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EG Al Guide to Application of the Aacounting Stand.ards lramework

1. lntroduction

Purpose and Content of this Explanatory Guide

t This E)elanatory Cuide (EG) provides an overview of the reporting requirements for entities that have a
statutory obligation (or that optionally elect under an enachnent) to prepare general purpose financial
reports (GPFR) in accordance with XRB staldards. The contents of this Explatratory Guide ret]ect the
requirements of Standard XRB A1 Application of the Accou ti g Standatels Framework (XRB Al). It is
relevant for reporting by entities for annual or interim reporting periods beginning on or after
I January 2016, with early application pormitted foi all reporting entities for rcpoting periods beginning
on or after 1 April 2015.r

2 This Explanatory Guide has been issued for explanatory purposes only and has no legal status. It covers
five main topics:

. The roles and responsibilities of the Extemal Repofling Board (XRB Board), and its sub-Board
the New Zealand Accounting Standards Board (NZASB);

r The legal requirement on certain entities to prepare financial reports that comply with generally
accepted accounting practice (GAAP) and what GAAP consists of;

o The legal requirement that permits certain public sector public benefit entities and rot-for-profit
public benefit ertities that are not "specified not-for-profit entities" to prepare financial reports
that apply "non-GAAI standards"z issued by the XRB and what "non-GAAI stardards" consist
of;

. The standards and othe! documents issued by the XRB and the NZASB, and the legal standiDg of
those documents; and

. The standards and other pronouncements that reporting entities are required to comply with,
including the tiers and sets ofstandards that apply to particular reportilrg ertities.

3 A separate Explanatory Guidc (EG A2 Oveniew of the Accounting Stndard Seuing Process) provides
an overview ofthe process that tlrc XRB Board expects the NZASB to follow in developing, or adopting,
and issuing accounting standards.

The Accounting Standards Framework

In April 2012, the Minister of Commerce approved the Accounting Standards Frameworkr subrnitted by
the XRB Board. The Accounting Standards Framework (which was updated in December 2015)r reflecrs
the XRB Board's decision to adopt a multi-standards approach in New Zealald.5 The Accourting
Stardards FEmework comprises different sets of accounting sta[dards lbr for-profit eDtities and for

Plevious versions of EG AI rclate to previous veBions ofXR.B Al and aplly to mtities reportlng for annual or interim reporrirg
pcriods covered by those versions of XRB A I . The previous versions of XRB A I are:
. XRB Al (For-profit Entities Updatc) effectivc from I Decen$er 201210 30June 2014;
. XRB A I ((For-profit Entiiies plus Public Sector Public Benefit Enrities Updale) effective from I July 20 I 4 io 3 I March 20 I 5;
. xRB AI (For proflt E tilies plus Public Sector Public Benet']t Entities plus Not-for-pr ofit Entities Update) cffective from I lrpil

2015;and
. xRB Al (For-profit Entides plus Public Sector Public Benefii Entiiies plus Not-for-profit Entities Drinus For-profit Tier il and

Tier4 Update) effcctive f.om t April20l5.

Under thc Financial Reporting Aci 2013, a flDancial repoting standard issucd by the XRB is a "non-cAA? siandard' if ir is srated in
thc stand.rd to be a DoD-GAA-P standard.

Tte Accountirg Sundards Framework as Bpproved by the Minister in Apri12012 is availabLe on rhe XRB website:
lttp://w.*. .xrb. go!,t.n/why-rcpon/histor-.,,/

Thc updatcd version ofthe Accounting Standards Fmmcwork is available on rhe )(RB websiie:

The decision to adopt a multi-standards apprcacl ibllowed an extensive consultatiorL and deliberation proc$s undertaken by rhe
XRB Board ard its predecessor, the Accountiry Standads Review Board (ASRB). Funher iDfornarioE abour this process and the
rational€ for the multi-standards approach is available on the XRB website:
http i//wl^,rl/.xrb.covt.nzlwhv-reporUlrislorv/
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EG Ai Guide to Application ofthe Accountirg Standards Framework

public beflefit entities (PBES), together with a foflna]iscd tier structure. Thc rier sh1rcture is dcsigncd to
bettff balance the relative costs and benefits ofreporting by entitics ofdifferent sizes.

The Accounting Standards l'ramework was implemented in three stages:

. stage I, which malnly invo\ved changcs to rhe acco$ltiug staudards for for profit entities, was

effective for annual or interim repofting periods beginning on or after I December 2012;

. Stage 2, which mainly involved changes to the accounting standards for public sector PBES, ivas

effective for annual or ioterin repot1ing pcriods beginning on or after I July 2014; and

. Stage 3, which maialy involved changes to the accourting standards for (private) not-for-profit
entities, was effectiv€ for annual or interiln reporting pedods beginning on or after I April 2015.

XRB Al is the overarching standard issued by the XRB Board to give effect to the AccountiDg Standards
Framework. Different versions of XRB Al were issued by the XRB Board at each stage of the

implementation of the Accounting Standards Framework, accompaded by an appropriate version of
EG A1.

The most recent version of XRB Al Application of the Accotlnling Standards Framework, issued it
December 2015, gives effect to the Accounting Standards Framework on completion of its staged

implomentation. This version ofEG Al therefore reflects the requirements ofthis most rece version of
XRB AI.
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Roles of the XRB Board and the NZASB

The XRB is an independent Crown Entity with continued existence under section 1l of the Financial
Reporting Act 2013 and is subject to the provisions ofthe Crown Ertities Act 2004. For the purposes of
this Explanatory Guide, the organisation as a whole is refened to as the XRB while the Board itsclf is
referred to as the XRB Board.

The functions of the XRB are specified in the Fioanciat Reporting ,A.ct 2013. In relatio[ to accounting
standards they comprise:

Developing and issuing accounting standards and arnendments to accounting standards for
application by entities that have a statutory obligation (or thar oprionally elect under an
enactment) to prepare financial statements in accordance with generally accepted accounting
practice (GAAP) or "non-GAA-P standards" issued by the XRB (section l2(a));

. Developing and issuing authoritative notices fol the puryoses of the definition of GAAP
(section I2(c));

. Developing and implementing strategies for the issue of accounting standards in order to provide
a framework for the XRB's overall direction in the setting of standards (section 12(d)), including
establishing a syslem for tiers of fina[cial repofling that imposes different finalcial reportirg
requirements in respect of different classes of relevant entities in order to ensue that thc
requirements that apply in respect ofthose eltities are appropriate (section 29);

. Liaising with iDternational or rarional organisations that have responsibility for accountiug
standard settiog (section l2(e)); and

. Consulting with persons or organisations (or their representatives) who, in the opinion of the
XRB Board, would be affected by the issue or amendment of an accounting sta[dard or
authoritative notice (section 22).

Although all dre functions and responsibilities of the XRB ultimately rest with the XRB Board, the
XRB Board has delegated the responsibility for accoutrting standard setting to a committee (generally
referred to as a sub-board), the NZASB. The NZASB has been established in accordance with the powers
vested in the XRB Board under Schedule 5 ofthe Cro\rn Entities Act 2004,

Accordingly, thc role of the XRB Board undcr these arangements is three-fold: organisational
governancei financial reportirg stategy setting; and appointing and monitoring the performance of the
NZASB. The hnancial reporting sffategy setring function (required by section l2(d) of rhe Financial
Reporting Act2013) includes the establishment (and, if necessary, the revision) of the Accounting
Standards Framework.

The NZASB is responsible for developing and issuing accounting srandards and authoritative notices. In
doitrg so fie NZASB must:

. Operate within the Accourting Standalds Framework established by the XRB Board;

. Liaise with the Aushalian Accounting Standards Board (AASB) with the objective of
harmonising accounting standards in Australia and New Zealand for for-profit entities; and

. Ensure an appropriate cousuhation process (due process) is followed - see E G A2 Oveniev) of the
Accounting Standard Settitlg Process for an explanation ofthese requirements.

The NZASB operates under delegated authority fiom the XRB Board.
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EG A1 Guide to Application ofthe Accounting StaDd;uds Franrework

3. Legislative Framework

Requiremenl to Prepare

14 Various pieces of legislation requirc entities to prepare general purpose financial reports (GPFR) that
comply with XRB standards. These "reporting entities"6 are required to comply with XRB standards that
are GAAP or "non-GAAP standards" issued by the XRB.

15 Entities required to comply with GAAP includer

. "FMC reporting entities"? as defined by the Financial Markets Conduct Act 2013;

. Large companies8,e (witl total assets of over $60 million or total revenue of over $30 million in
the two preceding lepofiing peiods) urdcr the Companies Act 1993;

. Iarge overseas companies,9 large subsidiaries of overseas companies and large New Zealand
businesses of large overseas companies (with total assets of over $20 million or total revetrue of
over $10 million in the two preceding reporting periods) under the Companies Act 1993;

. Local authorities and council controlled organisations under the Local GovemmeDt Act 2002;

. State sector bodies under the Public Finance Act 1989 and the Crown Entities Act 2004:

. Other public eltities under the Public Audit Act 2001;

. Registered charitable entities that are "specified not-for-profit entities" under the Chadties
Act 2005;ro and

. Large registered friendly societies, large registered industrial and provident societies, large
parherships ard large limited partnerships (with total assets of over $60 million or total revenue
of over $30 million iD the two.preceding reporting periods) under their rcspective goveming
Iegislation,

16 Most small and medium sized for-profit entities have no obligation to prepare finatrcial statements that
comply with GAAP. However, entities may optioDally elect under an enactment to prepare financial
reporis in accordance with GAA-P, for example, a company that has fewer than 10 shareholders.

17 Certain public sector PBES and not-foI-profit PBES that do not meet the criteda to be "specified not-for-
profit entities" are permitted by legislation to prepare financial stalements in accordance with "notr-
GAAP standards" issued by the XRB (i.e. cash-based standards). "Specified not-for-profrt entities" are

required to prepare financial statements that comply with GAAP.

6 "Reporling entity" is defined in the Financial Reporting Act 2013 and means an enlity whose financial statements or, group fioancial
stare eDts, reports, or od1er infonnation are r€quired by any cnactmert to comply, or be prepared in accordance, with generally
accepted accounting practice or "non-GAAP standards".

7 "FMC reportine entity" is defined in rhe Fimncial Markets Conduct Act 2013 and includes:
. an issud ofa regulated pioducti
. a person who holds a licence toprovide certain market services under Pari6 oft}e Ac!;
. a licensed supervisor;
. a listcd issuer;
. an operator ofa licensed market;
. a recipieDt ofnoney from a conduit issuer;
. a registered ban&;
. a licensed insurer;
. a credil union;
. a buildinc society; and
. an FMC repoaing errity uDder clause 27A of Schedule L

i Companies, including not-for-profit companies that are not rcgistercd charilable entiries undcr the Charitics Act 2005.

' Except for large companies or large ovcneas companies if lhcy are a subsidiary of another New Zcaland entiiy that is requircd to
prepare group financial statements.

r0 The reporting provisions relating to registered chariliescame into force on I April2015.

1
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Definition of GAAP

18 GAAP is defired in scction 8 ofthc Financial Repofting Act 2013 and rneans compliance with:

(a) Applicable accounting standards; and

(b) AuthoritativeNotices.

19 ln accordarce with this definition, accountirg standards issued by tlre XRB Board or the NZASB are the
primary indicato$ of GAAP in New Zealard. They set out the rccognition, measruement, presentation
and disc)osure requirements for transactions and events that are impotant in the prepamtion of GPFR,
including those that may arise in specific industries.

Definition of "Non-GAAP Standard"

20 Some enachnents permit certail entitics that would otherwise be required to prepare financial statements
in accordance with GAAP to apply a "non-GAA? staodard" issued by the XRB. ln order to do so, an
entity must not be a "specified not-for-profit entity". Standard XRB A2 Meaning of Specilied Statutory
Size Thtesholds deltDes a "specified not-for-profit entity" as an entity wllose total opemting paymelts for
cach of the two prccediDg accounting pedods are $125,000 or more. For the pwpose of appllng the
legislative size tfueshold, where an cntity has controlled entitiesrr, total openting payments means the
combined operating pay:nents ofthe entity and all its conholled entities.

2l 'Non-GAAP standard" is defined iu section 5 of tire Financial Reporting Act 2013 aod means a financial
repofiing standard issued by the )GB that is stated in the standard to be a "non-GAAP standard". All the
"non-GAAP standards" issued by the XRB are cash-based standards.

22 Legislation that allow entities to aplly "non-GAAP standards" issued by the XRB include:

. Certain public sector entities under the Burial and Cremation Act 1964, the Maori Purposes Fund
Act 1934-35, the Patriotic and Canteen Funds Act 1947, the Reserves Act 19'7'7 at'Ld the Reseryes
and Other Lands Disposal Act 1995; and

. Registered charitable entities, friendly societies and other entities under the Chadties Act 2005,
the Friendly Societies and Credit Unions Act 1982 and the Agricultural and Pastoral Societies Act
1908.

General Purpose Financial Reports

23 General Purpose Financial Reports (GPFR) comprise tinancial slatements accompanied by:

(a) Non-financial infomlation, such as service performance information; ard

(b) Explaodtory material, including that required by legislation.

24 The objective of GPFR is to provide information to users for decision-making or accountability purposes
where those users are generally unable to obtain tlle infonnation they require. By definition thercfore
GPFR seeks to provide infomation to a range of gener a1 purpose users with different interests ir1 that
infomation. CAAP and "non-GAAP standards" issued by the XRB reflect this.12

25 By contmst where users have the power to specify the ilfonnation to be included in flnancial reports,
thesc fina[cial reports are considered to be special purpose financial reports (SPFR), Users that can
usually request SPFR include major supplicrs of tunds such as banks and financial institutions,
government regulatory agencies such as lnland Revenue or the Department of Statistics, and credit rating
agencies. The standards issued by the XRB are not intended to apply to SPFR.

't The combined olerating palments of the entitv aud a1l irs conrolled ertities cxcludes any patments benveen rhe eBlity aM rhe
conrolled enritics andTor betw€en the conrrolled enril ies.

''1 The objeclive of GPFR, the usels of GPFR and lhe information needs of such users are discussed in detail in the New Z€aland
equiv.llcnt to 1be I SB Conceptual FtanetNork lor Fitwncidl Repartine 2AlA 0!Z F|ane\,lot k 

^nd 
the Pfilic Betelt E tities'

Conceptual FrunLewrk (PBE Corceprual Framework).
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Types of Documents Issued by the XRB

26 As outliled abolc, under scction 12 of the Financial Rcporting Act 2013, the XRB is responsible for
issuing accounfing sfandatds (including "non-GAAP standards') and authoritative notices.

2'7 Compliance with GAAP or "non GAAP standards" issued by the XRB is a Iegal requirement for certain
entities and XRB standards therefore have legal standing. Under section 25 of the Financial Reporting
Act2013, accounting standards alld autho tative notices (including ally amendments or revocatioff)
issued under section 12 are classified as disallowable instnrments for the prxposes ofthe Legislation Act
2012.

28 However, not all the documents issued by the XRB have legal status. Between them, the XRB Board
and the NZASB issue four types ofdocuments:

. Accounting stardards (including "non-GAAP standards") and related interpretations which are
issued under section 12(a) ofthe Financial Reporting Act 2013;

. Documents or pronouncements, such as concepfual ftamework documeats, that are issued as

Authoritative Notices under section 12(c) of the Financial Reporting Act 2013;

. Consultation doculDents, such as consultation papers and exposure drafts, that have Do legal
status; and

. Explanatory documents (such as this Explanatory Guide) that have no legal status.

Only the documents issued under sections 12(a) and 12(c) ofthe Financial Reporting Act 2013 have legal
standing and form part of GAAP or "non-GAAP standards".

29 While GAAP courprises applicable accountirg staadards and authoritative notices, the authoritative
notices have a "lower" level of authodty than accounting standards. For example, under the Financial
Markets Conduct Act 2013, failure to comply with an authoritative notice does not subject an FMC
repofiing entity to pecuniary penalties.

30 The XRB Board considers it irrpofiant that the iegal status of each document issued by the XRB Board
or the NZASB is clear. Accordingly, its policy is to indicate otr the front page of each document the
legal standing ofthat document. In addition, each "non-GAAP standard" issued by the XRB states that it
is a "nou-GAAP standard".

9
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4. Accounting Requirements to be Applied

31 There are multiple sets of accounting requiLements that apply to New Zealand reporting entities
preparing GPFR in accordance with GAAP or "non-GAAP standards" issued by rhe XRB for periods
beginning on or after I January 2016. Establishing exactly which set of those accounting requirements is
applicable to a particular reporting entity can be determined in two steps.

Step 1: Determine whether a For-Profit Entity or a Public Benefit Entity (PBE)

32 The following are the differetrt accourting requirements that apply under the Accounting StaDdards
Framework: NZ IFRS, NZ IFRS RDR, PBE Standards, PBE Standards RDR, PBE SFR-A (pS),
PBE SFR-C (PS), PBE SFR-A (NFP) and PBF, SFR C (NFP). Exactly which of these accounring
requirements a particular reporting entity must, or may, apply is specifred in XRB A1.rr

33 XRB Al establishes two broad groups of accounting standards: those to be applied by for-profit entities
and those to be applied by public benefit eltities (PBES). Having determined that it is required (or
chooses) to prepare financial statenents in accordance with XRB standards, an entity's next step is to
detcrurine whether it is a for-profit cntity or a PBE.

34 The definitions of "for-profit entities", "public beneht entities (PBES)", "public secror PBE' and "not-
for-profit PBE'are specified in XRB Al. XRB Al also contains integral guidance relating ro the
definitions offor-profit entities and public benefit enrities in an Appendix. XRB Al dehnes:

. For-proiit entities as reporting ertities that are not public benefit entities;

r Public benefit entities (PBES) as repofling eDtities whose primary objective is to provide goods or
services for community or social benefit and where any equity has been provided with a view to
suppofling that primary objective rather than for a financial retum to equiry holders;

r Public sector PBES as PBES that are public entities as defined in the Public Audit Act 2001, and
all Offices of Parliament; and

. Not-for-profit PBES (NFP PBES) as PBES that are not public sector PBEs.

35 Tlre definitions of for-profit entity and public benefit entity are unchanged ftom those used in the
previous versions of XRB Al. They are also the same definitions used under the "old" Accou{ting
Standards Framework that applied from 2005 to 2012. As such, there should be no necessity for an entity
to changc its classification from for-profit entity to public bcnefit entity merely as a result ofadopting the
latest version ofXRB AI.

36 Although under the Accounting Stal1dards Framework the tenn "public berefit entities (PBES)" refers to
both public sector PBES and not-for-profit PBES, a distinction has been made between these rwo
categories ofPBEs because XRB Al specifies different accounting requirements fot these two categories
ofPBES in certain areas.

Standard XRB Al &p/i.dtion of fie Accotoni g Sritkla ls Fruhrc\ork is 
^\^ilablc 

on the XRB \ebsirei
h[nrll4i4{.ub.ga]4 nzlaccoup!inq-standards/foForofi t-enlities/ or
http://\r$av.xrb.so\,t.nraccoun!ipq-sbndardsl)ot-tbr-profi t/ or
http:r\nviv.xrb.qo!-t.nzlrccountinq-\tandards/oubl ic-sector,
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37 Step I is illustrated in Figure I below

Figure I : ldentifu the Entity Type - Step I

Step 2: ldentify Applicable Accounting Requirements: For-Profit Entities

38 Having determined whether it is a for-profit entity or a PBE, the second st€p is to determine which s€t of
accounting requirements is applicable to the entity. In the case of for-profit entjties this step operates in
the following manner.

Tier Structurc

39 XRB Al maintains a two-tier structure for the for-profit sector- The requircments that arr entity applies
depends on the tier that it reports under. The tiers, criteria for the tiers, and the requirements applying to
each tier are sunmarised in Table 1.

Table 1: For-PrcJit Etttit! Tiers atd Require, e ts

Tier Tier Criferia Standards Sct

Tier 1 . llas public accountability (as defined); 01

. Is a for-profit public sector entity that has total expenses
>S30 million

NZ IFRS

Tier 2 . Has no public accountability (as defiDed); and

. ls a for-profit public scctor entity that has total expe[ses
S$30 million

and elects to be in Tier 2.

NZ IFRS RDR

The way the for-profit tier stucture works under XRB Al is that all entities are initially iIl Tier 1 as a
default. However, if they meet the criteria to be in Tier 2, and elect to be in that tier, then they may
report in accordance with the requirements ofTier 2.

11
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Two groups of for-profit entities !gU$ repon in accordance with Tier I requireutents: entities that have
"public accountabilify"; alld public sector for-profit entities that have total expeDses greater thatr $30
nriilion, Por the purpose of the tier criteria, public accountability has a particular technical meaning
which is defined in XRB Al. In geuetal, the definition has two legs:ra

. An entrty has public accountability if it meets the Intematiooal Accounting Standards Board
(IASB) defi nition of public accountability, i.e. :

o its debt or equity instuments are faded in a public market or it is in the nrocess of issuiflg
such insfuments for trading in a public market (a domestic or foreigl stock exchange or an

@egional markets); or

o it holds assets in a fiduciary capaciry for a broad group of outsiders as one of its pdmary

. An entity has public accountability if it is deemed to be so under XRB Al, v/ith the following
being so deemed: a FMC reporting entity or a class ofFMC reporting entities that is considered to
have a higher level ofpublic accouotability than other FMC reportiog entities under thc Financial
Markets Conduct Act 2013 or by u 

"otice 
issue

Any entity that does not meet the Tier I criteria may elect to be Tier 2 although it need not do so: it can
report in accordance with Tier I requirements if it so wishes. There are no additional criteria for Tier 2.
This means any entity that is not required to be in Tier I may be in Tier 2, including large non-public
sector for-profit entities that do not have public accountability (as defined). Figure 2 provides a decisiotr
tree to assisl in this tier selection process.

Figure 2: Identifl,the Applicable Standa s Step 2 (Fot-hortt Entitieg

For-Profi t Requirements

43 The requirements to be applied by for-profit entities are the New Zealand equivalents to Intemational
Financial Reporting Standards (NZ IFRS). NZ IFRS is the set of standards and iolerpretations issued by

1a XIs l\1 Appticatiot oJ the Accounnng Staltdatcts Fra /r&ror* seis out thc deinition of"public accoLrntabiliry" iu detaiL.

t2
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the NZASB (or approved by the XRB'S predecessor body, the ASRB). Ir comprises New Zealand
equivalents to:

. IntenationalFinancialReportingStandards;

. lntemationalAccourltingStandards;

. IFRIC InterFetations; and

. SIC Ilterpretations.

The NZ IFRS set of standards also includes a small number of (domestic) New Zealand Financial
Reporting Standards (FRSs) and dte New Zealand equivalent to the IASB Conceptual Frauework for
Financial Reporting (2010) QIZ Framewo*).ts

44 The NZ IFRS set of standards is substantively identical to the IFRS on which it is based and is generally
harmonised with the Australian equivalent requirements. NZ IFRS follows the format of the
pronouncements issued by the IASB and, since IFRS was adopted in New Zealand, have the same
effectiv€ dates as their corresponding IFRS.

NZ IFRS qier 1)

45 The requiremeuts to be applied by Tier I for-profit entities are the requirements of NZ IFRS, excluding
ally Reduced Disclosure Requirements (RDR) concessions. In adapting an IFRS for issue as a
New Zealand pronouncement for Tier 1 for-profit entities, the NZASB has adopted the following
protocolsi

. Recognition and measwement requircments in an IFRS cannot be amended;

. Disclosure requirements cannot be reduced; and

. Additional disclosure requirements can be added (these are included in a separate standard:
FRS-44 New Zealand Additional Disclosures\.

46 The NZ Frazey,ori addresses:

. The objective ofGPFR:

. The qualitative characteristics ofuseful information;

. The underlying assumptions on which the financial statements are normally preparedi

. The elemel,Its offinancial statements and their recognition and ureasurenent; and

. The concepts ofcapital and capital mainte[ance.

47 In the absence of an accounting standard, the NZ Framework assists the NZASB in developing a
New Zealand FRS or in working with the IASB to develop an IFRS. The NZ Frzlrewort also provides a
basis for the use ofjudgement by preparers in resolving accounting issues.

48 Where a for-profit entity prepares its financial report in compliance with NZ IFRS, the entity will be able
to assert cornpliance wirh IFRS.

NZ IFRS RDR 1ier 2)

49 The requirements to be applied by Tier 2 for-profit entities are the requirements of NZ IFRS with
disclosure concessioos (NZ IFRS RDR). NZ IFRS RDR has the sa[re recognitioo and Deasurement
requirements as NZ IFRS but with significantly reduced disclosure requircments. The reduccd
disclosures are consistent with and are substantiallv harmonised with the reouirements in Australia for
Tier 2 entities,16

50 Tier2 entities may appty whichever ofthe disclosure concessions they wish either some or all.

The I.^SB is in the process ofdevelopinga new conceptual fmnework.

The NZASB and thc AASB are in thc process ofjointly reviewing th€ RDR ii"mework.
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5l The NZ IFRS RDR disclosure concessions are incoryorated in NZ IFRS by way ofan asterisk (*) or by
an additional RDR paragaph. Accordingly, NZ IFRS and NZ IFRS R-DR form one physical set of
standards.

52 For-profit entities applying NZ IFRS RDR are not able to assert compliance with IFRS.

Movitrg between Tiers

53 It is expected that for-profit entities will move between the two tiers over time either as a matter of
choice, or as their circumstances change or if they meet the criteria for Tier L XRB Al therefore sets out
the tinring and other requiremeots for moving between tiers.

54 An entity moving from Tier t to Tier 2 because it no longer meets the public accountability criteria must
continue to apply the Tier I accounting requirenents in the period in which it ceases to neet the public
accountabilih/ criteria. A for-profit public sector entity moving flom Tier I to Tier 2 because it no loDger
meets the size criterion (i.e. it is no longer large) may do so in the aMual or irterim reporting period in
which it is no longer large, and elects to do so.

55 An entity moving ftom Tier 2 to Tier I as a result of the entity meeting the public accountability criteria
must apply the Tier I accouDting requiremerts in the annual or interim reporting period that this occurs.
A for-profit public sector entity moving liom Tier 2 to Tier I because it meets the size criterion (i.e. it
becomes large) may contirue to apply Tier 2 accounting requirements in the period in which it becomes
large, u[less it was applying Tier I accounting requfuements in the period before it became large. Under
those cilcumstances the entity continues to apply Tier 1 accounting requirements.

56 Entities moving between Tier 2 and Tier I musl apply NZ IFRS I Fitst-time Adoptioa of New Zealand
Etluitalenls to International Financia I Reporting Standards.

51 A move between Tier 2 and Tier I is unlikely to result in changes to ar entity's recognition or
measurerrent accounting policies as the recognition ard mgasurement requirements in NZ IFRS and
NZ IFRS RDR are identical.

Step 2: ldentify Applicable Accounting Requirements: PBEs

58 The apploach to identi8/ing the applicable accounting requirements for a PBE set ou1 in XRB A1 is as

follows.

Tier Structure

59 XRB AI maintains a four-tier struatue for PBEs. The requiremeDts ar entily applies depends on the tier
that it repofis under. The tiers, cdteria for the tiers, and the requirements applying to each PBE tier ale
summarised in Table 2 below.

14
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Table 2: Pablic Beneft Entity Ties qnd Reqairemerts

The way the PBE tier structure works under XRB Al is that all entities are initially in Tier I as a defaull.
However, if they [1eet the criteria to be in another tier, and elect to be in that other tier, then they may
report in accordance with the requirements ofthe lowei tier.

Two groups ofPBES q!!! report in accordance with Tier I requirements: entities that have 'public
accountability"; and entities that have total expenses greater than $30 million.

For the purpose of the tier criteria, public accountability has a panicular technical meaning which is

dcfined in XRB A1. That definitior, which is the same definition used for the for-profit tier structure, has

two legs:

. An entity has public accountability ifit meets the IASB definition ofpublic accountability, i.e.:

o its debt or equity instruments are traded in a public market or it is in the process ofissuing
such instnnnents for trading in a public rnarket (a domestic or foreign stock exchange or an

over-the-counter market, including local and regional markets); or

o it holds assets in a fiduciary capacity for a broad group of outsiders as one of its prin'tary

businesses (most banlc, credit unions, insur-ance companies, secutities brokers/dealers,
mutual funds and investment banks would meet this second criterion); and

. An eDtity has public accountability if jt is deened to be so under XRB A1. with the following
being so deemed: a FMC reponing entity or a class of FMC reporting entities that is considered to
have a higher level ofpublic accountability than other FMC reporting entities under the Financial
Markets Conduct Acl 2013 or by a notice issued by the FMA urder that Act.

It is inportant to not€ that the term "public accountability" is used in the tier framework in a particular
technical way. This technical meaning is quite different ftom the way in which the term "publicly
accountable" is rormally used in the PBE context and in which it was used prior to 20ll in the
Accounting Standards Framework.

Ore element oftlre Tier 1 public accountability test is where entities hold assets in a fiduciary capacity
for a broad group ofoutsiders as one of its primary businesses. Applying this test in a PBE context will
require the application ofjudgement. In doing so it is important to consider the three aspects of the test:
the assets must be held in a fiduciary capacityi they must be held for a broad group of persons or
organisations that ale extemal to the reporting entity (and who are not involved in its management); and

15
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Ticr Tier Cr ilcria Sta[dards Set

Tier 1 . [Ias public accountability (as defined); or

. Has total expenses (including grants) > $30 million

PBE Standards

Tier 2 . Has no public accountability (as defined)i and

. Has total expcnses (including grants) 1 $30 million

and elects to be in Tier 2.

PBE Standards (RDR)

Tier 3 . Has no public accountability (as defined); alrd

. Has expenses :$2 million

and elecls to be in Tier 3.

PBE SFR-A (PS) or

PBE SFR_A (NFP)

Tier 4 . Has no public accountability (as defined)i and

. Has total operating paynrenls ofless than $125,000 ir
each oftheplcvious two reporting periods (i.e. not a
"specifi ed norfor-profi t entity"); and

. Is permitted by an enactment to comply with a "non-
GAAP Standard"

and elects lo be ifi Tier 4.

PBE SFR{ (PS) or

PBE SFR-C (PS)
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the assets must be held as part olthe entity's primary business. An cxample of a situation where these
three aspects would typically be met is life insurance or superannuation schemes.

Some PB.Es hold assets in a tiduciary oapacity for a broad group of outsiders but do so ill a way tllat is
incidenlal to thei. primary business. ln the public sector context, this is twically the case for central
govemment entities that hold atd/or manage trusl money under the Public Finance Act 1989, for
example the Depa mcnt of CorrectioDs that holds money for irunates. ln the majoity of cases the
holding or management of money is not the entity's primary business (i.e. its p mary fliDction) and
therefore would not result in the entity meeting the public accouDtability tesr.

In the not-for-profit PBE context, rhjs is R?ically the case where an ertity thar holds and/or nnnages
tlust n]o[cy entrusted to it by a client, customer or member who is not involved in the management ofthe
entity, fol example, welfare benefits held on behalf ofbeneficiaries as part ofthc entiry providing welfare
services to the beneliciaries. In the majority of cases the holding or managenent of money is not the
entity's primary business (i.e. its primary function) and therefore would not result in the e[rity mecting
the public accountability test.

Any entity that does not meet the Tier I criteria may elect to be in a lower tier fu)rovided it meets the
criteria for the lower tier) although it need not do so; it can report in accordance with Tier I requirements
(the requirements of PBE Standards in full) if it so wishes. h fact an entiry can elect to be in any of the
four tiers provided that it meets the criteria for the tier under which it is electing to report. However, a
PBE can oDIy report under Tier 4 if it is not a "specificd not-for-profit entiry" (l.har is, its toral operating
payrentsr? (excluding capital payments) for each ofthe two preceding accounting periods are S125,000
or less) 4q! is permitted by its goveming legislation to report in accordance with "non-GA,AI staodards"
issued by the XRB.

For the purposes of the size criterion i[ the PBE tier structure, "total expenses" comp ses all expenses
reported by the entity including any losses incurred, auy grants made by the entity, and any net expense
rcsulting from any offset of revenue and expenses allowed by a PBE Sta[dard. However, it does not
include an expense included in "other comprehensive revenue or expense" where this is reported (Tier I
ard Tier 2).

Figure 3 provides a decision tree to assist PBES in the tier selcction process.

17 For this purpose, total opcrating palmcnts means &c combincd operating pa),rncnts ofthe entity and all its controlled enlitie!.
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Figare 3: Identify the Applicable Accounti g Requirenents - Step 2 (PBE9

Accounting Requirements for PBEs

PBE Sta ddtds ll ier L)

70 Tlte requiteluenis to be applicd by Tier 1 PBES are thc PBE Standards, excluding arly RDR concessions.

71 The bulk of thc PBE Standards are bascd suhstantially on lrtcmational Public Sccror ,,\ccounting
Standards (IPSAS) issued by the Intcrnational Public Sector Accounting Standards Board (IPSASB).

IPSAS are, in tum. based substantially on IFRS.

12 Horvever- PBE Standards aLso include certain standards bascd on NZ II'RS and soll1e dotrestic FRSs.

These standards have bcen inclucled iD the PBE Staldards to cover gaps in accounting tequircments
$.hich arc noI covered by IPSAS at il s time. All the standards have the prefil "PBE" lo idelrtit.v dlcm-

thc PIJE Standards therelble comprise a combiration ofPBE IPS,\SS, PRI: IFRSs, PBE lASs and

IrBE FRSs.

73 Accompanying the PBE Standards is the Prblic Be e/it Entities' Calrceptual Ftdndntk (PBE

Conceptual Frame\r.lk). The PBFI Conceptual Frame$'ork establishes the concepts that underyin gcDeral

prLrpose financial repofiilg (GPllt) by public benefit cltities. The PBE Conccptual Framewolk scts outi

. The role and authority ofthe PBI1 Conceptua] Framewotk:

. l'he ohiectives and uscrs ofGPFR:

)1
O Copyight



74

75

L(i At fiuide ro Appllcatjorr olt7le Accounring Sran.taxls ira.rewo*

. Thequalitati\,echaracteristicsofusefulinibnraiion;

. ih. lcr . h r-rcreri ri- ofJ r.l. rl'p e r\

r -I he elemcnts rr CPf Rt

. The critctia for recognition oI aD clement;

. l'hc conceprs lbr selection ofmeasurernent bascs; a1ld

. The concepts applicable to presentation ol infoln'ntion in GPIR.

h1 the absence of an accounling sraDdard, the Pf]F- Conceptual Franie\york assists the NZASB jn
dcvcloping PBE Standards and in co menting on the developmcnr of IPSASS by thc lpSASB. l hc
PBE Conccptual firaDlework a]so assists preparers of eenetal pLl]pose financial reports. For cxamp]e, it
mav assist preparels in developing consiste[t accouDring policies rvherr dcaLing with topics that have yet
to fol m the sublect of a Ptlf-. Srandarcl o| rvhcn a standard allows a choice ol accounting policy.

A PBE applying the PBE Stardards u,i1l assert compliance wifh PBE Standards ard will Dol no111ally bc
ablc to assert cornpliancc with IFRS. This is because the entitv may ha\,e tfansactioN for which thc
lecosrlitioD aDd measurenent rcquilemells of thc PBE Stalrdards diliar ltom those in thc equivalenr
IFRS. Horvcvcr, \\'1te1e an entity has applied llre Pt]!. Standards bur does .ot have any (material)
tlansactions to which the recoqnirion a d measurenent differetces apply, and,/or has not applicd any
disclosule dillerences that may exist, then it may be possible fbr the entiiy 10 assert compliance u,ith
IFIiS rvhile cotnplyillg *ith thc requiremenls of thc PIIE Srardards. Tn addition, entities unahlc to asserr
compliance with IFRS 1nay, il rhe), rvish, idcntifu rn rheir financial repofl (normally rrl rhe Norcs to rhe
liinancial Staternents) the e\tei1t of compliancc tvith IrRS. and thc diflerences bettvccD the llnancial
statements and those that would contpl-y fully rvith IFRS.

PBE Standards RDR (Tier 2)

Thc requirenents to be applied by a Tier 2 PB[. are PBE Srandards Reduced I)isclosure lieginre
(PBE Standards RDR). The PtsE Sra dards RDI{ rcquireneDts havc thc same tecosnition and
Dleasurelllent requircmcnls as PBE Slandards. llol&cver. lhe] contairl lcduced disclosure rcquirentents
$tich are substantially aligned with the disclosure concessions ir NZ IFRS RDR.

A Tier 2 entitv nray apply \\.hicheler of thc disclosute concessions thc-v- \\,ish etther. somc ol aLl.

fhe RI)R concessions arc incorporated 1n rhe PBI] Srandards and ar.c indicated by an asterisk (*) Lreside
the rele\,ant paragraph or bv an additiotal RDI{ paragraph. Phr-sicall}., PBL Standards and
PBE Standards RDR fomr one set ofstandards.
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['BE SFR 1(PS) lfiet 3)

Separatc accounting requrlements arc to be applied b1, Ticr 3 public secror PBFs ancl Tict 3 not-Ibr-profit
P IJ ES,

Tn thc public sectol', dlis is lhc Simple 1"01 ar Reporring Sramiard .\ccrual (Public Sector) (pBE SFR
A (PS)). ln the ot-tbr profit sector, rhis is dre Srmple For-rrar Replrrting Standard Accrual (Nor for-
proflr) (PBE Sl-R A r.NFP)).

Although based on fier I aird Tier 2 PBE Standalds. rhe requirernents in PBE SFlt A (pS) and
PBI SFR A (NlP) are substantiallv rcduced and srrnplificd in nature. The Tier -1 requirenents rcquire
the preparation ola "Pertbrilance Repon" covering both financial and non financial infomation.

lhc lier i requirements are accompanied b) Explanatory Cuides containing oprional templates and
guidance l1otes to assisl Tiei 3 eDtities to app]y their respectivc tequitei]lel1ts.

|tE ,\il! e1?;)!Ittt 1)

Separate accountillg rcquiemenrs are to bc applied by Tier.,1 prLblic secror PBEs aDd Iier ,1 rot for.-profit
PI][s

In thc public sector, this is rhe Simplc Iormat Repolring Stardar.l Casl'r (Public Scctor) (PBE SFR{
(PS)). In the not-for p.olit sectol, this is the Sirnple Fornlar Rcpolting Staudard Cash (Not lor profir)
(PBE SFI{ C (l-FP).
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E5 The Tier 4 rcquircrl€irts also require the preparation of a "Pertbrmarlce Report" covering both financial
and ron financiirl informatrorl. but with the filanclxl informatior reported using the cash basis ol
acc0u1liDg.

R6ThcTiet4requr.tenrentsllrealsoaccorrrparrierlbyExpJanatoryCuidescontainilgoprionaltcnlp]at.sand
gLLidance notes 1o assist Tier 4 entities io apply their respecti!e requirements.

MoYiIg betweclr Tier!

87 lt is expected that PBES will move between tiers over tine cithcr by choice. or as lheir cjrcutrlstanccs
change and they no longer meet the criteria for the tier undcr which they report. XRB Al therelble sets

oul lhe trning a1ld other criteria for moving behvcen tiers:

. An er]tity that meets the criteria to rcport undcr a lower tier is generally pcrmitted lo move to the
lower tier in the annual or internr repordng peflod in \hicli it meets the lowcr tier's criteria, and

elects to iepolt undcr the loper tier. However. an entily that no l,uger neets the public
accountability criteria nlust continue to appLy Tier I accounting requirements in thc pcriod in

rvhioh it fails to rneet those critelia:

. AIr entity moving lrom a lower lier kr a highel tier is ge1]erally per]nitted one 01 two annual

rcporting pcriods bcfore it is requlred to apply the highcr ticr's accounling slanda.ds. (Jne

elceptiorl is where an eDtiq l'ails to neet lhe lower tier's critcria because it nou,has public
accounrability (as detrned). In that instance, the cntlry rrust aplly the Ticr I accounting
requirerrents in the annual or ioterim reporting period in which it meets the public accountability
clile a; and

. 
^ 

Tier 2 PBE 1at becomes large may contirlue to leport under Tier 2 accounting lequirements in
the armual alld ilterim reporting pcriods iu lvhich iL becomes large unlcss it rvas repofling undcr
Tier I requirements in thc annual period immediately befbre it became largc.

88 XRtl Al also sets out thc "first tinre adoplion'' requieDents that must bc applied u'hen a1l entity first
moves ioto a particular tier: a Tier 3 or Tier,1 PBE that subsequently applies Tier 1 or'l ier 2 Accounting
Standards is required to apply PBE fRS ,11 First-tinte )tloplion ol'PBE Standards by L:tllities Otller Th,:!t)

Those Pretiously ,4pplying NZ ll'RS.
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