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Tax authorities increase attention on 
company-provided housing

In brief 
Company-provided housing is a 
popular form of employee benefit in 
Japan, and when properly structured 
provides favorable tax treatment. 
However, company-provided housing 
programs are coming under closer 
scrutiny from Japanese tax auditors, 
especially if they believe these benefits 
are being provided in lieu of cash 
compensation.  
 
The purpose of this Global Watch is to 
share recent audit activity by the tax 
authorities and to help employers 
have a better awareness and 
understanding of the potential 
challenges to their company-provided 
housing programs.  Companies should 
review their programs and make any 
necessary changes and improvements. 

Treatment of company-provided 
housing  

Under the Japanese tax laws, non-
cash benefits granted by employers to 
employees are in general taxable for 
Japanese individual income tax 

purposes. The amount of taxable 
benefit is generally measured based on 
the fair market value of the benefit 
provided, less any consideration paid 
by the employee.  However, when an 
employee receives company-provided 
housing as a non-cash benefit 
(commonly known in Japan as a 
'shataku'), a reduced valuation of this 
taxable benefit is allowed.   

A special rule provides that if the 
employee pays back a certain amount 
(which typically approximates 5%-10% 
of the actual rental cost) to the 
employer on an after-tax basis, the 
imputed tax benefit for company-
provided housing is reduced to zero. 

This preferential treatment of 
company-provided housing is 
indicated in circulars issued by the 
National Tax Administration. These 
administrative rulings provide the 
valuation formulas for the special 
taxation of such housing benefits.  The 
formulas to calculate the taxable value 
of company-provided housing (so 
called 'Economic Rent') uses a 
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combination of: (1) fixed percentages, 
(2) the property's assessment value for 
property tax purposes, and (3) its floor 
space.    

Note that the formulas vary depending 
on whether the housing is provided to 
a director or an employee, and if 
provided to a director, whether the 
total floor space of the house exceeds 
132m2 (or 99m2 if non-wooden).   

Calculation of taxable value in 
practice 

In practice, the information needed to 
calculate the taxable value may not be 
readily available.  As such, many 
employers have estimated the amount 
of Economic Rent at amounts that 
typically range between 10% and 20% 
of the rent paid to the third-party 
landlords.  As a protective measure, 
the percentage used is intended to be 
slightly higher than the taxable value 
of company-provided housing 
calculated by the formulas.  If the 
employee pays back one-half or more 
of the Economic Rent amount to the 
employer on an after-tax basis, the 
imputed tax benefit for company-
provided housing is reduced to zero 
(as mentioned above). 

In the case of directors, the amount of 
taxable benefit is a higher percentage 
of the value of the provided housing.  
In general, one-half of the actual rent 
is often used as the amount of 
Economic Rent with the assumption 
that the taxable value calculated by 
the formulas would not exceed 50% of 
the rent.   When the property is shared 
for business purpose use, it can be 
considered that no taxable benefit has 
been provided if the director 
contributes to the company 70% or 
more of the taxable economic rental 
value.  For example, this would be 
35% of the rent paid if one-half of the 
actual rent is considered as the 
Economic Rent. 

It should be noted that if the housing 
provided to directors is considered to 
be beyond the common standards of 
company-provided housing, or 
'luxurious', the above rules would not 
be followed and the actual rent 
amount paid by the company would be 
considered as taxable. 
 

Challenges by the tax 
authorities 

There have been recent cases where 
the tax authorities have challenged the 
preferential tax treatment, based on 
the position that the benefit lacked the 
substance of what was intended to be 
'company-provided' housing.  These 
audit challenges have primarily 
focused on whether the company is 
truly engaged in all aspects of the 
housing, or is the company 
involvement only superficial and 
merely to act as the nominee on the 
lease agreement for its employees.  
The more the company is detached 
from the relevant decisions about the 
housing selection, location, cost, term, 
etc., the more likely the tax authorities 
may raise this substance issue. 

The preferential tax treatment of 
company-provided housing can also 
be challenged if the housing benefit is 
determined to be provided in lieu of 
cash compensation.  Under a 
traditional 'shataku' plan in Japan, 
housing is normally provided to 
employees in addition to salaries paid 
in cash.  If the housing benefit is 
provided in lieu of the regular salary 
and/or bonus which is paid in cash, 
and especially where the employee has 
a choice of housing or cash, there is a 
stronger possibility that the tax 
authorities may deny the use of the 
preferential tax treatment. 
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Bottom line 

Notwithstanding that there are no 
clear guidelines stipulated in the laws 
or in tax circulars, the tax authorities 
have expressed their intention to 
tighten audit rulings on company-
provided housing.  Accordingly, 
employee housing benefits should be 
carefully designed and administered 
so that the company-provided housing 
will not be viewed as in lieu of cash 
compensation.  And documentation, 
such as the housing policy, offer letter, 
annual salary communication letter, 
and payroll book should be consistent 
in showing that the company-provided 
housing has been operated with 

significant involvement and 
supervision by the employer in 
accordance with the substance of a 
'shataku' plan.   

We recommend that companies take a 
moment and review their current 
housing benefit programs, procedures, 
and documentations to determine if 
there are areas for improvement, and 
to make changes and amendments as 
necessary.   

PwC Tokyo has significant experience 
on the matter of company-provided 
housing and we welcome your 
inquiries for consultation and/or 
assistance. 

 

For more information, please do not hesitate to contact: 
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