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FOREWORD

The International Accounting Standards Board (IASB)currently in the process of
updating its conceptual framework. This concepfuamework project is conducted in
phases.

As a chapter is finalised by the IASB, the relevamiragraphs in Part A of the
NZ Framework will be replaced. When the IASB’s conceptual framewegroject is
completed, the IASB will have a complete, comprehensand single document called the
Conceptual Framework for Financial Reporting

This version of the NZrameworkincludes the first two chapters the IASB publishedha
result of its first phase of the conceptual framdwproject—Chapter I'he objective of
general purpose financial reportingnd Chapter ualitative characteristics of useful
financial information Chapter 2 will deal with the reporting entity cept The IASB
published an exposure draft on this topic in M&260 with a comment period that ended
on 16 July 2010. Chapter 4 contains the remaitergof the NZFrameworkbased on the
IASB Framework(1989). The IASB'’s table of concordance, at the ehé&art A of this
publication, shows how the contents of Framework(1989) and the IASB’€onceptual
Framework(2010) correspond.
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The Introduction has been carried forward from the IASB’s Framework (1989). This will be
updated when the IASB considers the purpose of the Conceptual Framework. Until then,
the purpose and the status of the Conceptual Framework are the same as before.

Introduction

Financial statements are prepared and presentekfiemal users by many entities around
the world. Although such financial statements mayeap similar from country to country,
there are differences which have probably been daoga variety of social, economic and
legal circumstances and by different countriesiinguitn mind the needs of different users of
financial statements when setting national requirgme

These different circumstances have led to the tigevariety of definitions of the elements
of financial statements: for example, assets, llt&s, equity, income and expenses. They
have also resulted in the use of different critésiathe recognition of items in the financial
statements and in a preference for different basesieasurement. The scope of the
financial statements and the disclosures madeeim thave also been affected.

The IASB is committed to narrowing these differeniogseeking to harmonise regulations,
accounting standards and procedures relating to ptieparation and presentation of
financial statements. It believes that furthemmamisation can best be pursued by focusing
on financial statements that are prepared for th@gse of providing information that is
useful in making economic decisions.

The IASB believes that financial statements prepdoedhis purpose meet the common
needs of most users. This is because nearly etk e making economic decisions, for
example:

(@) to decide when to buy, hold or sell an equiteeBiment.

(b) to assess the stewardship or accountabilityasfagement.

(c) to assess the ability of the entity to pay pralide other benefits to its employees.
(d) to assess the security for amounts lent teetitity.

(e) to determine taxation policies.

(f) to determine distributable profits and dividend

(g) to prepare and use national income statistics.

(h) to regulate the activities of entities.

The IASB recognises, however, that governments, iticpdar, may specify different or
additional requirements for their own purposes. sehequirements should not, however,
affect financial statements published for the bitrdfother users unless they also meet the
needs of those other users.
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Financial statements are most commonly prepareatéordance with an accounting model
based on recoverable historical cost and the ndrfimencial capital maintenance concept.
Other models and concepts may be more appropriatgder to meet the objective of
providing information that is useful for making @wmnic decisions although there is at
present no consensus for change. The IASBIBceptual Frameworkas been developed
so that it is applicable to a range of accountirggets and concepts of capital and capital
maintenance.

IASB Purpose and status

The IASB’s Conceptual Frameworkets out the concepts that underlie the preparatial
presentation of financial statements for externsérs. The purpose of the IASB’s
Conceptual Frameworls:

(@) to assist the IASB in the development of fullfRSs and in its review of existing
IFRSs;

(b) to assist the IASB in promoting harmonisationredulations, accounting standards
and procedures relating to the presentation ohfiie statements by providing a basis
for reducing the number of alternative accountiegtiments permitted by IFRSSs;

(c) to assist national standard-setting bodiesiretbping national standards;

(d) to assist preparers of financial statemengpiplying IFRSs and in dealing with topics
that have yet to form the subject of an IFRS;

(e) to assist auditors in forming an opinion on thiee financial statements comply with
IFRSs;

(f) to assist users of financial statements inrpreting the information contained in
financial statements prepared in compliance withS&Rand

(g) to provide those who are interested in the vajrithe IASB with information about its
approach to the formulation of IFRSs.

The IASB’sConceptual Frameworls not an IFRS and hence does not define standiards
any particular measurement or disclosure issue. hihgtin the IASB’s Conceptual
Frameworkoverrides any specific IFRS.

The IASB recognises that in a limited number of sabere may be a conflict between the
IASB’s Conceptual Frameworknd an IFRS. In those cases where there is aictorifie
requirements of the IFRS prevail over those of @maceptual Framework As, however,
the Board will be guided by thHeéonceptual Framework the development of future IFRSs
and in its review of existing IFRSs, the number ades of conflict between ti@onceptual
Frameworkand IFRSs will diminish through time.

The IASB’s Conceptual Frameworkvill be revised from time to time on the basis loé t
Board’s experience of working with it.
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Scope

Part A of the NZ=rameworkdeals with:
(@) the objective of financial reporting;
(b)  the qualitative characteristics of useful finihinformation;

(c)  the definition, recognition and measurementha& elements from which financial
statements are constructed; and

(d)  concepts of capital and capital maintenance.
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Chapter 1: The objective of general purpose
financial reporting

Introduction

AOB1 The objective of general purpose financial réipgrforms the foundation of
Part A of the NZramework Other aspects of Part A of the REamework—a
reporting entity concept, the qualitative charastis of, and the constraint on,
useful financial information, elements of financiatatements, recognition,
measurement, presentation and disclosure—flow ltgifram the objective.

Objective, usefulness and limitations of general pu rpose
financial reporting

AOB2 The objective of general purpose financial répgr is to provide financial
information about the reporting entity that is usefo existing and potential
investors, lenders and other creditors in makingisiens about providing
resources to the entity. Those decisions involwgry, selling or holding equity
and debt instruments, and providing or settlingnéoand other forms of credit.

AOB3 Decisions by existing and potential investorsubouying, selling or holding
equity and debt instruments depend on the retumas they expect from an
investment in those instruments, for example divitie principal and interest
payments or market price increases. Similarly,igi@ss by existing and
potential lenders and other creditors about progdir settling loans and other
forms of credit depend on the principal and intepegyments or other returns that
they expect. Investors’, lenders’ and other coeditexpectations about returns
depend on their assessment of the amount, timirdy lrcertainty of (the
prospects for) future net cash inflows to the entigonsequently, existing and
potential investors, lenders and other creditorsdnmformation to help them
assess the prospects for future net cash inflows tntity.

AOB4  To assess an entity’s prospects for future ash énflows, existing and potential
investors, lenders and other creditors need infoamabout the resources of the
entity, claims against the entity, and how efficigraind effectively the entity’'s
management and governing boahdve discharged their responsibilities to use

Throughout this NZramework the termsfinancial reportsand financial reportingrefer togeneral
purpose financial reportsand general purpose financial reportinginless specifically indicated
otherwise.

Throughout this NZ&ramework the termmanagementefers tomanagement and the governing board
of an entityunless specifically indicated otherwise.
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the entity’s resources. Examples of such respditigib include protecting the

entity’s resources from unfavourable effects of rexuic factors such as price
and technological changes and ensuring that thgy emmplies with applicable

laws, regulations and contractual provisions. Imfation about management'’s
discharge of its responsibilities is also usefuldecisions by existing investors,
lenders and other creditors who have the right te wm or otherwise influence
management’s actions.

Many existing and potential investors, lenderd ather creditors cannot require
reporting entities to provide information directtythem and must rely on general
purpose financial reports for much of the financialormation they need.
Consequently, they are the primary users to whonemgérpurpose financial
reports are directed.

However, general purpose financial reports doamat cannot provide all of the
information that existing and potential investdesiders and other creditors need.
Those users need to consider pertinent informafiom other sources, for
example, general economic conditions and expecstipolitical events and
political climate, and industry and company outleok

General purpose financial reports are not desdigiwe show the value of a
reporting entity; but they provide information teelp existing and potential
investors, lenders and other creditors to estitegevalue of the reporting entity.

Individual primary users have different, and gibly conflicting, information
needs and desires. The IASB, in developing findrrejaorting standards, will
seek to provide the information set that will mee heeds of the maximum
number of primary users. However, focusing on cominéormation needs does
not prevent the reporting entity from including &éishal information that is most
useful to a particular subset of primary users.

The management of a reporting entity is alser@gted in financial information
about the entity. However, management need not @alygeneral purpose
financial reports because it is able to obtain fihancial information it needs
internally.

Other parties, such as regulators and membersgiublic other than investors,
lenders and other creditors, may also find genprapose financial reports
useful. However, those reports are not primarilgctied to these other groups.

To a large extent, financial reports are basedestimates, judgements and
models rather than exact depictions. Part A oNBEd-rameworkestablishes the
concepts that underlie those estimates, judgenagntsnodels. The concepts are
the goal towards which the IASB and preparers ofniong reports strive. As
with most goals, Part A of the N&rameworks vision of ideal financial reporting
is unlikely to be achieved in full, at least nottire short term, because it takes
time to understand, accept and implement new wagsalfysing transactions and
other events. Nevertheless, establishing a goal risvavhich to strive is
essential if financial reporting is to evolve sa@émnprove its usefulness.

11 © Copyright



NZ FRAMEWORK: PART A — PROFITORIENTED ENTITIES ONLY

Information about a reporting entity’s economic
resources, claims, and changes in resources and cla  ims

AOB12

AOB13

AOB14

AOB15

AOB16

General purpose financial reports provide infation about the financial position
of a reporting entity, which is information abougthntity’s economic resources
and the claims against the reporting entity. Fanreports also provide

information about the effects of transactions arkieo events that change a
reporting entity's economic resources and clainBoth types of information

provide useful input for decisions about providiegources to an entity.

Economic resources and claims

Information about the nature and amounts ofeponting entity’s economic
resources and claims can help users to identifyréiperting entity’s financial
strengths and weaknesses. That information canusels to assess the reporting
entity’s liquidity and solvency, its needs for ailmtial financing and how
successful it is likely to be in obtaining that diting. Information about
priorities and payment requirements of existingnetahelps users to predict how
future cash flows will be distributed among those wdthclaim against the
reporting entity.

Different types of economic resources affecser's assessment of the reporting
entity’s prospects for future cash flows differentome future cash flows result
directly from existing economic resources, sucha@sounts receivable. Other
cash flows result from using several resources imkination to produce and
market goods or services to customers. Althouglsehzash flows cannot be
identified with individual economic resources (omiohls), users of financial
reports need to know the nature and amount of gmurees available for use in a
reporting entity’s operations.

Changes in economic resources and claims

Changes in a reporting entity’s economic resesirand claims result from that
entity’s financial performance (see paragraphs AOBIOB20) and from other

events or transactions such as issuing debt ortyequastruments (see

paragraph AOB21). To properly assess the prospectsiture cash flows from

the reporting entity, users need to be able tangjsish between both of these
changes.

Information about a reporting entity’s finaricigerformance helps users to
understand the return that the entity has produredts economic resources.
Information about the return the entity has produpeovides an indication of
how well management has discharged its respongbiltb make efficient and
effective use of the reporting entity’s resourcégormation about the variability
and components of that return is also importanpeeiglly in assessing the
uncertainty of future cash flows. Information ab@uteporting entity’'s past
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financial performance and how its management digglthits responsibilities is
usually helpful in predicting the entity’s futureturns on its economic resources.

Financial performance reflected by accrual accounti ng

Accrual accounting depicts the effects of tratieas and other events and
circumstances on a reporting entity’'s economic ueses and claims in the
periods in which those effects occur, even if thsulttng cash receipts and
payments occur in a different period. This is im@ot because information
about a reporting entity’'s economic resources alaéms and changes in its
economic resources and claims during a period gesvia better basis for
assessing the entity’s past and future performémae information solely about
cash receipts and payments during that period.

Information about a reporting entity’s finaric@erformance during a period,
reflected by changes in its economic resourceschaiohs other than by obtaining
additional resources directly from investors aretlitors (see paragraph AOB21),
is useful in assessing the entity’'s past and fuab#ity to generate net cash
inflows. That information indicates the extent toieththe reporting entity has
increased its available economic resources, ansl iteucapacity for generating
net cash inflows through its operations rather tignobtaining additional
resources directly from investors and creditors.

Information about a reporting entity’s finarlgi@rformance during a period may
also indicate the extent to which events such asgdsin market prices or
interest rates have increased or decreased thty'sr@conomic resources and
claims, thereby affecting the entity’s ability tergerate net cash inflows.

Financial performance reflected by past cash flows

Information about a reporting entity’s cashwitoduring a period also helps users
to assess the entity’s ability to generate futieeaash inflows. It indicates how
the reporting entity obtains and spends cash, diiu information about its
borrowing and repayment of debt, cash dividendstierocash distributions to
investors, and other factors that may affect thétyém liquidity or solvency.
Information about cash flows helps users understandeporting entity's
operations, evaluate its financing and investingvaies, assess its liquidity or
solvency and interpret other information aboutficial performance.

Changes in economic resources and claims not result ing
from financial performance

A reporting entity’s economic resources andnataimay also change for reasons
other than financial performance, such as issuuhdjtianal ownership shares.
Information about this type of change is necesdargive users a complete
understanding of why the reporting entity’'s economésources and claims
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changed and the implications of those changes fsr future financial
performance.
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Chapter 2: The reporting entity

[to be added]
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Chapter 3: Qualitative characteristics of useful
financial information

Introduction

AQC1

AQC2

AQC3

The qualitative characteristics of useful finahinformation discussed in this
chapter identify the types of information that &kely to be most useful to the
existing and potential investors, lenders and otheditors for making decisions
about the reporting entity on the basis of infolioratin its financial report

(financial information).

Financial reports provide information about tleporting entity’'s economic

resources, claims against the reporting entity thedeffects of transactions and
other events and conditions that change those mes®uand claims. (This

information is referred to in Part A of the Nezameworkas information about

the economic phenomena.) Some financial repode aiclude explanatory

material about management’s expectations and gieatéor the reporting entity,

and other types of forward-looking information.

The qualitative characteristics of useful finahinformation apply to financial
information provided in financial statements, aslvasl to financial information
provided in other ways. Cost, which is a pervasieastraint on the reporting
entity’s ability to provide useful financial infortion, applies similarly.
However, the considerations in applying the qualieattharacteristics and the
cost constraint may be different for different type information. For example,
applying them to forward-looking information may d#éferent from applying
them to information about existing economic resesrand claims and to changes
in those resources and claims.

Qualitative characteristics of useful financial inf ormation

AQC4

AQC5

If financial information is to be useful, it nuge relevant and faithfully represent
what it purports to represent. The usefulnessnairftial information is enhanced
if it is comparable, verifiable, timely and undarstiable.

Fundamental qualitative characteristics

The fundamental qualitative characteristics amdevance and faithful
representation

Throughout Part A of this NEramework the termgjualitative characteristicand constraintrefer to
the qualitative characteristics of, and the coirstian, useful financial information.
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AQC6

AQC7

AQCS

AQC9

AQC10

AQC11

AQC12

AQC13

Relevance

Relevant financial information is capable of imgka difference in the decisions
made by users. Information may be capable of ngatidifference in a decision
even if some users choose not to take advantageoofare already aware of it
from other sources.

Financial information is capable of making afatiénce in decisions if it has
predictive value, confirmatory value or both.

Financial information has predictive value if dan be used as an input to
processes employed by users to predict future meso Financial information

need not be a prediction or forecast to have pitigdicvalue. Financial

information with predictive value is employed by rssén making their own

predictions.

Financial information has confirmatory value iif provides feedback about
(confirms or changes) previous evaluations.

The predictive value and confirmatory value fofancial information are
interrelated. Information that has predictive ealften also has confirmatory
value. For example, revenue information for theent year, which can be used
as the basis for predicting revenues in future sjeean also be compared with
revenue predictions for the current year that weadarin past years. The results
of those comparisons can help a user to correctirmptve the processes that
were used to make those previous predictions.

Materiality

Information is material if omitting it or misging it could influence decisions

that users make on the basis of financial inforomtibout a specific reporting

entity. In other words, materiality is an entityesfic aspect of relevance based
on the nature or magnitude, or both, of the iteonahich the information relates

in the context of an individual entity’s financiaport. Consequently, the IASB

cannot specify a uniform quantitative threshold fiaaiteriality or predetermine

what could be material in a particular situation.

Faithful representation

Financial reports represent economic phenoriremards and numbers. To be
useful, financial information must not only repmeseelevant phenomena, but it
must also faithfully represent the phenomena thatriports to represent. To be a
perfectly faithful representation, a depiction woblalve three characteristics. It
would becomplete neutralandfree from error Of course, perfection is seldom,
if ever, achievable. The IASB’s objective is to nmaise those qualities to the
extent possible.

A complete depiction includes all informatiorcessary for a user to understand
the phenomenon being depicted, including all nesgsdescriptions and
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explanations. For example, a complete depictiora afroup of assets would
include, at a minimum, a description of the natofeéhe assets in the group, a
numerical depiction of all of the assets in theugrcand a description of what the
numerical depiction represents (for example, odbicost, adjusted cost or fair
value). For some items, a complete depiction mag antail explanations of
significant facts about the quality and nature bk titems, factors and
circumstances that might affect their quality amdune, and the process used to
determine the numerical depiction.

A neutral depiction is without bias in the setettor presentation of financial
information. A neutral depiction is not slanted, gided, emphasised, de-
emphasised or otherwise manipulated to increaseprbigability that financial

information will be received favourably or unfavobia by users. Neutral

information does not mean information with no pugas no influence on

behaviour. On the contrary, relevant financial infation is, by definition,

capable of making a difference in users’ decisions.

Faithful representation does not mean accumagd respects. Free from error
means there are no errors or omissions in the igéiscr of the phenomenon, and
the process used to produce the reported informétms been selected and
applied with no errors in the process. In this eaptfree from error does not
mean perfectly accurate in all respects. For exampn estimate of an
unobservable price or value cannot be determinegetaccurate or inaccurate.
However, a representation of that estimate can kéfdhiif the amount is
described clearly and accurately as being an etjntiae nature and limitations
of the estimating process are explained, and rayshave been made in selecting
and applying an appropriate process for develoffiegestimate.

A faithful representation, by itself, does notcessarily result in useful

information. For example, a reporting entity mageaive property, plant and
equipment through a government grant. Obviouslpoming that an entity

acquired an asset at no cost would faithfully regmesits cost, but that

information would probably not be very useful. Agbktly more subtle example

is an estimate of the amount by which an asset'’sjiogr amount should be

adjusted to reflect an impairment in the assetlsieza That estimate can be a
faithful representation if the reporting entity ha®perly applied an appropriate
process, properly described the estimate and exg@aany uncertainties that
significantly affect the estimate. However, if tlewédl of uncertainty in such an
estimate is sufficiently large, that estimate wal ve particularly useful. In other
words, the relevance of the asset being faithfidjyresented is questionable. If
there is no alternative representation that is nfaithful, that estimate may

provide the best available information.

Applying the fundamental qualitative characteristic s
Information must be both relevant and faityfutpresented if it is to be useful.

Neither a faithful representation of an irrelevahepomenon nor an unfaithful
representation of a relevant phenomenon helps usshe good decisions.
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AQC18

AQC19

AQC20

AQC21

AQC22

AQC23

AQC24

The most efficient and effective process fgulgpg the fundamental qualitative
characteristics would usually be as follows (subjecthe effects of enhancing
characteristics and the cost constraint, which ateconsidered in this example).
First, identify an economic phenomenon that haspbeential to be useful to
users of the reporting entity’s financial infornmati Second, identify the type of
information about that phenomenon that would be melsvant if it is available

and can be faithfully represented. Third, deteamivhether that information is
available and can be faithfully represented. If th@ process of satisfying the
fundamental qualitative characteristics ends at pleant. If not, the process is
repeated with the next most relevant type of infdioma

Enhancing qualitative characteristics

Comparability verifiability, timeliness and understandability are qualitative
characteristics that enhance the usefulness ofniaftion that is relevant and
faithfully represented. The enhancing qualitativeracteristics may also help
determine which of two ways should be used to depjmhenomenon if both are
considered equally relevant and faithfully représen

Comparability

Users’ decisions involve choosing between alteres for example, selling or
holding an investment, or investing in one repgtientity or another.
Consequently, information about a reporting enistymore useful if it can be
compared with similar information about other esstiand with similar
information about the same entity for another pkdoanother date.

Comparability is the qualitative characterighiat enables users to identify and
understand similarities in, and differences amoitgms. Unlike the other
qualitative characteristics, comparability does nglate to a single item. A
comparison requires at least two items.

Consistency, although related to comparabilgynot the same. Consistency
refers to the use of the same methods for the s@mes, either from period to
period within a reporting entity or in a single meli across entities.
Comparability is the goal; consistency helps taeahthat goal.

Comparability is not uniformity. For informati to be comparable, like things
must look alike and different things must look diffnt. Comparability of

financial information is not enhanced by makingikmlthings look alike any

more than it is enhanced by making like things Iditerent.

Some degree of comparability is likely to beaiaed by satisfying the
fundamental qualitative characteristics. A faithfapresentation of a relevant
economic phenomenon should naturally possess segea of comparability
with a faithful representation of a similar relevatdonomic phenomenon by
another reporting entity.
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Although a single economic phenomenon can bthfdidly represented in
multiple ways, permitting alternative accounting hwets for the same economic
phenomenon diminishes comparability.

Verifiability

Verifiability helps assure users that informatidaithfully represents the
economic phenomena it purports to represent. \ability means that different
knowledgeable and independent observers could reacbensus, although not
necessarily complete agreement, that a particukgpiction is a faithful
representation. Quantified information need noalsngle point estimate to be
verifiable. A range of possible amounts and thateel probabilities can also be
verified.

Verification can be direct or indirect. Direatriication means verifying an
amount or other representation through direct olagien, for example, by
counting cash. Indirect verification means chegkihe inputs to a model,
formula or other technique and recalculating thepots using the same
methodology. An example is verifying the carryingiaunt of inventory by
checking the inputs (quantities and costs) andicelzding the ending inventory
using the same cost flow assumption (for examplaguthe first-in, first-out
method).

It may not be possible to verify some explamatiand forward-looking financial

information until a future period, if at all. Tcelp users decide whether they
want to use that information, it would normally becessary to disclose the
underlying assumptions, the methods of compiling thformation and other

factors and circumstances that support the infaomat

Timeliness

Timeliness means having information availablelecision-makers in time to be
capable of influencing their decisions. GenerdHhyg, older the information is the

less useful it is. However, some information magttwe to be timely long after

the end of a reporting period because, for examgeje users may need to
identify and assess trends.

Understandability

Classifying, characterising and presenting rmétdion clearly and concisely
makes itunderstandable

Some phenomena are inherently complex and téenoade easy to understand.
Excluding information about those phenomena framaricial reports might make
the information in those financial reports easgemunhderstand. However, those
reports would be incomplete and therefore potegtialsleading.
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AQC32

AQC33

AQC34

AQC35

AQC36

AQC37

AQC38

Financial reports are prepared for users whe leaveasonable knowledge of
business and economic activities and who review avadyse the information

diligently. At times, even well-informed and diligeasers may need to seek the
aid of an adviser to understand information abomglex economic phenomena.

Applying the enhancing qualitative characteristics

Enhancing qualitative characteristics shoulanagimised to the extent possible.
However, the enhancing qualitative characteristitthee individually or as a
group, cannot make information useful if that imfation is irrelevant or not
faithfully represented.

Applying the enhancing qualitative charactarssis an iterative process that does
not follow a prescribed order. Sometimes, one ecihgn qualitative
characteristic may have to be diminished to mamanother qualitative
characteristic. For example, a temporary redudticcomparability as a result of
prospectively applying a new financial reportingnstard may be worthwhile to
improve relevance or faithful representation in tbeger term. Appropriate
disclosures may partially compensate for non-coatphty.

The cost constraint on useful financial reporting

Cost is a pervasive constraint on the inforomatihat can be provided by financial
reporting. Reporting financial information impos&ssts, and it is important that
those costs are justified by the benefits of repgrthat information. There are
several types of costs and benefits to consider.

Providers of financial information expend mast the effort involved in
collecting, processing, verifying and disseminatifirgancial information, but
users ultimately bear those costs in the form afuced returns. Users of
financial information also incur costs of analysirapd interpreting the
information provided. If needed information is netovided, users incur
additional costs to obtain that information elseveh@rto estimate it.

Reporting financial information that is relevamd faithfully represents what it
purports to represent helps users to make decisiithsmore confidence. This
results in more efficient functioning of capital rkets and a lower cost of capital
for the economy as a whole. An individual investender or other creditor also
receives benefits by making more informed decisiddswever, it is not possible
for general purpose financial reports to providdted information that every user
finds relevant.

In applying the cost constraint, the Board whether the benefits of
reporting particular information are likely to jifgtthe costs incurred to provide
and use that information. When applying the caststraint in developing a
proposed financial reporting standard, the Boarékseinformation from
providers of financial information, users, audif@sademics and others about the
expected nature and quantity of the benefits arstlsanf that standard. In most
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situations, assessments are based on a combi@tiprantitative and qualitative
information.

Because of the inherent subjectivity, differemividuals’ assessments of the
costs and benefits of reporting particular itemg$irdncial information will vary.
Therefore, the Board seeks to consider costs andfibein relation to financial
reporting generally, and not just in relation tdiindual reporting entities. That
does not mean that assessments of costs and bealefiys justify the same
reporting requirements for all entities. Differeaceay be appropriate because of
different sizes of entities, different ways of ragsicapital (publicly or privately),
different users’ needs or other factors.
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Chapter 4: The NZ Framework (June 2005): the
remaining text

The remaining text of the NZ Framework for the Preparation and Presentation of Financial
Statements (June 2005) has not been amended to reflect changes made by IAS 1
Presentation of Financial Statements (as revised in 2007).

The remaining text will also be updated when the IASB has considered the elements of
financial statements and their measurement bases in later phases of its Conceptual
Framework Project.

Underlying assumption

A4l

Going concern

The financial statements are normally preparethe assumption that an entity is
a going concern and will continue in operation for foreseeable future. Hence,
it is assumed that the entity has neither the ti@emor the need to liquidate or
curtail materially the scale of its operationssifch an intention or need exists,
the financial statements may have to be prepared different basis and, if so,
the basis used is disclosed.

The elements of financial statements

A4.2

A4.3

Financial statements portray the financial @fef transactions and other events
by grouping them into broad classes according é@r #aconomic characteristics.
These broad classes are termed the elements afcfahastatements. The
elements directly related to the measurement @ififal position in the balance
sheet are assets, liabilities and equity. The efesndirectly related to the
measurement of performance in the income statearenincome and expenses.
The statement of changes in financial position Igueaflects income statement
elements and changes in balance sheet elementsdimggy, Part A of this
NZ Frameworkidentifies no elements that are unique to thiestant.

The presentation of these elements in the balaheet and the income statement
involves a process of sub-classification. For gxamassets and liabilities may
be classified by their nature or function in thesipess of the entity in order to
display information in the manner most useful terasfor purposes of making
economic decisions.
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Ad.4

A4.5

A4.6

A4.7

A4.8

Financial position

The elements directly related to the measurémiefinancial position are assets,
liabilities and equity. These are defined as fofio

(a) An asset is a resource controlled by the emastya result of past events
and from which future economic benefits are expedtedlow to the
entity.

(b) A liability is a present obligation of the emtarising from past events, the
settlement of which is expected to result in anloutffrom the entity of
resources embodying economic benefits.

(c) Equity is the residual interest in the assétthe entity after deducting all
its liabilities.
The definitions of an asset and a liabilityritfy their essential features but do
not attempt to specify the criteria that need tartsd before they are recognised
in the balance sheet. Thus, the definitions engbit@mns that are not recognised
as assets or liabilities in the balance sheet Isecthey do not satisfy the criteria
for recognition discussed in paragraphs A4.37-A4.5& particular, the
expectation that future economic benefits will floavdr from an entity must be
sufficiently certain to meet the probability critar in paragraph A4.38 before an
asset or liability is recognised.

In assessing whether an item meets the defindfoan asset, liability or equity,
attention needs to be given to its underlying st and economic reality and
not merely its legal form. Thus, for example, lre tcase of finance leases, the
substance and economic reality are that the |lessgares the economic benefits
of the use of the leased asset for the major faits auseful life in return for
entering into an obligation to pay for that right amount approximating to the
fair value of the asset and the related financegeha Hence, the finance lease
gives rise to items that satisfy the definitionasf asset and a liability and are
recognised as such in the lessee’s balance sheet.

Balance sheets drawn up in accordance with qutFRSs may include items
that do not satisfy the definitions of an assdtataility and are not shown as part
of equity. The definitions set out in paragraph Avill, however, underlie future

reviews of existing IFRSs and the formulation oflfier IFRSs.

Assets

The future economic benefit embodied in an taissthe potential to contribute,

directly or indirectly, to the flow of cash and casduivalents to the entity. The
potential may be a productive one that is parthef operating activities of the

entity. It may also take the form of convertilyilinto cash or cash equivalents or
a capability to reduce cash outflows, such as whealtemative manufacturing

process lowers the costs of production.
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An entity usually employs its assets to prodgoeds or services capable of
satisfying the wants or needs of customers; bectiese goods or services can
satisfy these wants or needs, customers are prefmeay for them and hence
contribute to the cash flow of the entity. Cashblftsenders a service to the entity
because of its command over other resources.

The future economic benefits embodied in aetamay flow to the entity in a
number of ways. For example, an asset may be:

(@) used singly or in combination with other asgethe production of goods
or services to be sold by the entity;

(b) exchanged for other assets;
(c) used to settle a liability; or
(d) distributed to the owners of the entity.

Many assets, for example, property, plant eqaipment, have a physical form.

However, physical form is not essential to the eristeof an asset; hence patents
and copyrights, for example, are assets if futamemic benefits are expected to
flow from them to the entity and if they are conledlby the entity.

Many assets, for example, receivables andeptgpare associated with legal
rights, including the right of ownership. In deténing the existence of an asset,
the right of ownership is not essential; thus, faraple, property held on a lease
is an asset if the entity controls the benefits Whice expected to flow from the
property. Although the capacity of an entity to wohbenefits is usually the
result of legal rights, an item may nonethelessfyathe definition of an asset
even when there is no legal control. For examptewkhow obtained from a
development activity may meet the definition of asset when, by keeping that
know-how secret, an entity controls the benefits #ina expected to flow from it.

The assets of an entity result from past @eti@ns or other past events. Entities
normally obtain assets by purchasing or produdiegn, but other transactions or
events may generate assets; examples include propeeived by an entity from
government as part of a programme to encourageoedorgrowth in an area and
the discovery of mineral deposits. Transactionsvents expected to occur in the
future do not in themselves give rise to assets¢cdefor example, an intention to
purchase inventory does not, of itself, meet tHendien of an asset.

There is a close association between incuekpmenditure and generating assets
but the two do not necessarily coincide. Hence, when entity incurs
expenditure, this may provide evidence that furgenomic benefits were sought
but is not conclusive proof that an item satisfythg definition of an asset has
been obtained. Similarly the absence of a relatgubnditure does not preclude
an item from satisfying the definition of an asaetl thus becoming a candidate
for recognition in the balance sheet; for examipdams that have been donated to
the entity may satisfy the definition of an asset.

27 © Copyright



NZ FRAMEWORK: PART A — PROFITORIENTED ENTITIES ONLY

A4.15

A4.16

A4.17

A4.18

A4.19

Liabilities

An essential characteristic of a liability et the entity has a present obligation.
An obligation is a duty or responsibility to act perform in a certain way.
Obligations may be legally enforceable as a conserpuef a binding contract or
statutory requirement. This is normally the cd®e, example, with amounts
payable for goods and services received. Obligataiso arise, however, from
normal business practice, custom and a desire totaa good business relations
or act in an equitable manner. If, for example eatity decides as a matter of
policy to rectify faults in its products even whérese become apparent after the
warranty period has expired, the amounts that aped®&d to be expended in
respect of goods already sold are liabilities.

A distinction needs to be drawn between a preséfigation and a future
commitment. A decision by the management of arntyetdiacquire assets in the
future does not, of itself, give rise to a presaritgation. An obligation normally
arises only when the asset is delivered or theyeatiters into an irrevocable
agreement to acquire the asset. In the latter, ¢hserrevocable nature of the
agreement means that the economic consequenceailiof fto honour the
obligation, for example, because of the existerfca substantial penalty, leave
the entity with little, if any, discretion to avoille outflow of resources to another
party.

The settlement of a present obligation usuallolves the entity giving up
resources embodying economic benefits in ordeatisfy the claim of the other
party. Settlement of a present obligation may oéoua number of ways, for
example, by:

(@) payment of cash;

(b) transfer of other assets;

(c) provision of services;

(d) replacement of that obligation with another gafion; or
(e) conversion of the obligation to equity.

An obligation may also be extinguished by other meauch as a creditor
waiving or forfeiting its rights.

Liabilities result from past transactions ther past events. Thus, for example,
the acquisition of goods and the use of services gse to trade payables (unless
paid for in advance or on delivery) and the receipa bank loan results in an

obligation to repay the loan. An entity may alsoognise future rebates based
on annual purchases by customers as liabilitiedyincase, the sale of the goods
in the past is the transaction that gives risééoliability.

Some liabilities can be measured only by usisgbstantial degree of estimation.
Some entities describe these liabilities as prowsi In some countries, such
provisions are not regarded as liabilities becatinge concept of a liability is

defined narrowly so as to include only amounts tzat be established without
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the need to make estimates. The definition ofahility in paragraph A4.4
follows a broader approach. Thus, when a provisignlves a present obligation
and satisfies the rest of the definition, it isadility even if the amount has to be
estimated. Examples include provisions for paysiéatbe made under existing
warranties and provisions to cover pension obligetio

Equity

Although equity is defined in paragraph A4.4 aasesidual, it may be sub-
classified in the balance sheet. For example, inogporate entity, funds

contributed by shareholders, retained earnings,erves representing

appropriations of retained earnings and reserny@®senting capital maintenance
adjustments may be shown separately. Such clzsifins can be relevant to the
decision-making needs of the users of financialestants when they indicate
legal or other restrictions on the ability of thetity to distribute or otherwise

apply its equity. They may also reflect the faoatt parties with ownership

interests in an entity have differing rights inatén to the receipt of dividends or
the repayment of contributed equity.

The creation of reserves is sometimes requayestatute or other law in order to

give the entity and its creditors an added meastpeotection from the effects of

losses. Other reserves may be established if métiar law grants exemptions

from, or reductions in, taxation liabilities wherarisfers to such reserves are
made. The existence and size of these legal, tstptand tax reserves is

information that can be relevant to the decisiorkimgneeds of users. Transfers
to such reserves are appropriations of retaineuregs rather than expenses.

The amount at which equity is shown in the badasheet is dependent on the
measurement of assets and liabilities. Normallg,afgregate amount of equity

only by coincidence corresponds with the aggregateken value of the shares of

the entity or the sum that could be raised by disgpof either the net assets on a
piecemeal basis or the entity as a whole on a gmngern basis.

Commercial, industrial and business activities often undertaken by means of
entities such as sole proprietorships, partnersiipstrusts and various types of
government business undertakings. The legal agula®ry framework for such
entities is often different from that applying torporate entities. For example,
there may be few, if any, restrictions on the distlion to owners or other
beneficiaries of amounts included in equity. Nevelgss, the definition of
equity and the other aspects of Part A of thisfd@meworkthat deal with equity
are appropriate for such entities.

Performance

Profit is frequently used as a measure ofgoeréince or as the basis for other
measures, such as return on investment or earmiegshare. The elements
directly related to the measurement of profit areome and expenses.
Therecognition and measurement of income and ergerend hence profit,
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A4.25

A4.26

A4.27

A4.28

A4.29

A4.30

depends in part on the concepts of capital andalapiaintenance used by the
entity in preparing its financial statements. The®ncepts are discussed in
paragraphs A4.57-A4.65.

The elements of income and expenses are dedméllows:

(a) Income is increases in economic benefits dutiegaccounting period in
the form of inflows or enhancements of assets oredses of liabilities
that result in increases in equity, other than ehetating to contributions
from equity participants.

(b) Expenses are decreases in economic benefitggdie accounting period
in the form of outflows or depletions of assetsranirrences of liabilities
that result in decreases in equity, other thandghekating to distributions
to equity participants.

The definitions of income and expenses idgthiéir essential features but do not
attempt to specify the criteria that would need ® rhet before they are
recognised in the income statement. Criteria lier recognition of income and
expenses are discussed in paragraphs A4.37-A4.53.

Income and expenses may be presented in¢benestatement in different ways
so as to provide information that is relevant fooreomic decision-making. For
example, it is common practice to distinguish betwégmse items of income and
expenses that arise in the course of the ordinetiyittes of the entity and those
that do not. This distinction is made on the balsi& the source of an item is
relevant in evaluating the ability of the entity generate cash and cash
equivalents in the future; for example, incidertetivities such as the disposal of
a long-term investment are unlikely to recur on emgutar basis. When
distinguishing between items in this way consideratieeds to be given to the
nature of the entity and its operations. Itemst thase from the ordinary
activities of one entity may be unusual in respéenother.

Distinguishing between items of income and espeand combining them in
different ways also permits several measures oftyergerformance to be

displayed. These have differing degrees of ingkreéss. For example, the
income statement could display gross margin, profitloss from ordinary

activities before taxation, profit or loss from ovary activities after taxation, and
profit or loss.

Income

The definition of income encompasses bothmegeand gains. Revenue arises in
the course of the ordinary activities of an endityd is referred to by a variety of
different names including sales, fees, interesiddnds, royalties and rent.

Gains represent other items that meet the idefirof income and may, or may
not, arise in the course of the ordinary activitidsan entity. Gains represent
increases in economic benefits and as such areifferedt in nature from
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revenue. Hence, they are not regarded as consgjtati separate element in
Part A of this NZFramework

Gains include, for example, those arising andisposal of non-current assets.
The definition of income also includes unrealisesing; for example, those
arising on the revaluation of marketable securitesl those resulting from
increases in the carrying amount of long-term ass€then gains are recognised
in the income statement, they are usually displaggmhrately because knowledge
of them is useful for the purpose of making ecormddgcisions. Gains are often
reported net of related expenses.

Various kinds of assets may be received or rezdth by income; examples
include cash, receivables and goods and servicesvesl in exchange for goods
and services supplied. Income may also result filrensettlement of liabilities.

For example, an entity may provide goods and sesvio a lender in settlement
of an obligation to repay an outstanding loan.

Expenses

The definition of expenses encompasses logsesell as those expenses that
arise in the course of the ordinary activitiested entity. Expenses that arise in
the course of the ordinary activities of the entitglude, for example, cost of
sales, wages and depreciation. They usually takefdim of an outflow or
depletion of assets such as cash and cash equsjaleventory, property, plant
and equipment.

Losses represent other items that meet theitilei of expenses and may, or may
not, arise in the course of the ordinary activiéghe entity. Losses represent
decreases in economic benefits and as such theyoadéferent in nature from
other expenses. Hence, they are not regarded gyzasate element in Part A of
this NZ Framework

Losses include, for example, those resultinghfdisasters such as fire and flood,
as well as those arising on the disposal of noreatirassets. The definition of
expenses also includes unrealised losses, for dgartipse arising from the

effects of increases in the rate of exchange foreign currency in respect of the
borrowings of an entity in that currency. When &sss@re recognised in the
income statement, they are usually displayed stgwrhecause knowledge of
them is useful for the purpose of making econongciglons. Losses are often
reported net of related income.

Capital maintenance adjustments

The revaluation or restatement of assets iabdities gives rise to increases or
decreases in equity. While these increases ordses meet the definition of
income and expenses, they are not included imit@me statement under certain
concepts of capital maintenance. Instead thesesitre included in equity as
capital maintenance adjustments or revaluationrvese These concepts of
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capital maintenance are discussed in paragraphs/A4%665 of Part A of this
NZ Framework

Recognition of the elements of financial statements

A4.37

A4.38

A4.39

A4.40

Recognition is the process of incorporatingthie balance sheet or income
statement an item that meets the definition oflament and satisfies the criteria
for recognition set out in paragraph A4.38. It ives the depiction of the item

in words and by a monetary amount and the inclusibthat amount in the

balance sheet or income statement totals. Iterat ghtisfy the recognition

criteria should be recognised in the balance shmetincome statement.

Thefailure to recognise such items is not rectifigdlisclosure of the accounting
policies used nor by notes or explanatory material.

An item that meets the definition of an elensrduld be recognised if:

(a) it is probable that any future economic bena$isociated with the item
will flow to or from the entity; and

(b) the item has a cost or value that can be medswith reliability.

In assessing whether an item meets theseiariged therefore qualifies for
recognition in the financial statements, regarddsde be given to the materiality
considerations discussed in ChapterQBalitative characteristics of useful
financial information The interrelationship between the elements mézatsan
item that meets the definition and recognitionesi# for a particular element, for
example, an asset, automatically requires the rétog of another element, for
example, income or a liability.

The probability of future economic benefit

The concept of probability is used in the gFgtion criteria to refer to the degree
of uncertainty that the future economic benefitoagted with the item will flow
to or from the entity. The concept is in keepinghwthe uncertainty that
characterises the environment in which an entityratps. Assessments of the
degree of uncertainty attaching to the flow of fateconomic benefits are made
on the basis of the evidence available when thenéiah statements are prepared.
For example, when it is probable that a receivabledto an entity will be paid,
it is then justifiable, in the absence of any eniteto the contrary, to recognise
the receivable as an asset. For a large populafioaceivables, however, some
degree of non-payment is normally considered prahabence an expense
representing the expected reduction in economiefiisnis recognised.

Information is reliable when it is complete, neutrad free from error.
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Reliability of measurement

The second criterion for the recognition ofi@m is that it possesses a cost or
value that can be measured with reliability. In gnaases, cost or value must be
estimated; the use of reasonable estimates issemted part of the preparation of
financial statements and does not undermine teéahility. When, however, a
reasonable estimate cannot be made the item isecognised in the balance
sheet or income statement. Forexample, the expegrteceeds from a lawsuit
may meet the definitions of both an asset and ircamwell as the probability
criterion for recognition; however, if it is not gsible for the claim to be
measured reliably, it should not be recognised raasset or as income; the
existence of the claim, however, would be disclosedhe notes, explanatory
material or supplementary schedules.

An item that, at a particular point in timeil§do meet the recognition criteria in
paragraph A4.38 may qualify for recognition at aefatlate as a result of
subsequent circumstances or events.

An item that possesses the essential chastaterof an element but fails to meet
the criteria for recognition may nonetheless warrdisclosure in the notes,

explanatory material or in supplementary schedul€kis is appropriate when

knowledge of the item is considered to be relevanthie evaluation of the

financial position, performance and changes inrfaia position of an entity by

the users of financial statements.

Recognition of assets

An asset is recognised in the balance sheet wherprobable that the future
economic benefits will flow to the entity and theetdsas a cost or value that can
be measured reliably.

An asset is not recognised in the balance siwben expenditure has been
incurred for which it is considered improbable taabnomic benefits will flow to
the entity beyond the current accounting periotstdad such a transaction results
in the recognition of an expense in the incomeestant. This treatment does not
imply either that the intention of management iouiming expenditure was other
than to generate future economic benefits for thtéyeor that management was
misguided. The only implication is that the degofecertainty that economic
benefits will flow to the entity beyond the currentcaunting period is
insufficient to warrant the recognition of an asset.

Recognition of liabilities

A liability is recognised in the balance shebkn it is probable that an outflow
of resources embodying economic benefits will refwdin the settlement of a
present obligation and the amount at which theesattht will take place can be
measured reliably. In practice, obligations undentracts that are equally
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A4.47

A4.48

A4.49

A4.50

A4.51

proportionately unperformed (for example, liabddifor inventory ordered but
not yet received) are generally not recognised iasilities in the financial

statements. However, such obligations may meetéfinition of liabilities and,

provided the recognition criteria are met in thetipalar circumstances, may
qualify for recognition. In such circumstances;agnition of liabilities entails
recognition of related assets or expenses.

Recognition of income

Income is recognised in the income statemenénwhn increase in future
economic benefits related to an increase in art assedecrease of a liability has
arisen that can be measured reliably. This meaansffect, that recognition of
income occurs simultaneously with the recognitionirfreases in assets or
decreases in liabilities (for example, the netéase in assets arising on a sale of
goods or services or the decrease in liabilitiesiray from the waiver of a debt
payable).

The procedures normally adopted in practice fecognising income, for

example, the requirement that revenue should beedaiare applications of the
recognition criteria in Part A of this NEramework Such procedures are
generally directed at restricting the recognitienirecome to those items that can
be measured reliably and have a sufficient degreertainty.

Recognition of expenses

Expenses are recognised in the income statemleen a decrease in future
economic benefits related to a decrease in an ass&tincrease of a liability has
arisen that can be measured reliably. This mdansffect, that recognition of
expenses occurs simultaneously with the recognitioan increase in liabilities
or a decrease in assets (for example, the accfuahployee entitlements or the
depreciation of equipment).

Expenses are recognised in the income statementhe basis of a direct
association between the costs incurred and the rgproii specific items of

income. This process, commonly referred to as rttaéching of costs with

revenues, involves the simultaneous or combinedgrtion of revenues and
expenses that result directly and jointly from theame transactions or other
events; for example, the various components of msgenaking up the cost of
goods sold are recognised at the same time astbene derived from the sale of
the goods. However, the application of the matclkimgcept under Part A of this
NZ Framework does not allow the recognition of items in the bhea& sheet

which do not meet the definition of assets or liéiba.

When economic benefits are expected to ange several accounting periods
and the association with income can only be broadlyndirectly determined,
expenses are recognised in the income statemetiteobasis of systematic and
rational allocation procedures. This is often 1segy in recognising the
expenses associated with the using up of assets ascproperty, plant,
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equipment, goodwill, patents and trademarks; in soabes the expense is
referred to as depreciation or amortisation. Thakecation procedures are
intended to recognise expenses in the accountirigdsein which the economic
benefits associated with these items are consumexpire.

A4.52  An expense is recognised immediately in theorme statement when an
expenditure produces no future economic benefitghem, and to the extent that,
future economic benefits do not qualify, or ceasqualify, for recognition in the
balance sheet as an asset.

A4.53  An expense is also recognised in the incomersent in those cases when a
liability is incurred without the recognition of @sset, as when a liability under a
product warranty arises.

Measurement of the elements of financial statements

A4.54  Measurement is the process of determiningntbaeetary amounts at which the
elements of the financial statements are to begrdsed and carried in the
balance sheet and income statement. This invohesselection of the particular
basis of measurement.

A4.55 A number of different measurement bases ardoyeq to different degrees and
in varying combinations in financial statementsie¥ include the following:

(a) Historical cost Assets are recorded at the amount of cash or cash
equivalents paid or the fair value of the consitieragiven to acquire
them at the time of their acquisition. Liabilitiese recorded at the
amount of proceeds received in exchange for thgativn, or in some
circumstances (for example, income taxes), at theuats of cash or cash
equivalents expected to be paid to satisfy theliliglin the normal course
of business.

(b)  Current cost Assets are carried at the amount of cash or egsivalents
that would have to be paid if the same or an egeitasset was acquired
currently. Liabilities are carried at the undisotad amount of cash or
cash equivalents that would be required to setdetiligation currently.

(c) Realisable (settlement) valué\ssets are carried at the amount of cash or
cash equivalents that could currently be obtaineddliing the asset in an
orderly disposal. Liabilities are carried at thegttlement values; that is,
the undiscounted amounts of cash or cash equigaépiected to be paid
to satisfy the liabilities in the normal coursebofsiness.

(d) Present value Assets are carried at the present discountece afluhe
future net cash inflows that the item is expectedenerate in the normal
course of business. Liabilities are carried atghesent discounted value
of the future net cash outflows that are expectduzeteequired to settle the
liabilities in the normal course of business.
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A4.56

The measurement basis most commonly adopteentiffes in preparing their

financial statements is historical cost. This ®sually combined with other

measurement bases. For example, inventories aedlyisarried at the lower of
cost and net realisable value, marketable secsirit@y be carried at market value
and pension liabilities are carried at their présemlue. Furthermore, some
entities use the current cost basis as a responge tinability of the historical
cost accounting model to deal with the effects oéingfing prices of non-
monetary assets.

Concepts of capital and capital maintenance

A4.57

A4.58

A4.59

Concepts of capital

A financial concept of capital is adopted bysmentities in preparing their
financial statements. Under a financial conceptcapital, such as invested
money or invested purchasing power, capital is symmus with the net assets or
equity of the entity. Under a physical concept apital, such as operating
capability, capital is regarded as the productiapacity of the entity based on,
for example, units of output per day.

The selection of the appropriate concept gitahby an entity should be based
on the needs of the users of its financial statésnemhus, a financial concept of
capital should be adopted if the users of finansi@tements are primarily
concerned with the maintenance of nominal investgutal or the purchasing
power of invested capital. If, however, the mainaa@n of users is with the
operating capability of the entity, a physical cepicof capital should be used.
The concept chosen indicates the goal to be attameéetermining profit, even
though there may be some measurement difficultiesnaking the concept
operational.

Concepts of capital maintenance and the
determination of profit

The concepts of capital in paragraph A4.57 gse to the following concepts of
capital maintenance:

(a) Financial capital maintenanceUnder this concept a profit is earned only
if the financial (or money) amount of the net assat the end of the
period exceeds the financial (or money) amount ef assets at the
beginning of the period, after excluding any disitions to, and
contributions from, owners during the period. Fitiah capital
maintenance can be measured in either nominal mgnetits or units of
constant purchasing power.

(b) Physical capital maintenanceUnder this concept a profit is earned only
if the physical productive capacity (or operatirapability) of the entity
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(or the resources or funds needed to achieve Hpcity) at the end of
the period exceeds the physical productive capatitiye beginning of the
period, after excluding any distributions to, andntributions from,
owners during the period.

The concept of capital maintenance is concemi¢gh how an entity defines the

capital that it seeks to maintain. It provides lihkage between the concepts of
capital and the concepts of profit because it plesithe point of reference by
which profit is measured; it is a prerequisite fastidguishing between an

entity’s return on capital and its return of capitaly inflows of assets in excess
of amounts needed to maintain capital may be reghag profit and therefore as
a return on capital. Hence, profit is the residaalount that remains after

expenses (including capital maintenance adjustmevhigre appropriate) have

been deducted from income. If expenses exceedniadhe residual amount is a
loss.

The physical capital maintenance concept requihe adoption of the current
cost basis of measurement. The financial capightenance concept, however,
does not require the use of a particular basis edsurement. Selection of the
basis under this concept is dependent on the tydeancial capital that the
entity is seeking to maintain.

The principal difference between the two coneeptcapital maintenance is the
treatment of the effects of changes in the prideassets and liabilities of the
entity. In general terms, an entity has maintaiiieccapital if it has as much
capital at the end of the period as it had at thgiriming of the period. Any
amount over and above that required to maintainctgtal at the beginning of
the period is profit.

Under the concept of financial capital maintex@awhere capital is defined in
terms of nominal monetary units, profit represehesincrease in nominal money
capital over the period. Thus, increases in theeprof assets held over the
period, conventionally referred to as holding gaiaee, conceptually, profits.
They may not be recognised as such, however, tetiassets are disposed of in
an exchange transaction. When the concept of dinhoapital maintenance is
defined in terms of constant purchasing power upitgfit represents the increase
in invested purchasing power over the period. Thaokj that part of the increase
in the prices of assets that exceeds the increatieeigeneral level of prices is
regarded as profit. The rest of the increaseeiatéd as a capital maintenance
adjustment and, hence, as part of equity.

Under the concept of physical capital mainterawhen capital is defined in
terms of the physical productive capacity, proéipresents the increase in that
capital over the period. All price changes affagtine assets and liabilities of the
entity are viewed as changes in the measuremenheofphysical productive
capacity of the entity; hence, they are treatedagsétal maintenance adjustments
that are part of equity and not as profit.

The selection of the measurement bases armkpbof capital maintenance will
determine the accounting model used in the preparapvf the financial
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statements. Different accounting models exhibifedént degrees of relevance
and reliability and, as in other areas, managenmerdt seek a balance between
relevance and reliability. Part A of this NZameworkis applicable to a range of
accounting models and provides guidance on prepaaind presenting the
financial statements constructed under the chosmtem At the present time, it
is not the intention of the Board to prescribe #tipalar model other than in
exceptional circumstances, such as for those enftiéiporting in the currency of a
hyperinflationary economy. This intention will, hoves, be reviewed in the light
of world developments.
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Approval by the IASB of the Conceptual Framework
for Financial Reporting issued in September 2010

The Conceptual Framework for Financial Reportimgs approved for issue by the fifteen
members of the International Accounting Standardsr&o
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IASB Basis for Conclusions on
Chapter 1: The objective of general purpose
financial reporting

This Basis for Conclusions accompanies, but is adtqf, Chapter 1.

Introduction

BC1.1

BC1.2

BC1.3

BC1.4

This Basis for Conclusions summarises comsibns of the International
Accounting Standards Board in reaching the conchssim Chapter 1The
objective of general purpose financial reportinglt includes reasons for
accepting some alternatives and rejecting othierdividual Board members gave
greater weight to some factors than to others.

The Board developed this chapter jointly witle US Financial Accounting
Standards Board (FASB). Consequently, this Basi€bnclusions also includes
some references to the FASB's literature.

Background

The Board began the process of developinghfertive of financial reporting by
reviewing its own framework and concepts as well asdhaf other standard-
setters. In July 2006 the Board published for puldmment a discussion paper
on this topic. That same paper was also publislyettidd FASB. The Board and
the FASB received 179 responses. In its redelilmeratof the issues on this
topic, the Board considered all of the commentgired and information gained
from other outreach initiatives. In May 2008 theaBb and the FASB jointly
published an exposure draft. The boards receiv résponses. The Board
reconsidered all of the issues on this topic. Thisument is the result of those
reconsiderations.

General purpose financial reporting

Consistently with the Board's responsibilitiethe Conceptual Framework
establishes an objective of financial reporting antljust of financial statements.
Financial statements are a central part of findn@&porting, and most of the
issues that the Board addresses involve finantéments. Although the scope
of FASB Concepts Statement No. Qbjectives of Financial Reporting by
Business Enterprisesas financial reporting, the other FASB concepttestants
focused on financial statements. The scope ofBib&rd's Framework for the
Preparation and Presentation of Financial Statememtsich was published by
the Board’'s predecessor body in 1989 (hereinafsled Framework (1989)),
dealt with financial statements only. Therefore, both boards the scope of the
Conceptual Frameworls broader.
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BC1.5 Some constituents suggested that advanceéecimology may make general
purpose financial reporting obsolete. New techneegior example the use of
eXtensible Business Reporting Language (XBRL), malgagniapracticable in the
future for reporting entities either to prepardmmake available the information
necessary for different users to assemble diffefiaancial reports to meet their
individual information needs.

BC1.6 To provide different reports for differentens, or to make available all of the
information that users would need to assemble tbgin custom-designed
reports, would be expensive. Requiring users o&rfail information to
assemble their own reports might also be unreasendigicause many users
would need to have a greater understanding of atioguthan they have now.
Therefore, the Board concluded that for now a gémpengose financial report is
still the most efficient and effective way to mehbe tinformation needs of a
variety of users.

BC1.7 In the discussion paper, the Board used é¢ne general purpose external
financial reporting Externalwas intended to convey that internal users such as
management were not the intended beneficiaries éoeml purpose financial
reporting as established by the Board. During ibdrdtions, the Board
concluded that this term was redundant. TherefGteapter 1 usegeneral
purpose financial reporting

Financial reporting of the reporting entity

BC1.8 Some respondents to the exposure draft $eidthe reporting entity is not
separate from its equity investors or a subsetase equity investors. This view
has its roots in the days when most businesses veégepgoprietorships and
partnerships that were managed by their owners whauhbwahited liability for
the debts incurred in the course of the busineSser time, the separation
between businesses and their owners has grown. H®temaority of today’s
businesses have legal substance separate fronotheérs by virtue of their legal
form of organisation, numerous investors with liditéegal liability and
professional managers separate from the owners. seégaently, the Board
concluded that financial reports should reflect thgparation by accounting for
the entity (and its economic resources and clanaler than its primary users
and their interests in the reporting entity.

Primary users

BC1.9 The objective of financial reporting in pai@ggh OB2 refers to existing and
potential investors, lenders and other creditoffie description of the primary
users in paragraph OB5 refers to existing and pialeimvestors, lenders and
other creditors who cannot require reporting erstitte provide information
directly to them. Paragraph OB10 states that ‘@gud and members of the
public other than investors, lenders and otheritoesd may find information in
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general purpose financial reports useful but clesthtes that those are not the
parties to whom general purpose financial repoepamarily directed.

Paragraph 9 of thHeramework (1989) stated that users included ‘present and
potential investors, employees, lenders, supphe other trade creditors’ (and
later added advisers in the discussion of investoeeds), all of which are
intended to be encompassed by the phrase in ppta@B2. Paragraph 9 of the
Framework(1989) also included a list of other potentialrasgich as customers,
governments and their agencies, and the public, hwisicsimilar to the list in
paragraph OB10 of those who may be interested imdiaareports but are not
primary users.

Paragraph 10 of tiieamework(1989) stated that ‘as investors are providers of
risk capital to the entity, the provision of findacstatements that meet their
needs will also meet most of the needs of otheisubat financial statements can
satisfy’, which might have been read to narrow theu$oto investors only.
However, paragraph 12 explicitly stated that the abje of financial statements

is to provide information ‘that is useful to a widange of users in making
economic decisions.” Thus, tlkegamework(1989) focused on investors’ needs
as representative of the needs of a wide range efsusut did not explicitly
identify a group of primary users.

FASB Concepts Statement 1 referred to ‘ptesed potential investors and
creditors and other users in making rational inwesit, credit, and similar
decisions’ (paragraph 34). It also stated thajomgroups of investors are equity
securityholders and debt securityholders’ and ‘majmups of creditors are
suppliers of goods and services who extend craastomers and employees with
claims, lending institutions, individual lendersnda debt securityholders’
(paragraph 35). One difference in emphasis fromFtiaenework(1989), which
emphasised providers of risk capital, is that CpieeStatement 1 referred to
‘both those who desire safety of investment andethwiso are willing to accept
risk to obtain high rates of return’ (paragraph.3Bjpwever, like thd=ramework
(1989), Concepts Statement 1 stated that the temwestors and creditors ‘also
may comprehend security analysts and advisors,ebspkawyers, regulatory
agencies, and others who advise or represent tleeedts of investors and
creditors or who otherwise are interested in how itoresand creditors are
faring’ (paragraph 35).

Paragraphs OB3, OB5 and OB10 differ from Hramework (1989) and
Concepts Statement 1 for two reasons—to elimindferences between the
Frameworkand Concepts Statement 1 and to be more direftidoging on users
making decisions about providing resources (buttaagxclude advisers). The
reasons are discussed in paragraphs BC1.15-BC1.24.

Should there be a primary user group?
The discussion paper and the exposure drafiosed identifying a group of

primary users of financial reports. Some respotdémthe exposure draft said
that other users who have not provided, and arecoasidering providing,
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BC1.15

BC1.16

BC1.17

BC1.18
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resources to the entity, use financial reportsafeariety of reasons. The Board
sympathised with their information needs but codetli that without a defined

group of primary users, tHeéonceptual Frameworkould risk becoming unduly

abstract or vague.

Why are existing and potential investors, lenders
and other creditors considered the primary users?

Some respondents to the discussion papetharekposure draft suggested that the
primary user group should be limited to existingrgtolders or the controlling
entity’'s majority shareholders. Others said that firimary users should be
existing shareholders and creditors, and that Gigmeports should focus on their
needs.

The reasons why the Board concluded thaptimeary user group should be the
existing and potential investors, lenders and otireditors of a reporting entity
are:

(a) Existing and potential investors, lenders atieiocreditors have the most
critical and immediate need for the informationfimancial reports and
many cannot require the entity to provide the infation to them directly.

(b) The Board’s and the FASB’s responsibilities liegjthem to focus on the
needs of participants in capital markets, whichudel not only existing
investors but also potential investors and existingl potential lenders
and other creditors.

(c) Information that meets the needs of the spatifirimary users is likely to
meet the needs of users both in jurisdictions witlogorate governance
model defined in the context of shareholders amddhwith a corporate
governance model defined in the context of all sypestakeholders.

Some respondents expressed the view thaipiafied primary user group was
too broad and that it would result in too much infation in the financial reports.
However,too muchis a subjective judgement. In developing finahcégorting
requirements that meet the objective of finan@glbrting, the boards will rely on
the qualitative characteristics of, and the coststmint on, useful financial
information to provide discipline to avoid providinoo much information.

Should there be a hierarchy of users?

Some respondents to the exposure draft wpposied the composition of the
primary user group also recommended that the Bstaodld establish a hierarchy
of primary users because investors, lenders andr atteditors have different
information needs. However, the Board observeditittidual users may have
information needs and desires that are differemnfrand possibly conflict with,

those of other users with the same type of inteénetste reporting entity. General
purpose financial reports are intended to providemon information to users
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and cannot accommodate every request for informatithe Board will seek the
information set that is intended to meet the nesfdhe maximum number of
users in cost-beneficial ways.

Information needs of other users who are not
within the primary user group

Management's information needs

Some constituents questioned the interadiegiween general purpose financial
reporting and management’s needs. The Board stdtetl some of the

information directed to the primary users is likedymeet some of management’s
needs but not all of them. However, management hasability to access

additional financial information, and consequentheneral purpose financial
reporting need not be explicitly directed to mamaget.

Regulators’ information needs

Some constituents said that maintainingnfiied stability in capital markets (the
stability of a country’s or region’s economy or dircial systems) should be an
objective of financial reporting. They stated tfinancial reporting should focus
on the needs of regulators and fiscal policy deaishakers who are responsible
for maintaining financial stability.

Other constituents opposed establishing gecitle to maintain financial
stability. They said that financial statementswtigoresent the economic reality
of the reporting entity with as little bias as pbdssi but that such a presentation is
not necessarily inconsistent with a financial stgbibbjective. By presenting
economic reality, financial statements could leadntore informed decision-
making and thereby support financial stability eifethat is not the primary aim.

However, advocates of a financial stabilitjeotive had a different outcome in
mind. They did not encourage the Board to requgporting entities to provide
information for use by regulators and fiscal poligcision-makers. Instead, they
recommended that the Board consider the consegsieatenew financial
reporting standards for the stability of the wosldéconomies and financial
systems and, at least at times, assign greater tmeighat objective than to the
information needs of investors, lenders and othedlitors.

One group expressing that view was the FinanciasirAdvisory Group (FCAG). The FCAG

comprised approximately 20 senior leaders with tr@gperience in international financial markets and
an interest in the transparency of financial repgrinformation. The FCAG was formed in 2009 to
advise the Board and the FASB about the standatidegsémplications of the financial crisis and of
potential changes in the global regulatory envirenm
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BC1.23

The Board acknowledged that the interestaneéstors, lenders and other
creditors often overlap with those of regulators. wdeer, expanding the

objective of financial reporting to include maimtizig financial stability could at

times create conflicts between the objectives thatBoard is not well-equipped
to resolve. For example, some may take the viewttie best way to maintain
financial stability is to require entities not teport, or to delay reporting, some
changes in asset or liability values. That reqnaet would almost certainly

result in depriving investors, lenders and otheditors of information that they
need. The only way to avoid conflicts would be im@late or de-emphasise the
existing objective of providing information to imsters, lenders and other
creditors. The Board concluded that eliminatingttlobjective would be

inconsistent with its basic mission, which is to setkie information needs of
participants in capital markets. The Board alsteddhat providing relevant and
faithfully represented financial information cangrove users’ confidence in the
information, and thus contribute to promoting fineah stability.

Usefulness for making decisions

BC1.24

BC1.25

BC1.26

BC1.27
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Both the Board’s and the FASB’s previousnigavorks focused on providing
information that is useful in making economic demis as the fundamental
objective of financial reporting. Those frameworkso stated that financial
information that is useful in making economic demsis would also be helpful in
assessing how management has fulfilled its stewgrdskponsibility.

The discussion paper that led to Chapteated that the objective of financial
reporting should focus on resource allocation decs Although most
respondents to the discussion paper agreed thaidprg useful information for
decision-making was the appropriate objective, thaid that investors, lenders
and other creditors make other decisions that a&tedaby financial reporting
information in addition to resource allocation cdsans. For example,
shareholders who vote on whether to retain direa@oreplace them, and on how
members of management should be remunerated far #eevices, need
information on which to base their decisions. Shealders’ decision-making
process may include evaluating how management oérkity performed against
management in competing entities in similar circtamses.

The Board agreed with these respondents ared nthat, in most cases,
information designed for resource allocation decisiwould also be useful for
assessing management’s performance. Therefotieg iexposure draft leading to
Chapter 1, the Board proposed that the objectivdinaincial reporting is to

provide financial information about the reportingtiey that is useful to present
and potential investors, lenders and other creglitormaking decisions in their
capacity as capital providers. The exposure @laft described the role financial
statements can have in supporting decisions relatethe stewardship of an
entity’s resources.

The exposure draft discussed@igective of Financial ReportingndDecision-
usefulnessin separate sections. The Board combined those swations in

© IFRS Foundation



BC1.28

BC1.29

BC1.30

NZ FRAMEWORK: PART A — PROFIHORIENTED ENTITIES ONLY
IASB BASIS FOR CONCLUSIONS

Chapter 1 because usefulness in making decisiottsei®bjective of financial

reporting. Consequently, both sections addredsedame points and provided
more detail than was necessary. Combining those deaiions resulted in

eliminating the separate subsections on usefuliessassessing cash flow
prospects and usefulness in assessing steward$hip.Board did not intend to
imply that assessing prospects for future cash fbovassessing the quality of
management’s stewardship is more important thamtier. Both are important
for making decisions about providing resources toeatity, and information

about stewardship is also important for resourceigess who have the ability to
vote on, or otherwise influence, management’s astion

The Board decided not to use the tetewardshipin the chapter because there
would be difficulties in translating it into othearlguages. Instead, the Board
described what stewardship encapsulates. Accorditigdypbjective of financial
reporting acknowledges that users make resourceatibm decisions as well as
decisions as to whether management has made effael effective use of the
resources provided.

The objective of financial reporting for different
types of entities

The Board also considered whether the obgaif general purpose financial
reporting should differ for different types of di@s. Possibilities include:

(@) smaller entities versus larger entities;

(b) entities with listed (publicly traded) debt ajuity financial instruments
versus those without such instruments; and

(c) closely held entities versus those with widelspéirsed ownership.

External users of financial reporting hairailar objectives, irrespective of the
type of entities in which they invest. Thereforee BBoard concluded that the
objective of general purpose financial reports hie tsame for all entities.
However, cost constraints and differences in activitamong entities may
sometimes lead the Board to permit or require diffees in reporting for
different types of entities.

Information about a reporting entity’s resources, ¢ laims
against the entity and changes in resources and cla  ims

BC1.31

The significance of information about financial
performance

A long-standing assertion by many constiieist that a reporting entity’s
financial performance as represented by compretensiicome and its
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BC1.32

BC1.33

BC1.34

BC1.35

components is the most important information. Concepts Statement 1
(paragraph 43) stated:

The primary focus of financial reporting is infortiem about an
enterprise’'s performance provided by measures ahpcehensive
income and its components. Investors, creditonsl, ethers who are
concerned with assessing the prospects for enterpgs cash inflows
are especially interested in that information.

In contrast, theFramework (1989) considered information on the reporting
entity’s financial position and financial perfornzanof equal importance.

To be useful for decision-making, finanaieports must provide information
about a reporting entity’s economic resources daiths, and the change during a
period in economic resources and claims. A repgrentity cannot provide
reasonably complete information about its finanpiiformance (as represented
by comprehensive income, profit or loss or othemilsir terms) without
identifying and measuring its economic resourcebsthae claims. Consequently,
the Board concluded that to designate one typenfafrmation as the primary
focus of financial reporting would be inappropriate.

In discussing the financial position of artity, the exposure draft referred to
economic resources and claims on thelhe chapter uses the phras®nomic
resources of the reporting entity and the claimsimasfathe reporting entitysee
paragraph OB12). The reason for the change isrthaainy cases, claims against
an entity are not claims on specific resources.addition, many claims will be
satisfied using resources that will result from fatoet cash inflows. Thus, while
all claims are claims against the entity, not a# alaims against the entity's
existing resources.

Financial position and solvency

Some constituents have suggested that tlie puepose of the statement of
financial position should be to provide informatithat helps assess the reporting
entity’s solvency. The question is not whether tinfation provided in the
financial reports should be helpful in assessintyeswy; clearly, it should.
Assessing solvency is of interest to investors, desiénd other creditors, and the
objective of general purpose financial reportingasprovide information that is
useful to them for making decisions.

However, some have suggested that the stateftnancial position should be
directed towards the information needs of lendettsgrocreditors and regulators,
possibly to the detriment of investors and otheersis To do so would be
inconsistent with the objective of serving the commigformation needs of the

T Concepts Statement 1 referrede@rnings and its componentHowever, FASB Concepts Statement
No. 6 Elements of Financial Statemengsibstituted the terncomprehensive incomfr the term
earnings The latter term is reserved for a componenbaffrehensive income.
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primary user group. Therefore, the Board rejedtexl notion of directing the
statement of financial position (or any other martr financial statement)
towards the needs of a particular subset of users.
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BASIS FOR CONCLUSIONS ON
CHAPTER 2: THE REPORTING ENTITY

[to be added]
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IASB Basis for Conclusions on
Chapter 3: Qualitative characteristics of
useful financial information

This Basis for Conclusions accompanies, but is adtqf, Chapter 3.

Introduction

BC3.1

BC3.2

BC3.3

This Basis for Conclusions summarises congiibes of the Board in reaching
the conclusions in Chapter Qualitative characteristics of useful financial
information It includes reasons for accepting some alteraatand rejecting
others. Individual Board members gave greater weigtsome factors than to
others.

The Board developed the chapter jointly witle tUS Financial Accounting
Standards Board (FASB). Consequently, this Basi€bnclusions also includes
some references to the FASB's literature.

Background

The Board began the process of developinggtiaditative characteristics of
useful financial information by reviewing its own rfinawork and concepts as
well as those of other standard-setters. In July62the Board published for
public comment a discussion paper on this topichatTsame paper was also
published by the FASB. The Board and the FASB rexkil79 responses. In its
redeliberations of the issues on this topic, thearBoconsidered all of the
comments received and information gained from othéreach initiatives. In

May 2008 the Board and the FASB jointly publishedexposure draft. The

boards received 142 responses. The Board recoediddl of the issues. This
document is the result of those reconsiderations.

The objective of financial reporting and the qualit ative
characteristics of useful financial information

BC3.4

52

Alternatives are available for all aspects fiofancial reporting, including
recognition, derecognition, measurement, clasgifina presentation and
disclosure. When developing financial reportirgnstards, the Board will choose
the alternative that goes furthest towards achievirg objective of financial
reporting. Providers of financial information wédlso have to choose among the
alternatives if there are no applicable standaxa@slable, or if application of a
particular standard requires judgements or optibmsachieve the objective of
financial reporting.

© IFRS Foundation



BC3.5

BC3.6

BC3.7

NZ FRAMEWORK: PART A — PROFIHORIENTED ENTITIES ONLY
IASB BASIS FOR CONCLUSIONS

Chapter 1 specifies that the objective ofegainpurpose financial reporting is to
provide financial information about the reportingtigy that is useful to existing
and potential investors, lenders and other cresliibrmaking decisions about
providing resources to the entity. The decisiorkens on which thi€onceptual
Framework focuses are existing and potential investors, desxdand other
creditors.

That objective by itself leaves a great dmajudgement and provides little
guidance on how to exercise that judgement. Ch&ptlrscribes the first step in
making the judgements needed to apply that objecti identifies and describes
the qualitative characteristics that financial mmfiation should have if it is to

meet the objective of financial reporting. It aldscusses cost, which is a
pervasive constraint on financial reporting.

Subsequent chapters will use the qualitativaacteristics to help guide choices
about recognition, measurement and the other aspé&tihancial reporting.

Fundamental and enhancing qualitative characteristi CS

BC3.8

BC3.9

BC3.10

Chapter 3 distinguishes between the fundarhgntditative characteristics that
are the most critical and the enhancing qualitatiaracteristics that are less
critical but still highly desirable. The discussipaper did not explicitly
distinguish between those qualitative charactessticThe Board made the
distinction later because of confusion among redpots to the discussion paper
about how the qualitative characteristics relateach other.

Some respondents to the exposure draft stdtatl all of the qualitative
characteristics should be considered equal, and ttie distinction between
fundamental and enhancing qualitative charactesistias arbitrary. Others said
that the most important qualitative characteridtiffers depending on the
circumstances; therefore, differentiating quahtati characteristics was not
appropriate.

The Board does not agree that the distindicarbitrary. Financial information
without the two fundamental qualitative charactergssof relevance and faithful
representation is not useful, and it cannot be maseful by being more
comparable, verifiable, timely or understandalifawever, financial information
that is relevant and faithfully represented mall b& useful even if it does not
have any of the enhancing qualitative charactesisti

Fundamental qualitative characteristics

BC3.11

Relevance

It is self-evident that financial informatiés useful for making a decision only if
it is capable of making a difference in that demisiRelevances the term used
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BC3.14

BC3.15

BC3.16
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in the Conceptual Frameworko describe that capability. It is a fundamental
qualitative characteristic of useful financial infeation.

The definition of relevance in ti@onceptual Frameworks consistent with the

definition in FASB Concepts Statement No.Qualitative Characteristics of

Accounting Information TheFramework(1989) definition of relevance was that
information is relevant only if it actually makesddference in users’ decisions.
However, users consider a variety of information fromany sources, and the
extent to which a decision is affected by informatébout a particular economic
phenomenon is difficult, if not impossible, to deténe, even after the fact.

In contrast, whether informationdapableof making a difference in a decision
(relevance as defined in ti@onceptual Framewojkcan be determined. One of
the primary purposes of publishing exposure draftsl other due process
documents is to seek the views of users on whettiermation that would be
required by proposed financial reporting standaisiscapable of making a
difference in their decisions. The Board also sssg relevance by meeting users
to discuss proposed standards, potential agendsiales; effects on reported
information of applying recently implemented stami$aand other matters.

Predictive and confirmatory value

Many decisions by investors, lenders anérotheditors are based on implicit or
explicit predictions about the amount and timingtbé return on an equity
investment, loan or other credit instrument. Coneatly, information is capable
of making a difference in one of those decisionly drit will help users to make
new predictions, confirm or correct prior predicsonr both (which is the
definition of predictive or confirmatory value).

TheFramework (1989) identified predictive value and confirmatoralue as
components of relevance, and Concepts Statemesfe@ed to predictive value
and feedback value. The Board concluded that coafory value and feedback
value were intended to have the same meaning. ©hedBand the FASB agreed
that both boards would use the same term (confimpatalue) to avoid giving
the impression that the two frameworks were intenddaktdifferent.

The difference between predictive value and related
statistical terms

Predictive value, as used in t@enceptual Frameworkis not the same as
predictability and persistence as used in stasistitnformation has predictive
value if it can be used in making predictions altbheteventual outcomes of past
or current events. In contrast, statisticians pesdictability to refer to the

accuracy with which it is possible to foretell thexneaumber in a series and
persistence to refer to the tendency of a seriewunfbers to continue to change
as it has changed in the past.
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Materiality

Concepts Statement 2 and tamework (1989) discussed materiality and
defined it similarly. Concepts Statement 2 desttilnateriality as a constraint
on financial reporting that can be considered dobether with the qualitative
characteristics, especially relevance and faitrépkesentation. ThEramework
(1989), on the other hand, discussed materialigrnaaspect of relevance and did
not indicate that materiality has a role in relatito the other gqualitative
characteristics.

The discussion paper and the exposure grafposed that materiality is a
pervasive constraint in financial reporting becaitsis pertinent to all of the

qualitative characteristics. However, some respotsdém the exposure draft
agreed that although materiality is pervasives ihdt a constraint on a reporting
entity’s ability to report information. Rather, tedality is an aspect of

relevance, because immaterial information does aifect a user's decision.
Furthermore, a standard-setter does not consideeriality when developing

standards because it is an entity-specific conaiaer. The boards agreed with
those views and concluded that materiality is areetspf relevance that applies
at the individual entity level.

Faithful representation

The discussion of faithful representationChapter 3 differs from that in the
previous frameworks in two significant ways. Firdt,uses the ternfaithful
representationinstead of the termmeliability. Second, substance over form,
prudence (conservatism) and verifiability, which wespects of reliability in
Concepts Statement 2 or tReamework(1989), are not considered aspects of
faithful representation. Substance over form angl@nce were removed for the
reasons described in paragraphs BC3.26—BC3.29.fialslity is now described
as an enhancing qualitative characteristic rathan as part of this fundamental
qualitative characteristic (see paragraphs 3.34)3.3

Replacement of the term reliability

Concepts Statement 2 and Eramework (1989) used the termeliability to
describe what is now called faithful representation.

Concepts Statement 2 listed representatidaithfulness, verifiability and
neutrality as aspects of reliability and discussamimpleteness as part of
representational faithfulness.

TheFramework(1989) said:

Information has the quality of reliability when & free from material
error and bias and can be depended upon by usegpresent faithfully
that which it either purports to represent or caelasonably be expected
to represent.
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The Framework(1989) also discussed substance over form, néyfratudence
and completeness as aspects of faithful represemtat

Unfortunately, neither framework clearly ceyped the meaning of reliability.
The comments of respondents to numerous propoaedastds indicated a lack of
a common understanding of the temaliability. Some focused owverifiability or
free from material erroto the virtual exclusion of faithful representatioOthers
focused more on faithful representation, perhapsbioed with neutrality. Some
apparently think that reliability refers primartly precision.

Because attempts to explain what reliabilis intended to mean in this context
have proved unsuccessful, the Board sought a diffeferm that would more
clearly convey the intended meaning. The tdaithful representation the
faithful depiction in financial reports of econonpbenomena, was the result of
that search. That term encompasses the main thastics that the previous
frameworks included as aspects of reliability.

Many respondents to the discussion papertl@dexposure draft opposed the
Board’s preliminary decision to replaceliability with faithful representation
Some said that the Board could have better explaivieat reliable means rather
than replacing the term. However, many respondentsméde those comments
assigned a different meaning to reliability from whhe Board meant. In
particular, many respondents’ descriptions of kdliiy more closely resembled
the Board’s notion of verifiability than its notiaf reliability. Those comments
led the Board to affirm its decision to replace them reliability with faithful
representation

Substance over form

Substance over form is not considered a rapacomponent of faithful
representation because it would be redundant. fBhigpresentation means that
financial information represents the substancenat@nomic phenomenon rather
than merely representing its legal form. Représgna legal form that differs
from the economic substance of the underlying ecoa@henomenon could not
result in a faithful representation.

Prudence (conservatism) and neutrality

Chapter 3 does not include prudence or ceasem as an aspect of faithful
representation because including either would berisistent with neutrality.
Some respondents to the discussion paper and expdraft disagreed with that
view. They said that the framework should includesssvatism, prudence or
both. They said that bias should not always bermasduto be undesirable,
especially in circumstances when bias, in their vip@duces information that is
more relevant to some users.

Deliberately reflecting conservative estireaté assets, liabilities, income or
equity has sometimes been considered desirableuttteract the effects of some
management estimates that have been perceived assarely optimistic.
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However, even with the prohibitions against deliberatestatement that appear
in the existing frameworks, an admonition to be pntds likely to lead to a bias.
Understating assets or overstating liabilities ire geriod frequently leads to
overstating financial performance in later periods—+esult that cannot be
described as prudent or neutral.

Other respondents to the exposure draft $eitl neutrality is impossible to
achieve. In their view, relevant information muat/é purpose, and information
with a purpose is not neutral. In other words, beedinancial reporting is a tool
to influence decision-making, it cannot be neutr@bviously, reported financial
information is expected to influence the actionsgérs of that information, and
the mere fact that many users take similar actionsthe basis of reported
information does not demonstrate a lack of neuyraliThe Board does not
attempt to encourage or predict specific actionssafrs. If financial information
is biased in a way that encourages users to takead predetermined actions,
that information is not neutral.

Can faithful representation be empirically measured ?

Empirical accounting researchers have aclatedl considerable evidence
supporting relevant and faithfully represented fiicial information through

correlation with changes in the market prices ofitiest equity or debt

instruments. However, such studies have not provieethiques for empirically
measuring faithful representation apart from refeea

Both previous frameworks discussed the daitya of providing statistical
information about how faithfully a financial measuserepresented. That would
not be unprecedented. Other statistical informatmisometimes reflected in
financial reports. For example, some entities Id&e value at risk from
derivative financial instruments and similar pasis. The Board expects that the
use of statistical concepts for financial reportingsome situations will continue
to be important. Unfortunately, the boards have identified any way to
guantify the faithfulness of the representationa financial report.

Enhancing qualitative characteristics

BC3.32

Comparability

Comparability was an important concept inhbtite Framework (1989) and
Concepts Statement 2, but the two previous framewaikagreed on its
importance. Thdéramework(1989) stated that comparability is as important a
relevance and faithful representation. Concepts Statement 2 described

The termreliability was used instead dithful representationbut the meaning was intended to be
similar.
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comparability as a quality of the relationship beswewo or more pieces of
information that, although important, is second#wy relevance and faithful
representation.

Relevant and faithfully represented infoliorais most useful if it can be readily
compared with similar information reported by otlesttities and by the same
entity in other periods. One of the most import@atsons that financial reporting
standards are needed is to increase the compgrabflireported financial
information. However, even if it is not readily coamgble, relevant and
faithfully represented information is still useful. Comparable information,
however, is not useful if it is not relevant and nmaiglead if it is not faithfully
represented. Thereforepmparability is considered an enhancing qualitative
characteristic instead of a fundamental qualitativaracteristic.

Verifiability

Verifiable information can be used with coafide. Lack of verifiability does
not necessarily render information useless, butrsusee likely to be more
cautious because there is a greater risk thatrfoeniation does not faithfully
represent what it purports to represent.

TheFramework (1989) did not explicitly include verifiability aan aspect of
reliability, but Concepts Statement 2 did. Howetkee, two frameworks are not
as different as it might appear because the dgimibf reliability in the
Framework (1989) contained the phrased can be depended upon by users
which implies that users need assurance on theniafiaon.

The discussion paper stated that reportednéial information should be
verifiable to assure users that it is free fromeriat error and bias and can be
depended on to represent what it purports to reptes€herefore, verifiability
was considered an aspect of faithful representatiSome respondents pointed
out that including verifiability as an aspect oitliéul representation could result
in excluding information that is not readily vesifile. Those respondents
recognised that many forward-looking estimates thet very important in
providing relevant financial information (for exahap expected cash flows,
useful lives and salvage values) cannot be direetified. However, excluding
information about those estimates would make thanfifal reports much less
useful. The Board agreed and repositioned veiifipbas an enhancing
qualitative characteristic, very desirable butmetessarily required.

Timeliness

The Framework (1989) discussed timeliness as a constraint tloaidcrob
information of relevance. Concepts Statement 2rileed timeliness as an aspect
of relevance. However, the substance of timelinessliscussed in the two
previous frameworks was essentially the same.
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BC3.38 The discussion paper described timelinesmnaaspect of relevance. However,
some respondents pointed out that timeliness ipantof relevance in the same
sense that predictive and confirmatory value aree Board was persuaded that
timeliness is different from the other componerfteetevance.

BC3.39 Timeliness is very desirable, but it is @st critical as relevance and faithful
representation. Timely information is useful offlyt is relevant and faithfully
represented. In contrast, relevant and faithfidyresented information may still
be useful (especially for confirmatory purposesgre¥f it is not reported in as
timely a manner as would be desirable.

Understandability

BC3.40 Both the Framework (1989) and Concepts Statement 2 included
understandability, a qualitative characteristict tkaables users to comprehend
the information and therefore make it useful forkmg decisions. Both
frameworks also similarly described that for finahcinformation to be
understandable, users should have a reasonableedegifinancial knowledge
and a willingness to study the information with reesae diligence.

BC3.41 Despite those discussions of understandalilid users’ responsibilities for
understanding financial reports, misunderstandiegsipts. For example, some
have expressed the view that a new accounting mestalld not be
implemented because some users might not undergtaeven though the new
accounting method would result in reporting finahaidormation that is useful
for decision-making. They imply that understantigbis more important than
relevance.

BC3.42 If understandability considerations were amental, it might be appropriate to
avoid reporting information about very complicathohgs even if the information
is relevant and faithfully represented. Classifyinnderstandability as an
enhancing qualitative characteristic is intendethtticate that information that is
difficult to understand should be presented andaéxed as clearly as possible.

BC3.43 To clarify another frequently misunderstqauint, the ConceptualFramework
explains that users are responsible &mtually studying reported financial
information with reasonable diligence rather thary doeing willing to do so
(which was the statement in the previous frameworkdh addition, the
Conceptual Frameworktates that users may need to seek the aid ofexdvio
understand economic phenomena that are particarhplex.

Qualitative characteristics not included

BC3.44 Transparency, high quality, internal consistencgyet and fair view or fair
presentation and credibility have been suggested as desirable qualitative
characteristics of financial information. Howevenarisparency, high quality,
internal consistency, true and fair view or fairgaetation are different words to
describe information that has the qualitative cti@mstics of relevance and
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BC3.45

BC3.46

representational faithfulness enhanced by compiyahierifiability, timeliness
and understandability. Credibility is similar talso implies trustworthiness of a
reporting entity’'s management.

Interested parties sometimes suggested othigeria for standard-setting
decisions, and the Board has at times cited sombosk criteria as part of the
rationale for some decisions. Those criteria idelsimplicity, operationality,

practicability or practicality, and acceptability.

Those criteria are not qualitative charésties. Instead, they are part of the
overall weighing of benefits and costs of providimgful financial information.
For example, a simpler method may be less costhpmly than a more complex
method. In some circumstances, a simpler methodresult in information that
is essentially the same as, but somewhat less préws, information produced
by a more complex method. In that situation, addad-setter would include the
decrease in faithful representation and the deeré@gasmplementation cost in
weighing benefits against costs.

The cost constraint on useful financial reporting

BC3.47

BC3.48

60

Cost is a pervasive constraint that standatiérs, as well as providers and users
of financial information, should keep in mind whesnsidering the benefits of a
possible new financial reporting requirement. Cdstnot a qualitative
characteristic of information. It is a characteci®f the process used to provide
the information.

The Board has attempted and continues émpttto develop more structured
methods of obtaining information about the cosgathering and processing the
information that proposed standards would requirétien to provide. The
primary method used is to request interested padigmetimes formally (such as
by field tests and questionnaires), to submit @st benefit information for a
specific proposal that is quantified to the extidsible. Those requests have
resulted in helpful information and have led dikgdb changes to proposed
requirements to reduce the costs without signifigaméducing the related
benefits.
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IASB Table of Concordance

This table shows how the contents of tReamework (1989) and theConceptual

Framework2010 correspond.

Framework Conceptual Framework Conceptual
(1989) Framework (1989) Framework
paragraphs 2010 paragraphs 2010
paragraphs paragraphs
Preface and Introduction 78-80 4.33-4.35
Introduction
paragraphs 15
6-21 superseded by 81 4.36
Chapter 1
22 Not carried 8284 4.37-4.39
forward
23 4.1 85 4.40
24-46 superseded by 86-88 4.41-4.43
Chapter 3
47-110 Chapter 4 89, 90 4.44,4.45
47, 48 42,43 91 4.46
49-52 4.4-4.7 92,93 4.47,4.48
53-59 4.8-4.14 94-98 4.49-4.53
60-64 4.15-4.19 99-101 4.54-4.56
65-68 4.20-4.23 102, 103 4.57, 4.58
69-73 4.24-4.28 104-110 4.59-4.65
74-77 4.29-4.32
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Part B of the New Zealand Equivalent to the IASBnceptual Framework for Financial
Reporting2010s set out in paragraphs B1-B110. Part B of theFdneworkis based on
the IASB Framework for the Preparation and Presentation afdficial Statement&l989)
(IASB Framework (1989)) initially issued by the International Accoumg Standards
Committee (IASC) and subsequently adopted by therdational Accounting Standards
Board (IASB).

Part B of this NZFrameworkhas not been amended to reflect the changes made by
NZ IAS 1 Presentation of Financial Statemei(és revised in 2007).

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

Part B of this NZFramework uses the terminology adopted in International e
Reporting Standards(IFRSs) to describe the financial statements atiroelements.
New Zealand Equivalent to IASHresentation of Financial Statemelfés revised in 2007)
paragraph 5 explains that entities seeking to aghidyNZ Frameworkmay need to amend the
descriptions used for particular line items in fim@ancial statements and for the financial
statements themselves. For example, profit/losg beareferred to as surplus/deficit and
capital or share capital may be referred to asyqui

The term IFRSs is defined in New Zealand EquivatenFRS 1First-time Adoption of New Zealand
Equivalents to International Financial ReportingBtlards(NZ IFRS 1).
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Introduction to Part B of the NZ Framework

Part B of this NZFrameworkis based on the IASBramework(1989). Part B of this
NZ Framework is an essential component of New Zealand financiaponting
pronouncements as it establishes definitions atwhrdtion criteria that are applied in other
pronouncements.

The IASB Framework (1989) was developed for application by profit-otesh entities.
Part B of this NZrameworkincludes material additional to that in the IA&Bamework
(1989) to ensure that it can be applied by pubdicdfit entities required to prepare general
purpose financial statements that comply with gdlyeeccepted accounting practice in
New Zealand. In order to preserve the integritythef IASB Framework (1989) and to
enable Part B of this NErameworkto be readily updated for future revisions of IA8B
Framework (1989), changes to the text of the IASBamework (1989) have been
minimised.

In adopting the IASBFramework(1989) for application as Part B of the WZamework
the following changes have been made.

(@) The discussion in paragraphs B1-B4 has bedgseckvo reflect the purpose of
Part B of the NZFrameworkand the role of the FRSB (paragraphs NZ B4.1 to
NZ B4.4).

(b) The description of a complete set of finansi@tements has been amended for

consistency with NZ IAS Presentation of Financial Statemeffparagraph B7).

(c) A discussion acknowledging the role of non-finahcand supplementary
information has been included (paragraph NZ B7.1).

(d) Additional paragraphs have been inserted to @weledge the range of entities
that are required to prepare general purpose fiaBncstatements
(paragraphs NZ B8.1 to NZ B8.3).

(e) A discussion of two additional users of finanagtements (funders or financial
supporters, and elected or appointed represergativeas been inserted
(paragraph NZ B9.1).

® A discussion of the role of financial statememtsdemonstrating accountability
has been included (paragraphs NZ B14.1 and NZ B14.2).

(9) A discussion of various types of non-financiatl supplementary information has
been included (paragraphs NZ B20.1 to NZ B20.8).

(h) Additional guidance for public benefit entitissrespect of materiality has been
inserted (paragraph NZ B30.1).

0] An additional paragraph discussing “future eami benefits” and “service

potential” has been inserted (paragraph NZ B49.1).

0] Additional guidance has been inserted statirgg i the context of public benefit
entities, references to contributions from (or rifisttions to) equityparticipants
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(k)

o

should be read as contributions from (or distritmi to) equity holders acting in
their capacity as equity holders (paragraph NZ Bj70.1

A brief discussion of the elements of non-finahstatements has been included.
Part B of the NZFramework requires that the quality of the information
presented in non-financial and supplementary in&iom should be considered
with regard to the qualitative characteristics andstraints on those qualitative
characteristics discussed in paragraphs B24 to BA5Part B of the
NZ Framework(paragraphs NZ B101.1 to NZ B101.3).

A brief rationale for the New Zealand specifictiens has been included as an
Appendix to Part B of the NEramework
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Introduction to Part B

Purpose and status

B1-B4 [Paragraphs 1 to 4 of the IAFBamework(1989) are not reproduced—they have
been replaced by paragraphs NZ B4.1 to NZ B4.4 whkgha@ the purpose of
Part B of this NZ-ramework]

NZ B4.1 Part B of this NArameworksets out the concepts that underlie the preparétio

and presentation of financial statements by pubBeaefit entities required tp

prepare general purpose financial statements tloatply with Generally|
Accepted Accounting Practice in New Zealand (NZ GAAP)The IASB
Framework(1989), on which Part B of this NBrameworkis based, focuses g
financial statements. However, financial statemearts often presented |
conjunction with other information. A financial rgpanay include financia

statements, non-financial statements and supplemeinformation. In adopting

Part B of this NZFramework for application to New Zealand public beng
entities, and particularly to ensure the relevaoicBart B of the NZ&ramework
for public benefit entities, certain aspects hagerbextended to acknowledge f{
role of non-financial and supplementary informatiorThese paragraphs al
clearly marked. The purpose of Part B of this ’iameworkis to:
(@) assist the New Zealand National Standard Setter imi¢gsas a nationd
standard setter with formal liaison status with thEB:
0] in the development of future International Finahdreporting
Standards (IFRSs);
(ii) in the review of existing IFRSs; and
(i) in promoting harmonisation of accounting standans procedure
relating to the presentation of financial stateradny providing a
basis for reducing the number of alternative actiogrtreatmentg
permitted by IFRSs;
(b) assist the New Zealand National Standard Setter ireloging New
Zealand equivalents to IFRSs;

S 5

fit

he
re

The New ZealandPreface (NZ Prefacq, paragraph 17, contains an explanation of the tgeneral
purpose financial statements.

T A range of entities are required by legislatidor (example, Financial Reporting Act 1993, Public
Finance Act 1989, Local Government Act 2002, toppre financial statements in accordance with
GAAP (as defined in the Finncial Reporting Act anadified version of that definition).
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(c) in the absence of a New Zealand equivalent to an ,IERSist the New
Zealand National Standard Setter in developing aarf€ial Reporting
Standard;

(d) assist preparers of financial statements in apglytandards and in
dealing with topics that have yet to form the subfg@ Standard;

(e) assist auditors in forming an opinion as to whettmancial statements
conform with Standards; and

(f) assist users of financial statements in interpgetithe information
contained in financial statements.

NZ B4.2 Part B of this NZFrameworkis not a Standard and hence does not define
standards for any particular definition, recogmtioneasurement or disclosure
issue. Nothing in Part B of this N&rameworkoverrides any specific Standard.
The NZPrefaceoutlines the requirements of New Zealand EquivalerAS 8
Accounting Policies, Changes in Accounting Estimates Errors(NZ IAS 8) in
relation to developing accounting policies in tihsence of a specific Standard|or
an interpretation of a Standard that specificalhplees to a transaction, other
event or condition.

NZ B4.3 The New Zealand National Standard Setter rasegithat in a limited number of
cases there may be a conflict between Part B of NaisFramework and a
specific Standard. In those cases where thereadsfict, the requirements of th
Standard prevail over those of Part B of this NAmework As, however, the
IASB and the New Zealand National Standard Setter vellghided by their
respectiveFrameworls in the development of future Standards and inr the
review of existing Standards, the number of casesooflict between Part B of
this NZ Frameworkand Standards will diminish through time.

NZ B4.4 Part B of this NZErameworkwill be revised from time to time.

D

Scope

B5 Part B of this NZ-rameworkdeals with:
(a) the objective of financial statements;

(b) the qualitative characteristics that deterntree usefulness of information
in financial statements;

(c) the definition, recognition and measurementhaf elements from which
financial statements are constructed; and

(d) concepts of capital and capital maintenance.

Unless otherwise stated, references to Standarifés document should be read as referencestto bo
New Zealand equivalents to IFRSs (as defined in Kealand equivalent to IFRSFirst-time Adoption

of New Zealand Equivalents to International FinaicReporting Standargsand other Financial
Reporting Standards applicable to entities thatlelopted New Zealand equivalents to IFRSs.
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Part B of this NZFramework is concerned with general purpose financial
statements (hereafter referred to as “financialtestants”), including
consolidated financial statements. Such finanstatements are prepared and
presented at least annually and are directed towsedcommon information
needs of a wide range of users. Some of these osgrgequire, and have the
power to obtain, information in addition to that tmined in the financial
statements. Many users, however, have to rely efirlancial statements as their
major source of financial information and such ficial statements should,
therefore, be prepared and presented with theirsngediew. Special purpose
financial reports, for example, prospectuses anthptoations prepared for
taxation purposes, are outside the scope of Padf Bhis NZ Framework
Nevertheless, Part B of this NZameworkmay be applied in the preparation of
such special purpose reports where their requiresmsrmit.

Financial statements form part of the procesnaincial reporting. A complete
set of financial statements normally includes aabe¢ sheet, an income
statement, a statement of cash flows and a stateofieritanges in equity, and
those notes and other statements and explanatdeyiatdhat are an integral part
of the financial statements. They may also inclsdgplementary schedules and
information based on or derived from, and expediedoe read with, such
statements. Such schedules and supplementarymafion may deal, for
example, with financial information about industraid geographical segments
and disclosures about the effects of changing gri¢énancial statements do not,
however, include such items as reports by direcgisements by the chairman,
discussion and analysis by management and sirtelasithat may be included in
an annual or interim report. [Amended in Part B N¥ Framework for
consistency with the explanation of a complete defimancial statements in
NZ IAS 1 Presentation of Financial Statemeits

NZ B7.1 A financial report may include financial satents, non-financial statemernts

such as statements of service performance and esupptary information
which is additional to the information in financg&thtements.

B8

Part B of this NA&rameworkapplies to the financial statements of public ffiene
entities. A reporting entityis an entity for which there are users who relyhmn t
financial statements as their major source of famdninformation about the
entity. [Amended in Part B NEramework—first sentence adapted to remove
reference to commercial entities.]

This definition of a reporting entity differs that used in the Financial Reporting Act 1993. The

Financial Reporting Act 1993 defines a reportintitgras:

(@) Anissuer; or

(b) A company, other than an exempt company; or

(c) A person that is required by any Act, othemthiais Act, to comply with this Act as if it were a
reporting entity. The definition in the Financialeforting Act is used to establish a legal
requirement for certain entities to report in ademce with NZ GAAP.
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NZ B8.1 An obligation to prepare general purposerfoi@ statements often derives

from legislation, regulations, common law, an ergityconstitution or
contractual arrangements.

NZ B8.2 Types of reporting entities include compangovernment departments, Croywn

NZ B8.3 The application of Part B of this NZramework is outlined in

entities, local authorities, and other not-for-jr@htities including trusts angd
charities. New Zealand Standards contain requiresnentrelation to all
entities. Certain requirements within Standarddyafgpsome entities only (fof
example, public benefit entities).

paragraph NZ B4.1.

B9

Users and their information needs

The users of financial statements include presamd potential investors,

employees, lenders, suppliers and other tradetorsdicustomers, governments
and their agencies and the public. They use fimhrstatements in order to

satisfy some of their different needs for informati These needs include the
following:

(a) Investors. The providers of risk capital and their advisars concerned
with the risk inherent in, and return provided bheit investments. They
need information to help them determine whether gfeuld buy, hold or
sell. Shareholders are also interested in infdonawhich enables them
to assess the ability of the entity to pay dividend

(b) Employees. Employees and their representative groups aegeistied in
information about the stability and profitability their employers. They
are also interested in information which enablesnth@ assess the ability
of the entity to provide remuneration, retiremeanéfits and employment
opportunities.

(c) Lenders. Lenders are interested in information that ersmllem to
determine whether their loans, and the interesthitig to them, will be
paid when due.

(d)  Suppliers and other trade creditorsSuppliers and other creditors are
interested in information that enables them to rieitee whether amounts
owing to them will be paid when due. Trade creditams likely to be
interested in an entity over a shorter period tleenders unless they are
dependent upon the continuation of the entity spr customer.

(e) Customers. Customers have an interest in information abdwe t
continuance of an entity, especially when they havelong-term
involvement with, or are dependent on, the entity.

)] Governments and their agenciessovernments and their agencies are
interested in the allocation of resources and,efloee, the activities of

*

The NZPrefacecontains an explanation of the term public bereefitties.
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entities. They alsoequire information in order to regulate the atita
of entities, determine taxation policies and astthgis for national income
and similar statistics.

Public. Entities affect members of the public in a varief ways. For
example, entities may make a substantial contobutio the local
economy in many ways, including the number of petipdy employ and
their patronage of local suppliers. Financial estants may assist the
public by providing information about the trendslarcent developments
in the prosperity of the entity and the range fittivities.

NZ B9.1 The users of financial statements in the Nesmlahd context also includ
funders and financial supporters (for example, ageps and donors), ar
elected or appointed representatives. Their nieetlsde the following:

(@)

(b)

o d

Funders or financial supporters. Funders arfaml supporters provid
a source of cash and/or resources that does netajera direct retur
(unlike a loan) and is not provided in exchangedioect benefits (good
or services) for themselves. The funder or finahsupporter generall
provides taxation, grants or donations to the ntifhis class of user
includes the past, present and potential fundedsfiaancial supporter
of the entity. When funders and financial suppsrigrovide resource
that are used to supply goods and services to tarties they are
interested in the quality of the goods and serviresluced and whetheg
the goods and services were produced in accordanite relevant
contracts or agreements. As with customers thathpsec goods an
services directly from an entity, funders and ficiah supporters aré
interested in information about the continuancemfentity, such as it
sustainability, flexibility and vulnerability.
Elected or appointed representatives. MembgiRadiament and locall
authority councillors represent their respectivectdrates. Members ¢
a governing body represent the interests of spegifoups or entities|
Elected or appointed representatives use finastaéments to assess
entity’s actual achievement against its formal otiyes and targets an
hold an entity accountable for its performance ctSusers are likely t¢
use financial statements in conjunction with normficial information.
Where the elected or appointed representatives responsibility for
the long-term financial performance of an entitgeythmay also be
interested in its sustainability, flexibility andimerability.

(2B NN = T VT <O

=

[oN )
>

B10 While all of the information needs of theseraseannot be met by financial
statements, there are needs which are common taeseis. As investors are
providers of risk capital to the entity, the praeis of financial statements that
meet their needs will also meet most of the needstlodr users that financial
statements can satisfy.

71 © Copyright



NZ FRAMEWORK: PART B — PUBLIC BENEFIT ENTITIES ONLY

Bl1

The managemenof an entity has the primary responsibility foe threparation
and presentation of the financial statements ofdtiity. Management is also
interested in the information contained in the ficial statements even though it
has access to additional management and finam¢@mation that helps it carry
out its planning, decision-making and control resgbilities. Management has
the ability to determine the form and content oftsadditional information in
order to meet its own needs. The reporting of saébrmation, however, is
beyond the scope of Part B of this REamework Nevertheless, published
financial statements are based on the informatgsd lbby management about the
financial position, performance and changes inrfai@ position of the entity.
[Footnote on definitions of management inserteBart B of NZFramework]

The objective of financial statements

B12

B13

B14

The objective of financial statements is tove information about the financial
position, performance and changes in financialtpwsf an entity that is useful
to a wide range of users in making economic decgsion

Financial statements prepared for this purposet the common needs of most
users. However, financial statements do not proaibihe information that users
may need to make economic decisions since thegliamprtray the financial
effects of past events and do not necessarily geovon-financial information.

Financial statements also show the results@&tawardship of management, or
the accountability of management for the resousrgsusted to it. Those users
who wish to assess the stewardship or accountabilitpanagement do so in
order that they may make economic decisions; thesisions may include, for
example, whether to hold or sell their investmenttia entity or whether to
reappoint or replace the management.

New Zealand Equivalent to IAS Related Party Disclosure@NZ IAS 24) defines “key management

personnel” as those persons having authority asgoresibility for planning, directing and controtiin
the activities of the entity, directly or indiregtincluding any director (whether executive oresthise)
of that entity.
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NZ B14.1In addition to making economic decisions,déscussed in paragraphs B12|to
B14, users of financial statements of New Zealandtiemtmay also be
interested in how well an entity has demonstrateddtuntability in relation
to a range of obligations including the entity’smggiance with legislation
regulations, common law and contractual arrangements

NZ B14.2 An entity may demonstrate its accountabitityelation to its obligations in it
financial statements or in non-financial statemeantsl other supplementa
information. Accountability requires that an entitgflect the nature an
dimensions of performance that are relevant tcetiigy by:

@ identifying the objectives and targets (finahc@ non-financial)
normally established by formal process; and

(b) recognising, measuring and disclosing actubles®ments in relation to
those objectives and targets.

S.L< 1°2)

Financial position, performance and changes in
financial position

B15 The economic decisions that are taken by udfefinancial statements require an
evaluation of the ability of an entity to generatesh and cash equivalents and of
the timing and certainty of their generation. Talkslity ultimately determines,
for example, the capacity of an entity to pay itsptoyees and suppliers, meet
interest payments, repay loans and make distribsitio its owners. Users are
better able to evaluate this ability to generathand cash equivalents if they are
provided with information that focuses on the finahposition, performance and
changes in financial position of an entity.

B16 The financial position of an entity is affectbg the economic resources it
controls, its financial structure, its liquidity érsolvency, and its capacity to
adapt to changes in the environment in which it af@s: Information about the
economic resources controlled by the entity andatgacity in the past to modify
these resources is useful in predicting the abilitthe entity to generate cash and
cash equivalents in the future. Information abimencial structure is useful in
predicting future borrowing needs and how future igand cash flows will be
distributed among those with an interest in the tgniit is also useful in
predicting how successful the entity is likely to imeraising further finance.
Information about liquidity and solvency is usefiulpredicting the ability of the
entity to meet its financial commitments as thel dae. Liquidity refers to the
availability of cash in the near future after takiraccount of financial
commitments over this period. Solvency referdiadvailability of cash over the
longer term to meet financial commitments as ttadlydue.

B17 Information about the performance of an enfityparticular its profitability, is
required in order to assess potential changeseiretionomic resources that it is
likely to control in the future. Information abougriability of performance is
important in this respect. Information about parfance is useful in predicting
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the capacity of the entity to generate cash flowsnfits existing resource base. It
is also useful in forming judgements about theaffieness with which the entity
might employ additional resources.

B18 Information concerning changes in the finanpiadition of an entity is useful in
order to assess its investing, financing and ojmyasctivities during the
reporting period. This information is useful iropiding the user with a basis to
assess the ability of the entity to generate cashcash equivalents and the needs
of the entity to utilise those cash flows. In consting a statement of changes in
financial position, funds can be defined in variouays, such as all financial
resources, working capital, liquid assets or cdsb.attempt is made in Part B of
this NZ Frameworkto specify a definition of funds.

B19 Information about financial position is primgriprovided in a balance sheet.
Information about performance is primarily providedan income statement.
Information about changes in financial position povided in the financial
statements by means of a separate statement.

B20 The component parts of the financial statemansrelate because they reflect
different aspects of the same transactions or odwents. Although each
statement provides information that is differeminfrthe others, none is likely to
serve only a single purpose or provide all therimi@tion necessary for particular
needs of users. For example, an income statemevitips an incomplete picture
of performance unless it is used in conjunction wita balance sheet and the
statement of changes in financial position.

Non-financial and supplementary information

NZ B20.1 In order to assist users of financial stegets in making economic decisions
and in forming assessments of an entity’s accoilitiafor its obligations, an
entity may provide a range of non-financial and @ementary informatiorn
including:

@ historical information;
(b) interpretive comment;
(c) prospective information;
(d) service performance information;
(e) information on compliance with legislation; and
() key value driver information.
Nz B20.2 Historical information reports on past traetfons and events.

© Copyright 74



NZ FRAMEWORK: PART B — PUBLIC BENEFIT ENTITIES ONLY

NZ B20.3 Interpretive comment reports on reportesults. For example, narrative

NZ B20.4 Prospective information reports on the ptéd effects of past transactions

NZ B20.5 Service performance is the term used terdes an entity’s performance i

NZ B20.6 An entity may have an obligation to repoervice performance when

NZ B20.7 Entities have a range of legal obligatioms¢luding compliance wit

NZ B20.8 Non-financial information might also focus wlentifying and describing th

comment could explain the relationship between ri@tehanges in financial
elements and the entity’s history, objectives, enirractivities and changes |n
the external environment (including the economitysgical and social
environment) or objectives.

and events and the likely effects of proposed #etisns and events. It is
commonly disclosed in narrative and/or quantitatfeem. For example
narrative information could provide an assessmehnthe entity’'s future
impacts and prospects, focusing on how anticipatethges in the external
environment (including the economic, physical andia environment) migh
affect results, liquidity and risk. In contrasyantitative information coulg
take the form of predictive results for anticipatedonomic, social of
environmental effects based on proposed coursastioi.

N

meeting its objectives of supplying goods and ses/i An entity’s service
performance is assessed by comparing the entiéyisce performance resul
with its service performance objectives. Servicqumance objectives an
results are reported in non-financial terms, sushgaantities of goods an
services provided.

o 9w

—

receives funding from one party (the ratepayer,dibieor etc) but delivers (g
arranges to deliver) outputs (goods and serviceshitd parties (the gener
public, the disabled etc). This relationship oscwhen the entity has the
coercive power to tax, rate or levy to obtain publicds, or the entity receivgs
donations from the public. For example, this ielehip exists where th
entity reporting is a charity that receives donaidrom the public bu
provides services to third parties such as thebtisa Similarly, a loca
authority may charge rates to property owners bavige a park and other
services to the general public as third parties.

=

legislation governing health and safety, humanueses and protection of the
environment. Such obligations may impact uponrfagia performance, o
information from the financial statements may bediso demonstrate an
entity’s commitment to these obligations. In adiitisome entities have leggal
obligations to operate in accordance with approvetbts.

key business, operational and strategic factorsidaan entity. Key valu
driver information can encompass a broad range edsures including sales
growth, profit, client satisfaction, measures of theality of goods an
services, and supplier relationships.
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B21

Notes and supplementary schedules

The financial statements also contain notes sugplementary schedules and
other information. For example, they may contaidional information that is
relevant to the needs of users about the itembdnbalance sheet and income
statement. They may include disclosures aboutribles and uncertainties
affecting the entity and any resources and obbgatinot recognised in the
balance sheet (such as mineral reserves). Infamatbout geographical and
industry segments and theffect on the entity of changing prices may also be
provided in the form of supplementary information.

Underlying assumptions

B22

B23

Accrual basis

In order to meet their objectives, financiatsments are prepared on the accrual
basis of accounting. Under this basis, the effettsansactions and other events
are recognised when they occur (and not as casis equivalent is received or
paid) and they are recorded in the accounting dscand reported in the financial
statements of the periods to which they relate.airal statements prepared on
the accrual basis inform users not only of pastsaations involving the payment
and receipt of cash but also of obligations to pagh in the future and of
resources that represent cash to be received futine. Hence, they provide the
type of information about past transactions an@io#vents that is most useful to
users in making economic decisions.

Going concern

The financial statements are normally preparethe assumption that an entity is
a going concern and will continue in operation fog foreseeable future. Hence,
it is assumed that the entity has neither the ti@emor the need to liquidate or
curtail materially the scale of its operationssifch an intention or need exists,
the financial statements may have to be prepared different basis and, if so,
the basis used is disclosed.

Qualitative characteristics of financial statements

B24

Qualitative characteristics are the attribulted inake the information provided in
financial statements useful to users. The foungypial qualitative characteristics
are understandability, relevance, reliability andparability.
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Understandability

An essential quality of the information providiedfinancial statements is that it
is readily understandable by users. For this pggpasers are assumed to have a
reasonable knowledge of business and economic tadivdnd accounting and a
willingness to study the information with reasonali#igence. However,
information about complex matters that should belutled in the financial
statements because of its relevance to the econdetision-making needs of
users should not be excluded merely on the grothmtsit may be too difficult
for certain users to understand.

Relevance

To be useful, information must be relevant® decision-making needs of users.
Information has the quality of relevance when itluahces the economic

decisions of users by helping them evaluate passepnt or future events or

confirming, or correcting, their past evaluations.

The predictive and confirmatory roles of infation are interrelated. For
example, information about the current level andcttire of asset holdings has
value to users when they endeavour to predict tlilgyabf the entity to take
advantage of opportunities and its ability to re¢acadverse situations. The same
information plays a confirmatory role in respect pEst predictions about, for
example, the way in which the entity would be strueduor the outcome of
planned operations.

Information about financial position and pastfprmance is frequently used as
the basis for predicting future financial positiamd performance and other
matters in which users are directly interested, sashdividend and wage
payments, security price movements and the abilftghe entity to meet its

commitments as they fall due. To have predictiati®, information need not be
in the form of an explicit forecast. The ability make predictions from financial
statements is enhanced, however, by the manner ichwhformation on past

transactions and events is displayed. For exantipée predictive value of the

income statement is enhanced if unusual, abnormdl iafrequent items of

income or expense are separately disclosed.

Materiality

The relevance of information is affected byritgdure and materiality. In some
cases, the nature of information alone is sufficterdetermine its relevance. For
example, the reporting of a new segment may affexztassessment of the risks
and opportunities facing the entity irrespectivettod materiality of the results

achieved by the new segment in the reporting peribbdother cases, both the
nature and materiality are important, for examftie,amounts of inventories held
in each of the main categories that are appropetiee business.
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B30

Information is material if its omission or nts®ment could influence the
economic decisions of users taken on the basisheffinancial statements.
Materiality depends on the size of the item or ejtaged in the particular
circumstances of its omission or misstatement. sThuateriality provides a
threshold or cut-off point rather than being a @uiynqualitative characteristic
which information must have if it is to be useful.

Nz B30.1In addition to the guidance in paragrapl® B&missions or misstatements |of

items are material if they could, individually oollectively, influence the
decisions or assessments of users made on thedb#isésfinancial statements

B31

B32

B33

B34

Reliability

To be useful, information must also be reliableformation has the quality of
reliability when it is free from material error abéhs and can be depended upon
by users to represent faithfully that which it eitiparports to represent or could
reasonably be expected to represent.

Information may be relevant but so unrelialbleature or representation that its
recognition may be potentially misleading. For repée, if the validity and
amount of a claim for damages under a legal actimn disputed, it may be
inappropriate for the entity to recognise the fathount of the claim in the
balance sheet, although it may be appropriate szlaie the amount and
circumstances of the claim.

Faithful representation

To be reliable, information must representhfaily the transactions and other
events it either purports to represent or couldaaably be expected to represent.
Thus, for example, a balance sheet should repréasiginfully the transactions and
other events that result in assets, liabilities eqdity of the entity at the reporting
date which meet the recognition criteria.

Most financial information is subject to sonigkrof being less than a faithful
representation of that which it purports to portraihis is not due to bias, but
rather to inherent difficulties either in identifig the transactions and other
events to be measured or in devising and applyiegsarement and presentation
techniques that can convey messages that corresgtinthose transactions and
events. In certain cases, the measurement ofrthedial effects of items could
be so uncertain that entities generally would nobgeise them in the financial
statements; for example, although most entitieegaa goodwill internally over
time, it is usually difficult to identify or measaithat goodwill reliably. In other
cases, however, it may be relevant to recognisesitmad to disclose the risk of
error surrounding their recognition and measurement
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Substance over form

If information is to represent faithfully theahsactions and other events that it
purports to represent, it is necessary that theyaacounted for and presented in
accordance with their substance and economic reatlitynot merely their legal
form. The substance of transactions or other evismot always consistent with
that which is apparent from their legal or contrifedm. For example, an entity
may dispose of an asset to another party in sushyathat the documentation
purports to pass legal ownership to that party; nbetess, agreements may exist
that ensure that the entity continues to enjoy fileire economic benefits
embodied in the asset. In such circumstances,ejherting of a sale would not
represent faithfully the transaction entered ifftinfleed there was a transaction).

Neutrality

To be reliable, the information contained imaficial statements must be neutral,
that is, free from bias. Financial statementsraxteneutral if, by the selection or
presentation of information, they influence the mglof a decision or judgement
in order to achieve a predetermined result or ou&o

Prudence

The preparers of financial statements do, howevave to contend with the
uncertainties that inevitably surround many eveamnis circumstances, such as the
collectability of doubtful receivables, the probabliseful life of plant and
equipment and the number of warranty claims that atgur. Such uncertainties
are recognised by the disclosure of their natutkeatent and by the exercise of
prudence in the preparation of the financial steteis1 Prudence is the inclusion
of a degree of caution in the exercise of the jutg@s needed in making the
estimates required under conditions of uncertasitgh that assets or income are
not overstated and liabilities or expenses are uraterstated. However, the
exercise of prudence does not allow, for exampke ctieation of hidden reserves
or excessive provisions, the deliberate undersenémmf assets or income, or the
deliberate overstatement of liabilities or expenpsbecause the financial
statements would not be neutral and, thereforehaet the quality of reliability.

Completeness
To be reliable, the information in financiaht&ments must be complete within

the bounds of materiality and cost. An omission camse information to be false
or misleading and thus unreliable and deficierteims of its relevance.
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B39

B40

B41

B42

B43

Comparability

Users must be able to compare the financiamsitts of an entity through time
in order to identify trends in its financial poseiti and performance. Users must
also be able to compare the financial statementiffe#frent entities in order to
evaluate their relative financial position, perfamee and changes in financial
position. Hence, the measurement and display offitteacial effect of like
transactions and other events must be carriednoaitdonsistent way throughout
an entity and over time for that entity and in angistent way for different
entities.

An important implication of the qualitative chateristic of comparability is that
users be informed of the accounting policies emgdoin the preparation of the
financial statements, any changes in those polieied the effects of such
changes. Users need to be able to identify diffeerbetween the accounting
policies for like transactions and other eventdusethe same entity from period
to period and by different entities. CompliancehwNZ GAAP, including the
disclosure of the accounting policies used by tméitye helps to achieve
comparability. [Amended in Part B of NAamework- final sentence, reference
to NZ GAAP inserted.]

The need for comparability should not be coedusvith mere uniformity and

accounting standards. It is not appropriate foeatity to continue accounting in
the same manner for a transaction or other evetieifpolicy adopted is not in

keeping with the qualitative characteristics of vatece and reliability. It is also

inappropriate for an entity to leave its accountdjcies unchanged when more
relevant and reliable alternatives exist.

Because users wish to compare the financiatiposiperformance and changes
in financial position of an entity over time, it important that the financial
statements show corresponding information for tleeguling periods.

Constraints on relevant and reliable information

Timeliness

If there is undue delay in the reporting ofoimhation it may lose its relevance.
Management may need to balance the relative mafriisnely reporting and the

provision of reliable information. To provide imfoation on a timely basis it

may often be necessary to report before all aspécisransaction or other event
are known, thus impairing reliability. Conversefyteporting is delayed until all

aspects are known, the information may be highlgloé but of little use to users
who have had to make decisions in the interim. chieving a balance between
relevance and reliability, the overriding considiera is how best to satisfy the
economic decision-making needs of users.
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Balance between benefit and cost

The balance between benefit and cost is a peevasnstraint rather than a
qualitative characteristic. The benefits deriveshf information should exceed
the cost of providing it. The evaluation of betsefand costs is, however,
substantially a judgmental process. Furthermwe cbsts do not necessarily fall
on those users who enjoy the benefits. Benefits atsy be enjoyed by users
other than those for whom the information is pregafer example, the provision
of further information to lenders may reduce therdweing costs of an entity.
For these reasons, it is difficult to apply a doshefit test in any particular case.
Nevertheless, standard-setters in particular, asagethe preparers and users of
financial statements, should be aware of this caimtr

Balance between qualitative characteristics

In practice a balancing, or trade-off, betweenalitative characteristics is often
necessary. Generally the aim is to achieve an pppte balance among the
characteristics in order to meet the objectiveirdricial statements. The relative
importance of the characteristics in different sagea matter of professional
judgment.

True and fair view/fair presentation

Financial statements are frequently descrilseshawing a true and fair view of,
or as presenting fairly, the financial position,rfpemance and changes in
financial position of an entity. Although Part B this NZ Frameworkdoes not
deal directly with such concepts, the applicationtleé principal qualitative
characteristics and of appropriate accounting statsd normally results in
financial statements thabnvey what isgenerally understood as a true and fair
view of, or as presenting fairly such information.

The elements of financial statements

B47

Financial statements portray the financial @ffef transactions and other events
by grouping them into broad classes according é@r thconomic characteristics.
These broad classes are termed the elements afcfahastatements. The
elements directly related to the measurement @nfifal position in the balance
sheet are assets, liabilities and equity. The etesndirectly related to the
measurement of performance in the income statearenincome and expenses.
The statement of changes in financial position Igueaflects income statement
elements and changes in balance sheet elemenwdigty, Part B of this
NZ Frameworkidentifies no elements that are unique to thiestant.

For details of regulatory requirements in New |Zed, refer to the Financial Reporting Act 1993 th
Public Finance Act 1989 and the Local Governmerit2802. Refer also to NZ IAS 1, paragraph 21.
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B48 The presentation of these elements in the balaheet and the income statement
involves a process of sub-classification. For gxamassets and liabilities may
be classified by their nature or function in thesipess of the entity in order to
display information in the manner most useful terasfor purposes of making
economic decisions.

Financial Position

B49 The elements directly related to the measurémiefinancial position are assets,
liabilities and equity. These are defined as fofio

(@) An asset is a resource controlled by the eastya result of past events
and from which future economic benefits are expedtedlow to the
entity.

(b) A liability is a present obligation of the emtarising from past events, the
settlement of which is expected to result in anloutffrom the entity of
resources embodying economic benefits.

(c) Equity is the residual interest in the assétthe entity after deducting all
its liabilities.

NZ B49.1 Part B of this NFrameworkuses the term “future economic benefits”. This
term is to be read as having the same meaningea®iim “service potential”
Assets provide a means for entities to achieve titgectives. Assets that are
used to deliver goods and services in accordande avitentity’s objectives
but which do not directly generate net cash inflows aften described a
embodying “service potential.” Assets that are usedyenerate net cas
inflows are often described as embodying “futurenecoic benefits.”

> 0

B50 The definitions of an asset and a liabilityntiy their essential features but do
not attempt to specify the criteria that need taris before they are recognised
in the balance sheet. Thus, the definitions enmgbit@mns that are not recognised
as assets or liabilities in the balance sheet Isecthey do not satisfy the criteria
for recognition discussed in paragraphs B82 to B@&oarticular, the expectation
that future economic benefits will flow to or from antity must be sufficiently
certain to meet the probability criterion in pamgun B83 before an asset or
liability is recognised.

B51 In assessing whether an item meets the defindfcan asset, liability or equity,
attention needs to be given to its underlying st and economic reality and
not merely its legal form. Thus, for example, lre tcase of finance leases, the
substance and economic reality are that the lessmgires the economic benefits
of the use of the leased asset for the major faits auseful life in return for
entering into an obligation to pay for that right amount approximating to the
fair value of the asset and the related financegeha Hence, the finance lease
gives rise to items that satisfy the definitionasf asset and a liability and are
recognised as such in the lessee’s balance sheet.
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Balance sheets drawn up in accordance with dugtamdards may include items
that do not satisfy the definitions of an assdiatility and are not shown as part
of equity. The definitions set out in paragrapt9Bull, however, underlie future
reviews of existing Standards and the formulatiofudgher Standards.

Assets

The future economic benefit embodied in antassthe potential to contribute,

directly or indirectly, to the flow of cash and casduivalents to the entity. The
potential may be a productive one that is parthef operating activities of the

entity. It may also take the form of convertilyilinto cash or cash equivalents or
a capability to reduce cash outflows, such as whealtemative manufacturing

process lowers the costs of production.

An entity usually employs its assets to prodgoeds or services capable of
satisfying the wants or needs of customers; bectiiese goods or services can
satisfy these wants or needs, customers are prepaealy for them and hence
contribute to the cash flow of the entity. Cashblftsenders a service to the entity
because of its command over other resources.

The future economic benefits embodied in artasgmy flow to the entity in a
number of ways. For example, an asset may be:

(a) used singly or in combination with other asgethie production of goods
or services to be sold by the entity;

(b) exchanged for other assets;
(c) used to settle a liability; or
(d) distributed to the owners of the entity.

Many assets, for example, property, plant adpenent, have a physical form.
However, physical form is not essential to the eristeof an asset; hence patents
and copyrights, for example, are assets if futememic benefits are expected to
flow from them to the entity and if they are conliedl by the entity.

Many assets, for example, receivables and prgpare associated with legal
rights, including the right of ownership. In deténing the existence of an asset,
the right of ownership is not essential; thus, fxaraple, property held on a lease
is an asset if the entity controls the benefits Whice expected to flow from the
property. Although the capacity of an entity to wohbenefits is usually the
result of legal rights, an item may nonethelessfyathe definition of an asset
even when there is no legal control. For examptewkhow obtained from a
development activity may meet the definition of asset when, by keeping that
know-how secret, an entity controls the benefits #na expected to flow from it.

The assets of an entity result from past tretimas or other past events. Entities
normally obtain assets by purchasing or produdiegn, but other transactions or
events may generate assets; examples include propeeived by an entity from
government as part of a programme to encourageoegorgrowth in an area and
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the discovery of mineral deposits. Transactionsvents expected to occur in the
future do not in themselves give rise to assetscdefor example, an intention to
purchase inventory does not, of itself, meet tHendien of an asset.

B59 There is a close association between incurnpgrditure and generating assets
but the two do not necessarily coincide. Hence, when entity incurs
expenditure, this may provide evidence that furgenomic benefits were sought
but is not conclusive proof that an item satisfythg definition of an asset has
been obtained. Similarly the absence of a relatgueénditure does not preclude
an item from satisfying the definition of an asaetl thus becoming a candidate
for recognition in the balance sheet; for examipams that have been donated to
the entity may satisfy the definition of an asset.

Liabilities

B60 An essential characteristic of a liability istlthe entity has a present obligation.
An obligation is a duty or responsibility to act perform in a certain way.
Obligations may be legally enforceable as a conserpuef a binding contract or
statutory requirement. This is normally the cd®e, example, with amounts
payable for goods and services received. Obligatalso arise, however, from
normal business practice, custom and a desire totaa good business relations
or act in an equitable manner. If, for example eatity decides as a matter of
policy to rectify faults in its products even whérese become apparent after the
warranty period has expired, the amounts that aped®&d to be expended in
respect of goods already sold are liabilities.

B61 A distinction needs to be drawn between a presbtigation and a future
commitment. A decision by the management of artyetdiacquire assets in the
future does not, of itself, give rise to a presaritgation. An obligation normally
arises only when the asset is delivered or theyeatiters into an irrevocable
agreement to acquire the asset. In the latter, ¢hserrevocable nature of the
agreement means that the economic consequenceailiof fto honour the
obligation, for example, because of the existerfca substantial penalty, leave
the entity with little, if any, discretion to avoille outflow of resources to another
party.

B62 The settlement of a present obligation usualolves the entity giving up
resources embodying economic benefits in ordeatisfy the claim of the other
party. Settlement of a present obligation may oéoua number of ways, for
example, by:

(@) payment of cash;

(b) transfer of other assets;

(c) provision of services;

(d) replacement of that obligation with another gafion; or
(e) conversion of the obligation to equity.

An obligation may also be extinguished by other measuch as a creditor
waiving or forfeiting its rights.
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Liabilities result from past transactions onet past events. Thus, for example,
the acquisition of goods and the use of services gse to trade payables (unless
paid for in advance or on delivery) and the receipa bank loan results in an

obligation to repay the loan. An entity may alsoognise future rebates based
on annual purchases by customers as liabilitiedyincase, the sale of the goods
in the past is the transaction that gives risééoliability.

Some liabilities can be measured only by usisgbstantial degree of estimation.
Some entities describe these liabilities as prowsi In some countries, such
provisions are not regarded as liabilities becatige concept of a liability is
defined narrowly so as to include only amounts tzat be established without
the need to make estimates. The definition odlaillity in paragraph B49 follows
a broader approach. Thus, when a provision involvgsesent obligation and
satisfies the rest of the definition, it is a liigi even if the amount has to be
estimated. Examples include provisions for paysiéatbe made under existing
warranties and provisions to cover pension obligetio

Equity

Although equity is defined in paragraph B4%@assidual, it may be sub-classified
in the balance sheet. For example, in a corpaatity, funds contributed by
shareholders, retained earnings, reserves repregeappropriations of retained
earnings and reserves representing capital mamteradjustments may be shown
separately. Such classifications can be relewatitet decision-making needs of the
users of financial statements when they indicatal leg other restrictions on the
ability of the entity to distribute or otherwise apjis equity. They may also reflect
the fact that parties with ownership interests nineatity have differing rights in
relation to the receipt of dividends or the repaytmé capital.

The creation of reserves is sometimes requiyestatute or other law in order to

give the entity and its creditors an added meastupeotection from the effects of

losses. Other reserves may be established if métiar law grants exemptions

from, or reductions in, taxation liabilities wherarsfers to such reserves are
made. The existence and size of these legal, tetatand tax reserves is

information that can be relevant to the decisiorkim@needs of users. Transfers
to such reserves are appropriations of retaineuregs rather than expenses.

The amount at which equity is shown in the balastteet is dependent on the
measurement of assets and liabilities. Normallg,afgregate amount of equity

only by coincidence corresponds with the aggregateketn value of the shares of

the entity or the sum that could be raised by disgpof either the net assets on a
piecemeal basis or the entity as a whole on a gwingern basis.

Reporting entities may include sole propridigors, partnerships and trusts and
various types of government business undertakingbe legal and regulatory
Frameworkfor such entities is often different from that Bfpy to corporate
entities. For example, there may be few, if angtrietions on the distribution to
owners or other beneficiaries of amounts includeéduoity. Nevertheless, the
definition of equity and the other aspects of Baf this NZFrameworkthat
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B69

B70

deal with equity are appropriate for such entitigdmended in Part B of
NZ Framework—first sentence amended by deleting reference tonfoercial,
industrial and business activities"—New Zealand répgrentities engage in a
wider range of activities than this.]

Performance

Profit is frequently used as a measure of pewdoce or as the basis for other
measures, such as return on investment or earmiegshare. The elements
directly related to the measurement of profit areome and expenses. The
recognition and measurement of income and expensdshence profit, depends
in part on the concepts of capital and capital mesiance used by the entity
in preparing its financial statements. These cptxceare discussed in
paragraphs B102 to B110.

The elements of income and expenses are dedséullows:

(@) Income is increases in economic benefits dutfiegaccounting period in
the form of inflows or enhancements of assets oredses of liabilities
that result in increases in equity, other than ehetating to contributions
from equity participants.

(b) Expenses are decreases in economic benefitggdie accounting period
in the form of outflows or depletions of assetsranirrences of liabilities
that result in decreases in equity, other thanehekating to distributions
to equity participants.

Nz B70.1 In the context of public benefit entitiesferences to contributions from, pr

distributions to, equity participants should bedress contributions from, or
distributions to, equity holders acting in theipaaity as equity holders.

B71

B72

The definitions of income and expenses idetitigir essential features but do not
attempt to specify the criteria that would need ® rbet before they are
recognised in the income statement. Criteria Iier tecognition of income and
expenses are discussed in paragraphs B82 to B98.

Income and expenses may be presented in thmestatement in different ways
so as to provide information that is relevant fooromic decision-making. For
example, it is common practice to distinguish betwémse items of income and
expenses that arise in the course of the ordinetiyities of the entity and those
that do not. This distinction is made on the balsi the source of an item is
relevant in evaluating the ability of the entity ggenerate cash and cash
equivalents in the future; for example, incideratetivities such as the disposal of
a long-term investment are unlikely to recur on emgutar basis. When
distinguishing between items in this way consideratieeds to be given to the
nature of the entity and its operations. Itemst thidase from the ordinary
activities of one entity may be unusual in respéetinother.

© Copyright 86



B73

B74

B75

B76

B77

B78

B79

NZ FRAMEWORK: PART B — PUBLIC BENEFIT ENTITIES ONLY

Distinguishing between items of income and expesmsd combining them in
different ways also permits several measures oftyergerformance to be
displayed. These have differing degrees of inckreéss. For example, the
income statement could display gross margin, pris6itn ordinary activities

before taxation, profit from ordinary activitiedexf taxation, and net profit.

Income

The definition of income encompasses both negeand gains. Revenue arises in
the course of the ordinary activities of an endityd is referred to by a variety of
different names including sales, fees, interesiddnds, royalties and rent.

Gains represent other items that meet the tiefindof income and may, or may
not, arise in the course of the ordinary activittdsan entity. Gains represent
increases in economic benefits and as such areiffevedt in nature from
revenue. Hence, they are not regarded as consgjtati separate element in
Part B of this NZ-ramework

Gains include, for example, those arising ondisposal of non-current assets.
The definition of income also includes unrealisesing; for example, those
arising on the revaluation of marketable securitesl those resulting from
increases in the carrying amount of long term ass@then gains are recognised
in the income statement, they are usually displaggmhrately because knowledge
of them is useful for the purpose of making ecomddgcisions. Gains are often
reported net of related expenses.

Various kinds of assets may be received or amduarby income; examples
include cash, receivables and goods and servicesvesl in exchange for goods
and services supplied. Income may also result fiteensettlement of liabilities.

For example, an entity may provide goods and sesvio a lender in settlement
of an obligation to repay an outstanding loan.

Expenses

The definition of expenses encompasses lossagell as those expenses that
arise in the course of the ordinary activitiestof entity. Expenses that arise
the course of the ordinary activities of the entitylude, for example, cost of
sales, cost of services provided, wages and defpietiaThey usually take the
form of an outflow or depletion of assets such ashcand cash equivalents,
inventory, property, plant and equipment. [Secsetence amended in Part B of
NZ Framework— the words “cost of services provided” were inskite

Losses represent other items that meet thaitdefi of expenses and may, or may
not, arise in the course of the ordinary activiéshe entity. Losses represent
decreases in economic benefits and as such theyoadéferent in nature from
other expenses. Hence, they are not regarded eysasate element in Part B of
this NZ Framework
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B8O Losses include, for example, those resultioghfdisasters such as fire and flood,
as well as those arising on the disposal of noreatirassets. The definition of
expenses also includes unrealised losses, for dgarnipse arising from the
effects of increases in the rate of exchange foreign currency in respect of the
borrowings of an entity in that currency. When &sss@re recognised in the
income statement, they are usually displayed stggrbecause knowledge of
them is useful for the purpose of making econongiciglons. Losses are often
reported net of related income.

Capital maintenance adjustments

B81 The revaluation or restatement of assets afulities gives rise to increases or
decreases in equity. While these increases ordses meet the definition of
income and expenses, they are not included imitemie statement under certain
concepts of capital maintenance. Instead thesesitre included in equity as
capital maintenance adjustments or revaluationrvese These concepts of
capital maintenance are discussed in paragraph2 818110 of Part B of this
NZ Framework

Recognition of the elements of financial statements

B82 Recognition is the process of incorporatingttie balance sheet or income
statement an item that meets the definition oflament and satisfies the criteria
for recognition set out in paragraph B83. It inves the depiction of the item in
words and by a monetary amount and the inclusighatfamount in the balance
sheet or income statement totals. Items thatfgdkie recognition criteria should
be recognised in the balance sheet or income statenThe failure to recognise
such items is not rectified by disclosure of theaamting policies used nor by
notes or explanatory material.

B83 An item that meets the definition of an elenwrduld be recognised if:

(@) it is probable that any future economic benadisociated with the item
will flow to or from the entity; and

(b) the item has a cost or value that can be medswith reliability.

B84 In assessing whether an item meets these aritard therefore qualifies for
recognition in the financial statements, regarddsde be given to the materiality
considerations discussed in paragraphs B29 and B3Bbe interrelationship
between the elements means that an item that nieetiefinition and recognition
criteriafor a particular element, for example, an asset, autaaltirequires the
recognition of another element, for example, incama liability.
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The probability of future economic benefit

The concept of probability is used in the rettign criteria to refer to the degree
of uncertainty that the future economic benefitoagted with the item will flow
to or from the entity. The concept is in keepinghwihe uncertainty that
characterises the environment in which an entityratps. Assessments of the
degree of uncertainty attaching to the flow of fateconomic benefits are made
on the basis of the evidence available when theniah statements are prepared.
For example, when it is probable that a receivabledby an entity will be paid,
it is then justifiable, in the absence of any ewnitketo the contrary, to recognise
the receivable as an asset. For a large populefioaeceivables, however, some
degree of non-payment is normally considered prahabence an expense
representing the expected reduction in economiefiisnis recognised.

Reliability of measurement

The second criterion for the recognition ofit@m is that it possesses a cost or
value that can be measured with reliability as dised in paragraphs B31 to B38
of Part B of this NZ=ramework In many cases, cost or value must be estimated;
the use of reasonable estimates is an essenttabfpidae preparation of financial
statements and does not undermine their reliabiltdhen, however, a reasonable
estimate cannot be made the item is not recogivisée balance sheet or income
statement. For example, the expected proceeds &rdawsuit may meet the
definitions of both an asset and income as wellhasprobability criterion for
recognition; however, if it is not possible for ttlaim to be measured reliably, it
should not be recognised as an asset or as indbmesxistence of the claim,
however, would be disclosed in the notes, explanat@ierial or supplementary
schedules.

An item that, at a particular point in time |§aio meet the recognition criteria in
paragraph B83 may qualify for recognition at arakate as a result of subsequent
circumstances or events.

An item that possesses the essential charaieiid an element but fails to meet
the criteria for recognition may nonetheless warrdisclosure in the notes,
explanatory material or in supplementary schedul&his is appropriate when
knowledge of the item is considered to be relevanthie evaluation of the

financial position, performance and changes inriai@ position of an entity by

the users of financial statements.

Recognition of assets
An asset is recognised in the balance sheet whsrprobable that the future

economic benefits will flow to the entity and theetdsas a cost or value that can
be measured reliably.
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B90O

B91

B92

B93

B94

An asset is not recognised in the balance sWwben expenditure has been
incurred for which it is considered improbable teabnomic benefits will flow to
the entity beyond the current accounting periotstdad such a transaction results
in the recognition of an expense in the incomeestant. This treatment does not
imply either that the intention of management iouiming expenditure was other
than to generate future economic benefits for thtéyeor that management was
misguided. The only implication is that the degodecertainty that economic
benefits will flow to the entity beyond the currentcaunting period is
insufficient to warrant the recognition of an asset.

Recognition of liabilities

A liability is recognised in the balance sheeewlit is probable that an outflow
of resources embodying economic benefits will refwdin the settlement of a
present obligation and the amount at which theesattht will take place can be
measured reliably. In practice, obligations undentracts that are equally
proportionately unperformed (for example, liabddifor inventory ordered but
not yet received) are generally not recognised iasilities in the financial
statements. However, such obligations may meetéfinition of liabilities and,
provided the recognition criteria are met in thetipalar circumstances, may
qualify for recognition. In such circumstances;agnition of liabilities entails
recognition of related assets or expenses.

Recognition of income

Income is recognised in the income statementnwae increase in future
economic benefits related to an increase in art assedecrease of a liability has
arisen that can be measured reliably. This medansffect, that recognition of
income occurs simultaneously with the recognitionirfreases in assets or
decreases in liabilities (for example, the netéase in assets arising on a sale of
goods or services or the decrease in liabilitiesiray from the waiver of a debt
payable).

The procedures normally adopted in practice fecognising income, for

example, the requirement that revenue should beedaiare applications of the
recognition criteria in Part B of this NEramework Such procedures are
generally directed at restricting the recognitienirecome to those items that can
be measured reliably and have a sufficient degreertainty.

Recognition of expenses

Expenses are recognised in the income statembah a decrease in future
economic benefits related to a decrease in an ass&tincrease of a liability has
arisen that can be measured reliably. This mdansffect, that recognition of
expenses occurs simultaneously with the recognitioan increase in liabilities
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or a decrease in assets (for example, the accfuahployee entitlements or the
depreciation of equipment).

Expenses are recognised in the income statementhe basis of a direct
association between the costs incurred and the repmoii specific items of
income. This process, commonly referred to as the matclihgosts with
revenues, involves the simultaneous or combinedgrtion of revenues and
expenses that result directly and jointly from themme transactions or other
events; for example, the various components of msgenaking up the cost of
goods sold are recognised at the same time astbene derived from the sale of
the goods. However, the application of the matckimcept under Part B of this
NZ Framework does not allow the recognition of items in the bhea& sheet
which do not meet the definition of assets or liéiba.

When economic benefits are expected to arige sgveral accounting periods
and the association with income can only be broadlyndirectly determined,

expenses are recognised in the income statemetiteobasis of systematic and
rational allocation procedures. This is often 13segy in recognising the
expenses associated with the using up of assets ascproperty, plant,

equipment, goodwill, patents and trademarks; in soabes the expense is
referred to as depreciation or amortisation. Thakecation procedures are
intended to recognise expenses in the accountirigdsein which the economic
benefits associated with these items are consumexpire.

An expense is recognised immediately in the rimeostatement when an
expenditure produces no future economic benefitghmm, and to the extent that,
future economic benefits do not qualify, or ceasqualify, for recognition in the
balance sheet as an asset.

An expense is also recognised in the incomerse&it in those cases when a
liability is incurred without the recognition of asset, as when a liability under a
product warranty arises.

Measurement of the elements of financial statements

B99

B100

Measurement is the process of determining tbaetary amounts at which the
elements of the financial statements are to begr@sed and carried in the
balance sheet and income statement. This invoheeselection of the particular
basis of measurement.

A number of different measurement bases ardosexb to different degrees and
in varying combinations in financial statementsie¥ include the following:

(@) Historical cost. Assets are recorded at the amount of cash or cash
equivalents paid or the fair value of the consiteragiven to acquire
them at the time of their acquisition. Liabilitiese recorded at the
amount of proceeds received in exchange for thgyatidn, or in some
circumstances (for example, income taxes), at theuaits of cash or cash
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equivalents expected to be paid to satisfy theliliglin the normal course
of business.

(b)  Current cost. Assets are carried at the amount of cash or casiaents
that would have to be paid if the same or an egeitasset was acquired
currently. Liabilities are carried at the undisotad amount of cash or
cash equivalents that would be required to setdeftiligation currently.

(c) Realisable (settlement) valuéssets are carried at the amount of cash or
cash equivalents that could currently be obtaineddfling the asset in an
orderly disposal. Liabilities are carried at thegttlement values; that is,
the undiscounted amounts of cash or cash equigaéxpected to be paid
to satisfy the liabilities in the normal coursebofsiness.

(d) Present value. Assets are carried at the present discounted \ltiee
future net cash inflows that the item is expectedenerate in the normal
course of business. Liabilities are carried atghesent discounted value
of the future net cash outflows that are expectdzeteequired to settle the
liabilities in the normal course of business.

B101 The measurement basis most commonly adopteehtityes in preparing their
financial statements is historical cost. This sually combined with other
measurement bases. For example, inventories aedlysarried at the lower of
cost and net realisable value, marketable securiti@y be carried at market value
and pension liabilities are carried at their présesue. Furthermore, some
entities use the current cost basis as a responte tinability of the historical
cost accounting model to deal with the effects oéngding prices of non-
monetary assets.

THE ELEMENTS OF NON-FINANCIAL AND SUPPLEMENTARY INFORMAT ION

NZ B101.1 The elements reported in non-financial andplementary information an
how these elements are defined will depend on a raffgetors, including:

@ legislative requirements; and
(b) the entity’s specific objectives, activitiesdasccountability
obligations.
NZ B101.2 For example, the elements of service pediace are defined as inpu
outputs and outcomes.
NZ B101.3 The quality of the information presentachbn-financial and supplementary
information should be considered with regard todbaelitative characteristic

and constraints on those qualitative charactesisliscussed in paragraphs B24
to B45 of Part B of this NEramework

o

w

|2}

Technical Practice Aid No. Service Performance Reportif@PA-9) provides guidance on service
performance reporting.
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Concepts of capital and capital maintenance

B102

B103

B104

B105

Concepts of capital

A financial concept of capital is adopted bysientities in preparing their
financial statements. Under a financial conceptcapital, such as invested
money or invested purchasing power, capital is symmus with the net assets or
equity of the entity. Under a physical concept apital, such as operating
capability, capital is regarded as the productiapacity of the entity based on,
for example, units of output per day.

The selection of the appropriate concept pitabby an entity should be based
on the needs of the users of its financial statesnemhus, a financial concept of
capital should be adopted if the users of finanat@tements are primarily
concerned with the maintenance of nominal investguital or the purchasing
power of invested capital. If, however, the maina@n of users is with the
operating capability of the entity, a physical cepicof capital should be used.
The concept chosen indicates the goal to be attaméetermining profit, even
though there may be some measurement difficultiesnaking the concept
operational.

Concepts of capital maintenance and the
determination of profit

The concepts of capital in paragraph B102 gse to the following concepts of
capital maintenance:

(@) Financial capital maintenanceUnder this concept a profit is earned only
if the financial (or money) amount of the net assat the end of the
period exceeds the financial (or money) amount ef assets at the
beginning of the period, after excluding any disitions to, and
contributions from, owners during the period. Fitiah capital
maintenance can be measured in either nominal mgnenits or units of
constant purchasing power.

(b) Physical capital maintenanceUnder this concept a profit is earned only
if the physical productive capacity (or operatirapability) of the entity
(or the resources or funds needed to achieve HpHcity) at the end of
the period exceeds the physical productive capatitiye beginning of the
period, after excluding any distribution®, and contributions from,
owners during the period.

The concept of capital maintenance is conckwigh how an entity defines the
capital that it seeks to maintain. It provides lihkage between the concepts of
capital and the concepts of profit because it glesithe point of reference by
which profit is measured; it is a prerequisite fastidguishing between an
entity’s return on capital and its return of capitaly inflows of assets in excess
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B106

B107

B108

B109

B110

of amounts needed to maintain capital may be reghad profit and therefore as
a return on capital. Hence, profit is the residaalount that remains after
expenses (including capital maintenance adjustmevtiere appropriate) have
been deducted from income. If expenses exceedniadbe residual amount is a
net loss.

The physical capital maintenance concept reguhe adoption of the current
cost basis of measurement. The financial capishtanance concept, however,
does not require the use of a particular basis edsurement. Selection of the
basis under this concept is dependent on the tydeancial capital that the
entity is seeking to maintain.

The principal difference between the two coreeptcapital maintenance is the
treatment of the effects of changes in the prideassets and liabilities of the
entity. In general terms, an entity has maintaifiectapital if it has as much
capital at the end of the period as it had at tegirming of the period. Any
amount over and above that required to maintainctiptal at the beginning of
the period is profit.

Under the concept of financial capital mainter@awhere capital is defined in
terms of nominal monetary units, profit represehesincrease in nominal money
capital over the period. Thus, increases in thHeeprof assets held over the
period, conventionally referred to as holding gaiase, conceptually, profits.
They may not be recognised as such, however, tetiassets are disposed of in
an exchange transaction. When the concept of dinhoapital maintenance is
defined in terms of constant purchasing power upitfit represents the increase
in invested purchasing power over the period. Thaok; that part of the increase
in the prices of assets that exceeds the increatieeigeneral level of prices is
regarded as profit. The rest of the increaseeiatéd as a capital maintenance
adjustment and, hence, as part of equity.

Under the concept of physical capital mainterawhen capital is defined in
terms of the physical productive capacity, proéipresents the increase in that
capital over the period. All price changes affagtine assets and liabilities of the
entity are viewed as changes in the measuremenheofphysical productive
capacity of the entity; hence, they are treatedagétal maintenance adjustments
that are part of equity and not as profit.

The selection of the measurement bases armkpbof capital maintenance will
determine the accounting model used in the preparavf the financial
statements. Different accounting models exhibifedént degrees of relevance
and reliability and, as in other areas, managemmersgt seek a balance between
relevance and reliability. Part B of this NMZameworkis applicable to a range of
accounting models and provides guidance on prepaaind presenting the
financial statements constructed under the chosmtem At the present time, it
is not the intention of the FRSB or the IASB to prédse a particular model other
than in exceptional circumstances, such as forethergtities reporting in the
currency of a hyperinflationary economy. This itten will, however, be
reviewed in the light of world developments. [Ameddin Part B of
NZ Framework—reference to FRSB inserted.]
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Appendix to Part B
Rationale for NZ Changes to the IASB Framework
(1989) and IFRSs

This Appendix provides background to the changesnathe IASB Framework (1989) in
adopting the IASB Framework (1989) for applicatia Rart B of the NZ Framework. It
does not form part of Part B of the NZ Framework.

1

The ASRB announced in December 2002 that New Zeaatitles would be
required to apply IFRSs, issued by the IASB, for uminaccounting periods
commencing on or after 1 January 2007, but wouldcehhe option to adopt for
accounting periods commencing on or after 1 Jan2@0p.

The IASBFramework(1989), along with other IFRSs, is designed to baieg

to profit-oriented entities. IFRSs are not des@jte be applied to public sector
entities or other non-profit entities (collectivetgferred to as public benefit
entities) or to profit-oriented entities reporting broader economic, social and
environmental performance and resources.

In adopting the IASBFramework (1989) for application as Part B of the
NZ Framework applicable to the general purpose financial statés public
benefit entities, the FRSB has acted in accordattethe guidelines developed
by the ASRB regarding matters to be considered ireldping a New Zealand
equivalent to an international pronouncement.

In considering the type of changes required,RR&B considered the different
needs of public benefit entities and profit-oriehtentities. New Zealand’s
experience suggests that standards need to paicupeart attention in the
following areas.

(a) Information to meet user needs: Stakeholdersiging finance to public
benefit entities are predominantly funders andrfaia supporters rather
than investors. These groups are primarily seekirfigrmation for
accountability purposes rather than information ubtheir return on
investment.

(b) Reporting entity definition: the boundary ofetltonsolidated reporting
entity may have distinctive features, particulasligere legal instruments
of ownership such as shares do not exist.

(c) Assets: In the public benefit sector specialsideration needs to be given
to the reporting of assets that do not generath, aaere there is little
market evidence, and where the provision of an amséihe supply of
benefits arising from the asset are provided atmarket rates.

(d) Liabilities: Rules established regarding theognition of liabilities need
to consider the situation where public benefit egihave commitments,
whether general or specific, that do not arise olitmarket-style
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transactions, and how to account for this sort obn“exchange”
transaction.

5 Many of the above issues are not unique to pudditefit entities, but they may
require more emphasis and consideration for theuwtmng standards to be
relevant to public benefit entities and to ensure that the rddsilevel of
consistency in reporting by those entities is achde

6 The FRSB considered issuing the IABEBimework(1989) without public benefit
material, and restricting its scope to profit-otah entities, pending a more
comprehensive review that would have provided adtificconsultation with
constituents. Under this approach public benefities would have continued to
apply the New Zealan®tatement of Concepts This approach reflected the
inherent difficulty in developing a sector-neutfdameworkfrom a document
that has a profit focus. The FRSB determined ¢ake that approach because it
assessed that the costs of doing so outweighedetiefits. Under that approach
the Statement of Concepisould need to be amended to ensure that it prdwae
appropriate foundation for the New Zealand equivaleéntIFRSs. The FRSB
resolved to issue Part B of the NeZameworkbased on the IASBramework
(1989) but to review the NErameworkas appropriate as part of the review to
consider any changes proposed by the IASB to the IRSBiework(1989).

7 In some cases the narrower scope of the IASB atdsdmeans that further
development of the international standards woulddstled for them to be relevant
to public benefit entities. To the extent that Négaland has not developed such
guidance to date, the general approach taken byFRf®B in developing New
Zealand equivalents to IFRSs has been to providexemption for public benefit
entities from certain requirements and to resabveither work with the 1ASB to
develop more suitable comprehensive guidance, odeteelop specific public
benefit entity application guidance itself. At ttirae Part B of this NFramework
was approved, instances where this approach hagdien include:

(a) non-exchange revenue—where the IASB is updafv®) 20 Accounting
for Government Grants and Disclosure of Government A&sgieand the
International Public Sector Accounting Standards rBoaof the
International Federation of Accountants (IFAC IPSASB) also
developing guidance;

(b) social policy obligations—where the IFAC IPSASB wurrently
developing guidance;

(c) impairment of non-cash generating assets—wherasaessment of the
applicability of the recently issued InternatioRalblic Sector Accounting
Standard IPSAS 2limpairment of Non-Cash-Generating Asséts
required; and

(d) segment reporting—where revenue and risk basgpnents are not
considered appropriate, but the integration of ssgnreporting with
service performance information requires furthersideration.
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Appendix to the NZ Framework
Rationale for approach taken to adopting framework
consisting of two parts

This Appendix provides background to the decisionatlopt the IASB’SConceptual
Framework for Financial Reporting 2016 profit-oriented entities only as Part A of this
NZ Frameworkand retain for public benefit entities only thewNEealand Equivalent to the
IASB Framework for the Preparation and PresentatdriFinancial Statements (issued in
June 2005) as Part B of this Nezamework

1 The IASB’s Conceptual Framework for Financial Reportifg010) has been
adopted for profit-oriented entities only as Parbfthis NZ Framework The
New Zealand Equivalent to the IASBramework for the Preparation and
Presentation of Financial Statemenitssued in June 2005 (the New Zealand
Equivalent to the IASB’s Framework (1989)) has bestained as Part B of this
NZ Frameworkfor public benefit entities only.

2 The FRSB decided on its approach for the followeeasons:

(a) Public benefit entities could continue applyagsting requirements until
the IASB has considered not-for-profit entities ihaBe G of its
Conceptual Framework Project and the outcome of Nheistry of
Economic Development's (MEDs) review of the financiaporting
framework is known.

(b) Deferring application of the IASBGonceptual Framework for Financial
Reporting (IASB Conceptual Framewojkto public benefit entities will
allow time to consider the issues likely to be fadsdpublic benefit
entities in applying the IASBonceptual Framework

(c) Deferring application of the IASB’s new chapteoss RBEs will avoid
both: (i) the need to undertake a costly projectmiake public-benefit-
entity-specific interim amendments to the IASBenceptual Framework
pending the outcome of Phase G of the IASB’s Coneg¢fitamework
project and the review of the New Zealand finanaglorting framework
by the New Zealand Ministry of Economic Developmenmtd athe
Accounting Standards Review Board; and (ii) the sgbset need to
update any interim amendments following the outcofm@hase G of the
IASB'’s project and/or the Ministry of Economic Devpioent review.
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4 The FRSB agreed that, consistent with the apprdachaming other New
Zealand equivalents to International Financial Repg Standards (NZ IFRSSs),
the title of the framework should b&He New Zealand Equivalent to the IASB
Conceptual Framework for Financial Reporting 2018Ithough the framework
is to include as Part B the existing New Zeal&knamework(NZ Framewor} for
public benefit entities only, this is no differeindbm including within NZ IFRSs
additional New Zealand-specific paragraphs over drava the requirements of
IFRS and, therefore, the title of the framework stiaiill make it clear that the
framework is a New Zealand equivalent to the IASB’sieavork.

3 The FRSB decided to maintain a single New Zealaachdwork consisting of
two parts, one part for profit-oriented entities anmk for public benefit entities.
This is in order to avoid potential complexitieathvould arise if two completely
separate frameworks were to be maintained and irr twdminimise the number
of consequential amendments to NZ IFRSs that wouledpeired in order for the
public-benefit-entity-specific framework to be retail pending the outcome of
Phase G of the IASB’s conceptual framework project #mel Ministry of
Economic Development’s review.

5 The FRSB noted that the IASB had finalised the nbapters for its framework
and that these new chapters had replaced existirmgag@hs within the IASB,
original framework. However, rather than amendingiiginal framework, the
IASB had published a new frameworkdnceptual Framework for Financial
Reporting 201pcomprised of: (i) the new chapters; and (ii) pat the IASB’s
original framework not replaced by the new chapteks.such, Parts A and B of
the new framework duplicated aspects of the IASB’s rfemmework. For
example, Chapter 4 of the IASB’s new framework coasitparts of the IASB’s
previous framework which are repeated in Part B isf ¥ Framework It would
be possible to avoid such duplication if Part A @dvere combined by, for
example, adopting the IASB’s new framework but ingeriinto this framework
as PBE-only paragraphs the parts of the IASB’s previframework that the
IASB has now replaced with its new chapters. However,RRSB considered
that, although the approach taken resulted in sdamication, having Parts A
and B as stand-alone parts made thisfX@meworkas user-friendly as possible
and would allow future alterations to be made witratgeease.

7 The FRSB agreed that none of the New Zealand-speeifagraphs in the New
Zealand Equivalent to the IASBramework for the Preparation and Presentation
of Financial Statementssued in June 2005 would be retained and inclucled
Part A of this NZFrameworkfor profit-oriented entites. In regards to the New
Zealand-specific paragraphs applicable to publitelie entities only, the FRSB
considered that these paragraphs were not relewarbfit-oriented entities. In
regards to the other New Zealand-specific paragrédphd=RSB aims to adopt
IASB material with as little modification as possitdad therefore chose not to
retain these paragraphs noting also that someesktparagraphs are in fact are
more relevant to public benefit entities than grofiented entities.

8 The FRSB noted that, in the ‘Purpose and stadastion of Part A of this
NZ Framework,it is stated that the IASB’Sonceptual Frameworks not an
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IFRS and hence does not define standards for articydar measurement or
disclosure issue. However, in the absence of an WRRSspecifically applies to
a transaction, other event or condition, managendewelops and applies an
accounting policy by referring to, and consideritige applicability of, the
definitions, recognition criteria and measuremesriaepts for assets, liabilities,
income and expenses in ti@nceptual Frameworkamong other sources) in
accordance with IAS8ccounting Policies, Changes in Accounting Estimates
Errors (and NZ IAS8Accounting Policies, Changes in Accounting Estimatesb
Errors). Rather than clarify this relationship in theutPose and status’ section
of Part A of this NZ-rameworkthe FRSB agreed that, in keeping with the policy
of adopting IFRSs without amendment, the wordinghie ‘Purpose and status’
section is to remain exactly the same as that ef WASB’s Conceptual
Framework for Financial Reporting 201and, therefore, no change would be
made to the wording of this section.
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