
Please note: This is an extract from the XRB’s Discussion Paper Targeted Review of the New Zealand 

Accounting Standards Framework. We recommend that you read this in the context of the full Discussion 

Paper, which can be downloaded here.  
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5. SMC 2: Importance of maintaining harmonisation with Australia for 
 for-profit Tier 2 disclosures 

5A. What this SMC is about 

5.1 This chapter discusses the importance of keeping the disclosure requirements for New Zealand Tier 2 

for-profit entities harmonised with the Australian Reduced Disclosure Regime. 

5.2 We are seeking constituents’ feedback on this specific matter because, while the ASF’s approach of 

developing Tier 2 for-profit standards that are harmonised with Australia seems to be operating as 

intended, recent developments regarding Australia’s policy for developing Tier 2 for-profit disclosure 

requirements may affect this position. In addition, there are developments at the international level 

that could result in the IASB developing an approach that would be suitable for Tier 2 for-profit 

disclosures for both New Zealand and Australia – allowing both countries to adopt an international 

approach.  

5.3 However, the outcome of the Australian and IASB projects are not yet known. The XRB is seeking 

feedback on this matter now, to help future XRB considerations of whether and how to respond to 

developments in Australia and internationally.  

5.4 This SMC does not include a review of the ASF’s approach to setting standards for Tier 1 for-profit 

entities. As explained in Chapter 2 of the full Discussion Paper, it is important for New Zealand for-

profit entities in Tier 1 to be able to state compliance with IFRS Standards, especially given the large 

scale of IFRS Standards adoption around the world. Also, research points to the benefits of applying 

IFRS Standards internationally and in New Zealand, and it seems that NZ IFRS is meeting the needs of 

users of Tier 1 for-profit financial statements. 

5.5 While this SMC considers the policy for determining disclosure requirements for Tier 2 for-profit 

entities, it does not include a review of the approach to determining recognition and measurement 

requirements for such entities. We are not aware of unintended consequences arising from the ASF’s 

approach of using the same recognition and measurement requirements in both Tier 1 and Tier 2 for 

for-profit entities. Furthermore, although the potential changes in the Australian reporting 

environment could affect disclosure requirements for Tier 2 for-profit entities in Australia, they will 

not impact on recognition and measurement requirements for these entities. Hence, recognition and 

measurement requirements for Australian Tier 2 for-profit entities would remain harmonised with 

New Zealand. 

5.6 Because this review focuses on the ASF, being the XRB’s strategy for developing accounting 

standards, this DP does not discuss specific RDR disclosure concessions in particular standards. 

Why are we not re-considering the adoption of IFRS for SMEs for Tier 2 for-profit entities? 

5.7 The IFRS for SMEs Standard is a self-contained standard developed by the IASB for private sector 

SMEs that are not “publicly accountable” (as defined by the IASB, i.e. their equity or debt 

instruments are not traded on a public market, and they are not holding assets in a fiduciary capacity 

for a broad group of outsiders as their primary business). 

https://www.xrb.govt.nz/assets/pdfs/Targeted-Review-of-the-New-Zealand-Accounting-Standards-Framework-Discussion-Paper.pdf
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5.8 While the IFRS for SMEs Standard is based on IFRS Standards, some of the recognition, measurement 

and disclosure requirements in that standard differ from IFRS Standards.  

5.9 During the development of the current ASF, the XRB Board considered whether Tier 2 for-profit 

entities should apply the IFRS for SMEs Standard. The XRB Board noted that while there has been 

significant uptake of the IFRS for SMEs Standard internationally, there were mixed views about its 

usefulness as a differential version of IFRS Standards. The major concern was the recognition and 

measurement concessions that it contains. This can result in a different “picture” about the financial 

performance and position of an organisation depending on whether the entity is applying IFRS 

Standards or the IFRS for SMEs Standard. The different recognition and measurement requirements 

would result in financial reporting being more costly for groups that have subsidiaries in both Tiers 1 

and 2. In Australia, the AASB had reached similar conclusions when considering the merits of using 

the IFRS for SMEs Standard. 

5.10 Therefore, rather than adopting the IFRS for SMEs Standard, the XRB Board decided that Tier 2 

for-profit entities should apply NZ IFRS RDR, with the same recognition and measurement 

requirements as in “full” NZ IFRS, but with disclosure concessions, because: 

(a) preparers and users need to be familiar with only one set of recognition and measurement 

requirements; 

(b) the comparability of financial information between tiers is enhanced; 

(c) the preparation of consolidated financial statements where a group comprises entities in both 

tiers is simplified; and 

(d) the movement of entities between tiers is easier and less costly. 

5.11 The above reasons for not adopting the IFRS for SMEs Standard in New Zealand are still valid.  

5.12 Consequently, this matter does not re-consider the adoption of the IASB’s IFRS for SMEs Standard. 

5B. The XRB’s current strategy of harmonised Tier 2 disclosure requirements 

What is NZ IFRS RDR and who applies these standards? 

5.13 Under the current ASF, for-profit entities in Tier 2 must apply NZ IFRS with Reduced Disclosures 

Requirements – NZ IFRS RDR. NZ IFRS RDR include the same recognition and disclosure requirements 

as “full” NZ IFRS, but they also include disclosure concessions, which are harmonised with the 

Australian RDR concessions.  

5.14 Examples of disclosure concessions in NZ IFRS RDR include reduced disclosures for financial 

instruments (including in relation to expected credit losses, hedge accounting and risks relating to 

financial instruments), reduced fair value disclosures (for example, disclosures on the fair value 

hierarchy are not required), opening-to-closing balance reconciliations for the comparative period 

are not required for property, plant and equipment and certain other assets, and no requirement to 

provide disclosures on standards issued but not yet effective. 
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5.15 All for-profit entities that have a statutory obligation to prepare financial statements in accordance 

with GAAP (or other standards issued by the XRB) and do not meet the criteria to be in Tier 1, must 

prepare their financial statements in accordance with NZ IFRS RDR (unless they choose to opt up to 

Tier 1 and apply full NZ IFRS). 

5.16 Therefore, the for-profit Tier 2 population includes certain companies and partnerships (e.g. “large” 

companies as defined in the Companies Act 1993), retirement villages, for-profit subsidiaries of local 

councils and other entities that have a statutory requirement to prepare GPFR. These entities are in 

Tier 2 only if:  

(a) These entities are not “publicly accountable”, as defined in XRB A1. That is: 

o their equity or debt instruments are not traded on a public market; 

o they do not hold assets in a fiduciary capacity for a broad group of outsiders as their 

primary business; and 

o they are not an “FMC reporting entity” with “higher level of public accountability” under 

the Financial Markets Conduct Act 2013 (this means that certain entities that issue shares 

or bonds to the public, certain managed investments schemes, registered banks and 

licenced insurers must be in Tier 1 and cannot be in Tier 2); and   

(b) These entities are not “public sector” for-profit entities with expenses above $30m.  

Policy of harmonisation with Australia 

5.17 While meeting user needs, balancing the costs and benefits of reporting and basing standards for 

for-profit entities on IFRS Standards are foundational elements of the ASF, harmonisation with 

Australia for for-profit accounting standards was also a key issue considered in the development of 

the ASF.  

5.18 Harmonisation with Australia for for-profit entities was considered important for the following 

reasons: 

(a) Consistency with Government policy, namely the Closer Economic Relations and Single 

Economic Markets initiatives.1  

(b) The number of for-profit entities with trans-Tasman reporting obligations.  

(c) The majority of respondents to the consultation on the Framework confirmed the importance 

of harmonisation with Australia when developing accounting standards for entities in the 

for-profit sector. 

5.19 The above reasons for harmonisation with Australia are still applicable today. However, as noted 

above, there are recent changes in the Australian financial reporting environment that might impact 

on our future approach, as explained below. 

                                                 
1  In 2009 (when work on the ASF commenced), the Prime Ministers of Australia and New Zealand endorsed the Single Economic 

Market Outcomes Framework, whose proposed outcomes included “[For-]Profit entities are able to use a single set of 
accounting standards and prepare only one set of financial statements” and “Trans-Tasman companies have to prepare only 
one set of financial statements to one set of standards”. These outcomes were also included in the Memorandum of 
Understanding Between the Government of New Zealand and the Government of Australia on the Coordination of Business 
Law. 

http://archive.treasury.gov.au/documents/1605/PDF/outcomes_20090824.pdf
http://archive.treasury.gov.au/documents/1605/PDF/outcomes_20090824.pdf
https://dfat.gov.au/trade/agreements/in-force/anzcerta/Pages/memorandum-of-understanding-between-the-government-of-new-zealand-and-the-government-of-australia-on-the-coordination-of-bu.aspx
https://dfat.gov.au/trade/agreements/in-force/anzcerta/Pages/memorandum-of-understanding-between-the-government-of-new-zealand-and-the-government-of-australia-on-the-coordination-of-bu.aspx
https://dfat.gov.au/trade/agreements/in-force/anzcerta/Pages/memorandum-of-understanding-between-the-government-of-new-zealand-and-the-government-of-australia-on-the-coordination-of-bu.aspx
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5C. Recent developments in Australia and internationally relating to Tier 2 disclosure 
requirements 

5.20 While the ASF’s approach to developing RDR concessions for Tier 2 for-profit entities appears to be 

operating as intended in New Zealand, recent developments in Australia and internationally may 

have an impact on the ASF’s future approach. These recent developments are discussed below. 

Recent developments in Australia regarding the Tier 2 RDR regime 

5.21 Australia is currently considering reforms to its financial reporting framework. One of these reforms, 

which affects the Australian Tier 2 RDR regime, is discussed below:  

• Currently, an Australian entity that has a statutory requirement to prepare financial 

statements in accordance with Australian Accounting Standards (AAS) is able to determine 

whether it is a “reporting entity” or not. This determination is done by self-assessment, using 

criteria set out in the Australian standard SAC 12 (“reporting entity criteria”). 

• If the entity assesses itself as a “reporting entity”, it must prepare GPFR in accordance with 

AAS (which are based on IFRS Standards), with RDR disclosure concessions being available to 

entities in Tier 2 (harmonised with New Zealand).  

• However, if the entity assesses itself as not being a “reporting entity”, the entity can prepare 

“special purpose” financial reports (SPFR). Typically, entities preparing SPFR provide only 

limited disclosures.   

• As part of a broader project on the Australian financial reporting framework, the AASB 

proposes to remove the ability for entities with statutory reporting obligations to self-assess 

whether to comply with AAS. This means that all entities with a statutory requirement to 

prepare financial statements will need to prepare GPFR that comply with AAS in full (if they are 

in Tier 1) or with AAS with RDR (if they are in Tier 2). 

5.21 This proposed changed in the Australian framework would mean that some entities who currently 

provide very limited disclosures in their special purpose reports will be required to report in 

accordance with AAS with RDR.3 

5.22 As part of consulting with constituents on the proposed change, the AASB consulted on whether the 

current RDR would be appropriate for entities that are eligible for Tier 2. As a consequence of 

feedback received, the AASB is now working on proposals for a new disclosure regime for Tier 2 

for-profit entities. If and when finalised, this new approach would replace the existing RDR disclosure 

requirements. 

5.23 Hence, the above developments in Australia are likely to result in changes to the disclosure 

requirements for Tier 2 for-profit entities in Australia, thereby impacting on trans-Tasman 

harmonisation. The XRB will therefore need to consider how to respond to the developments in 

Australia.  However, those considerations may also be impacted by international developments, 

discussed in the next section. 

                                                 
2 Statement of Accounting Concepts SAC 1 Definition of the Reporting Entity 

3  Some entities will be removed from the Australian statutory reporting framework, as the statutory size thresholds have 
recently been increased.  

https://www.aasb.gov.au/admin/file/content102/c3/SAC1_8-90_2001V.pdf
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Recent developments at the IASB 

5.24 The IASB has a research project on SMEs that are subsidiaries of entities that apply IFRS Standards. 

This project was added to the IASB’s research agenda in response to feedback from some 

constituents suggesting that the IASB consider permitting subsidiaries to apply IFRS Standards but 

with reduced disclosures. They argued that using the IFRS for SMEs Standard is not attractive to some 

of these subsidiaries because, for consolidation purposes, they need to report to their parent in 

accordance with the recognition and measurement requirements of IFRS Standards. For their own 

financial statements, they would prefer to use those recognition and measurement requirements, 

but with less onerous disclosures. They argued that this approach would reduce costs, without 

removing information needed by the users of the subsidiaries’ financial statements.   

5.25 In response to this feedback, the IASB added a research project that will assess whether it would be 

feasible to permit SMEs that are subsidiaries to apply the recognition and measurement 

requirements in IFRS Standards with the disclosure requirements in the IFRS for SMEs Standard.4   

5.26 There are linkages between the IASB project, the abovementioned reforms currently underway in 

Australia, and the XRB’s consideration of when and how to respond to these developments. For 

example, the AASB project would provide useful input into the IASB project. In addition, if the IASB 

were to proceed with its project, then in the future, it might not be necessary for either New Zealand 

or Australia to have a local approach to setting disclosure requirements for Tier 2 for-profit entities, 

as both New Zealand and Australia could instead adopt the IASB’s requirements for SMEs that are 

subsidiaries. Such an outcome would both ensure trans-Tasman harmonisation and reduce standard-

setting costs in New Zealand and Australia. 

Concluding comments on recent developments relevant to for-profit RDR 

5.27 While the ASF’s approach to developing accounting standards for Tier 2 for-profit entities seems to 

be operating as intended to date, the recent developments outlined above indicate that the XRB may 

need to revisit its approach in the ASF to setting disclosure requirements for Tier 2 for-profit entities. 

That is: 

(a) The AASB project could impact upon trans-Tasman harmonisation of disclosure requirements 

for Tier 2 for-profit entities.   

(b) However, depending on the outcome of the IASB’s project on “SMEs that are subsidiaries”, it 

might be possible for both Australia and New Zealand to move to a new approach based on 

requirements established by the IASB, which would bring us back to a position in which there is 

trans-Tasman harmonisation of disclosure requirements for Tier 2 for-profit entities. 

(c) Nevertheless, assuming that the reforms proposed by the AASB are introduced in Australia 

before the IASB finalises its project on “SMEs that are subsidiaries”, there could be a period of 

time when the Tier 2 for profit disclosure requirements in New Zealand will not be harmonised 

with Australia. 

                                                 
4  For further information, see Agenda Paper 31, IASB March 2019 meeting. 

https://www.ifrs.org/-/media/feature/meetings/2019/march/iasb/ap31-smes-that-are-subsidiaries.pdf
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5.28 Given that both the AASB’s project and the IASB’s project are at early stages, it is not yet known what 

the outcome of these projects will be.  This makes it difficult for the XRB to make any decisions about 

whether, when and how the XRB should respond to these developments.  For example, if 

developments in Australia result in a loss of trans-Tasman harmonisation (at least to some extent) of 

the disclosure requirements of Tier 2 for-profit entities, the XRB will need to consider if similar 

changes should be introduced in New Zealand.  However, if an international solution is also likely, but 

not until after changes are introduced in Australia, another matter to consider is whether it is more 

cost-effective for New Zealand to delay changes until that international solution becomes available, 

to avoid two rounds of changes.     

5.29 This review of the ASF presents an opportunity to seek input from constituents on issues that will be 

relevant to the XRB’s future considerations. In particular, this review provides an opportunity to 

consult with constituents as to the importance of maintaining alignment between the Tier 2 

for-profit disclosure requirements in New Zealand and those in Australia.   

 

Question for respondents 

SMC 2: Importance of retaining harmonisation with Australia for Tier 2 for-profit disclosures 

7. How important is it to retain harmonisation with Australia for Tier 2 for-profit entity disclosure 

requirements? 

Please provide reasons for your response. 

8. If you think it is important to retain harmonisation with Australia for Tier 2 for-profit entity 

disclosure requirements, for whom is this important and why? 

9. Do you have any other comments about the harmonisation with Australia for Tier 2 for-profit 

disclosure requirements? 

 


