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Financial Reporting Standard No. B2ospective Financial Statemern(l8RS-42) is set out

in paragraphs 1-73 and Appendices A and B. All thagyaphs have equal authority.
Paragraphs in bold type state the main principl@srms defined in Appendix A are in
italics the first time they appear in the Standalfinitions of other terms are given in the
Glossary.

In respect of entities reporting in accordance W#w Zealand equivalents to International
Financial Reporting Standards (IFRSs), FRS-42 shdd read in the context of its
objective, the New Zealan®reface and the New Zealand Equivalent to the IASB
Framework for the Preparation and Presentation afdficial StatementdNZ Frameworh.

NZ IAS 8 Accounting Policies, Changes in Accounting Estimated Errors provides a
basis for selecting and applying accounting pdigiethe absence of explicit guidance.

In respect of entities that are reporting in aceam® with Financial Reporting Standards
and Statements of Standard Accounting Practice, #RShould be read in the context of
its objective, theExplanatory Foreword to General Purpose FinancialpBeing and the
Statement of Concepts to General Purpose FinancipbRiag (Statement of Concepts).
The Statement of Concepnd FRS-1Disclosure of Accounting Policigzrovide a basis
for selecting and applying accounting policiesha absence of explicit guidance.

This Standard uses the terminology adopted in IFRS$escribe the financial statements
and other elements. NZ IASHresentation of Financial Statemer{tss revised in 2007)
paragraph 5 explains that entities other than poofented entities seeking to apply the
Standard may need to amend the descriptions usqghfticular line items in the financial
statements and for the financial statements themselFor example, profit/loss may be
referred to as surplus/deficit and capital or stlaygtal may be referred to as equity.
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Introduction

General purpose prospective (future oriented or fodwaoking) financial statements are

based on assumptions about the future and othemiation, and thus relate to events and
actions which have not yet occurred. Although evidemay be available to support the
assumptions on which the general purpose prospéitiaecial statements are based, such
evidence is itself usually future oriented and ¢fi@re speculative in nature.

Given that anticipation of the future environment associated with considerable
uncertainty, the preparation of general purposepgective financial statements requires the
exercise of significant judgement.

General purpose prospective financial statementkeaseamenable to objective verification
than historical data. When working with, or usingnegral purpose prospective financial
statements, it is essential to understand theerait limitations.

Main features of the Standard

FRS-42 applies where an entity is required, or céodo present general purpose
prospective financial information. Entities applyithe Standard are required to present a
complete set of general purpose prospective fighrgtiatements for the usual annual
reporting period of the entity.

The Standard requires that an entity use the Indstniation that could reasonably be
expected to be available in determining the assiomgtand other information used in the
preparation of general purpose prospective findrst@tements. It also requires that the
prospective financial statements be understandablievant, reliable and comparable and
that the information in the prospective financtatements be reasonable and supportable.

The assumptions used must:

(@) be based on the best information that couldebsonably expected to be
available at the time prospective financial statetsi@re prepared;

(b) be consistent among themselves;

(c) be consistent with the current plans of thetenti the extent that this is
relevant;

(d) be applied consistently; and

(e) have a reasonable and supportable basis.

© Copyright 6
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The Standard requires disclosure of:
(@) the entity’s operations and activities;

(b) the purpose for which the prospective finangttements have been
prepared,;

(c) significant assumptions;
(d) any changes to the entity’s existing business;

(e) the bases on which the significant assumptiosge hbeen prepared,
including the principal sources of information framhich they have been
derived;

)] the extent to which actual events and transastioave been reflected in
the prospective financial statements;

(9) the factors that may lead to a material diffieeebetween the prospective
financial statements and the actual financial tegulesented in historical
financial statements in future reporting periods;

(h) the assumptions made in relation to those ssuof uncertainty and the
potential financial effect of the uncertainty oretprospective financial
statements;

0] significant accounting policies; and
0] a cautionary note regarding possible variatimneported results.
FRS-42 supersedes FRSR@spective Financial Informatiofissued 1996).

The Standard is operative for an entity’s prospecfinancial statements published on or
after 1 June 2006. Earlier application is perrdittén respect of local authorities’ draft and
final Long-Term Council Community Plans (LTCCPsgpared under sections 84 and 93 of
the Local Government Act 2002, for the period comnrend July 2006, the Standard is to
apply to the prospective financial statements idetuin those LTCCPs.

Differential reporting

Qualifying entities are given a concession to tlgpiirements of this Standard (as identified
in the Standard).
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Financial Reporting Standard 42

Prospective Financial Statements

Objective

1 The objective of this Standard is to establisimgyples and specify minimum
disclosures for entities that presegeneral purpose prospective financial
statements(hereafter referred to agrospective financial statemehtexcept
where otherwise stated). To provide users with highlity general purpose
prospective financial informatigrihis Standard requires that an entity presenting
general purpose prospective financial informatiaespnt a complete set of
prospective financial statements using the bestiinétion that could reasonably
be expected to be available and which meet certatitgtive characteristics.

Scope

2 This Standard applies both to entities that apnting in accordance with New
Zealand equivalents to International Financial Répg Standards (IFRSs) and
entities that are reporting in accordance with New lateh Accounting
Standards

3 An entity shall apply this Standard where it isuieed, or chooses, to present
general purpose prospective financial information.

4 General purpose prospective financial informatiamtudes, but is not limited to:

(a) prospective financial statements required t@udaished by public sector
entities (for example, forecast financial statermesftthe Crown, forecast
financial statements of government departmentsGumuidvn entities, and
forecast financial statements in annual plans ammy-term council
community plans of local authorities); and

(b) prospective financial statements published ipraspectus, investment
statement, advertisement for an offer of securitigs other similar
documents, including prospective financial stateisgublished in order
to satisfy the requirements of securities legistatir regulations.

5 An entity shall apply the principles in this Stardito any prospective financial
information published in conjunction with prospeetfinancial statements.

6 Examples of prospective information to which ti§sandard does not apply
include:

(@) special purpose prospective financial inforovati

These include Financial Reporting Standards aagt@®ents of Standard Accounting Practice.
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(b) prospective information expressed solely inegahterms; and
(c) prospective non-financial information.

Nonetheless application of the principles and regoénts of this Standard to
prospective financial information outside the scopthis Standard is encouraged
to the extent applicable.

Special purpose prospective financial informatioprepared for external users who
are able to require, or contract for, the prepamnatif special reports to meet their
specific information needs. It may be preparea iarm agreed to by the parties.

Prospective information which is expressed solalygeneral terms includes
gualitative statements about future prospects. hStatements are commonly
found in:

(a) management’s discussion and analysis withinritys financial report;
and

(b) commentary in statements of intent providedgbyernment departments
and Crown entities and in long-term council commyplans provided by
local authorities.

However, the above information, where presented, dhiseilconsistent with any
current published prospective financial statements.

Prospective non-financial information includesafard-looking disclosures about
an entity’'s objectives, activities and performantegets. Non-financial

information is often provided because financiabmfation alone is unlikely to

meet all the needs of users. In the case of pgblitor entities, legislation may
require the publication of prospective non-finahciaformation such as

objectives, nature and scope of activities andgperénce targets in relation to
objectives, outputs or outcomes. Where non-firelrennd financial information

is published together they should be consistent.

An entity whose prospective financial statementsomply with FRS-42 shall
make an explicit and unreserved statement of suchompliance in the notes.
Prospective financial statements shall not be desbed as complying with
FRS-42 unless they comply with all the requirementsfdRS-42. An entity
shall not describe prospective financial statementas complying with IFRSs.
An entity wishing to assert that prospective finanal statements comply with
NZ GAAP may assert compliance with FRS-42 and NZ GAAP ai relates to
prospective financial statements.

Qualifying Entities

Entities which qualify for differential reportin g concessions in accordance
with:

(a) the Framework for Differential Reporting for Entities Applying the New
Zealand Equivalents to International Financial Reporting Standards

9 © Copyright



FRS-42

Reporting Regime (2005) for entities applying New Zealand
equivalents to IFRSs; or

(b)  the Framework for Differential Reporting for entities that have not
applied New Zealand equivalents to IFRSs;

are not required to prepare a cash flow statementni accordance with the
requirements of this Standard. However, where a aalifying entity intends
to publish a cash flow statement in its historicafinancial statements, it shall
prepare a cash flow statement in accordance with th Standard.

General Principles

12 Prospective financial statements prepared usi@grinciple of best information
that are reasonable and supportable and that meejualitative characteristics
outlined in paragraphs 16 and 17 of this Standerdikely to be of a high quality
and assist users in forming, revising or confirmthgir expectations about the
future.

Best information

13 An entity shall use the best information that cold reasonably be expected to
be available at the time prospective financial staiments are prepared in
determining the assumptions and information used irthe preparation of the
prospective financial statements.

Reasonable and supportable

14 The information in prospective financial statemats shall be reasonable and
supportable and faithfully represent the assumptios and information on
which the statements are based.

15 The information in prospective financial statetseis, by definition, uncertain
and its preparation requires the exercise of judgemEvents and circumstances
may not occur as expected or may not have beelicpedd In addition, the entity
may subsequently take actions which differ from gih@posed courses of action
on which the prospective financial statements areetba In seeking to
demonstrate that the information in the prospectiveancial statements is
reasonable and supportable, an entity considershehet

(a) the course of action reflected in the prospecfiinancial statements
represents the entity’'s proposed course of actionwhere alternative
scenarios are presented, that those scenariosamible;

(b) it has a reasonable and supportable basis Her determination of
assumptions underlying the prospective financiateshents. Ways in
which an entity can demonstrate that it has a redderand supportable
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basis for the assumptions underlying the prospedthancial statements
are discussed in paragraphs 20 and 21; and

(c) it has used appropriate information.

Quialitative characteristics

16 In order to meet the needs of users, prospectiimancial statements shall
meet the qualitative characteristics outlined in te New Zealand Equivalent
to the IASB Framework for the Preparation and Presentation of Financial
Statements (NZ Framework) and in the Statement of Concepts for General
Purpose Financial Reporting (Statement of Concepts). Accordingly, the
statements shall be understandable, relevant, relide and comparable.

17 In giving effect to the principle in paragrap#, Ifor prospective financial
statements to be:

(a) understandable—the information in the statements should be dbedri
aggregated, classified and presented in a formthsae that is able to be
clearly understood by users. For prospective firdrstatements to be
understandable, users will need sufficient infororatio be able to make
judgements about the assumptions employed andstteassociated with
those assumptions.

(b) relevant—the information in the statements should be capabhssisting
users to make economic or other decisions by hglpiem evaluate
present or future events or correct their pastuatans. For prospective
financial statements to be relevant they must Ipaedictive value and be
able to be confirmed, or otherwise, in future pesiod

(c) reliable—the information in the statements should be freenfmaterial
calculation error, and unbiased. The reliabilifyppospective financial
statements is affected by the appropriatenesseoffisumptions and the
sources of uncertainty. Users should be able tesasthe reliability of
prospective financial statements and identify thetdrs that make the
statements more or less reliable.

(d)  comparable—the statements should measure and display likesite
transactions and events in a consistent mannenspBctive financial
statements should be capable of comparison witfecuand subsequent
information about the actual financial performanéean entity based on
consistent application of accounting policies, mpg periods and

presentation.
Assumptions
18 Assumptions shall be based on the best informatiahat can reasonably be

expected to be available to the entity, be consisteamong themselves, be
consistent with the current plans of the entity tothe extent that this is
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19

20

21

relevant, and be applied consistently. An entity sill have a reasonable and
supportable basis for the determination of assumptins underlying
prospective financial statements.

An assumption is a view taken about the futuretlfier purpose of preparing

prospective financial statements. Assumptions akert as being true for the
purpose of preparing prospective financial statembunt could change later. An

assumption is made where some facts are not yet knowecided. In preparing

prospective financial statements an entity generadleds to make assumptions
regarding economic and business conditions andogezpcourses of action. For
example, an entity may assume that the naturesobperations and principal

activities for the period of the prospective finmhstatements will be consistent
with the operations and activities outlined in certalans and strategies of the
entity. Information used in the preparation of ggrective financial statements
may include the current plans and strategies oktiigy, some of which may be

published, market surveys, industry statistics,necaic and other indicators or
specialised studies.

A reasonable and supportable basis for an asmmmptay be the past
performance of the entity itself, the performan€similar entities, feasibility or

other studies that provide objective corroboratam] the prevailing economic or
operating environment. The extent of detailed rimiation supporting each
assumption and an assessment of the degree omtgréssociated with each
assumption will vary according to circumstances, avilil be influenced by

factors such as the significance of the assumpgtimhthe availability and quality
of the supporting information. The degree of tglity of assumptions is

enhanced by the following:

(@) the robustness of the process to develop asganmap

(b) use of an independent third party to review aggions;

(c) use of specialist skills to develop assumptions

(d) consistency with an entity’'s documented strategind plans;

(e) documented analysis of related risks in refatio future actions and
events;

)] ensuring that information is complete and ffesam material calculation
error;

(9) comparability with past performance of the egntitnd other similar
entities; and

(h) basing assumptions on information presentemhanket surveys, industry
statistics, economic and other indicators or sflisei@ studies.

Where prospective financial statements presdotmation on activities that have
no track record and that are not subject to conside management control and
discretion, it is more difficult to establish thébere is a reasonable and
supportable basis for the assumptions. Ways inctwhin entity preparing
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prospective financial statements in a start-up atitm can demonstrate a
reasonable and supportable basis for the assuraptiolude:

(a) thorough research of the market opportunitiesyalot testing;

(b) use of a model that has been used for simifdities or activities and
which is reviewed and updated;

(c) detailed analysis by area of activity (for exden goods and services by
market, product line or geography and cost by fiongt

(d) management plans that are consistent with t@aes;
(e) non-financial indicators of future financiaktats;

)] external market surveys, general economic ihics and views of people
knowledgeable in the field of activity that are dstent with the
estimates; and

(9) involvement of people with appropriate experrmnd expertise across
the full range of the entity’s activities.

Assumptions are frequently interdependent. Amrapton may affect many
items within prospective financial statements ardl l® the formulation of other
assumptions. Where assumptions are interdependemttreatment of the
interdependent assumptions in prospective finansi@tements should be
consistent. For example, an entity may have aalgmioject that will need to be
funded during the period of the prospective finah@tatements. As such,
assumptions will be required about the source ofutthding and the interest rates
related to the funding. It may also be necessampake assumptions about the
related increase in depreciation charges.

Application of the principle of best informatiand the manner in which an entity
demonstrates that it has a reasonable and supleottabis for assumptions will
depend on the circumstances in which an entity pespprospective financial
statements. Prospective financial statements ctefi@ entity’'s assumptions
regarding its proposed courses of action for th@gdef the prospective financial
statements. An entity may propose to continue itgeot operations and
activities, make some changes to its current ojperind activities, or engage in
one or more alternative scenarios.

(a) To the extent that an entity intends to cordifta current operations and
activities for the period of the prospective finehstatements, application
of the best information principle requires that thesumptions and
information used in the preparation of the prospedinancial statements
be based on and consistent with the assumptioniseirentity’s current
plans and strategies, updated as appropriate foe mezent information
forecasts of economic and business conditions.

(b) Where the nature of an entity’s operations &sgbrincipal activities are
expected to change significantly over the periodtlé prospective
financial statements, the assumptions will needeftect these changes.
Application of the best information principle in #® circumstances
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24

25

requires that the assumptions and information usetle preparation of
the prospective financial statements reflect théyes proposed course(s)
of action, including any alternative scenarios, atite risks and

uncertainties that inevitably surround many of tlewents and

circumstances associated with those actions or gosnha In such

circumstances the assumptions and information usedte prospective

financial statements may be consistent with thosthénentity’s current

plans and strategies, but only to the extent thasd assumptions and
information are relevant to the entity’s plannediaats or alternative

scenarios. The quality of such prospective finaingtatements is
enhanced if they are supported by an analysis efdiitity’s current

business and the way in which that business is exg@¢otchange under
the proposed course of action, including any adtéve scenarios.

Assumptions can range from being reasonably inettavery uncertain. The
degree of certainty relating to a particular assiimnpdepends on many things,
including the following:

(@) the time period the assumption relates to —dbgree of uncertainty
normally increases with the length of the futurdqubcovered;

(b) the complexity of the entity and the degreewtoich it is affected by
external conditions;

(c) the stability of the entity and the ability tfe entity to predict future
events. For example, an entity commencing opersitio venturing into a
new direction is likely to have more difficulty piieting future events
than an entity which has been operating for a nurabgears in the same
business or environment;

(d) the degree of control the entity has overltsife operating environment;
(e) the nature and length of the entity’s operatipgje; and
® the number of variables associated with the mgsion.

Full disclosure of significant assumptions isesdial in order for users to
determine the extent to which they wish to rely amitiformation in prospective
financial statements. Users require informationuatibe assumptions used so
they can make an informed judgement on the degfeeel@bility of the
information in the prospective financial statementsUsers also require
information which assists them in assessing theitsgtys of information in
prospective financial statements to changes innagBans and the extent to
which they are subject to a high degree of uncestain

© Copyright 14
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28

29

30

31

Presentation of prospective financial statements

An entity that presents prospective financial stements shall present and
disclose information that enables users of thoseaiements to evaluate the
entity’s financial prospects and to assess actuah&ncial results prepared in
future reporting periods against the prospective fiancial statements.

Information presented on the face of prospediivencial statements is usually
presented as a line item. However, additional dsscks may be used to present
information on the possible range for an individitam. When a range is used
the band shall not be so broad as to render tloenmation meaningless to users
and the assumptions used shall be clearly linketieaupper and lower limits of
the range. Where prospective financial informatibas a high level of
uncertainty associated with it, a range is more l\ikeo present useful
information.

An entity shall present a complete set of prospeéee financial statements,
which shall include the following:

(a) a prospective statement of financial position;

(b) a prospective statement of comprehensive income
(c) a prospective statement of changes in equity;

(d) a prospective statement of cash flows; and

(e) notes, comprising a summary of significant accmting policies,
significant assumptions and any other relevant infonation
underlying (a) to (d).

Except as provided in paragraph 30, the prosfgelotlance sheet shall separately
disclose:

(a) current assets;

(b) non-current assets;

(c) current liabilities;

(d) non-current liabilities; and

(e) equity, including separate disclosureoh-controllinginterests.

All assets and liabilities shall be presentechblyin order of liquidity when a
presentation based on liquidity provides informattbat is reliable and is more
relevant and when the entity intends to preserassets and liabilities in order of
liquidity in its historical financial statements.

As a minimum, the prospective income statemeait shparately disclose:

(@) revenue;
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(b) finance costs;
(c) depreciation and amortisation expense;

(d) share of the profit or loss of associates avit jventures accounted for
using the equity method;

(e) tax expense;

) a single amount comprising the total of (i) thest-tax profit or loss of
discontinued operations and (ii) the post-tax gailoss recognised on the
measurement to fair value less costs to sell dherdisposal of the assets
or disposal group(s) constituting the discontinapdration;

()  profit or loss;

(h) each component of other comprehensive incorassifled by nature
(excluding amounts in (i));

0] share of the other comprehensive income of @ates and joint ventures
accounted for using the equity method; and

0] total comprehensive income.

32 In addition to the information required by paeggh 31, an entity shall present,
either on the face of the income statement orémibites, an analysis of expenses
using a classification based on either the natdirexpenses or their function
within the entity, whichever provides information thia reliable and more
relevant.

33 The following items shall be disclosed in the gpective statement of
comprehensive income as allocations of profit sslfor the period:

(@) profit or loss for the period attributable to:

0] non-controlling interest; and
(ii) owners of the parent;

(b) total comprehensive income for the period ladiiable to:

0] non-controlling interest; and
(ii) owners of the parent.

34 When an entity applies New Zealand equivalent§~RSs, as a minimum the
prospective statement of changes in equity shplrseely disclose:

(@) total comprehensive income for the period shgwseparately the total
amounts attributable to owners of the parent andhda-controlling
interest;

(b) the amounts of transactions with owners in tlogipacity as owners,
showing separately contributions by and distribigitmowners; and

(c) total equity and each component of equity.
35 [Deleted]
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36 When an entity has not applied New Zealand eqrivalto IFRSs, as a minimum
the prospective statement of movements in equiil separately disclose:

(a) distributions to owners;
(b) contributions by owners; and
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37

38

39

40

(c) total recognised revenues and expenses ingudin
0] profit or loss for the period;
(ii) increases/decreases in revaluation reserves; a
(i) currency translation differences.

The prospective cash flow statement shall seggrdisclose major classes of
gross cash receipts and gross cash payments aftisingeach of the following
categories of cash flows, except to the extentdheh cash flows are reported on
a net basis, as permitted by the relevant standard:

(a) cash flows from or used in operating activities;
(b) cash flows from or used in investing activitiaag
(c) cash flows from or used in financing activities.
In the prospective cash flow statement:

(a) cash flows from interest and dividends receigad paid shall each be
disclosed separately. Each shall be classifieldonsistent manner from
period to period as either operating, investingfinancing activities in
accordance with NZ IAS Tash Flow Statement®r entities applying
New Zealand equivalents to IFRSs, or FRS-8atement of Cash Flows
for entities that have not applied New Zealand edeia to IFRSSs;

(b) cash flows arising from taxes on income shalségarately disclosed and
shall be classified as cash flows from operatingviiets unless they can
be specifically identified with financing and inviess activities;

(c) the aggregate cash flows arising from acquisitiand from disposals of
subsidiaries or other business units shall be ptedeseparately and
classified as investing activities; and

(d) the net increase or decrease in:

0] cash and cash equivalents, in respect of iestiapplying New
Zealand equivalents to IFRSs, shall be separatetyoded; or

(ii) cash, in respect of entities that have nopliego New Zealand
equivalents to IFRSs, shall be separately disclosed

This Standard specifies minimum disclosuresespect of prospective financial
statements. Additional disclosures are requiredamy item that is of such
incidence and size, or of such nature, that itslaksire is necessary to explain the
prospective performance, position or cash flows h& éentity. An adequate
description of each item shall be given to enatsl@ature to be understood.

Where an entity presents prospective financiédrination in addition to the
information reported in the prospective financitdtements, the relationship of
that additional information to the information refeal in the prospective financial
statements shall be explained. For example, whereermtity presents a
prospective amount for earnings before interext,dapreciation and revaluation
movements in addition to a prospective income state that includes the

© Copyright 18
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minimum disclosures in paragraphs 31 to 33, thatioiship of prospective
earnings before interest, tax, depreciation andiluaion movements to the
prospective profit or loss shall be explained. €splanation may be by way of
reconciliation.

Accounting policies

Prospective financial statements shall be prepad in accordance with the
accounting policies expected to be used in the futifor reporting historical
general purpose financial statements.

Where an entity presents both parent entity gnodip financial statements for
general purpose historical financial reportingslitould consider whether both
parent entity and group prospective financial stetets should be presented.
Factors to consider include the purpose and retevahthe prospective financial
statements and whether, in the absence of groupgxtige financial statements,
the statements that are presented meet the givalitettaracteristics set out in
paragraphs 16 and 17 of this Standard.

Where an entity presents prospective financiatements in respect of the
reporting entity for general purpose financial néjpg and/or a subset of that
reporting entity, such as the borrowing group (afindd in the Securities
Regulations 1983):

(@) the prospective financial statements for thgoréng entity for which
general purpose financial reports will subsequebdyprepared shall be
prepared in accordance with the accounting polieiggected to be used
in the future for reporting historical general posp financial statements;

(b) the prospective financial statements for thd-enmtity such as the
borrowing group shall be prepared in accordance with accounting
policies expected to be used in the future for répg historical general
purpose financial statements except where reguatitimerwise require.

Periods covered by prospective financial statements

The reporting periods covered by prospective fimncial statements shall
coincide with those for which annual historical geeral purpose financial
statements will subsequently be presented.

This Standard requires that an entity preseninaplete set of prospective financial
statements for the usual annual reporting periothefentity. This requirement
assists entities to meet the requirements of @tadards to compare prospective
financial statements or information with the suhseq historical financial
statements or information for that period (referageaphs NZ 44.1 and NZ 44.2 of
NZ IAS 1 Presentation of Financial Statemenfsr entities applying New Zealand
equivalents to IFRSs, and paragraph 5.4 of FR$firmation to be Disclosed in
Financial Statementdor entities that have not applied New Zealandgivedents to
IFRSs). Where legislation or regulation requiregpective financial information to
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be prepared for a reporting period which diffesyrthe period for which historical
general purpose financial statements or informatidinsubsequently be presented,
an entity is compelled to comply with such legislator regulation. However, in
such cases the entity may be able to comply with thi¢ Standard and the relevant
legislation or regulation by presenting prospectivencial information for the
balance of the current reporting period and forsiliesequent reporting period.

The number of reporting periods covered by proipe financial statements may
vary considerably depending on the relevant legquirements and the purpose
and objective for which the prospective financiatsients are prepared. In
general, the greater the number of future repogieripds included in prospective
financial statements, the more unreliable and aacethe prospective financial

statements become. Entities should exercise caabout publishing prospective
financial statements for periods beyond that reglby legislation or regulation.

Entities publishing prospective financial statersemther than those required to
publish prospective financial information by legisbn or regulation, should

exercise caution in presenting prospective findratetements for more than one
reporting period.

Disclosure

47

48

Disclosure of operations and activities

An entity shall disclose the following, if not diclosed elsewhere in
information published with the prospective financid statements:

(a) a description of the nature of the entity’s curent operations and its
principal activities; and

(b) a description of the nature of the entity’s opeations and its principal
activities for the period of the prospective finan@l statements.

Disclosure of the purpose of prospective financial
statements

When prospective financial statements are prestad, the purpose for which
they have been prepared shall be disclosed togetheith a caution that the
information in those statements may not be appropste for purposes other
than those described.
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Disclosure of bases for assumptions, risks and
uncertainties

Prospective financial statements shall contairhé information necessary for
a user to appreciate the degree of uncertainty attding to the information in
those statements and the impact of that uncertainty

The requirement that prospective financial statgs contain the information
necessary for a user to appreciate the degree adrtamty attaching to the
information in those statements and the impacthaf uncertainty requires the
disclosure of assumptions, the risks associated tivithe assumptions, and other
matters and information which are of importance sers’ understanding of the
prospective financial statements. Disclosure ofrigles surrounding assumptions
and the potential impact of a change in an assomgt the prospective financial
statements enables users to assess the degreecataimty inherent in the
information in the prospective financial statemesmsl the reliance they wish to
place on the information in those statements. Sdislclosure reduces the
possibility that unwarranted credibility may be alted to the information. In
forming a judgement on what constitutes reasonaldelogure, an entity will
need to take into consideration:

(a) sources of uncertainty and the assumptions mredaéng to uncertainties;

(b) the factors that will affect whether assumptiomid be borne out in
practice; and

(c) alternative results, being the consequencessimptions not being borne
out.

All significant assumptions underlying prospectie financial statements shall
be disclosed separately and clearly identified in amanner that makes their
significance understandable to users. Where pos$#) assumptions shall be
quantified.

A significant assumption is one that materialffe@s one or more financial
estimates. One way of highlighting the significaméeassumptions is to rank
assumptions in order of importance in relationheirtimpact on the prospective
financial statements. For example, the most siganit risks may be uncertainty
regarding the level of demand for a new productpsexpe to future price changes
(inflation), exposure to movements in foreign caog exchange rates or interest
rates, and increased demand for services caussliftg/in population growth. If
the level of expected demand for the new producthiss most important
assumption it should be disclosed as such and i8le af demand being
significantly less than assumed should be disclasea key risk.

Where prospective financial statements are notdsed on the entity’s existing
business, this fact shall be disclosed together Wwita description of the
changes proposed.

Where prospective financial statements refldahmed actions or alternative
scenarios that do not represent the entity’s exjsbusiness, this fact shall be
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56

57

58

59

disclosed to enable users to understand the nafuilee changes proposed and
the possible future direction that the business taks.

An entity shall disclose:

(a) the bases on which the significant assumptiorfsave been prepared,
including the principal sources of information from which they have
been derived;

(b)  the extent to which actual events and transaains have been reflected
in the prospective financial statements;

(c) the factors that may lead to a material differace between
information in the prospective financial statementsand the actual
financial results prepared in future reporting periods; and

(d)  the assumptions made in relation to those sougs of uncertainty and
the potential financial effect of the uncertainty m the prospective
financial statements.

The purpose of disclosure of the bases for #seiraptions is to provide users
with information to determine the extent to whicheyhcan rely on the
information in the prospective financial statemerifssclosure about the bases of
the preparation of the significant assumptions rireyjude discussion of the
process used to develop assumptions, includingusiee of documents such as
plans, surveys and reports. The factors outlimegbaragraph 20 and, where
applicable, paragraph 21, are examples of itemscthad have formed the bases
of assumptions.

Items disclosed as the bases for the assumptfondd be described in specific
rather than general terms. For example, referéman expert’s report should
include the name of the report and the author aeddate of the report. As
another example, reference to an entity's busirwssnarketing plan should
include the date on which it was approved by thétyeand the period that it
covers.

Examples of factors that may lead to a mateliféérence between prospective
financial statements and actual financial resultglude macroeconomic
exposures, political changes, market volatility,mpetitor action and risks
associated with the entity’s own processes for priodugoods and services. One
way in which information on the effect of such unasnies on prospective
financial statements may be presented is a sebgitanalysis. Where a
sensitivity analysis using positive or optimistiariables is presented, it should
generally be accompanied by a corresponding amsalyased on negative or
pessimistic variables.

Prospective financial statements shall include @autionary note to the effect
that actual financial results achieved for the perdd covered are likely to vary
from the information presented, and that the variatons may be material.
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Disclosure of accounting policies

Significant accounting policies used as a basfer the preparation of
prospective financial statements shall be disclosed

(a) in accordance with NZ IAS 1 for entities applyigy New Zealand
equivalents to IFRSs; or

(b) in accordance with FRS-1 for entities that havenot applied
New Zealand equivalents to IFRSs.

Where prospective financial statements give effeto a change in accounting
policy, this change shall be disclosed, includindné reason for the change and
its effect on the prospective financial statements.

The changes in accounting policies referrechtparagraph 61 include changes
from the accounting policies used in the prior pérhistorical general purpose
financial statements and changes from the accayrgivlicies used in prior
period prospective financial statements where prspefinancial statements are
presented for more than one year.

Where an entity publishes both parent entity andyroup financial statements
for historical financial reporting purposes but does not publish group
prospective financial statements, it shall disclosghe reasons for not
presenting group prospective financial statements.

Where an entity publishes prospective financiastatements in respect of a
subset of a reporting entity in accordance with paagraph 43 it shall disclose:

(a) the reasons for presenting prospective finandiastatements for the
subset; and

(b)  whether the entity intends to publish historicéd financial statements
for the subset of the reporting entity for the perod or periods covered
by the prospective financial statements.

Other disclosures

When an entity presents prospective financial atements, it shall disclose:

(a) the date when the prospective financial statemés were authorised
for issue and who authorised the issue of the prosptive financial
statements;

(b) a statement that the person or body that authased the issue of the
prospective financial statements by the entity isasponsible for the
prospective  financial statements presented, includg the
appropriateness of the assumptions underlying the rpspective
financial statements and all other required disclosres;

(c) the extent to which actual financial results a incorporated and the
period covered by those results; and
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67
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(d)  whether or not it is intended to update the prepective financial
statements subsequent to presentation and, if sohen.

The process involved in authorising the prospedinancial statements for issue
will vary depending upon the management structusgury requirements and
procedures followed in preparing and finalising tpeospective financial

statements. It is important for users to know whiea prospective financial

statements were authorised for issue because thie idate of adoption of the
underlying assumptions. The prospective finansiatements do not reflect
events or knowledge obtained after this date.

The authorising body is responsible for ensutimgt the entity has a robust
process for developing assumptions and that thengstsons developed are
appropriate in the circumstances. The respontibdf the authorising body

extends beyond ensuring that individual assumptiosed to prepare the
prospective financial statements are appropriatbeércircumstances, to ensuring
that the assumptions taken as a whole are appre@iat that there is adequate
disclosure of all significant risks.

Disclosure of the date of adoption of the undeglyassumptions alerts users to
the possibility that events occurring subsequenthis date may affect the
usefulness of the information presented. Disclosfithe extent to which actual
financial results are incorporated and the perimeeoed by those results provides
an indication of the degree of reliability that daa attached to the information in
the prospective financial statements. Furtherlaésce of whether or not it is
intended to update the prospective financial statemsubsequent to presentation
may alert the user to the extent of the intent@rceammunicate such updated
information.

Disclosure of reasons for revising prospective

financial statements

Where revised prospective financial statementsra issued, the following
shall be disclosed:

(a) the reasons for revising the prospective finamal statements;

(b) an explanation of the changes made to the prosgtive financial
statements most recently issued, including a recoitiation of material
differences between the previously reported prospéee financial
statements and the revised prospective financialatements; and

(c) the date as at which the statements were revise
Subsequent reporting
Where an entity has published prospective finama statements that are within

the scope of this Standard the entity is requiredin accordance with either
NZ IAS 1 for entities applying New Zealand equivalerg to IFRSs or FRS-9 for
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entities that have not applied New Zealand equivalés to IFRSs, to present a
comparison of the prospective financial statementsith the actual financial
results when reported. Explanations for material vaiations shall be given.

Comparison of prospective financial statementh agtual financial results is an
essential element of accountability. In the cdsissuers a comparison of actual
financial results against the originally publistedtements is important because
it provides users with a comparison of actual penforce with the projected
performance at the time the entity raised funds. the case of public sector
entities comparisons between projected performandeaetual performance for a
period are a means of demonstrating accountakdlitthe resources used and the
financial management of assets and liabilities m&entities provide long-term
prospective financial statements which are updatedually, prior to the
beginning of the year. In such cases a compan$actual financial results with
the most recent prospective financial statemenidighed prior to the beginning
of the period is generally relevant. Where infatiora is revised during the
course of a year, the reasons for revising therinétion and an explanation of
the differences between the originally publishedspeztive financial statements
and the historical financial statements shouldiserg

Effective date

72

72A

72B

73

This Standard becomes operative for an entity’sprospective financial
statements published on or after 1 June 2006. E&t application is permitted.
In respect of local authorities’ draft and final Long-Term Council Community
Plans (LTCCPs) prepared under sections 84 and 93 dfie Local Government
Act 2002, for the period commencing 1 July 2006, éhStandard is to apply to
the prospective financial statements included in thse LTCCPs.

NZ IAS 1 (as revised in 2007) amended the termitogy used throughout
New Zealand equivalents to IFRSs. In addition it ameded paragraphs 31,
33, 34 and 45 and deleted paragraph 35 of this Stdard. An entity applying

New Zealand equivalents to IFRSs shall apply those andments for annual
periods beginning on or after 1 January 2009. If a entity applies NZ IAS 1
(revised 2007) for an earlier period, the amendmestshall be applied for that
earlier period.

The Omnibus Amendments (2009-1) amended paragraph 10. An entity shall
apply that amendment for annual periods beginning o or after 1 July 2009.
Early application is permitted. If an entity applies the amendment for an
earlier period it shall disclose that fact.

Withdrawal of FRS-29 (1996)

This Standard supersedes FRS-29 Prospective Fir@al Information (issued
1996).
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Appendix A

Defined terms

This Appendix is an integral part of the Standard.

General purpose
prospective financial
information

General purpose
prospective financial
statements

© Copyright

One or more future-oriented financial statementpgmed for
external users who are unable to require, or canfoacthe
preparation of special reports to meet their specif
information needs.

Future-oriented financial statements prepared fetereal
users who are unable to require, or contract foe th
preparation of special reports to meet their specif
information needs.
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Appendix B

Amendments to other standards

The amendments in this appendix shall be appliedpfospective financial statements
published on or after 1 June 2006. If an entitplags this Standard for an earlier period,
these amendments shall be applied for that earligogde

*kkkk

The amendments contained in this appendix have bemmpbrated into the relevant
pronouncements published in this volume.
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Basis for Conclusions on
FRS-42: Prospective Financial Statements

This Basis for Conclusions accompanies, but is adtqf, FRS-42.

Introduction

BC1 This Basis for Conclusions summarises the FHia&nReporting Standards
Board’s (FRSB) considerations in reaching its cosidns on FRS-42:
Prospective Financial Statemenis 2005. Individual FRSB members gave
greater weight to some factors than to others.

Background

BC2 In March 2004 the FRSB agreed that a detadeiew of FRS-29Prospective
Financial Information(FRS-29) (issued 1996) should be carried out witthea
to improving the Standard in light of:

(@) issues arising from an enquiry by the Secri@@mmission into Vertex
Group Holdings Limited. As a result of the issuesediin this enquiry
the review had the objective of eliminating uncetia regarding the
distinction between projections and forecasts; and

(b) concerns raised by the Office of the Contradled Auditor-General about
the appropriateness of some of the requirementscaminentary in that
Standard for public sector entities — in particulacal authorities —
preparing forecast financial statements in accardamth new legislative
requirements.

BC3 In 2003 the FRSB proposed limited changes t8-ER to clarify:
(@) the distinction between a forecast and a priojecand

(b) the position where prospective financial infotima is part projection and
part forecast.

The proposed amendments to the definition of “A grtipn” were exposed for
comment on 23 July 2003, with a comment date endind5 September 2003.
However, the FRSB subsequently decided that the msopf New Zealand

equivalents to IFRSs and changes to requirementspidiblic sector entities

justified a broader review of the Standard, andraiiproceed with these limited
amendments.

BC4 ED 103Prospective Financial Informatigrwhich proposed a revision of FRS-29,
was issued in May 2005 with a response date of dgust 2005. Nine responses
were received. In order to obtain feedback fromider range of constituents the
FRSB also sought additional feedback from constiti¢hat had not submitted a
formal response to ED 103.
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BC5

The main issues raised in the context of thisew, the FRSB’s proposals in
ED 103, respondents’ comments and the conclusi@@shed in finalising
FRS-42 are summarised in the following paragraphs.

International harmonisation

BC6

BC7

BC8

In developing the Standard the FRSB noted #wirability of harmonising with
other international guidance dealing with prospecfinancial information. At
the time of developing the Standard no jurisdictiwher than Canada had issued
a financial reporting standard that establisheduireqnents in respect of
prospective financial information. However, a rangfe guidance including
international audit guidance and guidance for dinesc was considered (refer
References for a list of guidance considered irrghieew).

Some respondents to ED 103 expressed concems# g@boceeding with a
Standard based on ED 103. These respondents ptopaeskerring the
development of a new Standard to allow for a reviewexikting Securities
legislation and regulations and stressed the dekiyeof aligning New Zealand’s
securities regulations with those of Australia. HRSB decided to proceed with
issuing a Standard based on ED 103. In makingi#tission the FRSB:

(a) noted that the majority of respondents suppatte FRSB’s proposals to
revise FRS-29;

(b) noted the imminent need for guidance for loaathorities required to
prepare forecast financial statements;

(c) noted the practical difficulties faced by eiest preparing information
under FRS-29; and

(d) agreed that although harmonisation of Secsritiegislation and
regulations with Australia may be highly desirablkejsi likely to take
some time. The FRSB noted that Australia does oatently have a
financial reporting standard on prospective finahstatements. Current
Australian guidance on prospective financial infotiora has been issued
by the securities regulator and is different irunato a financial reporting
standard.

As noted above, the FRSB considers that trassda harmonisation of
financial reporting requirements for prospectivaaficial reporting is highly
desirable. The FRSB notes that the Securities dsesiom also shares this view.
The FRSB has therefore actively sought to inteoisér parties in developing a
trans-Tasman standard on prospective financialrtego Current legislative
differences would make it difficult to achieve coefgl harmonisation but
possible legislative change following the forthcoguitrans-Tasman mutual
recognition of offers of securities may assist tiscess. The FRSB considers
that FRS-42 would provide a good starting point fbe development of
harmonised requirements. In an effort to promoteaamonised standard on
prospective financial reporting the FRSB has cdethcor consulted the
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Australian Accounting Standards Board (AASB), the AdlistnaSecurities and
Investment Commission (ASIC) and the Trans-Tasmanoéaing Standards
Advisory Group. The FRSB will continue to work with gleeparties and the
Securities Commission with a view to developing arwrised Standard in the
future.

BC9

BC10

BC11

The Standard is intended to provide guidanceafioentities publishing general
purpose prospective financial statements. It le@nldrafted in such a way that it
can be applied by profit-oriented and public benefitities both prior to, and

following, the application of New Zealand equivakeid International Financial

Reporting Standards (IFRSs). For example, it ackedges the existence of
current legislative requirements governing the prafion of prospective

financial statements by public sector entities asels terminology appropriate for
all entities. Following the adoption of IFRSs in Néealand the FRSB agreed
that the format of the Standard should be condisteith recent IFRSs.

Paragraphs are numbered sequentially and have agtrarity. Paragraphs in
bold type state the main principles. Definitions arcluded in an appendix and
are in italics the first time they appear in thar8iard.

The Standard applies to entities that areireduor choose, to present general
purpose prospective financial information.  Althoughe regulations or
legislation giving rise to the obligation to preseeneral purpose prospective
financial information may refer to one or more grestive financial statements,
(for example, a prospective cash flow statementjtien applying the Standard
are required to present a complete set of prosgetiiancial statements. They
are also required to apply the principles in then8ard to any prospective
financial information published in conjunction wigfeneral purpose prospective
financial statements. These requirements reflaet FRSB’s resolution to
promote best practice in general purpose prospedtnancial reporting. The
FRSB does not consider that the presentation ahglesprospective financial
statement in the context of general purpose praseefinancial reporting is best
practice.

The FRSB noted that pro forma information,ellasn alternative scenarios, is
often included in a prospectus and considered pipdication of the Standard to
such pro forma information. For example, where equasition is expected to

occur during the period, a prospectus may includth lprospective financial

statements based on the assumption that the atmuisakes place on the
expected date and additional information based tan dssumption that the
projected acquisition will occur on alternative dateWhere such additional
prospective pro forma information is published tbge with the types of general
purpose prospective financial statements outlimegharagraph 4, it would fall

within the scope of the Standard. However, the Standi@es not apply to:

(a) verbal prospective financial information distloes or earnings guidance
published by a New Zealand Exchange Limited listsdés,
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BC13

BC14

BC15

BC16

(b) individual items of prospective financial infoation, such as sales
forecasts published in an annual report; or

(c) historical pro forma statements.

Prior to issuing ED 103 the FRSB consideredtidrehe scope of the Standard
should encompass individual items of prospectimaritial information published
as part of an annual or other report containingeganpurpose financial
information. However, the FRSB noted that it woule difficult to clearly
establish the type of information covered by thenfiard and considered that
such a change would represent a significant changearket practice and would
lead to higher compliance costs.

Some respondents to ED 103 considered thateti@rements of the Standard
should also apply to items (a) and (b) in parag@phl2. One suggestion was
that the Standard should require that such prosgetihancial information be
extracted from prospective financial statementpared in accordance with the
Standard. The FRSB considered extending the scbpige Standard to cover
prospective financial information extracted fronogpective financial statements.
The FRSB did not agree that it was appropriatetfts extend the requirements
of a financial reporting standard in this way buventheless considered that the
requirements of the Standard could be applied madely. For example, the
FRSB considered that information extracted from speztive financial
statements should be consistent with those prosgefitiancial statements. The
FRSB decided that the title of the Standard shdidd‘Prospective Financial
Statements” in order to more clearly signal the BRSrole in developing
requirements for financial statements.

The Standard does not apply to special purpossgpective financial information

(paragraph 6). That is, it does not apply to imfation prepared for external users
who are able to require, or contract, for informatio meet their special needs.
Examples of prospective financial information pmepk for special purposes
include a cash flow forecast prepared for lended @ pro forma consolidated
financial report presented to a board to suppprbposed acquisition.

The Standard does not apply to prospectiverimdtion expressed solely in
general terms (paragraph 6). Prospective infoonagxpressed solely in general
terms includes:

(@) management’s discussion and analysis withinritys financial report;
and

(b) commentary in statements of intent providedgbyernment departments
and Crown entities and in Long-Term Council CommyRilans provided
by local authorities.

Although this discussion or commentary may includaligative and quantitative
statements regarding components of prospectivadinhstatements, it does not
fall within the scope of the Standard. Only prospecfinancial information
presented on the face of a prospective financiatestent or in the notes
accompanying that statement falls within the scdphis Standard.
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Best information

BC17

Based on feedback from respondents, the FR8Bded an additional principle
of best information. This principle requires thatentity use the best information
that could reasonably be expected to be availakiteeaime prospective financial
statements are prepared in determining the assomspand other information
used in the preparation of the prospective findnsiatements. Although the
information in prospective financial statementiniserently uncertain, the FRSB
considered that users are entitled to prospeciivantial statements that are
based on the best information that could reasorablyxpected to be available to
the entity. This principle applies regardless ofttier the prospective financial
statements reflect current activities or changeant@ntity’s business, including
alternative scenarios. The FRSB considered thglicapion of the principle of
best information was likely to result in prospectiirancial statements that meet
the four qualitative characteristics.

Reasonable and supportable

BC18

FRS-42 requires that the information in pratipe financial statements be
reasonable and supportable and faithfully represéwet assumptions and
information on which the statements are based. Tddsirement was not in
ED 103. The FRSB considered that this requiremet a logical extension of
the requirement that assumptions be reasonablewgmbrtable. In considering
this proposal the FRSB noted a concern that had legpressed during the
development of ED 103 that it would be difficult femtities in start-up mode or
presenting alternative scenarios to be able to reeelh a requirement. New
Zealand’s securities legislation differs from tledtmany other jurisdictions in
that New Zealand entities can seek funds from theligpuior to having
established operations, that is, without any his&rinformation on which to
base the prospective financial information. TheSBRaddressed this concern by
explicitly acknowledging in the Standard that théofmation in prospective
financial statements is subject to uncertainty tipaliarly where an entity is
changing the nature of its operations or presenditgrnative scenarios. The
FRSB considered that even in such circumstancésesnghould be mindful of
whether the outcomes reflected in the prospectivantiial statements are
feasible.

Qualitative characteristics

BC19

The FRSB agreed that the Standard should dech discussion of the four
gualitative characteristics of understandabilityglevance, reliability and
comparability described in the New Zealand Equinaldo the IASB
Framework for the Preparation and Presentation d@fidhcial StatementéNZ
FrameworR and in theStatement of Concepts for General Purpose Financial
Reporting (Statement of Conceptsand their applicability to prospective
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financial statements (paragraphs 16 and 17). iBhimsed on the premise that
the qualities of useful information for establisfpifinancial reporting standards
for historical financial statements are also amdlle to prospective financial

statements.

Understandability

BC20  The understandability of prospective finanstatements is largely determined by
the clarity of the disclosures and the way in whitfoimation in such statements
is presented. Users need sufficient informationetwmble them to make
judgements about the assumptions employed andske associated with those
assumptions. The Standard (paragraph 55) therefqueres disclosure of:

(@) the bases on which the significant assumptiosge hbeen prepared,
including the principal sources of information framhich they have been
derived;

(b) the extent to which actual events and transastitave been reflected in
the prospective financial statements;

(c) the factors that may lead to a material diffiere between information in
the prospective financial statements and the acfurgncial results
prepared in future reporting periods; and

(d) the assumptions made in relation to those ssuof uncertainty and the
potential financial effect of the uncertainty oretprospective financial
statements.

BC21 In an attempt to make prospective financiateshents more understandable the
Standard requires that significant assumptions tesemted in a manner that
makes their significance understandable to usedsnates that ranking is one
way of doing this.

Relevance

BC22 The Standard states that for prospective fimhistatements to be “relevant” the
statements should be capable of assisting usemmalee economic or other
decisions by helping them evaluate present or éuavents or correct their past
evaluations. To be relevant, prospective finamstialements must be provided in
a timely manner and be able to be confirmed inr&uperiods. In considering the
attributes applicable to relevant prospective foianstatements the FRSB agreed
that prospective financial statements have valueaksessing actual financial
results prepared in future reporting periods.

Reliability

BC23  The information in prospective financial staémts is inherently uncertain. It
cannot be reliable in the sense that historicarfoial statements are reliable.
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The description of reliability in the Standard @gmaph 17) is based on the
requirements of the NzZramework and the Statement of Concepts The
disclosures required by paragraph 55 are intendeallow users to assess the
degree of reliability of information in prospectifieancial statements, including
the quality of the assumptions on which the infoiorats based.

Comparability

Prospective financial statements should beldapof comparison with current
and subsequent information about the actual firsirp@rformance of an entity
based on consistent application of accounting f@ajcreporting periods and
presentation. Prospective financial statementsuldhde capable of being
retrospectively validated. The Standard therefmrquires that prospective
financial statements be prepared in accordance thigh accounting policies
expected to be used in the future and for the usparting period of the entity
(paragraphs 41 and 44).

Forecasts and projections

BC25

BC26

BC27

FRS-29 differentiated between forecasts anjggtions as follows:

“A forecast” means prospective financial informatiprepared on the basis of
assumptions as to future events that the goverbody reasonably expects to
occur associated with the actions the governing bredgonably expects to take
as at the date that the information is preparest{égtimate assumptions).

“A projection” means prospective financial infornwatiprepared on the basis of
one or more hypothetical but realistic assumpti@rs‘what-if’ scenarios), that
reflect possible courses of action for the repgrtgeriods concerned as at the
date that the information is prepared.

The FRSB noted that these definitions had leersubject of some uncertainty.
In an attempt to remove this uncertainty, in Jub@3the FRSB proposed limited
changes to FRS-29 to clarify:

(a) the distinction between a forecast and a priojecand

(b) the position where prospective financial infation is part projection and
part forecast.

These changes were deferred pending a moriéedatview of the Standard. As
part of the more detailed review the FRSB reconsillehe usefulness of the
distinction between forecasts and projections. hin ¢ourse of its deliberations
the FRSB:

(@) noted that although a number of internatiomaiudnents refer to forecasts
and projections, the distinction between the twoosaonsistent between
jurisdictions. Prospective financial informatioraynbe information based
on best estimates or reasonable grounds, commaibrred to as
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(b)

(©

© Copyright

forecasts, or assumptions relating to possiblerrateve outcomes,
commonly referred to as projections. It may aledbsed on a mixture of
the two. The term forecast usually implies thagr¢his reasonable
assurance as to the expected operations in theafsirperiod and there is
a reasonable degree of control over the nature eatidnt of those
operations. A projection is subject to more ungetyathan a forecast
because the quality of the evidence and assumpiaaikable to support it
may be less reliable. Some international guidatisgnguishes between
forecasts that preparers confidently expect to raedtother prospective
financial information. However, not all jurisdictiraddress the issue of
how to label information which includes a mix of bestimate
information and hypothetical assumptions. Nor de thternational
pronouncements require prospective financial infdfom to be clearly
labelled as either a projection or a forecast;

considered the relevant requirements in Ausirati the context of trans-
Tasman harmonisation. Guidance published by therdlisst Securities
and Investments Commission (ASIC) PS 170 Prospedivencial
Information (PS 170) states that prospective firgrnnformation should
not be included in a disclosure document if there mo reasonable
grounds for it. PS 170 states that prospectivani@ial information
supported only by hypothetical assumptions does mpottself, establish
reasonable grounds for prospective financial infitfam in a disclosure
document (PS 170.21). The FRSB noted that thigiposs consistent
with Australian securities legislation and regulatidsee section 728(2)
and Practice Note [PN 67.2]). ASIC has stated thetriisiders that best
practice would be to refrain from including projects in a disclosure
document where:

0] the company is in the start-up phase;

(i)  the company will substantially change its opienas following the
capital raising; and

(i) the company's present activities constituteesearch and
development of products and the development issigmiificantly
advanced so as to warrant a reasonable expectdian the
products will be commercialised.

By contrast, New Zealand entities in start-up phaseequired to comply

with the Securities Regulations 1983. Given theedéfiices between the
Australian and New Zealand legislative requiremettig, opportunities

for harmonisation are constrained,;

noted that most of the international matesahithe form of guidance for
auditors or directors or guidelines issued by d@earregulators rather
than financial reporting standards. The one jictsmh that has
established financial reporting requirements, Canddes not address the
issue of prospective information which is a mix oésbestimate
information and hypothetical assumptions;
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(d)

(e)

FRS-42

noted criticism of the distinction between fasts and projections voiced
by the International Capital Markets Group (ICMG), ca-operative
venture of the International Federation of Accoutgamthe Section on
Business Law of the International Bar Association #rel International
Federation of Stock Exchanges (as reported in ICAEU00). In 1998,
the ICMG reported the results of an extensive sunfegapital market
participants and published the results in “ProdpectFinancial
Information: An international perspective on the egp purposes and
limitations of Prospective Financial InformationThe ICMG noted that:

“..many respondents ... felt that making distioot between the
component parts of PFI served only to complicarhér the issue and
there was not general support for this distinctidven respondents who
recognised the intended distinction between forecastl projections felt
that it was not generally understood. While a techinilefinition of these
terms can be provided, the user of PFI may not lléngvito investigate

the nuances of such a difference, and it sometimag not even be
necessary.

The lack of a clear dividing line between the twarerprojection” and
“forecast” can lead to uncertainty and a degree irafonsistency,
especially in borderline cases. However, generabpoadents felt that
the distinction seemed to be of little relevance iasboth cases, the
potential user of the information is basing an stu@nt decision on
highly subjective information.”; and

expressed concerns that requiring all entitieslearly label prospective
financial information as either a forecast or ajgrton would lead to the
majority of such information being labelled as ajpction. The FRSB
considered that if this occurred it would resuliess useful information
for users of prospective financial statements.

The FRSB also considered the comments of tivee supported a distinction
between forecasts and projections. Those who extedss view considered

that:
(@)

(b)

(©

(d)

the fact that the terms are used in variousritional pronouncements
should be considered in the context of internatibaamonisation;

there is no research which specifically addreske impact of removing
the distinction on prospective financial informattiand the assessments of
users;

the labelling of prospective financial inforrnwat as forecasts or
projections provides useful signals to users ashoreliability of the
information and is helpful from an enforcement pergive; and

if the distinction is removed, in the absendemmre specific guidance,
entities may continue to use such terms to convey mature of
prospective financial information to users.
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BC29

After consideration of the matters outlinedahand after having regard to the
available international material, the FRSB decidetd to require entities to
distinguish between a forecast and a projection ipsgective financial
statements. The FRSB considered that the Staistiardd require information to
be disclosed about the degree of uncertainty assacivith prospective financial
statements (paragraphs 49 to 59). This includesxafanation of the risks that
actual performance as reflected in historical foiahstatements may differ from
prospective financial statements, and an assesswofetthe impact of such
variations on the financial statements (for examgdasitivity analysis).

Assumptions underlying prospective financial
information

BC30

BC31

In view of the decision to remove the distioctibetween forecasts and
projections the FRSB decided that the main focuthefStandard should be on
the formation of assumptions and the appropriatgedeof disclosure required to
ensure that information in prospective financialtements is reliable and useful.
The Standard states that “Assumptions shall be basélde best information that

can reasonably be expected to be available to nkigy,ebe consistent among

themselves, be consistent with the current plariBeoéntity to the extent that this
is relevant, and be applied consistently. An erghgll have a reasonable and
supportable basis for the determination of asswmptiunderlying prospective

financial statements.” (paragraph 18).

The Standard acknowledges that applicatiomefptrinciple of best information
and the manner in which an entity demonstrates itheas a reasonable and
supportable basis for assumptions will depend on tticumstances

(paragraphs 19 to 23). The FRSB considered thatrevlassumptions are
uncertain, for example, where they relate to altiregpossible scenarios, the
entity can help users assess the degree of umtgrtsi providing information on

the potential range of values and the central eséinfior the item. However
difficulties could arise in circumstances suchhasfollowing:

(a) an entity may be in a start-up phase;
(b) an entity may substantially change its operetjo

(c) an entity may be reliant on research and deweémt which is not
sufficiently advanced to warrant a reasonable espiect that products
will be commercialised;

(d) the information in the prospective financiahtstments indicates a return
significantly higher than industry competitors;

(e) the prospective financial statements coveng fgeriod of time; and

)] the information in the prospective financiahtements relates to possible
alternative scenarios.

© Copyright 38



BC32

BC33

BC34

BC35
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The FRSB questioned whether it would be possibfeassumptions to be
considered to have a reasonable and supportabie ibasuch circumstances.
The FRSB acknowledges that entities in a start-@gs@hvill have more difficulty
in meeting this requirement. Because some entitiestart-up phase will be
required to prepare prospective financial informmtiin accordance with
securities regulations the Standard includes gaielam how an entity in start-up
phase can demonstrate a reasonable and suppdvtitefor assumptions. In
other circumstances an entity will need to conswdeether the information in the
prospective financial statements meets the criterf understandability.
Application of the requirement that assumptions havereasonable and
supportable basis may lead to less prospectivendiah information being
published than occurred under FRS-29.

Users need to know the nature of the uncertsittiat will affect an entity over
the period of the prospective financial statemamis to understand the potential
impact on the prospective financial statementssuanptions are not borne out in
practice.

The FRSB noted that in some circumstancegppotise financial statements may
be based on assumptions that are not expectedcto,aar where an entity is
unsure as to which set of assumptions best reflgtés will happen in the future.
For example, the prospective financial statementy rbe based on the
assumption that an acquisition will occur at theitveigg of the period, when the
acquisition is expected to occur at some later, Unknown date. It could be
argued that such information does not have a redderand supportable basis.
However, the FRSB considered that where such progpdatiancial information
is presented to assist users in understanding @ctigp financial statements
based on expected events, the purpose of the iafammis highlighted and the
assumptions are clearly disclosed, the requirerttatt the information have a
reasonable and supportable basis would be satisfied.

Assumptions should not be misleading. Assumptionay frequently be
interdependent and lead to the formation of ottssumptions. It is important
that assumptions do not overlap or result in cotifig outcomes. Where
assumptions are interdependent, the treatmenteointerdependent assumptions
in the prospective financial statements shoulddresistent.

Assumptions should be relevant and only assaonmgptvhich materially affect the
prospective financial statements or would be of #igesignificance to users
should be disclosed. Preparers should avoid datgic and inclusion of
irrelevant assumptions.

Presentation of prospective financial statements

BC37

The FRSB noted that the Office of the Controded Auditor-General had
sought clarification of the requirements in FRS42®arding the format of
prospective financial information. The requirement FRS-29 to present
prospective financial information in the format exped to be used in the future
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BC38

BC39

for reporting historical information did not specifwhether prospective
financial information was to be presented for batbarent entity and a group if
the historical financial information was presentacthis manner. The FRSB
considered whether this issue should be specifiealtressed in this Standard.
The FRSB noted that the Local Government Act 20@fuires forecast
financial statements for the local authority parentity and permits forecast
financial statements for entities under the locatharity’s control, which
would include group financial statements of thealoauthority. Long-term
council community plans are required to cover ay&8r period and the
inclusion of group prospective financial statemefis the mainly profit-
oriented subsidiaries can pose practicality andmeraial sensitivity concerns.
There are also differing views on the relevancgmfup prospective financial
statements in a local authority context where thimary focus of users is on
the proposed level of future rates. In view ofsthihe FRSB decided that
preparers shall determine the format and contenfprofspective financial
statements. Factors that preparers should considérde the purpose for
which the prospective financial information is paegpd, its relevance and
whether, in the absence of an entity’s group prospe financial statements,
the prospective financial statements as presentegkt nthe qualitative
characteristics. The FRSB also agreed that wherengity publishes both
parent entity and group financial statements fatdrical financial reporting
purposes but does not publish group prospectivanfiral statements, the
reasons for not publishing group prospective fin@nstatements shall be
disclosed.

The FRSB considered several issues relatingrésentation of prospective
financial statements, including:

(@) whether the Standard should encourage or requtites to present a full
set of prospective financial statements; and

(b) the level of detail required as a minimum to df®wn in prospective
financial statements.

In ED 103, the FRSB proposed to encouragenbiutequire, entities to present a
complete set of prospective financial statemefitee FRSB had noted in ED 103
that:

(@) legislative and regulatory requirements varideor example, securities
regulations required only a cash flow statementrbahy public sector
entities are required by legislation to prepare spezctive financial
statements; and

(b) as a minimum, FRS-29 required entities to prepa statement of
prospective financial performance (referred tohia turrent Standard as
an income statement) and a statement of accouptitiges. The FRSB
considered that, as an individual statement, a pgws/e income
statement was of limited usefulness. Rather thauirieg any one
prospective financial statement to be presentesl, RRSB proposed in
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ED 103 to encourage all entities to present a cetefget of prospective
financial statements.

BC40 However, the FRSB re-considered this issue basesdbmissions to ED 103. As
a result, the FRSB agreed to require entities tesqmt a complete set of
prospective financial statements. In coming to tl@sision, the FRSB noted that:

(@) a fundamental change in the Standard from FRB-Zhe requirement for
prospective financial information to meet the sanupialitative
characteristics as historical financial informatiofhis indicates that the
same quality information and the same completefséhancial statements
should be required to present historical and pisge financial
information. More importantly, the FRSB agreedt tha entity is able to
meet the necessary qualitative characteristics dnly complete set of
statements, rather than one or more individua¢stants, is disclosed;

(b) requiring individual prospective financial satents (for example, the
requirement in FRS-29 for a prospective income estant or the
requirement in securities regulations for a proipecstatement of cash
flows) was of limited usefulness. The FRSB considetBat each
prospective financial statement provides differénit complementary
information about the entity and only a completé s& prospective
financial statements can give users a full pictfréhe future prospects of
the entity; and

(c) entities, in drawing up prospective financishtetnents, will invariably
need to consider aspects of all the statements eheathe or all
statements are published, as information in theemsiants is interrelated.
It is therefore not unduly onerous for the inforioatto be disclosed,
compared to the benefits of disclosing the infofarato users.

BC41  As far as the level of detail required to bevah in prospective financial
statements was concerned, and after due deliberdtienFRSB decided that a
requirement to comply with all the disclosure requmients in NZ IAS 1
Presentation of Financial Statemerasd other presentation standards would be
too onerous. However, the FRSB also decided thae safditional disclosures
over and above those required by FRS-29 were apptefo meet the objective
of high quality financial reporting. For examptbe FRSB increased the level of
disclosure required in respect of income statemamdscash flow statements.

BC42 FRS-42, paragraph 32, requires that all estifiresent an analysis of expenses
using a classification based on either the natdirexpenses or their function
within the entity. This requirement mirrors thatNZ IAS 1 in respect of general
purpose historical financial statements. From 280@éntities will be required to
comply with NZ IAS 1. The FRSB initially proposed (AD3 paragraph 27) that
only public benefit entities be required to presamt analysis of expenses.
However, following consideration of comments by regmns, the FRSB
decided that an entity preparing prospective firglnstatements should be
required to present information on expenses in anmaconsistent with that
required in its historical financial statements.
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Periods covered by prospective financial statements

BC43  Three issues were identified as being impoitantlation to periods covered by
prospective financial statements. These were:

(a) the length of the reporting period, for exampjearterly, six monthly or
annually;

(b) consistency of the reporting period with thealsaannual reporting period
of the entity; and

(c) the number of future reporting periods, forrapde, 2 years, 5 years or 10
years.

BC44 The FRSB concluded that, except as otherwisgiined by legislation or
regulations, the reporting period should be theesas for historical financial
statements (paragraph 44). For example, if thepemy presented financial
statements half yearly and annually then prospedinancial statements could be
presented half yearly and annually.

BC45  The Standard requires that the reporting deramvered by prospective financial
statements coincide with those for which annuabhisal general purpose financial
statements will subsequently be presented (paragtdph ED 103 proposed that
entities complying with legislation or regulationhieh requires prospective
financial information to be prepared for a repatperiod which differs from the
usual reporting period of the entity, be permittecorepare prospective financial
information for only the period required by legtgda or regulation. However,
based on feedback from respondents, the FRSB ad¢peeshuire the use of a
consistent reporting period. This requirement anba comparability between
prospective financial statements and subsequentiba financial statements. The
FRSB noted that respondents referred to the entepyactice of seeking Securities
Commission approval to present prospective findricfarmation for the balance
of the current reporting period and for the subsatjteporting period.

BC46 The FRSB noted that, in general, the gredter time period covered by
prospective financial statements, the more unrgiabnd uncertain the
prospective financial statements would become. HR8B noted that in some
cases the number of periods required to be includedrospective financial
statements is specified in legislation. In othieragions the time period may be
dependent on the circumstances and the associaled rFactors affecting the
time period include:

(@) the operating cycle, for example in the caseaofajor construction
project the time required to complete the projeetyrdictate the period
covered;

(b) the degree of reliability of the assumptiorm, éxample, if an entity is
introducing a new product the prospective period imayelatively short.
Alternatively if the entity’s business is owning pesty under long-term
lease, a relatively long prospective period mightéasonable; and
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(c) the needs of users, and/or legislative requeres) for example long-term
council community plans are required for 10 years.

Disclosure of bases for assumptions, risks and
uncertainties

BC47

BC48

BC49

BC50

Disclosure of the assumptions underlying prospe financial statements were
considered by the FRSB to be the most importartbfan providing prospective
financial information that would be consistent withe four qualitative
characteristics (paragraphs 49 to 59). The maeis which were considered to
be important in relation to the disclosure of asstioms were the following:

(@) the bases on which the significant assumptiosge hbeen prepared,
including the principal sources of information framhich they have been
derived;

(b) the extent to which actual events and transastitave been reflected in
the prospective financial statements;

(c) the factors that may lead to a material diffiees between information in
the prospective financial statements and the acfurgncial results
prepared in future reporting periods; and

(d) the assumptions made in relation to those ssuof uncertainty and the
potential financial effect of the uncertainty oretprospective financial
statements.

The Standard notes that additional disclosemag be used to present information
on the possible range for an individual item. Pngi®ig prospective financial
information as a range may reduce the risk thagstors will place undue weight
on it. However, a range must be small enough to gieaningful information
about an entity’s prospects. If a range is gitba,link between the assumptions
and the upper and lower ends of the range shoutidelae and a more favourable
figure or fact should not be given undue prominence

The FRSB noted that as well as disclosure ef desumptions relating to
prospective financial statements it would also beessary to disclose the risks in
relation to these assumptions and the likelihoad tihe results in the prospective
financial statements might not be achieved. Ineganit was considered that
assumptions and risks go hand in hand. The higferdegree of uncertainty
surrounding an assumption the greater the risk that information in the
prospective financial statements would be unreliablmisleading.

The FRSB considered that due to the risks andertainties relating to

prospective financial statements it would be prudeninclude a warning to

readers regarding the predictive character of mosge financial statements and
the risks in placing undue reliance on informaiiothose statements.
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Subsequent reporting

BC51 The Standard notes that NZ IAS 1 and FR8f0rmation to be Disclosed in
Financial Statementgstablish requirements for the comparison of protpe
financial statements or information with historicgthtements or information.
However, these standards do not specify whether timpa&ason is to be against
the originally published information, the most necenformation or some other
information.

BC52 The FRSB agreed that the Standard should igighthat comparisons of
prospective financial statements with historicahfinial statements is important
in demonstrating accountability — for a range dfites. The FRSB also noted
that focusing on accountability will assist an gntd determine the most relevant
information to provide as a comparative. Issubufd provide investors with a
comparison of historical financial statements agfaithe originally published
prospective financial statements because the atlgipublished statements were
used to raise funds from the investors. The FR&Bdthat public sector entities
frequently prepare long-term prospective finansi@tements. In the case of a
10-year forecast a comparison with the originallpl@ined prospective financial
statements may lose relevance after a year orTém Standard suggests that a
comparison with the most recent prospective findret&tements published prior
to the beginning of the period is relevant. Howelagislation may also require
a comparison with the originally published statersemt information. Entities
may provide additional comparatives if they wish.
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