
 

Treasury:1065671v1  

28 April 2008  
 

REPORTING TAX RECEIVABLES UNDER NZ IFRS 
 
This paper details the accounting treatment of Tax Receivables administered by 
Inland Revenue under New Zealand Equivalents to International Financial Reporting 
Standards (NZ IFRS).  
 
Treasury concludes that Tax Receivables administered by Inland Revenue should 
be: 
 

• recognised initially at the amount of tax owed 
 
• subsequently adjusted for penalties and interest as they are charged, and 

 
• tested for impairment in accordance with NZ IAS 36. 

 
Treasury confirms that tax revenue is the amount of tax owed at initial recognition 
plus subsequent adjustments for reassessments, penalties and UOMI.   
 
Impairment of assessed balances is recognised as an expense.  
 
This note has been discussed and agreed with IRD.  It replaces earlier advice 
provided on the reporting of tax receivables. 
 
Background 
 
Tax receivables differ from other loans and receivables in several ways: 
 

• They arise from non-contractual and non-exchange transactions 
• The tax obligation and resulting assets are unique with rules as set out in tax 

legislation. 
• The obligation arises as taxable activity is undertaken yet the amount that is 

actually due is known only sometime after the taxable event.  This means 
significant estimates and judgements are required to quantify the receivable 
and therefore the amount actually owed can be subject to considerable 
revision.  

• Penalties and interest charges automatically apply under the rules but will 
change and can be reversed when the actual receivable is known. 

• Estimation and re-estimation of a taxpayer’s obligations can occur over many 
periods with related interest and penalties similarly updated.   

• It is not a commercial debt.  There is no ability for the Crown to sell or 
otherwise transfer this receivable under current legislation. 

 
Tax debt is short term debt when it arises, i.e. it is expected to be paid within the 
year, often a lot earlier. 
 
Accruals are done on a monthly basis to recognise the earning of tax revenue prior to 
an assessment being raised. For example, as GST returns are provided after the 
period they relate to, an estimate of GST owed is accrued until a return is received. 
 
Due debt is debt which has been quantified and recognised as income but has not 
yet passed the due date. An example of this would be terminal tax where an 
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assessment has been raised for 2008 but payment is not due until February 2009 
being the terminal tax due date. 
 
Tax in dispute is included in due debt and at 30 June 2007 was $317m. It arises 
where taxpayers are disputing the department’s assessment of their tax liability and 
the department has raised an assessment for the disputed amount.  Material cases 
of taxes in dispute are reviewed and where there is a substantive reason to reverse 
the revenue (and hence the receivable) due to uncertainty over the outcome of the 
dispute we have done so; this is consistent with past practice.  Other taxes in dispute 
are reported at the amount owed (i.e. assessment plus any UOMI). 
 
Overdue debt is debt which is past the due date. Approximately 41% of Crown debt 
consists of overdue debt.  
 
Accounting Framework  
 
Receivables arising from taxes and duties meet the definition of assets under the 
New Zealand framework but are not within the specific scope of any standard under 
NZ IFRS. Such receivables are specifically excluded from the definition of a financial 
asset under NZ IAS 32, AG 12 (Financial Instruments, Presentation) which states 
“Liabilities or assets that are not contractual (such as income taxes that are created 
as a result of statutory requirements imposed by government) are not financial 
liabilities or financial assets.” 
 
FRSB and the AASB are currently jointly developing a standard for non-exchange 
transactions based on IPSAS 23 which may affect the policies outlined in this note. 
 
As there is no specific standard for the recognition of Tax Receivables, we turn to 
paragraphs 7-12 of NZ IAS 8 for the framework for selection of accounting policies.  
In the absence of a specific standard it requires that entities apply judgement in 
developing a relevant and reliable policy, taking into account in descending order: 
 

• The requirements and guidance in Standards and Interpretations dealing with 
similar or related issues, and 

• The definitions, recognition criteria and measurement concepts for assets, 
liabilities, income and expenses in the New Zealand Framework. 

 
Other factors influencing the judgement include accepted industry practice.  For this 
we look at Australia’s practice given the relative lack of full accrual reporting by other 
governments. 
 
Applying this framework, the policies in this note draw on IPSAS 23, NZ IAS 36, NZ 
IAS 39, NZ IAS 8 and the practices of the Commonwealth of Australia.  It does not 
draw on NZ IAS 18 given that this standard applies to exchange transactions only 
and we no longer consider the effective interest rate approach to be workable for 
determining interest revenue on tax receivables. 
 
IPSAS 23 (Revenue from Non-Exchange Transactions (Taxes and Transfers)) 
addresses the revenue recognition aspects of taxation but does not give as much 
guidance on the subsequent measurement of receivables. 
 
NZ IAS 39 (Financial Instruments, Recognition and Measurement) covers financial 
assets however it was developed primarily for commercial debt and gives very little 
guidance on the treatment of non-commercial debt with the characteristics described 
in the background section above such as taxation receivables.   
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NZ IAS 39 requires subsequent measurement to be at amortised cost using the 
effective interest rate method.  This was the framework initially considered for tax 
receivables.  Further consideration has led us to consider it is not appropriate for tax 
receivables as they do not have a cost nor is there a fixed amount owed (the 
equivalent of the principal in a commercial contract) – it is an estimate that can be 
subject to considerable revision before even considering impairment events.  The 
effective interest rate approach breaks down when both the amount owing is subject 
to change as there is no set “original effective interest rate”.   
 
NZ IAS 36 stipulates the impairment requirements for assets not covered by NZ IAS 
39 or another standard.  NZ IAS 36.9 states that an entity shall assess at each 
reporting date whether there is any indication that the asset may be impaired.  If any 
such indication exists the entity shall estimate the recoverable amount of the asset. 
Recoverable amount is defined in the standard as the higher of the asset’s fair value 
less costs to sell and its value in use. 
 
NZ IAS 8 requires changes in estimates, such as re-estimation of tax obligations, to 
be recognised in the current period (and future periods where applicable).    
 
From discussions with the Australian Commonwealth, we understand that in relation 
to tax receivables they: 

• Disclose them as financial assets, but do not recognise or measure them as 
financial instruments under their equivalent of IAS 32 and IAS 39 

• Record them at nominal value less impairment 
• Impair them under their equivalent to IAS 36, and 
• Record interest and penalties on tax debt as tax revenue at the amount 

charged. 
 
Application of Accounting Framework 
 
Initial recognition 
 
The policy to be applied under NZ IFRS is: 
 

“Tax receivables will be initially recognised at the amount estimated to be 
owed by the taxpayer.” 
 
“Tax revenue comprises the amount of tax owed plus related interest and 
penalty charges.” 

 
A common feature of both NZ IAS 39 and IPSAS 23 is the requirement to initially 
measure assets at fair value.  For tax receivables, the fair value is the amount 
estimated to be owed. Supporting this approach is: 

• We understand tax revenue is estimated in accordance with the fair value 
guidance in IPSAS 23, notably paragraphs 67 to 70.   

• When initially recognised, taxes are short-term receivables so any discounting 
is immaterial.  Most are settled by their due date. For those not settled by 
their due date, Use Of Money Interest (UOMI) is charged.  

• The tax obligation of the taxpayer is analogous to the transaction price, which 
under AG 64 of NZ IAS 39 is presumed to equate to fair value.  There are no 
concessional terms or conditions to suggest fair value would be less than face 
value. 
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• It is consistent with the Commonwealth of Australia and current treatment by 
the United Kingdom.  

 
Under IPSAS 23 paragraph 48, tax revenue equals the change in net assets arising 
from the non-exchange transaction.  Therefore, tax revenue will equal the amount 
owed on initial recognition.  Revenue will be recognised in the period that the 
receivable is recognised.  For example, if in 2006 a tax obligation of $100 (including 
any interest and penalties) is recognised for the 2002 tax year this will be recorded 
as 2006 revenue.  Essentially this is a re-estimation of the tax obligation from nil to 
$100. Under NZ IAS 8 such changes in estimation are recognised in the current 
reporting period. 
 
Subsequent recognition  
 
The policy to be applied under NZ IFRS is: 

 
“Tax receivables are subsequently adjusted for interest (Use Of Money 
Interest - UOMI) and penalties as they are charged and for re-estimation of 
the tax obligation. 
 
Re-estimation may reflect changes to assessments or expectations regarding 
the outcome of taxes in dispute.  Tax revenue is adjusted for any re-
estimation.   
 
Receivables are also assessed annually for impairment.  Where the 
recoverable amount is less than the carrying value of the receivable it is 
written down to recoverable amount.  Recoverable amount is calculated by 
discounting expected cash flows at the current Use Of Money Interest rate.” 

 
For completeness, reassessments of an existing receivable are treated in the same 
manner as the nil balance discussion above.  That is, where there are changes to the 
estimate of tax owing this is recognised in the period that the debt is revised; this 
may differ to the period that the debt relates to.  For example, if the debt of $100 
recognised in 2006 is re-assessed in 2008 to $80, the net effect of the revision of $20 
will affect reported revenue for 2008.  This is consistent with NZ IAS 8 requirements 
for changes in estimates.   
 
We differentiate a change due to an assessment (or change due to revised 
expectation about taxes in dispute) from impairment.  The former is a change in what 
the taxpayer is expected to be actually liable for.  Changes in assessment therefore 
reflect assessment practices and what should have been recognised as revenue (i.e. 
it is a change in estimate whereby both revenue and the receivable are affected).  
Impairment in this context reflects the likelihood that the amount owed can be fully 
recovered and is a reflection of collection practices and debtor credit worthiness (i.e. 
expenses and the receivable are affected). 
 
Interest and penalties 
 
Adjusting tax receivables for interest and penalties is consistent with the treatment of 
interest owed on financial assets.  We had considered separately disclosing interest 
from tax revenue.  However, on reflection Treasury is not convinced at this stage that 
it would provide more relevant and reliable information given that our reporting to 
date does not separately identify these items. Further, interest on taxes is not 
separately reported from tax revenue under the Government Finance Statistics 
framework or by the Australian Government.  This issue may become clearer through 
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the IPSASB work on financial instruments and the FRSB and AASB’s work on non-
exchange revenue. 
 
While NZ IAS 39 uses the effective interest rate method for calculating interest 
revenue after further discussions with IRD Treasury considers this is not workable for 
Tax Receivables given the amount owed (“the principal”) changes with each 
reassessment and therefore so would the original effective interest rate.  This 
updating of the effective interest rate ultimately defeats the purpose of having an 
“original” effective interest rate, let alone the number of tracking and reporting 
complexities from such an approach.   
 
For interest revenue on tax receivables, the policy is: 
 

“Interest and penalties on tax receivables are recognised in the period that 
they are charged to the taxpayer.  Interest and penalties are initially 
measured at the amount charged to the tax payer”  

 
Impairment 
 
Recoverable amount is defined in NZ IAS 36 as the higher of the asset’s fair value 
less costs to sell and its value in use. As tax receivables are not tradable assets, 
recoverable amount is calculated using their value in use (NZ IAS 36.20 refers).  
Value in use is the present value of future cash flows.   
 
A key input to the value in use calculation is the discount rate, which should reflect 
the current market risk-free rate plus uncertainty inherent in the asset and other 
factors such as illiquidity.  It is not possible to observe how the market would price 
risk in such assets given these receivables arise from and are intrinsically linked to 
the exercise of sovereign power.  However, it is possible to observe the “price” for 
which the Crown (and other governments where UOMI equivalents are used) are 
indifferent to receiving payment now or later - this is the UOMI rate.   
 
Accordingly, Treasury considers the appropriate discount rate for impairment 
calculation is the current UOMI rate.  
 
Initially it was attempted to calculate a discount rate for outstanding tax balances as 
at 1 July 2006 by observing rates in other financial instruments with a rate of 11% at 
June 2006 compared with the UOMI of 13.08%.  These calculations identified tax 
receivables were fairly insensitive to the size of the discount rate; a 2% increase in 
discount rate would decrease fair value by $19m. Treasury does not find this 
methodology to lead to a superior discount rate methodology. Further, this analysis 
was based on NZ IAS 39 only as at the time of the report IPSAS 23 was in draft form 
only.   
 
The recoverable amount of the receivable will be determined annually in order to 
ascertain impairment loss or gain.  In practice all major debts will be reviewed 
individually for impairment on an annual basis.  Where receivables are not 
individually significant they will be reviewed on a portfolio basis using past history 
loss experiences for particular types of taxes. 
 
The fact that UOMI is imposed on outstanding debt will be taken into account when 
calculating expected cash flows fro the recoverable amount.  Where expected cash 
flows grow at the UOMI rate this would effectively negate the discount, with the 
present value equalling the non-discounted future cash flows (excluding UOMI).   
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IRD will be further investigating their receivable portfolio to see whether expected 
future cash flows (exclusive of UOMI) is materially equivalent to expected future cash 
flows (inclusive of UOMI) discounted at the UOMI rate.  If so, then this simplifying 
assumption can be used for determining the recoverable amount.   
 
Australia does not discount expected future cash flows (excluding their equivalent 
UOMI). 
 
Note that any impairment loss due to discounting would not be unwound simply due 
to the passage of time (refer NZ IAS 36.116). 
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Appendix One 
 
Fair value disclosure under NZ IFRS 7  
(Added to this policy document 17 July 2008)  
 
Conclusion 
 
The carrying amount of tax receivables is a reasonable approximation of its fair value 
and this comment will be disclosed in the notes to the Financial Statements of the 
Government. 
 
As the tax receivables carrying value incorporates adjustments for impairment using 
discounted cash flow analysis, a sensitivity of +2%/-2% on the discount rate will be 
disclosed as it’s considered useful information to the readers of the Financial 
Statements of the Government. 
 
Rationale 
 
As discussed in the Accounting Framework section of this policy paper, tax 
receivables are specifically excluded from the definition of a financial asset under NZ 
IAS 32 Financial Instruments, Presentation (and therefore excluded from NZ IAS 39 
Financial Instruments, Recognition and Measurement).  However for ease of 
presentation purposes tax receivables will be included as a financial instrument 
under NZ IFRS 7 disclosures.  Tax receivables will be included with other non-
contract receivables, collectively referred to as sovereign receivables, and are 
designated separately from other financial assets. 
 
IFRS 7 requires under paragraphs 25 and 29 respectively: 
 
Except as set out in paragraph 29, for each class of financial assets and financial 
liabilities, an entity shall disclose that fair value of that class of assets and liabilities in 
a way that permits it to be compared with its carrying amount, and 
 
Disclosures of fair value are not required: 
(a) when the carrying amount is a reasonable approximation of fair value, for 
example, for financial instruments such as short-term receivables and payables. 
 
We have concluded that the inputs and assumptions used to value the carrying 
amount under our accounting policy would be materially the same ones used to 
calculate the fair value using a discounted cash flow analysis. This conclusion is 
reached based on the following: 
 

• When initially recognised, taxes are short-term receivables so any 
discounting is immaterial.  Most are settled by their due date. For those not 
settled by their due date, Use Of Money Interest (UOMI) is charged 

 
• Calculation of the fair value of the taxes that do become overdue would use 

the same cash flow analysis and market discount rate as the ones used 
under NZ IAS 36 to calculate recoverable amount and assess impairment of 
the carrying value.  

 
As discussed in the Impairment section of this policy paper, the discount rate under 
NZ IAS 36 should reflect the current market risk-free rate plus uncertainty inherent in 
the asset and other factors such as illiquidity.  This would also be the appropriate 
discount rate for a fair value discounted cash flow analysis as outlined in the 
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Application Guidance of NZ IAS 39, paragraphs AG71 to AG82 on valuation 
techniques.  (Although tax receivables are outside of the scope of NZ IAS 39, the 
application guidance of NZ IAS 39 still provides a useful reference to what 
assumptions that knowledgeable, willing parties may include in a fair value 
calculation).  
 
It is not possible to observe how the market would price risk in tax receivables given 
these receivables arise from and are intrinsically linked to the exercise of sovereign 
power.  In the absence of an observable market, the observable “price” for which the 
Crown (and other governments where UOMI equivalents are used) are indifferent to 
receiving payment now or later (the UOMI rate) is an appropriate proxy to use in both 
the calculation of the recoverable amount and the fair value of tax receivables. 
 


