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Document No. 080
November 14, 2019

Accounting & Tax Committee
Japan Foreign Trade Council, Inc.

To the International Accounting Standards Board

Comments on IFRS Standards Exposure Draft “Deferred Tax related to Assets and
Liabilities arising from a Single Transaction (1AS 12)”

The following are the comments of the Accounting & Tax Committee of Japan Foreign Trade
Council (JFTC) regarding IFRS Standards Exposure Draft “Deferred Tax related to Assets and
Liabilities arising from a Single Transaction (IAS 12). JFTC is a trade-industry association with
Japanese trading companies and trading organizations as its core members, while the principal
function of its Accounting & Tax Committee is to respond to developments in Japanese and
international accounting standards. (Member companies of JFTC Accounting & Tax Committee
are listed at the end of this document.)

Question
Do you agree with the Board’s proposal to amend IAS 12 in the manner described in the Exposure
Draft? If not, why not, and what do you recommend instead?

Opinion

With regard to the IASB’s proposal to amend IAS 12 in the manner described in the Exposure
Draft, we would like to request some revisions to the proposed amendments. Our reasons and
alternative proposal are set out below.

Points of disagreement, reasons for disagreement, and alternative proposals
1. Recognition for the gross amount of temporary differences

Paragraph BC2 of the Exposure Draft states that “as a general principle, IAS 12 Income Taxes
requires an entity to recognize deferred tax for all temporary differences.” In line with this
approach, the Exposure Draft proposes that for lease transactions entities should record the
deferred tax asset and deferred tax liability for the taxable temporary difference arising from a
lease asset and the deductible temporary difference arising from a lease liability, even if the
amounts are equal (i.e., the entity should recognize taxable temporary difference and
deductible temporary difference on a gross basis).
5
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However, we believe that it would be more appropriate to record the net amount, rather than
the aggregate [gross] amount of temporary differences relating to lease transactions, for the
three reasons detailed below.

(1) A lease asset and liability recognized at lease commencement arise from a single lease
transaction; we therefore believe that it is reasonable to treat temporary differences
together as a single unit (on a net basis). The same approach is mentioned in paragraph 12
(b) of the Staff Paper published in June 2018.

(2) According to the approach set out in the Exposure Draft (i.e., recognition of the taxable
and deductible temporary differences on a gross basis), although the deferred tax asset and
deferred tax liability are offset to zero in the statement of financial position when a lease
asset and a lease liability are equal, the amounts of deferred tax asset and deferred tax
liability prior to offsetting would need to be disclosed in the notes on income taxes in
annual financial reports. Separately from the amount shown on the statement of financial
position (offset to zero), therefore, it would be necessary to also manage both the deferred
tax asset and the deferred tax liability on a gross basis. This would prove complicated in
practice, imposing an excessive burden on preparers of financial statements, while it is
unlikely that the usefulness of the information disclosed would be substantially improved.

(3) When adopting IFRS 16 for the first time, if the initial recognition of a lease asset is
measured in a retrospective approach using incremental borrowing rates at the lease
commencement date (IFRS 16, paragraph C8(b)(i)), a difference will arise between the
lease asset and lease liability amounts (and a difference will also arise between the
temporary differences connected to each). Therefore, according to paragraphs 15(b)(iii)
and 24(c) of the Exposure Draft—for which amendments are being proposed—the
transaction will be subject to the recognition exemption provision, so deferred tax assets
and liabilities will not be recorded, either at the time of initial recognition, or subsequently.
In other words, application of the recognition exemption provision would depend on
whether (a) a lease asset’s initial recognition amount was assessed at the same amount as
the lease liability (in which case the recognition exemption provision would not apply) or
(b) the lease asset and lease liability amounts were different (in which case the recognition
exemption provision would apply). However, lease accounting treatment should be the
same regardless of whether the standard is being applied for the first time or not. Moreover,
we are concerned that adding a specific exemption condition via these amendments could
potentially end up having the unintended effect of producing differences in accounting

treatment.

2. Accounting treatment during subsequent measurement of deferred tax assets

On initial recognition of an asset and a liability relating to a lease or decommissioning
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obligation, equal amounts of deferred tax asset and deferred tax liability are recognized, but the

Exposure Draft includes no stipulations regarding the points below relating to treatment of

deferred tax assets and deferred tax liabilities during subsequent measurement. We would

therefore like these points to be clearly specified in the final standard.

(1) Ifalower deferred tax asset is recognized due to decreased recoverability
As is the case on initial recognition, would a deferred tax liability be reduced to the amount
of the deferred tax asset to ensure that it does not exceed the amount of the deferred tax
asset? Or does the limit on the maximum amount of deferred tax liability apply only to the
time of initial recognition, and during subsequent measurement the amount of a deferred
tax liability would be treated completely separately from the amount of deferred tax asset?
We would like this to be clearly specified.

(2) If a higher deferred tax asset is recognized due to increased recoverability

The Exposure Draft does not clearly explain the accounting treatment for a situation where
the amount of deferred tax liability recorded was limited at the time of initial recognition in
accordance with paragraph 22A(b), and the recoverability of the deferred tax asset
subsequently increased (i.e., account commensurate to deferred tax asset). As a result, we
foresee instances where treatment when reassessing recoverability would differ from one
entity to another. We would therefore like the accounting treatment when reassessing
unrecognized deferred tax assets to be clearly specified.

3. Transition Relief

As a fundamental principle, the Exposure Draft requires entities to apply the amendments
retrospectively from the time the transaction arose, and as transition relief, paragraph 98K of
the Exposure Draft specifies that “the entity shall recognize the cumulative effect of applying
this approach as an adjustment to the opening balance of retained earnings at the beginning of
the earliest comparative period presented.” However, we disagree with this proposed
amendment. With regard to the timing of application, we request the IASB to change its
amendment to accept adjustment of the opening balance of retained earnings at the first day the
standard is applied, as is the case for IFRS 15 Revenue from Contracts with Customers and
IFRS 16 Leases. Our reasons are as below.

Paragraph BC33 of the Exposure Draft states, “any temporary differences affected by the
proposed amendments would generally equal the carrying amounts of the related asset or
liability. Accordingly, the Board expects that entities would not incur undue costs in applying

the amendments retrospectively.”

However, we believe this would prove complicated in practice because application of IFRS 16
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Leases will result in assets and liabilities having to be recognized for numerous lease
transactions, making it necessary to manage temporary differences for a large number of lease
transactions across all domestic and overseas companies comprising corporate groups, and to

understand different jurisdictions’ tax laws and tax rates.

Furthermore, retrospective assessment of a deferred tax asset’s recoverability would result in
assessing recoverability twice in one accounting period, and the deferred tax disclosed for the
comparative period would need to be retrospectively restated. There is a risk, therefore, of
incurring undue costs.

(If the IASB will not accept our proposed method of adjusting the opening balance of retained
earnings at the first day the standard is applied, and intends instead to follow the Exposure
Draft’s proposed method of adjusting the opening balance of retained earnings at the beginning
of the comparative period, we request that plenty of preparatory time is allowed before
mandatory application of the amendments).
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