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MFRS Application and Implementation Guide 4 

Determination of Announced Tax Rate as Substantively 

Enacted for Measurement of Deferred Tax Assets and 

Liabilities 

The MFRS Application and Implementation Committee (MAIC) received a request 

from a submitter about the determination of announced tax rate by the government as 

substantively enacted for the measurement of deferred tax assets and liabilities. 

 

In the fact pattern described in the request: 

 

“The submitter deliberated on the International Accounting Standards Board 

Exposure Draft ED/2023/1 International Tax Reforms – Pillar Two Model Rules 

(the ED)1. The ED provides a temporary exemption for companies not to account 

for deferred tax arising from the implementation of Pillar Two model rules  

(“the rules”). The rules were published by the Organisation for Economic  

Co-operation and Development (OECD) to ensure large multi-national groups 

to pay tax on income arising from each of the jurisdictions they operate that 

would result in the total tax payable in each jurisdiction representing at least the 

minimum rate of 15% (also known as the Global Minimum Top up Tax – 

GMTT). The ED also proposes companies to provide specific disclosures before 

and after the Pillar Two model rules are in effect, that is, when: 

 

• the rules are enacted or substantively enacted but not yet in effect 

 

• the rules are in effect. 

 

On the disclosures of specific information of when the rules are enacted or 

substantively enacted, the submitter noted that the Malaysian Government 

2023 Budget proposes to implement the GMTT in 2024. For the purpose of 

applying the proposed amendments, the submitter requested for a guidance 

whether the GMTT be considered as enacted or substantively enacted for the 

2023 reporting period.” 

 

The MAIC observed that Paragraph 47 of MFRS 112 Income Taxes states that deferred 

tax assets and liabilities shall be measured at the tax rates that are expected to apply to 

the period when the asset is realised or the liability is settled, based on tax rates (and 

tax laws) that have been enacted or substantively enacted by the end of the reporting 

period. Paragraph 48 of MFRS 112 further states that current and deferred tax assets 

and liabilities are usually measured using the tax rates (and tax laws) that have been 

enacted. However, in some jurisdictions, announcements of tax rates (and tax laws) by 

the government have the substantive effect of actual enactment, which may follow the 

announcement by a period of several months. In these circumstances, tax assets and 

liabilities are measured using the announced tax rate (and tax laws). 

 

 
1  International Tax Reform—Pillar Two Model Rules, which amended IAS 12 Income Taxes was issued by 

IASB in May 2023, and the equivalent amendments to MFRS 112 Income Taxes was issued by MASB in 

June 2023. 
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Based on the primary sources of law, the term “substantively enacted”, with respect to 

MFRS 112, is not a legal principle, doctrine, concept or otherwise, but purely an 

accounting concept. 

 

The accounting concept of "substantively enacted" is determined by testing whether 

any future steps in the enactment process will not change the outcome, pursuant to the 

International Accounting Standards Board’s decisions: 

 

"At the January 2005 Board meeting, the Board decided that the effects of 

changes in tax law should be recognised when the law is substantively enacted. 

Substantive enactment occurs when any future steps in the enactment process 

will not change the outcome." 

 

The accounting concept of “substantively enacted” shall be tested:  

 

(a) whether the future steps in the enactment process will historically have 

affected the outcome; and/or 

 

(b) whether there are any other circumstances that may indicate that any 

variation to the enactment is not likely to be substantive 

 

(collectively known as “accounting tests”) to determine the future steps in the 

enactment process will not change the outcome of the announcements of tax rates made 

by the government. 

 

Historically, there has been no difference between the announced tax rates and the 

subsequent enactment of the Finance Act(s) passed by the bicameral houses of 

Parliament. However, the MAIC observed that this historical past practice approach 

has not always been consistent and regular as illustrated herein below: 

 

(a) in 2013, part of the Announced Tax Rate(s) announced in the 2014 Budget 

Speech was not tabled in the Finance Bill (No. 2) 2013; and 

 

(b) in 2022, due to the dissolution of the Fourteenth Parliament immediately 

after the Budget Speech and without any further deliberations thereon to 

facilitate the calling of the 15th General Election, had led to two (2) 

separate 2023 Budgets and Announced Tax Rate(s). 

 

The MAIC concludes that the announced tax rates by the government as “substantively 

enacted” for the measurement of deferred tax assets and liabilities shall be fulfilled after 

the voting by the Members of the House of Representatives by a simple majority after 

the Third Reading, since: 

 

(a) historically, there were no changes in tax rate(s) at that stage, thereby 

maintaining the outcome of the tax rate(s) pending the concurrence of the 

Senate and the assent by His Majesty the Yang di-Pertuan Agong; and/or 

 

(b) the tax rate(s) shall remain fixed where subsequent steps after the voting 

by the Members of the House of Representatives by a simple majority 

after the Third Reading shall not affect the tax rate(s). 
 


