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MALAYSIAN INSTITUTE OF ACCOUNTANTS 
FINANCIAL REPORTING STANDARDS IMPLEMENTATION COMMITTEE 

(“FRSIC”) 
 

FRSIC Issue No. 22 [2008] 
Presentation of Financial Statements using a Currency which is Other than Ringgit 
Malaysia 

The issue: 

The inclusion of para. 38A of FRS 121 The Effects of Changes in Foreign Exchange Rates which 

requires “For financial statements presented in Malaysia, the presentation currency shall be in 

Ringgit Malaysia.” 

This issue is being highlighted due to:  

a) Inconsistencies with other countries which have adopted the international FRSs whereby their 

standards allow for the functional currency to be the presentation currency other than their 

sovereign currency.  Examples of these countries are stated below: 

• United Kingdom 

• Other European Union (EU) countries 

• Singapore 

• Hong Kong 

• Australia 

b) Malaysian incorporated companies which have functional currency as defined in FRS 121 as 

non-Ringgit Malaysia (RM) have to restate their financial statements in RM to comply with Para 

38A.  However, in complying with Para 38A, the financial statements do not reflect the true 

and fair view of the financial performance and financial position of the said companies as the 

performance and position is impacted by the foreign exchange fluctuations when being 

translated from the functional currency to RM. 

Current accounting practice as observed by the Submitter: 

The functional currency and presentation currency (based on IFRS) of the Company is United State 

Dollars (USD). However, to comply with Para 38A, the financial statements have to be translated 

to RM. 

The Group presentation currency (based on IFRS) is also USD.  However, to comply with Para 

38A, the financial statements have to be translated to RM. 

Reasons for the FRSIC to address the issue: 

1. Inconsistencies with other countries which have adopted the international FRSs whereby their 

standard allows for the functional currency to be the presentation currency other than their 
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sovereign currency. There is no specific requirement in these other countries to present their 

financial statement in their sovereign currency. Examples of these countries are as follows: 

a) United Kingdom 

b) Other European Union (EU) countries 

c) Singapore 

d) Hong Kong 

e) Australia 

By presenting their financial statements in their functional currency the companies will reflect 

their financial statements as per their accounting documentations and not as a translation of it 

to the sovereign currency.  

2. The financial statements will be distorted by fluctuations in the exchange rates between the 

functional currency and the sovereign currency, thus not reflecting the true and fair position 

and performance of the company in the currency that it operates in.  

Strengthening and weakening of the functional currency against the sovereign currency and 

vice versa would distort the users/stakeholders view when complying with Para 38A as it does 

not reflect the true and fair presentation of the company’s performance in the environment it 

operates in. While some users/stakeholders may be able to distinguish the differences and 

accordingly be able to assess the company’s performance correctly e.g. business analysts, 

accountants; many others may not be well versed or knowledgeable enough to distinguish the 

difference and will accordingly arrive at a different perception of the company’s performance 

due to the translation. 

3. Global industries compete on the same platform and accordingly comparisons and 

benchmarking are always being performed by internal and external parties to gauge the 

health of each company within the Industry. With Para 38A, Malaysian companies 

performance will be distorted and would not provide meaningful benchmarking when 

comparing with like companies in the same industry. 

 

4. In line with the Government’s effort to globalize Malaysia’s Capital Market, several concerted 

efforts have been made such as: 

a) Promoting Labuan as a leading offshore centre  

b) Placing Malaysia as a leading Islamic Capital market in the Asian region, and 

c) Liberalization of Bursa Malaysia to allow foreign companies to be listed on the Malaysian 

Stock Exchange  

In order to make this effort a success, rules and regulations should accordingly be attractive to 

entice foreign investors and companies to Malaysia. Efforts made by other countries that can 

be emulated include the flexibility to foreign companies to reflect their financial statement in 

their functional currency instead of in the sovereign currency. The above incentive was 

provided by United Arab Emirates (UAE) in promoting Dubai as an Islamic Capital market and 

also by Singapore. In connection to the above, Labuan Offshore Financial Services Authority 
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(LOFSA) also recently issued a circular to allow Labuan incorporated companies to use 

presentation currency other than RM. This provides ease for foreign companies with 

subsidiaries to consolidate and review the subsidiaries there without additional translation 

work being done. Such flexibility augurs well to investors and would only be an added 

advantage which foreign investors look for when considering their investment decisions. 

Submitter’s proposal or recommendation to address the issue: 

Allowing Malaysian incorporated companies which have functional currency as defined in FRS 

121 as non-Ringgit Malaysia (RM) to present their financial statements in their functional currency 

which is consistent with IFRS which has been adopted worldwide. 

This proposed suggestion is however inconsistent with Companies Act, 1965 Ninth Schedule 6(1) 

which states “All amounts shown in profit and loss accounts and balance sheets shall be quoted in 

Malaysia currency, and not otherwise”.   

Should the suggestion be incorporated as an amendment to FRS121, then the departure from the 

Ninth Schedule 6(1) is allowable as provided in Para 166, Subsection (6) of the Companies Act, 

1965 which states that “Notwithstanding section 169 (14), where any conflict or inconsistency 

arises between the provisions of an applicable approved accounting standards and a provision in 

the Ninth Schedule in their respective applications to the accounts or consolidated accounts of a 

company, the provisions of the applicable approved accounting standard shall prevail.”  

With this amendment to FRS 121, this would lead Malaysia towards better compliance and 

harmonization of accounting standards with the rest of the world and allows better comparability 

of Malaysian companies with global operations against its peers in different parts of the world in 

the same industry. 

Submitted on: 

8 January 2008 

Corresponding FRSIC Consensus: 

ISSUE WAS REJECTED FROM FURTHER DELIBERATION. 

The FRSIC’s deliberation: FRSIC decided not to take up the issue as it is in relation to 

interpretation of accounting standards and not an implementation issue. The submitter has been 

informed of the Committee's decision. 

[Last updated: 19 March 2008] 

 


