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New Zealand Equivalent to International Accounting n8tad 20 Accounting for
Government Grants and Disclosure of Government AssistiMi£dAS 20) is set out in
paragraphs 1-43. NZ IAS 20 is based on Internatidnebunting Standard 28ccounting
for Government Grants and Disclosure of Government Assist(IAS 20) (reformatted
1994) issued by the International Accounting Stagdsi@ommittee (IASC) and adopted by
the International Accounting Standards Board (IASBAIl the paragraphs have equal
authority but retain the IASC format of the Standaidgen it was adopted by the IASB.
NZ IAS 20 should be read in the context of the IASB&sis for Conclusions on IAS 20,
the New ZealandPrefaceand the New Zealand Equivalent to the IABBmework for the
Preparation and Presentation of Financial Stateme( Frameworl. NZ IAS 8
Accounting Policies, Changes in Accounting Estimated Errorsprovides a basis for
selecting and applying accounting policies in theemce of explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdratlements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be reeto as surplus/deficit and capital or
share capital may be referred to as equity.
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© Copyright 6



NZ 1AS 20

*

Introduction to NZ IAS 20

The Standard prescribes the accounting for, andadigre of, government grants and the
disclosure of other forms of government assistance.

In adopting IAS 20 for application as NZ IAS 20 thédwing changes have been made:

(a) application of the Standard by public benefititees is limited to the disclosure
requirements in paragraph 39; and

(b) additional disclosures are required if an gritis applied certain options permitted
in the Standard (paragraph NZ 39.1).

Profit-oriented entities, other than qualifying iéas applying any differential reporting

concessions, that comply with NZ IAS 20 will simultansly be in compliance with

IAS 20. Public benefit entities using the “NZ” paraghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 20.

Whether a public benefit entity will be in complignwith IAS 20 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedjpg IASB Standard and will be

applied by the public benefit entity.

Application of NZ IAS 20 by public benefit entities hhaeen restricted for the following
reasons:

(@) government grants are a fundamental comporighedinancial statements of many
public benefit entities. The treatment of governingrants is likely to have a
material impact on the financial statements of mubnefit entities; and

(b) application of the measurement and recognitézgjuirements in the Standard could
result in the assets and equity of public benefitties being materially understated,
particularly in the case of capital grants.

Differential Reporting
Qualifying entities must comply with all the provia®in NZ IAS 20.

As part oflmprovements to NZ IFRSssued in June 2008 the terminology used in thésd@&rd was
amended to be consistent with other NZ IFRSs dsvist

(@) ‘taxable income’ was amended to ‘taxable prafitax loss’,

(b) ‘recognised as income/expense’ was amenda@d¢ognised in profit or loss’,

(c) ‘credited directly to shareholders’ interestsifey’ was amended to ‘recognised outside profit or
loss’, and

(d) ‘revision to an accounting estimate’ was amendechange in accounting estimate’.

7 © Copyright



NZ 1AS 20

New Zealand Equivalent to International
Accounting Standard 20

Accounting for Government Grants and
Disclosure of Government Assistance
(NZ IAS 20)

Scope

1 This Standard shall be applied in accounting forand in the disclosure of,
government grants and in the disclosure of other fons of government
assistance.

Public Benefit Entities

NZ 1.1 Public benefit entities shall not apply therecognition, measurement and
presentation requirements set out in paragraphs 7033 of this Standard.
Public benefit entities shall apply the disclosure requirements in
paragraph 39.

2 This Standard does not deal with:

(a) the special problems arising in accounting government grants in
financial statements reflecting the effects of ahmag prices or in
supplementary information of a similar nature.

(b) government assistance that is provided forraityan the form of benefits
that are available in determining taxable profit @x loss or are
determined or limited on the basis of income tability. Examples of
such benefits are income tax holidays, investrteentredits, accelerated
depreciation allowances and reduced income tax.rates

(c) government participation in the ownership of ¢méity.

(d) government grants covered by NZ IASAdriculture

Definitions

3 The following terms are used in this Standard wit the meanings specified:

Government refers to government, government agencies and sila bodies
whether local, national or international.
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Government assistance is action by government designed to provide an
economic benefit specific to an entity or range oéntities qualifying under
certain criteria. Government assistance for the pipose of this Standard
does not include benefits provided only indirectlythrough action affecting
general trading conditions, such as the provision foinfrastructure in
development areas or the imposition of trading corigints on competitors.

Government grants are assistance by government in the form of tranefs of

resources to an entity in return for past or future compliance with certain

conditions relating to the operating activities ofthe entity. They exclude
those forms of government assistance which cannotasonably have a value
placed upon them and transactions with government hich cannot be

distinguished from the normal trading transactionsof the entity.”

Grants related to assets are government grants whose primary condition is
that an entity qualifying for them should purchase,construct or otherwise
acquire long-term assets. Subsidiary conditions nyaalso be attached
restricting the type or location of the assets ortte periods during which they
are to be acquired or held.

Grants related to income are government grants other than those related to
assets.

Forgivable loans are loans which the lender undertakes to waive reggyment
of under certain prescribed conditions.

Fair value is the amount for which an asset could be exchangdetween a
knowledgeable, willing buyer and a knowledgeable, Ming seller in an arm’s
length transaction.

Public Benefit Entities
NZ 3.1 The following term is used in this Standardvith the meaning specified:

Public benefit entities are reporting entities whose primary objective isto

provide goods or services for community or social dnefit and where any
equity has been provided with a view to supportinghat primary objective

rather than for a financial return to equity holders.

Government assistance takes many forms varying botthe nature of the
assistance given and in the conditions which arallysattached to it. The
purpose of the assistance may be to encouragetityterembark on a course of
action which it would not normally have taken if #gsistance was not provided.

The receipt of government assistance by an enidy be significant for the
preparation of the financial statements for two oeas Firstly, if resources have
been transferred, an appropriate method of acawyritr the transfer must be
found. Secondly, it is desirable to give an intara of the extent to which the

See also NZ SIC-1Government Assistance—No Specific Relation to Gipgractivities
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entity has benefited from such assistance durirg réporting period. This
facilitates comparison of an entity’s financial tetaents with those of prior
periods and with those of other entities.

Government grants are sometimes called by otheresasuch as subsidies,
subventions, or premiums.

Government grants

7

10

10A

11

12

13

Government grants, including non-monetary grantsat fair value, shall not
be recognised until there is reasonable assurandestt:

(a) the entity will comply with the conditions atteching to them; and
(b)  the grants will be received.

A government grant is not recognised until thereeasonable assurance that the
entity will comply with the conditions attaching th and that the grant will be
received. Receipt of a grant does not of itseffviste conclusive evidence that
the conditions attaching to the grant have beenilbbe fulfilled.

The manner in which a grant is received does fiiettzthe accounting method to
be adopted in regard to the grant. Thus a gramtc@®unted for in the same
manner whether it is received in cash or as a remudaif a liability to the
government.

A forgivable loan from government is treated g®aernment grant when there is
reasonable assurance that the entity will meet eéhmg for forgiveness of the
loan.

The benefit of a government loan at a belowketarate of interest is treated as a
government grant. The loan shall be recognisedhagmkured in accordance with
NZ IAS 39Financial Instruments: Recognition and Measuremertie benefit of
the below-market rate of interest shall be measasethe difference between the
initial carrying value of the loan determined ircadance with NZ IAS 39 and
the proceeds received. The benefit is accountednfaccordance with this
Standard. The entity shall consider the conditiamd obligations that have been,
or must be, met when identifying the costs for whilth benefit of the loan is
intended to compensate.

Once a government grant is recognised, any celatmtingent liability or
contingent asset is treated in accordance with NZ3A8rovisions, Contingent
Liabilities and Contingent Assets

Government grants shall be recognised in profior loss on a systematic basis
over the periods in which the entity recognises asxpenses the related costs
for which the grants are intended to compensate. ey shall not be credited
directly to shareholders’ interests.

There are two broad approaches to the accouftingovernment grants: the
capital approach, under which a grant is recognisgaside profit or loss, and the
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income approach, under which a grant is recognisgatafit or loss over one or
more periods.

Those in support of the capital approach arguelbows:

(@) government grants are a financing device andldhbe dealt with as such
in the statement of financial position rather th&nrecognised in profit or
loss to offset the items of expense that they fiean Because no
repayment is expected, such grants should be messtjoutside profit or
loss; and

(b) it is inappropriate to recognise governmentnggain profit or loss,
because they are not earned but represent an ieentovided by
government without related costs.

Arguments in support of the income approach sfelws:

(a) because government grants are receipts fromowaces other than
shareholders, they should not be recognised diractequity but should
be recognised in profit or loss in appropriate @esi

(b) government grants are rarely gratuitous. Th@yeearns them through
compliance with their conditions and meeting theisaged obligations.
They should therefore be recognised in profit aslover the periods in
which the entity recognises as expenses the retaists for which the
grant is intended to compensate.

(c) because income and other taxes are expensefgical to deal also with
government grants, which are an extension of fipodities, in profit or
loss.

It is fundamental to the income approach thategument grants should be
recognised in profit or loss on a systematic baser the periods in which the
entity recognises as expenses the related costghiich the grant is intended to
compensate. Recognition of government grants afitpor loss on a receipts
basis is not in accordance with the accrual accograssumption (see NZ IAS 1
Presentation of Financial Statementnd would be acceptable only if no basis
existed for allocating a grant to periods otherntithe one in which it was
received.

In most cases the periods over which an entitggeises the costs or expenses
related to a government grant are readily ascedtdédn Thus grants in
recognition of specific expenses are recognisegrofit or loss in the same
period as the relevant expenses. Similarly, greeléded to depreciable assets are
usually recognised in profit or loss over the pasiand in the proportions in
which depreciation expense on those assets is riseagn

Grants related to non-depreciable assets mayedsire the fulfilment of certain

obligations and would then be recognised in prafitogs over the periods that
bear the cost of meeting the obligations. As anmge, a grant of land may be
conditional upon the erection of a building on #ie and it may be appropriate
to recognise the grant in profit or loss over tfedf the building.
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19

20

21

22

23

24

25

26

27

Grants are sometimes received as part of a paakafinancial or fiscal aids to
which a number of conditions are attached. In staées, care is needed in
identifying the conditions giving rise to costs agxpenses which determine the
periods over which the grant will be earned. It rhayappropriate to allocate part
of a grant on one basis and part on another.

A government grant that becomes receivable as cpensation for expenses
or losses already incurred or for the purpose of ging immediate financial
support to the entity with no future related costsshall be recognised in profit
or loss of the period in which it becomes receivaél

In some circumstances, a government grant magwaeded for the purpose of
giving immediate financial support to an entityheat than as an incentive to
undertake specific expenditures. Such grants neagdnfined to a particular
entity and may not be available to a whole classbeheficiaries. These
circumstances may warrant recognising a grant ifitpwo loss of the period in

which the entity qualifies to receive it, with dissloe to ensure that its effect is
clearly understood.

A government grant may become receivable by dityess compensation for
expenses or losses incurred in a previous periadh & grant is recognised in
profit or loss of the period in which it becomeseigable, with disclosure to
ensure that its effect is clearly understood.

Non-monetary government grants

A government grant may take the form of a transf@ non-monetary asset, such
as land or other resources, for the use of theyentn these circumstances it is
usual to assess the fair value of the non-monetssgt and to account for both
grant and asset at that fair value. An alternativerse that is sometimes
followed is to record both asset and grant at a nah@mount.

Presentation of grants related to assets

Government grants related to assets, includingam-monetary grants at fair
value, shall be presented in the statement of finafal position either by
setting up the grant as deferred income or by dedting the grant in arriving
at the carrying amount of the asset.

Two methods of presentation in financial statemefgrants (or the appropriate
portions of grants) related to assets are regaadeatceptable alternatives.

One method recognises the grant as deferred antiweth is recognised in profit or
loss on a systematic basis over the useful lifihefasset.

The other method deducts the grant in calcgative carrying amount of the
asset. The grant is recognised in profit or logr ¢he life of a depreciable asset
as a reduced depreciation expense.

© Copyright 12
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The purchase of assets and the receipt of delgtants can cause major
movements in the cash flow of an entity. For tei&son and in order to show the
gross investment in assets, such movements ane difelosed as separate items
in the statement of cash flows regardless of whesh@ot the grant is deducted
from the related asset for presentation purposethenstatement of financial

position.

Presentation of grants related to income

Grants related to income are sometimes presastedcredit in the statement of
comprehensive income, either separately or undgereeral heading such as
“Other income”; alternatively, they are deducteddporting the related expense.

If an entity presents the components of profitloss in a separate income
statement as described in paragraph 81 of NZ IASslréaised in 2007), it
presents grants related to income as required iagpgph 29 in that separate
statement.

Supporters of the first method claim that iiriappropriate to net income and
expense items and that separation of the grant filwenexpense facilitates
comparison with other expenses not affected by mtgrfaor the second method it
is argued that the expenses might well not have eemred by the entity if the

grant had not been available and presentation efeipense without offsetting
the grant may therefore be misleading.

Both methods are regarded as acceptable fgrrdsentation of grants related to
income. Disclosure of the grant may be necessarg fwroper understanding of
the financial statements. Disclosure of the effefcthe grants on any item of
income or expense which is required to be separatedglosed is usually

appropriate.

Repayment of government grants

A government grant that becomes repayable shallebaccounted for as a
change in accounting estimate (see NZ IASAccounting Policies, Changesin
Accounting Estimates and Errors). Repayment of a grant related to income
shall be applied first against any unamortised defeed credit recognised in
respect of the grant. To the extent that the repapent exceeds any such
deferred credit, or when no deferred credit existsthe repayment shall be
recognised immediately in profit or loss. Repaymentf a grant related to an
asset shall be recognised by increasing the carngnamount of the asset or
reducing the deferred income balance by the amountepayable. The
cumulative additional depreciation that would havebeen recognised in profit
or loss to date in the absence of the grant shalelrecognised immediately in
profit or loss.
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33

Circumstances giving rise to repayment of atgrelated to an asset may require
consideration to be given to the possible impaitnuodrihe new carrying amount
of the asset.

Government assistance

34

35

36

37
38

Excluded from the definition of government gritt paragraph 3 are certain
forms of government assistance which cannot rea$prietve a value placed

upon them and transactions with government which aiaina distinguished from

the normal trading transactions of the entity.

Examples of assistance that cannot reasonaléydsalue placed upon them are
free technical or marketing advice and the provisib guarantees. An example
of assistance that cannot be distinguished frormthimal trading transactions of

the entity is a government procurement policy thaesponsible for a portion of

the entity’s sales. The existence of the benefithinbe unquestioned but any
attempt to segregate the trading activities fromegoment assistance could well
be arbitrary.

The significance of the benefit in the abovengxas may be such that disclosure
of the nature, extent and duration of the assistasimecessary in order that the
financial statements may not be misleading.

[Deleted by IASB]

In this Standard, government assistance doesirmoiide the provision of
infrastructure by improvement to the general tramspand communication
network and the supply of improved facilities such iarigation or water
reticulation which is available on an ongoing indeti@ate basis for the benefit
of an entire local community.

Disclosure

39

The following matters shall be disclosed:

(a) the accounting policy adopted for government gmts, including the
methods of presentation adopted in the financial atements;

(b)  the nature and extent of government grants regnised in the
financial statements and an indication of other foms of government
assistance from which the entity has directly ben&éd; and

(c) unfulfiled conditions and other contingencies attaching to
government assistance that has been recognised.
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Profit-Oriented Entities
NZ 39.1 To comply with the disclosures required byparagraph 39:
@) where, in accordance with the option permittedby paragraph 23, a

(b)  where, in accordance with the requirements gbaragraph 24, an entity

(c) where, in accordance with the option permittedby paragraph 29, an

government grant takes the form of a transfer of anon-monetary asset
and an entity has recorded both an asset and a gramt a nominal

amount, an entity shall disclose, in the period invhich it was received,
the fair value of the grant received;

has presented a government grant related to assedtsthe statement of
financial position either by setting up the grant & deferred income or
by deducting the grant in arriving at the carrying amount of the asset,
an entity shall disclose:

() the fair value of the grant received at theitne of receipt;

(i)  the amount recognised as deferred income afeducted from the
carrying amount of the asset at the time of receipt

(i)  the number of years over which the deferredincome is
recognised as income or the estimated useful lifé the related
asset; and

entity has deducted a grant related to income in gorting the related
expense, an entity shall disclose the fair value tie grant received.

Transitional provisions

40

[Paragraph 40 is not reproduced. The transitipnavisions in IAS 20 are not
relevant to the adoption of this Standard.]

Effective date

41

42

43

This Standard becomes operative for an entifinfancial statements that
cover annual accounting periods beginning on ceraftJanuary 2007. Early
adoption of this Standard is permitted only when ety complies with
NZ IFRS 1 First-time Adoption of New Zealand Equivalents tdetnational
Financial Reporting Standard®r an annual accounting period beginning on or
after 1 January 2005.

NZ IAS 1 (as revised in 2007) amended the terromolused throughout new
Zealand equivalents to IFRSs. In addition, it abllgaragraph 29A. An entity
shall apply those amendments for annual periodsinbeg on or after

1 January 2009. If an entity applies NZIAS 1 (redis2007) for an earlier
period, the amendments shall be applied for thdieeperiod.

Paragraph 37 was deleted and paragraph 10A adgleéimprovements to
NZ IFRSsissued in June 2008. An entity shall apply thoseeradments
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prospectively to government loans received in plrideginning on or after
1 January 2009. Earlier application is permittedf an entity applies the
amendments for an earlier period it shall disclbse fact.
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