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PROTOCOL FOR RESPONDING TO MATERIAL UNCERTAINTIES IN INTERIM 
FINANCIAL STATEMENTS 

This protocol identifies the options to consider in responding to material uncertainties 
and the level at which decisions are taken.  The appendix to this protocol 
backgrounds the context for determining materiality and provides a framework of 
issues to consider when making judgements necessary in financial statements.   
 
Protocol 

When material uncertainties exist for which sufficient explanations are not able to be 
provided by the normal deadline, the options available with regard to publishing the 
interim financial statements are: 
 
1. Give the organisation or entity as much time as possible to resolve the issue 

while still meeting the original publishing deadline.   
 

This is a minimum requirement for addressing a material issue but does carry 
costs and risks.  Costs are in the form of pressure on Treasury’s staff and 
processes with other work having to be reprioritised.  Risks are in the form of 
limited time to report to Ministers and perform quality assurance review of 
these Ministers’ reports and published documents. 

 
2. The interim statements would be published in the normal manner without 

reference to the issue only if the issue is found to be immaterial by the time the 
statements are finalised.   

 
3. Treasury corrects the figures prior to publication because it has access to 

better information than that submitted. 
 

Where the entity agrees to the correction and Treasury is satisfied that this 
results in a fair presentation of the financial statements, no further disclosures 
are necessary. 
 
Where the entity does not agree with the correction (i.e. it is not willing to stand 
behind the alternative numbers), Treasury must determine that the entity’s 
numbers were incorrect (i.e. Treasury has superior knowledge) and the size of 
the adjustment before any correction is made.  Treasury making such a 
correction without the agreement of the entity would be rare, and would be 
disclosed.  Additional disclosures would be required if there remains material 
uncertainty or risk that the financial statements are not a fair presentation. 

 
4. Publish the financial statements and disclose the nature of the uncertainty 
 

This can be considered the “default” option under Generally Accepted 
Accounting Practice (GAAP) where there is no evidence to suggest error, yet 
material variances/issues cannot be fully explained or are still subject to 
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uncertainty.  The decision to disclose the nature of the uncertainty and the 
extent of this disclosure depends on its materiality (as defined in the appendix).  
The objective of any disclosure is to ensure that users understand the nature of 
the uncertainty (e.g. what leads us to have uncertainty), the level of uncertainty 
(e.g. a range or $ value) and the impact in interpreting the statements (e.g. 
which part of the statements are affected including key indicators, year-end 
outturn). 

 
5. Delay publication of the financial statements up to the statutory deadline 

(assuming the original publishing date was prior to this deadline).   
 
This decision should not be taken lightly as the publication dates for interim 
statements are announced early in the financial year.  Delay in itself raises a 
number of risks such as:  

• users of the financial statements may misinterpret the reasons for the 
delay (this in turn can incorrectly affect users decisions compared with 
transparent disclosure and publication on time) 

• an explanation of the reason to delay would be needed (this may have 
similar effect as releasing the statements with full disclosure of the 
issue) 

• delay may not produce better information, and  
• impact on the reputation of the accounts if the delay is interpreted as 

being driven by other factors (such as political interference). 
 
There is of course a final option to delay publication of the financial statements 
beyond the statutory deadline.  This would only arise in the event of a massive 
systems failure, natural disaster or equivalent event.  For this option to be considered 
it must either be practically impossible to produce a set of financial statements, or the 
proposed statements must not fairly present the Government’s financial position, 
financial performance and cash flows regardless of the number of disclosures 
applied.  In such circumstances Treasury would breach the Public Finance Act 1989 
(PFA) regardless: either by missing the statutory deadline or publishing financial 
statements within the deadline but that did not comply with GAAP.   
 
The above options are not mutually exclusive.  For example, if Treasury is satisfied 
that the adjustment it makes under option 3 provides a fair presentation, the nature of 
the adjustment does not need to be disclosed (i.e. Option 2 is then applied).  
Conversely, option 4 would be applied if material uncertainty remained after Treasury 
made the adjustment.   
 
The level within Treasury at which the above judgements are made depends on the 
materiality of the issue.  All material issues would be reported to the Minister of 
Finance, Secretary to the Treasury, Deputy Secretary of Macro Group.   
 
As a general rule, decision-making on the above options progresses upwards 
through Treasury management as we move up through the options (from 1 – 5):  
 

• Options 1 and 2 would be made by the Manager of Fiscal Reporting. 
 
• Options 3 and 4 would be made by the Manager of Fiscal Reporting in 

consultation with the Deputy Secretary of Macro Group.   
 
• Option 5 would be made by the Deputy Secretary of Macro Group in 

consultation with the Secretary to the Treasury. 
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APPENDIX 

Background 

The interim financial statements for January 2007 were re-released after a material 
error was found in the numbers provided by IRD.  The subsequent investigation into 
this issue recommended that Treasury prepare guidance on the circumstances and 
judgements that may need to be balanced before publishing the monthly Accounts. 
 
This appendix provides a framework to help decision-makers apply best professional 
judgement.  It is not intended nor is it appropriate for it to be prescriptive as ultimately 
best professional judgement must be informed by the issues and circumstances in 
each case.  
 
Objectives of financial statements 

The objectives of all financial statements are to provide information useful for 
decision-making and for assessing accountability of management.  In the context of 
the Financial Statements of the Government, key user needs of the interim financial 
statements include: 

• informing fiscal decisions and public policy, where the policy is influenced by 
the fiscal position, and 

• confirming or otherwise expectations of fiscal management. 
 
Accounting standards permit interim financial statements to be condensed in 
recognition of timeliness and cost considerations, and to avoid repetition of 
information previously reported. 
 
Context 

Interim financial statements of the Government: 
• involve the consolidation of 138 entities1, of which 74 are sufficiently material 

to warrant monthly reporting to Treasury.   
• rely on entities providing, and being responsible for, ensuring the accuracy 

and appropriateness of the information submitted to Treasury. 
• generally require a greater use of estimation than annual reports [NZ IAS 

34.41]. 
• must be published within 6 weeks of month-end (s.31A of the PFA) 
• are unaudited. 
• are accompanied by explanations from entities on variances against forecast. 
• typically focus on the core Crown in the commentary and variance analysis, 

given the importance of this segment to fiscal decision-makers. 
 
GAAP requirements 

The Public Finance Act (PFA) requires financial statements to be prepared in 
accordance with GAAP.  GAAP requires financial statements to: 

“present fairly the financial position, financial performance and cash flows 
of any entity”. [NZ IAS 1.13] 

 

                                                 
1 This treats DHBs, schools and TEIs each as one entity as they are consolidated prior to 
reporting to Treasury. 
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GAAP goes on to state: 
“in virtually all circumstances, a fair presentation is achieved by compliance 
with applicable NZ IFRS.  A fair presentation also requires an entity: 

- To select and apply accounting policies in accordance with NZ IAS 8 … 
 
- To present information, including accounting policies, in a manner that 

provides relevant, reliable, comparable and understandable information. 
 

- To provide additional disclosures when compliance with the specific 
requirements of an NZ IFRS is insufficient to enable users to 
understand the impact of particular transactions, other events and 
conditions on the entity’s financial position and financial performance”. 
[NZ IAS 1.15] 

 
These last point two points are important when considering how to respond to 
unusual or unexplained results and variances.  The NZ Framework expands on the 
qualitative characteristics of relevance, reliability, comparability and 
understandability.  A couple of points to highlight from this Framework: 
 

• Where information is unreliable the circumstances will inform whether the 
item should or should not be recognised.  Under either approach, however, it 
may be appropriate to disclose the nature of the item and risk to ensure users 
are fully informed 

 
• Uncertainties are often addressed by appropriate disclosures and by the 

exercise of prudence. 
 
Judgements 

While entity accountability is a critical element to ensuring that the components of 
consolidated statements provide faithful representation, this does not absolve 
Treasury from ensuring fair presentation is achieved.   
 
Given the interdependencies between entity reporting and the consolidated 
statements, judgements required by Treasury include: 
 

• Materiality.  By definition an error or misstatement of an immaterial item or 
transaction does not in itself breach the fair presentation requirement.  
Materiality considerations at entity level, however, may differ to those at the 
consolidated level. 

• Quality of entity reporting.  For example, what does past performance indicate 
about the reliability of an entity’s information? 

• The extent that Treasury can challenge the entity’s analysis. 
 
The following teases out issues to consider when applying the above judgements. 
 

Materiality 

Materiality in GAAP covers both size and nature of the issue: 
 

“Omissions or misstatements of items are material if they could, individually or 
collectively, influence the economic decisions of users taken on the basis of the 
financial statements.  Materiality depends on the size and nature [or both] of 
the omission or misstatement judged in the surrounding circumstances. …  
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[I]nformation may be material if its non-disclosure could influence the decision-
making and evaluations of users about the allocation and stewardship of 
resources, and the performance of the entity, made on the basis of the financial 
statements. “ [NZ IAS 1.11 and 1.11.2] 

 
Without limiting the GAAP definition, issues to consider specifically for the Financial 
Statements of the Government when evaluating the extent to which a judgement is 
required on an issue include: 

• Impact on key fiscal indicators in absolute terms and relative to forecast. 
• The extent that external users have shown, or are expected to show, interest 

or concern in the issue. 
• Closeness of the statements to the Government’s key decision points, notably 

finalising Budget decisions and Budget/HYEFU forecasts, and the relevance 
of the item to these decisions. 

• The extent that the item results in a “milestone”. For example, movement from 
surplus to deficit (in cash and accrual terms; for both core Crown and Total 
Crown) and vice versa, or net debt moving from a positive to negative amount 
and vice versa. 

• The extent that the issue could affect confidence in the underlying financial 
statements and related reporting processes. 

 
Quality of entity reporting 

When material issues arise, Treasury’s judgement includes how much reliance to put 
on the numbers and analysis of the issue provided by the relevant entity.  Issues to 
consider in this area are: 

• To what extent has the CFO, CEO or Board approved the reported numbers 
and is willing to stand behind them? 

• Is the variance explanation robust, comprehensive and consistent with other 
facts (e.g. if a Crown financial institution attributes a material loss to equity 
markets it is reasonable to expect to see a similar variance in other Crown 
financial institutions)? 

• What is the past track record of the entity in providing quality reporting? 
• Has there been any restructuring, key staff turnover or similar organisational 

issues that Treasury is aware of that would affect reporting capability? 
• Have any issues been raised to Treasury by the auditors recently?  What 

insights does DICE provide on reporting capability? 
 

Treasury’s ability to challenge the analysis 

Treasury’s ability to challenge an entity’s numbers primarily leverages off: 
• knowledge gained by Treasury staff through the consolidation process. 
• accounting expertise within Treasury to identify unusual or wrong 

transactions. 
• patterns observable across similar entities (as above, losses in equity 

markets should be evident across some entities) or of the transactions 
between entities (i.e. if these don’t match this indicates at least one-side of 
the transaction is incorrectly reporting). 

• specialist expertise within Treasury – notably in relation to benefits and taxes. 
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However, usually Treasury’s knowledge will not exceed that of the reporting entity as: 
• the information asymmetries are often too great,  
• the ability to detect errors requires detailed institutional knowledge of systems 

and processes 
• the breadth of issues across the total Crown are significant, with some 

requiring considerable technical knowledge 
• there are often multiple issues to investigate each month so judgements are 

required in where to apply our resources i.e. the most material items should 
get most attention but this does not necessarily mean all material items get 
fully investigated 

 
For these reasons, by necessity considerable reliance must be placed on the 
assertions provided by entities.  It is therefore important that entities have appropriate 
procedures for reviewing and authorising both numbers and explanations provided to 
Treasury. 
 
Where issues do arise, Treasury should leverage off its ability to inform a judgement 
of whether the interim statements provide a fair presentation.  Where Treasury still 
has doubts regarding the assertions of the entity but has trouble forming an 
independent view, it could consider engaging external assistance although this would 
be rare given such persons would face similar challenges as Treasury (e.g. 
information asymmetry, institutional knowledge) and tight time constraints. 
 
Applying the framework 

For each month-end, the first judgement is in prioritising which issues are material for 
that particular month.  Variances against forecasts are the key driver of this decision.  
The materiality threshold applied to the nature and size of items is initially often lower 
than what may be applied by the time the statements are finalised, when a clearer 
sense of the breadth and materiality of issues warranting disclosure is available.  
 
The next step is to determine the reliance placed on the explanations and assertions 
provided by the entity.  If Treasury is not initially satisfied with these assertions, 
Treasury needs to determine how to leverage its skill sets and resources to challenge 
the analysis. 
 
Where these steps do not resolve issues of material uncertainty by the normal 
deadline, the protocol is applied. 
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