MPSAS 1.
Accounting Principles

Sarawak State Government




Agenda

Accounting Principles




MPSAS 1
Presentation Of Financial Statements

Appendix A

« This guidance summarizes the qualitative
characteristics of financial reporting.

» Qualitative characteristics are the attributes that
make the information provided in financial

statements useful to users.
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Accounting Policies

Presentation of financial statements requires an entity to present information, including accounting policies, in a
manner that meets a number of qualitative characteristics
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Understandibility, Relevance and Materiality

—
N Understandability @ Relevance

 Information is understandable when « Information is relevant to users if can be used to:

USers mr:ght dr(iasonab!y be expected to - Assist in evaluating past, present, or future events; or in

comprenhend Its meaning confirming, or correcting, past evaluations
* Users are assumed: * In order to be relevant, information must also be timely.

- Tohave a reasonable knowledge of the

entity’s activities and environment T

- Willing to study the information Onn| Materiality
Complex information should notbe « Information is material if its omission or misstatement could
excluded from the financial statements just influence the decisions of users or assessments made on the basis
because it may be difficult to understand of the financial statements.

» Materiality depends on the nature or size of the item or error

* Provides a threshold or cut-off point rather than being a primary
gualitative characteristic that information must have if it is to be

useful.



Reliable, Faithful Representation and Substance over Form

. : . . :
\@/ Reliability nﬁ: Faithful Representation n-!-'%: Substance over Form
» Reliable information is free * Information should be * Information should be
from material error and bias, presented in accordance with accounted for and presented in
and can be relied on by users the substance of the accordance with their
to represent faithfully that transactions and other events, substance and economic reality
which it purports to represent and not merely their legal form. :
or could reasonably be * The §ubstan§:e 'S not always
consistent with legal form

expected to represent.



Substance over Form — lllustrative Example

Example 1
« State commissioned X
Bhd to construct an
- infrastructure
= « State enters into a lease
|]|]|]|] agreement with X Bhd
»| to lease the
infrastructure for 5
State years, and thereatfter, X Berhad
ownership will be
I transferred to State

* Monies drawndown are held in
trust by State, and released to
X Bhd in stages

* During the lease period, X
Bhd’s repayment amount to
Bank R will be withheld from
lease payment and paid
directly to Bank Y by State

« X Bhd enters into a loan
agreement with Bank R
to finance the construction
of the infrastructure

» State is the guarantor




Substance over Form — lllustrative Example
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Substance over Form — lllustrative Example

Example 2

« State enters into a 3-year tenancy
agreement with Y Bhd
H « Office is fully furnished, complete with

N furniture and fitting .
I]ul]l] « State pays monthly lease to Y Bhd
« Agreement states that all furniture and

fittings shall belong to the State at the
end of the tenancy Y Berhad

State

What is the substance of the arrangement above?

A. Alease arrangement for office space with furniture and fittings
B. A purchasing arrangement for office space with furniture and fittings

C. An operating lease arrangement for office space and a finance lease
arrangement for furniture and fittings




Substance over Form — lllustrative Example

Example 2 (Answer)

Legal Form: Substance:

Monthly payment is for rental

Monthly payment is for
of a fully furnished office, i.e. > IRETE] @F @ilHe SEEE; et
» Deferred payment / finance

office space and | F furnitureffitti
furniture/fittings \ / ease of furniture/fittings

« State enters into a 3-year tenancy
agreement with Y Bhd
E « Office is fully furnished, complete with

N furniture and fittings >
I]|]I]I] + State pays monthly rental to Y Bhd
« Agreement states that all furniture and

State fittings shall belong to the State at the
end of the tenancy Y Berhad
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Neutrality, Prudence and Completeness

@ Neutrality 2 Prudence

* Free from bias « Inclusion of a degree of caution
in the exercise of judgments in
making estimates required
under conditions of uncertainty

« Not neutral if, to obtain a
predetermined result,

information;
_ Selected to influence * However, prudence does not
decisions allow.
- Presented to influence - The creation of hidden
judgement reserves or excessive
provisions;

- Deliberate understatement of
assets or revenue;

- Deliberate overstatement of
liabilities or expenses

v/ Completeness

Information in financial
statements should be complete
within the bounds of materiality
and cost.
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Comparable and Timeliness

‘OEO Comparable

« Information is comparable when users are able to
identify similarities and differences between that
information. Comparability applies to the:

- Comparison of financial statements of different
entities; and

- Comparison of the financial statements of the
same entity over periods of time.

» |tis important that financial statements show
corresponding information for preceding periods

* Hence, users need to understand policies
employed in the preparation of financial
statements, changes to those policies, and the
effects of those changes

@Timeliness

If there is an undue delay in the reporting of
information, it may lose its relevance.

To provide information on a timely basis, it may
often be necessary to report before all aspects of a
transaction are known, thus impairing reliability.

If reporting is delayed until all aspects are known,
information may be highly reliable but of little use
to users who have had to make decisions in the
interim.

To balance between relevance and reliability, need
to consider how best to satisfy the decision-making
needs of users.
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Balance between Benefit and Cost and Balance between

Qualitative Characteristic

| — |
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Balance between Benefit and Cost

« A matter of judgement

« Benefits from information > cost of providing the
information

« Standard setters, preparers and users of financial
statements should all be aware

[TA Balance between Qualitative Characteristics

A matter of judgement

Aim is to achieve an appropriate balance among
characteristics

To meet the objectives of financial statements.
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