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Why should accounting papers  
be drafted?
Accounting papers are key sources of information and 
evidence used to prepare financial statements in accordance 
with Generally Accepted Accounting Practice (‘GAAP’). While 
companies will have multiple sources of accounting records 
(such as the general ledger, journals, bank statements, 
contracts, invoices, receipts etc.), a well written accounting 
paper will bring context to these records so that key decision-
makers are well informed. High quality accounting papers are 
also necessary for an efficient audit.

In addition, the complexity of many transactions as well as 
accounting standards, means that accounting papers are often 
required in order to meet legislative requirements for entities to 
prepare financial statements in accordance with GAAP, and to 
have accounting records that enable this to occur.   
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Section 194 of the Companies Act 1993 requires the board of a 
company to keep at all times accounting records that:

 • correctly record the transactions of the company; and

 • will enable the company to ensure that the financial 
statements or group financial statements of the company 
comply with generally accepted accounting practice (if the 
company is required to prepare such statements under this 
Act or any other enactment); and 

 • will enable the financial statements or group financial 
statements of the company to be readily and properly 
audited (if those statements are required to be audited).

 
The board of a company must also establish and maintain a 
satisfactory system of control of its accounting records.

Similar requirements are also specified in section 455 of the 
Financial Markets Conduct Act 2013.

When should accounting papers  
be drafted?
While accounting papers aren’t necessarily required for every 
transaction or event, they would generally be expected for:

 • Material, complex or significant one-off transactions

For example: acquisitions or disposals (of assets, investments 
or businesses), impairments, related party transactions, 
contract modifications, new financing arrangements, 
employee schemes etc.

 • New accounting standards or changes in accounting policies

 • Past issues identified, updated for current year context

 • Key decisions that impact underlying systems and processes

For example, an entity may decide that revenue is recognised 
for a particular transaction type (based on a standard form 
contract) at the shipping point, with systems automated to 
journal revenue at this point. An accounting paper should 
set out how this assessment was made with reference 
to the relevant contract terms and applicable accounting 
standard. This should be reconsidered at least annually, or 
when circumstances change (such as when the standard 
contract terms are modified). Controls would also need to be 
implemented to ensure that any non-standard contractual 
arrangements are separately analysed.

Accounting papers should be written when transactions or 
events occur, preferably as part of the due diligence process 
before contracts are signed so that decision-makers can make 
an informed assessment. Early engagement with auditors is also 
recommended to ensure that there is time to work through any 
complexities, and to consider alternative views.

Determining what is material
Materiality is an entity-specific consideration of what is 
relevant to the decision-making needs of its financial 
statement users and therefore there are no uniform 
thresholds for calculating materiality. As a result, professional 
judgement is required and consultation with the auditor is 
recommended.

Information is considered to be material if omitting, misstating 
or obscuring it could reasonably be expected to influence 
decisions that the primary users of general purpose financial 
statements make on the basis of those financial statements. 
To assist management and the directors in making this 
assessment, guidance is available in IFRS Practice Statement 2 
Making Materiality Judgements (‘MPS2’) for for-profit entities, or 
in Explanatory Guide A7 Tier 1 & 2 Materiality for Public Benefit 
Entities (‘EG A7’).

A need for improvement in drafting high quality accounting 
papers has been identified
We note that many entities struggle with the preparation of 
high quality accounting papers, as has also been identified by 
the Financial Markets Authority (‘FMA’) in their reviews of FMC 
reporting entities. 

In the FMA’s May 2020 Financial Reporting alert, the FMA noted 
that “There was a lack of documentation within management papers to 
set out clearly and sufficiently how the entity undertook its assessments. 
This includes considering all necessary requirements of the accounting 
standards in areas involving significant judgement and/or estimation 
uncertainty. There was an absence of key documentation that 
supported how, and why, management made particular judgements” 
across a range of areas. The FMA’s findings have suggested that 
entities may not be compliant with the requirement to keep proper 
accounting records as set out in section 455 of the Financial 
Markets Conduct Act 2013. 

The FMA has set its expectation that:

 • High quality technical papers for all material accounting 
areas should be prepared. Papers need to detail materiality 
assessments as well as decisions made to ensure compliance 
with GAAP.

 • There should be adequate documentation in Board and/or Audit 
Committee meeting minutes including discussions, analysis and 
conclusions for material accounting areas.

 • Minutes should also include where decisions are made that items 
are immaterial to disclose.

https://www.xrb.govt.nz/accounting-standards/ifrs-practice-statements-and-guides/
https://www.xrb.govt.nz/accounting-standards/public-sector/eg-a7/
https://www.xrb.govt.nz/accounting-standards/public-sector/eg-a7/
https://www.fma.govt.nz/assets/Guidance/2020-Financial-reporting-reviews.pdf
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What should be included in a high quality 
accounting paper?
The following is an example of how an accounting paper might be 
structured. The detail and signoff processes will vary depending on 
the facts and circumstances of the matter being considered, and 
the stakeholders involved in the matter.

Purpose

 • Set out why the paper is being prepared

 • If the paper is dealing with implementation of a new 
accounting standard, the purpose should outline what the 
standard requires, when it is effective and a summary of the 
main issues that will be addressed by the paper

 • Where relevant, set out whether the paper is drafted in 
relation to the consolidated financial statements of the group 
and/or particular entities within a group

 • Generally, the purpose of a paper will be to consider the 
accounting treatment for a particular financial period, 
although the lifecycle of an arrangement should also be 
considered. In subsequent periods, management should 
reconsider whether the previous assessment remains 
relevant.

Background

 • Overview of the transaction or event

 • Commercial rationale for the transaction or event

 • History of circumstances specific to the entity

 • It should be clear in this section what key documents are 
relevant to the transaction or event (contracts, pre-existing 
accounting policies, valuations obtained etc.).

Guidance material referenced

 • Relevant accounting standards, laws and regulations, policies 
– highlighting areas relevant to the paper.

Materiality 

 • Set out how materiality was applied in considering the impact 
of the transaction or event, and the subsequent decisions 
around disclosures.

Analysis – subtopic one

 • Consider the application of accounting standards and other 
guidance to the matters being considered. These may 
need to be broken down into subtopics for more complex 
arrangements. Appendix 1 includes an example of how this 
might be done for a business acquisition (NZ IFRS 3)

 • Consider the application of the standards including 
quantitative outcomes, for example journals when the 
transaction or event occurs initially, as well as the journals 
relevant over the lifecycle of the transaction or event

 • Analyse alternative approaches  and put context to the 
desired point of view

 • Consider if there is any conflicting information or 
inconsistencies with previous positions taken or  
assumptions applied.

Analysis – subtopic two

 • As above.
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Analysis – valuation

If a valuation was required, consider:

 • Who was the valuer (internal or external), how any external 
valuer was appointed and their expertise

 • Whether there are any caveats or carve-outs in the valuation 
report and how these have been considered

 • The appropriateness of the method/s used and key 
assumptions applied, and whether the approach taken 
complies with NZ IFRS 13 for for-profit entities (or other 
applicable standard)

 • Consider any reasons for changes to prior periods, where 
applicable

 • Consider the sensitivity of the valuation to key assumptions 
and include quantitative assessments as appropriate

 • Consider whether there is significant estimation uncertainty 
involved in the valuation (i.e. whether captured by NZ IAS 1 /
PBE IPSAS 1 disclosure requirements).

Analysis – transition

 • If the matter requires a change in accounting policy, then 
consider the transition adjustments and disclosures required

 • Additional context and analysis may be required if there is a 
choice as to whether to apply the standard retrospectively or 
prospectively.

Analysis – disclosure

Include proposed disclosures, and any analysis performed, 
taking into consideration:

 • Disclosures required by the relevant standard

 • Disclosures specified by NZ IAS 1 / PBE IPSAS 1 if the matter 
involves a significant estimate or judgement 

 • Disclosures required by NZ IAS 24 / PBE IPSAS 20 if the 
transaction or event includes a related party transaction / 
balance

 • Disclosures required by NZ IFRS 13 if the transaction or event 
includes a valuation (for-profit entities only)

 • What decisions have been made to omit disclosures and why 
these disclosures were considered to not be material (with 
reference to the materiality assessment above.

Prepared by: Approved by:

Name Name

Position Position

Date Date

Analysis – associated impacts

Consider whether the transaction or event impacts on other 
business matters. For example:

 • Current / deferred tax implications

 • Debt covenants / ratios (such as those required by financiers 
or under regulation)

 • Key ratios used by management / stakeholders

 • Share based payment arrangements or other employee 
benefits

 • Internal controls – whether new controls are needed, or 
changes are required to existing controls.

Consultation/s undertaken

 • In preparing the paper, did the preparer consult with others 
in the business?

For example, in groups where there are decentralised finance 
teams, consultation would typically occur with the group 
finance team. If there is general consensus in approach then 
this should be summarised or appended to the paper.

Conclusions or recommendations

 • Summarise the conclusions made

 • Identify where there are options, along with the 
recommended approach for Board or Audit Committee 
approval

 • Set out how ongoing compliance will be achieved for 
transactions or events that span multiple periods (e.g. controls 
in place for continuing transactions, how often the assessment 
will be updated etc.).
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Appendix 1: Example accounting paper topics for a business 
acquisition
The application of accounting standards to a transaction or event 
may require the analysis to be broken down into various subtopics. 
For example, the following topics might need to be considered in 
an accounting paper (or papers) for a business acquisition:

 • Is the set of acquired activities and assets a “business”?

 • Is the acquisition in the scope of NZ IFRS 3? (for example, 
common control transactions are not in the scope of NZ IFRS 3)

 • Who is the acquirer? An entity should use NZ IFRS 10 to identify 
how the acquirer obtained control of the acquiree. In some 
cases, reverse acquisition criteria in NZ IFRS 3 will need further 
consideration.

 • What is the acquisition date? (i.e. when did the acquirer obtain 
control of the acquiree)

 • What assets and liabilities have been acquired? (i.e. those assets 
and liabilities should meet the recognition principle under NZ 
IFRS 3). Are there any intangible assets that should be separately 
identified (e.g. brands, customer/supplier contracts etc.)?

 • What is the acquisition-date fair value for the assets and liabilities 
acquired?
 – Consider the valuation methodology used and inputs to the 
valuation. Describe where judgement or estimation is used and 
sensitivity of these to reasonable changes in assumptions. 

 – Subsequent treatment for newly acquired assets and liabilities 
may need separate assessment (e.g. useful lives, classification 
of financial instruments etc.)

 • What is the basis of recognition and measurement of any non-
controlling interest?

 • What consideration was transferred? For example, is there any:
 – Deferred consideration (e.g. payments to be made in future 
periods)

 – Contingent consideration (e.g. future payments based on 
EBITDA)

 – Ordinary or preference equity instruments
 – Options and warrants

 • What is the acquisition-date fair value of any non-cash 
consideration? 

 – Consider the valuation methodology used and inputs to the 
valuation. Describe where judgement or estimation is used and 
sensitivity of these to reasonable changes in assumptions. 

 • Is any consideration provided for an item that should not be part 
of the acquisition price? For example, consider if there is any 
settlement of pre-existing arrangements between the acquirer 
and acquiree, any remuneration for continued services from 
a previous shareholder employee, or share based payment 
arrangements in place.

 • Is there any previously held interest in the business? If yes, what 
is the acquisition date fair value of the previously held interest?

 • What are the transaction costs? What is the accounting treatment 
for these?

 • What is the tax base and tax rate for the acquired assets and 
liabilities? Calculate deferred tax.

 • Calculate goodwill or bargain purchase.
 – If a bargain purchase – reconsider the above steps and 
document why a bargain purchase price was agreed.

 – If goodwill is identified, consider what qualitative factors make 
up the goodwill (e.g. expected synergies, intangible assets that 
do not qualify for separate recognition or other factors)

When considering disclosure requirements, the specific 
requirements of NZ IFRS 3, NZ IFRS 12 and NZ IFRS 13 will need 
to be considered, in addition to the broader implications across 
the consolidated financial statements as a whole due to the newly 
consolidated assets and liabilities (including the impact on the cash 
flow statement). Some disclosures will also be required where the 
acquisition is a subsequent event.
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