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Document No.119
March 9, 2023
To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

Comments on the Exposure Draft

“International Tax Reform—Pillar Two Model Rules (Proposed amendments to IAS 12)”

The following are the comments from the Accounting & Tax Committee of Japan
Foreign Trade Council (JFTC) regarding the International Accounting Standards Board
(IASB)’s Exposure Draft “International Tax Reform—Pillar Two Model Rules (Proposed
amendments to 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.)
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Question 1 —Temporary exception to the accounting for deferred taxes (paragraphs 4A and
88A)
IAS 12 applies to income taxes arising from tax law enacted or substantively enacted to

implement the Pillar Two model rules published by the OECD, including tax law that

implements qualified domestic minimum top-up taxes described in those rules. The IASB
proposes that, as an exception to the requirements in IAS 12, an entity neither recognise
nor disclose information about deferred tax assets and liabilities related to Pillar Two
income taxes.

The IASB also proposes that an entity disclose that it has applied the exception.
Paragraphs BC13-BC17 of the Basis for Conclusions explain the IASB’s rationale for this
proposal.

Do you agree with this proposal? Why or why not? If you disagree with the proposal, please

explain what you would suggest instead and why.

Paragraph 4A: We agree.

* While tax laws to implement the Pillar Two model rules are enacted in individual jurisdictions, it
is still unclear how an entity accounts for deferred taxes related to top-up tax, as mentioned in
paragraph BC10. Under such conditions, measuring deferred taxes related to top-up tax would be

difficult and place an even greater work burden on preparers of financial statements.

* Furthermore, the conditions whereby entities develop diverse interpretations of IAS 12 to

recognize deferred taxes would hinder the comparability of financial statements among entities.

* Incidentally, when the temporary exception is eliminated, sufficient guidance will need to be
developed to prevent differences in the interpretations of the Standard from occurring as implied
by paragraphs BC10 and BC 11. If such guidance is difficult to develop, the IASB should consider

applying the exception to the accounting for deferred taxes on a permanent basis.

Paragraph 88A: We do not agree.

* Asthe application of the temporary exception is mandatory, it is not needed for an entity to disclose

that it has applied the exception.
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Question 2—Disclosure (paragraphs 88B—88C)

The IASB proposes that, in periods in which Pillar Two legislation is enacted or

substantively enacted, but not yet in effect, an entity disclose for the current period only:

(a) information about such legislation enacted or substantively enacted in jurisdictions
in which the entity operates.

(b)  the jurisdictions in which the entity’s average effective tax rate (calculated as
specified in paragraph 86 of IAS 12) for the current period is below 15%. The entity
would also disclose the accounting profit and tax expense (income) for these
jurisdictions in aggregate, as well as the resulting weighted average effective tax
rate.

(0  whether assessments the entity has made in preparing to comply with Pillar Two
legislation indicate that there are jurisdictions:

(i)  identified in applying the proposed requirement in (b) but in relation to which
the entity might not be exposed to paying Pillar Two income taxes; or

(ii) not identified in applying the proposed requirement in (b) but in relation to
which the entity might be exposed to paying Pillar Two income taxes.

The IASB also proposes that, in periods in which Pillar Two legislation is in effect, an

entity disclose separately its current tax expense (income) related to Pillar Two income

taxes.

Paragraphs BC18-BC25 of the Basis for Conclusions explain the IASB’s rationale for this

proposal.

Do you agree with this proposal? Why or why not? If you disagree with the proposal, please

explain what you would suggest instead and why.

Paragraph 88C as a whole

*  We understand that the purpose of the proposed disclosure requirements is to provide users of
financial statements with insights into an entity’s potential exposure to paying top-up tax as stated
in paragraph BC20, and that the disclosure under IAS 12 would be less costly than disclosure based
on the requirements of tax laws in individual jurisdictions. Nevertheless, we do not agree with any

disclosure proposed in paragraph 88C for the reasons stated below.

¢ Even if some sort of disclosure were to be made, this should be reconsidered at the time when the

operational details of Pillar Two legislation are fully clarified.

Paragraph 88C(a): We do not agree.
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* Information about legislation in each jurisdiction itself is not company-specific data but ordinary
public data. As such, it can be obtained from other information sources and is not important enough

to be disclosed in each entity’s financial statements.

* Also, there are concerns that uniformly requiring each entity to disclose information about
legislation enacted or substantively enacted in jurisdictions in which the entity operates might
increase the costs of preparing financial statements and conducting audits. Therefore, we consider

this an excessive disclosure requirement.

Paragraph 88C(b): We do not agree.

* An entity’s average effective tax rate for the current period is not information based on tax laws in
effect, but nothing more than an alternative indicator considering the practice on the entity’s side.
Thus, corresponding differences exist between accounting profit and Global Anti-Base Erosion
(GloBE) income. For example, specific differences arise from the fact that dividend income does
not constitute GloBE income under the Pillar Two model rules but is included in accounting profit,
and the fact that the amounts of controlled foreign company (CFC) tax imposed on the parent entity
and other taxes charged in overseas jurisdictions are not allocated to accounting tax expense
(income). This could result in cases where the average effective tax rate is calculated lower (higher)
than it should be and, in consequence, users of financial statements is provided with information
that makes the profit subject to top-up tax look bigger (smaller) than it really is. Accordingly, we
consider it impossible to assess an entity’s potential exposure to paying top-up tax using an

alternative indicator.

* If an entity changes its existing tax strategy in periods in which Pillar Two legislation is not yet in
effect, such as by revising the range of its businesses in low-tax jurisdictions considering the tax
burden including top-up taxes, the effect on financial statements that is expected based on the
proposed disclosure could greatly differ from the actual effect. In that case, the proposed disclosure

could become misleading to users of financial statements.

¢ Jurisdiction-based information is not required to be disclosed under the current IAS 12. In addition,
making that disclosure in periods in which Pillar Two legislation is not yet in effect would require
entities to take action well before the filing deadline. This would add a significant burden to entities
as they would have to collect new information and create a consolidated reporting process for that
purpose. Therefore, we do not think the benefits of the proposed disclosure would outweigh the

preparation costs.

Paragraph 88C(c): We do not agree.
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* The proposed disclosure would have to be made under circumstances where the operational details
of Pillar Two legislation have not been fully clarified and the methods of assessments in the
preparation stage have not been unified. Therefore, entities would not be able to judge the
possibility of reliably disclosing the information at the present time; and even if disclosure were to
be made, it would be of little usefulness to users of financial statements and provide no

comparability.

- It is also likely that, in many jurisdictions, disclosure in periods in which Pillar Two legislation is
not yet in effect will be limited to the 2023 reporting period, and the current tax expense related to
Pillar Two income taxes will be disclosed in accordance with paragraph 88B for the following
annual reporting period. In view of that, we consider the proposed disclosure to be unnecessary

from a cost-benefit perspective as well.

Paragraph 88B: We agree but consider the following to be necessary as a prerequisite:

+ We agree with the proposed paragraph 88B; however, as a prerequisite, we consider it necessary

for the IASB to develop a standard that specifies practical estimation methods to measure the

current tax expense (income) related to Pillar Two income taxes.

Question 3—Effective date and transition (paragraph 98M)

The IASB proposes that an entity apply:

(a) the exception—and the requirement to disclose that the entity has applied the
exception—immediately upon issue of the amendments and retrospectively in
accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and
Errors; and

(b)  the disclosure requirements in paragraphs 88B—88C for annual reporting periods
beginning on or after 1 January 2023.

Paragraphs BC27-BC28 of the Basis for Conclusions explain the IASB’s rationale for this

proposal.

Do you agree with this proposal? Why or why not? If you disagree with the proposal, please

explain what you would suggest instead and why.

Paragraph 98M(a): We agree but request the following:

* In Japan, many entities set March 31 as the last day of an annual reporting period, and it is highly
likely that tax laws related to the Pillar Two model rules will be enacted by March 31, 2023.
Accordingly, there are concerns that, if the amendments to IAS 12 are issued in April to June 2023,

confusion may arise among entities regarding accounting and disclosure for annual financial
11
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statements for the reporting period ending March 31, 2023. Also, as similar tax laws are expected
to be enacted in other jurisdictions, accounting for interim financial reporting is also likely to be

affected.

Therefore, we strongly request that the amendments concerning the temporary exception to the
accounting for deferred taxes (paragraphs 4A and 88A) be finalized by March 31, 2023, ahead of

the other amendments.
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