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FOREWORD

| am pleased to introduce to you the New Zealand equivalents to International Financial
Reporting Standards (NZ IFRS) model financial statements for government departments.

Audit New Zealand’s model financial statements highlight our profession’s latest thinking
in terms of meeting financial reporting and legislative requirements, and providing
essential financial statement information.

Focus

The financial statements in this model financial statements have been prepared
especially to help guide government departments in preparing their first set of NZ IFRS
compliant financial statements. The financial statements included in this model (including
certain disclosure requirements of the Public Finance Act 1989 and Treasury Instructions)
are only part of what is required to be included in a government department’s annual
report.

Future updates

We will continue to update the model financial statements to reflect changes in NZ IFRS
and evolving best practice in application of NZ IFRS to government departments.

We would welcome any feedback on the application of this model to government
departments or any other comments that may assist in future updates of the model
financial statements. If you have any feedback or comments on these model financial
statements, please pass these to your Audit New Zealand Manager or Director.

Acknowledgements
| would like to thank the Audit New Zealand staff who have contributed to these model

financial statements, particularly Brett Story, Stephen Lewis, and Robert Cox of our
Accounting Technical Team.

Terry McLaughlin
Executive Director
November 2007
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ABOUT THE MODEL FINANCIAL STATEMENTS
Obijective

The principal objective in producing the model is to guide government departments in
preparing their first NZ IFRS compliant financial statements.

The model financial statements have been prepared using a fictitious entity, the Ministry
of Public Accountability (the Ministry).

Content
Included in the model is:

Statement of responsibility;

Audit report;

Statement of financial performance;

Statement of financial position;

Statement of changes in taxpayers’ funds;

Statement of cash flows;

Statement of commitments;

Statement of contingent liabilities and contingent assets;

Statement of departmental expenses and capital expenditure against
appropriations;

Statement of departmental unappropriated expenditure and capital expenditure;
Statement of accounting policies;

Notes to the financial statements, including a memorandum account;
Statement of non-departmental expenditure and capital expenditure against
appropriations;

Statement of non-departmental unappropriated expenditure and capital
expenditure; and

Non-departmental schedules, accounting policies and accompanying notes.

The model does not include a model statement of service performance, nor does it intend
to include all the information required to be reported in the annual report of a
government department.

Not all of the accounting policies and notes will be applicable to a particular
government department. Although it is not practical for this model to cover all of the
possible financial reporting issues that could arise in the central government sector, we
have included in the model a wide range of accounting policies and notes, including all
those that we would expect to occur commonly in the sector.

The model illustrates a possible financial statement format for a government
department, for example the statement of financial performance has been prepared by
classifying expenses based on the nature of the expenditure. Alternatively, expenses
could be classified based on their function. This is just one example where there may be
more than one way of disclosing the information required under NZ IFRS.

While the model provides guidance on disclosure matters, it does not deal with the
underlying accounting treatment.
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Government departments will need to make choices about the accounting policies and
presentation options appropriate for their circumstances. Government departments are
also required to comply with Treasury Instructions when preparing their financial
statements. These model financial statements are also designed to comply with the
requirements of Treasury Instructions and the accounting policies of the Financial
Statements of the Government.

The model does not address all the possible recognition and disclosure requirements of
NZ IFRS. Nor does it identify all possible NZ IFRS adjustments that may arise on
transition to NZ IFRS. Government departments should not use the model as a substitute
for referring to individual NZ IFRS standards and interpretations applicable to their
specific circumstance.

We have included references to specific NZ IFRS standards in the left margin of each
page of the model and a subject index on page 63 for easy searching.

Standards not covered by the model

The model does not consider any recognition or disclosure requirements of the following
standards:

NZ IFRS 2 Shared-based Payment;

NZ IFRS 3 Business Combinations;

NZ IFRS 6 Exploration for and Evaluation of Mineral Resources;
NZ IFRS 8 Operating Segments;

NZ IAS 11 Construction Contracts;

NZ IAS 12 Income Taxes;

NZ IAS 26 Accounting and Reporting by Retirement Benefit Plans;
NZ IAS 27 Consolidated and Separate Financial Statements;
NZ IAS 28 Investments in Associates;

NZ IAS 29 Reporting in Hyperinflationary Economies;

NZ IAS 31 Interests in Joint Ventures;

NZ IAS 33 Earnings per Share;

NZ IAS 34 Interim Financial Reporting;

NZ IAS 40 Investment Property; and

NZ IAS 41 Agriculture.

In addition any standards, interpretations and amendments issued after 31 October
2007 are not reflected in this set of financial statements.
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PFA s45C STATEMENT OF RESPONSIBILITY

In terms of the Public Finance Act 1989, | am responsible, as Chief Executive of the Ministry of Public
Accountability, for the preparation of the Ministry’s financial statements and statement of service
performance, and for the judgements made in them.

| have the responsibility for establishing, and | have established’, a system of internal control designed
to provide reasonable assurance as to the integrity and reliability of financial reporting.

In my opinion, these financial statements and statement of service performance fairly reflect the
financial position and operations of the Ministry for the year ended 30 June 2008.

Counter signed by:

[signed] [signed]

C E Tumuaki O Money

Chief Executive Chief Financial Officer?
19 September 2008 19 September 2008

T A positive statement that a system of internal control has been established is considered best practice and is not a requirement of the Public Finance

Act 1989.
2 The statement of responsibility must be countersigned by the Chief Financial Officer (PFA s45C(2)).
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PFA s45(1)(e) AUDIT REPORT?

AUDIT REPORT
TO THE READERS OF
MINISTRY OF PUBLIC ACCOUNTABILITY’S
FINANCIAL STATEMENTS AND STATEMENT OF SERVICE PERFORMANCE
FOR THE YEAR ENDED 30 JUNE 2008

The Auditor-General is the auditor of the Ministry of Public Accountability (the Ministry). The
Auditor-General has appointed me, R O Tidua, using the staff and resources of Audit New Zealand, to
carry out the audit on his behalf. The audit covers the financial statements and statement of service
performance and schedules of non-departmental activities included in the annual report of the Ministry
for the year ended 30 June 2008.

Unqualified Opinion

In our opinion:

n The financial statements of the Ministry on pages 12 to 49:

— comply with generally accepted accounting practice in New Zealand; and

— fairly reflect:

. the Ministry’s financial position as at 30 June 2008; and
. the results of its operations and cash flows for the year ended on that date.
n The statement of service performance of the Ministry on pages [xx] to [xx]:

— complies with generally accepted accounting practice in New Zealand; and
— fairly reflects for each class of outputs:

. its standards of delivery performance achieved, as compared with the forecast
standards outlined in the statement of forecast service performance adopted at
the start of the financial year; and

. its actual revenue earned and output expenses incurred, as compared with the
forecast revenues and output expenses outlined in the statement of forecast
service performance adopted at the start of the financial year.

n The schedules of non-departmental activities on pages 50 to 62 fairly reflect the assets,
liabilities, revenues, expenses, contingencies, commitments and trust monies managed by the
Ministry on behalf of the Crown for the year ended 30 June 2008.

The audit was completed on 19 September 2008 and is the date at which our opinion is expressed.

The basis of our opinion is explained below. In addition, we outline the responsibilities of the Chief
Executive and the Auditor, and explain our independence.

3 This audit report is for illustration purposes only. The department’s auditor will provide the form and content of the audit report.
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Basis of Opinion

We carried out the audit in accordance with the Auditor-General’s Auditing Standards, which
incorporate the New Zealand Auditing Standards.

We planned and performed the audit to obtain all the information and explanations we considered
necessary in order to obtain reasonable assurance that the financial statements and statement of
service performance did not have material misstatements, whether caused by fraud or error.

Material misstatements are differences or omissions of amounts and disclosures that would affect a
reader’s overall understanding of the financial statements and statement of service performance. If we
had found material misstatements that were not corrected, we would have referred to them in our
opinion.

The audit involved performing procedures to test the information presented in the financial statements
and statement of service performance. We assessed the results of those procedures in forming our
opinion.

Audit procedures generally include:

n determining whether significant financial and management controls are working and can be
relied on to produce complete and accurate data;

n verifying samples of transactions and account balances;

n performing analyses to identify anomalies in the reported data;

n reviewing significant estimates and judgements made by the Chief Executive;

n confirming year-end balances;

n determining whether accounting policies are appropriate and consistently applied; and

n determining whether all financial statement and statement of service performance disclosures

are adequate.

We did not examine every transaction, nor do we guarantee complete accuracy of the financial
statements and statement of service performance.

We evaluated the overall adequacy of the presentation of information in the financial statements and
statement of service performance. We obtained all the information and explanations we required to
support our opinion above.

Responsibilities of the Chief Executive and the Auditor

The Chief Executive is responsible for preparing the financial statements and statement of service
performance in accordance with generally accepted accounting practice in New Zealand. The financial
statements must fairly reflect the financial position of the Ministry as at 30 June 2008 and the results of
its operations and cash flows for the year ended on that date. The statement of service performance
must fairly reflect, for each class of outputs, the Ministry’s standards of delivery performance achieved
and revenue earned and expenses incurred, as compared with the forecast standards, revenue and
expenses adopted at the start of the financial year. In addition, the Chief Executive is responsible for
preparing schedules of non-departmental activities that fairly reflect the assets, liabilities, revenues,
expenses, contingencies, commitments and trust monies managed by the Ministry on behalf of the Crown
for the year ended 30 June 2008. The Chief Executive’s responsibilities arise from sections 45A, 45B
and 45(1)(f) of the Public Finance Act 1989.

10
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We are responsible for expressing an independent opinion on the financial statements, statement of
service performance and schedules of non-departmental activities and reporting that opinion to you.
This responsibility arises from section 15 of the Public Audit Act 2001 and section 45D(2) of the Public
Finance Act 1989.

Independence

When carrying out the audit we followed the independence requirements of the Auditor-General, which
incorporate the independence requirements of the Institute of Chartered Accountants of New Zealand.

In addition to the audit we have carried out an assurance review over the project management over the
Ministry’s financial management information system development project. Other than the audit and this
assignment, we have no relationship with or interests in the Ministry.

R O Tidua

Audit New Zealand

On behalf of the Auditor-General
Wellington, New Zealand

11
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NZ IAS 1.8(b) STATEMENT OF FINANCIAL PERFORMANCE#*5
FOR THE YEAR ENDED 30 JUNE 2008

Income

NZ IAS 1.81(a) Revenue Crown
NZ IAS 1.81(a) Revenue other

NZ IAS 1.83 Gains

NZ IAS 1.83 Total income

NZ IAS 1.88 Expenditure

NZ IAS 1.91 Personnel costs

NZ IAS 1.91 Depreciation and amortisation expense
NZ IAS 1.91 Capital charge

NZ IAS 1.81(b) Finance costs

NZ IAS 1.86 Restructuring costs

NZ IAS 1.91 Other operating expenses

NZ IAS 1.83 Total expenditure
NZ IAS 1.81(f) Net surplus/(deficit)

NZ IAS 1 NZ 41.1 Explanations of significant variances against budget are detailed in note 27.8

The accompanying notes form part of these financial statements.

4 The terms statement of financial performance, statement of financial position, statement of changes in taxpayers’ funds and, surplus/deficit are
appropriate equivalents to NZ IFRS terminology for public benefit entities.

5 NZ IAS 1.85 prohibits any items of income or expense being presented as extraordinary items either on the face of the statement of financial
performance or in the notes.

¢ NZ IAS 1.36 requires comparative information to be disclosed in respect of the previous period for all amounts reported in the financial statements.
Comparative information shall also be included for narrative information when it is relevant to an understanding of the current period’s financial
statements.

7 Under Section 45(B) 2(b) of the Public Finance Act 1989, the financial statements must include the forecast financial statements prepared at the start
of the year (as published in the statement of intent). Whilst there is no requirement, departments could present an additional budget column and
disclose the revised budget figures arising from the supplementary estimates.

8 NZIAS 1 NZ 41.1 requires an entity that has published prospective financial information, other than that expressed solely in general terms, to present
a comparison of the prospective financial information with the actual financial results being reported. Explanations for major variances shall be given.

12
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NZ IAS 1.8(c) STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2008

Assets

Current assets

NZ IAS 1.68(i) Cash and cash equivalents

NZ IAS 1.68(h) Debtors and other receivables
NZ IAS 1.69 Prepayments

NZ IAS 1.68(g) Inventories

NZ IAS 1.68(d) Derivative financial instruments

NZ IAS 1.68A Non-current assets held for sale

NZ IAS 1.69 Total current assets

Non-current assets
NZ IAS 1.68(a) Property, plant and equipment

NZ IAS 1.68(c) Intangible assets

NZ IAS 1.69 Total non-current assets

NZ IAS 1.69 Total assets

Liabilities
Current liabilities
NZ 1AS 1.68(j) Creditors and other payables
NZ IAS 1.69 Repayment of surplus
NZ IAS 1.68(k) Provisions
NZ IAS 1.69 Employee entitlements

NZ 1AS 1.68(1) Finance leases

NZ IAS 1.68(1) Derivative financial instruments

NZ IAS 1.69 Total current liabilities

Non-current liabilities
NZ IAS 1.68(k) Provisions
NZ IAS 1.69 Employee entitlements

NZ 1AS 1.68(1) Finance leases

NZ IAS 1.69 Total non-current liabilities
NZ IAS 1.69 Total liabilities

NZ IAS 1.69 Net assets

The accompanying notes form part of these financial statements.

13
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STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2008 (CONTINUED)

Taxpayers’ funds

NZ IAS 1.75(e) General funds

NZ IAS 1.75(e) Property, plant and equipment revaluation
reserves

NZ IAS 1.68(p) Total taxpayers’ funds

STATEMENT OF CHANGES IN TAXPAYERS’ FUNDS
FOR THE YEAR ENDED 30 JUNE 2008

NZ IAS 1.8(c)
Balance at 1 July
NZ IAS 1.96(b), NZ Property, plant and equipment revaluation
IAS 16.77(f) gains/(losses) taken to equity?
NZ IAS 1.96(a) Surplus/(deficit) for the year
NZ IAS 1.96(c) Total recognised income and expense
NZ IAS 1.97(a) Repayment of surplus to the Crown
NZ IAS 1.97(a) Capital contribution?
NZ IAS 1.97(a) Repayment of capital®

Balance at 30 June

The accompanying notes form part of these financial statements.

° Only disclose if these transactions occurred.

14
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NZ IAS 1.8(d) STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 200810

NZ IAS 7.10 Cash flows from operating activities
NZ IAS 7.18 Receipts from Crown

NZIAS 7.18 Receipts from revenue other

NZ IAS 7.18 Payments to suppliers

NZ IAS 7.18 Payments to employees

NZ IAS 7.18 Payments for capital charge

Goods and services tax (net)

Net cash from operating activities

NZ IAS 7.10 Cash flows from investing activities

NZ IAS 7.16(b) Receipts from sale of property, plant and
equipment

NZ IAS 7.16(a) Purchase of property, plant and equipment!!

NZ IAS 7.16(a) Purchase of intangible assets!!

Net cash from investing activities

NZ IAS 7.10 Cash flows from financing activities
NZ IAS 7.17 Capital contribution
NZ IAS7.17 Repayment of surplus

NZ IAS 7.17(e) Payments of finance leases

Net cash from financing activities

Net (decrease)/increase in cash

Cash at the beginning of the year

Cash at the end of the year

NZ IAS 7 NZ 24.1 The GST (net) component of operating activities reflects the net GST paid and received with the Inland Revenue
Department. The GST (net) component has been presented on a net basis, as the gross amounts do not provide
meaningful information for financial statement purposes.

NZ IAS 7.43 During the period, the Ministry acquired property, plant and equipment totalling $232,000 (2007: $nil) by means
of finance leases.

The accompanying notes form part of these financial statements.

10 Treasury Instructions require departments to prepare the cash flow statement on a net of GST basis.

" We believe it is good practice to separately disclose cash flows arising from the acquisition and disposal of property, plant and equipment and
intangible assets. Separating these cash flows will provide readers of the financial statements a clearer linkage between the property, plant and
equipment and intangible asset movement schedules and cash flows arising from acquisitions and disposals.

15
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Treasury Instructions  STATEMENT OF COMMITMENTS
Paras 3.5.18, 4.4.5

AS AT 30 JUNE 2008

Capital commitments

Capital commitments are the aggregate amount of capital expenditure contracted for the acquisition of property,
plant and equipment and intangible assets that have not been paid for or not recognised as a liability at the
balance sheet date.

NZ IAS 17.35(d) Non-cancellable operating lease commitments

The Ministry leases property, plant and equipment in the normal course of its business. The majority of these leases
are for premises and photocopiers, which have a non-cancellable leasing period ranging from three to ten
years.!2

Good practice Other non-cancellable commitments

The Ministry has entered into non-cancellable contracts for computer maintenance, cleaning services, consulting
services and other contracts for service.

Actual Actual
2007 2008
$000 $000

Capital commitments

NZ IAS 16.74(c) 75 | Property, plant and equipment 35
NZ IAS 38.122(e) 124 | Intangible assets 151
199 Total capital commitments 186
NZ IAS 17.35(a) Non-cancellable operating lease commitments
15,120 Not later than one year 11,340
60,480 Later than one year and not later than five years 45,360
52,920 Later than five years 28,350
128,520 Total non-cancellable operating lease commitments 85,050
Treasury Other non-cancellable commitments
Instructions
Para 4.4.5 112 Not later than one year 184
204 Later than one year and not later than five years 483
96 | Later than five years 85
412 Total other non-cancellable lease commitments 752
129,131 Total commitments 85,988
NZ IAS 17.35(b) The total minimum future sublease payments expected to be received under non-cancellable subleases at the
balance sheet date is $25,432 (2007 $25,875)
NZ IAS 17.35(d) The Ministry’s non-cancellable operating leases have varying terms, escalation clauses and renewal rights. There

are no restrictions placed on the Ministry by any of its leasing arrangements.

The accompanying notes form part of these financial statements.

2 |f there are a number of leases a general narrative can be provided.
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Treasury Instructions STATEMENT OF CONTINGENT LIABILITIES AND CONTINGENT ASSETS AS
Para 3.5.17 AT 30 JUNE 2008

Unquantifiable contingent liabilities
NZ IAS 37.86 Lawsuit

The Ministry is vigorously defending a legal suit of an unspecified sum instituted by certain individuals against a
staff member for libel. In the event of the Court finding in favour of the plaintiff, the Ministry believes that any
damages awarded would be met by its insurers.

NZ IAS 37.86 Superannuation schemes!’3

NZIAS 19.30(b)(c)  The Ministry is a participating employer in the DBP Contributors Scheme, which is a multi-employer defined benefit

scheme. If the other participating employers ceased to participate in the Scheme, the Ministry could be responsible
for the entire deficit of the Scheme, which has a value of $xxx as at [date]. Similarly, if a number of employers
ceased to participate in the Scheme, the Ministry could be responsible for an increased share of the deficit. This
deficit was calculated using a discount rate equal to the expected return on net assets of xxx.14

The Actuary of the Scheme has recommended the employer contribution remain at xxx times contributor’s
contributions until the past service deficit is extinguished and then reduces to the employer contribution rate
required to meet the net future service liability after that. The xxx is inclusive of Specified Superannuation
Contribution Withholding Tax.

When the past service deficit is extinguished will depend on the experience of the Scheme and the assumptions
used for actuarial reviews. The actuary currently expects the past service deficit to be extinguished by 20xx and
has calculated the employer contribution rate to meet the net future service liability as xxx times contributors’
contributions, inclusive of Specified Superannuation Contribution Withholding Tax.

Quantifiable contingent liabilities

Actual Actual
2007 2008
$000 $000
250 Legal proceedings and disputes 250
125 Personal grievances 115
375 Total quantifiable contingent liabilities 365

Legal proceedings and disputes

NZ IAS 37.86 Legal proceedings and disputes represent the amounts claimed by plaintiffs in relation to the performance of
the Ministry’s statutory role. The Ministry is currently disputing these claims.

Personal grievances

NZ IAS 37.86 Personal grievances represent amounts claimed by employees for personal grievances cases, which all relate to
an alleged breach of contract with employees of the Ministry arising from the restructuring of the Ministry.

Contingent assets

NZ IAS 37.89 The Ministry has no contingent assets (2007 nil).15

The accompanying notes form part of these financial statements.

13 The State Sector Retirement Savings Scheme, Kiwisaver and Government Supperannuation Fund are defined contribution schemes from the perspective
of the department; therefore no contingent liability related disclosures are required.

14 NZ IAS 19.30(c) requires where there is a surplus or deficit in a Scheme that may affect the amount of future contributions, the Ministry must disclose
any available information about the surplus or deficit, the basis used to determine the surplus or deficit, and the implications, if any, for the Ministry.

5 Where there are no contingent assets, we believe it is good practice to state this fact.
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PFA 45B(2) STATEMENT OF DEPARTMENTAL EXPENSES AND CAPITAL EXPENDITURE
AGAINST APPROPRIATIONS FOR THE YEAR ENDED 30 JUNE 2008

Vote Public Issues

Appropriations for output expenses'8

Multi-output class appropriations

Policy advice — public accountability
Research into public accountability

Public accountability inspection

Total policy advice — public accountability
Annual and other appropriations
Provision of accountability services- annual

Provision of accountability services -
restricted by revenue

Total provision of accountability services

Administration of Crown expenses

Total appropriations for output expenses

Appropriation for other expenses

Restructuring costs

Total

* this includes adjustments made in the Supplementary Estimates and transfers under section 26A of the Public Finance
Act.

Good practice Restricted by revenue appropriation — Provision of accountability services

The Ministry earned $158,000 revenue from the sale of publications. The Ministry is permitted to incur expenditure
up to the amount of revenue earned for this appropriation.

A suggested disclosure for transfers under section 26A of the Public Finance Act 1989 is included on the next page.

A suggested disclosure for a multi-year appropriation is presented on page 52.

The accompanying notes form part of these financial statements.

¢ Disclosing comparative figures for the prior year is considered best practice.

17 Refer to The Treasury’s publication Measuring Remeasurements for application guidance on remeasurements.

'8 Appropriations given by permanent legislative authority should be separately disclosed, even when they are allocated to the same output class as a
normal appropriation.
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STATEMENT OF DEPARTMENTAL EXPENSES AND CAPITAL EXPENDITURE
AGAINST APPROPRIATIONS FOR THE YEAR ENDED 30 JUNE 2008

(CONTINUED)

Transfers under section 26A of the PFA1?

The Appropriation Voted includes adjustments made in the Supplementary Estimates and the following transfers

under section 26A of the PFA.

Supp Section 26A Appropriation
Estimates Transfers Voted
2008 2008 2008
$000 $000 $000
Vote Public Issues

Appropriation for output expenses
Policy advice — public accountability 8,625 400 9,025
Provision of accountability services 217,758 (400) 217,358
Administration of Crown expenses 3,028 0 3,028
Total appropriations for output expenses 229,411 0 229,411
0 -

The accompanying notes form part of these financial statements.

Net adjustment -

19 Where there have been transfers under section 26A of the PFA, we suggest this following additional disclosure would be helpful to the users of the

financial statements. This suggested additional disclosure is not mandatory.
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STATEMENT OF DEPARTMENTAL UNAPPROPRIATED EXPENDITURE AND
CAPITAL EXPENDITURE FOR THE YEAR ENDED 30 JUNE 20082021

Vote Public Issues

Policy advice — public
accountability

Provision of accountability
services — annual

Provision of accountability
services — restricted by revenue

Administration of Crown expenses

Total appropriations for output
expenses

Appropriations for other
expenses

Restructuring expenses

Total

Expenses and capital expenditure approved under Section 26B of the Public Finance Act 1989

The Ministry commissioned a major study, Positively Public Accountability — Its impact on the Public Service, during
the last two months of the financial year. The Ministry had to engage overseas consultants as a result of non-
availability of local consultants. This resulted in actual costs exceeding those appropriated by $48,000.22

This unappropriated expenditure has been approved by the Minister of Finance in terms of section 26B of the
Public Finance Act 1989.23

Expenses and capital expenditure incurred in excess of appropriation24

Nil.

Expenses and capital expenditure incurred without appropriation or other authority
Nil.

Breaches of projected departmental net asset schedules

Nil.

The accompanying notes form part of these financial statements.

20 This statement should be included even if there was no unappropriated expenditure.

NN

The PFA does not require comparative figures for the previous financial year in this statement.
2 Section 45B (2)(d) requires departments to provide an explanation for each unappropriated item reported.
3 This information is not specifically required by the PFA, but its inclusion provides useful information to the reader.

2 Alternatively, departments may only use the suggested headings where there is unappropriated expenditure, or disclose all unappropriated
expenditure under a single heading.
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NZ IAS 1.8(e) NOTES TO THE FINANCIAL STATEMENTS

1 Statement of accounting policies for the year ended 30 June 200825
26, 27

Reporting Entity

NZ IAS 1.126(a) The Ministry of Public Accountability (the Ministry) is a government department as defined by section 2 of the
Public Finance Act 1989 and is domiciled in New Zealand.

Good practice In addition, the Ministry has reported on Crown activities and trust monies which it administers.

NZIAS 1 NZ 13.1(b)  The primary objective of the Ministry is to provide services to the public rather than making a financial return.
NZ IAS 1.126(b) Accordingly, the Ministry has designated itself as a public benefit entity for the purposes of New Zealand
equivalents to International Financial Reporting Standards (NZ IFRS).

NZ IAS 1.46(a),(b)(c)  The financial statements of the Ministry are for the year ended 30 June 2008. The financial statements were
NZ IAS 10.17 authorised for issue by the Chief Executive of the Ministry on 19 September 2008.

NZ IAS 1.103(a) Basis of preparation

NZIAS 1 NZ 13.1(a)  The financial statements of the Ministry have been prepared in accordance with the requirements of the Public
Finance Act 1989, which includes the requirement to comply with New Zealand generally accepted accounting
practices (NZ GAAP).

NZ IAS 1 NZ These financial statements have been prepared in accordance with, and comply with, NZ IFRS as appropriate
13.1(d),105(a) for public benefit entities.

This is the first set of financial statements prepared using NZ IFRS. The comparatives for the year ended

30 June 2007 have been restated to NZ IFRS accordingly. Reconciliations of equity and net surplus/(deficit)
for the year ended 30 June 2007 under NZ IFRS to the balances reported in the 30 June 2007 financial
statements are detailed in note 28.

NZ IAS The accounting policies set out below have been applied consistently to all periods presented in these financial
1.103(a),108(b) statements and in preparing an opening NZ IFRS statement of financial position as at 1 July 2006 for the
purposes of the transition to NZ IFRS.

NZ IAS 1.108(a) The financial statements have been prepared on a historical cost basis, modified by the revaluation of land
and buildings, and certain financial instruments (including derivative instruments).

NZ IAS 1.46 (d),(e) The financial statements are presented in New Zealand dollars and all values are rounded to the nearest
thousand dollars ($'000). The functional currency of the Ministry is New Zealand dollars.
NZ IAS 8.30,31 Standards, amendments and interpretations issued that are not yet effective and have not been early adopted?8.29

Standards, amendments and interpretations issued but not yet effective that have not been early adopted,
and which are relevant to the Ministry include:

25 The going concern concept is assumed when preparing financial statements. If management is aware of conditions or events that cast doubt over the
ability to continue as a going concern, those facts shall be disclosed. If the financial statements are not prepared on a going concern basis that fact
must be disclosed as required by NZ IAS 1.23.

26 Departments are required to disclose all accounting policies that are relevant to an understanding of the financial statements.

27 NZ IAS 1.126 requires the following information to be included in the annual report, which does not necessarily have to be in the financial statements:

domicile and legal form, country of incorporation, address of its registered office, description of operations, and principal activities.

This disclosure reflects those standards, amendments and interpretations that have been issued up to 31 October 2007, which is the date this model

was finalised. The impact of any new or revised standards and interpretations issued after this date, but before the issue of the financial statements,

will need to considered and disclosed.

Whilst not a requirement of NZ IAS 8, we consider it good practice to disclose those standards, amendments and interpretations that are not yet

effective which have been adopted early. The transitional provisions of a new standard, amendment or interpretation may require disclosure if early

adopted.

N
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NZ IAS 18.9

NZ IAS 20.39(a)

NZ IAS 1.108(b)

NZ IAS 18.35(a)

NZ IAS 18.35(a)

NZ IAS 17.50

NZ IAS 16 NZ 15.1

NZ IAS 18.30(a)

Good practice

NZ IAS 23.9,29

NZ IAS 37 NZ
Appdx E
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. NZ IAS 1 Presentation of Financial Statements (revised 2007) replaces NZ IAS 1 Presentation of Financial
Statements (issued 2004) and is effective for reporting periods beginning on or after 1 January 2009.
The revised standard requires information in financial statements to be aggregated on the basis of shared
characteristics and to introduce a statement of comprehensive income. This will enable readers to analyse
changes in equity resulting from transactions with the Crown in its capacity as “owner” separately from
“non-owner” changes. The revised standard gives the Ministry the option of presenting items of income
and expense and components of other comprehensive income either in a single statement of
comprehensive income with subtotals, or in two separate statements (a separate income statement
followed by a statement of comprehensive income). The Ministry expects it will apply the revised standard
for the first time for the year ended 30 June 2010, and is yet to decide whether it will prepare a single
statement of comprehensive income or a separate income statement followed by a statement of
comprehensive income.

= NZIAS 23 Borrowing Costs (revised 2007) replaces NZ IAS 23 Borrowing Costs (issued 2004) and is
effective for reporting periods commencing on or after 1 January 2009. The revised standard requires all
borrowing costs to be capitalised if they are directly attributable to the acquisition, construction or
production of a qualifying asset. The Ministry intends to adopt this standard for the year ending 30 June
2010 and has not determined the potential impact of the new standard.

Revenue
Revenue is measured at the fair value of consideration received.

Revenue Crown

Revenue earned from the supply of outputs to the Crown is recognised as revenue when earned.

Statutory levies

Revenue from levies is recognised as revenue when the obligation to pay the levy is incurred.

Sale of publications

Sale of publications are recognised when the product is sold to the customer. The recorded revenue is the gross
amount of the sale.

Application fees

Revenue from application fees is recognised to the extent that the application has been processed by the
Ministry.

Rental income

Lease receipts under an operating sub-lease are recognised as income on a straight-line basis over the lease
term.

Vested assets

Where a physical asset is acquired for nil or nominal consideration, the fair value of the asset received is
recognised as income. Assets vested in the Ministry are recognised as income when control over the asset is
obtained.

Interest

Interest income is recognised using the effective interest method.

Capital charge

The capital charge is recognised as an expense in the period to which the charge relates.
Borrowing costs

Borrowing costs are recognised as an expense when incurred.

Grant expenditure

Non-discretionary grants are those grants awarded if the grant application meets the specified criteria and
are recognised as expenditure when an application that meets the specified criteria for the grant has been
received.

Discretionary grants are those grants where the Ministry has no obligation to award on receipt of the grant
application and are recognised as expenditure when approved by the grants approvals committee and the
approval has been communicated to the applicant.
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NZ IAS 17.4

NZ IAS 17.20

NZ IAS 17.27

NZ IAS 17.33

NZ IAS 39.43

NZ IAS 7.46

NZ IAS 39.43
NZ IAS 39.46(a)

NZ IAS 39.63

NZ IFRS 7 Appdx
B5(d), (f)

NZ IAS 2 NZ 9.1,9.2

NZ IAS 2.9

NZ IAS 2.34
NZ IAS 2 NZ 34.1

NZ IAS 39.43
NZ IAS 39.46

NZ IAS 21.21,28
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Leases
Finance leases

A finance lease is a lease that transfers to the lessee, substantially all of the risks and rewards incidental to
ownership of an asset, whether or not title is eventually transferred.

At the commencement of the lease term, the Ministry recognises finance leases as assets and liabilities in the
statement of financial position at the lower of the fair value of the leased item or the present value of the
minimum lease payments.

The amount recognised as an asset is depreciated over its useful life. If there is no certainty as to whether the
Ministry will obtain ownership at the end of the lease term, the asset is fully depreciated over the shorter of the
lease term and its useful life.

Operating leases

An operating lease is a lease that does not transfer substantially all the risks and rewards incidental to
ownership of an asset. Lease payments under an operating lease are recognised as an expense on a straight-
line basis over the lease term.

Financial instruments

Financial assets and financial liabilities are initially measured at fair value plus transaction costs unless they are
carried at fair value through profit or loss in which case the transaction costs are recognised in the statement of
financial performance.

Cash and cash equivalents

Cash includes cash on hand and funds on deposit with banks.

Debtors and other receivables

Debtors and other receivables are initially measured at fair value and subsequently measured at amortised cost
using the effective interest rate, less impairment changes.

Impairment of a receivable is established when there is objective evidence that the Ministry will not be able to
collect amounts due according to the original terms of the receivable. Significant financial difficulties of the
debtor, probability that the debtor will enter into bankruptcy, and default in payments are considered
indicators that the debtor is impaired. The amount of the impairment is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted using the original effective
interest rate. The carrying amount of the asset is reduced through the use of an allowance account, and the
amount of the loss is recognised in the statement of financial performance. Overdue receivables that are
renegotiated are reclassified as current (i.e. not past due).

Inventories

Inventories held for distribution, or consumption in the provision of services, that are not issued on a commercial
basis are measured at the lower of cost (calculated using the weighted average method) and current
replacement cost. Where inventories are acquired at no cost, or for nominal consideration, the cost is the current
replacement cost at the date of acquisition.

The replacement cost of the economic benefits or service potential of inventory held for distribution reflects any
obsolescence or any other impairment.

Inventories held for sale or use in the production of goods and services on a commercial basis are valued at the
lower of cost and net realisable value. The cost of purchased inventory is determined using the weighted
average cost method.

The write-down from cost to current replacement cost or net realisable value is recognised in the statement of
financial performance in the period when the write-down occurs.

Accounting for derivative financial instruments, hedging activities and foreign currency transactions

The Ministry uses derivative financial instruments to hedge exposure to foreign exchange. In accordance with its
Foreign-Exchange policy, the Ministry does not hold or issue derivative financial instruments for trading
purposes. The Ministry has not adopted hedge accounting.

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently remeasured at their fair value at each balance date. Movements in the fair value of derivative
financial instruments are recognised in the statement of financial performance.

Foreign currency transactions (including those for which forward exchange contracts are held) are translated into
New Zealand dollars using the exchange rates prevailing at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of such transactions and from the translation at year-end exchange
rates of monetary assets and liabilities denominated in foreign currencies are recognised in the statement of
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financial performance.
Non-current assets held for sale

Non-current assets held for sale are classified as held for sale if their carrying amount will be recovered
principally through a sale transaction rather than through continuing use. Non-current assets held for sale are
measured at the lower of their carrying amount and fair value less costs to sell.

Any impairment losses for write-downs of non-current assets held for sale are recognised in the statement of
financial performance.

Any increases in fair value (less costs to sell) are recognised up to the level of any impairment losses that have
been previously recognised.

Non-current assets held for sale (including those that are part of a disposal group) are not depreciated or
amortised while they are classified as held for sale.

Property, plant and equipment

Property, plant and equipment consists of land, buildings, leasehold improvements, furniture and office
equipment, and motor vehicles.

Property, plant and equipment is shown at cost or valuation, less accumulated depreciation and impairment
losses.

Individual assets, or group of assets, are capitalised if their cost is greater than $x,000. The value of an
individual asset that is less than $x,000 and is part of a group of of similar assets is capitalised.30

Additions

The cost of an item of property, plant and equipment is recognised as an asset if, and only if, it is probable that
future economic benefits or service potential associated with the item will flow to the Ministry and the cost of the
item can be measured reliably.

In most instances, an item of property, plant and equipment is recognised at its cost. Where an asset is acquired
at no cost, or for a nominal cost, it is recognised at fair value as at the date of acquisition.

Disposals

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount of the asset.
Gains and