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SECTION 1:  
OVERVIEW AND INVITATION TO COMMENT 

Background 

1.1 This Exposure Draft sets out the Malaysian Accounting Standards 
Board’s (MASB) revised proposals of the future financial reporting 
framework for private entities1 in Malaysia.  

1.2 Prior to the issuance of this Exposure Draft, the MASB had issued  
the following public consultation documents2 in charting the future 
financial reporting framework for private entities with the objective  
of replacing the current Private Entity Reporting Standards  
(current PERS): 

 June 2006: Exposure Draft 52 Private Entity Reporting 
Standards (ED 52 PERS) 

 March 2010: Exposure Draft 72 Financial Reporting Standard 
for Small and Medium-sized Entities (ED 72 FRS for SMEs) 

 February 2012: Request for Views – Private Entities, the Way 
Forward  

 March 2013: Roadmap for Private Entities Financial 
Reporting Framework  

1.3 In soliciting views from the public, the MASB had: 

(a) in 2006 and 2007 organised dialogues to discuss ED 52 PERS 
and the International Accounting Standards Board’s (IASB) 
exposure draft of a proposed International Financial 

                                                             
1  A private entity is a private company, incorporated under the Companies Act 

1965, that - 

 is not itself required to prepare or lodge any financial statements under any 
law administered by the Securities Commission or the Bank Negara Malaysia. 

 is not a subsidiary or associate of, or jointly controlled by, an entity which is 
required to prepare or lodge any financial statements under any law 
administered by the Securities Commission or the Bank Negara Malaysia. 

2  These public consultation documents are available for download from the MASB 
website at www.masb.org.my.  
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Reporting Standard for Small and Medium-sized Entities 
(IFRS for SMEs) respectively.  

(b) in 2010 held seven public forums jointly with the Malaysian 
Institute of Accountants (MIA) throughout the country to seek 
public comments on ED 72 FRS for SMEs which is word-for-
word the IFRS for SMEs issued by the IASB in July 2009.  

1.4 Due to the diverse views received from these forums, the MASB 
issued the Request for Views last year to further seek feedback from 
interested parties about the future financial reporting framework for 
private entities. Following that, the MASB sought the assistance of 
the MIA to conduct field-test on ED 72 FRS for SMEs and  
ED 74 Amendments to Financial Reporting Standards arising from 
Reduced Disclosure Requirements3 (ED 74 RDR). 

1.5 In light of the comments received on the Request for Views and the 
field-test results, the MASB issued the Roadmap for Private Entities 
Financial Reporting Framework4 in March 2013. Similar to ED 72 
FRS for SMEs, the MASB, jointly with the MIA, held six public 
forums throughout the country in June and July 2013 to solicit 
feedback on the Roadmap proposals. The feedback received from  
the public forums had provided very useful information and an 
insight into the views of a broad group of affected parties for the 
MASB’s consideration.  

1.6 The MASB has considered the information gained from these public 
forums together with the written comment letters received and  
has concluded that it should not proceed with the March 2013 
Roadmap proposals and that it is necessary to make revisions to  
its initial proposals.  

                                                             
3  In December 2010, the MASB issued ED 74 RDR proposing to reduce the 

reporting burden of non-private entities that do not have public accountability, 
but are mandated to apply the Financial Reporting Standards (FRSs), by 
reducing the disclosure requirements for these entities. During the outreach  
of ED 74 RDR, the MASB received suggestions to consider replacing the  
current PERS with ED 74 RDR instead of ED 72 FRS for SMEs.  

4  The Roadmap proposes a differential reporting framework for private entities by 
way of stratification. Private entities with an annual revenue of RM500,000 and 
above for two preceding years consecutively will be required to apply the new 
framework which is based on the IFRS for SMEs. Private entities that do not meet 
this requirement will be given the option to continue applying the current PERS. 
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What are the revised proposals?  

1.7 The revised proposals recommend: 

(a) that all private entities would be required to apply a single 
financial reporting framework; and  

(b) replacing the current PERS with the Malaysian Private 
Entities Reporting Standard ([draft] MPERS). 

1.8 The [draft] MPERS is based on ED 72 FRS for SMEs with 
amendments in limited circumstances. The changes that the MASB 
is proposing to make are explained in paragraphs 1.18–1.24 of  
this Exposure Draft. 

Nomenclature 

1.9 The MASB has tentatively decided to name the new framework as 
MPERS because not all “SMEs” are under the purview of the 
Financial Reporting Act 1997.  

1.10 In addition, the nomenclature provides clarity in distinguishing the 
[draft] MPERS, being a national accounting standard, from the  
IFRS for SMEs which is a global standard. The MASB believes  
such clarity is important since the MPERS is not identical to the  
IFRS for SMEs. 

Why is the MASB revising its proposals? 

1.11 The majority of the public forum participants, who comprised a 
mixture of preparers of financial statements, auditors and other 
interested parties, did not support the Roadmap proposals to  
stratify private entities and neither did they support retaining the  
current PERS for the micro-sized entities.  

1.12 Reasons quoted for rejecting stratification and replacing the  
current PERS, among others, were:  

 micro-sized entities financials are non-complex – therefore 
applying the [draft] MPERS is not expected to be onerous. 

 the current PERS, developed based on pre-2003 international 
accounting standards, is outdated as a consequence of 
developments in financial reporting in recent years and change 
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is necessary – for example, there is a need to update the 
financial reporting for financial instruments, business 
combinations and related party disclosures, amongst others. 

 the current PERS requirements, totalling 737 pages and made up 
from 29 separate standards, may not necessarily be simpler than 
the [draft] MPERS which has about 260 pages in a single book – 
this is because the former was developed for the capital market 
back in 1997 to 2005 prior to the MASB introducing the 2-tier 
reporting system in 2006 while the latter has been tailored from 
IFRSs specifically for small and medium-sized entities. 

 it is costly to keep up with three different frameworks – these 
included the costs associated with training accountants in the 
current PERS, the [draft] MPERS and the Malaysian Financial 
Reporting Standards (MFRSs). 

 it is confusing to apply three frameworks requirements which 
may increase the risk of error in application.  

 graduates entering the workforce are not trained under the 
current PERS in universities – therefore it will be a step 
backward for graduates in having to learn an outdated 
accounting framework when they join the profession. 

1.13 Although a minority group of respondents supported stratification, 
they were in agreement with the criticisms on the current PERS and 
hence they acknowledged that it should be phased out eventually. 

1.14 The MASB was also informed by the respondents that empirical 
evidence had indicated that about 70% of SMEs outsourced their 
accounting function, of which 83% were micro-entities. Also with 
less complex activities, MPERS should not be onerous to apply.  
In this regard, the changeover from the current PERS to  
the [draft] MPERS should not represent a hindrance to micro- 
sized entities. 

How have the revised proposals been developed?  

1.15 The proposals in this Exposure Draft have been developed as a result 
of extensive consultation by the MASB over a number of years. 
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1.16 As explained in paragraphs 1.3–1.5 of this Exposure Draft, the 
MASB undertook extensive outreach activities aimed to raise 
awareness of its proposals and to seek feedback from a broad range 
of constituents. This included discussion with users, i.e. the financial 
institutions, who have expressed their preference for private entities 
to apply an IFRS-based framework as they believe it promotes 
transparent financial statements.  

1.17 As to the outcome of the field-test, the MASB observed from the pro 
forma financial statements prepared by field testers that the 
adjustments arising from the application of ED 72 FRS for SMEs, i.e. 
the IFRS for SMEs, generally were due to the adoption of simpler 
accounting requirements. While the MASB is cognisant that the 
field-test sample size may not be representative of the private 
entities population, the results provided some form of indication of 
the extent of implementation issues private entities may face arising 
from adoption of the [draft] MPERS. 

The [draft] MPERS 

1.18 The [draft] MPERS is ED 72 FRS for SMEs with proposed  
changes to a few topics. In this regard, [draft] MPERS and  
ED 72 FRS for SMEs are used interchangeably for the purposes of 
this Exposure Draft. 

1.19 ED 72 FRS for SMEs is identical with the IFRS for SMEs and the 
Roadmap had indicated that the new framework would be closely 
aligned to the IFRS for SMEs. However the MASB received mixed 
views with regards to some of the requirements. There were 
respondents who believed that the MASB should modify certain 
requirements of the IFRS for SMEs, for example to permit the 
revaluation of property, plant and equipment, capitalisation of 
borrowing costs or capitalisation of development expenditure.  

1.20 The MASB considered these comments and developed criteria in 
helping it to assess whether changes to the IFRS for SMEs should 
be made. The criteria will be applied using a hierarchy approach 
except for the complexity criterion which on its own may not be a 
sufficiently strong reason to warrant a change. When this happens, 
the MASB will consider whether it conflicts with other criteria. 
Nevertheless, the MASB, on balance, will try to keep to the  
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IFRS for SMEs as much as possible so that the private entities 
framework is not too different from global standards. 

1.21 This diagram details the criteria used by the MASB in deciding 
whether changes to the IFRS for SMEs should be made. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1.22 Using these criteria, the MASB has identified only two topics that 
should to be amended, being the requirements on Income Tax and 
Real Estate. In addition, the MASB decided to include an additional 
criterion with regards to the exemption to present consolidated 
financial statements. The assessment of the topics considered  
for change and the conclusions reached are detailed in Section 2  
of this Exposure Draft. 

No 

Yes 

Yes 

Yes 

No 

No 

No 

Yes 

Yes 

No 

Criteria 2: 
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Does the change result in private entities 

financial statements providing more 
relevant and useful information to users? 

Criteria 4: 
Is the IASB planning to fundamentally 
change the requirement in the existing 

IFRS for SMEs? 



Exposure Draft 77  
Section 1 

10 

1.23 Besides that, the MASB proposes to amend the Preface and 
Section 1 Small and Medium-sized Entities of the IFRS for SMEs 
to prescribe the scope and applicability of the [draft] MPERS for 
private entities in Malaysia. In this regard, references to “public 
accountability”, “small and medium-sized entities” and “SMEs” 
would be eliminated from the [draft] MPERS. 

1.24 Section 3 of this Exposure Draft sets out the draft amendments that 
the MASB is proposing to make to the following sections of  
ED 72 FRS for SMEs: 

(a) Preface to the FRS for SMEs 

(b) Section 1 Small and Medium-sized Entities 

(c) Section 9 Consolidated and Separate Financial Statements 

(d) Section 23 Revenue 

(e) Section 29 Income Tax 

(f) Section 34 Specialised Activities 

Effective date  

1.25 The MASB targets to issue the [draft] MPERS in quarter four of 
2013. All private entities will be required to apply the  
[draft] MPERS for accounting periods beginning on or after 
1 January 2016. Early application is permitted. 

Invitation to comment  

1.26 The MASB is requesting comments on the questions set out below. 
Comments are most helpful if they contain a clear rationale and 
describe any alternative that the MASB should consider,  
if applicable.  

1.27 The MASB is not requesting comments on matters that have not 
been included in paragraph 1.29 of this Exposure Draft.  

1.28 The MASB will consider all comments received in writing by  
30 September 2013. In considering the comments, the MASB will 
base its conclusions on the merits of the arguments for and against 
each alternative. 
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1.29 Questions for respondents: 

Question 1 - proposed amendments to ED 72 FRS for SMEs 

(a) Do you agree with the criteria as set out in paragraph 1.21 of 
this Exposure Draft in assessing whether a topic of ED 72  
FRS for SMEs should be amended?  

If not, why and what criteria do you propose? 

(b) Do you agree with proposed amendments to ED 72  
FRS for SMEs as set out in Section 3 of this Exposure Draft? 

If not, why and what do you propose? 

Question 2 - proposed effective date 

Do you agree with the [draft] MPERS proposed effective date of  
1 January 2016?  

If not, why and what alternative date do you propose?  

Question 3 – proposed nomenclature 

Do you agree with the Board’s proposal to name the new framework 
as MPERS?  

If not, why and what alternative do you propose?  
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SECTION 2:  
TOPICS CONSIDERED FOR CHANGE 
2.1 This section provides a detailed assessment conducted by the MASB 

in determining whether a topic of the IFRS for SMEs (i.e. ED 72 
FRS for SMEs) should be amended. The complete text of ED 72  
FRS for SMEs is available for download from the MASB website  
at www.masb.org.my. 

Exemption to present consolidated financial statements 

2.2 Under Section 9 Consolidated and Separate Financial Statements of 
the IFRS for SMEs, a parent need not present consolidated financial 
statements if it is itself a subsidiary and its ultimate parent produces 
consolidated financial statements that comply with full IFRSs or 
with the IFRS for SMEs.  

2.3 The MASB considered whether to restrict the consolidation 
exemption up to the ultimate Malaysian parent level, i.e. to require 
the ultimate Malaysian parent to prepare consolidated financial 
statements regardless of whether its ultimate parent that is not 
incorporated in Malaysia has prepared consolidated financial 
statements. This requirement would avoid situations where no 
consolidated financial statements would be presented in Malaysia in 
group situations. Likewise, the MASB has added a similar 
requirement in MFRS 10 Consolidated Financial Statements. 

2.4 The table below demonstrates the MASB’s assessment of whether to 
require a private entity which is an ultimate Malaysian parent to 
prepare consolidated financial statements using the criteria as set out 
in paragraph 1.21 of this Exposure Draft. 

Criteria Assessment  

(1)  Does the change 
result in private 
entities’ financial 
statements providing 
more relevant and 
useful information to 
users? 

Yes, consolidated financial statements 
would provide users with more 
relevant information as opposed to 
individual financial statements given 
the fact that companies on its own 
could be very small with limited / 
specified activities. 
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Criteria Assessment  

(2)  Does the change 
improve 
comparability of 
private entities’ 
financial statements 
with financial 
statements of SMEs 
in other jurisdictions? 

No further assessment is required. 

(3)  Does the change 
reduce complexity in 
the requirements for 
private entities? 

No further assessment is required. 

(4) Is the IASB planning 
to fundamentally 
change the existing 
requirement in the 
IFRS for SMEs? 

No further assessment is required. 

2.5 Based on the above assessment, the MASB proposes to require a 
private entity which is an ultimate Malaysian parent to prepare 
consolidated financial statements regardless of whether its ultimate 
parent that is not incorporated in Malaysia has prepared consolidated 
financial statements.  

2.6 The proposed requirement is detailed in paragraph 3.7 of this 
Exposure Draft. 

Property development activities 

2.7 The Appendix to Section 23 Revenue - Example 12 Agreements for 
the Construction of Real Estate incorporates the principles of 
IFRIC 15 Agreements for the Construction of Real Estate found in 
the MFRS Framework. Example 12, using the principles of 
IFRIC 15, clarifies that an entity could only apply the percentage of 
completion method, if:  
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(a)  the buyer is able to specify the major structural elements of 
the design of the real estate before construction begins and / 
or specify major structural changes once construction is in 
progress (whether it exercises that ability or not), or 

(b)  the buyer acquires and supplies construction materials and 
the entity provides only construction services. 

2.8 There are divergent views among MFRS financial statements 
preparers of the real estate industry as to how revenue should be 
recognised when applying IFRIC 15.  

Besides the divergent views, the MASB noted that at the 
international level, there will be imminent changes to the accounting 
standard on revenue and therefore, the Board has decided to give the 
real estate industry the option to either apply the MFRS Framework 
or to continue with the existing Financial Reporting Standards 
(FRS) Framework. The IASB plans to issue the new Revenue 
Standard by quarter three of this year. The FRS Framework contains 
FRS 2012004 Property Development Activities which provides 
specific guidance for the real estate entities.  

In view that IFRIC 15 would be withdrawn with the issuance of the 
new Revenue Standard, the MASB decided that private entities to 
continue applying the principles in MASB 32 Property Development 
Activities, which is similar to FRS 2012004.  

2.9  The table below demonstrates the MASB’s assessment of whether 
the Appendix to Section 23 should be amended using the criteria as 
set out in paragraph 1.21 of this Exposure Draft. 

Criteria Assessment  

(1)  Does the change 
result in private 
entities’ financial 
statements providing 
more relevant and 
useful information to 
users? 

Yes, there are divergent views in 
Malaysia whether revenue from the 
‘sell and build’ model (whereby both 
the seller and buyer share certain 
elements of risk over the real estate-
in-progress) could meet IFRIC 15 
continuous transfer concept for the 
real estate industry to apply the 
percentage of completion method. 
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Criteria Assessment  

(2)  Does the change 
improve 
comparability of 
private entities’ 
financial statements 
with financial 
statements of SMEs 
in other jurisdictions? 

No further assessment is required. 

(3)  Does the change 
reduce complexity in 
the requirements for 
private entities? 

No further assessment is required. 

(4) Is the IASB planning 
to fundamentally 
change the existing 
requirement in the 
IFRS for SMEs? 

No further assessment is required. 

2.10 Based on the above assessment, the MASB proposes to delete 
Example 12 of the Appendix to Section 23 of the [draft] MPERS  
and incorporate MASB 32 requirements in Section 34 Specialised 
Activities of the [draft] MPERS. 

2.11 The proposed requirements are detailed in paragraph 3.9 of this 
Exposure Draft. 

Income Tax 

2.12 Section 29 Income Tax of the IFRS for SMEs is based on the IASB 
Income Tax Exposure Draft issued in 2009. That Exposure Draft 
uses the tax basis approach and the IASB in its 2012 Feedback 
Statement to the 2011 Agenda Consultation clarified that it would 
not be working on the Income Tax project for the next three years 
because of its nature and complexity. Therefore many respondents 
have recommended the MASB to replace this section with  
MFRS 112 Income Taxes. 
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2.13  The table below demonstrates the MASB’s assessment of whether 
Section 29 should be upgraded to reflect the current MFRS approach 
using the criteria as set out in paragraph 1.21 of this Exposure Draft. 

Criteria Assessment 
(1)  Does the change result 

in private entities’ 
financial statements 
providing more relevant 
and useful information 
to users? 

No, the recognition of deferred tax 
liabilities and deferred tax assets  
are required by Section 29 of the  
IFRS for SMEs and MFRS 112. 

(2)  Does the change 
improve comparability 
of private entities’ 
financial statements 
with financial 
statements of SMEs in 
other jurisdictions? 

No, the determination of the tax 
base is different between Section 29 
and MFRS 112. 

(3)  Does the change reduce 
complexity in the 
requirements for private 
entities? 

No, according to the IFRS for SMEs 
basis for conclusions, the IASB  
had simplified the deferred tax 
recognition principle for SMEs. 

(4) Is the IASB planning to 
fundamentally change 
the existing requirement 
in the IFRS for SMEs? 

Yes, the IASB in April 2013 had 
tentatively decided that because the 
2009 Income Tax Exposure Draft 
was not finalised, the requirements 
in Section 29 should be aligned 
with IAS 12, taking into account 
appropriate modifications in the 
light of users’ needs and cost-
benefit considerations. 

2.14 Based on the above assessment, the MASB proposes to amend 
Section 29 to reflect the concept under MFRS 112. 

2.15 The proposed requirements are detailed in paragraph 3.11 of  
this Exposure Draft. 
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Property, plant and equipment, investment property, 
development costs, borrowing costs 

2.16 A minority group of respondents to ED 72 FRS for SMEs 
recommended the MASB to amend the following topics in the  
IFRS for SMEs: 

(a) property, plant and equipment – to permit the revaluation 
model as an option (see paragraphs 2.17–2.18 of this 
Exposure Draft). 

(b) investment property – to allow the fair value model as an 
option (see paragraphs 2.19–2.20 of this Exposure Draft). 

(c) development costs – to require / allow capitalisation of 
development costs on the basis of the criteria in MFRS 138 
Intangible Assets (see paragraphs 2.21–2.22 of this  
Exposure Draft).  

(d) borrowing costs – to require / allow capitalisation of 
borrowing costs that are directly attributable to the 
acquisition, construction or production of a qualifying asset, 
with all other borrowing costs recognised as an expense when 
incurred (see paragraphs 2.21–2.22 of this Exposure Draft).  

Property, plant and equipment 

2.17 The table below demonstrates the MASB’s assessment of whether 
Section 17 Property, Plant and Equipment of the IFRS for SMEs 
should be amended using the criteria as set out in paragraph 1.21  
of this Exposure Draft. 

Criteria Assessment 
(1)  Does the change 

result in private 
entities’ financial 
statements 
providing more 
relevant and 
useful 
information to 
users? 

No, the rationale for the change was mainly 
to align the requirements to MFRSs which 
would defeat the purpose of adopting the 
IFRS for SMEs in the first place. 
Conversely, when the IASB developed the 
IFRS for SMEs, the degree of the 
differences between full IFRSs and the 
IFRS for SMEs was determined on the basis 
of users’ needs and cost-benefit analyses. 
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Criteria Assessment 
(2)  Does the change 

improve comparability 
of private entities’ 
financial statements 
with financial 
statements of SMEs in 
other jurisdictions? 

No, the change would result in 
private entities (which primarily are 
SMEs) in Malaysia having 
accounting policy options not 
available to SMEs that had adopted 
the IFRS for SMEs in other 
jurisdictions. Furthermore the IASB 
noted that most SMEs are likely to 
prefer the simpler option as they will 
generally be less costly, require less 
expertise and achieve greater 
comparability with their peers. 

(3)  Does the change 
reduce complexity in 
the requirements for 
private entities? 

No. The IASB had simplified the 
accounting requirements in the  
IFRS for SMEs for SMEs; hence, 
allowing options would bring back  
the complexities that were 
eliminated. Moreover, allowing the 
complex accounting policy options is 
not consistent with the MASB’s 
objective of a simplified standard for 
smaller entities. 

(4) Is the IASB planning 
to fundamentally 
change the existing 
requirement in the  
IFRS for SMEs? 

No, the IASB does not plan to amend 
this section of the IFRS for SMEs – 
see the IASB Update of its 
April 2013 meeting at www.ifrs.org. 

2.18 Based on the above assessment, the MASB does not propose to 
amend Section 17 Property, Plant and Equipment of the  
IFRS for SMEs. 

Investment property 

2.19 The table below demonstrates the MASB’s assessment of whether 
Section 16 Investment Property of the IFRS for SMEs should be 
amended using the criteria as set out in paragraph 1.21 of  
this Exposure Draft. 
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Criteria Assessment 
(1)  Does the change result in 

private entities financial 
statements providing more 
relevant and useful 
information to users? 

No - see paragraph 2.17(1). 

(2)  Does the change improve 
comparability of private 
entities’ financial statements 
with financial statements of 
SMEs in other jurisdictions? 

No - see paragraph 2.17(2). 

(3)  Does the change reduce 
complexity in the 
requirements for private 
entities? 

No, the IASB had simplified 
the accounting requirements in 
the IFRS for SMEs for SMEs; 
hence by allowing options 
would bring back the 
complexities that were 
eliminated. Moreover, 
MFRS 140 Investment 
Property requires fair value to 
be determined for all 
investment property – even if 
an entity chooses the cost 
model, fair value disclosure is 
required unless the fair value of 
the property cannot be 
measured reliably. 

(d) Is the IASB planning to 
fundamentally change the 
existing requirement in the 
IFRS for SMEs? 

No, the IASB does not plan to 
amend this section of the  
IFRS for SMEs – see the IASB 
staff paper of its May 2013 
meeting at www.ifrs.org.   

2.20 Based on the above assessment, the MASB does not propose to 
amend Section 16 Investment Property of the IFRS for SMEs. 
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Development and borrowing costs 

2.21 The table below demonstrates the MASB’s assessment of whether 
Section 18 Intangible Assets other than Goodwill and Section 25 
Borrowing Costs of the IFRS for SMEs should be amended using the 
criteria as set out in paragraph 1.21 of this Exposure Draft. 

Criteria Assessment 
(1)  Does the change result in 

private entities financial 
statements providing 
more relevant and useful 
information to users? 

No - see paragraph 2.17(1). 

(2)  Does the change improve 
comparability of private 
entities’ financial 
statements with financial 
statements of SMEs in 
other jurisdictions? 

No - see paragraph 2.17(2). 

(3)  Does the change reduce 
complexity in the 
requirements for SMEs 
preparers? 

No, the IASB had simplified the 
accounting requirements in the 
IFRS for SMEs for SMEs; 
therefore mandating capitalisation 
of development / borrowing costs 
would bring back the 
complexities that were 
eliminated, for example the 
judgements required to assess 
whether the criteria for 
capitalisation had been fulfilled. 

(4) Is the IASB planning to 
fundamentally change the 
existing requirement in 
the IFRS for SMEs? 

No, the IASB does not plan to 
amend this section of the  
IFRS for SMEs – see the IASB 
Update of its April 2013 meeting 
at www.ifrs.org.   



Exposure Draft 77  
Section 2 

21 

2.22 Based on the above assessment, the MASB does not propose to 
amend Section 18 Intangible Assets other than Goodwill and  
Section 25 Borrowing Costs of the IFRS for SMEs. 

Related party disclosures 

2.23 One concern that the MASB discussed was the [draft] MPERS will 
require related party disclosures when the current PERS does not 
require it although some form of related party disclosures is required 
under the Companies Act 1965.  

2.24 The table below demonstrates the MASB’s assessment of whether 
Section 33 Related Party Disclosures of the IFRS for SMEs should 
be amended using the criteria as set out in paragraph 1.21 of this 
Exposure Draft. 

Criteria Assessment 
(1)  Does the change result 

in private entities 
financial statements 
providing more relevant 
and useful information 
to users? 

No, related party disclosures are 
necessary to draw attention to the 
possibility that an entity’s financial 
position and profit or loss may have 
been affected by the existence if 
related parties and by transactions 
and outstanding balances with such 
parties. 

(2)  Does the change 
improve comparability 
of private entities’ 
financial statements 
with financial 
statements of SMEs in 
other jurisdictions? 

No, the change would result in 
private entities (which primarily are 
SMEs) in Malaysia not providing 
the information available in 
financial statements of SMEs that 
had adopted the IFRS for SMEs in 
other jurisdictions.  

(3)  Does the change reduce 
complexity in the 
requirements for private 
entities? 

Yes, but the simplification would 
reduce the relevance of the financial 
information and comparability of 
the financial statements with SMEs 
in other jurisdictions. 
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Criteria Assessment 
(4) Is the IASB planning to 

fundamentally change 
the existing requirement 
in the IFRS for SMEs? 

The IASB in May 2013 had 
tentatively decided to revise the 
definition of ‘related party’ to be 
consistent with IAS 24 Related 
Party Disclosures (2009) and add 
the definition ‘close members of  
the family of a person. However, 
the revision will not fundamentally 
change this section of the  
IFRS for SMEs.  

 
2.25 Based on the above assessment, the MASB believes that as the 

principal use of these accounts are for other stakeholders other than 
the principal shareholder(s), related party disclosures should be 
employed. 
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SECTION 3:  
PROPOSED AMENDMENTS TO ED 72 FRS FOR SMEs  
3.1 This section sets out the amendments that the MASB is proposing 

to make to the following topics in ED 72 FRS for SMEs: 

(a) Preface to the FRS for SMEs 

(b) Section 1 Small and Medium-sized Entities 

(c) Section 9 Consolidated and Separate Financial Statements 

(d) Section 23 Revenue 

(e) Section 29 Income Tax 

(f) Section 34 Specialised Activities 

3.2 As explained in paragraph 1.18 of this Exposure Draft, the  
[draft] MPERS is ED 72 FRS for SMEs with proposed changes to a 
few topics. In this regard, [draft] MPERS and ED 72 FRS for SMEs 
are used interchangeably. Only text that are subject to amendments 
are detailed in this section. For text that has not been reproduced in 
this section, please refer to the complete version of ED 72  
FRS for SMEs which is available for download from the MASB 
website at www.masb.org.my.  

Preface to the FRS for SMEs 

3.3 The MASB proposes to amend the Preface as explained in 
paragraph 1.23 of this Exposure Draft. The proposed text of the 
Preface to the [draft] MPERS is detailed below.  

Preface to the MPERS 

The MASB 

P1 The Malaysian Accounting Standards Board (MASB) and the 
Financial Reporting Foundation (FRF) were established under 
the Financial Reporting Act 1997 (the FRA). 
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P2 By virtue of section 7 of the FRA, it is the function of the 
MASB to issue accounting standards for financial statements 
that are required to be prepared or lodged under any law 
administered by the Securities Commission, the Bank Negara 
Malaysia or the Registrar of Companies. 

P3 The objectives of the MASB are: 

(a)  to develop, in the public interest, high quality, 
understandable and enforceable accounting standards 
that require high quality, transparent and comparable 
information in financial statements and other financial 
reporting to help participants in the capital markets and 
other users make economic decisions; 

(b) to promote the use and rigorous application of those 
standards; 

(c) in fulfilling the objectives associated with (a) and (b), 
to take account of, as appropriate, the special needs of 
private entities (defined and explained in Section 1 
Private Entities); and 

(d) to pursue a policy of convergence of Malaysian 
Financial Reporting Standards (MFRSs) with 
International Financial Reporting Standards (IFRSs) 
issued by the International Accounting Standards 
Board (IASB). 

P4 The governance of the MASB rests with the FRF. The  
FRF’s responsibilities include overseeing and reviewing the 
MASB’s performance, as well as all the financing 
arrangements for the operations of the MASB. 

MFRSs 

P5 The MASB achieves its objectives primarily by developing 
and publishing MFRSs and promoting the use of those 
standards in general purpose financial statements and other 
financial reporting. Other financial reporting comprises 
information provided outside financial statements that assists 
in the interpretation of a complete set of financial statements 
or improves users’ ability to make efficient economic 
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decisions. The term ‘financial reporting’ encompasses general 
purpose financial statements plus other financial reporting. 

P6 MFRSs set out recognition, measurement, presentation and 
disclosure requirements dealing with transactions and other 
events and conditions that are important in general purpose 
financial statements. They may also set out such requirements 
for transactions, events and conditions that arise mainly in 
specific industries. MFRSs are based on the Conceptual 
Framework for Financial Reporting, which addresses the 
concepts underlying the information presented in general 
purpose financial statements. The objective of the Conceptual 
Framework is to facilitate the consistent and logical 
formulation of MFRSs. It also provides a basis for the use of 
judgement in resolving accounting issues. 

General purpose financial statements 

P7  MFRSs are designed to apply to the general purpose financial 
statements and other financial reporting of entities under the 
purview of section 26D of the FRA that do not meet the 
criteria of private entities. General purpose financial 
statements are directed towards the common information 
needs of a wide range of users, for example, shareholders, 
creditors, employees and the public at large. The objective of 
financial statements is to provide information about the 
financial position, performance and cash flows of an entity 
that is useful to those users in making economic decisions. 

P8  General purpose financial statements are those directed to 
general financial information needs of a wide range of users 
who are not in a position to demand reports tailored to meet 
their particular information needs. General purpose financial 
statements include those that are presented separately or 
within another public document such as an annual report or  
a prospectus. 
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The MPERS 

P9 The MPERS is based on the IASB’s International Financial 
Reporting Standard for Small and Medium-sized Entities 
(IFRS for SMEs) issued in July 2009 except for the 
amendments made in the following sections: 

(a) Section 1 Private Entities. Section 1 has been modified 
to prescribe the applicability of the MPERS in the 
Malaysian context. 

(b) Section 9 Consolidated and Separate Financial 
Statements. Section 9 requires the ultimate Malaysian 
parent to prepare consolidated financial statements 
regardless of whether its ultimate parent that is not 
incorporated in Malaysia prepared consolidated 
financial statements.   

(c) Section 29 Income Tax. Section 29 has been revised in 
accordance with the requirements of MFRS 112  
Income Taxes. Section 29 of the IFRS for SMEs is 
based on the IASB’s March 2009 Exposure Draft 
Income Tax because that Exposure Draft was expected 
to amend IAS 12 Income Taxes. However the IASB did 
not finalise it and the IASB’s 2012 Feedback Statement 
to the 2011 Agenda Consultation clarified that it would 
not be working on the Income Tax project for the next 
three years because of its nature and complexity. In 
addition, the IASB in April 2013 has also tentatively 
decided to align Section 29 of the IFRS for SMEs  
with IAS 12 in its Comprehensive Review of the  
IFRS for SMEs project.  

(d) Section 34 Specialised Activities. Section 34 has been 
amended to provide guidance on the accounting for 
property development activities based on the guidance 
of MASB 32 Property Development Activities. 
Consequently, Example 12 Agreements for the 
Construction of Real Estate contained in the Appendix 
to Section 23 Revenue of the IFRS for SMEs, which 
incorporates the principles of IFRIC 15 Agreements for 
the Construction of Real Estate, is not required and has 
been deleted by the MASB. 
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P10 The criteria used by the MASB in determining whether it 
should amend a subject matter of the IFRS for SMEs are  
as follow: 

(a) whether the change would result in private entities’ 
financial statements providing more relevant and useful 
information to users? 

(b) whether the change would improve comparability  
of private entities’ (which primarily are SMEs) financial 
statements with financial statements of SMEs in other 
jurisdictions? 

(c) whether the change would reduce complexity in the 
requirements for private entities? 

(d) whether the IASB is planning to fundamentally change 
the existing requirement in the IFRS for SMEs?  

Organisation of the MPERS 

P11  The MPERS is organised by topic, with each topic presented 
in a separate numbered section. Cross-references to 
paragraphs are identified by section number followed by 
paragraph number. Paragraph numbers are in the form xx.yy, 
where xx is the section number and yy is the sequential 
paragraph number within that section. In examples that 
include monetary amounts, the measuring unit is Currency 
Units (abbreviated as CU). 

P12  All of the paragraphs in the MPERS have equal authority. 
Some sections include appendices of implementation 
guidance that are not part of the MPERS but, rather, are 
guidance for applying it. 

Maintenance of the MPERS 

P13  The MASB expects to undertake a review of the MPERS  
in accordance with the IASB’s timetable to review the  
IFRS for SMEs or when the need arises. 



Exposure Draft 77  
Section 3 

28 

P14 The IASB expects to propose amendments to the  
IFRS for SMEs by publishing an omnibus exposure draft 
approximately once every three years. In developing those 
exposure drafts, it expects to consider new and amended 
IFRSs that have been adopted in the previous three years as 
well as specific issues that have been brought to its attention 
regarding possible amendments to the IFRS for SMEs. The 
IASB intends the three-year cycle to be a tentative plan, not a 
firm commitment. On occasion, it may identify a matter for 
which amendment of the IFRS for SMEs may need to be 
considered earlier than in the normal three-year cycle. Until 
the IFRS for SMEs is amended, any changes that the IASB 
may make or propose with respect to full IFRSs do not apply 
to the IFRS for SMEs. 

P15  The IASB expects that there will be a period of at least one 
year between when amendments to the IFRS for SMEs are 
issued and the effective date of those amendments. The 
MASB expects to provide a similar comparable period for 
adoption by private entities when the amendments are issued. 

Scope of the [draft] MPERS  

3.4 The MASB proposes to amend Section 1 Small and Medium-sized 
Entities of ED 72 FRS for SMEs to prescribe the scope and 
applicability of the [draft] MPERS for private entities as explained in 
paragraph 1.23 of this Exposure Draft. Accordingly, the MASB has 
proposed to rename this section as Section 1 Private Entities. 

3.5 The proposed text of Section 1 of the [draft] MPERS is detailed 
below.  

Section 1  
Private Entities 

Scope of MPERS  

1.1  Private entities (as defined in paragraph 1.2) have the option 
to apply in its entirety either: 
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(a) the Malaysian Private Entities Reporting Standard 
(MPERS or this Standard); or 

(b) the Malaysian Financial Reporting Standards (MFRSs). 

Definition of private entities 

1.2 A private entity is a private company incorporated under the 
Companies Act 1965 that: 

(a) is not itself required to prepare or lodge any financial 
statements under any law administered by the Securities 
Commission or the Bank Negara Malaysia; and  

(b) is not a subsidiary or associate of, or jointly controlled 
by, an entity which is required to prepare or lodge any 
financial statements under any law administered by 
the Securities Commission or the Bank Negara 
Malaysia.  

The meaning of "subsidiary", "associate" and "jointly 
controlled" are as respectively defined and explained in 
MFRS 10 Consolidated Financial Statements or FRS 10 
Consolidated Financial Statements, MFRS 128 Investments  
in Associates and Joint Ventures or FRS 128 Investments  
in Associates and Joint Ventures and MFRS 11 Joint 
Arrangements or FRS 11 Joint Arrangements. 

Exemption on the presentation of consolidated financial 
statements 

3.6 The MASB proposes to amend Section 9 Consolidated and Separate 
Financial Statements of the [draft] MPERS to restrict the 
consolidation exemption as explained in paragraphs 2.2–2.6 of  
this Exposure Draft.  

3.7 The proposed new paragraph is shown below with text underlined. 

Section 9 
Consolidated and Separate Financial Statements 

… 
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9.3 A parent need not present consolidated financial statements if: 

… 

9.3AA Notwithstanding paragraph 9.3, the ultimate Malaysian 
parent shall present consolidated financial statements that 
consolidate its investments in subsidiaries in accordance 
with this Standard when either the parent or the group is a 
reporting entity or both the parent and the group are 
reporting entities. 

… 

Property development activities  

3.8 The MASB proposes to incorporate the requirements of MASB 32 
Property Development Activities in Section 34 Specialised Activities 
of the [draft] MPERS to provide guidance to the real estate private 
entities as explained in paragraphs 2.7–2.11. Consequently, the 
scope of and the real estate example in Section 23 Revenue are 
proposed to be amended and deleted respectively. 

3.9 The proposed amendments are shown with new text underlined and 
deleted text struck through. 

Section 23  
Revenue 

Scope of this section 

23.2 Revenue or other income arising from some transactions and 
events is dealt with in other sections of this Standard: 

… 

(g) sale of development units in property development 
activities (see Section 34). 

… 
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Appendix to Section 23 
Examples of revenue recognition under the principles 
in Section 23 

This Appendix accompanies, but is not part of, Section 23. It 
provides guidance for applying the requirements of Section 23  
in recognising revenue. 

… 

Example 12 Agreements for the construction of real 
estate 

23A.14  An entity that undertakes the construction of real estate, 
directly or through subcontractors, and enters into an 
agreement with one or more buyers before construction is 
complete, shall account for the agreement as a sale of 
services, using the percentage of completion method, only if: 

(a)  the buyer is able to specify the major structural 
elements of the design of the real estate before 
construction begins and/or specify major structural 
changes once construction is in progress (whether it 
exercises that ability or not), or 

(b)  the buyer acquires and supplies construction materials 
and the entity provides only construction services. 

23A.15  If the entity is required to provide services together with 
construction materials in order to perform its contractual 
obligation to deliver real estate to the buyer, the agreement 
shall be accounted for as the sale of goods. In this case, the 
buyer does not obtain control or the significant risks and 
rewards of ownership of the work in progress in its current 
state as construction progresses. Rather, the transfer occurs 
only on delivery of the completed real estate to the buyer. 

… 
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Section 34  
Specialised Activities 

Scope of this section 

34.1  This section provides guidance on financial reporting by 
SMEs private entities involved in three four types of 
specialised activities—agriculture, extractive activities, and 
service concessions and property development activities. 

Agriculture 

… 

Property development activities 

34.17 Property development activities are defined as activities 
involving the necessary steps to plan and construct, and 
comply with statutory and contractual requirements in the 
development of land into vacant lots, residential, commercial 
and/or industrial buildings. 

34.18 An entity using this Standard that is engaged in property 
development activities shall recognise revenue when all the 
following criteria are met: 

(a) when the sale of the development unit is effected, e.g. 
upon the signing of the individual sale and purchase 
agreements; 

(b) upon the commencement of development and 
construction activities; and 

(c) when the financial outcome of the development 
activities can be reliably estimated. 

34.19 The financial outcome of a development activity can be 
reliably estimated when all of the following conditions are 
satisfied: 

(a) total revenue from the development activities can be 
measured reliably; 
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(b) it is probable that the economic benefits associated 
with the development project will flow to the entity; 

(c) both the costs to complete the development activities 
and the stage of completion of the development project 
at the reporting period can be measured reliably; and 

(d) the costs attributable to the development activities can 
be clearly identified and measured reliably so that 
actual development costs incurred can be compared 
with prior estimates. 

Paragraphs 23.21-23.27 provide guidance for applying the 
percentage of completion method. 

Land held for property development 

34.20 Land held for property development shall be classified as 
non-current asset where no development activities have been 
carried out or where development activities are not expected 
to be completed within the normal operating cycle. 

34.21 Land held for property development shall be carried at cost 
less any accumulated impairment losses. An entity shall apply 
Section 27 Impairment of Assets to determine whether the 
land has become impaired. 

Property development costs 

34.22 Property development costs shall comprise all costs that are 
directly attributable to development activities or that can be 
allocated on a reasonable basis to such activities. 

34.23 Costs relating to property development activities can be 
divided into: 

(a) costs associated with the acquisition of land (such  
as purchase price of the land, professional fees,  
stamp duties, commissions, conversion fees and other 
relevant levies); 
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(b) costs related directly to a specific property 
development activity (such as professional fees and 
infrastructure works that are related to the project and 
contractors' costs for the building works); and 

(c) costs attributable to the development activities in 
general and can be allocated to the project (such as 
common infrastructure costs, mandatory land reserve 
for educational and recreational purposes on a piece of 
land which the entity intends to develop in several 
phases/ projects). 

34.24 Allocation of costs to individual development units shall be 
made in accordance with the following criteria: 

(a) specific identification (e.g. direct building costs); 

(b) relative sales values where specific identification is not 
possible; or 

(c) other appropriate methods consistently applied where 
allocation based on relative sales value is 
impracticable. 

Relative sales value is the ratio of the estimated current 
selling price of each individual development unit at the time 
the evaluation is being carried out, in the final state that it is 
intended to be sold to that of others to be developed in the 
development project. 

34.25 Other incentives or promotional costs incurred by the entity 
that are associated with the sale of its development units shall 
not be capitalised as property development costs but are to be 
recognised in the income statement. Similarly, administrative 
and maintenance fees, forfeited deposits and interest 
receivable are to be taken to the income statement. 

Inventories - unsold completed development units 

34.26 Inventories of unsold completed development units shall be 
stated at the lower of cost and estimated selling price less 
costs to complete and sell. 
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34.27 Those unsold completed development units that are retained 
by an entity are accounted for in accordance with  
Section 17 Property, Plant and Equipment or Section 16  
Investment Property. 

Disclosure 

34.28 An entity shall disclose the following: 

(a) the methods used to determine the revenue recognised 
in the period; 

(b) the method used to determine the stage of completion 
for property development activities; 

(c) the revenue and related expenses recognised in the 
income statement; 

(d) the property development costs carried as an asset; 

(e) in respect of progress billings: 

(i) accrued billings classified as current asset, 
representing the excess of revenue recognised in 
the income statement over the billings to 
purchasers; and 

(ii) progress billings classified as current liability, 
representing the excess of billings to purchasers 
over revenue recognised in the income 
statement; and 

(f) the amount of cash held under Housing Development 
Account [opened and maintained under section 7A of 
the Housing Development (Control and Licensing) 
Act 1966] and any other restrictions on cash. 

34.29 For land held for property development, an entity shall 
disclose: 

(a) the gross carrying amount of the cost and accumulated 
impairment loss (if any) at the beginning and end of the 
period; and 
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(b) a reconciliation of the carrying amount at the beginning 
and end of the period showing: 

(i) additions; 

(ii) disposals; 

(iii) transfers to current assets as property 
development costs; 

(iv) impairment losses recognised / reversed in the 
income statement during the period, if any; and 

(v) other movement. 

34.30 An entity shall also disclose: 

(a) the existence and amounts of restrictions on titles of 
land; and 

(b) land held for property development and property 
development projects pledged as security for liabilities. 

Income Tax 

3.10 The MASB proposes to amend Section 29 Income Tax of  
the IFRS for SMEs to reflect the concept under MFRS 112  
Income Taxes as explained in paragraphs 2.12–2.15 of this  
Exposure Draft.  

3.11 The proposed amendments are shown below with new text 
underlined (except for editorial amendments) and for the deleted 
text, please refer to ED 72 FRS for SMEs which can be downloaded 
from www.masb.org.my. Text without underline is the original text 
of the IFRS for SMEs. 

Section 29  
Income Tax 

Scope of this section 

29.1  For the purpose of this Standard, income tax includes all 
domestic and foreign taxes that are based on taxable profit. 
Income tax also includes taxes, such as withholding taxes, 
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that are payable by a subsidiary, associate or joint venture on 
distributions to the reporting entity. 

29.2  This section covers accounting for income tax. It requires an 
entity to recognise the current and future tax consequences of 
transactions and other events that have been recognised in the 
financial statements. These recognised tax amounts comprise 
current tax and deferred tax. Current tax is tax payable 
(refundable) in respect of the taxable profit (tax loss) for the 
current period or past periods. Deferred tax is tax payable or 
recoverable in future periods, generally as a result of the 
entity recovering or settling its assets and liabilities for their 
current carrying amount, and the tax effect of the 
carryforward of currently unused tax losses and tax credits. 

Recognition and measurement of current tax 

29.3  An entity shall recognise a current tax liability for tax payable 
on taxable profit for the current and past periods. If the 
amount paid for the current and past periods exceeds the 
amount payable for those periods, the entity shall recognise 
the excess as a current tax asset. 

29.4 An entity shall recognise a current tax asset for the benefit of 
a tax loss that can be carried back to recover tax paid in  
a previous period. 

29.5  An entity shall measure a current tax liability (asset) at the 
amounts it expects to pay (recover) using the tax rates and 
laws that have been enacted or substantively enacted by the 
reporting date. An entity shall regard tax rates as 
substantively enacted when future events required by the 
enactment process historically have not affected the outcome 
and are unlikely to do so. Paragraphs 29.31–29.32 provide 
additional measurement guidance. 

29.6  An entity shall recognise changes in a current tax liability or 
current tax asset as tax expense in profit or loss, except that a 
change attributable to an item of income or expense 
recognised under this Standard as other comprehensive 
income shall also be recognised in other comprehensive 
income. 
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Recognition of deferred tax 

General recognition principle 

29.7  An entity shall recognise a deferred tax asset or liability for 
tax recoverable or payable in future periods as a result of past 
transactions or events. Such tax arises from the difference 
between the amounts recognised for the entity’s assets and 
liabilities in the statement of financial position and the 
recognition of those assets and liabilities by the tax 
authorities, and the carryforward of currently unused tax 
losses and tax credits. 

Tax base 

29.8 The tax base of an asset is the amount that will be deductible 
for tax purposes against any taxable economic benefits that 
will flow to an entity when it recovers the carrying amount of 
the asset. If those economic benefits will not be taxable, the 
tax base of the asset is equal to its carrying amount. 

29.9 The tax base of a liability is its carrying amount, less any 
amount that will be deductible for tax purposes in respect of 
that liability in future periods. In the case of revenue which is 
received in advance, the tax base of the resulting liability is its 
carrying amount, less any amount of the revenue that will not 
be taxable in future periods. 

29.10 Some items have a tax base but are not recognised as assets 
and liabilities in the statement of financial position. For 
example, research and development costs are recognised as an 
expense in determining accounting profit in the period in 
which they are incurred but may not be permitted as a 
deduction in determining taxable profit (tax loss) until a later 
period. The difference between the tax base of the research 
and development costs, being the amount the taxation 
authorities will permit as a deduction in future periods, and 
the carrying amount of nil is a deductible temporary 
difference that results in a deferred tax asset. 
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29.11 In consolidated financial statements, temporary differences 
are determined by comparing the carrying amounts of assets 
and liabilities in the consolidated financial statements with the 
appropriate tax base. The tax base is determined by reference 
to a consolidated tax return in those jurisdictions in which 
such a return is filed. In other jurisdictions, the tax base  
is determined by reference to the tax returns of each entity  
in the group. 

Taxable temporary differences 

29.12 A deferred tax liability shall be recognised for all taxable 
temporary differences, except to the extent that the deferred 
tax liability arises from:  

(a)  the initial recognition of goodwill; or  

(b)  the initial recognition of an asset or liability in a 
transaction which:  

(i)  is not a business combination; and  

(ii)  at the time of the transaction, affects neither 
accounting profit nor taxable profit (tax loss).  

However, for taxable temporary differences associated with 
investments in subsidiaries, branches and associates, and 
interests in joint ventures, a deferred tax liability shall be 
recognised in accordance with paragraph 29.25. 

29.13 Some temporary differences arise when income or expense is 
included in accounting profit in one period but is included in 
taxable profit in a different period. Such temporary 
differences are often described as timing differences. The 
following are examples of temporary differences of this kind 
which are taxable temporary differences and which therefore 
result in deferred tax liabilities:  

(a)  interest revenue is included in accounting profit on a 
time proportion basis but may, in some jurisdictions, be 
included in taxable profit when cash is collected. The 
tax base of any receivable recognised in the statement 
of financial position with respect to such revenues is 
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nil because the revenues do not affect taxable profit 
until cash is collected; and  

(b)  depreciation used in determining taxable profit (tax 
loss) may differ from that used in determining 
accounting profit. The temporary difference is the 
difference between the carrying amount of the asset 
and its tax base which is the original cost of the asset 
less all deductions in respect of that asset permitted by 
the taxation authorities in determining taxable profit of 
the current and prior periods. A taxable temporary 
difference arises, and results in a deferred tax liability, 
when tax depreciation is accelerated (if tax 
depreciation is less rapid than accounting depreciation, 
a deductible temporary difference arises, and results in 
a deferred tax asset). 

29.14 Temporary differences also arise when:  

(a)  the identifiable assets acquired and liabilities assumed 
in a business combination are recognised at their fair 
values in accordance with Section 19 Business 
Combinations and Goodwill, but no equivalent 
adjustment is made for tax purposes (for example  
the tax base of an asset may remain at cost to the 
previous owner). The resulting deferred tax asset 
affects goodwill;  

(b)  assets are restated to fair value and no equivalent 
adjustment is made for tax purposes, for example 
investment property under Section 16 Investment 
Property;  

(c)  goodwill arises in a business combination, for example 
the tax base of goodwill will be nil if taxation 
authorities do not allow amortisation or impairment of 
goodwill as a deductible expense in determining 
taxable profit and do not permit the cost of goodwill  
to be treated as a deductible expense on disposal of  
the subsidiary;  

(d)  the tax base of an asset or liability on initial recognition 
differs from its initial carrying amount; or 
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(e)  the carrying amount of investments in subsidiaries, 
branches and associates or interests in joint ventures 
becomes different from the tax base of the investment 
or interest.  

Not all temporary differences will give rise to deferred tax 
assets and liabilities (see paragraphs 29.12 and 29.15). 

Deductible temporary differences 

29.15 A deferred tax asset shall be recognised for all deductible 
temporary differences to the extent that it is probable that 
taxable profit will be available against which the deductible 
temporary difference can be utilised, unless the deferred tax 
asset arises from the initial recognition of an asset or liability 
in a transaction that:  

(a)  is not a business combination; and  

(b)  at the time of the transaction, affects neither accounting 
profit nor taxable profit (tax loss).  

However, for deductible temporary differences associated 
with investments in subsidiaries, branches and associates, and 
interests in joint ventures, a deferred tax asset shall be 
recognised in accordance with paragraph 29.25. 

29.16 The following are examples of deductible temporary 
differences that result in deferred tax assets:  

(a)  retirement benefit costs may be deducted in 
determining accounting profit as service is provided by 
the employee, but deducted in determining taxable 
profit either when contributions are paid to a fund by 
the entity or when retirement benefits are paid by the 
entity. A temporary difference exists between the 
carrying amount of the liability and its tax base; the tax 
base of the liability is usually nil. Such a deductible 
temporary difference results in a deferred tax asset as 
economic benefits will flow to the entity in the form of 
a deduction from taxable profits when contributions or 
retirement benefits are paid; 
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(b)  research and development costs are recognised as an 
expense in determining accounting profit in the period 
in which they are incurred but may not be permitted as 
a deduction in determining taxable profit (tax loss) 
until a later period. The difference between the tax base 
of the research costs, being the amount the taxation 
authorities will permit as a deduction in future periods, 
and the carrying amount of nil is a deductible 
temporary difference that results in a deferred tax asset; 

(c)  with limited exceptions, an entity recognises the 
identifiable assets acquired and liabilities assumed in a 
business combination at their fair values at the 
acquisition date. When a liability assumed is 
recognised at the acquisition date but the related costs 
are not deducted in determining taxable profits until a 
later period, a deductible temporary difference arises 
which results in a deferred tax asset. A deferred tax 
asset also arises when the fair value of an identifiable 
asset acquired is less than its tax base. In both cases, 
the resulting deferred tax asset affects goodwill; and 

(d)  certain assets may be carried at fair value, without an 
equivalent adjustment being made for tax purposes. A 
deductible temporary difference arises if the tax base of 
the asset exceeds its recoverable amount. 

29.17 The reversal of deductible temporary differences results in 
deductions in determining taxable profits of future periods. 
However, economic benefits in the form of reductions in tax 
payments will flow to the entity only if it earns sufficient 
taxable profits against which the deductions can be offset. 
Therefore, an entity recognises deferred tax assets only when 
it is probable that taxable profits will be available against 
which the deductible temporary differences can be utilised. 

29.18  It is probable that taxable profit will be available against 
which a deductible temporary difference can be utilised when 
there are sufficient taxable temporary differences relating to 
the same taxation authority and the same taxable entity which 
are expected to reverse: 
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(a)  in the same period as the expected reversal of the 
deductible temporary difference; or 

(b)  in periods into which a tax loss arising from the 
deferred tax asset can be carried back or forward. 

In such circumstances, the deferred tax asset is recognised  
in the period in which the deductible temporary differences 
arise. 

29.19  When there are insufficient taxable temporary differences 
relating to the same taxation authority and the same taxable 
entity, the deferred tax asset is recognised to the extent that: 

(a)  it is probable that the entity will have sufficient taxable 
profit relating to the same taxation authority and the 
same taxable entity in the same period as the reversal 
of the deductible temporary difference (or in the 
periods into which a tax loss arising from the deferred 
tax asset can be carried back or forward). In evaluating 
whether it will have sufficient taxable profit in future 
periods, an entity ignores taxable amounts arising from 
deductible temporary differences that are expected to 
originate in future periods, because the deferred tax 
asset arising from these deductible temporary 
differences will itself require future taxable profit in 
order to be utilised; or  

(b)  tax planning opportunities are available to the entity 
that will create taxable profit in appropriate periods. 

29.20  When an entity has a history of recent losses, the entity 
considers the guidance in paragraph 29.22.  

Unused tax losses and unused tax credits  

29.21  A deferred tax asset shall be recognised for the carryforward 
of unused tax losses and unused tax credits to the extent that it 
is probable that future taxable profit will be available against 
which the unused tax losses and unused tax credits can  
be utilised.  
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29.22  The criteria for recognising deferred tax assets arising from 
the carryforward of unused tax losses and tax credits are the 
same as the criteria for recognising deferred tax assets arising 
from deductible temporary differences. However, the 
existence of unused tax losses is strong evidence that future 
taxable profit may not be available. Therefore, when an entity 
has a history of recent losses, the entity recognises a deferred 
tax asset arising from unused tax losses or tax credits only to 
the extent that the entity has sufficient taxable temporary 
differences or there is convincing other evidence that 
sufficient taxable profit will be available against which  
the unused tax losses or unused tax credits can be utilised  
by the entity. 

Reassessment of unrecognised deferred tax assets 

29.23  At the end of each reporting period, an entity reassesses 
unrecognised deferred tax assets. The entity recognises a 
previously unrecognised deferred tax asset to the extent that it 
has become probable that future taxable profit will allow the 
deferred tax asset to be recovered. For example, an 
improvement in trading conditions may make it more 
probable that the entity will be able to generate sufficient 
taxable profit in the future for the deferred tax asset to meet 
the recognition criteria set out in paragraph 29.21. Another 
example is when an entity reassesses deferred tax assets at the 
date of a business combination or subsequently. 

Investments in subsidiaries, branches and 
associates and interests in joint arrangements 

29.24  Temporary differences arise when the carrying amount of 
investments in subsidiaries, branches and associates or 
interests in joint arrangements (namely the parent or 
investor’s share of the net assets of the subsidiary, branch, 
associate or investee, including the carrying amount of 
goodwill) becomes different from the tax base (which is often 
cost) of the investment or interest. Such differences may arise 
in a number of different circumstances, for example: 
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(a)  the existence of undistributed profits of subsidiaries, 
branches, associates and joint arrangements; 

(b)  changes in foreign exchange rates when a parent and its 
subsidiary are based in different countries; and 

(c)  a reduction in the carrying amount of an investment in 
an associate to its recoverable amount. 

In consolidated financial statements, the temporary difference 
may be different from the temporary difference associated 
with that investment in the parent’s separate financial 
statements if the parent carries the investment in its separate 
financial statements at cost or revalued amount. 

29.25  An entity shall recognise a deferred tax liability for all taxable 
temporary differences associated with investments in 
subsidiaries, branches and associates, and interests in joint 
arrangements, except to the extent that both of the following 
conditions are satisfied: 

(a)  the parent, investor, joint venturer or joint operator is 
able to control the timing of the reversal of the 
temporary difference; and 

(b)  it is probable that the temporary difference will not 
reverse in the foreseeable future. 

29.26  As a parent controls the dividend policy of its subsidiary, it is 
able to control the timing of the reversal of temporary 
differences associated with that investment (including the 
temporary differences arising not only from undistributed 
profits but also from any foreign exchange translation 
differences). Furthermore, it would often be impracticable to 
determine the amount of income taxes that would be payable 
when the temporary difference reverses. Therefore, when the 
parent has determined that those profits will not be distributed 
in the foreseeable future the parent does not recognise a 
deferred tax liability. The same considerations apply to 
investments in branches. 
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Measurement of deferred tax 

Tax rates 

29.27  An entity shall measure a deferred tax liability (asset) using 
the tax rates and laws that have been enacted or substantively 
enacted by the reporting date. An entity shall regard tax rates 
as substantively enacted when future events required by the 
enactment process historically have not affected the outcome 
and are unlikely to do so. 

29.28  When different tax rates apply to different levels of taxable 
profit, an entity shall measure deferred tax expense (income) 
and related deferred tax liabilities (assets) using the average 
enacted or substantively enacted rates that it expects to be 
applicable to the taxable profit (tax loss) of the periods in 
which it expects the deferred tax asset to be realised or the 
deferred tax liability to be settled. 

29.29  The measurement of deferred tax liabilities and deferred tax 
assets shall reflect the tax consequences that would follow 
from the manner in which the entity expects, at the reporting 
date, to recover or settle the carrying amount of the related 
assets and liabilities. Therefore, an entity measures deferred 
tax liabilities and deferred tax assets using the tax rate and the 
tax base that are consistent with the expected manner of 
recovery or settlement. For example, if the temporary 
difference arises from an item of income that is expected to be 
taxable as a capital gain in a future period, the deferred tax 
expense is measured using the capital gain tax rate. 

29.30 If a deferred tax liability or asset arises from investment 
property that is measured at fair value, there is a rebuttable 
presumption that the carrying amount of the investment 
property will be recovered through sale. Accordingly, unless 
the presumption is rebutted, the measurement of the deferred 
tax liability or deferred tax asset shall reflect the tax 
consequences of recovering the carrying amount of the 
investment property entirely through sale. If the presumption 
is rebutted, the requirements of paragraph 29.29 shall be 
followed. The rebuttable presumption also applies when a 
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deferred tax liability or a deferred tax asset arises from 
measuring investment property in a business combination. 

Measurement of both current and deferred tax 

29.31  An entity shall not discount current or deferred tax assets  
and liabilities. 

 
29.32  In some jurisdictions, income tax is payable at a higher or 

lower rate if part or all of the profit or retained earnings is 
paid out as a dividend to shareholders of the entity. In other 
jurisdictions, income tax may be refundable or payable if part 
or all of the profit or retained earnings is paid out as a 
dividend to shareholders of the entity. In both of those 
circumstances, an entity shall measure current and deferred 
taxes at the tax rate applicable to undistributed profits until 
the entity recognises a liability to pay a dividend. When the 
entity recognises a liability to pay a dividend, it shall 
recognise the resulting current or deferred tax liability (asset), 
and the related tax expense (income). 

Review of deferred tax assets  

29.33  The carrying amount of a deferred tax asset shall be reviewed 
at the end of each reporting period. An entity shall reduce the 
carrying amount of a deferred tax asset to the extent that it is 
no longer probable that sufficient taxable profit will be 
available to allow the benefit of part or all of that deferred tax 
asset to be utilised. Any such reduction shall be reversed to 
the extent that it becomes probable that sufficient taxable 
profit will be available. 

Withholding tax on dividends 

29.34  When an entity pays dividends to its shareholders, it may be 
required to pay a portion of the dividends to taxation 
authorities on behalf of shareholders. Such an amount paid or 
payable to taxation authorities is charged to equity as a part  
of the dividends. 



Exposure Draft 77  
Section 3 

48 

Presentation 

Allocation in comprehensive income and equity 

29.35  An entity shall recognise tax expense in the same component 
of total comprehensive income (ie continuing operations, 
discontinued operations, or other comprehensive income)  
or equity as the transaction or other event that resulted in  
the tax expense. 

Current/non-current distinction 

29.36  When an entity presents current and non-current assets, and 
current and non-current liabilities, as separate classifications 
in its statement of financial position, it shall not classify any 
deferred tax assets (liabilities) as current assets (liabilities). 

Offsetting 

29.37  An entity shall offset current tax assets and current tax 
liabilities, or offset deferred tax assets and deferred tax 
liabilities, only when it has a legally enforceable right to set 
off the amounts and it intends either to settle on a net basis or 
to realise the asset and settle the liability simultaneously. 

Disclosures 

29.38  An entity shall disclose information that enables users of its 
financial statements to evaluate the nature and financial effect 
of the current and deferred tax consequences of recognised 
transactions and other events. 

29.39  An entity shall disclose separately the major components of 
tax expense (income). Such components of tax expense 
(income) may include: 

(a) current tax expense (income). 

(b) any adjustments recognised in the period for current 
tax of prior periods. 
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(c) the amount of deferred tax expense (income) relating to 
the origination and reversal of temporary differences. 

(d) the amount of deferred tax expense (income) relating to 
changes in tax rates or the imposition of new taxes. 

(e) the amount of the benefit arising from a previously 
unrecognised tax loss, tax credit or temporary 
difference of a prior period that is used to reduce 
current tax and deferred tax expense. 

(f) adjustments to deferred tax expense arising from a 
change in the tax status of the entity or its shareholders. 

(g) deferred tax expense arising from the write-down, or 
reversal of a previous write-down, of a deferred tax 
asset in accordance with paragraph 29.33. 

(h) the amount of tax expense relating to changes in 
accounting policies and errors (see Section 10 
Accounting Policies, Estimates and Errors). 

29.40  An entity shall disclose the following separately: 

(a)  the aggregate current and deferred tax relating to items 
that  

(i) are recognised as items of other comprehensive 
income. 

(ii) are charged or credited directly to equity. 

(b)  an explanation of the significant differences in amounts 
presented in the statement of comprehensive income 
and amounts reported to tax authorities. 

(c)  an explanation of changes in the applicable tax rate(s) 
compared with the previous reporting period. 

(d)  for each type of temporary difference and for each type 
of unused tax losses and tax credits: 

(i) the amount of deferred tax liabilities and 
deferred tax assets at the end of the reporting 
period, and 
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(ii) an analysis of the change in deferred tax 
liabilities and deferred tax assets during the 
period. 

(e) the expiry date, if any, of temporary differences, 
unused tax losses and unused tax credits. 

(f) in the circumstances described in paragraph 29.32, an 
explanation of the nature of the potential income tax 
consequences that would result from the payment of 
dividends to its shareholders. 

3.12 Section 35 Transition to the MPERS paragraph 35.10(h) is amended 
as described below arising from the amendments to Section 29.  
New text is underlined and deleted text struck through. 

35.10 An entity may use one or more of the following exemptions 
in preparing its first financial statements that conform to 
this Standard: 

... 

(h) Deferred income tax. A first-time adopter is not 
required to recognise, at the date of transition to the 
MPERS, deferred tax assets or deferred tax 
liabilities relating to differences between the tax 
basis base and the carrying amount of any assets or 
liabilities for which recognition of those deferred tax 
assets or liabilities would involve undue cost  
or effort. 

 


