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This Statement should be read in the context of
the Explanatory Foreword to Statements of StandaabiAnting Practice.

1 INTRODUCTION

1.1 This Statement deals with the reporting of faiahinformation concerning
significant segments of a business entity.

1.2 The purpose of this Statement is to set stasda&quiring reporting entities
to disclose in their financial statements informaton industry and geographical
segments whenever it is significant to an understgnaf those statements.
Where consolidated financial statements are predesegmental information need
be presented only in the consolidated financialestants and not in the parent
entity’s financial statements.

2  APPLICATION

2.1 The Standard in this Statement applies to Undited external financial
statements of all entities other than wholly oweebsidiaries of entities reporting in
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New Zealand. However, in the interest of more infoiveateporting, compliance
with the Standard in this Statement is stronglpnemended for all entities preparing
external financial statements.

2.2 This Statement becomes operative for finarstatiements covering periods
commencing on or after April 1990.

3  DEFINITIONS
The following terms are used in this Statement withrheanings specified.

3.1 Geographical segmenneans a distinguishable component of a reporting
entity engaged in operations in individual courstioe groups of countries.

3.2 Foreign geographical segmemteans a geographical segment, other than
New Zealand, which serves a purpose beyond facilijatixport sales from the
reporting entity’s domestic operations.

3.3 Industry segmentneans a distinguishable component of a reportinigye
where such component is engaged in providing prdsluand/or service(s)
primarily to customers outside the reporting entity

3.4 Reportable segmenneans a segment for which financial information is
significant to an understanding of the financiatsments.

3.5 Segment assetseans all assets used exclusively by a segmenttteatd
portion of assets used jointly by two or more segméhat can be allocated to
individual segments on a reasonable basis.

3.6 Segment revenumeans operating revenue that is directly attribletdao a

segment; including revenue from sales to custoroatside the reporting entity,
and from intersegment sales and transfers of ptedaied services, other than
intersegment billings for the cost of shared féeti or other jointly incurred costs.

3.7 Segment expenseeans an operating expense that is directly ataiie to a
segment, or the relevant portion of an operatingease that can be allocated on a
reasonable basis to a segment for whose benefixfpense was incurred.

3.8 Segment resulneans the difference between segment revenue gntkse
expenses.

4 DISCUSSION

Reasonsfor Segmental Reporting

4.1 The growth and product diversification of comipanand the increasing
number of export products and markets has resitatie aggregation of non-
homogeneous financial information. This has beeamplified in New Zealand by
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mergers and takeovers. With each combination tlseadoss of information, since
entities which previously reported separately novorepnly as a single entity.

4.2 In addition to mergers and takeovers, a nurobentities have diversified
their products, services and markets among indastilygeographical segments.

4.3 Rates of profitability, opportunities for growflature prospects, and risks to
investments may vary greatly among industry andgggghical segments. The
operations and results of different industry andggaphical segments may be
subject to a variety of special risks such as ffexts of technological change, the
degree of government assistance, exchange rateidtians, international trade
competition and political instability. Thus, uses$ financial statements need
segment information to assess the prospects aalafsa diversified entity which

may not be determinable from the aggregated data.

The objective of presenting information by segmeiststo provide users of

financial statements with information on the relatsize, profit contribution, and

growth trend of the different industries and différgeographical areas in which a
diversified entity operates to enable those usersmake more informed

judgements about the entity as a whole.

4.4 Segmental information is not intended to contley impression that such

segments may be considered as independent businessthat comparisons

between similarly labelled segments of differentegmises would necessarily be
valid. Where segments are not severable or opewdly independent businesses,
their results need to be interpreted within the erindf the organisational structure
of the reporting entity.

4.5 Concern is sometimes expressed that disclasfogmation about segments
may weaken an entity’s competitive position becaunsee detailed information is

made available to competitors, customers, suppéars others. For this reason,
some consider it appropriate to allow the withholdiofy certain segmental

information where disclosure is deemed to be detriaieto the enterprise.

However, the required disclosures about segmentscangore detailed or specific

than the disclosures typically provided by an gnthat operates in a single
activity. The information required to be reporiedntended primarily to permit

users of financial statements to make better aseggs of the past performance
and future prospects of an entity operating in ntba& one activity.

4.6 Reporting segmental information involves decisithat are based in part on
judgement. Such decisions include the identificatif segments and the allocation
of revenues and expenses to those segments. atfomabout the bases used in the
preparation of segmental reporting enhances thésus®lerstanding of the resulting

data.

4.7 Industry segments and geographical segmentsthereusual bases for
presenting information on operations by segment. eMtity would provide
information on both bases if both are applicableso@perations.
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Identification of Industry Segments

4.8 Itis considered impracticable to provide iis tBtatement detailed guidelines

on the identification of segments within a reportiegtity because the level of

segmentation adopted will depend upon the diverditindustry involvement of

the reporting entity. In determining industry segis a reporting entity would

need to consider factors such as the following:

(a) existing profit centres (if these cross induditmes it would be necessary to
break them down into smaller units);

(b) the nature of the product or service (similargmses or end-uses);

(c) the nature of the production process (sharimgroon facilities, using the
same raw materials, etc.); and

(d) markets and marketing methods.

4.9 Organisational groupings such as divisions, ididrées, or branches, are
ordinarily created according to management requérém Such groupings often
correspond with the determinable segments of thergmge, thus facilitating
segment reporting. Where this is not the casemeag reporting may require
reclassification of data.

4.10 There are a number of accepted industry @leastsons which may provide
areporting entity with information to assist in mdiéying industry segments.
For example, industry classifications have beenptatb by the Department of
Statistics, the Reserve Bank of New Zealand and ther Mealand Stock
Exchange.

4.11 1t is relevant to consider the interrelatidpshamong an entity’s activities.
For example, it may be potentially misleading tgomt as separate industry
segments, parts of an entity’'s activities that aignificantly integrated or

interdependent. The same considerations wouldea#ssarily apply in determining
geographical segments to be reported.

4.12 This Statement does not require the segmentat vertically integrated
operations where most or all of the output of onmreéng entity, or one section of
a reporting entity, is the input of another withiretsame reporting entity. There
may, however, be circumstances where it is appr@priat give segmental
information of such operations. Also, the Statem@oe¢s not contemplate the
segmentation of any other operations that are lglaseerrelated or interdependent
because in such circumstances the artificialitytred created segments would
render meaningless any reports on segment prdfiyabi

I dentification of Geographical Segments

4.13 In accordance with the definitions of “geogiaphsegment” and “foreign
geographical segment” a reporting entity’s operatiavithin New Zealand are to
be considered a separate geographical segment.
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4.14 Operations of a reporting entity will only beasdified as operations in
foreign geographical segments if they extend beyfaeditating export sales or

services from the reporting entity's domestic ofiers. Thus, if the foreign

activities of a New Zealand reporting entity were ited to selling and

warehousing goods supplied from New Zealand and a ssmalunt of connected

servicing, the operations would usually be viewedi@sestic operations. If the
products were substantially manufactured, assemdreatquired in the overseas
country, the activities would be classified as fgrei

4.15 In determining the appropriate boundariesooéifin geographical segments,
the following factors are to be considered:

(@) physical location of the operations;

(b) proximity of operations in each country;

(c) similarities in business and political enviroemhin each country; and
(d) nature, scale and degree of interrelationshgrations in each country.

Deter mining Reportable Segments

4.16 After a reporting entity has been divided imdustry and geographical

segments, it is necessary to decide whether patiselgments are significant and

so warrant separate disclosure. The significanca eégment to the reporting

entity as a whole can be measured in terms of reygmofits or losses generated,

or assets employed. In the absence of other faatsegment would be considered

material if one or more of the following conditioagplied:

(@) its revenue is 10 percent or more of the wtgiment revenue of all segments
(including inter-segment sales and transfers);

(b) the absolute amount of its segment result ipdr@ent or more of the greater,
in absolute amount, of:

(i) the total segment result of all segments tlaahed a profit; and
(ii) the total segment result of all segments thatirred a loss;

(c) its segment assets are 10 percent or moreeofotlal segment assets of all
segments.

The 10 percent guideline in (b) is illustrated inp&pdix 2 of this Statement.

4.17 To provide an adequate insight into the répgrentity’s operations, it is
necessary for the significant segments to represenbstantial proportion of total
operations. In this regard, identification by gparing entity of sufficient
segments such that the total revenue from saleagtomers outside the reporting
entity of all material segments constitutes 75 @ercor more of the reporting
entity’s revenue derived from customers outsideréperting entity, would, prima
facie, ensure that the material segments constitwigbstantial proportion of total
operations.
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4.18 The results from applying the guidelines irrageaph 4.16 are to be
evaluated from the viewpoint of inter-period compdity. For instance, a
segment that has been significant in the past,i@edpected to be significant in
the future, would be disclosed as a reportable segdespite failure in the current
period to be identified by the guidelines as a ificgmt segment. Conversely, it
would be inappropriate to report on an immateriajnsent that meets the
guidelines only because of a temporary aberratiathé results of other segments.
When instances such as the above arise from apjalication of the guidelines,
the particular circumstances need to be explained.

4.19 A reporting entity that operates predominairiyone industry need only

provide a description of the industry in which iteoates. A reporting entity is

considered, prima facie, to be operating predontipan one industry when the

dominant segment’'s revenue, segment result and esegassets (as defined
respectively in paragraphs 3.6, 3.8 and 3.5) eanktitute more than 90 percent of
the related totals for all industry segments; inalihéase no other segment would
meet any of the 10 percent guidelines given ingragh 4.16.

4.20 Similarly, a reporting entity that operates-gominantly in one geographical
location need only disclose that circumstance. pgoréng entity is, prima facie,
considered to be operating predominantly in New Zehlghen revenue, operating
profit or loss and assets associated with operatiittsin New Zealand each
constitute more than 90 percent of the relatedsdee all geographical segments.

4.21 There is a need for a practical limit to thenber of industry segments and
geographical segments for which an entity shouldntegegmental information. It
is suggested that, when the number of reportablesingl and geographical
segments exceeds 10 each, consideration shouldvbe tp whether or not a
practical limit has been reached. Beyond that remdd segments it may be
appropriate to combine the most closely relatedusiny and geographical
segments into broader reportable segments. If ihidlone there should be
disclosure of the circumstances and the actiomtake

Segment Revenue and Expense

4.22 The basis for classifying items of revenue arpense as attributable to a
particular segment will vary across reporting easitatnd may be influenced by the
autonomy of each of the segments within the reppsintity.

4.23 Where revenue and expense are not directipwatible to a segment but a
reasonable basis for allocation exists, they maflmeated thereto on that basis.
Where allocation of an item of revenue or expersaot be made to segments on
a reasonable basis no allocation is to be maddhendnallocated amount is to be
adjusted against the total result of all segmentisclosing operating profit for the
reporting entity.

4.24 The following revenue items are not normalbfuded in segment revenue:
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. revenue earned at the head office or corporatd kve not derived from
operations of any segment;

. share of profits from investments accounted forthgy equity method of

accounting;

. interest and dividend revenue, other than thateshom an asset included in
segment assets;

. interest earned on advances or loans to other sggmenless segment

operations are primarily of a financial nature (elinking, insurance, leasing
or financing); and,

. extraordinary gains (net of income taxes).

Intersegment billings for the cost of shared féiedi or other jointly incurred costs
do not represent intersegment sales or transfdarsepresent a cost recovery that
needs to be offset against segment expenses.

4.25 The following expense items are not normaltjuded in segment expense:
. general head office or corporate expenses;

. share of losses from investments accounted forheyequity method of

accounting;

. interest expense when segment operations are moayilsi of a financial
nature;

. income tax expense applicable to operating prafiti

. extraordinary losses (net of income taxes).

4.26 Since intersegment sales and transfers oc¢hinvthe reporting entity and
as a result can be made at prices substantialhehigr lower than regular market
prices, it is important that the basis used inipgche inter-segment sales and
transfers is disclosed in the segment reports.

Segment Result

4.27 The only measure of profitability requiredtins Statement is the segment
result for reportable industry and geographicalnsags. If segment result
includes any abnormal items they should be disdiaseparately in accordance
with Statement of Standard Accounting Practice NoExXttaordinary Iltems and
Prior Period Adjustments

4.28 This Statement does not prohibit the disclsafr additional measures of
segment profitability. However, if another measwsedisclosed, the difference
between segment result (as defined) and that otheasume should be fully
explained.
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Segment Assets

4.29 The relative profitability of different segnetis difficult to evaluate without
knowledge of the investment in each segment. Intifjéng assets with segments,
the procedures used in allocating jointly used tass® segments parallel the
procedures used in allocating common operating resgge  General corporate
assets that are not used in the operations of aricplar segment should not be
allocated.

4.30 While provisions for doubtful debts and defaton are deducted in
obtaining the amounts for segment assets, a segtitenof liabilities to facilitate
the computation of “net” investment is not requireBor instance, equity capital
and debt are normally issued by the reporting yasta whole and the attribution
of particular sources of capital to particular segis could often be arbitrary and
misleading. Similarly, advances or loans to anogegment are not included in
segment assets unless segment operations arénainaiél nature or segments are
individually responsible for raising finance.

General

4.31 This Statement does not require the disclosfirexport sales from New
Zealand except to the extent that they fall witlidustry or geographical segment
revenue.

4.32 Industry and geographical segments shouldiéetified and disclosed in a
consistent manner. Any changes in the method afpgng should be disclosed
and prior period data should be restated.

4.33 There should also be disclosed:

(@) the nature and effect of any change in the atktf allocating revenue and
expenses to segments or in the basis of accouritingintersegment
transactions; and

(b) the effect on segment results of changes imt¢ieeunting policies of the entity
as a whole.

4.34 This Statement does not require the disclosfisegmental information in
interim reports. However, where segmental informaisogiven in interim reports
it should be given in accordance with this Statement

4.35 When an interest in an investee is accountedby the equity method,
separate segmental information about the investeenat required by this
Statement. However, it may be desirable to disdlbseproducts and services of
the investee and the geographical area in whicpdtaies. In some circumstances
it maybe appropriate to include financial infornoatirelating to the segments of
the investee.

4.36 The following information for each reportabégment is generally considered
necessary:
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(&) a description of the activities of each repaegaindustry segment and an
indication of the activities and location of eaepartable geographical area;

(b) sales or other operating revenues, distingnishietween revenue derived
from customers outside the enterprise and revererevedl from other
segments;

(c) segment result;

(d) the carrying amount of segment assets;

(e) the basis or intersegment pricing;

() abnormal items.

In addition, it may be appropriate to disclose tbkkowing for each reportable
segment:

(g) the aggregate amount of depreciation, depledioth amortisation expense,
and

(h) the number of employees.

4.37 The financial information provided on segmevenue, segment result and
segment assets should each be aggregated anditeddoagree with the related
information in the consolidated or other main fioiah statements.

4.38 The accounting principles applied in deterngnisegmental information
should be the same as those underlying the prépauait the financial statements
of the entity as a whole. However, intersegmentsgations that are eliminated
from consolidated financial statements should bestated on a basis that
corresponds with that used in recording inter-entignsactions for internal
accounting purposes.

4.39 Segmental information should be disclosed ast pf the financial
statements.

5 STANDARD ACCOUNTING PRACTICE

Financial Reporting for Segments

The Standard set out in the following paragraphsudth be read in the context of
the foregoing paragraphs of this Statement and tkplahatory Foreword to

Statements of Standard Accounting Practice issuedhbyCouncil of the New
Zealand Society of Accountants.

5.1 All reporting entities to which this Statemenplgs, which have industry

or geographical segments should report segmerftahiation in accordance with

the following paragraphs, except that, where the nemp entity presents

consolidated financial statements, segmental indtion need only be presented
in the consolidated financial statements and nothi parent entity’s financial

statements.
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5.2 Where a reporting entity operates predominairilyone industry, that
circumstance should be disclosed together with aemgéndescription of the
products and services from which revenue is derived.

5.3 Where there are operations in more than onesing significant industry
segments should be identified. A general descriptibthe products and services
from which each industry segment derives its revestioeild be disclosed.

5.4 Where a reporting entity operates predominaimlyone geographical
segment, that circumstance and the geographicatidomcshould be disclosed.

5.5 Where there are operations in more than ongrgpbical segment, such
segments should be disclosed, showing separatelycdheatry, or groups of
countries, comprising each segment.

5.6 For each industry and geographical segment,fdhewing information
should be disclosed:

(&) segment revenue, distinguishing between reveleuiged from customers
outside the reporting entity and revenue derivechfother segments;

(b) segment result;

(c) the carrying amount of segment assets;
(d) the basis of intersegment pricing;

(e) abnormal items.

5.7 The information provided on segment revenugmeat result and segment
assets should be aggregated and reconciled to w@tethe related information in
the financial statements.

5.8 When preparing segmental information, intemsegt transactions that have
been eliminated in the preparation of consoliddieancial statements should be
reinstated.

5.9 The segmental information required by thiseSteent should be disclosed in
and form part of the financial statements.

5.10 Changes in the identification of segments@rahges in accounting practices
used in reporting segmental information shouldibelased. Such disclosure should
include a description of the nature of the chaagegxplanation of the reasons for the
change, and, where the information is reasonablgrigénable the effect of the
change.

5.11 Comparative amounts for the prior period sthdadl disclosed.

Note: Compliance with this Standard will ensure caarae with the International
Accounting Standard IAS-14 “Reporting Financialdrrhation by Segment”.
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APPENDICES

The following appendices do not form part of the t8tent of Standard
Accounting Practice. The methods of presentatierillustrative only.

(The figures have been adapted from the appendiASEBB 1005: Financial
Reporting by Segments.)
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APPENDIX 1

Example Statement of Operations of Industry and Geographical Segments for year ended 30 June 19x2

INDUSTRY SEGMENTS Industry A Industry B Other Industries Elimination Consolidated
19x2  19x1 19x2 19x1 19x2 19x1 19x2 19x1 19x2 19x1
$000 $000 $000 $000 $000

Operating revenue
Sales to customers outside the

group 9,000 10,000 13,000 9,700 4,000 3,000 - — 26,000 22,700
Intersegment sales 1,1001,250 2,200 2,300 - — (3,300) (3,550) - -
Unallocated revenue - - - - - - - — 2,000 1,000
Total revenuk 10,100 11,250 15,200 12,000 4,000 3,000 (3,300) (3,550) 28,000 23,700
Segment result 1,900 2,500 3,500 2,400 305 400 (5) (300) 5,700 5,000
Unallocated expenses (3,800) (3,040)
Group operating profit (before equity accounting) 1,900 1,960
Segment assets 25,0094,000 30,000 25,000 13,930 13,035 (30) (25) 68,900 62,010
Unallocated assets 10,000 8,150
Total assets 78,900 70,160

Notes:The Company operates predominantly in two industde A and B. Industry A’s operations comprise pineduction
and sale of (describe types of products and sevicéhdustry B’s operations comprise the productmd sale of (describe
types of products and services). The basis ofsatgnent pricing is (description).

1 Where other operating revenue exists (that isdulition to sales), and it relates to individuegmments, it would need to
be allocated to those segments on a reasonabte basi
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GEOGRAPHICAL SEGMENTS N.Z. Australia
19x2  19x1  19x2  19x1
$000 $000

Operating revenue
Sales to customers outside the

SSAP-23

Other Eliminations Consolidated
19x2  19x1  19%x2 19x1 19x2  19x1
$000 $000 $000
1,000 900 - — 26,000 22,700

- — (3,600) (2,300) - -
- - - — 2,000 1,000

group 20,000 18,000 5,000 3,800
Intersegment sales 2,0001,400 1,600 900
Unallocated revenue - - - -
Total revenuk 22,000 19,400 6,600 4,700

1,000 900 (3,600) (2,300) 28,000 23,700

Segment result 3,800 3,400 1,800 1,400

Unallocated expenses
Group operating profit (before equity accounting)
Segment assets 32,0080,000 24,000 18,000

Unallocated assets
Total assets

Notes: The company operates predominantly in two geogcaprsegments—New Zealand and Australia. The bafsis

intersegment pricing is (description).

1  Where other operating revenue exists (that isdititeon to sales), and it relates to individual reegts, it would need to

be allocated to those segments on a reasonabke basi

200 300 (500) (300) 5,300 4,800
(3,400) (2,840)

1,900 1,960

14,850 12,700 (1,250) 1,880 69,600 62,580
9,300 7,580

78,900 70,160
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APPENDIX 2

This example of five industry segments illustratee guideline contained in
paragraph 4.16(b) for determining materiality il #vent of a segment incurring
losses.

Determining Material Segments

Segment
Industry Segment Result Material
$

A 200,000 yes
B 150,000 yes
C 30,000 no

Absolute amount of segment result (profits) 380,000
D (400,000) yes
E (40,000) no

Absolute amount of segment result (losses) (440,000

Net segment result (60,000)

Segments A, B and D are material under the guiddlewause the amount of
segment result for each of these segments is griete 10 percent of $440,000
which in turn is the greater, in absolute amountthef total segment result of all
segments that earned a profit and the total segmesott of all segments that
incurred a loss. Those segments which are not imkaterder paragraph 4.16(b)
may be material under paragraph 4.16(a) or 4.16(c).
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