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Chapter 1
The conceptual framework 

What is a conceptual framework? 
In general terms, a conceptual framework can be described as ‘a system of ideals and objectives that lead to the 
creation of rules and standards’ (Courses.lumenlearning.com).

While accounting is focused on numbers, there needs to be a foundation that provides an understanding for 
everyone who prepares and interprets financial information. To achieve this across a range of large and small 
businesses and non-profit organisations, a conceptual accounting framework – i.e. a set of common rules 
on which to base decisions – must be established. Such a framework outlines the concepts (ideas) on which 
information (both financial and non-financial) that is included in financial statements is based. 

Introduction to the New Zealand Conceptual Framework 
The New Zealand Conceptual Framework (NZ Framework) establishes the concepts that underlie the preparation 
of financial statements and how they are presented – and also how they were presented in the past. The 
framework is prepared by Chartered Accountants Australia and New Zealand (CA ANZ), which is the professional 
body for Chartered Accountants who operate in Australia and New Zealand.

The New Zealand Framework refers to qualitative characteristics of useful information. In order for information to 
be useful, it must be relevant and faithfully represent what it says it represents. Often, in accounting, there are 
transactions or situations that cannot be measured easily. Such transactions/situations may be subjective – which 
means they are open to interpretation based on a person’s perceptions or emotions and bias – so guidance is 
needed. In such cases, the New Zealand Framework can be referred to as a source of authority and guidance. 

The New Zealand Conceptual Framework was issued in May 2018 and applies to annual periods after 1 January 
2020. It is linked to international standards issued by the International Accounting Standards Board (IASB) and is 
officially named The New Zealand Equivalent to the IASB Conceptual Framework for Financial Reporting.
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The NZ Conceptual Framework
Purpose of the NZ 

Framework
To assist preparers, auditors 
and users in presenting and 
interpreting financial 
information (see specific 
section for points to study)

Scope of the NZ Framework
• Objective of general purpose 

financial reports
• Underlying assumption (going 

concern)
• Elements (assets, liabilities, 

equity, income and expenses)
• Qualitative characteristics

Status of the NZ 
Framework

Does not override a specific 
International Financial 
Reporting Standard (IFRS) 
but is a source of authority if 
the IFRS is silent on a 
particular issue

Fundamental
Essential aspects of information needed to ensure 
sound decisions can be made

Enhancing
Information may be already relevant and 
faithfully represented but these enhancing 
characteristics make it more useful and assist 
in deciding how best to present information

Subsections
Comparability
Verifiability
Timeliness
Understandability

Faithful representation
(formerly ‘Reliability’)

Information is useful when 
it represents what it says it 
represents

Subsections
Neutral
Complete
Free from material error

Relevance
Information that is 
capable of making a 
difference in a decision

Subsections
Materiality
Predictive value
Confirmatory value

The purpose of the NZ Framework 
The International Accounting Standards Board (IASB) works on harmonising standards to make them consistent 
across different countries. Part of this work is developing a conceptual framework, of which New Zealand has a 
version called the New Zealand Conceptual Framework. 

The overall purpose of this framework is to describe the objective of, and concepts for, general-purpose financial 
reporting.

Specifically, its purpose is to assist:

a. the IASB in the development of future International Financial Reporting Standards (IFRSs) and in its review of 
existing IFRSs (assists those who write the guidance standards)

b. preparers of financial statements in applying IFRS in dealing with topics that have yet to form
c. all parties (e.g. investors, employees and other stakeholders) to understand and interpret the standards.

Scope (or contents) of the Conceptual Framework
The Conceptual Framework covers:
• the object of general-purpose financial reporting
• financial statement basis and assumptions
• the definition, recognition and measurement of the elements which make up the financial statements
• concepts of capital and capital maintenance (not assessed for L3 NCEA).
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Status of the Conceptual Framework
According to the NZ Framework:
• The IASB’s Conceptual Framework is not an IFRS and therefore does not define standards for any particular 

measurement or disclosure issue. Nothing in the IASB’s Conceptual Framework overrides any specific IFRS, as 
reporting standards have a higher authority. 

• The IASB recognises that in a limited number of cases there may be a conflict between the IASB’s Conceptual 
Framework and an IFRS. In those cases where there is a conflict, the requirements of the IFRS prevail over 
those of the Conceptual Framework.

(Source: NZ Framework 2011)

Answering questions

At Level 3, students should be moving away from short answers to fuller, more comprehensive explanations, to 
achieve Merit and Excellence. You should develop the good habit of answering in as much depth as possible.

Activity 1A – NZ Framework overview
1. a. What do the letters ‘CA’ stand for? 

b. What is the abbreviation for the name of the professional body of CAs in Australasia? 

c. Define a conceptual framework in general terms. 

d. What does the abbreviation IFRS stand for? 

2. List two purposes of the NZ Framework. It is recommended you read all the purposes and then select the two 
that are easiest for you to recall.

3. a. If there is a conflict between the NZ Framework and an IFRS, which should be followed?

 b. Explain your answer to a.

Answers
p.  67
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4. List two parts of the scope (or contents) of the NZ Framework. It is recommended you read all parts under the 
‘Scope’ section and then select the two that are easiest for you to recall.

5. Refer to the diagram ‘The NZ Framework’ on page 2. Explain the difference between ‘fundamental’ and 
‘enhancing’ qualitative characteristics.

6. Explain, using an example, how the NZ Framework could assist preparers of financial statements in applying 
IFRSs.

7. Explain how auditors would use the NZ Framework in forming an opinion as to whether financial statements 
comply with IFRSs.
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Types of reports
Special-purpose financial reports are prepared to meet the specific information needs of a particular user.

Some users have more power to request certain types of additional information. An example is a bank asking 
for a cash budget as part of a loan application. In such a case the report would be classed as a special-purpose 
financial report, which is not covered by the NZ Framework.

General-purpose financial reports provide information for the many users who are unable to obtain specific 
information from an entity, and therefore have to rely on the general Income Statement and Balance Sheet, etc., 
to obtain their information.

Often those users, such as creditors or employees, do not have the power to request specific information, so they 
have to rely on the general-purpose financial reports. General-purpose financial reports aim to satisfy the needs 
of the widest possible group of users. For example, employees concerned about job security can look at the 
publicly available financial statements to see if the company they work for is stable.

Reporting entities are required by the Financial Reporting Act 2013 to provide general-purpose financial reports 
for users and providers of resources to the entity. The reports must contain:
• Statement of Comprehensive Income
• Statement of Financial Position
• Statement of Cash Flows
• Notes to the financial statements and Accounting Policies.
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Objective of general-purpose financial reports
The objective of general-purpose financial reports is to provide financial information about the reporting entity 
that is useful to existing and potential investors, lenders and other creditors in making decisions about providing 
resources to the entity. An example could be deciding whether to buy shares in a company. In addition to 
reporting financial statements, many companies provide additional information such as graphs and photos to 
give users a better picture of how the company has been performing.

Information in general-purpose financial reports

Information to be shown Statement shown in

Economic resources (assets) and claims on those resources 
(liabilities)

Statement of Financial Position

(Note: The term ‘Balance Sheet’ may also be 
used in L3 Accounting)

Financial performance, reflected by the accrual basis of 
accounting. The effects of the transactions are to be shown 
in the periods in which those effects occur, even if the 
resulting cash receipts or payments occur in another period 

Income Statement

Financial performance, reflected by past cash flows Statement of Cash Flows

Changes in economic resources and claims not resulting 
from financial performance

Statement of Changes in Equity

Notes containing details of the financial statements, and accounting policies, also form part of the general-
purpose financial reports.

Underlying assumption: Going concern

Definition Application

The financial statements are 
prepared on the assumption 
that an entity is a going concern 
and will continue in operation 
for the foreseeable future.

It is therefore assumed that the entity does not have the intention of 
liquidating, or the need to liquidate (i.e. sell all assets into a liquid or cash 
form). Therefore assets can be stated at historical cost and are not required 
to be stated at the market value that an urgent sale would generate.

Activity 1B – NZ Framework assumptions
1. State the purpose of the NZ Framework.

2. List three possible users of general-purpose financial reports.

3. Define ‘general-purpose financial statements’.

Answers
p.  67
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4. a. Which four financial reports come under the heading of ‘general-purpose financial reports’?

  

 b. Explain the difference between general-purpose financial reports and special-purpose financial reports.

 c. Give an example of a situation in which a special-purpose financial report might be requested.

5. The end of the financial year is 31 March 2023. After balance day a statement is received from the bank 
saying interest of $600 is owing on a loan, for the months of February and March. Using the accrual basis, 
explain how the $600 from the bank statement should be treated in both the Income Statement and the 
Statement of Financial Position.

6. A company is in financial difficulty and is not a going concern. Explain how it should record its buildings and 
vehicles in the Statement of Financial Position, taking into account the going concern assumption.
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Qualitative characteristics of useful information
Fundamental characteristics

Characteristic Definition Application

Relevance
Relevant information can 
make a difference to the 
decisions users make.

Recording buildings at their net realisable value rather than their 
historic cost could have a large impact on the value of assets and 
therefore the equity of a company. This might influence a potential 
investor as to whether to buy the company’s shares. 

Predictive 
value

Information is used as an input 
when determining what is 
likely to happen in the future.

An Income Statement shows the dollar amount of sales for a 
company for the past two years. These figures can be used to 
predict sales for the coming year. 

Confirmatory 
value

Information that provides 
feedback that either confirms or 
changes previous evaluations.

Looking at the Income Statement may confirm how well the 
company did compared with sales that were predicted at the start 
of the financial year. 

Materiality

Information is material if its 
size or nature is so significant 
that omitting it or misstating 
it could influence decisions of 
users. 

Recording small items as an expense: e.g. a $99 cell phone should 
be recorded as a stationery expense because the price is not large 
enough to influence decisions of users.

Disclosing a conflict of interest: e.g. where a director might own 
a company that trades with the company of which they are a 
director. This should be disclosed because of the significant nature 
of the information. 

Faithful 
representation

Financial information must 
represent what it purports 
(intends) to represent.

To provide faithful representation the information should be 
complete, neutral and free from error. A faithful representation must 
also consider whether the information represents a true and fair 
view. 

Neutral

Presenting information 
without bias and without 
trying to manipulate how the 
user views the information.

Not attempting to hide a decrease in income but stating it 
consistently to allow users to make their own decisions. 

Complete
All necessary information 
should be included, so users 
can gain a full understanding.

A Statement of Financial Position should include a description of 
the nature of assets and their values.

Free from 
material error

There are no errors or 
omissions, or errors in the 
process of reporting the 
information.

Information should be free from errors that might influence users. 
This does not mean perfectly accurate in all respects, because 
estimates of depreciation etc., are made, but it means the process 
of arriving at the estimates is carried out correctly and the method is 
stated.

Case studies as part of Accounting 3.1
The external examination will use a publicly listed company as an example for parts or all of the assessment. It is 
not likely that the name of the company will be given in the assessment specifications.

In order to prepare students for this type of question, we will use Sanford Limited as a case study.

The company website states: ‘Sanford Limited is a large and long established fishing company devoted entirely 
to the harvesting, farming, processing, storage and marketing of quality seafoods and aquaculture products, with 
a focus on the clear waters of New Zealand’.

All information used is publicly available and based on the Annual Report 2019, which is accessible for viewing 
online if a better understanding of the company is needed.
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Activity 1C – Fundamental characteristics
1. Sanford Limited shows its property at historic cost in its Statement of Financial Position (Sanford Annual Report 

2019, p. 114). Explain how this policy could be described as being neutral.

2. Describe two estimates that Sanford Limited is likely to use in its financial statements and explain how the 
company would ensure the estimates are free from error.

3. Sanford Limited shows details of its property, plant and equipment in the notes to the financial statements. 
Explain how this demonstrates the completeness aspect of faithful representation.

4. Explain, giving an example, how the Statement of Financial Position for Sanford Limited could have predictive 
value if it was used to prepare a cash budget for a future period.

5. Sanford Limited has its fishing quota listed as intangible assets at a value of $493m compared with its total 
assets of $821m (Sanford Annual Report 2019, p. 100). A quota gives Sanford limited permission from the 
government to catch a certain quantity of fish each year in New Zealand waters. Discuss why the fishing 
quota would be viewed as a material item in terms of both size and nature.

Answers
p.  67
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Enhancing qualitative characteristics

Characteristic Definition Application

Comparability
Information is useful if it can be compared 
with that of other entities and periods.

Investors comparing the Income Statement 
profit from one year to an earlier year to see if 
improvements were made.

Ensuring the same accounting methods for 
depreciation are used from one year to the next.

Verifiability
Two or more knowledgeable people could 
reach agreement concerning how to treat 
a certain situation.

Two auditors verifying the quantities and costs 
of inventory during a stock take using the same 
method, such as ‘first in, first out’.

Timeliness
Having information available to decision 
makers in time for the information to be able 
to influence decisions. 

Preparing end-of-year financial statements within 
a few months so decisions can still be made on 
changes for the following year. 

Understandability

Classifying, characterising and presenting 
information so it is clear and concise.

(However, complex information is not to be 
excluded, because it is assumed users will 
have a reasonable knowledge of business 
and will review the information diligently.) 

Removing three zeros from numbers in an annual 
report so the statements are free from clutter, 
making the statements easy to understand. 

Applying enhancing characteristics
Information needs first to be relevant and faithfully represented before enhancing characteristics are considered. 
Sometimes one enhancing characteristic has to be ignored to maximise another. For example, a business may 
produce monthly statements a few days into the following month. In this case timeliness is being enhanced but 
verifiability is reduced, because there is insufficient time to check amounts or, for example, quantities and costs of 
inventory.

Activity 1D – Enhancing qualitative characteristics
1. Explain why Sanford Limited shows the Income Statement for both 2018 and 2019 in its annual report for 2019.

2. The annual report for Sanford Limited, for the year ended 30 September 2019, was signed off by the 
Chairman and Managing Director on 13 November 2019, and made available to the public soon thereafter. 
Explain how this meets the characteristic of timeliness.

Answers
p.  68
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answers

Activity 1A – NZ Framework overview (page 3)
1. a. Chartered Accountant

b. CA ANZ

c. A conceptual framework is a system of ideals and objectives that lead 
to the creation of rules and standards.

d. International Financial Reporting Standard

2. (For example) To assist users of financial statements in interpreting the 
information contained in financial statements prepared in compliance 
with IFRSs and to assist auditors in forming an opinion on whether 
financial statements comply with IFRSs.

3. a. The IFRS should be followed.

 b.  The IFRS is superior to the NZ Framework because it outlines the 
international standards that entities must follow when presenting 
financial information. The NZ Framework can only enhance these 
standards or be used to develop new standards.

4. (For example) The underlying assumption in the preparation of financial 
statements; qualitative characteristics of useful financial information.

5. Fundamental qualitative characteristics are essential to the preparation 
of financial information because they ensure that the information is 
of sufficient quality to enable useful decisions to be made, whereas 
enhancing qualitative characteristics enhance or add value to financial 
information that may already be relevant and faithfully represented. The 
enhancing characteristics ensure the information is more useful and gives 
guidance on how best to present information.

6. If the preparers of financial statements need clarification on a certain 
point that is not fully covered in the International Financial Reporting 
Standard then they will be able to refer to the NZ Framework as a back-
up source of authority. For example, if a company has leasehold property, 
it may wish to refer to the asset definition and recognition criteria in the 
NZ Framework to see if the property should be classified as an asset in 
the Statement of Financial Position.

7. They would refer to the element definition and recognition criteria 
to check that items had been correctly recorded in the Statement of 
Financial Position. Auditors would also use the concept of materiality as a 
guide as to whether an item is of sufficient size or nature to influence the 
decisions of users.

Activity 1B – NZ Framework assumptions (page 6)
1. The purpose of the NZ Framework is to describe the objective of, and 

concepts for, general purpose financial reporting.

2. Suppliers, employees, investors, Inland Revenue Dept. (any three)

3.  Financial statements intended to meet the needs of users who do not 
have the power to require an entity to prepare reports tailored to the 
users’ particular information needs.

4. a.  General Purpose Financial Reports consist of the Income Statement, 
Statement of Changes in Equity, Statement of Financial Position and 
Statement of Cash Flows.

 b.  General-purpose financial reports provide financial information about 
the reporting entity that assists the decision making of existing and 
potential investors, lenders and other creditors. Special-purpose 
financial reports are additional information requested by users who are 

affected by the operation of the entity and have the power to demand 
certain types of information. The NZ Framework does not cover special-
purpose financial statements.

 c.  Examples: A bank might request a cash budget to support a loan 
application or the IRD might request information about GST collected 
and paid to support a GST return.

5. The accrual basis states that financial information must be recorded when 
it occurred and reported to the period to which it relates. The interest of 
$600 owing on the loan will be added to the interest on loan expense 
that is reported in the Income Statement because this expense relates to 
the period ended 31 March 2023.

  The interest of $600 owing on the loan will be reported in the Statement 
of Financial Position as ‘accrued expense’, a current liability because there 
will be future economic benefit in the form of cash flowing out in the next 
accounting period to pay the bank interest for the use of the loan.

6. The going concern assumption is that an entity is assumed to continue 
to operate into the foreseeable future, so assets should be recorded 
at historical cost. If a company is not a going concern, buildings and 
vehicles should be recorded at their market value rather than their 
historical cost, because this is the price the company would be likely to 
receive for them if it had to stop operations due to financial difficulty. 
Recording the assets at market value would ensure the financial 
information is useful for making decisions about the entity.

Activity 1C – Fundamental characteristics (page 9)
1. Using historical cost as the basis for measurement can be described as 

neutral because doing so presents the value of the property (such as 
a fishing boat) free from bias. It does not involve estimates that might 
influence how the user interprets the information. A source document 
provides the original purchase price of the fishing boat, giving a true and 
fair view. A higher value (in order to manipulate users into thinking the 
boat is worth more than it is) is not stated.

2. Sanford Limited is likely to use estimates for the depreciation on 
property, plant and equipment (such as fish-processing factories) and 
the allowance for doubtful debts when selling on credit to fish markets. 
These estimates can be made free from material error by arriving at 
the estimates using specific and consistent methods from year to year. 
While the estimates might not result in precise values for the factories, 
any differences are likely to be small and would not influence users’ 
decisions.

3. The notes to the financial statements showing details of property, plant 
and equipment demonstrate completeness by displaying all necessary 
information, such as how much fishing boats cost and how much they 
have depreciated. This information can be given to end users so they 
can gain a full understanding of the operations of Sanford Limited and 
of the methods and valuations that have been used for calculating 
property, plant and equipment. This indicates that information is faithfully 
represented and is useful for decision making.

4. The Statement of Financial Position can have predictive value because 
the information in it can be used as an input to establish what is likely 
to happen in the future. For example, the accounts receivable gives 
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