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This Standard replaces SSAP-1: Determination and Béseck of
Accounting Policies (1983), although that Statemvghitcontinue
to apply until the completion of accounting periedsich end prior to 1 July 1994.

This Standard should be read in the context oBk@anatory Foreword to
General Purpose Financial Reporting published byGloeincil,
Institute of Chartered Accountants of New Zealand.

Appendix

The Accounting Standards Review Board (the Boaad)dpproved FRS-1:
Disclosure of Accounting Policies, for the purposéthe Financial Reporting
Act 1993, to apply to reporting entities, the Croand
all departments, Offices of Parliament and Crown eit

(each of which is defined in the Act).

The Board has also approved this Standard to afaplgcal authorities (as
defined in the Act) from 1 July 1998.
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1 INTRODUCTION

COMMENTARY

1.1 It is fundamental to the understanding andrfmé&gation of general purpose
financial reports (hereafter called “financial reggd) that those who use them are
aware of the accounting policies on which they asel.

1.2 This Standard deals with the selection and asceé of appropriate

accounting policies, and with changes in accountivlicies. It does not establish
financial reporting standards for individual itenas, these are dealt with in other
Standards.

1.3 Financial reporting standards are paragraphslahtype-face in this Standard.
Where appropriate, interpretive commentary pardgrap plain type-face follow the
financial reporting standards.

2 APPLICATION

STANDARD

2.1 This Standard applies to the general purposerfancial reports of all
entities.

2.2 The financial reporting standards set out in tis Standard shall apply to
all financial reports where such application is of raterial consequence. A
statement, fact, or item is material if it is of sah a nature or amount that its
disclosure, or the method of treating it, given ful consideration of the
circumstances applying at the time the financial ngort is completed, is likely to
influence the users of the financial report in makig decisions or assessments.

2.3 This Standard applies to general purpose finamal reports covering
periods ending on or after 1 July 1994.

3 STATEMENT OF PURPOSE

COMMENTARY

3.1 The purpose of this Standard is to requireagestent of accounting policies
disclosing:

(&) the accounting policies adopted in the preparaif financial reports; and

(b) changes in those policies,

where such policies or changes are material to tfiearcial reports, so that users

are provided with information necessary to an unidading of the significance of
the information contained in those financial report



FRS-1

4 DEFINITIONS

STANDARD
The following terms are used in this Standard witithese meanings:

4.1 *“Accounting policies” are the bases, rules, angrocedures adopted in
preparing and presenting financial reports.

4.2 “Qualifying entity” means an entity which qualifies for differential
reporting exemptions in terms of theFramework for Differential Reporting.

5 FINANCIAL REPORTING

Statement of Accounting Policies

STANDARD

5.1 General purpose financial reports shall includea clear and concise
statement of all accounting policies adopted by aentity in the preparation of
its financial reports, where such accounting poligs are material to those
financial reports.

COMMENTARY

5.2 The objective in disclosing accounting polideso provide users of financial
reports with sufficient information to:

(@) ensure that financial reports are relevaniglld and not misleading; and
(b) determine whether or not they are comparable thigtfinancial reports of:
(i) other periods.
(i) other entities.

STANDARD

5.3 In the rare circumstances that application of afinancial reporting
standard results in inappropriate treatment of items in financial reports,
additional information and explanation are to be povided in order to achieve
a fair presentation.

COMMENTARY

5.4 Disclosure of accounting policies used doesafatself, rectify inappropriate
treatment.

STANDARD

5.5 The statement of accounting policies shall comipe:

(a) a statement identifying the entity reporting aml, where applicable, the
statutory base under which the financial reports ae prepared,;
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(b) a statement concerning the measurement systerd@pted,;
(c) a statement of the accounting policies adoptednd
(d) a statement of changes in accounting policieinse the date of the last

financial report, or, if there have been no changesa statement to that
effect.

COMMENTARY

5.6 The accounting policies adopted by an entity lkave a significant impact

on the financial and service performance, finanpadition and cash flows that are

reported in its financial reports. Therefore, dquroper appreciation of those reports,

users need to be aware of:

(&) the measurement system underlying the preparafi the financial reports;
and

(b) the accounting policies followed in respecirafividual items in the financial
reports, especially where there are acceptablmatiees for dealing with any
such items; and

(c) any changes in the measurement system, assu®oii particular accounting
policies.

5.7 TheStatement of Concepts for General Purpose Finarégdortingdescribes
a number of alternative measurement bases. Taeeitisat a financial report is
understandable, full disclosure of the measuresystem adopted is essential.

5.8 An entity needs to make many accounting deasiovolving:
(&) choices between ways of implementing a finamejabrting standard; or

(b) choices between alternatives for which no finahoeporting standard has
been promulgated.

In selecting an accounting policy an entity is ¢msider:

. the objectives of general purpose financial repgrti

. the qualitative characteristics which are necesgagchieve those objectives;
and

. the influences on the preparation of financial repo

These are discussed in tBéatement of Concepts for General Purpose Financial
Reporting

Assumptions

STANDARD

5.9 If the financial reports have not been preparedn accordance with the
assumptions detailed in paragraph 5.10, and if thiflas a material effect, the
statement of accounting policies shall disclose th&act, and shall include a
statement of the reasons for not applying those assptions in the preparation
of the financial reports.

2-36
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COMMENTARY

5.10 TheStatement of Concepts for General Purpose FinaRegortingrecognises:
. going concern

. period reporting

. accrual basis

as the assumptions which underlie the preparafiinancial reports.

Changes in Accounting Policies

STANDARD

5.11 Where a change made in an accounting policy fia material effect on
the financial position, financial or service perfomance, or cash flows, the
following shall be disclosed:

(@) the nature of the change;

(b) the reason for the change;

(c) the effect of the change on the financial pogin, financial or service
performance or cash flows.

5.12 Where a change made in an accounting policy &® not have a material
effect in the current accounting period, but may hae a material effect in
subsequent periods, the following shall be disclosed

(@) the nature of the change;

(b) the reason for the change;

(c) a statement that this change does not have a tedal effect in the
current period.

5.13 Where a change in accounting policy made in ¢hpreceding accounting
period did not have a material effect on the finanial position, financial or

service performance, or cash flows in that periodbut does have a material
effect in the current accounting period, the effectof the change shall be
disclosed.

5.14 Where an entity changes from one accounting [y to another, the
current accounting policy shall be reported under he appropriate heading
within the statement of accounting policies, and th details regarding the
policy change shall be reported as a change in acgting policy.

COMMENTARY

5.15 Accounting policies adopted by an entity aremadly consistent from one
period to another, and are to be applied to athstef a similar nature.

5.16 The statement of accounting policies is téestghether or not accounting
policies used are consistent with those used iniguevperiods. If there have been
changes in the measurement system, the assumpbiotise accounting policies
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used, there is to be full disclosure in accordanite paragraphs 5.11 to 5.14 of
this Standard.

5.17 An accounting policy previously adopted maydneebe changed as a result

of:

(@) factors which make it no longer appropriateténms of the objectives of
financial reporting and the qualitative charactersdiscussed in thetatement
of Concepts for General Purpose Financial Reporting

(b) adecision made in the interests of improvadricial reporting;

(c) the introduction of, or a variation in, statyt@r regulatory requirements;

(d) the introduction of, or a variation in, finaatreporting standards issued by
the New Zealand Society of Accountants.

5.18 Adjusting an established formula used in otdearrive at an estimate can
have a significant effect on financial reports. iWWtsuch an adjustment does not
constitute a change in an accounting policy, dmale of the adjustment may be
essential to an understanding of the financial rtspo

Differential Reporting

STANDARD

5.19 Where a qualifying entity takes advantage of ifferential reporting
exemptions, the entity’s statement of accounting picies shall disclose:
(&) the criteria which establish the entity as a qudying entity for differential
reporting; and
(b) as appropriate, either:
(i) that the entity has taken advantage of all di¢rential reporting
exemptions; or
(i) the extent to which the entity has applied som but not all available
differential reporting exemptions. The entity shal disclose either:
(&) financial reporting standards where the entityhas not taken
advantage of differential reporting exemptions anchas applied
the reporting standards obligatory for non-qualifying entities;
or
(b) financial reporting standards where differentid reporting
exemptions have been applied.

Early Adoption of Changes in Financial Reporting Stan@rds

STANDARD
5.20 Where an entity elects either:

(@) to apply a financial reporting standard before the application date
contained in that financial reporting standard; or
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(b) to apply revocation of a financial reporting stindard before the
application date of that revocation;

the entity’s decision is to be disclosed.

COMMENTARY

5.21 Users of the financial report need to be inBmvhen financial reporting
standards are applied early or are treated as eeivb&fore the official application
dates.

5.22 An approved financial reporting standard is whe&ch has been approved by
the Accounting Standards Review Board in terms of Fir@ancial Reporting
Act1993. In rare instances, the Financial Reportitgn@rds Board of the
New Zealand Society of Accountants may issue a fiaaneporting standard that
does not require Accounting Standards Review Boaptoapl; such financial
reporting standards are issued or withdrawn when shaei or withdrawal is
confirmed by the Council of the New Zealand Socidtgjacountants.
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APPENDIX

Comparison of FRS-1 with International and Australian Accounting
Standards

This comparison appendix, which was prepared asDcember 1993 and deals
only with significant differences in the standardis,produced for information
purposes only and does not form part of the stalsdiarFRS-1. The International
Accounting Standard referred to in this Appendix wasnulgated by the
International Accounting Standards Committee.

The International and Australian accounting starslammparable with FRS-1 are:
. IAS-1 (1975): Disclosure of Accounting Policies
. AASB 1001 (198% Accounting Policies — Disclosurand

. AAS-6 (1986): Accounting Policies: Determination, Application and
Disclosure

There is substantial agreement among these acogustiindards and FRS-1. All
statements require disclosure of the accountingipsladopted by an entity in the
preparation of its financial reports. The followiage the significant differences
from FRS-1.

Determination of Accounting Policies

AAS-6 alone gives guidelines for determining and gipgl accounting policies.
That statement also requires that public sectoortey entities identify the
statutory requirements, ministerial directives thtes government authority which
have determined accounting policies.

General Assumptions

All statements require that, where financial repares not prepared on an accrual
basis and on the basis of a going concern, thisfiast be disclosed together with
reasons for not applying those assumptions.

In addition FRS-1, quoting from thetatement of Concepts for General Purpose
Financial Reportingincludes period reporting as a general assumpitiorthe
preparation of financial reports. IAS-1 includesisistency as a general assumption.

Changes in Accounting Policies

All statements require disclosure of the nature change in policy which has a
material effect in the current period or may havenaterial effect in subsequent
periods. The effect of the change should alsouaatified.

FRS-1, AASB 1001 and AAS-6 require disclosure where angé in policy
applied in preparing and presenting a financiabrefor the preceding period did
not have a material effect in the preceding pebiatihas a material effect in the
current period. IAS-1 does not have a similar dper@quirement.
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Inappropriate Treatment of Items

IAS-1 states that incorrect or inappropriate treatineé items in financial reports is
not rectified either by disclosure of accountingligges used, or by notes or
explanatory material. FRS-1 states that where eguin of a financial reporting
standard results in inappropriate treatment additiexplanation is to be provided.

AASB 1001 and AAS-6 do not contain similar statements.

HISTORY

Previously issued accounting standards supersedethis Financial Reporting

Standard:

SSAP-1: Determination and Disclosure of Accountingd®d (issued December
1983 and effective for periods ending on or afteMgarch 1984).

SSAP-1: Disclosure of Accounting Policies (issuededtber 1974 and effective
for periods beginning on or after 1 January 1975).
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