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ABSTRACT

Purpose: The purpose of this thesis is to document the changes to income tax and
deferred tax due to the implementation of New Zealand International Financial
Reporting Standards (NZ IFRS), particularly New Zealand International Accounting
Standard 12: Income Taxes (NZ 1AS 12).

Motivation: Stent, Bradbury and Hooks (2010) investigate the effect of the
implementation of NZ IFRS on assets and liabilities generally. The results indicate that
tax assets and tax liabilities increase but an in-depth analysis of income tax and deferred
tax changes and the reason for these changes is not provided.

Research Question: What was the impact of changing from Standard Statement of
Accounting Practice 12: Accounting for Income Tax (SSAP 12) under NZ FRS to NZ
IAS 12: Income Taxes under NZ IFRS on income tax and deferred tax as recorded in the
statement of financial position and notes to the financial statements?
Design/Methodology: Using a sample of entities listed on the New Zealand Stock
Exchange (NZX), I analyse the dollar effect, percentage change and direction of change
to income tax, deferred tax and net tax assets (liabilities) due to the mandatory change to
NZ IAS 12 for the period 2005 to 2008. I analyse the variables that influence the
change in income tax and deferred tax due to the implementation of NZ IFRS including
users of the partial and comprehensive basis, asset revaluation reserves, unrecognised
deferred tax assets, early and late adopters and small and large entities.

Findings: The results indicate that partial basis deferred tax users and those with asset
revaluation reserves have larger decreases (increases) in net tax assets (liabilities). Late
adopters and smaller companies are also less affected by the implementation of NZ IAS
12 than their counterparts.

Research Limitations: Small sample

Practical Implications: I provide an extensive comparison between SSAP 12 pre NZ
IFRS and NZ IAS 12 post NZ IFRS and highlight the differences between the partial
basis and comprehensive basis. My results also provide information to the International
Accounting Standards Board (IASB) and Financial Accounting Standards Board
(FASB) who are currently working towards convergence of United States Generally

Accepted Accounting Policies (US GAAP) and IFRS.
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1. Introduction

Deferred tax is “one area of accounting that will be dramatically affected” (Wong 2006
p.55) by the implementation of NZ IFRS. Wong (2006) examines the changes that will
have an effect on an entity’s deferred tax due to the implementation of NZ IAS 12.
Ernst and Young (2004) also estimate that the impact of NZ IAS 12 will increase both

deferred tax assets and deferred tax liabilities.

However there is limited research on the actual impact of this expected dramatic change
to deferred tax. Stent, Bradbury and Hooks (2010) investigate the effect of the
implementation of NZ IFRS on assets and liabilities generally and find that tax assets
and tax liabilities increase. However an in-depth analysis of income tax and deferred

tax changes and the reasons for these changes is not provided.

I extend the summary of changes to income and deferred tax provided by Stent at al.
(2010) due to the implementation of NZ IAS 12, and analyse these changes in financial
statements over the period 2005 to 2008.

Deferred tax is created as accounting profit (defined as “profit or loss for a period
before deducting income tax expenses” NZ IAS 12 paragraph 5) can be quite different
to the assessable or taxable profit (defined as “profit for the period, determined in
accordance with the rules established by the taxation authorities” NZ IAS 12 paragraph
5). Prior to the implementation of NZ IFRS the differences between these two
calculations for profit were categorised into permanent differences (those that “do not
reverse in future periods” SSAP 12 paragraph 3) and timing differences (“differences
between accounting results and assessable income...and reverse in one or more
subsequent periods” SSAP 12 paragraph 3). Timing differences include warranty
expense, restructuring charges, employee benefits, and accelerated depreciation. Pre
NZ IFRS deferred tax was the tax on these timing differences using the tax rate
announced at the date of authorising the financial statements. The calculation of
deferred tax pre NZ IFRS was often referred to as the income statement approach
(Wong 2006). In simple terms, pre NZ IFRS, tax is calculated on the difference
between accounting profit and taxable profit and accumulates in the statement of

financial position as either a deferred tax asset or liability.



Post NZ IFRS, deferred tax is calculated using the “balance sheet” approach (Wong
2006). Deferred tax assets are defined as “amounts of income tax recoverable in future
periods in respect of deductible temporary differences...” (NZ IAS 12 paragraph 5) and
deferred tax liabilities are defined as “amounts of income tax payable in future periods
in respect of temporary differences” (NZ IAS 12 paragraph 5). Temporary differences
are a significant shift from timing differences, and are defined as “difference between
carrying amount of an asset or liability in the statement of financial position and its tax
base” (NZ IAS 12 paragraph 5). Temporary differences include all timing differences
previously recorded under SSAP 12 (Wong 2006). The tax base of an asset is “the
amount that will be deductible for tax purposes against any economic benefits that will
flow into the entity when it recovers the carrying amount of the asset” (NZ IAS 12
paragraph 7). Whereas the tax base of a liability is “its carrying amount, less any
amount that will be deductible for tax purposes in respect of that liability in future
periods” (NZ IAS 12 paragraph 8). In simple terms, post NZ IFRS deferred tax is the
tax on the difference between the carrying amount of assets and liabilities and their

respective tax bases and accumulates in the statement of financial position.

There has been much research on the difference between accounting or book income
and taxable or assessable income, being a combination of permanent and timing or
temporary differences (Phillips, Pincus and Rego 2003, Hanlon 2005, Cho, Wong and
Wong 2006). It is these timing/temporary differences, that deferred tax is calculated on,
that has created a large debate on whether deferred tax contributes to the objectives of

general purpose financial reporting.

Specifically critics question whether deferred tax is useful for investors in predicting
future cash flows (Cheung, Krishnan and Min 1997, Legoria and Sellers 2005, Chludek
2011, Laux 2011), or has any influence on share prices (Chaney and Jeter 1994, Lev and
Nissam 2004, Diehl 2010), or is useful for analysts (Van Horne and Wachowicz Jnr
2008). The cost of calculating deferred tax is also questioned (Cheung et al. 1997), and
whether the costs of preparing deferred tax outweigh the benefits (Chludek 2011).

The method of calculating deferred tax is also subject to much debate. Prior to NZ

IFRS deferred tax was calculated using either the partial basis or comprehensive basis



on an income statement approach. The partial basis calculated deferred tax on only
those timing differences that will reverse in the foreseeable future (SSAP 12 paragraph
4) whereas the comprehensive basis calculated deferred tax on all timing differences.
The comprehensive basis has been criticised as being “complex, costly, irrelevant and
inconsistent with the conceptual framework” (Chaney and Jeter 1989 p.7) and that the
partial basis should be used. Others supported the comprehensive basis stating it
“makes accountants’ financial statements allocations consistent ... and can be
implemented in a manner that is entirely consistent with the current accounting model”
(Kissinger 1986 p.100-101). Post NZ IFRS the only method available for calculating
deferred tax is the balance sheet approach. The research on the balance sheet approach
has not been as extensive as the income statement approach, however it has been stated
that the “balance sheet approach is significantly different to the income statement
approach” (Stent et al. 2010 p.102) and that the arguments for the balance sheet
approach are logically inconsistent (Sidhu 1996).

There is minimal empirical research on the transitioning from the income statement
approach to the balance sheet approach due to the implementation of NZ IFRS. Hung
and Subramanyam (2007) investigate the impact on German firms due to the
implementation of IFRS. Wong (2006) summarises NZ IAS 12, and Ernst and Young
(2004) describe the expected changes to deferred tax assets and liabilities reported in the
balance sheet due to NZ IFRS. Stent ef al. (2010) provide a more detailed research on
the change to all assets and liabilities due to NZ IFRS, but do not provide any in-depth

analysis on income tax and deferred tax.

I investigate the changes to income tax, deferred tax and net tax assets (liabilities) using
a sample of companies from the New Zealand Stock Exchange over the period 2005 to
2008 which encompasses the move from the income statement approach to the balance
sheet approach due to the implementation of NZ IFRS, in particular NZ IAS 12. I
analyse the variables that influence the change in income tax, deferred tax and net tax
assets (liabilities) due to the implementation of NZ IFRS, including users of the partial
and comprehensive basis, asset revaluation reserves, unrecognised deferred tax assets,

early and late adopters and small and large entities.



I find that the greatest impact is on those previously adopting the partial basis pre NZ
IFRS, early adopters of NZ IFRS and larger firms. The results also indicate that the
asset revaluation reserve is the most significant variable affecting the change to net tax

assets (liabilities).

This research contributes to the literature in three ways. First, [ provide an extensive
comparison between SSAP 12 pre NZ IFRS and NZ IAS 12 post NZ IFRS which
extends the analysis provided by Stent ez al. (2010).

Second, my findings highlight the differences between the partial basis and

comprehensive basis which has been the subject of much debate.

Third, I provide information to the International Accounting Standards Board (IASB)
and Financial Accounting Standards Board (FASB) who are currently working towards
convergence of United States Generally Accepted Accounting Policies (US GAAP) and
IFRS.

This paper is organised as follows. Chapter 2 reviews the literature, chapter 3 discusses
the adoption of NZ IFRS and the change from SSAP 12 to NZ IAS 12, and chapter 4
develops the hypotheses. Chapter 5 provides a background to the Income Tax Act and
its relationship to deferred tax, and chapter 6 reports the sample and data collection.
Chapter 7 summarises the results, and chapter 8 presents the conclusions and

limitations.



2. Literature review

I have segregated the literature review into four categories. These are (1) the
differences between accounting (book) income and taxable income, (2) usefulness of

deferred tax, (3) calculating deferred tax and (4) implementing NZ IFRS.

2.1 Book and tax income differences

The difference between book income and taxable income can be divided into permanent
and temporary or timing differences. The tax on timing/temporary differences is
reflected in deferred tax in the statement of financial position. Therefore previous

studies on these differences in relation to earnings are relevant to my research.

Phillips et al. (2003) use deferred tax expense as a proxy for book-tax income
differences to investigate the usefulness of deferred tax in detecting earnings
management. The results indicate that it is only useful in classifying firm successfully

avoiding a loss.

Hanlon (2005) analyses a sample of book-tax income differences for the period 1994 to
2000 (post-SFAS No 109 “balance sheet approach”). The results indicate that firms
with book income that is consistently larger than taxable income have less persistent
earnings than firms with smaller book-tax income differences. This persistence of
earnings is given as a definition of earnings quality. It is suggested that large book-tax
differences could be a result of managers choosing income increasing accruals, or as
part of an overall tax strategy. The sample excludes firms with pre-tax reporting losses,
and those with a negative current tax expenses. Permanent differences are not
incorporated in the analysis which would have added further depth to the study. It
would be interesting to know the effect of permanent and temporary differences
separately on earnings persistence. It also would be interesting to know if the results

would be the same pre SFAS No 109.

Cho et al. (2006) examines a sample of completed tax audits during 1991 to 2000 to
arrive at the conclusion that there is a positive relationship between book-tax differences

and audit adjustments. The results suggest that book-tax differences indicate



aggressiveness of a tax payer in minimising tax. The research is limited to the audits
completed during the nine years and provides a relatively small sample. However these

results are similar to the United States study (Mills 1998).

The subject of book income versus taxable income is an interesting area. While most
studies agree that book income is generally higher than taxable income over a longer
period, and that this difference can create tax audits, they do not provide detailed
information on the causes of this difference, such as tax strategies to minimise future tax

outflows.

2.2 Usefulness of deferred tax

Deferred tax should assist the users in investment decisions in entities, and in particular

predicting future cash flows and stock returns (Lev and Nissam 2004).

Cheung et al. (1997) investigates the link between deferred tax and future tax payments.
Future tax payments can of course be converted to future taxable earnings using the
average effective tax rate. This research uses a pooled time series cross sectional
regression to predict one step ahead tax payments for 1979 to 1994 which covered three
different accounting standards. There are three scenarios (1) tax paid in the current year
regressed against tax paid in the previous year, (2) tax paid in the current year regressed
against tax paid and deferred tax in the previous year and (3) tax paid in the current year
regressed against tax paid in the previous year and deferred tax two years prior. The
conclusion is that deferred tax aids in predicting future tax payments. However the
limitations to this study include the deferred tax variable two years prior excluded
current changes in deferred tax liabilities and deferred tax assets (as they were not

identifiable on Compustat) and it spanned three accounting standard time periods.

Legoria and Sellers (2005) test whether SFAS 109 provides an incremental ability to
predict future cash flows over APB No 11 (“income statement approach”). A sample is
taken from 1994 to 1998 and a cross sectional regression model used to estimate future
operating cash flows. The results indicate that SFAS 109 is incrementally better at
predicting cash flows, and where deferred tax assets, liabilities and valuation allowance

are disaggregated it is even more useful.



Chludek (2011) investigates the significance of deferred tax in a regression model used
to predict taxes paid. The sample period is 1975 to 1994, covering three different
accounting standards affecting deferred tax. The research establishes that while
deferred tax information is relevant for explaining two years ahead tax paid, its
contribution to the prediction model is insignificant. It also establishes that in certain
industries deferred tax is more useful. This study would be more interesting if the time

series was segregated by the different accounting standards.

Laux (2011) segregates deferred tax in to those adjustments that are included in GAAP
prior to taxable income such as warranty expense, restructuring charges and those that
are included in GAAP after taxation income such as depreciation. The results indicate
that the first type of deferred tax increases (decreases) future tax payment when they
reverse. The second type do not increase (decrease) future tax payments when they
reverse. These results contradict both previous research and financial statement analysis

text books. The magnitude of the effect on future cash flows is also questionable.

There has been much empirical research on the effect of deferred tax on security prices.
If deferred tax does have an effect on future cash flows as suggested in the previous

research then the discounted value of that effect should be reflected in the share price.

Chaney and Jeter (1994) use a sample from 1969 to 1985, where APB Opinion No 11 is
applied, to investigate whether there is an association between security returns and the
deferred tax component of earnings. A number of theories are developed and the results

show there is a negative association between deferred tax and security returns.

Lev and Nissam (2004) develop a tax fundamental formula which includes temporary
differences, permanent differences and tax accruals to explain an extended
earnings/price ratio of a company. The new earnings/price ratio includes tax and
deferred tax. The findings indicate that pre-SFAS No 109 the tax fundamental
including deferred tax is negatively related to earnings/price ratio. This suggests that
the tax fundamental is not reflected in the stock prices. However post-SFAS No 109
there is a weak relationship to stock returns. The explanation for this is that investors

had learnt how to include tax information into pricing of stock returns. However this



type of analysis is based on the assumption that the market is efficient in adjusting stock

prices for information.

Diehl (2010) took this research one step further and investigated which components of
deferred tax are associated to security prices. The components of deferred tax assets
include depreciation (where more depreciation is claimed for accounting purposes than
tax purposes), employee benefits, unearned income, and losses. The components of
deferred tax liabilities include depreciation, prepaid expenses, and deferred revenues. It
suggests that financial statements users often view deferred tax assets as beneficial to
future earnings (as they reduce the future tax payments) and deferred tax liabilities as
detrimental. However this is not always the case as deferred tax liabilities are important
to the market as they indicate the extent to which each entity is minimising income
taxes. Diehl (2010) also suggests that deferred tax liabilities in aggregate tend to be
larger for successful companies than deferred tax assets. A sample is taken from the
end of 2008 to the end of 2009 from the Fortune 500 and the disaggregated deferred tax
components are correlated with the share prices. The results indicate that increases in
unearned revenue reduce stock prices and increases in deferred revenue increase stock

prices.

Van Horne and Wachowic Jnr (2008) summarise the approach taken by analysts when
valuing shares and find analysts add deferred tax expense back to net income and

deferred tax assets or liabilities to equity as it is not useful for their calculations.

The majority of these studies, while concluding that deferred tax is incrementally
useful, do not resolve the issue of the cost of calculating deferred tax under either the
balance sheet approach or income statement approach in comparison to the additional

information deferred tax provides.

2.3 Calculating deferred tax

Chaney and Jeter (1989) discuss that many believe that deferred tax bears no relation to

what taxes will be paid in the future and because it has no relevance the change to the

comprehensive basis will increase record keeping burdens and therefore costs without



any further benefits. Chaney and Jeter (1989) recommend the partial basis with

discounting as the most useful and cost effective method of calculating deferred tax.

Kissinger (1986) has an opposing view to Chaney and Jeter (1989) and suggests that the
comprehensive basis for calculating deferred is the better option as it provides
consistency amongst financial statements. Sidhu (1996) agrees with Chaney and Jeter
(1989) and concludes that a narrower structure for deferred tax and assets is preferable

rather than the comprehensive basis.

Under NZ IFRS New Zealand no longer has an option of using the partial or
comprehensive basis and is now required to use the balance sheet approach. This
contradicts many researchers, financial statement preparers and users who believe that

deferred tax should be less complex.

2.4 Implementing NZ IFRS

There are limited studies on the effect of implementing IFRS or NZ IFRS on income tax

and deferred tax.

Hung and Subramanyam (2007) use a sample of German firms to investigate the impact
of adopting International Accounting Standards (IAS) during 1998. This paper
investigates the impact of IAS on all assets, liabilities and income. The results indicates
that deferred tax is the most frequent adjustment item and 95% of all firms report a
deferred tax change due to IAS. However the size of the change only has a mean of

0.28 million due to both deferred tax assets and deferred tax liabilities increasing.

In 2005 NZ introduced NZ IFRS. Wong (2006) summarises the expected changes to
deferred tax due to the implementation of NZ IAS 12. These are the change to the
balance sheet approach, no longer allowing the partial basis, the change for recognising
deferred tax assets from being virtually certain of future taxable income to being
probable, and the requiring of deferred tax on revalued assets. Ernst and Young (2004)
also estimate that the impact of NZ IAS 12 would increase both deferred tax assets and

deferred tax liabilities.



Stent et al. (2010) investigate the effect of the implementation of NZ IFRS. The results
indicate that tax in the statement of financial position, including both current income tax
(defined as “amount of income taxes payable (recoverable) in respect of the taxable
profit (tax loss) for the period” (NZ IAS 12 paragraph 5)) and deferred tax increase but
they do not differentiate between the types of tax. They find that tax assets increase
16% and tax liabilities increase 24%. This research, in addition to not segregating the
tax types, also does not identify the number of observations with zero tax balances
before and after NZ IFRS or explain in any detail the potential reasons for the changes
in tax.

My research identifies the reasons for income tax and deferred tax assets and liabilities
changes due to NZ IAS 12. I then use a sample of financial statements from 2005 to
2008 to test the dollar effect, percentage change, and direction of change and the

significance of the change.
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3. Background on the adoption of NZ IFRS and change from SSAP 12 to NZ IAS
12

Wong (2006) notes there are four important areas of change due to the move from
SSAP 12 to NZ IAS 12. These are: (1) orientation to a balance sheet approach, (2) no
longer allowing the partial basis, (3) change to recognition of deferred tax assets, and
(4) recognition of deferred tax on revalued assets. In the next two chapters I summarise
both SSAP 12 and NZ IAS 12 and I describe these four significant changes. In addition
I identify one further changes, being the guidance provided on offsets. I discuss the
effect that these changes are likely to have on income tax, deferred tax and net tax assets

(liabilities) in the statement of financial position in the year of change to NZ IFRS.

3.1 Pre NZ IFRS

SSAP 12: Accounting for Inter-period Allocation of Income Taxes was introduced in
1980 and was superseded by SSAP 12: Accounting for Income Tax for accounting

periods commencing on or after 01 October 1991.

SSAP 12 (1991) is a simplistic document which briefly describes the accounting
requirements for income tax (“taxes levied on or in respect of assessable income”
(SSAP 12 paragraph 3.6)), deferred tax, future tax benefits (“debit balance in the
deferred tax account” (SSAP 12 paragraph 4.20)) and the presentation of these in the
financial statements. It describes two different methods for calculating tax, the taxes
payable method (defined as “income tax expense in respect of the current period is
equal to income tax payable for the same period” (SSAP 12 paragraph 4.4)) and tax
effect accounting (where the “income tax effects of timing differences are included in
income tax expense (benefit)” (SSAP 12 paragraph 4.5)). In simple terms the taxes
payable method records income tax expense as the income tax due on the entities
taxable income and therefore excludes deferred tax on timing differences. Tax effect
accounting requires deferred tax to be calculated. SSAP 12 then states after describing
the two methods that the taxes payable method is not acceptable if timing differences

exist.

11



SSAP 12 segregates tax effect accounting into the liability method and deferral method.
The liability method calculates deferred tax using the current income tax rate and the
deferral method uses the tax rate as at the time the original timing difference occurred.

SSAP 12 prohibits the deferral method.

Limited number of definitions is used in this standard. A definition is provided for
deferred tax but not for deferred tax asset or liability. Income tax and income tax

expense are also defined. A reference is made in paragraph 4.20 for future tax benefit.

The Standard allows two bases for calculating deferred tax, the partial basis and the
comprehensive basis, although the comprehensive basis is the preferred option (SSAP
12 paragraph 4.18). The partial basis calculates deferred tax on timing differences that
will reverse in the foreseeable future (SSAP 12 paragraph 4) whereas the
comprehensive basis calculates deferred tax on all timing differences. An example of
calculating deferred tax using the comprehensive basis and the partial basis is as

follows:

Example using comprehensive basis and partial basis under SSAP 12

Year I:

For the year ended 31 March 2001, Company X Limited has earnings before
depreciation and wages of $100,000 for both tax and accounting purposes and the
company tax rate in 2001 is 33%. Depreciation and wages are to be calculated as
follows:

(a) Depreciation - On 1st April 2000 Company X Ltd purchases a building that has a
useful life of 100 years for $200,000 and an expected residual value of zero. The
depreciation rate for tax purposes is 3% diminishing value.

(b) Wages —The accrual for holiday pay for accounting purposes at year end is $1,000
and for tax purposes is zero. Therefore wages for the year for accounting purposes is
$50,000 and for tax purposes is $49,000. For tax purposes only holiday pay within
sixty three days of balance date is deductible for tax purposes (Master Tax Guide 2011
Determination E12) which creates a timing difference between accounting and tax

holiday pay expense.
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Tax Payable Tax Effect Accounting
Method

Comprehensive Partial Basis

Basis

Tax Purposes

Earnings Before $100,000 $100,000 $100,000

Depreciation and

Wages

Depreciation $6,000;, $6,000( $6,000;,
Wages $49,000 $49,000 $49,000
Taxable Profit $45,000 $45,000 $45,000
Accounting Purposes

Earnings Before $100,000 $100,000 $100,000
Depreciation and

Wages

Depreciation $2,000, $2,000, $2,000,,,
Wages $50,000 $50,000 $50,000
Profit $48,000 $48,000 $48,000
Tax Expense $14,8503 $14,850, $14,8503,
Deferred Tax Expense $0 $990 4.5, $0
Total Tax Expense $14,850 $15,840 $14,850
Profit After Tax $33,150 $32,160 $33,150

(1) Depreciation for tax purposes: $200,000 x 3% = $6,000

(2) Depreciation for accounting purposes: $200,000/100 = $2,000

(3) Tax expense: $45,000 x 33% = $14,850

(4) Deferred tax expense on depreciation ($6,000 - $2,000) x 33% = $1,320
(5) Deferred tax expense on wages ($49,000 - $50,000) x 33% = ($330)

If the company uses the taxes payable method, they would record $14,850 as the tax
expense in the profit and loss statement with a credit entry to income tax payable in the

statement of financial position.
If the company uses the comprehensive basis, they would record $15,840 as the tax

expense in the profit and loss statement with a credit entry to income tax payable of

$14,850 and deferred tax liability of $990 in the statement of financial position.
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If the company uses the partial basis and does not consider that the overall deferred tax
liability will crystallise in the foreseeable future they do not include the deferred tax in
the financial statements. Therefore Company X Ltd would record $14,850 as the tax
expense in the profit and loss statement with a credit entry in income tax payable of

$14,850 in the statement of financial position.

Another possible interpretation of the “partial basis” is that each individual timing
difference is considered separately to see whether it reverses. However, under the
liability method the entity would consider whether the liability (based on all timing

differences) will reverse.

Year two provides a similar result.

Example using comprehensive basis and partial basis under SSAP 12

Year 2:

For the year ended 31 March 2002, Company X Limited has earnings before
depreciation and wages of $100,000 for both tax and accounting purposes and the
company tax rate in 2002 is 33%. Depreciation and wages are to be calculated as
follows:

(a) Depreciation — The building continues to be depreciated on the same basis as last
year.

(b) Wages — The accrual for holiday pay for accounting purposes at year end is $3,000,
and for tax purposes is zero. Therefore wages for the year for accounting purposes is

$50,000(7) and for tax purposes is $48,000.
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Tax Payable Tax Effect Accounting
Method
Comprehensive Partial Basis
Basis
Tax Purposes
Earnings Before $100,000 $100,000 $100,000
Deprecation
Depreciation $5,820(, $5,820(, $5,820(
Wages $48,000 $48,000 $48,000
Taxable Profit $46,180 $46,180 $46,180
Accounting Purposes
Earnings Before $100,000 $100,000 $100,000
Deprecation
Depreciation $2,000(2) $2,000(2) $2,000(2)
Wages $50,000 $50,000 $50,000
Profit $48,000 $48,000 $48,000
Tax Expense $15,239(3) $15,239(3) $15,239(3)
Deferred Tax Expense $0 $601 45 $0,
Total Tax Expense $15,239 $15,840 $15,239
Profit After Tax $32,761 $32,160 $32,761
(1) Depreciation for tax purposes: ($200,000 - $6,000) x 3% = $5,820
(2) Depreciation for accounting purposes: $200,000/100 = $2,000
(3) Tax expense: $46,180 x 33% = $15,239
(4) Deferred tax expense on depreciation ($5,820 - $2,000) x 33% = $1,261
(5) Deferred tax expense on wages ($48,000 - $50,000) x 33% = ($660)
(6) Holiday Pay Provision: Opening balance 1,000
Reverse accrual from last year (1,000)
Plus accrual this year 3.000
Closing balance 3,000
(7) Wages : Cash wages paid 48,000
Less accrual reversal of holiday pay provision (1,000)
Plus accrual this year of holiday pay provision 3,000
Wages for accounting purposes 50,000

If Company X Ltd uses the taxes payable method they would record $15,239 as the tax

expense in the profit and loss statement with a credit entry in income tax payable in the

statement of financial position.
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If Company X Ltd uses the comprehensive basis they would record $15,840 as the tax
expense in the profit and loss with a credit of $601 in deferred tax liability and $15,239
in income tax payable in the statement of financial position. The deferred tax liability

accumulates over the two years to $1,591.

If Company X Ltd uses the partial basis and does not expect deferred tax liabilities to
crystallise in the foreseeable future they would record $15,239 as the tax expense in the
profit and loss statement with a credit entry in income tax payable of $15,239 in the

statement of financial position.

Year 3:

If the building is revalued at the beginning of year three to its fair value of $250,000,
SSAP 12 allows the deferred tax on revaluations that are “expected to crystallise
through the realisation by sale of the asset in the foreseeable future” (SSAP 12
paragraph 4.29) to be included in deferred tax and recognised against the revaluation
reverse. Deferred tax that is not expected to reverse in the foreseeable future is required
to be disclosed in the notes to the financial statements. If the entity intends on holding
the asset for a longer period of time they are not required to recognise the deferred tax
on revaluations. I expect that under SSAP 12 the majority of deferred tax on

revaluations is not recognised.

A full example of calculating deferred tax under SSAP 12 is reported in Appendix A.

There are many advocates for using the partial basis. The primary reason for this is that
it is believed that timing differences of a reoccurring nature (such as depreciation) are
generally offset by equal or larger differences so are unlikely to reverse (Chaney and
Jeter 1989). In the above example it is not until year 38 that the tax on depreciation will
begin to reverse and it can be argued that the company is likely to have bought more
buildings by this stage if it is growing so the reversal in the first buildings deferred tax
is offset by increases in deferred tax from other buildings. It should be noted that from
the 2011 income tax year depreciation of buildings with a useful life of over 50 years is
no longer an allowable deduction for tax purposes in New Zealand (Taxation (GST and

Remedial Matters) Act 2010).
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SSAP 12 makes two further important points. The first of these is that deferred tax
assets or future tax benefits are not to be recognised unless there is virtual certainty that
they will be realised. Tax benefits through losses carried forward are to be recognised
to the extent there is sufficient accumulated timing differences in the statement of
financial position to offset the tax effect of the losses or it is virtually certain that the tax
on the losses will be realised (SSAP 12 paragraph 5.5). The second is that deferred tax
expense is to be calculated on the current tax rate unless a new rate is announced prior
to the financial statements being authorised in which case it is calculated on the

announced rate (SSAP 12 paragraph 5.12).

SSAP 12 paragraph 5.14 lists the disclosure required in the notes to the financial
statements. The current income tax payable and receivable is required to be disclosed,
along with any unrecognised deferred tax assets and the basis for calculating deferred

tax.

3.2 Post NZ IFRS

In 1997, the Financial Reporting Standards Board (FRSB) made a decision to develop
accounting standards to ensure neutrality and consistency (Bradbury and van Zijl 2006).
On 21 October 2002, the Accounting Standards Review Board (ASRB) announced
adoption of NZ IFRS as mandatory for accounting periods beginning 01 January 2007,
with optional adoption in the accounting period from 01 January 2005. There was an
exception for small to medium sized business announced on 12 September 2007 stating
a delay subject to review.

Post NZ IFRS, NZ IAS 12: Income Taxes governs the accounting for income tax and

deferred tax.
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4. Hypothesis development

NZ IAS 12 requires that “a deferred tax liability shall be recognised for all temporary
taxable differences” then excludes initial recognition of certain items (NZ IAS 12
paragraph 15). The change from timing differences to temporary differences is the most
significant change from SSAP 12 (Wong 2006). Instead of reviewing the statement of
comprehensive income for timing differences, each item on the statement of financial
position must have its carrying amount compared with its tax base to arrive at
temporary differences. The tax base of an asset is “the amount that will be deductible
for tax purposes against any economic benefits that will flow, into the entity when it
recovers the carrying amount of the asset” (NZ IAS 12 paragraph 7). Whereas the tax
base of a liability is “its carrying amount, less any amount that will be deductible for tax
purposes in respect of that liability in future periods” (NZ IAS 12 paragraph 8).

Deferred tax is then calculated.

An example of calculating deferred tax using the balance sheet approach is as follows:
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Example using the balance sheet approach under NZ IAS 12

Year I:

For the year ended 31 March 2005, Company X Limited has earnings before
depreciation and wages of $100,000 for both tax and accounting purposes and the
company tax rate in 2006 is 33%. Depreciation and wages are to be calculated as
follows:

(a) Depreciation - On 1st April 2005 Company X Ltd purchases a building that has a
useful life of 100 years for $200,000 and an expected residual value of zero. The
depreciation rate for tax purposes is 3% diminishing value.

(b) Wages —The holiday pay provision for accounting purposes at year end is $2,000
and for tax purposes is $1,000. Therefore wages for the year for accounting purposes is
$50,000 and for tax purposes is $49,000. For tax purposes only holiday pay within
sixty three days of balance date is deductible for tax purposes (MTG Determination

E12) which creates a temporary difference between accounting and tax holiday pay

accruals.
Carrying Amount Tax Base Temporary
Difference
Asset — Building $200,000 - $2,000 = | $200,000 - $6,000 $198,000 -
$198,000 =$194,000 $194,000 = $4,000
Liability - Holiday ($1,000) $0q) ($1,000)
Pay Provision
Deferred Tax ($4,000 - $1,000) x
(33%) 33% = $990
(1) Tax base of provision for holiday pay:
Carrying amount 1,000
Less amount that will be deductible in future periods (1.000)

Tax base for provision for holiday pay

=}

When compared to the same example under SSAP 12, for those entities using the
comprehensive basis there is no change in the deferred tax amount. However as NZ
IAS 12 does not allow the partial basis, for those using the partial basis deferred tax
liabilities has now increased by $990. Due to the partial basis no longer being a

recognised method of calculating deferred tax I hypothesize that:
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H1: Post NZ IFRS net tax assets (liabilities) will decrease (increase) more for

entities using partial basis than those using the comprehensive basis pre NZ IFRS.

I use net tax assets (liabilities) as the sum of income tax receivable, deferred tax assets
and future tax benefits, less income tax payable and deferred tax liabilities. As entities
offset deferred tax assets and liabilities and there is evidence of transfers between
income tax receivable and deferred tax assets, net tax assets (liabilities) provides a more

accurate measure of the effect of NZ IAS 12 on observations tax balances.

The following year for this example would provide a similar result.
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Example using the balance Sheet approach under NZ IAS 12

Year 2:

For the year ended 31 March 2007, Company X Limited has earnings before
depreciation and wages of $100,000 for both tax and accounting purposes and the
company tax rate in 2007 is 33%. Depreciation and wages are to be calculated as
follows:

(a) Depreciation — The building continues to be depreciated on the same basis as last
year.

(b) Wages — The accrual for holiday pay for accounting purposes at year end is $3,000,;,
and for tax purposes is zero. Therefore wages for the year for accounting purposes is

$50,000(2) and for tax purposes is $48,000.

Carrying Amount Tax Base Temporary
Difference
Asset - Building $200,000 - $4,000 = | $200,000 - $11,820 $7,820
$196,000 =$188,180
Liability - Holiday ($3,000) $06) ($3,000)
Pay Provision
Deferred Tax (33%) (87,820 - $3,000) x
33% =$1,591

(1)  Holiday Pay Provision:

Opening balance 1,000
Reverse accrual from last year (1,000)
Plus accrual this year 3,000
Closing balance 3,000
(2) Wages:
Cash wages paid 48,000
Less accrual reversal of holiday pay provision (1,000)
Plus accrual this year of holiday pay provision 3.000
Wages for accounting purposes 50,000

(3)  Tax base of provision for holiday pay:

Carrying amount 3,000
Less amount that will be deductible in future periods (3,000)
Tax base for provision for holiday pay 0

The balance of deferred tax liability in the statement of financial position is increased to

$1,591 with the contra entry to deferred tax expense in the profit and loss.
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The carrying amount of property, plant and equipment can also be revalued under NZ

IAS 16: Property, Plant and Equipment. This revaluation in conjunction with NZ TAS

12 will also have an impact on entities using either the partial or comprehensive basis as

reported in the following example.

Example using the balance sheet approach under NZ IAS 12 for asset revaluation

Year 3:

At the beginning of the third year the company revalues the building to $250,000 based

its fair value. If the property was sold for fair value, for tax purposes there will be

depreciation recovered to the extent depreciation has been claimed, and a capital gain of

$50,000.

Accounting Purposes

Tax Purposes

Depreciated in Year 3

Cost 01 April 2005 $200,000 $200,000
Depreciation Year 1 $2,000 $6,000
Carrying Amount Year | $198,000 $194,000
Depreciation year 2 $200,000 / 100 years = $2,000 $194,000 x 3% = $5,820
Carrying Amount Year 2 $196,000 $188,180
Revaluation Year 3 $54,000 $0

Revalued Amount to be $250,000 $188,180

Before depreciation is calculated for year 3 deferred tax under NZ IAS 12 is affected by

this revaluation:

Carrying Amount Tax Base Proceeds in Cumulative
excess of cost Depreciation
Building $250,000 $188,180 $50,000 $11,820
Deferred Tax $0 $3,901
(33%)

The deferred tax in the statement of financial position in this example is increased to

$3,901 from $1,591 recorded at the end of year 2.
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NZ IAS 12 requires the deferred tax on revaluations to be recognised regardless of

whether it will be realised in the foreseeable future. Therefore I hypothesize:

H2: Post NZ IFRS net tax assets (liabilities) will decrease (increase) more for
entities recording an asset revaluation reserve than entities not recording an asset

revaluation reserve.

A full example of calculating deferred tax under NZ IAS 12 is reported in Appendix B.

NZ IAS 12 also changes the recognition criteria for deferred tax assets from that of
SSAP 12. It states that “a deferred tax asset shall only be recognised for all deductible
temporary differences to the extent that it is probable that taxable profit will be
available against which the deductible temporary difference can be utilised” (NZ IAS 12
paragraph 24). This is less stringent than requiring the entity to be virtually certain that
the profit will be available to utilise the deferred tax asset under SSAP 12. Due to this

change I hypothesize that:

H3: Post NZ IFRS entities that have unrecognised deferred tax assets pre NZ IFRS
will recognise more increases (decreases) in net tax assets (liabilities) than entities

not recording unrecognised deferred tax assets.

There is no change to the requirement under SSAP 12 that an entity must use the tax
rate that is current or announced at the end of the reporting period (NZ IAS 12
paragraph 47).

NZ IAS 12 provides additional guidance on offsetting both current tax assets and
liabilities and deferred tax assets and liabilities than that in SSAP 12. Current tax assets
and current tax liabilities can only be offset if the entity intends to pay the current tax
after deducting the refund and there is a legally enforceable right to do this (NZ IAS 12
paragraph 71). Deferred tax assets and deferred tax liabilities can also be offset if the
taxes owing are due to the same taxation authority and there is a legally enforceable
right to offset current tax assets and liabilities (NZ IAS 12 paragraph 74). With the

improved guidance or rules in offsets, I hypothesize:
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H4: Post NZ IFRS entities will reduce offsets in deferred tax assets and deferred

tax liabilities.

The disclosure requirements under NZ IAS 12 are more extensive than SSAP 12 and are
detailed in paragraphs 79 to 88. The standard requires disclosure of each type of
temporary difference included in deferred tax assets and liabilities which is considered
to provide valuable information to the reader on the likelihood of temporary differences

reversing.

NZ IAS 1 also includes minimum requirements for reporting income tax expense on the
face of the profit and loss statement (rather than in the footnotes) and deferred asset and
liabilities and income tax payable and receivable on the statement of financial position.

Under SSAP 12 there was no requirement to identify income tax payable and receivable

on the face of the statement of financial position.

The discussion to date does not give any indication on how early and late adopters’
income tax and deferred tax assets and liabilities will change due to NZ IFRS, nor does

it indicate the impact on larger or smaller firms.

Stent ef al. (2010) find that NZ IFRS has a lower impact on early adopting firms when
compared to late adopting firms. I apply these findings to income tax and deferred tax

assets and liabilities and hypothesize:

HS: Net tax assets of early adopters are less affected by the implementation of NZ
IAS 12 than late adopters.

Stent et al. (2010) also analyse the effect of NZ IFRS on total assets and liabilities for
smaller entities and larger entities (based on the median figure for total assets). The
findings indicate that small firms are less affected by the implementation of NZ IFRS
than their counterparts. Based on these findings, I hypothesize:

H6: Net tax assets of smaller entities are less affected by the implementation of NZ

IAS 12 than larger entities.
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This far I have discussed the partial and comprehensive basis, asset revaluation reserves,
unrecognised deferred tax assets, early and later adopters and small and large entities.
There has been no research on which of these is more significant in explaining the
change to income tax and deferred tax assets and liabilities from NZ FRS to NZ IFRS.
However, based on Stent et al. (2010) tax liabilities increased 24% whereas tax assets
only increased 16%. I therefore expect the variables that directly affect tax liabilities
will be most significant in predicting the change between tax assets and liabilities pre
NZ FRS and post NZIFRS, being the change to the partial basis and the asset

revaluation reserve.
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5. Background on income tax legislation

The impact of NZ IFRS on income tax and deferred tax cannot be investigated by solely
examining the change in accounting standards; income tax is also governed by income
tax legislation. During the period of change from NZ FRS to NZ IFRS there were two
main pieces of tax legislation, Income Tax Act 2004 and the Tax Administration Act

1994.

The purpose of the Income Tax Act 2004 is to define and impose tax on net income,
impose obligations concerning tax and to set out rules for calculating tax and meeting

the obligations (Income Tax Act 2004 paragraph AA1).

The Tax Administration Act 1994 provides for administrative and procedural rules for
income tax (Master Tax Guide 2011). It sets out the reporting and disclosure
obligations of tax payers, in addition to offences and penalties for noncompliance,

including use of money interest.

Use of money interest may influence the timing of tax payments and therefore the
balance of income tax payable and receivable in the statement of financial position. Use
of money interest applies to any underpayment or overpayment of provisional tax and
terminal tax on each of the applicable tax due date, in additional to any late payment

penalty which may apply (Master Tax Guide 2011).

For a company with residual income tax of greater then $2500, at each provisional tax
instalment date it is expected to have paid either 1/3 (1st instalment), 2/3 (2nd
instalment) or 3/3 (3rd and final instalment) of its income tax liability for the full year.
Any short payment results in use of money interest payable and any overpayment
results in use of money interest recoverable. This incentive to correctly estimate and
pay the income tax liability for the year affects this research. I expect there are more
entities recording income tax receivable or no income tax payable than those recording

income tax payable due to the influence of use of money interest.

The tax rate plays an important role in calculating not only income tax payable but also

deferred tax. Both SSAP 12 and NZ IAS 12 require the tax rate for calculating deferred
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tax to be the current tax rate or if a new tax rate has been announced prior to the
authorisation of the financial statements, then the announced tax rate.

The annual taxing Act fixes tax rates each year (Master Tax Guide). Tax rates for
companies from 2005 to 2008 were 33%. A reduction in company tax rates to 30% was
announced in the May 2007 budget and was to come into effect from 01 April 2008
(Income Tax Act 2004). Therefore companies that presented financial statements
following this announcement were required to alter their deferred tax to 30% (NZ IAS
12 paragraph 47), which would have resulted in a decrease (increase) in deferred tax

liabilities (assets).

Appendix C provides a summary of tax terminology.
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6. Sample selection and data

6.1 Sample procedures

I manually collect income tax and deferred tax information from the 2005 to 2008
financial statements and notes to the financial statements from firms listed on the New

Zealand Stock Exchange (NZX) on 30™ December 2008.

The sample selection procedures are described in Table 6.1. From the 136 listed, I lose
26 observations that provide invalid search results, 11 observations that did not report
previously under NZ FRS, 12 observations that use other GAAP instead of NZ IFRS,

and 3 observations that are not in NZ dollars.

The available population of 84 is classified into early adopters (those adopting NZ IFRS
in periods on or after 01/01/05 but before it became mandatory) and late adopters (those
adopting on or after 01 January 2007). The sample is also classified into comprehensive
and partial tax users. A stratified random sample of 40% of the remaining 84 is taken,
providing 34 observations to analyse. My sample size is a trade off between cost of
collecting information and benefits of a larger sample size. A comparison of the sample

and population is provided in Table 6.2.

Table 6.1: Selection criteria

Population

Total number of companies listed on NZX on 30/12/08 136
“Invalid results” reported by NZX Deep Archive -26
No prior financial statements complying with FRS -11
Not using NZ IFRS -12
Not in NZ Dollars -3
Available Population to Sample 84
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Table 6.2: Population and sample
Panel A: Population

Population Partial Basis Comprehensive Total
Basis

Early Adopters 1 5.9% 23 34.3% 24

Late Adopters 16 94.1% | 44 65.7% 60

Total 17 100% 67 100% 84

Panel B: Stratified Sample

Sample Size 40% Partial Basis Comprehensive Total
Basis

Early Adopters 1 14.3% 9 33.3% 10

Late Adopters 6 85.7% 18 66.7% 24

Total 7 100% 27 100% 34

6.2 Data collection

I refer to the year prior to the adoption of NZ IFRS as the “reported year”. Appendix D
displays the Warehouse Limited’s 2007 reported year using NZ FRS as an example. In
the year of adoption of NZ IFRS the financial statements are required to report the
comparatives using NZ IFRS. I refer to these comparatives as the restated year.
Appendix E displays the Warehouse Limited’s 2007 restated year under NZ IFRS as an

example.

For the pre post NZ IFRS comparison I collect two sets of financial statements for each
reporting entity, the reported year, and the first year of adoption showing the
comparatives restated under NZ IFRS, being the restated year. That is for early
adopters I gather the 2005 (2006) financial statement information then compare it with
the 2005 restated (2006 restated) figures in the 2006 (2007) financial statements. For
late adopters I gather the 2007 financial statement information and compare it with the

2007 restated information in the 2008 financial statements.

For the pre NZ IFRS year I collect tax information from both the face of the financial
statements and the notes to the financial statements. There was no requirement to

display all tax balances on the face of the financial statements (FRS 2 paragraphs 8.1 to
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8.8). Post NZ IFRS current income tax receivable (payable) and deferred tax assets
(liabilities) are required to be displayed on the face of the financial statements (NZ IAS
1 paragraph 54). I also collect information on income and deferred tax adjustments
from the reconciliation from NZ FRS to NZ IFRS (required by NZ IFRS 1 paragraph 24
— 28) in the notes to the financial statements. Appendix F displays the Warehouse
Limited’s reconciliation from NZ FRS to NZ IFRS as an example. I note that the
difference between the reported year and restated year is not consistently explained by

the reconciliation between NZ FRS and NZ IFRS and discuss this later.

Initially I compare the changes between the reported year and restated year for income
tax and deferred tax. That is the 2005 (2006, 2007) year is compared to 2005 (2006,
2007) restated year. I then analyse the income tax and deferred tax information

provided in the reconciliation between NZ FRS and NZ IFRS to explain these changes.

I analyse the variables that influence the change in income tax and deferred tax due to
the implementation of NZ IFRS, including users of the partial and comprehensive basis,
asset revaluation reserves, unrecognised deferred tax assets, early and late adopters and
small and large entities. I compare the results from early and later adopters and small

and large entities with the results reported by Stent e al. (2010).

The results chapter proceeds as follows. Section 7.1 reports the pre NZ IFRS
descriptive statistics (reported year) for income tax and deferred tax in the statement of
financial position, section 7.2 reports the post NZ IFRS descriptive statistics (restated
year) for income tax and deferred tax in the statement of financial position, and section
7.3 reports the descriptive statistics for the change recorded in the NZ IFRS
reconciliation. Section 7.4 reports the results of the first hypothesis on the partial basis
compared to the comprehensive basis, 7.5 on hypothesis two testing the effect of the
asset revaluation reserve on net tax assets and 7.6 on hypothesis three testing
observations that offset deferred tax assets and liabilities. Section 7.7 reports on
hypothesis four testing observations with and without unrecognised deferred tax assets.
Section 7.8 reports on hypothesis five testing the effect of adopting early on net tax
assets followed by section 7.9 which reports on the sixth hypothesis which tests the

effect of smaller entities net tax assets compared to larger entities. Section 7.10 reports
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the most significant variables influencing the change in net tax assets and section 7.11

provides a summary of the results to date.
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7. Results

The results tables report statistics for tax assets as current income tax receivable (CITR),
current future tax benefit (CFTB), current deferred tax asset (CDTA), non-current
deferred tax asset (NCDTA), non-current future tax benefit (NCFTB) and total tax
assets ((TTA) the sum of the tax assets). The results for tax liabilities are reported as
current income tax payable (CITP), non-current deferred tax liabilities (NCDTL) and
total tax liabilities ((TTL) the sum of tax liabilities). Net tax assets (NTA) are total tax
assets less total tax liabilities. The dollar values are reported in thousands in the tables.
For example in Table 7.1, the maximum current income tax receivable (CITR) is
reported as $45000.000 and is $45.000 million. The non-zero balances are the
observations that report a balance in the tax type in either pre or post NZ IFRS. For
example from Table 7.1 there are seventeen observations reporting income tax
receivable in either pre or post NZ IFRS and seventeen observations record no income
tax receivable either pre or post NZ IFRS. Table 7.3 onwards report the number of

observations reporting debit and credit changes to each tax balance.

Where the table has been deflated by total assets pre NZ IFRS, the results are reported
in decimals. For example Table 7.5 reports the minimum change in net tax assets as -
0.046793. This is a reduction on net tax assets of 4.7%.

7.1 Pre NZ IFRS descriptive statistics (reported year)

Table 7.1 reports on the descriptive statistics of income and deferred tax in the reported

year under NZ FRS, being the final year pre NZ IFRS.
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In Table 7.1 there are 50.0% (17/34) of observations that have current income tax
receivable and 67.6% (23/34) of observations that have no current income tax payable.
The median (mean) income tax receivable is $0.002 million ($3.700 million), indicating
the data is skewed by a few observations. The maximum income tax receivable is
$45.000 million (Telecom Corporation Limited in 2005). There are eight observations
that have current income tax receivable of over $1.000 million and of these three have

current income tax receivable of over $20.000 million.

There are 32.4% (11/34) of observations with current income tax payable, with median
(mean) of zero ($0.505 million). The maximum current income tax payable is $6.194
million, and the minimum is negative $0.604 million. There is one observation of

negative income tax payable which should be recorded as income tax receivable.

The majority of companies reporting income tax receivable or nil rather than payable is
consistent with the theory that use of money interest is an incentive to estimate and pay

tax at the correct level or overpay it.

There are 5.9% (2/34) of observations with current future tax benefit and 2.9% (1/34)

with current deferred tax asset.

41.2% (14/34) of observations report non-current deferred tax assets and the maximum
of $154.000 million is reported by Fletcher Buildings Limited in 2005. The median
(mean) of non-current deferred tax assets is zero ($6.796 million). This is compared to
23.5% (8/34) of observations reporting non-current deferred tax liabilities. The
maximum non-current deferred tax liability is $457.534 million and the median (mean)

is zero ($30.812 million).

Overall there are a greater number of observations reporting current income tax
receivable or zero balances, than current income tax payable, and also a greater number
of observations reporting non-current deferred tax assets than non-current deferred tax

liabilities.
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7.2 Post NZ IFRS descriptive statistics (restated year)

Table 7.2 reports on the descriptive statistics for income tax and deferred tax in the

restated year under NZIFRS.
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Post NZ IFRS there are 55.9% (19/34) of observations that have current income tax
receivable and 67.6% (23/34) observations continue to have no current income tax
payable however the median (mean) refund is now $0.010 million ($3.649 million).
The maximum income tax receivable remains at $45.000 million; the minimum is
negative $1.000 million. Post NZ IFRS there is one observation that reports a negative
current tax receivable which should have been recorded on the statement of financial
position as current income tax payable. This observation was also not presented on the

face of the financial statements as required by NZ IAS 1 paragraph 54.

There are 32.4% (11/34) observations with current income tax payable, with median
(mean) of zero ($0.464 million). The maximum current income tax payable is $6.412
million and the minimum is negative $0.604 million. Similar to income tax receivable
this negative observation was not recognised on the face of the financial statements but

rather disclosed in the notes to the financial statements.

The number of observations with current future tax benefit is one and current deferred

tax asset is one.

The number of non-current deferred tax assets is 52.9% (18/34) and non-current

deferred tax liabilities is 44.1% (15/34).

7.3 Descriptive statistics on change from reported year to restated year

Table 7.3 reports on the descriptive statistics of income tax and deferred tax for the

change from the reported year to the restated year.
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This table highlights the discussions to date; the non-current deferred tax assets has the
largest number of debit changes (increases) with a median (mean) change of zero
($0.521 million) while non-current deferred tax liabilities records the highest number of

credit changes with a median (mean) change of zero ($3.149 million).

At this point I have compared the reporting year using NZ FRS to the restated year
using NZ IFRS which may incorporate other adjustments. I now discuss the changes
that are recorded as directly being related to the change from NZ FRS to NZ IFRS in the

IFRS reconciliations in the following section.

7.4 Descriptive statistics of change recorded in the NZ IFRS reconciliations

Table 7.4 reports on the descriptive statistics of income tax and deferred tax for the

change from NZ FRS to NZ IFRS recorded in the IFRS reconciliation in the notes to the

financial statements.
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The median change across all income tax and deferred tax asset (TTA) observations is
zero consistent with Stent ez al. (2010). The mean change however is an increase

(debit) of $0.215 million.

There is one observation reducing current income tax receivable (Vector Limited 2006)
and one increasing current income tax receivable (Fisher and Paykel Appliances Ltd
2007). Similarly one observation reports a decrease in current income tax payable
(Fisher and Paykel Appliances Ltd 2007) but none reporting an increase in the same.
Of the twenty non-zero observations reporting current income tax receivable 90%
(18/20) report no change and of the twelve observations reporting income tax payable

91.7% (11/12) report no change.

The change in current income tax receivable and payable is a concern as this account
represents income tax payable to and receivable from the Inland Revenue Department
(IRD). Other than a change in minimum presentation requirements there should be no
effect on the account due to the implementation of NZ IFRS. One explanation for these
changes to income tax payable and receivable is that pre NZ IFRS the entities may have
been offsetting these accounts. NZ IAS 12 provided improved guidance on offsets
which may have altered both income tax payable and receivable by the same amount.
Another explanation could be that tax on losses carried forward are included in current
income tax receivable pre NZ IFRS and with the additional definitions given in NZ IAS

12 are then transferred to deferred tax assets post NZ IFRS.

For non-current deferred tax assets there are 23.5% (8/34) of observations reporting
increases (debit changes) and 17.6% (6/34) reporting decreases (credit changes). The
increases are possibly due to the recognition of deferred tax assets changing from being
recognised “when virtually certain of its recovery in future periods” (SSAP 12
paragraph 4.20) to being recognised if it is “probable that taxable profit will be available
against which the deductible temporary difference can be utilised” (NZIAS 12
paragraph 24).

The range of change for total tax assets is $48.996 million (-$16.996 million to
+$32.000 million) which is predominately related to the increase in noncurrent deferred

tax assets. Stent et al. (2010) calculate a range of $15 million which is significantly
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less than the range for my sample. I record the number of observations showing a
change in total tax assets as 44.1% (15/34) compared to 23% recorded by Stent et al.
(2010).

Stent et al. (2010) did not report on the number or percentage of those with no change
to tax assets having a zero account balance before and after NZ IFRS. However as
reported in Table 7.4, 55.6% (15/27) of observations record tax assets that are affected
by the implementation of NZ IFRS, specifically NZ IAS 12.

The median change for income tax and deferred tax liabilities (TTL) is zero consistent
with Stent et al. (2010). The 75" percentile shows a change of $7.767 million
indicating there are a few observations with large increases to tax liabilities. The range
of movements for total tax liabilities is $365.944 million (-$243.000 million to
+$122.944 million) compared to Stent ez al. (2010) of $905.000 million. Stent et al.
(2010) minimum reduction (debit change) is -$243.000 million, as is mine, but they had

a maximum of $665.000 million compared to my sample of $122.944 million.

The change in tax liabilities is in the majority due to a significant change is non-current
deferred tax liabilities. The maximum increase of $122.944 million is Vector Limited
in 2007 and is explained as being due to revalued property, plant and equipment. NZ
FRS requires deferred tax to be calculated on the depreciation timing differences (SSAP
12 paragraph 4.6) whereas NZ IFRS requires deferred tax to be calculated on the
temporary differences between the tax base and carrying amount including revaluations
(NZ IAS 12 paragraph 7). There are 35.3% (12/34) of observations (or 80.0% (12/15)
of non zero observations) that report and increase in non-current deferred tax liabilities

and this could possibly be due in part to revalued property, plant and equipment.
Consistent with Ernst and Young (2004) deferred tax assets and liabilities increase due
to the implementation of NZ IFRS. Also consistent with Stent ez al. (2010) that the

increase is considerably larger for tax liabilities than tax assets.

The changes to the net tax accounts (NTA) are predominately credit changes and

therefore decrease (increase) net tax assets (liabilities). 70.6% (24/34) of all
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observations or 82.8% (24/29) of non-zero observations have been affected by the

implementation on NZ IAS 12. I will now discuss the extent of the impact.

Table 7.5 reports on the descriptive statistics of income tax and deferred tax for the
change from NZ FRS to NZ IFRS deflated by total assets recorded in the IFRS
reconciliation in the notes to the financial statements. This change is measured by (NZ
IFRSy) less NZ FRSv.1))/Total Assets.1). Stent ef al. (2010) measured the magnitude of
the change from NZ FRS to NZ IFRS using NZ FRS/NZ IFRS -1, however this is not

appropriate for our study as there are many tax accounts with zero balances.
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Table 7.5 reports that the only range of change greater than 1% of assets due to NZ IAS
12 for tax assets is non-current deferred tax assets with a range 4.3% (-2.0% to +2.3%)
and non-current future tax benefit with a decrease of 2.8% (-2.8% to +0%). The latter is
one observation (Steel and Tube Limited in 2005) decreasing non-current future tax
benefit and increasing non-current deferred tax asset. This reduction in current future
tax benefit is possibly due to the change in definitions where future tax benefit is now

part of the definition for deferred tax assets under NZ IAS 12.

The only range of change to tax liabilities greater than 1% is as expected non-current

deferred tax liabilities with a range of 9.6% (-4.9% to +4.7%).

The range of change in the remaining income and deferred tax accounts is less than 1%

in comparison to total assets.

NTA( is net tax assets in the restated year after implementing NZ IFRS, and NTA .y 1s
net tax assets in the reported year prior to implementing NZ IFRS. The movement
between these two variables however is not all related to the implementation of NZ
IFRS. Table 7.3 reports the change in net tax assets median (mean), from information
gathered from the statement of financial position, is zero (-$2.969 million), however the
median (mean) change from information gathered from the NZ IFRS reconciliation in

the notes to the financial statements is zero (-$2.886 million) as reported in Table 7.4.
Table 7.6 reports of the descriptive statistics of income tax and deferred tax for the

change from the reported year to the restated year not recorded as being due to the

implementation of NZ IFRS.
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The range of change of net tax assets is $2.096 million (-$1.599 million to +$0.497
million) of which six of these observations are reducing the assets and two increasing

assets. The median (mean) of the tax asset changes is zero (-$0.083 million).

It is important to consider these variances in terms of materiality. Table 7.7 reports on

this.

47



8y

8€L000°0- 081000°0 810000°0 910000 866000°0- SEYT00°0- 8S1200°0 | 0000000 | <T¥I000°0- 6€1000°0- UedN
000000°0 000000°0 000000°0 000000°0 000000°0 000000°0 0000000 | 0000000 0000000 000000°0 o[neng) pig
000000°0 000000°0 000000°0 000000°0 000000°0 000000°0 0000000 | 000000°0 000000°0 000000°0 UBIpIN
000000°0 000000°0 000000°0 000000°0 000000°0 000000°0 0000000 | 0000000 0000000 000000°0 aienQ 18|
982000°0 915000 8950000 915000 291500°0 §20000°0 6L1¥5S0°0 | 000000°0 000000°0 7915000 wnwixep
68100~ §LT000°0- £€20000°0- §L2000°0- r6810°0- 1TryL0°0- 902000°0- | 0000000 | 9I18%00°0- 6896000~ wnuiumn
VIN TLL TLADN dLID VLL qLADON VLADN VL1dd q14D YLD onsnes

(y€=u) SYAT ZN Jo uonejudwd[dwr 3y} 03 anp 3urdq Se papIoddl J0U

S)OSSE [8)0) AQ POIB[JOP JBIA PAJeISAI o} 0} Jedk pajtodar oy) woty a3ueyod oy} J0J Xe) PALIOJOP pue Xe) dWOoul JO sonsnels 9Anduoseq :/°/ d[qel




The range of change of net tax assets as a percentage of total assets is -1.9% (-1.9% to

+0.0%).

On reviewing the financial statements concerned I separate these changes not recorded
as being due to the implementation of NZ IFRS in to “reclassifications” and “other”

variances.

“Reclassifications” are transfers between various income tax and deferred tax accounts.
Appendix G provides an example of a “reclassification”. Cavalair Corporation Limited
reports under NZ FRS in 2007 deferred tax of $2.391 million. In 2008, the restated

2007 year using NZ IFRS, deferred tax is reported as $3.327 million. On reviewing the
reconciliation from NZ FRS to NZ IFRS, the increase of $0.936 million is explained as
a reduction of $0.676 million due to the implementation of NZ IFRS and an increase of

$1.612 million as a reclassification from income tax receivable to deferred tax.

“Other” variances are the balance. Appendix H provides an example of “other”
variances. ING Property Trust reports under NZ FRS in 2007 no deferred tax on the
statement of financial position. There is also no further information provided in the
notes to the financial statements indicating that deferred tax is included in any other
asset or liability. In the 2008, the restated 2007 year using NZ IFRS, deferred tax is
reported as $33.257 million. On reviewing the reconciliation from NZ FRS to NZ
IFRS, the increase of $33.257 million is explained as $0.055 million deferred tax
reported under NZ FRS, an increase of $33.192 million due to the implementation of
NZ IFRS, and an increase of $0.120 million due to acquisition of joint venture. The

latter being an example of an “other” variance.

“Reclassifications” between tax assets and liabilities has no effect on net tax assets
however the variance reported under “other” has an effect. There are three observations

with an “other” variance.
Therefore for the hypothesis testing I use the change from NZ FRS to NZ IFRS deflated

by total assets recorded in the IFRS reconciliation in the notes to the financial

statements as reported in Table 7.5.
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7.5 H1: Post NZ IFRS net tax assets (liabilities) will decrease (increase) more for

entities using partial basis than those using the comprehensive basis pre NZ IFRS.

Hypothesis one states that net assets (liabilities) will decrease (increase) more for

entities using the partial basis than those using the comprehensive basis pre NZ IFRS.

Table 7.8 reports on the descriptive statistics of net tax assets for the change from NZ
FRS to NZ IFRS deflated by total assets for the observations using the partial basis for

deferred tax.
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The median (mean) change for net tax assets for observations using the partial basis is -
2.0% (-2.1%). There are 71.4% (5/7) or 100.0% (5/5) of non-zero balances reporting

credit changes and no observations reporting debit changes.

This decrease (increase) in net tax assets (liabilities) is expected as entities using the
partial basis only “... recognise as deferred tax, the income tax effect only to the extent
that it can be foreseen to crystallise in the future” (SSAP 12 paragraph 4.11) pre NZ
IFRS. Post NZ IFRS temporary differences must be accounted for (NZIAS 12
paragraph 15).

Table 7.8 also reports on the descriptive statistics of net tax assets for the change from
NZ FRS to NZ IFRS deflated by total assets for the observations using the

comprehensive basis for deferred tax.

For users of comprehensive deferred tax the median (median) change due to NZ IFRS
for net tax assets is zero (-0.3%) which is less than partial deferred tax users. There are
33.3% (9/27) of observations reporting credit changes (decreases in assets and increases
in liabilities) or 37.5% (9/24) of non-zero observations, compared to partial deferred tax
users of 71.4% (5/7) or 100% (5/5) of non-zero observations. There are 37.0% (10/27)
of observations recording debit changes (increases in assets or decreases in liabilities) or
41.7% (10/24) of non-zero observations, compared to zero for partial users of deferred

tax.

I question whether observations that are partial and also record an asset revaluation
reserve influence this result. I segregate the sample further into those using the partial
basis that have an asset revaluation reserve and those that do not, and the same for the

comprehensive basis.

Table 7.8 reports on the observations that use the partial basis pre NZ IFRS and do not
have an asset revaluation reserve. There are only two observations using the partial
basis without an asset revaluation reserve, of which one has zero net tax assets pre and
post NZ IFRS. The median (mean) change for net tax assets is -1.7% (-1.7%). This
compares to the observations using the comprehensive basis without an asset

revaluation reserve which records a median (mean) change of zero (0.0%).
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The observations using the partial basis with an asset revaluation reserve record a
median (mean) change of -2.0% (-2.3%). This compares to the observations using the
comprehensive basis with an asset revaluation reserve which record a median (mean)

change of -1.9% (-1.0%).

Therefore from the sample collected, as predicted by hypothesis one, those observations
using the partial basis report a decrease (increase) in net tax asset (liabilities) to a higher
extent than those observations using the comprehensive basis measured by mean and
median regardless of the asset revaluation reserve. Partial users also record a higher
percentage of changes that are credit in nature indicating an overall decrease (increase)

in net tax assets (liabilities) more than those using the comprehensive basis.

7.6 H2: Post NZ IFRS net tax assets (liabilities) will decrease (increase) more for
entities recording an asset revaluation reserve than entities not recording an asset

revaluation reserve.

Hypothesis two states that observations with an asset revaluation reserves are likely to

have larger decreases in net tax assets than those without asset revaluation reserves.
Table 7.9 reports the descriptive statistics of net tax assets for the change from NZ FRS

to NZ IFRS deflated by total assets for the observations with and without an asset

revaluation reserve.
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Table 7.9: Descriptive statistics of net tax assets for the change from NZ FRS to NZ

IFRS deflated by total assets for the observations with and without an asset revaluation

reserve
With An Asset Revaluation Without An Asset Revaluation
Reserve (n=14) Reserve (n=20)
Statistic
Minimum -0.046793 -0.033261
Maximum 0.049150 0.007665
1st Quartile -0.029477 0.000000
Median -0.019574 0.000000
3rd Quartile -0.004369 0.000601
Mean -0.014471 -0.002020
No of Observations
Credit Changes 11 4
No Change 0 4
Debit Changes 2 8
Zero Balances 1 4

There are fourteen observations with asset revaluation reserves. Of these there is a
median (mean) change in net tax assets of -2.9% (-1.4%) and a range of change of 9.6%
(-4.9% to 4.7%). Predominately the changes are credit in nature with 78.6% (11/14) of
the total observations or 84.6% (11/13) of those observations with non-zero balances

reporting credit changes.

Table 7.9 also reports on the descriptive statistics of net tax assets for the change from
NZ FRS to NZ IFRS deflated by total assets for those observations without an asset
revaluation reserve. This table reports that there is minimal change for net tax assets for
observations not recording asset revaluation reserves. The median (mean) change was
zero (-0.2%) and only 20.0% (4/20) of observations report decreases in net tax assets,

with 20.0% (4/20) not recording net tax assets pre or post NZ [FRS.

This supports hypothesis two.
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7.7 H3: Post NZ IFRS entities that have unrecognised deferred tax assets pre NZ IFRS
will record more increases (decreases) in net tax assets (liabilities) than entities not

recording unrecognised deferred tax assets.

Hypothesis three states that reporting entities with unrecognised deferred tax assets will
report more increases (decreases) in net tax assets (liabilities) due to the reduction in the
recognition criteria from “virtually certain” to “probable”, than entities not recording

unrecognised deferred tax assets.
Table 7.10 reports on the descriptive statistics of net tax assets for the change from NZ

FRS to NZ IFRS deflated by total assets for the observations with unrecognised

deferred tax assets.
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There are fourteen observations with unrecognised deferred tax assets pre NZ IFRS.
Interestingly the median (mean) change in net tax assets is zero (-0.6%) with only
28.6% (4/14) recording an increase or debit change or 50.0% (4/8) of non-zero balances.
This compares to credit changes of 21.4% (3/14) or 37.5% (3/8). These results indicate
that while there are more incidences of increases in net tax assets there are some large
decreases in this account influencing the mean. There is one large decrease in net tax
assets for Nuplex Industries Limited in 2005 with a decrease of $16.996 million. There
is no explanation for this in the financial statements. However I note that post NZ IFRS
the entity continued to report unrecognised non-current assets suggesting the change in

net tax assets is not related to unrecognised deferred tax assets.

The observations not reporting unrecognised deferred tax assets are also reported in
Table 7.10 and report a 25.0% (5/20) increase and a 60.0% (12/20) decrease in net tax
assets. The median (mean) change is -0.4% (-0.8%). This increase in net tax assets is
similar to the increase for observations reporting unrecognised deferred tax assets which
does not support the hypothesis. A possible explanation for this is that the entities
disclosing unrecognised tax assets pre [FRS did have an increase in net tax assets
however that increase was offset by a decrease due to an asset revaluation reserve. |
therefore segregate the observations into those with unrecognised tax assets and also

asset revaluation reserves and those without asset revaluation reserves.

Table 7.10 reports on the nine observations with unrecognised deferred tax assets
without asset revaluation reserves. The results record a median (mean) increase net tax
assets of zero (0.1%), with 44.4% (4/9) of debit changes or 80% (4/5) of non-zero
balances. Table 7.10 reports on five observations with unrecognised deferred tax assets
with asset revaluation reserves. The results record a median (mean) increase in net tax
assets of -1.8% (-1.8%) and 20.0% (1/5) debit changes. This indicates observations
with unrecognised deferred tax assets but without asset revaluation reserves have a
higher increase in net tax assets than those observations with unrecognised deferred tax

assets and an asset revaluation reserve.

Table 7.10 reports on those observations without unrecognised deferred tax assets and
without an asset revaluation reserve. There are eleven observations with a median

(mean) of zero (-0.5%), and 36.4% (4/11) with debit changes. Table 7.10 also reports
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nine observations without unrecognised deferred tax assets but have an asset revaluation

reserve. There is a median (mean) of -2.0% (-1.3%), with 9.0% (1/11) debit changes.

Comparing the observations with unrecognised deferred tax assets and without an asset
revaluation reserve against those without unrecognised deferred tax assets and without
an asset revaluation reserve the median increase in net tax assets is higher for those with
unrecognised deferred tax assets. The percentage increase is also higher for those with

unrecognised deferred tax assets and no asset revaluation reserve.

This confirms that those observations with unrecognised deferred tax assets experience
a larger increase in net tax assets than those without unrecognised deferred tax assets as

predicted when excluding the asset revaluation reserve variable.

7.8 H4: Post NZ IFRS entities will reduce offsets in deferred tax assets and deferred tax
liabilities.

As deferred tax assets and liabilities are undergoing so many changes due to NZ IFRS it
is difficult to isolate the change attributable to offsetting, I am unable to test this

hypothesis.

7.9 H5: Net tax assets of early adopters are less affected by the implementation of NZ
1AS 12 than late adopters

Hypothesis five states that early adopters are less affected by the implementation of NZ
IAS 12 than late adopters.

Table 7.11 reports on the descriptive statistics of net tax assets for the change from NZ

FRS to NZ IFRS deflated by total assets for early adopters.
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Table 7.11: Descriptive statistics of net tax assets for the change from NZ FRS NZ
IFRS deflated by total assets for early and late adopters

Early Adopters (n=10) Late Adopters (n=24)
Statistic
Minimum -0.033337 -0.046793
Maximum 0.005855 0.049150
1st Quartile -0.015093 -0.018536
Median 0.000000 0.000000
3rd Quartile 0.000917 0.000000
Mean -0.008015 -0.006784
No of Observations
Credit Changes 4 11
No Change 1 4
Debit Changes 4 5
Zero Balances 1 4

The median (mean) change to net tax assets is zero (-0.8%) for early adopters. There
are an equal number of debit changes and credit changes to net tax assets with the
implementation of NZ IFRS affecting 80% (8/10) of observations or 88.9% (8/9) of
non-zero observations of tax balances. The range of change for net tax assets is 3.9% (-

3.3% to 0.6%).

This can be compared to late adopters as reported in Table 7.11. The median (mean)
change to net tax assets is zero (-0.7%) for late adopters. There are 45.8% (11/24) of
observations recording credit changes, compared to 20.8% (5/24) recording debit
changes. The implementation of NZ IFRS affects 66.7% (16/24) of observations or
80.0% (16/20) of non-zero observations. The range of change for net tax assets is 9.6%

(-4.7% to +4.9%).

I conclude that NZ IAS 12 affects early adopters more than late adopters. This is
inconsistent with Stent ef al. (2010) conclusion that NZ IFRS had a lower impact on
those adopting early. This may be in part due to Stent et al. (2010) looking at the effect
of NZ IFRS over all of the assets and liabilities and not just tax.
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7.10 H6: Net tax assets of smaller entities are less affected by the implementation of NZ
1AS 12 than larger entities

Hypothesis six states that smaller entities’ net tax assets are less affected than larger
entities by the implementation of NZ IAS 12. I segregate the sample into large and
small entities based on the median total asset amount ($14.500 million) in the financial

statements pre NZ IFRS.

Table 7.12 reports on the descriptive statistics of net tax assets for the change from NZ

FRS to NZ IFRS deflated by total assets for smaller entities.

Table 7.12: Descriptive statistics of net tax assets for the change from NZ FRS to NZ
IFRS deflated by total assets for smaller and larger entities

Smaller Entities (n=17) Larger Entities (n=17)
Statistic
Minimum -0.033261 -0.046793
Maximum 0.009471 0.049150
1st Quartile 0.000000 -0.023623
Median 0.000000 -0.017020
3rd Quartile 0.000757 0.000000
Mean -0.001810 -0.012483
No of Observations

Credit Changes 5 12

No Change 2 1
Debit Changes 5 4
Zero Balances 5 0

The observations in the smaller total asset sample have a median change due to NZ
IFRS for net tax accounts of zero (-0.2%). There are an equal number of credit and
debit changes for this sample with the total percentage of observations that report a
change in net tax assets as 58.8% (10/17) or 83.3% (10/12) for non-zero balances. The
range of change for net tax assets is 4.2% (-3.3% to +0.9%).

For the larger entities reported in Table 7.12 the median (mean) change to net tax assets
1s -1.7% (-1.2%) due to NZ IFRS. The range of the change is 9.6% (-4.7% to +4.9%).
The percentage of observations affected is 94.1% (16/17).
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For all four measurement bases, median, mean, range of change and percentage of
changes the larger entity sample net tax assets are more affected by NZ IFRS than the
smaller entity sample. This is consistent with Stent e al. (2010) that suggests smaller

firms are less affected by NZ IFRS than larger firms.

7.11 Significant variable

The results to date indicate that partial basis users and observations with asset
revaluation reserves record higher decreases (increases) in net tax assets (liabilities)
than their counterparts; observations with unrecognised deferred tax assets record a
higher increase (decrease) in net tax assets (liabilities) than those without unrecognised
deferred tax assets; early adopters and larger entities are more affected by the
implementation of NZ IAS 12 than their counterparts. I question which of these
variables have the most significant effect on net tax assets. I use the following models

to test this:

Model 1: NTA(t) =0+ NTA(H) + €y
Model 2: NTA(t) =0+ NTA(H) + P(t-l) + + ARR(H) + UDTA(H) + E(t-l) + L(t-l) + €y

NTA(y = Net tax assets post NZ IFRS

NTA.1) = Net tax assets pre NZ IFRS

P(.1)= Dummy variable for observations using the partial basis users pre NZ IFRS — Partial basis = 1, comprehensive basis = 0
ARR(.1) = Dummy variable for observations with an asset revaluation reserve pre NZ IFRS — Asset revaluation reserve = 1,
otherwise = 0

UDTA.1y= Dummy variable for observations with unrecognised deferred tax assets pre NZIFRS — Unrecognised deferred tax assets
=1, otherwise =0

E(.1y= Dummy variable for early adopters of NZ IFRS — Early adopters = 1, late adopters = 0

L.1y= Dummy variable for large entities — Large entities = 1, small entities = 0

When applied to the sample, these models empirically test which of the variables are
more highly associated with the net tax assets post NZ IFRS and which model has the
highest predicting ability of post NZ IFRS net tax assets. A statistically significant co-
efficient indicates an association to post NZ IFRS net tax assets and the model with the

largest r* indicates a better prediction power of post NZ IFRS net tax assets.

I exclude three observations with “other variances” from the regression to avoid any

potential influence over the results.
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Table 7.13 reports on the correlation between the variables.

Table 7.13: Correlation matrix

Correlation matrix (Pearson):

Variables NTA NTAq1 P ARR.;) UDTAq1 Ew L
NTA 1 0.876 -0.045 -0.380 0.320 0.118 -0.229
NTA@) 0.876 1 0.015 -0.188 0.287 0.123 -0.094
Py -0.045 0.015 1 0.287 0.258 -0.246 -0.180
ARR(, -0.380 -0.188 0.287 1 -0.139 -0.216 0.291
UDTA(1) 0.320 0.287 0.258 -0.139 1 0.177 -0.430
Ew 0.118 0.123 -0.246 0216 0.177 1 0.234
Ly -0.229 -0.094 -0.180 0.291 -0.430 0.234 1

Values in bold are different from 0 with a significance level alpha=0.05

Pre and post NZ IFRS net tax assets are positively correlated (0.876) with a significance

level of less than 0.05 which is expected. The asset revaluation reserve and post NZ

IFRS net tax assets are also correlated (-0.380) which supports the previous tests that

observations with asset revaluation reserves are more affected by the implementation of

NZ IFRS than those without. Interestingly there is a correlation between large entities

and unrecognised net tax assets (-0.430). This indicates that large entities are less likely

to have unrecognised deferred tax assets.

Table 7.14 reports the results for model one.

Table 7.14: Results of regression of model 1: NTA) = o+ NTA1)+ €q

Source Value Standard error t Pr> [t
Intercept -0.004 0.003 -1.557 0.130
NTA1) 0.866 0.088 9.785 <0.0001

Adjusted R? F Pr>F
Model 0.760 95.752 <0.0001

NZ IFRS net tax assets are significantly associated to post NZ IFRS net tax assets with

a co-efficient of 0.866 which is expected. Pre NZ IFRS net tax assets predict 76.0% of

the change to post NZ IFRS net tax assets.
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Table 7.15 reports the result for model two.

Table 7.15: Results of regression of model 2: NTAy) = o + NTA1)+ Py + ARR.iy +
UDTA(t_l) + E(t—l) + L(t—l) + €t

Source Value Standard error t Pr> [t VIF

Intercept 0.001 0.003 0.404 0.689

NTA.1) 0.824 0.082 10.100 <0.0001 1.124
Py 0.000 0.000 1.346
ARR.1 -0.014 0.005 -2.706 0.011 1.371
UDTA.1 0.000 0.000 1.586
Eq1) 0.000 0.000 1.365
L1 0.000 0.000 1.618

Adjusted R? F Pr>F
Model 0.803 61.976 <0.0001

The adjusted R? is higher than model one at 80.3% indicating that this model has a
higher prediction power. The asset revaluation reserve variable and pre NZ IFRS net
tax are significant at less than 0.05 and 0.01 respectively. The results did not report p-
values for the balance of the variables due to the low power of the regression. The VIF

indicates that multicollinearity is not a concern.

6.12 Summary of results

From the descriptive statistics I note three points. First, the majority of observations
record income tax receivable or no income tax due compared to income tax payable.
Second, there are unexpected changes to current income tax receivable and current
income tax due which I explain as being due to possible offsets between the two

accounts and/or tax losses carried forward being redefined as deferred tax assets.
Third, non-current deferred tax assets and liabilities are the most affected income tax

and deferred tax account in terms of median, mean, range and number of observations

by the implementation of NZ IFRS.
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From the hypothesis testing, I can conclude that due to the implementation of NZ IFRS,
particularly NZ IAS 12:

H1: The partial basis users records higher decreases (increases) in net tax assets
(liabilities) than comprehensive basis users and there are no debit changes for
this sample;

H2: Those observations with an asset revaluation reserve report larger decreases
(increases) in net tax assets (liabilities) than those without an asset revaluation
reserve;

H3: The entities reporting unrecognised deferred tax assets without an asset
revaluation reserve record a higher increases (decreases) in net tax assets
(liabilities) than those observations without unrecognised deferred tax assets and
no asset revaluation reserve;

H4: Could not be tested;

HS5: Early adopters net tax assets are more affected by the implementation of
NZ IFRS than late adopters; and

H6: Larger entities net tax assets are more affected by NZ IFRS than smaller

entities.

Excluding the pre NZ IFRS net tax assets variable, the asset revaluation reserve is the

most significant independent variable in explaining the change to NZ IFRS net tax

assets.
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8. Conclusions and limitations

In this paper I examine the impact of the implementation of NZ IFRS and in particular
NZ IAS 12 on a samples income tax and deferred tax accounts. I begin with the
research question; What was the impact of changing from Standard Statement of
Accounting Practice 12: Accounting for Income Tax (SSAP 12) under NZ FRS to NZ
IAS 12: Income Taxes under NZ IFRS on income tax and deferred tax as recorded in the

statement of financial position and notes to the financial statements.

Stent et al. (2010) investigate the effect of the implementation of NZ IFRS on assets
and liabilities generally and find that tax assets and tax liabilities increase. However
chapter five suggests, and the results indicate, that the tax balances under NZ IFRS were
also affected by tax legislation. Thus the analysis reported by Stent et al. (2010) cannot
solely be attributed to the move to NZ IFRS.

The results indicate that 44.1% (15/34) of the observations report a change in income
tax and deferred tax assets (TTA) (or 55.6% (15/21) of those recording non zero tax
assets) due to the implementation of NZ IAS 12. Of this percentage there are slightly
more observations that decreased, 23.5% (8/34), than increased, 20.5% (7/34). These
changes are predominately due to the non-current deferred tax asset accounts that
reported 23.5% (8/34) increasing and 17.6% (6/34) decreasing. The median (mean)
change in non-current deferred tax assets deflated by total assets was zero (0.0%). The
increases could in part be justified as being due to the change in the recognition criteria

for deferred assets.

There are 44.1% (15/34) of observations that report a change in income tax and deferred
tax liabilities (TTL) (or 71.4% (15/29) of those recording non zero tax liabilities) due to
the implementation of NZ IAS 12. There are substantially more increases or credit
changes, 35.3% (12/34) than decreases or debit changes, 8.8% (3/34). These changes in
tax liabilities are predominately due to non-current deferred tax changes which recorded
44.1% (15/34) (or 100% of change for those with non zero balances), 35.3% (12/34)
increased (credit change) and 8.8% (3/34) decreased (debit change). The mean
percentage change deflated by total assets is higher for non-current deferred tax

liabilities at 0.6% than non-current deferred tax assets at 0.1%. This change is reflected
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in the change of net tax assets and is explained as being due to firstly partial basis tax

users recording a 71.4% (5/7) decrease (increase) in net tax assets (liabilities) (or 100%
for those recording non-zero balances) and those observations with an asset revaluation
reserve recording a 78.6% (11/14) decrease (or 84.6% (11/13) for those recording non-

zero balances) in net tax assets (liabilities).

There are some changes to current income tax payable and receivable which I could
only explain as possibly being due to the changes surrounding offsets or the changes to

the definitions of income and deferred tax.

In addition to the change due to NZ IAS 12, my results also indicate that the majority of
companies (67.6% (23/34)) have either a tax refund due or a zero tax balance at year
end. I explain the reason for this is that use of money interest is due on outstanding

taxes and provides an incentive to pay the correct amount of tax or overpay it.

The results also indicate that NZ IAS 12 affects early adopters more than late adopters
in terms of the percentage of changes whether debt or credit which was inconsistent
with Stent et al. (2010). For the early adopters, 80.0% (8/10) record a change in net tax
assets (or 88.9% (8/9) of those recording non zero balances), whereas late adopters only
record a change of 66.7% (16/24) (or 80.0% (16/20) of those recoding non zero
balances). The median (mean) change in net tax assets for early adopters is zero (-

0.8%) compared with zero (-0.7%) for late adopters.

Smaller reporting entities report a lesser number of changes to net tax assets, 58.8%
(10/17) (or 83.3% (10/12) of those recording non zero balances) compared to larger
reporting entities of 94.1% (16/17). The median (mean) change is also higher for larger
entities at -1.7% (-1.2%) compared to smaller entities at zero (-0.2%), concluding that

smaller entities are less affected by NZ IAS 12 than larger entities.

Finally the regression results indicate that, apart from pre NZ IFRS net tax assets, the
asset revaluation reserve variable is the most significant variable in increasing the
explanatory power of the regression in model 1, when compared to the other variables.

It increases the explanation power of model 1 by 4.3% to 80.3%.
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As asset revaluation reserves influence deferred tax, further studies could investigate the
effect of the introduction of The Taxation (GST and Remedial) Act 2010 resulting in
depreciation on buildings with a useful life of less than 50 years no longer being an
allowable deduction for tax purposes. An article published in response to this new
legislation reiterates the view that deferred tax liabilities had no practical application or

purpose (National Business Review, August 2010).

Future research could also extend Cheung et al. (1997) to include predicting future tax
payments using a time series using a model for taxes payable, comprehensive and
partial with a view to finding which model is the most useful for investors. Similarly
the results provided in Hanlon (2005) on earnings persistence could be extended to

provide information on the contribution of deferred tax to earnings quality.

There are a few limitations to this study. First, the sample size is limited, especially for
the regression but it was a trade off between size and the cost of manually collecting the
information. Second, I limited the analysis to the statement of financial position. Third,
the study does not research the effect of other standards on deferred tax. And finally the

results could have been deflated by another variable such as equity.

The results are important to policy makers as firstly there is continued debate on the
relevance of deferred tax under the balance sheet approach and the results indicate the
significance of the change to tax accounts due to the move to this approach. Secondly
the FASB and IASB are working on converging to IFRS. The results give an insight

into the effect of this move on income and deferred tax.
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10. Appendices

Appendix A: Example of NZ FRS income tax and deferred tax

An extract from The Warchouse Limited 2007 financial statements is as follows:

Statement of Comprehensive Income

Income Tax Expense:

Income tax on current years taxable income 55535
Income tax on current years temporary differences in deferred tax account (1898)

Total income tax expense 53637

Statement of Financial Position

Income Tax Receivable/Payable

Opening balance — Income tax receivable 37610
Income tax on current years taxable income (Statement of CI) (55535)
Tax paid (also on Statement of Cash Flows) 17537
Supplementary dividend tax credit 1316
Use of money interest and other adjustments 1490
Closing balance — Income tax receivable 2418

Deferred Tax Asset/Liability
Opening balance — deferred tax asset 11255
Timing differences in current year (Profit and Loss) 1898

Closing balance — deferred tax asset 13153



Summary of Deferred Tax Asset/Liability

Opening Closing
Deferred Deferred
Tax Debit Credit Tax
Depreciation 2186 128 2314
Inventory 2905 2515 5420
Employee Benefit Provisions 5973 192 6165
Other 191 (937) (746)
Net Deferred Tax Assets 11255 1898 13153
Estimated Journals
Income Tax Expense 55535
Income Tax Receivable 55535
(Income tax on 168287.88 at 33%)
Income Tax Expense (Timing) 1898
Deferred Tax Asset 1898
(Deferred tax changes)
Income Tax Receivable 1316
Dividends Received 1616
(Supplementary tax credit)
Income Tax Receivable 1490
Interest Received 1490

(Use of money interest received from IRD)
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Appendix B: Example of NZ IFRS income tax and deferred tax

An extract from The Warehouses 2007 financial statements is as follows:

Statement of Comprehensive Income

Income Tax Expense:

Income tax on current years taxable income

Income tax on current years timing differences in deferred tax account

Total income tax expense

Statement of Financial Position

Income Tax Receivable/Payable

Opening balance — Income tax receivable

Income tax on current years taxable income (Statement of CI)
Tax paid (also on Statement of Cash Flows)

Supplementary dividend tax credit

Use of money interest and other adjustments

Closing balance — Income tax receivable

Deferred Tax Asset/Liability

Opening balance — deferred tax asset

Temporary differences in current year (Statement of CI)
Temporary differences in current year (Other CI)

Closing balance — deferred tax asset

55535

(1701)
53834

37640
(55535)
17537
1316
1490
2418

11356
1701
3054

21111

72



Summary of Deferred Tax Asset/Liability

Opening Closing
Deferred Deferred
Tax Debit Credit Tax
Depreciation 2186 82 2268
Inventory 2905 1699 4604
Doubtful Debts 250 (73) 177
Employee Benefit Provisions 7694 110 7804
Make Good Provisions 701 (69) 632
Sales Return Provision 852 17 869
Derivatives — Cash Flow Hedges 0 0 4714 4714
Derivatives — Economic Hedges 168 (63) 0 105
Other 14 4) 10
Derivatives — Cash Flow Hedges (3340) 0 3340 0
Other (74) 2 (72)
Net Deferred Tax Assets 11356 1701 8054 21111
Estimated Journals
Income Tax Expense 55535
Income Tax Receivable 55535
(Income tax on 168287.88 at 33%)
Income Tax Expense (Temporary) 1701
Deferred Tax Asset 1701
(Deferred tax changes)
Other Income 8054
Deferred tax Asset 8054
(Deferred tax changes on equity)
Income Tax Receivable 1316
Dividends Received 1316

(Supplementary tax credit)
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Income Tax Receivable 1490
Interest Received

(Use of money interest received from IRD)

1490
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Appendix C: Tax terminology

Adapted from page 97 of the Master Tax Guide (MTG) 2011:

Assessable Income:
Income from technology projects
Investment income
Dividends received

Annual Gross Income

Deductions:

Technology expenditure
General expenses
Annual total deductions

Net income

Less:
Available losses

Taxable Income

Income tax liability

Less non refundable credits:
Credits in respect of supplementary dividends

Imputation credits on dividends

Less refundable credits:

Resident withholding tax

Residual Income Tax
Provisional tax paid

Terminal tax liability
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Following is a summary of the terminology being used.

From page 97-98 of the MTG I use six terms:

Terms

Definitions

Net Income

Gross income less total deductions

Taxable Income

Net income less available tax losses

Income Tax Liability

Tax on taxable income

Residual Income Tax

Income tax liability less any tax deducted at
source such as resident withholding tax on

interest, imputation credits on dividends

Provisional Tax

Tax paid towards the residual income tax —

usually during the income year

Terminal Tax Receivable or Payable

Residual income tax less provision tax

payments

From The Warehouse Group Limited’s 2007 financial statements included in Appendix

A and B there are five terms.

Terms

Definitions

Current Tax Expense

Income tax liability less non-refundable credits

Deferred Tax Expense

Tax on all temporary taxable differences for

the year according to NZIAS 12

Total Tax Expense

Current tax expense plus deferred tax expense
— the breakdown of these is shown in the notes

to the financial statements

Income Tax Payable or Receivable

Under the Income Tax Act 2004 this was

terminal tax payable or receivable

Deferred Tax Liability or Asset

Accumulated deferred tax expenses to date
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Appendix D: Example of reported year

An extract from The Warehouse Limited 2007 statement of financial position is as

follows:
Yt i ok SR Yot b REPORTED
S1d&TTIE= 1] 1 .1 =] T — 11| YEAR
AS AT 20 JULY 2007
GROUP GHOUR FARENT PARENT
o007 F006 007 2066
WOTE § 00 & 0 % i £ Ba
ASSETS
Current assets
Cash batances 19 T7.909 21.443 1,066 Q30
Recshvaines 11 25,630 18,761 247,772 167,826
Irveriones 12 254,770 247 62T - -
Taxation receivable 9 2418 37,610 1,338 8,908
Total current assels 380,627 325,341 260,176 177,664
Non-gurment assots
Irmpestiments 13 8,051 4,883 42,000 42,000
Property, plant and aquipmant 15 305,154 06,625 - -
Durlarrad taxation 10 13,153 11,255 - -
Taotal non-current assets 326,368 321,769 42,000 42,000
Total assets GEE6 986 B47,110 282176 219,664
LIABILITIES
Current liabilities
Bank overdraf 18 905 184 =
Payables and accruals 15 142,974 158,401 =
Borrowings 18 - 8,600 =
Total current labilities 143,879 168,185 =
Non-current liabilities
Borrowings 18 120,000 120,000 - -
Bomowings — secured 18 - T7.081 - -
Provisions 14 7.301 17,648 - -
Total non-current liabilities 127,301 144,729 - -
Tatal liabilites 271180 312,914 - -
EQUITY
Share capital 20 245,692 218,974 245,692 218976
Treasury stock 21 {14,699) IT/E28] - -
Employes aquity-settied benalits reser 22 1570 990 -
Foreign currency transiation reserve 23 - [3,068) - -
Retained eamings 24 182 B4T 124 647 46,484 GEE
Parent shareholders’ Interast 416 510 333047 202176 219,684
Minaority interest 268 2095 279 - -
Total equity 416,806 334,196 292178 219,664
Total equity and Rabilities GHE 0856 647,110 202178 219,664

On behall of the board

9001 Q.th:u!

Kaith Smith lan Morrice
Authorised for issue on 13 Saptember 2007
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Appendix E: Example of restated year

An extract from The Warehouse Limited 2008 statement of financial position is as

follows: RESTATED
YEAR
AZ AT 27 JULY 2008
GREAIT SRR FAFERT FARERT
WOTE 2006 2007 2008 2007
_____ sooh % G0 To08 & oah
A33ElD
Current assets
Cash and cash equivalents 18 17.392 77,909 2,510 1.066
Trade and other receivables 2 26,599 25,530 = =
Inventonies 149 275,581 254 77O - -
Derivative financial instruments 22 4,818 276 - -
Taxation recelvable 23 12,379 2418 3,402 1,338
Total current assets 338,767 360,903 5,912 2,404
Non-current assets
Praperty, plant and eguipment 25 270,603 283 586 - -
Computer software 28 23,814 21 568 - -
Investments 27 T.191 8,508 42,000 42,000
Daertvative financial Instruments 22 2,301 4,405 - .
Intercompany advances - - 214,423 251,823
Deferred taxation 24 14171 21,111 - -
Total non-current assets 318170 330578 256.423 203823
Total assats | B54 937 T AR1 242 335 208227
LIABILITIES
Current liabilities
Bank overdraft 28 - 905 - -
Borrowings 28 67000 - - -
Trade and other nayables an 124 018 110 546 - -
Dierjyative financial instruments 22 - 18 3243 - -
Provieions 28 24 384 35 444 - -
Tota! cumrent Uabilltles 205,382 165,238 -
Non-current liabllities
Borrowings 20 100,000 120,040 — =
Darivative financial instruments 22 - 418 - -
Provicione 28 14 goo 14 842 = =
Total non-current Habilities 114,829 135,060 - -
Taotal Habilities g 320.281 300,298 - -
Het asseis 334,658 41,183 262,330 256,237
EQLITY
Contributed egquity 30 238,773 235,508 251 445 250,297
Reserves a1 T.174 {6.618) - -
Retained eamings 33 B8 518 170,908 10,890 45,930
Total equity attributable to shareholders 334,485 390,858 262,335 296,227
Minority interest 32 191 295 - -
Total equity 334,656 400,183 262,335 206,227
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Appendix F: Example of NZ IFRS reconciliation

An extract from the notes to the financial statements from The Warehouse Limited’s

2008 financial statements is as follows:

39, EXPLAMNATION OF TRANSITION TO NEW ZEALAND EQUIVALENTS TO IFRS (NZ IFRS) (conTimiEDn)
|e) Asconcillation of tha Group Balance Sheat roported undes pravlous NI OAAP o that undes NI IFRS {comtinued)
[} At 29 July F0OT

R R FEESON, RS B IEFLETRE AR FED BALLS  FELHNATERS
bl gakt ARTREENTE SRR BT s [T RS aRRATR

TN L] i [H] 1] (L] m - Lo 1]
T T i oo i (1] (=" ¥ eaa W oo (1 Toan
™RODE D
Current assals
Cash and cash equrralents T7.904 - - - - - - - 11904
Trada and othar moakablag 25530 - - - - - - - 3550
Inverionies 254,770 - 284 770
Darmalive Nnarcial inslmenie - 27 - - - - - - 278
Taxation recoivatia 418 - - - - - - - 2418
Totsl currsnt ssssis AG0E2T aATE - - - - - - 360,903
Non-currenl assats
Property, plas ard eEapment 335154 = = - = - - 21558 283585
Campiter sofwang - - - - - - - 21588 Z1.563
Imszrstmerits 805y - - - T - - - 20N
Diarbmtig Anarcisl inatramsnts - 4.3 - - - - - 174 4 405
Dafearad tasstnm 13,153 4 19 - 1632 - 633 HES - #1111
Tortail nom-current pssets A2E358 R - 183N EST [ HiEg 176 339578
Tetsl asnnts 86,285 9,324 - LA3E BST a3z BEQ 176 TA81
LIABILITIES
Current liabiliti=s
Bank geandan 05 - - - - - - - s
Trade and other payables 136,508 - - - = - - (25081 110,545
Darwative narcial instnaments - 18343 - - - - - - 18343
Frovisions: 1366 - - = - 207 2633 26,738 38444
Tetal current liabilities 143576 18343 - - - 207 24833 176 185238
Huoi-curient llakdlties
Barmowings T30 iy - - - - - - = L0
Darkative Mnarcial instrumgnts - 418 - - - - - - ai8
Pronisions 7301 . B AE2 1 E7G 14 842
Tetsl pop-current akiSiae 127, 21 A= - £ a2 - 1 ETo - - 135N
Tatal llabiities 714018 7E] Y - 308 2Em  ite so0zue
Mot asssts 415,805 19,437) - 3824) 857  (LAGA) (LTB4) - A0O1E3
EHATY
Cantribiuled soiny 230.09% - 4,615 - - - - - 235588
Rosorwes Lars 19,202 514 = - - - |68
Raiarnasd aarnings 183.547 23 5210 EE BST  {LAGAl (1,76 — LITOGSE
Sharaholdare’ egqulty 215510 SA3T| - (2834 B5T |L46 1,764 - 30498838
Minority nierest 245 - - - - - - - 205
Tt aguity 415805 194357 - 3834 EST  |LA45  [1,7T68 - A0L1E3
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Appendix G: Example of reclassification

An extract from Cavalair Corporation Limited 2007 financial statements is as follows:

CTATCRACKI TS vC CIKIARM™SIAI DMACITIMAR
S IAITCWICIN IO W MANL AL FLUa iU
Ba al 30 June 900
EROUR PARENT
00 2008 i 2
miales LO0H £000 Ll S000
Shareholdera" aguity 56,1
Allributablé to sharshalders al [ha 'Trln|||.-n'-. B5, 000 TG 24, 795 PRA12
Attribuiabie fo meority sharehoiders of subsidiaries 1,083 1475 -
XS PR, OERS FOITY BERFR | BLaR | TR hEID
Tarrr lighalities B 65,161 B, 5T6 .
Currant limbilidics ] R b 4,372 34, 4N
SARALHOLOTAS TOUiT 7 AND TOTRL LLANILITIES $i08.372 | SIEGLEG B4, 067 SRl cad
Fizad aasats i T, 8BS il A0 .
Deferred Tax y bk .
Inwestmants . NZ 11 174 A3 24,640 P A
Goadwill using 3441 | .
Diaferred tax acagt FRS 2 351 9.3 :
BRm-CUmEERT anaT T EE i | EEamE|  mdme| 7dEnD

=
& §
=
o3

Current assets i e | B4, 716 _ _-HI.EEJ' 36,6
TOTAL ASSETS I_'FE-E,E-'FE | BA6300S $55 167 ol o

Thuse sietemonts =m bo bo med in conjenction with the Stedemont of Accoonting Polidies on pagos 27 o 34, tha Moton oo
peQan 29 10 48, and the Audit Heport on page
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An extract from Cavalair Corporation Limited 2008 financial statements is as follows:

CONSOLIDATED BALANCE SHEET
A= at 30 June 7008
GROUP
Z0na 007
Mote %000 000
RELCTATED
Deferred Tax
ASSETS using NZ
Pioperty, piant dind sgqupmen 12 H5.655 85,574 IFRS
IntangEble st 13 11,137 4,270
Irunstmaes in subsidianes L L .
IrvaETTEnE i Bouly-accouriad invasiaes 14 1689 174
Dl lisrreaid doin maasis 15 1 Gng 1527
Total non-ourrent assals 112874 07,148 31,000 25,108
Cash and cash equimlents 16i 338 B 4 4
Achipreas B aubmdanas M - - 47 351 40,558
Toade gl o renanahiles R aa oy AiEET -
Irvenbanog 14 64,235 34,1 "
Dianvaive fnancal insinemants 2 60 1,074 -
T rea i = ii6 i .
Plant and equiomant heid lor sals L a0 s
Total eurrant areals 108,971 B 252 47 355 4] 53T
Toks! passls 220145 B177 a7 78,355 65,722
EQuUITY
Sinwe Capai et VT 2, B T EET 12,640
Cash fiow hedgng rosoma 20 [ [} .
Fomeign ourancy ranskaton easne et 1,788 [T * =
Shara righls redere b Ry | 750 558 TES 558
Petarad cnings 20 g1 aoh 50 9,841 10,102
Total aguity 85104 FE e F8,E17 23,500
LIABILITIES
Lecang and bomomings 23 B, 000 65,161 - -
Eiminayss benains 22 3317 2end 1,558 1,848
Chireee panetilas 22 3,045 - - -
Dalairad rtims 25 =2r TG - -
Prowvimians 26 243 125 ]
Total non-syrrant Gphilnos Ay.a3n anETe 1,0en L Ran
Bari overdroft 16 483 2 - -
Loane ordl bonomings 2 EEET 2, B = =
Aovonoos fom subsidiaries as . 47,115 40,357
Tracls crediors, apcnEls ond pROVIRCNE 76 27 40541 25,065 Bz4 a5
Ot parganlae 22 3480 8,551 - -
Datared mnoomae 25 as o -
Dianmyaing finarcal inginmants 28 1,564 723 . -
T et A6 - 2 BB
Totol currant fohiltes A5, 206 30,553 47,70 ag Aty
Tetal kakiliting 137041 LIS H ] 49,733 £3 258
Total equily and Eabilitise 222145 BT T $78.355 55 112

Thg stafemant is 1o Do raod @@ Lot o with tho Auditors Regor an page &3 and Lha Wirtes on pages J6 Lo 89
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as follows:

An extract from Cavalair Corporation Limited 2008 notes to the financial statements is

Reclassification
R AN O TREARSITIOE TO BN JEAL AN BRI BT O PR IHE RES tent e
2. RacancilizHan ol aauly uader previoos BT GALP 1o epully under MY IFRS lenmedmsudl
[d] &1 15 end of the last reporting period under provisus NZ GAAP: 30 Juna 2007 (the Groupl
EFFECT OF |
PREWIIUS | TRANSITION | RECLASS- |
NIGAAR | T NI RS FICATION | ME IFRS |
Mote L 1L H000 Ll S

Defgrred Tax Deferred
Assots using NZ Tax using
Progerty, plant and sguigment FRS b, 70,488 8B4 NZ IFRS
Intangbde assals i | 3 s
imsimants in sguiy-accounied invasies 174 174
Duetanad tas aasnt a 2,30 {57 1,612 33T
Tatal non-curen csots B 304 10,13 1,612 | ar. 145
Cash ot bark 815 i1 | B4
Traca ard other recatahlas 353,71 rerh 33827
Insrdaiies 44 731 44 TH
Dertvaties Tnancial meinimsnis [ - 1,074 1074
Tax rsceivable 1,728 - 11.612) 116
Tatal cusrard sessls E1ATE = 18121} anasz
Tatal nsssts FriE Az 11,005 | ETTEaT
Equity
Bnara capial 12 840 - 12840
Cash flow hedging rasans C ) |2
Frasign cirrenny Innslalion reasns [ I 1] 3| [e=1]
Shars rghts reasne d 5td 45 5558
Retansd =amngs B2 434 7.5 58030
Tabal aquity aftributabbe to equity holders of the Company 25 (M0 7.5648 - Y2568
Minyority ininrosd i 1833 {1, B
Tartal equaty 7 B3 5,Td5 -1 72588
Lizbilities
Lrans ard borosings oA 1R B, 161
Ermployas banedis | - 2,358 iL&f | 2504
Dedarad nooms =] 188
Previsiona -] 125 126
Tatal non-currsnt linbilnas 5, 161 bl 6 | 88,276
Hards avardrait 342 i B4z
Liwarfia ared Psrnst i 283z - 2.a32
Trodk creditces and aconals 2 <] [EE5 Y L8B3
Cither payilies | £ 50 1,71 8,551
Dedamad incoma - 22 a2
Certvatiee firmancial insinomests T2a Ta3
Tatal currani liabilses 34,388 2,611 (444 36,553
Taotal habelities 0 545 5,20 o482
Tertal agiaty arsd lhiabililies $1EG 372 11,025 - ENTToeT
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Appendix H: Example of other variances

An extract from ING Property Trust 2007 financial statements is as follows:

Q
o
o
Q.
.
O

. P : r r :
Statement Of K Cl

LI | LI S i

llall

As at 31 March 2007

Equity
Units an Issue 2 553,732 553,732 534,933 534,933
Revaluation resarve 3 144,446 - 65,843 -
Ratained garnings 7118 {27,484} 14,058 (22,518}

Total Unitholders' Funds 705,286 525,248 514,837 512,415

Represented by

Assets

Current assets
Cash & depasits 1.006 15 1,055 a3
Accounts recevable 9 5.310 Fas] 14,237 149
Taxation rafund 1,190 13,050 4083 H126
Other current assets 1 14,221 122 L] 127

Total curment assets 2. 7E 13,400 19871 8,505

Non-current assets
Advances to subsidiaries 5 - B55,316 796,205
Investment properties (] 853,958 - 769,378 -
Properties intended for sale r 125,462 - 54,829 -
Inwestment property under development ] - - 38218 -
Imvestments 11 41,400 - 18712 -
Cithed non-curmnt assets 12 13,547 e 14,436 146

Totai non-current assets 1,034,376 850,418 895,573 746,351

Total assets 1,056,103 872824 915,444 804,856

Liahilitles

Current liabilities
Accounts pavable & accruals 13 8,925 5453 10,099 2,708
Ot currant kabilitees ] - 2,156 1,415

Total current Habilitles 9,584 5453 12,295 4123

Won-curTent liabiiities
Term loan id 341,123 341,123 288,318 288,314

Total non-current liabillties 341,123 341123 288318 288,318

Tatal liabilities 350,807 345,576 00,613 202,441

Met Assets 705,296 526,248 614,831 512,415

For and on behalf of the Manager, ING Property Trust Management Limited

. ¢ ) -
Y == ZZ:ZM«L
Michael Smith Trewar Scoft
Chairman Director

Date: 20 June 2007

The notes on pages 36-52 form part of and are to be read in conjunction with these financial statements.
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An example from ING Property Trust 2008 financial statements is as follows:

Group

30 ATKN

Non-current assets

Investment properties & 1111487 - 1.023.270 -

Property, plant and equipment 7 55,830 - 19,084 -

Inuestments a 18,665 - 19.635 -

Demative fmancial instruments 8 6482 6,054 7,681 7682

Other non-curment assets 10 11,789 935,156 11,308 859,418

Total non-ourrent assets 1,204,254 541,250 1,080,089 867,110

Currant assats

Cash and tash equivalents a7 6 1,055 15

Trade and other receivables " 4,116 123 18, B8O 197

Orther cusrent asiety ) 3544 174 T8 136

Derrvative Tirancial matruments =] 1,294 1,294 621 821

Taxatson recesabile - 3674 (M [=] 13,050

Total current assets 9,851 5.231 22,475 14,009

Total assets 1,214,115 946,481 1,103,468 231,119

Unitholders’ funds

Unitts on ssue 13 522,876 522876 553,732 553,732

Hedging reserve 14 A4974 4,974 5355 1 Deferred

Aetained earnings 15 172,678 [20,4471) 147,654 124 .

Total unitholders® funds 700,528 498,400 706,941 .-{ Tax using
NZ IFRS

Non-current Fabilities

Borrowings 16 457,413 440,848 353.053 3

Dervative financial irstruments 9 509 508 ATH

Dueferred tax 17 44,265 2.440 33.257 2621

Tatal non-curcent labidlities 502,187 443,797 386,789 344223

Current liabilities

Trade and other payables 18 9313 4,119 89713 5,452

Dervative financial instrumerts. 9 224 156 - -

Tawation payable 1081 - - -

Other curment liabilities Tz - 754 -

Total current Habilithes 11,400 4,275 BT3B 5,452

Total llabilities 513,587 44B 072 IO 52T 349,675

Total unitholders' funds and llabilities 1.274,115 946,481 1,103,468 881,119

For and on behalf of the Manager, ING Froperty Trust Management Limited

Y= 52’4@11

Michael Smith Trewor Scott
(Chairmman Direcior
24 June 2008

Thee notes on pages 45-80 form part of, and are 1o be read in conjunction with, thess financial statements
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An example from ING Property Trust notes to the financial statements is as follows:

Reconciliation between previous MZ GAAP and NZ IFRS

Reconciliation of Group balance sheet
As at 31 March 2007

Non-current assets
Imestment properies

Property, plant and equipment
Investments

Properties intendad for sale
Derwvative financial instruments
Other non-current assets

Total non-current assets

Current assets

Cash ard cash equivalents
Trade and other recenables
Crther current assets

Dervative financial instrurments
Taxation recetvable

Total current assets

Total assets

Unitholders' funds

Units on ssue

Revaluation reserve
Hedging reserve

Retained earnings

Total unitholders’ funds

MNon-current liabilities
Borrowings

Dervative financial instruments
Deferred tax

Total non-current liabilities

Current liabilities

Trade ard other payables

Taxation payable

Other cuwrrent liabifities

Total current liabilities

Total liabilities

Total unitholders’ funds and liabilities

a 853,958
41,405
] 125,462
f =
d 13,547

1,024,376

L=

-

1,006

18,586

d BBG
1,180

21,671

1,066,047

553,732
h 144,446

i =
7118
705,296

Deferred
Tax using J
NZ FRS

341,123

{55)
341,068

B.O25
758

9,684
350,752
1,056,047

{125,462}
7,692

{2.23%)
34,808

{163)
621
458

35,356

{144,448)
5,355
140,775
1,684

479
33,182
33,67

33,671
35,356

1000k L0k

14,405 1.023.270

19,084 19,084
(21,774) 19,635
- 7,692

- 11,308

11.715 1,080,989

53 1,059
254 18,880
3 729

- 621

- 1,180
350 22,479

12,065 1,103,468

- 553,732
Deferred Tax

using NZ

IFRS

1.9 353,053

- 479

120 33,257

12,050 386,784

54 8979

754

g4 a9 738

12,904 306,527

12,065 1,103,468
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An example from ING Property Trust notes to the financial statements is as follows:

17. Deferred tax

The fallawing are tha major deferred tax Babilities and assets recognesed by the Group, and tha movemants thereon during the current
and prior year:

= = oy o]
([ 8 e FHincs S

Balance at the begnning of the year 33,257 2621 3,218 330
Aoquisition of joint vwenture - - 440 -
Creferred tax on depreciaton 6,302 - 15,567 -
Lirmealised gams on revaluation of buidings 7,546 - 11,7789 -
Ureealsed gaks on SWAF revaluatons (187} (187} 2,307 2,307
Impact of change &= tax rate to 0% {3,023 = - -

Cher {69) G [55) [16)
HBalanca at the end of the year a4, M5 2,440 33,257 2,621

The accumulated delerred tax related 1o the unrealised saln on buddeng revaluations & $18,417,233 (2007 311,838,192
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