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Financial reporting checklist
for directors
The New Zealand Companies Act 1993 sets
out the obligations for directors to prepare an
annual report including financial statements
prepared in accordance with New Zealand
generally accepted accounting practice.
This task hasn’t got any easier since the
introduction of New Zealand equivalents to
International Financial Reporting Standards
(NZ IFRS). NZ IFRS requires the exercise
of significant judgement, has areas of
interpretation that are still a challenge, and
has been subject to extensive and continuing
reform. On top of this, directors have had
to consider the impacts of a challenging
economic environment and deal with the
continuing pressure to ‘get it right’ in the
context of a changing regulatory environment.

questions across ten key areas for directors
to ask management regarding the annual
report to ensure that an appropriate level of
challenge is given.

For issuers, the Securities Commission (now
replaced by the Financial Markets Authority)
has continued to comment on the need for
issuers to “stay on top of developments and
tailor disclosures to ensure they disclose
their business activities coherently and
transparently.” 1

Principle for reporting and disclosure:
“The board should demand integrity both
in financial reporting and in the timeliness
and balance of disclosures on entity
affairs.”

For directors to be successful in meeting their
financial reporting obligations they need the
support of management and need to ask
the right questions. This publication includes

Entities other than companies, may also find
these considerations useful in preparing their
annual report and/or financial statements.
Note – references to the ‘board’ or ‘directors’
could equally be a reference to the audit
committee where the responsibility for
oversight of the financial reporting process
is delegated.

Securities Commission: Corporate
Governance New Zealand Principles
and Guidelines, http://www.fma.
govt.nz/keep-updated/reports-andpapers/?q=handbook

1 New Zealand Securities Commission Financial Reporting Surveillance Programme Review of Financial Reporting by Issuers, Cycle 14. April 2011.
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✔
✖

Year end planning
considerations
The Securities Commission’s Guidelines for Corporate Governance recommend that “all boards
should have a rigorous process for assuring directors of the quality and integrity of entity
financial reports including their relevance, reliability, comparability, and timeliness.”
The achievement of such quality financial reporting requires the appointment of skilled staff,
the implementation of appropriate processes and controls and careful planning.
Has the board received a timetable for the completion of year end reporting? Does the
timetable have adequate time for all issues to be properly addressed with flexibility to deal
with unexpected events?
Have the group accounting policies been reviewed and updated where there have been
changes to accounting standards? Have the policies been considered for changes that
may be required due to changing economic conditions and events? Consider whether
pro-forma financial statements should be drafted so that new disclosures can be considered
in advance of year end.
Does management have a plan in place to address findings raised by the Securities
Commission (and going forward the Financial Markets Authority)?
Does the finance function need additional specialist skills, experience or resources to
prepare the annual report and supporting information for the board? If additional resources
are required, has a plan to increase resources been implemented?
Does the board need to bring in specialist advisers to help it meet its responsibilities? If so,
have specialists been engaged?
Has the board considered whether the audit plan presented by the auditors addresses current risks?
Are plans in place to make a considered assessment about the use of the going concern
assumption in the preparation of the financial statements? Where remedial action is
required are these scheduled to take place prior to year end? For example, as NZ IFRS
requires accounting for debt in its state at balance date, will waivers from covenant
breaches or renewal of funding arrangements be resolved by balance date?
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Has the board considered whether the internal audit function (if applicable) should
undertake any additional work in anticipation of the year end, and if so is it scheduled for
completion so that the board has adequate time to consider the outputs prior to finalising
the annual report?
Has a recent review been performed of the financial reporting environment to ensure that
high-quality, well controlled and timely management data is available? Did that review
conclude that additional resources, controls or procedures were necessary and if so, have
these been provided or implemented?
Has the board considered materiality in the context of the financial statements and
communicated this to management in order to assist decision making on what information
needs to be separately disclosed in the financial statements? Misstatements, including
omissions, in financial statements are considered to be material if they, individually or in the
aggregate, could reasonably be expected to influence the economic decisions of users
taken on the basis of the financial statements
Is the annual report and market announcements content to be provided to the board and
auditors in time to review before concluding on the financial statements?
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Transparency
Financial statements should help users to understand the business performance and position of
the business. The use of standardised ‘boiler plate’ wording should be avoided with narrative
given that is specific and relevant to the entity.
We note that the Securities Commission continues to draw attention to the need for improved
transparency in financial reporting by issuers. For example, the Cycle 14 report noted that:
“We consider issuers are well-placed to tailor their financial statements to add value for users.
Financial reporting is a dynamic process. The importance of particular disclosures can change over
time. It is imperative that issuers keep up to date with financial reporting standard developments
and ensure their business activities are disclosed in a coherent and transparent manner.”2
Based on the board’s knowledge of the company and the overall view of the performance
for the year, do the financial statements convey the appropriate messages?
Is the board satisfied that the financial statements are consistent with the decisions taken by
the board during the year?
Are risk disclosures and segment reporting consistent with internal reporting as required
by NZ IFRS?
Have boilerplate disclosures been removed in favour of disclosures tailored to the
entity’s circumstances?
Are the financial statements logically structured and easy to navigate? Consider if critical
note disclosures should be prioritised.

2 New Zealand Securities Commission Financial Reporting Surveillance Programme
- Review of Financial Reporting by Issuers, Cycle 14. April 2011.
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Significant
accounting policies
The board should consider whether the accounting policies adopted by the company are in
accordance with New Zealand generally accepted accounting practice or some other appropriate
framework (where applicable). Furthermore, the board should consider whether the accounting
policies adopted are appropriate to the circumstances of the company and whether alternative
policies would be more appropriate.
Are the accounting policies clear, concise, complete and appropriate for the entity?
Do the accounting policies contain any particularly judgemental areas? For example, is the
board aware of the revenue recognition policies adopted across the group?
The external auditors should have discussed significant accounting policies in their
communications to those charged with governance. What matters have they raised, if any?
What has been the outcome of any matters raised?
Have there been any significant changes in the company’s accounting policies during the
year? Are the company’s accounting policies appropriate for its specific needs? Are they
consistent with industry practice?
Are there any accounting policies in the financial statements which do not have any
underlying economic activity? If yes, consider whether the policy should be removed.
Has the impact of new accounting standards been considered in advance of when they will
become applicable? Should the entity early adopt changes to standards? If not, have the
standards not yet effective been disclosed with commentary on the likely impact for the entity?
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Significant estimates
and judgements
The preparation of financial statements may require management to make estimates where
the outcome of a particular matter is uncertain. Accounting estimates fall outside the scope of
traditional internal accounting controls applied to systematically processed, recurring transactions
and are therefore subject to increased risk of fraud. The board should carefully consider
information on accounting estimates and satisfy themselves that the judgements made by
management are reasonable.
Has management provided the board with information on the significant accounting
estimates based on judgement which have been made in preparing the financial statements?
Is there evidence that any major judgements have been reached in an objective and neutral way?
Has the board considered any triggers that might motivate manipulation of the financial
statements such as management bonus schemes, covenants etc? Are there adequate internal
financial controls in place to protect against manipulation?
Are any assumptions made by management consistent with the board’s understanding of
the business and of the board and management’s intent?
Where the valuations of assets and liabilities are based on assumptions or models:
		

Are management’s assumptions consistent with the board’s understanding of the
business? Has management adequately considered the sensitivity of judgements made?

		
		

Have appropriate procedures and controls been applied to the entity’s use of models
to generate cash flow and valuation information? Are key assumptions applied
consistently across all asset and liability valuations?

		

Has the board considered whether key models need to be subject to independent
analysis and verification, for example by internal audit or third party specialists?

Do the financial statements describe all the key judgements and major sources of estimation
uncertainty as required by NZ IFRS? Consider:
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Are disclosures made only for those judgements that have the most
significant effect on the amounts recognised in the financial statements and for those
assumptions about the future and other major sources of estimation uncertainty that
have a significant risk of resulting in a material adjustment to the carrying amounts of
assets and liabilities within the next financial year?

		
		

Are critical judgements disclosed separately from major sources of estimation
uncertainty? Are disclosures provided in one place, either in their entirety or with clear
cross reference to where further information is provided?

		
		
		

Is the extent of disclosure appropriate? For example, have the major assumptions
and the sensitivity of major sources of estimation uncertainty been provided where
practical (or reasons given as to why not practical)? Is sensitivity analysis performed on
the basis of reasonably possible events?

9

Significant or
unusual transactions
The treatment and disclosure of unusual items which occurred during the year should be
considered by the board. Any material, non-recurring items may be considered unusual and may
require greater prominence in the financial statements. Examples of unusual items would include
asset acquisitions and disposals and contingent liabilities such as litigation.
What are the significant or unusual transactions and events that have taken place during
the year? Does the list accord with the view of the board and/or management? Are these
items properly reflected in the financial statements?
Were there any significant transactions with related parties and are they adequately disclosed?
Has the company made any unusual commitments?
Has there been any impairment in the value of goodwill or any other intangible assets which
has not been recognised in the profit and loss account?
Has the company entered into any unusual financing arrangements such as securitisations?
Have these been disclosed in accordance with NZ IFRS?
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Challenges arising
from difficult economic
conditions – liquidity
and going concern
Difficult economic conditions and significant adverse events that affect an entity may require
additional consideration and disclosure in the financial statements.
Is the entity monitoring its position in relation to financial market volatility, and in particular
its exposures to liquidity risk (whether the entity can pay its debts when they are due) and
credit risk (whether counterparties will be able to make payment)?
Has a cash flow forecast been prepared covering at least twelve months from balance date?
Does this forecast indicate that there is sufficient liquidity taking into account existing
funding arrangements? Should the cash flow forecast be extended beyond twelve months
to evaluate issues that may arise subsequent to this period?
Has an analysis been performed to ensure that the terms of current funding arrangements
are being met? If covenants have been breached, have discussions taken place with the
funder to secure waivers where possible? Have these arrangements or risks been
appropriately disclosed?
If funding lines are due to expire within the year, has consideration been given to whether
the entity will be able to secure new funding or renew existing funding arrangements?
Has consideration been given to whether the entity will need to honour guarantees,
indemnities or liquidity facilities provided to third parties? Does the entity have the resources
to meet these obligations should they arise?
Does the entity have sufficient access to funding should contingent liabilities eventuate?
Is preparation of financial statements appropriate using the going concern assumption? If
yes, are there any material uncertainties that need to be disclosed?
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Alternative
profit measures
The widespread use of alternative profit measures such as ‘underlying profit’, ‘normalised
earnings’ and ‘EBITDA’ has led to increased scrutiny with concerns being expressed both in New
Zealand and Australia by business commentators, regulators and other parties. In Australia, the
Australian Securities and Investments Commission (ASIC) is moving to put in place guidance
on when such measures can be used and how they should be disclosed, and the New Zealand
Securities Commission (replaced by the Financial Markets Authority) has set out some disclosure
expectations for measures. The board should carefully consider its reasons for using alternative
profit measures and ensure that appropriate disclosures are made to ensure that the users of the
entity’s financial statements are not misled.
Where an alternative profit measure (referred to as ‘underlying profit’) has been used (such
as EBITDA), is this an appropriate way to measure performance and in narrative reporting is
it clear which measure is being talked about and why?
Are the adjustments consistent with other industry players? If not, why?
Should the board obtain assurance on underlying profit? If yes, from whom?
Is the alternative profit measure used to determine executive remuneration measures? Are
the adjustments made from statutory profit to underlying profit appropriate?
Has the Securities Commission’s guidance on disclosure for alternative measures been applied:
		

What is the purpose of reporting the alternative measure selected, and has this
purpose been explained in the annual report?

		

Is there a reconciliation explaining the calculation of underlying profit and how it
relates to the statutory profit, and has it been presented in a balanced manner?

		

Is the approach to reporting adjustments transparent and comparable between
reporting periods?
Is statutory profit disclosed more prominently than the underlying profit?

Where is the appropriate placement for this information?
As underlying profit often shows how the board and management view the business,
should it be (and is it) consistent with the segment note in the financial statements (which is
based on internal reporting)?
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✔
✖
Clarity and completeness

of disclosures in
financial statements

Board members should satisfy themselves that all relevant items have been properly disclosed in
the financial statements.
When reading the financial statements is the board unable to understand certain disclosures
or are they left with further questions relating to the disclosures?
Has the board satisfied itself that there is an appropriate process to ensure that all
disclosures required have been included?
Has there been a process to identify all related parties of the entity, and the transactions,
balances and commitments the entity has entered into with these parties? Has this process
identified the terms of the transactions and considered if these were undertaken on ‘normal
commercial terms’ or not? Are the terms clearly disclosed?
Are the narrative parts of the financial statements consistent with the numerical parts?
Has bad news been properly disclosed rather than hidden?
Have post balance sheet events up to the date of approval of the annual report and
financial statements been considered?

Issue 6
June 2011

Underlying profit
revisited
For more information on alternative profit measures refer
to our publication “Underlying profit revisited” available
at www.deloitte.com/nz/financialreportingsurvey

Underlying profit – useful or misleading?
Since the introduction of New Zealand
equivalents to International Financial Reporting
Standards (NZ IFRS), entities have found ways
to disclose the earnings that directors believe
more accurately reflect the entity’s underlying
financial performance, in addition to the
statutory profit (which is net profit after tax as
determined by NZ IFRS). These measures take
many different labels with some of the more
common measures shown being ‘EBITDA’,
‘EBITDAF’, ‘operating profit’, ‘normalised
profit’, ‘underlying earnings’ and in the past
year earnings before the government’s tax law
changes (particularly due to the removal of
depreciation deductions allowed for buildings).

In 2010, the annual reports of 87 out of a
sample of 100 companies (primarily derived
from listed and other large New Zealand
companies with publicly available financial
information) provided 214 alternative earnings
or profit measures. With financial results being
discussed in so many ways the question arises
as to whether this additional information is
useful or misleading.
Since we looked at this topic a year ago, there
has been a lot of commentary in the press
arguing that this additional information can be
misleading. An article by Brian Gaynor in the
New Zealand Herald expressed concern over
the use of alternative measures stating “The
road we are heading down, which is where
1
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Annual
report commentary
A Director’s Report or management discussion and analysis is not specifically required by the
Companies Act 1993, although the Act does require details of material changes in the nature of the
business of the company or class of business in which the company has an interest (section 211(1)
a). Listed entities (NZSX/NZDX or NZAX) are required to provide commentary on the results for the
period in a preliminary announcement in respect of a full year. To meet these requirements, or to
provide context for investors on the entity’s financial results, many entities include a Chairman’s
Report and Managing Director’s Report in their annual report which provides an overview of the
performance of the entity and any significant events that have occurred during the period.
Is there a process to capture and disclose all the information required by legislation or
regulation in the annual report? For example, as set out in the Companies Act 1993,
Financial Reporting Act 1993, Securities Act 1978, Securities Regulations 2009, Securities
Markets Act 1988, NZX Listing Rules, and the Handbook on Corporate Governance New
Zealand Principles and Guidelines (issued by the Securities Commission).
Are disclosures in the annual report consistent with the financial statements? For example,
is the business discussed in the same way as any segment reporting?
While not mandatory, has the IFRS Practice Statement Management Commentary
- A Framework for Presentation been considered? This guidance suggests that management
commentary includes information essential to an understanding of:
the nature of the business,
management’s objectives and strategies for meeting those objectives,
the entity’s most significant resources, risks and relationships,
the results of operations and prospects, and
		

the critical performance measures and indicators that management uses to evaluate
the entity’s performance against stated objectives.

Will the annual report include any information about future prospects? Has the board
considered whether these comments are reasonable and supportable? Does this
commentary alert the user to the degree of uncertainty attached to these prospects and to
the fact that actual results may differ?
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✔
✖
Related information

presented in addition to
the financial statements
Related information presented in addition to the financial statements might include summary
financial statements, release of continuous disclosures to the market, public announcements,
significant financial returns to regulators and transaction documents such as prospectuses.
Are disclosures in financial statements and other related information consistent?
Do the financial statements reflect all the relevant information previously released in
other announcements?
Where summary financial statements are to be published, have the requirements of FRS
43: Summary Financial Statements been followed? For audit efficiency, are these scheduled
to be completed at the same time as the full financial statements?
Has the board considered whether there is a need for additional disclosures about company
circumstances under the continuous disclosure requirements? For example, early disclosure
may need to be considered when directors first conclude that significant doubts exist about
going concern, or issues arising regarding compliance with debt covenants.
Does the board regularly consider whether information, if known to the investor, would
impact the investor’s decision to purchase, sell or hold shares? Should this information
be disclosed?
If preliminary financial information is to be released, is it clearly marked as ‘unaudited’
where an audit opinion has not yet been issued on the financial statements?
Where financial information is included in public announcements are the figures or
measures presented consistently with the way they are discussed in the full financial 		
statements (e.g. labelling and measurement) or with the way they will be reported in the
next financial statements?
Has the board satisfied itself that there is a process to ensure that all regulatory returns
are being prepared, approved and filed appropriately? Has the board received a schedule
of all regulatory returns required to be filed during the course of the year together with a
clear description of the purpose and content of each?
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