MFRS 20:

A new Accounting Model
for Rate-Regulated Activities

Prepared by: MASB Secretariat

Disclaimer

The views and opinions expressed in this Article do not represent the official views of the Malaysian Accounting Standards
Board (MASB). Thus, this Article is intended to convey general information only and should not be taken as the official MASB
view. Neither MASB nor any member of the MASB Secretariat accepts responsibility or legal liability arising from or connected
to the accuracy, completeness or reliability of the materials and information contained in this Article.

Why a new Accounting Standard?

In May 2026, the International Accounting
Standards Board (IASB) issued
IFRS 20 Regulatory Assets and Regulatory
Liabilities, introducing a new Standard to
account for differences in timing in rate
regulated industries (for example, in the
utilities, energy or transportation sectors).

Subsequently in August 2026, the Malaysian
Accounting Standards Board (MASB)
issued MFRS 20 Regulatory Assets and
Regulatory Liabilities, which is word-for-
word IFRS 20 as issued by the IASB.
The Standard aims to help investors better
understand how differences in timing affect
a company’s financial performance, financial
position and cash flow prospects. It specifically
addresses situations where differences in timing
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arise between the period in which a company
is entitled for compensation for the
regulatory goods or services supplied and
the period in which that compensation
is included in regulated rates charged.

MFRS 20 also seeks to reduce diversity in
practice and improve comparability across
companies that are subject to regulatory
agreements that give rise to differences in timing
(regulatory agreements that create regulatory
assetsandregulatoryliabilities). Figure 1 provides
a high-level summary of the content of IFRS 20.



Figure 1: At a glance—IFRS 20 Regulatory Assets and Regulatory Liabilities
[Source: https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-one-page.pdf]

What problem is IFRS 20 solving? How does IFRS 20 solve the problem?

Objective

@ A gap in financial reporting caused by a lack of information about
differences in timing @ Provide information about the effects of regulatory income,
regulatory expense, regulatory assets and regulatory liabilities on
a company'’s financial performance and financial position
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A right to add amounts to, or an obligation to deduct amounts from, future

regulated rates. That right or obligation arises from differences in timing. + Currentand non-current

regulatory assets

Current and non-current
regulatory liabilities

Who are affected?

MFRS 20 applies to companies that operate under a regulatory agreement that gives rise to regulatory
assets and regulatory liabilities.

A regulatory agreement is one that creates a set of enforceable rights and enforceable obligations that
prescribe how a regulator determines a regulated rate (or a range of rates).

The Standard is effective from 1 January 2029, with early adoption permitted.

What does this mean for Malaysia?

The introduction of MFRS 20 may represent a significant development for Malaysian entities.

The earlier Standard, MFRS 14 Regulatory Deferral Accounts (issued in 2014), had limited relevance
in Malaysia because it applied only to entities that previously recognised regulatory deferral account
balances under local GAAP - something Malaysia entities generally did not have.

Since Malaysia adopted MFRS (word-for-word the IFRS Accounting Standards) in 2012, companies
have had minimal exposure to accounting for regulatory balances. With MFRS 14 now withdrawn and
replaced by MFRS 20, this could mark a turning point, potentially becoming the first time Malaysian
entities need to meaningfully engage with such mechanisms.

Note: MFRS 20 does not apply to regulatory assets or regulatory liability that arise if premiums charged
in insurance contracts within the scope of MFRS 17 Insurance Contracts are regulated.
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https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-one-page.pdf

What changes?

MFRS 20 introduces a new accounting framework centred on four key elements:
* regulatory assets
» regulatory liabilities
» regulatory income
« regulatory expense.
These items are presented separately in the financial statements:

* regulatory income and expenses presented as a line item in the statement of profit or loss (and
other comprehensive income where relevant)

* regulatory assets and liabilities are presented as separate line items in the statement of financial
position.

Key definitions:

A regulatory asset is an enforceable present right, created by a regulatory agreement, to add an
amount in determining a regulated rate to be charged to customers in future periods because part or all
of the total allowed compensation for regulatory goods or services already supplied has not yet been
included in revenue recognised from contracts with customers applying MFRS 15.

A regulatory liability is an enforceable present obligation, created by a regulatory agreement, to
deduct an amount in determining a regulated rate to be charged to customers in future periods because
part or all of the total allowed compensation for regulatory goods or services to be supplied in the future
has already been included in revenue recognised from contracts with customers applying MFRS 15.

Regulatory income is income arising from changes in a regulatory asset or a regulatory liability.

Regulatory expense is expense arising from changes in a regulatory asset or a regulatory liability.

When do regulatory assets and liabilities arise?

Regulatory assets and liabilities arise Regulatory assets or regulatory liabilities exist
when the amount a company is allowed to only when:
charge customers in a period (total allowed

compensation) is included in the regulated rates 1. an entity and a regulator are parties to a
charged in a different period. regulatory agreement, and

If differences in timing arise: 2. a difference in timing arises when the

period in which the entity is entitled to

» the amount of revenue recognised under compensation for regulatory goods or

MFRS 15 Revenue from Contracts with services supplied and the period when the

Customers will differ from compensation is included in regulated rates

charged are different.
 total allowed compensation (see paragraph
16 of MFRS 20).
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Figure 2: Regulatory goods or services
[Source: https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-projectsummary.pdf]
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the regulator, such as improving the
quality of services supplied
to customers

Figure 3: Conditions for a regulatory asset or regulatory liability to exist
[Source: https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-projectsummary.pdf]
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A company applies IFRS 20 to all its regulatory assets and all its regulatory liabilities

Interactions with other MFRS Accounting
Standards

MFRS 20 does not operate in isolation.
Companies first apply other relevant standards,
particularly MFRS 15 and where applicable,
IC Interpretation 12 Service Concession
Arrangements, before applying MFRS 20.

Accordingly, MFRS 20 supplements - rather
than replaces - existing revenue recognition
requirements.

Recognition and Measurement
Recognition

A company recognises:

» allregulatory assets and regulatory liabilities
at the end of the reporting period, and
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« all regulatory income and regulatory
expenses arising during the reporting
period.

A regulatory asset or regulatory liability arising
from regulatory depreciation of a regulatory
capital base (for example, when the recovery
period of the assets included in the regulatory
capital base is shorter or longer than the assets
useful lives determined by applying MFRS
Accounting Standards) is recognised only when
there is a direct relationship with the related item.

When there is uncertainty about whether a
regulatory asset or regulatory liability exists,
recognition occurs when it is more likely than not
that the asset or liability exists.


https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-projectsummary.pdf
https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-one-page.pdf
https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-projectsummary.pdf
https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-one-page.pdf

Measurement

Unless otherwise specified, companies use a cash-flow-based measurement technique, which
involves:

» estimating future cash flows from regulatory assets or regulatory liabilities.

» discounting those estimated cash flows using the regulatory interest rate (typically the interest
rate specified in the regulatory agreement).

» estimating uncertain future cash flows using either the ‘most likely amount’ or ‘expected value’
method.

Cash flow estimates are updated over time, while the discount rate generally remains unchanged
unless revised by the regulator.

Presentation and Disclosure
Presentation

MFRS 20 introduces new line items in the financial statements:
¢ regulatory income and expense in profit or loss (or OCI, where applicable)

« regulatory assets and liabilities presented separately in the statement of financial position and
classified as current and non-current.

Disclosure

Companies shall disclose regulatory income, regulatory expenses, regulatory assets and regulatory
liabilities to provide insight into financial performance, financial position, and the amount, timing and
uncertainty of future cash flows.

They shall also require information about recognised regulatory assets and recognised regulatory
liabilities (main requirements: reconciliation, maturity analysis) and about unrecognised regulatory
assets and unrecognised regulatory liabilities (nature and reasons for non-recognition), to help
investors fully understand theirimpact.

Expected implementation costs

The IASB has identified four types of implementation costs:
+ systems and processes
+ external communication
* internal education
+ audit
While all affected companies are expected to incur costs, the extent will vary. Costs may be lower when

the regulator uses inputs from MFRS Accounting Standards to determine a company’s regulated rates
and when the company currently recognises regulatory balances.
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Figure 4: Expected costs associated with implementing IFRS 20
[Source: https://www.ifrs.org/content/dam/ifrs/publications/amendments/english/2026/iasb-ifrs20-effectsanalysis.pdf]

Table 2—Expected costs associated with implementing IFRS 20

Types of Companies that do not currently recognise regulatory balances | Companies that currently recognise regulatory balances

implementation costs

Systems and Companies might need to make significant changes to systems, Companies might need to make some changes to their current
processes processes and controls to gather information: systems, processes and controls to gather the information
necessary to apply IFRS 20—for example, to capture additional

+ to identify differences in timing; : : : ;
4 9 information required for disclosures and to apply the new

* to estimate and discount future cash flows; measurement requirements. However, the costs of making those
* to track the recovery of regulatory assets and fulfilment of changes are expected to be lower than the costs for companies that
regulatory liabilities; and do not currently recognise regulatory balances.

+ to apply the disclosure requirements.

External Companies are expected to incur costs to communicate to users Companies are expected to incur costs to communicate to users of
communication of their financial statements the financial effect of IFRS 20 on the their financial statements how IFRS 20 has changed the reporting of
companies’ financial statements. their regulated activities in the companies’ financial statements.
Internal All companies are expected to incur costs to educate internal stakeholders about the requirements in IFRS 20, and about the financial effect
education of the Standard on companies' financial performance and financial position. Lower costs might be incurred by companies that currently

recognise regulatory balances.
Audit All companies will incur incremental audit costs on implementing IFRS 20, particularly relating to requirements in IFRS 20 that involve
companies applying judgement. For example, the requirements:

+ 1o assess the enforceability of the rights and obligations arising from differences in timing;

* to estimate future cash flows, which includes estimating how uncertainties such as demand risk and credit risk might affect the amount
and timing of future cash flows; and

* to assess whether a company’s regulatory capital base has, or does not have, a direct relationship with related items.

Conclusion

MFRS 20 represents a significant step forward in improving transparency and comparability for rate-
regulated entities.

By clearly reflecting the effects of differences in timing, the Standard provides investors with a more
complete picture of a company’s financial performance, position, and future cash flows - marking an
important shift, particularly in jurisdictions where such accounting has historically been limited.

Further information

At a glance - IFRS 20 Regulatory Assets and Regulatory Liabilities
https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-one-page.pdf

Project summary IFRS 20 Regulatory Assets and Regulatory Liabilities
https://www.ifrs.org/content/dam/ifrs/project/rate-regulated-activities/standard/iasb-ifrs20-projectsummary.pdf

Effects Analysis IFRS 20 Regulatory Assets and Regulatory Liabilities
https://www.ifrs.org/content/dam/ifrs/publications/amendments/english/2026/iasb-ifrs20-effectsanalysis.pdf

Webcast: Overview of IFRS Accounting Standard — IFRS 20
https://www.ifrs.org/projects/completed-projects/2026/rate-regulated-activities/webcast-overview-ifrs-20/

Video: Preparing for IFRS 20 implementation
https://www.ifrs.org/supporting-implementation/supporting-materials-by-ifrs-standards/ifrs-20/preparing-for-
ifrs-20-implementation/
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