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Abstract

Small and medium enterprises (SMESs) have very significant contribution to economic growth
of the countries as more than 95% of companies worldwide and employment are represented
by the SMEs industries. Therefore, in increasing the harmonization of reporting standard of
SMEs, Malaysia is moving aggressively towards the efforts by introducing the Malaysian
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Private Entity Reporting Standard (MPERS) for SMEs starting from 1° January 2016
onwards. MPERS is seen to bring opportunities to the business as it is adoption of
international standard that has been designed to fits the local needs and the customization to
the Malaysian business environment could ensure comparability of the locals with the
international business. Hence, this research attempt to 1) examine the perceptions of
accounting practitioners on MPERS implementation and 2) identify the problems
encountered in applying MPERS in SMEs. This study provides pioneering evidence on the
problems of the practitioners encountered when applying the MPERS through the 176
questionnaires survey that have been distributed to the accounting practitioners that involve
with MPERS implementation for SMEs in Malaysia. The insights and perceptions obtained
highlighting new dimensions to the inherent problem such as issues of consistency and
guidance in applying the MPERS with the cost-effective manner. Thus, the issues of
differences in judgements among the practitioners become a phenomenon in relation to the
application of MPERS for SMEs. The findings of this study are of interest to standard setters
and SMEs stakeholders in Malaysia and other countries.

Keywords: Accounting, Small Medium Enterprises (SMESs), Financial Reporting, Malaysia
1. Introduction

Small and Medium Enterprises (SMEs) has becoming as part of majority in the business
entities. Therefore, the role of SMEs in the economic development cannot be overemphasized
as SMEs make significant contributions to the global trade and economic growth (Pais and
Bonito, 2018; Chen, 2006). In ensuring that SMEs can scale up their operations specially to
fulfilling their financial needs, hence maintaining proper accounts and generating meaningful
financial statements are giving huge impact to their business. In addition, SMEs are
encouraged to attract foreign investment, in which SMEs reporting also needs to meet the
international requirement and standards that has been set by the International Accounting
Standard Board (IASB). However, in response to this fast-growing economy and
globalization, the international accounting standard (IASs) are becoming too complicated,
costly and demotivating the SMEs to apply in an effective manner.

The introduction of the new MPERS by the Malaysian Accounting Standard Board (MASB)
in 2014 set a new milestone for financial reporting of private entities in Malaysia. Effective
for financial statements with annual periods beginning on or after Jan 1, 2016 the private
entities will no longer adopt the Private Entities Reporting Standard (PERS). The
misconception is that by default the adoption of MPERS is the only choice for private entities.
In fact, a private entity has the option to either adopt MPERS or Malaysia Financial
Reporting Standard (MFRS) in its entirety. Previously, SME companies refer to the Private
Entity Reporting Standard (PERS) which is considered outdated as it was based on the
previous IAS effective 2003 (Aziz et al., 2019). Due to this matter, the management needs to
identify the gap and analyses the implications to ensure a smooth transition into the new
reporting framework.

On the other hand, SME financial reporting has been a controversial issue. There are many
debates since decades about accounting standard for SMEs (Harvey & Walton, 1996;Holmes
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et al., 1991 and Walton, 1992). Besides, as a part of policy to reduce regulatory burdens for
business entities, financial reporting regulations have been identified as a burdensome
requirement imposed on SMEs. Apart from the issue of cost reduction, there exists an
argument about the needs of SME financial statement users. Therefore, the extent of
concessions and relaxations from the financial reporting obligations granted to SMEs varies
between jurisdictions.

In Malaysia, MPERS seen as one of enhanced reporting for SMEs as it can improve the
consistency and comparability of the local SME companies. This is due the fact that MPERS
is based on the IFRS for SMEs as proposed by the IASB. The standard has been adopted by
almost 73 countries including United Kingdom, Singapore, Australia and many others.
MPERS has been shaped following to the local needs and environment at the same time
comply with the global standard. For Malaysia, SMEs mainly measure by the performance of
gross domestic product (GDP). For year 2018, Malaysia’s SMEs GDP grew at 6.2 per cent as
compared to 7.1 per cent in 2017. Given the important role of SMEs in economic
development, the survival and growth of SMEs is vital to the overall health of the economy.
The Malaysia government has implemented a broad range of policies and programme to
enable them to grow, innovate and compete.

The need of efficient financial reporting to ensure the sustainability of SME’s business, hence
MPERS is introduced with the objective to establish guidance and to ease the reporting
burden for an entity’s first financial statements prepared in accordance with the MPERS. This
recent change in SME financial reporting in Malaysia implies that, as with MPERS, the
objective of financial reporting is geared toward decision usefulness and its focus is on the
needs of private entities. Indeed, this paper attempts to answer the following objectives: 1)
examine the perceptions of accounting practitioners on MPERS implementation and 2)
identify the problems encountered in applying MPERS in SMEs.

1.1 Problem Statement

SMEs financial reporting regulatory framework is complex, especially SME are representing
the majority portion in the GDP on Malaysia. The opportunity to reduce the burden in
reporting could highlight a benefit to the important sector for Malaysia’s economy. Therefore,
the implementation of MPERS is one potential route towards simplifications that is worth
evaluating. Due to the infancy of studies in MPERS implementation, this research draws on
studies by Rahman and Hamdan (2019), Aziz et al. (2019) and Jamil et al. (2020) to extend
on previous research available in Malaysia context and address the issues on the perceptions
of accounting practitioners in implementing the MPERS.

Furthermore, in the debate on SME financial reporting that presently occurring in many
countries, the exploration study on MPERS can be the benchmark of financial reporting
across ASEAN regions due to the similar business setting and environments. It is expected
that the empirical findings on this study will be of interest to national regulators and
accounting standard setters in Malaysia and other countries specially to consider the
simplification financial reporting requirements for SMEs.
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The formulation of financial reporting policy that can meet the reporting needs of SMEs in
Malaysia would give greater advantage in the SME sector as a whole and therefore, it is
becoming significant to consider the cost and benefits of MPERS implementation. In addition,
as mentioned by Pais and Bonito (2018), countries like Malaysia that permit or require the
use of IFRS for listed companies and have a common legal system, can reduce the costs of
developing their own financial accounting standard as with familiarity of the IFRS
environment it implies a reduction in transaction costs as well. This is consistent with study
by Isidro et al. (2016) highlighted that other than institutional factor, adding more factors add
little incremental explanatory power on the adoption of IFRS on SMEs. The additional
factors could be; educational level, common law legal system and national accounting
standard.

Another justification for MPERS lies in the consideration of the user’s need and secondly the
cost and benefit constraint. According to Rahman and Hamdan (2019), the objective of
general purpose financial statement is to provide information about the financial position,
performance and the changes in financial position of an entity that is useful to a wide range of
users in making economic decision. Thus, the exploration study on MPERS implementation
are needed in acknowledging that the types and needs of users of SME’s financial statements
maybe different to those of user of financial statements of larger entities.

The debate on the introduction of MPERS also due to no new PERS standard issued by the
MASB although there have been significant changes, developments and improvements to the
MFRS in the last 11 years, and the PERS standard have not been updated to incorporate these
changes. There is thus an 11 years gap between PERS and the latest reporting framework.

This study is organized as follows, where Section 2 reviews the literature that has been
published in the area. Section 3 describes the research methods used for data collection and
section 4 report the results. Finally, the Section 5 draws conclusions, states the implications
and suggestions for future research. It also covers the limitations faced by the researcher.

2. Literature Review

This paper intends to extend the current literature on MPERS in Malaysia as during the
present time, there are lacking empirical evidence on the MPERS implementation. MPERS
shall be effective for annual periods beginning or after 1 January 2016, but early application
is permitted. The most significant change is that private entities are allowed the option of
revaluing property, plant and equipment. Private entities that are applying the revaluation
model under the existing PERS will certainly welcome this amendment because they can
continue applying the revaluation policy when they adopt the MPERS. The other
amendments mainly clarify existing requirements or add supporting guidance, rather than
change the underlying requirements in the MPERS. Private entities that wish to apply the
amendments early, instead of for annual periods beginning on or after 1 January 2016, must
apply the amendments in their entirety.
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Must migrate

2016
21 MFRS Framework

2016
MPERS Framework
Can opt to adopt -

MPERS defines a private entity as a private company incorporated under the Companies Act
1965 that is not a company required by the Securities Commision or Bank Negara to prepare
or lodge any financial statements. In addition, a private entity is not a subisidiary or associate
of or jointly controlled by, an entity that is required by the Securities Commission or Bank
Negara to prepare lodge any financial statements. There are main differences between
MPERS and IFRS for SMEs as refer to Table 1 below:

Table 1. Difference between MPERS and IFRS for SMEs

MPERS

IFRS for SMEs

Scope

Applicable to Private Entities

to SMEs
accountability

Applicable without public

Exemption from
consolidation

Ultimate Malaysian parent is required to
prepare consolidated financial statements,
regardless of whether its ultimate parent (not
prepares

incorporated in  Malaysia)

consolidated financial statements.

A parent entity is

consolidated

exempted from
presenting financial
statements if it is a subsidiary and its
ultimate parent produces consolidated

financial statements that comply with full

IFRS or IFRS for SMEs.

Revenue from | Guidance is based on the Malaysian-specific | Guidance is based on IFRIC 15
property requirements in MASB 32 ‘Property | ‘Agreements for the Construction of Real
development Development Activities’. Estates’.

activities

Income tax Accounting for income taxes are consistent | The requirements are based on the IASB’s

with the requirements of MFRS 112  Income | 2009 Exposure Draft on income taxes.

Taxes’

When the IFRS for SMEs was issued in 2009, the IASB stated that it planned to undertake an
initial comprehensive review of the standard after two years of use by SMEs. Specifically, the
IASB said it would consider whether to amend the IFRS for SMEs to address any
implementation issues identified and to consider any changes made to IFRS since the IFRS
for SMEs was issued. On 21 May 2015 the IASB issued limited amendments to the IFRS for
SMEs. Most of the amendments clarified existing requirements or add supporting guidance,
instead of changing the underlying requirements in the IFRS for SMEs. The most significant
changes, which relate to transactions commonly encountered by SMEs, are: 1) permitting
SMEs to revalue property, plant and equipment and 2) aligning the main recognition and
measurement requirements for income taxes with IFRS.
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According to Wichman (1983), accounting has become a major challenge for SMEs business
entities and according to McMahon (1999) finds that financial reporting practice in SMEs
appear to lose the standards recommended by the various external financial information users.
In another study by Lalin and Sabit (2010) highlighted that the regulations as the main drivers
why SMEs prepare the financial statement. While other study such as Olson et al. (2004),
discovered that the number of users of accounting information in SMEs is increasing include
the stakeholder in supply chain industries., Therefore, it is believed that the financial
reporting play significant role in SMEs but argues that the report must be adjusted in order
for them to be understood and cost efficient. The introduction of MPERS is timely given the
increasing prominence of local private entities and SMEs in the regional and global markets.
Simultaneously, this is seen as vital step in preparing local private companies for
globalization as well as the challenges that come with it.

Previously in Malaysia, the SMEs reporting standard was PERS which was close to the old
International Accounting Standard (IAS). However due to the various arguments such as the
accounting activities in the SMEs are more concerned with legal compliance than economics
relevance (Aziz et al., 2019; Jamil et al., 2020), therefore SMEs have been criticized for
having poor financial reporting quality. As an overall the requirements and guidance in
MPERS would generally be sufficient to SMEs private entities in Malaysia, however MPERS
does not come with detailed application guidance in some complex areas. Large private
entities may need to refer to the guidance in the MFRS framework for their accounting
requirements. For instance, some large private entities with significant research and
development activities (including IT and software development activities), entities that have
capitalized borrowing costs previously and entities with significant amount of purchased
goodwill, they may find adopting MPERS a disadvantage because the option of capitalizing
development costs or borrowing costs has been removed and purchased good will must be
subject to annual amortization. Hence, this research fulfilling the gap to explore the
perceptions of accounting practitioners and identifying the challenges in implementing the
standard.

3. Research Methodology

A survey was conducted on accounting practitioners in Malaysia to explore their perceptions
on the MPERS implementation and identify the problems they encounter in applying the
MPERS on SMEs in Malaysia. The survey was conducted in between July to October 2019.
The accounting practitioners therefore already applying the standard when the survey was
conducted, affected entities for annual periods beginning on or after 1 January 2016, must
apply the amendments in their entirety. Therefore, they were well suited to provide evidence
of the difficulties they faced when applying this new standard.

The respondents at all cases, had exposure to MPERS though their knowledge and experience
varied. All participants were geographically located in Klang Valley and Selangor as the main
commercial centers in Malaysia. A total of 176participants took part in the survey.

The research instrument comprised of two sections. The first section required subjects to
provide demographic data such as gender, level of formal education, level of experience and
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firm details. The second section consisted of 28 statements, each of which addressed various
aspect of MPERS for SMEs in Malaysia. The respondents were asked to indicate their level
of agreement or disagreement with each of those statements on a five-point Likert scale. The
statements were developed on the basis of criticism and comments on MPERS for SMEs by
academic and professional literature.

4. Results and Discussion
Validity of Research Instrument

In order to ensure the internal validity and consistency of statements contained within the
research instrument, Cronbach’s alpha was calculated. According to Nunnally (1978) a
Cronbach alpha of 0.7 or greater indicates satisfactory internal consistency. Since a Cronbach
alpha of 0.962 was obtained, a very high level of internal consistency across the 28
statements.

Table 2. Reliability Statistic

Cronbach Alpha | Number of Items
0.962 28

Table 3. Demographics data of respondents

Demographic data Respondents
Sample 176

Age (Mean) 30.5

Gender:

Male 47.7%
Female 52.3%

Years being Professional Accountant (Mean) | 6.7
Present Firm Category:
Big Four Accounting Firms 46.3%
Non- Big Four Accounting Firms 53.7%
Job Tenure with the Present Firm (Mean) 4.7 years
Field of Works:

Accounting 39.5%
Auditing 40.1%
Taxation 20.4%

Demographic details of respondents

Table 3 highlighted summary of demographic information related to the 176 respondents. As
shown in Table 3, the mean age of the respondents was 30.5 years. While about 47.7 % of the
respondents were male and 52.3% being female. In average, years of the respondents being
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professional account was 6.7 years. Of the 176 respondents, 46.3% of them were being
employed by the Big Four accounting firm, while the other 53.7% being employed by
non-Big Four accounting firm. On the other hand, the average job tenure of the respondents
currently working with their present firm was 4.7 years. Since the respondents were varied in
term of their fields, the results indicated that 39.5% of them were from accounting
practitioners, 40.1% were doing auditing and around 20.4% were coming from taxation field.

Problem posed by MPERS for SMEs

In order to provide a more detailed analysis of the various issues surrounding the application
of MPERS for SMEs, 28 statements were organized into those relating to the cost and
benefits in applying the standards, lack of consistency across the MPERS for SMEs, the
extent of vagueness and repetition in MPERS for SMEs, the extent of understandability,
extent of guidance provided, and other issues in interpreting and applying MPERS for SMEs.
A summary of the 28 statements and the descriptive is provided in Table 4 (Refer Appendix
1).

Cost and Benefits

About four questions (Questions 1, 7,9 and 21) were included in the survey to gather opinions
from the practitioners on the cost of compliance with the MPERS. For the purpose of analysis,
it is expected that the respondents would answer 4 and above using five-point Likert scale, 1
denoted ‘strongly disagree’ and 5 is ‘strongly agree’ for these statements would generally be
indicating that they agreed with the relevant statements. Based on the result, it shows that
65.3 % of respondents agree that the cost of complying with the MPERS are far greater than
the corresponding benefits (Question 1). In addition, regards to the information required to
apply MPERS is not available or available with only undue cost or effort (Question 7), the
result indicates that 43.4% of respondents agree with the question. Furthermore, about 52.6%
agreed that the use of FVA in MPERS imposes significant annual costs on preparers and is
not justified on cost or benefit grounds (Question 9). While regards to the additional
exemptions need to be given in MPERS to make it cost effective for SMEs in Malaysia
(Question 21), about 57.1% of respondents agreed with the statements.

Thus, this result highlighted that for SMEs operating in Malaysia, the cost of compliance for
SMEs became excessive especially for the small size of SMEs consistent with studies
conducted by Buchanan (2003), Haller (2003) and Coppens et al. (2007). This is due to the
reason that they have to hire outside expertise in order to comply with the standard (Coppens
et al., 2007; Jamil et al., 2020). Some other studies mentioned that the adoption of standard
hindered by the cost of compliance and complexities for small companies such as in United
Kingdom (Fearnly and Hines, 2007), Canada (Maingot and Zeghal, 2006) and US (Herman,
2010).Similarly, recent study conducted in EU regards to the harmonization of reporting
standard for SMEs by Hyblova (2019) highlighted that the costs of financial statement
creation and staff training would increase as the result of standard implementation. Therefore,
the small business would have very limited access to the corporate training.
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70 65.3
57.1
60 52.6
X 50 43.4
Q
c 30 .
3 18.8
& 20 11. 10.3 12
10 172.8 1.15.1 4.6 1129
Al B7 c9 D21
B Strongly Disagree 1.7 1.1 0.6 11
M Disagree 2.8 5.1 4.6 2.9
Uncertainty 11.4 33.7 32 26.9
W Agree 65.3 43.4 52.6 57.1
Strongly Agree 18.8 16.6 10.3 12
M Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Cost and Benefits

A | The costs of complying with the MPERS are far greater than the corresponding benefits.

B | The information required to apply MPERS is not available or available with only undue
cost or effort.

C | The use of FVA in MPERS imposes significant annual costs on preparers and is not
justified on cost/benefit grounds.

D | Additional exemptions need to be given in MPERS to make it cost effective for SMEs in
Malaysia.

Lack of consistency in MPERS for SMEs

There were four questions (Question 14, 15, 23 and 25) highlighted in the survey related to
the degree of consistency of MPERS throughout its implementation. For the purpose of the
analysis, it is expected the respondents would answered 4 as to show their agreement towards
to the questions which denoted by five likert scale. The result shows that 50.3% agree
recognition criteria applied are not applied consistently across the MPERS (Question 14).
However, in terms of measurement (Question 15), about 45.1% of respondents agree in term
inconsistency related to the measurement applied in MPERS. On the other hand, regards to
the term definition used in MPERS (Question 23), about 55.4% agreed the definition used is
not consistent. This is more or less the same with Question 25, 52% of respondents agreed
that the terms used in MPERS were inconsistence. Due to the inconsistence terminologies
used, therefore lead to the wrong interpretation and cause problems when applying the
MPERS through out the SMEs which have various industries. These findings in agreement
with study conducted by Vanauken et al. (2017) which provide evidence that accurate
financial information in the report needs to provide the foundation for decision making, while
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at the same time it is to ensure the degree of consistency and reliability in predictions about
the impacts towards to the performance of the companies.

\\ Mac rOth i “k Business and Economic Research

Lack of consistence of MPERS

_ 60 50.3 >34 52
§ 50 45.1
& 40 33. 29. 29.
8 30 24
c
g 20 10343 g6 B9 0.3 3.1
o 10 11 23 114 1.4
& P _n - -
Ald B15 C23 D25
B Strongly Disagree 1.1 2.3 1.1 1.7
M Disagree 10.3 8.6 4 3.4
Uncertainty 24 33.1 29.1 29.7
W Agree 50.3 45.1 55.4 52
Strongly Agree 14.3 10.9 10.3 13.1

M Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Lack of consistency in MPERS

A | Recogpnition criteria applied are not applied consistently across the MPERS.
B | Measurement criteria applied are not applied consistently across the MPERS.
C | Certain terms are not defined in the same way across the MPERS.

D | Some terms in MPERS are used inconsistently.

Extent of vagueness and repetition in MPERS for SMEs

In order to check the accountant view on the principle based understanding of the standard,
the extent of vagueness and repetition in MPERS have been included in the Question 4 and
Question 11. About 51.5% of the respondents, agreed that MPERS contain expressions that
are lacking clarity and about 49.1% of the accounting practitioners found that the individual
paragraph within the MPERS are repetitive. Therefore, due to this vagueness lead to the
inherent problem in applying and interpreting MPERS in effective way as this is consistent
with Zebda (1991) mentioned about vagueness has been argued to be a significant source of
inexactness in many accounting decision problems and resulted to the data be less useful.
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Extent of vagueness and repetition in MPERS
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Uncertainty 31 33.1
W Agree 51.1 49.1
Strongly Agree 12.1 11.4

B Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Extent of vagueness and repetition in MPERS
A | MPERS contain expressions that are lacking clarity.
B | Individual paragraphs within MPERS are repetitive.

Extent of understandability

In the questionnaire, there were quite few numbers of questions highlighting the issue of
understandability. For instance, Question 3 and Question 5, 48% and 40% of the respondents
claimed that MPERS in general is not easy to understand or the vocabulary used is not
understandable. In addition to that, the paragraph coding of MPERS seems confusing to the
readers ( Question 12) as 44.8% agreed with the statements and about 49.7% highlighted that
the structure of MPERS are difficult to follow (Question 13). Some respondents represented
by46.9% agreed to have difficulties in terms of the alternative treatment given in MPERS
(Question 16). Furthermore, 53.7% of the accounting practitioners said that they difficult to
understand the terms used in MPERS (Question 24).

These comments suggested that the structure of MPERS need to be revised and the language
used should be in general understanding of the readers that used the standard. The inherent
problem that may arise due to the understandability issue is that the technical language can
become a barrier for the practitioners to interpret the standard (Young, 2003). Besides that
Young (2003) also mentioned that only an expert could succeed in ‘untangling the
complicated phrasing and in using the highly specialized language of accounting’. For this
reason, it become a cost for small business to overcome the issues.
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Strongly Agree 14.3 16 13.8 10.9 16.6 9.1

B Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Extent of understandability

MPERS in general are not easy to understand.

The vocabulary used in MPERS is difficult to understand.

The paragraph coding in MPERS is confusing.

MPERS are structured in a way that is difficult to follow.

The alternative treatments given in MPERS are not easy to understand.
It is difficult to capture the meaning of some terms in MPERS.

mmooO|w >

Extent of guidance provided

There were five questions (Questions 18,19,26,27 and 28) stated on the survey regards to the
sufficient guidance in the interpretations and application of MPERS for SMEs. Based on the
result, 55.7% of the accounting practitioners claimed that MPERS do not provide adequate
guidance to assist accountants in interpreting and applying the standard (Question 18).
Similarly, 52% of the respondents pointed out that MPERS do no provide guidance to address
the social and economics characteristic of SMEs (Question 19). This is normally related to
the translation of foreign currency and measurement of fair value accounting and the effect
on tax in the context of SMEs in Malaysia.

In addition, the respondents were asked how often they need to consult with other resources
such as employers, superior staff when applying MPERS (Question 26). Almost 59.4% of
them agreed that they have to consult with other resources when applying the MPERS.
Moreover, within the survey, it is also included the professional judgement by the
respondents regards to the guidance of MPERS. Question 27 and Question 28,50.3% and
53.7% respectively of the respondents agreed whether the professional accountants have
always reached the same judgement or any disagreement regards to the implementation of
MPERS.

These answers reflected the extend of guidance provided within the MPERS are lacking and
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therefore the amount of efforts is needed to assist the professional accountant to exercise their
professional judgement while conducting their duties. Messier et al. (2008) mentioned in
order the accounting practitioners to make professional judgement when choosing appropriate
accounting policies, making suitable accounting estimates and determining what information
should be disclosed in the financial statement, the comprehensive guidance are highly
needed.

Extent of guidance provided

70

59.4
S 60 257 52 503 53.7
) 50
@ 40 )8 30. 30. 34. 31.
c 30
o 20 2 12 1.4 7
3 10 08 114 o4 B3 129 089
o 0 | — - mm -
Al8 B19 C26 C27 C28
M Strongly Disagree 0.6 1.1 0 1.1 0.6
B Disagree 5.7 4 4 2.9 4.6
Uncertainty 28.7 30.9 30.3 34.3 314
W Agree 55.7 52 59.4 50.3 53.7
Strongly Agree 9.2 12 6.3 11.4 9.7

M Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Extent of guidance provided

A | MPERS do not provide adequate guidance to assist accountants in interpreting and
applying this standard.

B | MPERS do not provide adequate guidance to address the social and economic
characteristics of SMEs in Malaysia.

C | How often do you need to consult with other resources, such as manuals provided by
employers, consultation with senior staffs, etc., when applying MPERS?

D | Do you think different professional accountants will always reach the same judgement on
a specific scenario under the guidance of MPERS?

E |Have you ever been in disagreement with your colleagues when deciding which
alternative treatment given by MPERS is the most appropriate to employ in a particular
scenario?

Other issues in interpreting and applying MPERS

There were other issues faced by the professional accountant when interpreting and applying
the MPERS. Seven questions were raised (Question 2,6,8,10,17,20 and 22) based on their
experiences while implementing the MPERS.

The result shows that 46.6% of the respondents agreed that they need extensive
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cross-referencing to IFRS is required while interpreting and applying the MPERS
(Question2). Furthermore, 48% of the respondents indicated that the nature, volume and
complexity of disclosure required by MPERS is excessive (Question 6). This is consistent
with Handley et al. (2018) on the issues of loss of confidential information to competitors as
disclosure of too much information to competitors could threaten the sustainability of SMEs.
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Regards to the issues of fair value accounting, about 53.7% of the respondents agreed that the
use is excessive (Question 8). This is because the concern mostly related to the technical
aspect of fair value itself that tend to make the MPERS become complicated in nature. The
complexity of MPERS sought in Question 17 which around 46.3% of the respondents agreed
on that.

In different elements of reporting, it is highlighted from the Question 20 that different tier of
reporting is needed for small business entities. 57.7 % of the respondents agreed on different
tier of reporting perspective as among the advantages on different tier is that it is
independently developed standard that the specific issues and circumstances of the local
context types of small entities in Malaysia can be incorporated into the standard.Finally,
regards the issue of some transactions, events or conditions that SMEs engage in that are not
covered in MPERS (Question 22). 55.4 % of the respondents claimed that some transactions
are not covered in MPERS for instance for a property developer they may opt to use MFRS
because MPERS requires all borrowing costs to be expenses in the profit and loss. The
capitalization of borrowing costs, subject to fulfillment of certain criteria, is allowed under
MFRS framework. In addition, MFRS may be the preferred option for a private entity that
has a huge amount of intangible assets or goodwill because MPERS requires all intangible
assets whose useful life cannot be established reliably to be amortised over 10 years. MFRS
have a different accounting treatment in this area where goodwill is not amortised but tested
for impairment annually.

These comments suggest it is important for the business to consider their long term business
plan when making decision especially if they plan to get listed in the stock exchange.
Practically, the companies to adopt policies which is consistent through out their operations.
Therefore, the business needs to carefully make a choice which financial reporting
framework is most beneficial for them.
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Other issues in applying MPERS
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M Disagree 1.1 4 5.1 4 6.3 5.7 5.1
Uncertainty 25.6 30.9 29.1 29.9 34.3 27.4 28.6
m Agree 46.6 48 53.7 51.1 46.3 57.7 55.4
Strongly Agree 25.6 16 11.4 13.8 12.6 6.9 9.7

B Strongly Disagree M Disagree Uncertainty M Agree Strongly Agree

Other issues in applying MPERS

Extensive cross-referencing to IFRS is required while interpreting and applying MPERS.

The nature, volume and complexity of disclosure required by MPERS is excessive.

The use of fair value accounting (FVA) is excessive in MPERS.

The need to exercise professional judgement is excessive in MPERS.

MPERS is too complex for SMEs in Malaysia.

Mmoo oO|lw| >

There is a need to create an additional tier of differential reporting framework in Malaysia
for really small (micro) entities.

G | There are transactions, events or conditions that SMEs engage in that are not covered in
MPERS.

5. Conclusion and Recommendations

The main objective of this paper was to 1) examine the perceptions of accounting
practitioners on MPERS implementation and 2) identify the problems encountered in
applying MPERS in SMEs. To provide the pioneer evidence of the problems that the
accounting practitioners encountered when applying and interpreting the MPERS, the study
have conducted a survey on accounting practitioners in Malaysia. Therefore, based on the
results there has also been a notable number of problem regards to the MPERS
implementation such as lack of consistency, the extent of understandability, the extent of
guidance, the extent of vagueness and other issues related to the professional judgement using
the MPERS.

The views and comments provided by the accounting practitioners imply that MPERS for
SMEs do not adequate guidance in assisting them to exercise their professional judgements.
Almost half of the respondents by percentage basis claimed that they need to refer to other
sources or further inquiries need to be made from the senior staff when applying the MPERS.
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Overall, the result indicates problems among the practitioners in which greater effort need to
be taken especially by the regulator or standard setter in reducing the conflicting judgement
made by the professional accountant when interpreting the standard.

Certain limitations of this study need to be highlighted. The discussion on the implementation
issues arises for SMEs was based on the survey questionnaire which limit the scope of the
study. In depth analysis through interview could be undertaken for future research to reveal in
what the actual implementation difficulties and issues encountered for MPERS. In addition,
future research could be explored on the determinants of MPERS adoption as various
industries have various need to use MPERS as their reporting standard.
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Appendix
Appendix 1

Table 4. A summary of the 28 statements to explore on the perceptions of accounting
practitioners in implementation of MPERS for SMEs in Malaysia

Statements Mean | Standard
Deviation

1. The costs of complying with the MPERS are far greater than the corresponding | 3.972 | 0.7516
benefits.

2. Extensive cross-referencing to IFRS is required while interpreting and applying | 3.943 | 0.8122
MPERS.

3. MPERS in general are not easy to understand. 3.642 | 0.8895
4. MPERS contain expressions that are lacking clarity. 3.670 | 0.8032
5. The vocabulary used in MPERS is difficult to understand. 3.517 | 1.0140

6. The nature, volume and complexity of disclosure required by MPERS is excessive. | 3.739 | 0.8141

7. The information required to apply MPERS is not available or available with only | 3.693 | 0.8466
undue cost or effort.

8. The use of fair value accounting (FVA) is excessive in MPERS. 3.705 | 0.7583

9. The use of FVA in MPERS imposes significant annual costs on preparers and is not | 3.676 | 0.7427
justified on cost/benefit grounds.

10. The need to exercise professional judgement is excessive in MPERS. 3.722 | 0.7905
11. Individual paragraphs within MPERS are repetitive. 3.653 | 0.7778
12. The paragraph coding in MPERS is confusing. 3.614 | 0.8742
13. MPERS are structured in a way that is difficult to follow. 3.614 | 0.8340
14. Recognition criteria applied are not applied consistently across the MPERS. 3.665 | 0.8855
15. Measurement criteria applied are not applied consistently across the MPERS. 3.540 | 0.8807
16. The alternative treatments given in MPERS are not easy to understand. 3.687 | 0.8938
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17. MPERS is too complex for SMEs in Malaysia. 3.642 | 0.8016

18. MPERS do not provide adequate guidance to assist accountants in interpreting | 3.670 | 0.7441
and applying this standard.

19. MPERS do not provide adequate guidance to address the social and economic | 3.699 | 0.7747
characteristics of SMEs in Malaysia.

20. There is a need to create an additional tier of differential reporting framework in | 3.614 | 0.7918
Malaysia for really small (micro) entities.

21. Additional exemptions need to be given in MPERS to make it cost effective for | 3.761 | 0.7406
SMEs in Malaysia.

22. There are transactions, events or conditions that SMEs engage in that are not | 3.676 | 0.7655
covered in MPERS.

23. Certain terms are not defined in the same way across the MPERS. 3.699 | 0.7523
24. 1t is difficult to capture the meaning of some terms in MPERS. 3.665 | 0.7376
25. Some terms in MPERS are used inconsistently. 3.716 | 0.7993

26. How often do you need to consult with other resources, such as manuals provided | 3.682 | 0.6511
by employers, consultation with senior staffs, etc., when applying MPERS.

27. Do you think different professional accountants will always reach the same | 3.682 | 0.7566
judgement on a specific scenario under the guidance of MPERS?
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