too.




