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Preliminary and Pre-operating Expenditure 

 

Interpretation bulletins are produced as a result of issues brought to the 
attention of the MASB or initiated by the MASB arising from feedback on 
divergent application of a particular MASB Standard. They are issued to assist 
preparers to comply with the intention and spirit of MASB Standards. 
Interpretations are not intended to apply to immaterial items. 

 

Reference: MASB 1, Presentation of Financial Statements 

  

ISSUE 

• It has been a practice in Malaysia where enterprises defer preliminary 
and pre-operating expenses and amortise them over a specified period 
of time after commencement of operations by the enterprises. 

• The issue is whether such accounting practice is allowed under the new 
MASB Standards. 

 

CONCLUSION 

• Preliminary and pre-operating expenses that do not meet the criteria for 
recognition as assets under a relevant accounting standard (such as 
MASB 15, Property, Plant & Equipment and MASB 4, Research and 
Development Costs) should be recognised as an expense when they are 
incurred. 

  

BASIS FOR CONCLUSION 



• Paragraph 25 of MASB 1, Presentation of Financial Statements, states 
that an enterprise should prepare its financial statements, except for 
cash flow information, under the accrual basis of accounting. 

• Paragraph 26 of MASB 1 further explains that expenses are recognised 
in the income statement on the basis of a direct association between 
costs incurred and the earnings of specific items of income (matching). 
And that in general, the application of the matching concept does not 
allow the recognition of items in the balance sheet which do not meet 
the definition of assets or liabilities. 

• The basic concept of an asset is that it must satisfy the following criteria: 
1. a resource controlled by the enterprise; 
2. arising from past events; and 
3. its realisation would result in inflows of economic benefits. 

• Preliminary expenses are normally establishment costs such as legal 
and secretarial costs incurred in establishing a legal entity. Pre-
operating expenses normally comprise administrative costs before 
commencement of an enterprise's activity. Such expenses are not a 
"resource" and are unlikely to result in the inflows of future economic 
benefits. Preliminary and pre-operating expenses therefore do not 
satisfy the criteria of an asset and should be expensed off in the period 
they are incurred. 

  

Date of issue: December 2000 

Effective Date: This Interpretation becomes effective from the date of issue 
of this IB. Changes in accounting policies should be accounted for according 
to the requirements of paragraph 48 of MASB 3, Net Profit or Loss for the 
Period, Fundamental Errors and Changes in Accounting Policies. 

 


