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Chairperson and Subcommittee Members 
AUDIT AND RISK SUBCOMMITTEE 

5 MAY 2016 

Meeting Status: Public 

Purpose of Report: For Information 

INLAND REVENUE COMPLIANCE REVIEW 

PURPOSE OF REPORT 

1 This report provides the Subcommittee with a summary of the taxation 
compliance review that has been completed and submitted to the Inland 
Revenue Department for further consideration.  

DELEGATION 

The Audit and Risk Subcommittee has delegated authority to consider this 
report under the following delegation in the Governance Structure, Section 
C.3.7  - Without limiting the generality of this delegation the Subcommittee has 
the following functions, duties and powers: 

Internal Control Framework 
7.1   Review whether management’s approach to maintaining an 

effective internal control framework is sound and effective  

BACKGROUND 

3 On the 17 November 2015, the IRD notified the Kāpiti Coast District Council 
that they were undertaking an initial risk review of the Council’s tax obligations 
and compliance for the year ended 30 June 2014. 

4 Specifically, the IRD’s compliance review was focussed on all taxation matters 
relating to Goods and Service Tax (GST) and remuneration.  

5 Council was required to complete a risk review questionnaire by 12 February 
2016. This provides the IRD with a preliminary review of Council’s records and 
is used to determine whether a formal tax audit is required.  

6 As part of the risk review, Council was encouraged to notify the IRD of any 
known taxation errors before any formal notification of a tax investigation is 
issued. The advantage of any such disclosures would be reduced penalties on 
any tax shortfalls identified in a formal investigation. 

7 To best position Council with this risk review, external taxation consultants, 
PricewaterhouseCoopers (PwC) were engaged to complete a full taxation 
compliance review, assist Council with the timely completion of the risk review 
questionnaire and to assist Council to notify the IRD of any tax errors (if any 
were determined). 

Issues 

8 PwC determined that generally, Council maintains a high-level of tax 
compliance. However, they determined that Council had incorrectly accounted 
for tax in relation to several GST, PAYE and FBT matters. The full PwC Tax 
Compliance Review is attached as Appendix 1 to this report. 
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9 The main taxation errors included incorrect GST treatment of property and 
water rates payments received in advance; several non-qualifying employee 
tax free “hurt and humiliation” payments and incorrect GST treatment of 
insurance proceeds received by the Council to effect a weather tight claim 
settlement.  

10  PwC also recommended several areas for taxation improvement, which only 
require minor corrections. Namely, PwC recommended Council-wide taxation 
training, sufficient to the level of seniority and responsibility of council 
employees. 

11 The IRD require all taxation errors identified to be retrospectively back-dated up 
to a maximum period of four years (if applicable). Council complied with the 
IRD risk review deadline, notifying the IRD that several taxation errors were 
identified and work was underway to assess the full extent of these errors over 
the full four year period. 

12 PwC and Council are aiming to finalise the full extent of these taxation errors by 
late April 2015. A decision from the IRD regards undertaking a formal tax audit 
is subject to their consideration and assessment of Council’s pre-notification 
taxation errors.  

CONSIDERATIONS 

Policy considerations 

13 There are no policy implications arising from this report. 

Legal considerations 

14 There are no legal implications arising from this report. 

Financial considerations 

15 Subject to review and confirmation from the IRD, Council’s additional tax 
liability is estimated to be $97,000. This includes additional PAYE of $22,000, 
additional GST of $32,000 and Use of Money Interest (UOMI) of $43,000 for 
both unpaid and late payment of taxes.  

16 In addition, PwC professional fees to assist Council with this tax compliance 
review are estimated to be approximately $50,000 plus GST.  

17 Total costs can only be finalised once a decision has been issued by the IRD. 
These costs have not been provided for in the 2015/16 Annual Plan and will be 
treated as an operating expense, impacting Council’s net operating deficit for 
the year ended 30 June 2016. 

Tāngata whenua considerations 

18 There are no tāngata whenua considerations. 

SIGNIFICANCE AND ENGAGEMENT  

Degree of significance 

19 This matter has a low level of significance under the Council policy. 
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Publicity  

20 There are no publicity considerations. 
 

RECOMMENDATIONS 

21 The Audit and Risk Subcommittee notes the findings of the tax compliance 
review completed by PricewaterhouseCoopers as attached in Appendix 1 to 
this report (Corp-16-1888).  

22 The Audit and Risk Subcommittee notes that a decision from the Inland 
Revenue Department regards undertaking a formal tax audit is subject to their 
consideration and assessment of Council’s pre-notification taxation errors.  

23 The Audit and Risk Subcommittee notes that the total cost of additional taxes 
payable to IRD and PricewaterhouseCoopers professional fees is unbudgeted 
and estimated to be approximately $147,000 and will be recognised as 
operating expenditure for the year ended 30 June 2016. 

 

Report prepared by Approved for submission Approved for submission 
   

Mark de Haast Sean Mallon Wayne Maxwell 
Financial Controller Group Manager  

Infrastructure Services 
Group Manager 
Corporate Services 

 

Appendix 1 PricewaterhouseCoopers “Kapiti Coast District Council tax compliance 
review”, dated February 2016.  
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