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Abstract

There are many previous studies and some precedents on the issue of taxation of
illegal income and illegal expenditure. However, the issue of taxation of illegal
expenditure remains ambiguity, and furthermore, the relationship between illegal income
and illegal expenditure has not been fully examined. This paper considers the taxation
theory on the issue of taxation between illegal income and illegal expenditure. For reasons
of fairness in taxation between legal and illegal businesses, illegal income is subject to
taxation. There are differing judgments regarding whether illegal expenses can be
deducted. Therefore, I considered the issue from the perspective of generally accepted
accounting standards and public and private law, and stated that expenditures can be
divided into two concepts: expenditures that violate laws and regulations, and
expenditures that are different from the intent of the laws and regulations. It was shown
that the former should not be addressed by tax law, but the latter should be addressed by
tax law. Illegal businesses generate both illegal income and illegal expenditure, but both
are included in taxable income calculation. Tax law is not directly involved in maintaining
social order, but should function only to ensure fairness and neutrality regarding taxes.
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