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Taiwan issues tax
ruling on treatment
of leases under
IFRS 16

Taiwan's Ministry of Finance (MOF) issued tax ruling No 10904546810 (the
Ruling) on 22 May 2020 regarding the implementation of International
Financial Reporting Standard 16 Leases (IFRS 16). Pursuant to the Ruling,
Taiwan profit-seeking enterprises that implement IFRS 16 from 1 January
2019 should recognize costs and expenses for tax purposes in line with the
accounting treatment, subject to certain exceptions.

Background

The Ruling was issued in response to the implementation of IFRS 16, which was
promulgated by the Taiwan Financial Supervisory Commission and came into
effect from 1 January 2019. Prior to that date, the accounting treatment of
leases was generally based on International Accounting Standard 17 (IAS 17).
The primary difference between IAS 17 and IFRS 16 is the accounting treatment
for the lessee. Under IAS 17, lease payments for operating leases were expensed
in the current period, however under IFRS 16, operating leases are required to
be capitalized at present values as right-of-use assets and obligations for future
lease payments should be accrued as lease liabilities.! The Ruling clarifies the
tax treatment of leases subject to IFRS 16.
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Tax treatment of leases under IFRS 16

Profit-seeking enterprises that implement IFRS 16 are
required to recognize costs and expenses for income tax
purpose in line with the accounting treatment, subject to
the following exceptions:

1. The useful life of the right-of-use asset should not be
shorter than the useful life promulgated by the MOF
pursuant to Article 51 of the Income Tax Act.

2. Estimated decommissioning, removal, and restoration

costs, which constitute a portion of the right-of-use
assets, should not be depreciated and/or expensed
until they are incurred.

. Gains or losses arising from revaluations or the

impairment of leased assets pursuant to other
accounting standards? are not considered realized
for tax purposes.

Endnotes

1. Except for short-term leases (lease term of less than 12 months) and low-value assets (asset value of less than US$5,000).

2. 1AS 36 Impairment of Assets and IAS 40 Investment Property.
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