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Abstract 

 

This study reports the results of an investigation of the tax compliance cost burden for New 

Zealand small businesses.  It is one part of a larger continuing international project (across 

six countries), which is evaluating and comparing tax compliance costs affecting the small 

business sector.  This study differentiated tax compliance activities from core accounting 

activities in order to identify the managerial benefits of tax compliance.  It also investigated 

whether various New Zealand small business tax concessions are perceived to be achieving 

their objective of relieving the tax compliance burden for small businesses.  

 

To determine New Zealand small businesses tax compliance cost burden, an on-line survey 

was conducted during the period of late 2012 to early 2013. The New Zealand results 

reinforce prior studies that tax compliance costs, as well as core accounting costs, are 

regressive with respect to business size, with the compliance burden being proportionately 

greater for smaller businesses.  It was also found that a majority of the respondents 

perceived significant managerial benefits in tax compliance for their business.  The findings 

reveal that the respondents seemed to be unaware of the eligibility rules for the various 

small business tax concessions.  Overall, the survey results concerning the small business 

tax concessions cast some doubt as to whether they fulfil their objective of simplification of 

the tax system for small businesses. 

1.0 INTRODUCTION 

 

This study reports the results of an investigation of tax compliance cost burden for New 

Zealand small businesses. The rationale for this study is twofold.  First, developed and 

developing countries recognise that small businesses play an important role in economic 

growth.  Small businesses are a well proven engine for wealth and job creation,
1
 and are 

used favourably by politicians, bureaucrats and others in the community.  Secondly, it is 

desirable for New Zealand’s economy to expand the small business sector but highly 

regressive tax compliance costs are the greatest constraint to such expansion.
2
  Large 

businesses benefit from economies of scale.  
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An effective and efficient tax system makes a crucial contribution to the national economy.  

New Zealand, like many other jurisdictions, uses a tax system based on voluntary 

compliance, which is a system of taxation by ‘agreement’ with enforcement mechanisms in 

place.
3
  Taxpayers are expected to understand and comply with their tax obligations.  

Compliance costs are the key component of any tax system’s operating costs.  Compliance 

costs are incurred by taxpayers in planning and complying with the taxation system.  Over 

the years the tax system in New Zealand has become increasingly complex and taxation 

compliance the largest single compliance costs for businesses in New Zealand.
4
  Small 

business taxpayers generally perceived the tax compliance process to be burdensome, costly 

and involving a lot of paper work.  Driving compliance costs down and removing 

unnecessary complexity from the tax system are the ways Inland Revenue (IR) can deliver 

gains for the New Zealand economy. 

 

The current study is a part of larger continuing and evolving international project (involving 

researchers from Australia, Canada, Ireland, New Zealand, South Africa and the United 

Kingdom).  The purpose of the present study is to measure small businesses tax compliance 

cost by a party independent of Inland Revenue (IR) and compare the tax compliance costs 

with IR’s 2009 SME tax compliance cost report,
5
 along with assessment of small business 

tax compliance costs in Australia.  To achieve this objective, the study includes internal and 

external compliance costs to which small businesses are subject.  Internal costs include costs 

associated with goods and services tax (GST), income tax, pay as you earn (PAYE), 

KiwiSaver and fringe benefit tax (FBT) obligations.  External costs are the costs of using 

professional tax advisors to comply with taxation legislation.  The three tax compliance 

benefits identified in literature
6
 have also been included.  These benefits are: cash flow 

benefits, managerial benefits and tax-related incidental expenses deductibility.  The study 

also covers small business tax concessions (SBTCs) granted to small businesses by tax 

legislation.  To facilitate the distinction between tax compliance costs and accounting costs, 

the study included both tax and accounting activities. 

 

The remainder of this paper is organised as follows. Section 2 provides a succinct review of 

the tax compliance cost literature, with particular reference to small businesses.  Section 3 of 

the paper considers an understanding of what is meant by a “small business” and details the 

research design and methodology employed.  The results of the survey are outlined in 

Section 4.  Section 5 considers the limitations and sets out the conclusions emerging from 

this study. 
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2.0 LITERATURE REVIEW 

 

A considerable body of literature currently exists in many OECD and non-OECD countries 

that examines the tax compliance costs for small and medium enterprises (SMEs).  

Sandford’s pioneering work
7
 in the field of tax compliance costs generated interest in tax 

compliance costs across government departments, businesses, professional bodies and 

academia.  Pope
8
, Evans et al

9
, McKerchar et al

10
 and Lignier and Evans

11
 have investigated 

tax compliance costs for small businesses in Australia.  These studies report that compliance 

costs fall disproportionately on small businesses and large firms get the benefits of 

economies of scale which resulted in compliance costs being considered to be regressive.   

 

An early study of business compliance costs was conducted by Sandford and Hasseldine in 

the early 1990s.
12

  The authors found that compliance costs were large and fell 

disproportionately on small businesses, thereby being regressive in nature.  In 2004, IR 

conducted a mail survey of 1,739 SMEs and 275 tax agents in New Zealand to measure 

SME tax compliance costs.  The aim of the survey was to design initiatives to make it easier 

for small businesses to comply with their taxation obligations.  The findings from this study 

indicated that the average internal and external compliance costs for each SME in 2004 were 

$5,628.
13

  The average internal cost was $4,075 and external cost was $1,635.  The average 

number of internal hours spent on compliance of all taxes was 97.4 hours.  The results of 

this survey provided a baseline before the introduction of several initiatives aimed at 

reducing business tax compliance costs.   
 

Therefore, in September 2009, the IR using methods comparable to 2004 carried out a 

survey of 1,728 businesses and 345 tax agents to investigate the tax compliance costs for 

New Zealand SMEs.  The information gathered from the survey was also used to evaluate 

the effectiveness of some major tax initiatives and changes introduced since 2004 (GST and 

provisional tax alignment, subsidised payroll intermediaries, a discount for early payment of 

provisional tax in the first year of business, introduction of KiwiSaver).  In 2010 the IR 

released two reports on the survey results.
14

  One report compared the 2009 results with the 

outcomes of a 2004 survey.  The survey results showed that the average internal and 

external compliance costs for each SME in 2009 were $5,557.
15

  Eighty percent of SMEs 
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surveyed used a tax adviser and the average tax adviser cost was $2,184.  In 2009 external 

compliance costs in actual dollars were virtually the same as they had been in 2004.  

Considering the inflationary costs in the economy this is a significant decrease in real terms.  

The average number of internal hours spent on compliance has also dropped by 17.5 percent 

(16.3 hours per year).  While there had been an increased uptake of BankLink from 2004 to 

2009, the results also show the impact of changes in tax policy and administration.  

However, the compliance cost as a proportion of turnover is still much higher for very small 

businesses. 

 

In October 2009 the New Zealand Institute of Chartered Accountants (NZICA) and Tax 

Management New Zealand (TMNZ) issued a discussion paper
16

 which sets out proposals to 

help reduce tax compliance costs for small businesses.  In order to make submissions to the 

New Zealand Government and Parliament, NZICA and TMNZ were seeking feedback on 

the proposals, particularly on the materiality of the changes, the definitions proposed and 

how businesses would find the transition to such measures.  The discussion paper proposed 

that small businesses should not be required to spend more than one hour on tax compliance, 

file more than one tax return or make more than one tax payment every month.  NZICA and 

the TMNZ believed that their proposals could help reduce compliance costs for small 

businesses by one third. 

 

Prior research suggests that tax compliance costs for small businesses are proportionately 

very high. This study, the first of its kind, makes a contribution to the literature by reporting 

the compliance costs of small businesses and a call from IR to measure small businesses tax 

compliance cost by a party independent of Inland, and to establish that respondents did not 

feel any fear (pressure) while answering to survey received from Inland Revenue.  There 

has, to the authors’ knowledge, been no published survey of this kind in New Zealand by 

academics. 

 

3.0 RESEARCH DESIGN AND METHOD 

 

This section describes the sample, the survey questionnaire, the measures used in the 

analysis, and the summary of demographic data.  

 

The survey was designed to provide information about the tax compliance burden on small 

business taxpayers in New Zealand.  To determine compliance burden imposed by the tax 

system upon small business taxpayers in New Zealand, an on-line survey was conducted in 

late 2012 and early 2013.  Members of the Small and Medium Enterprises Network, 

subscribers to the Financial and Business Advisor (FBA), Managing Your Business 

Taxation and Legal Compliance subscribers, and persons working in various accounting 

firms (working as managers or owners of small businesses), were invited to participate in 

the on-line survey.  Respondents’ ethical and privacy requirements were taken into active 

consideration.  The survey was completed by 118 small business respondents.  Through 

conducting this internet users’ survey in this manner, the results should be representative of 

the ‘internet small business’ population.
17
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3.1 Questionnaire Development 

 

The survey questionnaire was based closely on that used by Lignier and Evans, and 

Smulders et al, in Australia and South Africa, respectively.
18

  The survey, however, was not 

identical to those used in the other countries.  In particular, since some of the Australian tax 

laws differ from New Zealand’s, it was important to determine which tax items are relevant 

for New Zealand small business enterprises.  

 

Meetings with twelve small business owners and managers were conducted, and accordingly 

some modifications were made in the questionnaire, such as for tax concessions.  Following 

pre-testing and modifications, an electronic questionnaire was hosted on a Qualtrics-based 

service and was professionally customised for the purpose of this research.  This approach 

has enabled to gather data effectively and efficiently from reasonable number of respondents 

who were fairly representative of the small business that the researchers sought to survey.  

The questionnaire was pilot tested with New Zealand small business owners and managers 

and fine-tuned in the light of participants’ feedback before the final version went live.  

 

Ethics approval for the survey was sought and granted by the University of Canterbury 

Human Ethics Committee, Christchurch (application HEC 2010/64) and Auckland 

University of Technology Ethics Committee, Auckland (application 12/192). The survey 

questionnaire included the following five sections: 

 

 Section A: background information (including items on business activity, legal 

structure, trading years, turnover, number of owners and employees working in the 

business full time or part time, and tax status);  

 Section B: tax and accounting related activities expenses (including items on money 

spent on accounting services, tax services, and payroll external services);  

 Section C: time spent on tax and accounting related activities (including items on time 

spent by small business owners, employees and friends on tax related activities and 

accounting activities not related to tax compliance);   

 Section D: tax concessions (including items on tax concessions’ usefulness and 

complexity in tax compliance); and 

 Section E: recordkeeping and accounting (including items on accounting record 

keeping, use of accounting information and tax records, and demographic items).  

 

The electronic questionnaire enabled the use of mandatory and conditional questions.  It also 

enabled respondents to skip questions where appropriate.  The survey did not, however, seek 

to measure psychological costs of tax compliance.  The survey questionnaire is provided in 

Appendix 1 to this paper. 

 

3.2 Measures 
 

                                                                                                                                                                                  
Nonresponse: A Comparison of Postal Mail and Internet Surveys” (2009) 25 International Journal of 

Human-Computer Interaction 348.  

18
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At the outset, respondents were requested to answer some questions designed to capture the 

nature of the business and economic details.  In other parts, respondents were asked to 

provide information about external and internal costs to fulfil the tax obligations of their 

business.  Respondents were asked to indicate their opinion on tax concessions and record 

keeping items on a five-point Likert scale with verbal anchors ranging from ‘strongly 

disagree’ to ‘strongly agree’.  A sixth option, that is, “not applicable/not relevant”, was also 

added.  Since there is always a possibility that the respondents may rate in terms of strongly 

disagree or strongly agree, items not provided in the survey instrument last question inserted 

in the questionnaire give them an opportunity to rank those additional items.  

 

3.3 Defining and Identifying the Sample 

 

Generally many people seem to understand the term “small business”.  However, defining 

small business is not an easy task.  Small business definitions differ across countries and 

industry sectors, and can be based on a variety of criteria, such as number of employees, 

invested capital and total value of sales or annual revenue.  However, for policy 

consideration purposes, the characteristics of these businesses are important, which typically 

include: personal ownership and management; few, if any, specialist managerial staff; and 

not being part of a larger business enterprise.
19

 

 

Warren, Payne and Hodgson’s
20

 report on prior research and make recommendations 

concerning the definition of small business.  The authors suggest that a basic turnover 

threshold of AUD 2 million and an asset threshold of AUD 6 million should be employed in 

defining a small business.  The Tax Laws Amendment (Small Business) Act 2007 (Cth) and 

the revised Div. 328 of the 1997 Income Tax Assessment Act, adopted Warren et al
21

 

definition of small business.  The Tax Laws Amendment (Small Business) Act 2007 (Cth) 

defines that a small business is a business that has an annual ordinary income or turnover of 

AUD 2 million or less.  The turnover threshold of AUD 2 million is very close to an 

employment threshold of less than 20 employees as defined by the Australian Bureau of 

Statistics (ABS).
22

 

 

A small business is defined in the NZICA and TMNZ discussion papers
23

 as a business with 

annual turnover, initially less than NZD 1.2 million, later reduced to less than NZD 600,000, 

rather than being measured by the number of employees it employs.  New Zealand IR’s 

definition of size of business consider both, the number of employees and the wage levels 

rather than considering only number of employees or turnover or whether these businesses 

operate as sole proprietorships, partnerships or corporations.  Generally, the number of 

employees and the wage levels vary in proportion to business revenue.  IR defined a small 

                                                           
19
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20
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21
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133.33.(2007)TAX Specialist Vol. 11 No. 2 October 2007 TAX Specialist Vol. 11 No. 2 October 2007 

22
  Australian Bureau of Statistics (2000), Small Businesses in Australia, Catalogue No. 1321.0, ABS.  
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23
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employer as an employer making gross annual PAYE deductions of less than NZD 

100,000.
24

  The measure of gross annual PAYE deductions of less than NZD 100,000 is 

compatible with an annual GST-exclusive turnover of less than NZD 1 million.  It is 

accepted that the precise choice of where to draw the line between is fraught with 

uncertainty and on some level arbitrary.  Since there is no other definition available in New 

Zealand considering both the number of employees and the wage levels, therefore to ensure 

data comparability to a compliance cost study undertaken by IR in 2009
25

 and other 

international studies, the present study categorises business size on the basis of employees 

(excluding business owners) as follows: 

 

Nil – no employees;  

Micro – 1‐5 employees;  

Small – 6‐19 employees;  

Medium – 20+ employees.   

 

Further empirical research will be necessary to refine more precisely how small, medium-

size and large businesses should be defined.   

 

To facilitate data comparability with a compliance cost study undertaken by the IR in 2009
26

 

and other international studies, the present study adopts the four step approach used by IR to 

quantify the SMEs internal tax compliance costs.  Information was collected from the 

respondents for the first three steps set out below and the fourth step involved quantification 

of compliance costs in dollar amounts by the researchers: 

 

Step 1: Hours spent internally by small businesses for compliance of different taxes (GST, 

Income Tax, PAYE, KiwiSaver and FBT); 

Step 2: Percentage time spent on tax compliance activities by different persons 

(owner/partner, trustee/director, paid employee, unpaid friends or relatives); 

Step 3: An appropriate hourly rate for different persons who spent time on tax compliance 

activities (owner/partner, trustee/director, paid employee, unpaid friends or relatives’ hourly 

rate); 

Step 4: Internal compliance costs quantified in dollar amounts.  The percentage time spent 

on each tax compliance activity by different persons (owner/partner, trustee/director, paid 

employee, unpaid friends or relatives) is multiplied by total hours spent internally for 

compliance of each tax resulted in hours spent internally by different persons for 

compliance of different taxes.  To convert time into compliance costs, total hours of 

different persons for compliance of different taxes were multiplied by their hourly rate. 

 

3.4 Data Collection 

 

Auckland University of Technology (AUT’s) internet consultancy was commissioned to 

host and administer the questionnaire.  After a review of available software products the 

                                                           
24

  Inland Revenue Department (2003), Glossary, IRD, Wellington. Available at: 
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25
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Economic Development, SMEs in New Zealand: Structure and Dynamics - 2005. 

26
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questionnaire was hosted on a Qualtrics-based service utilising a virtual private server and 

PHP technology.  Responses to the survey were then stored within the MySQL database for 

subsequent reporting and exporting the dataset to Microsoft Excel.  Each time the same 

computer requests a page with a browser, it will send the cookie as well, with the website 

placing the cookies on the user’s computer and then if they resubmit it, the web services will 

not permit them to proceed.  This would prevent users from resubmitting the survey. 

 

3.5 Respondent Recruitment Procedures 

 

The survey recruitment strategy was designed to include all small businesses in New 

Zealand who were either members of New Zealand Small and Medium Enterprises Network 

(NZSMEN), subscribers of Financial and Business Advisor, or clients of various accounting 

firms in New Zealand.  The first contact with the survey respondents was NZSMEN’s 

website
27

 in November 2012, which introduced about 2,000 members to the study and 

invited them to participate.  It contained an information sheet to introduce people to the 

study and a link to the survey.  The Financial and Business Advisor (FBA) also sent an 

email in November 2012 to all 2,000 Managing Your Business, Taxation and Legal 

Compliance subscribers, working as small business owners and managers, containing an 

information sheet to introduce their subscribers to the study and a link to the survey to 

participate.  However, the response rate was very low and a large number of responses were 

incomplete. 

 

The researchers contacted various small accounting firms for introducing their small 

business clients to the study and invite them to participate and were advised the best time to 

obtain a better response rate would be after 31 March, the end of financial year.  On 18 

April 2013 once again NZSMEN’s website introduced its more than 2,000 members to the 

study and invited them to participate, if they have not participated earlier.  Once again it 

contained an information sheet to introduce people to the study and a link to the survey.  At 

the same time the Financial and Business Advisor (FBA) also sent an email to all 1,933 

Managing Your Business, Taxation and Legal Compliance subscribers, working as small 

business owners and managers, containing information sheet to introduce people to the 

study and a link to the survey to participate.  Furthermore, three accounting firms in 

Auckland also sent an email to their 450 small business clients containing information sheet 

to introduce people to the study and a link to the survey to participate. 

 

After two weeks a reminder was posted on the NZSMEN website for potential respondents 

to participate in research and informing them that the survey was going off-line.  The 

Financial and Business Advisor and the accounting firms reminded the potential 

respondents by an email to participate in research and informing them that the survey was 

going off-line.  In all, up to three series of contacts were made with potential respondents.  

To encourage candid responses to the survey, the cover letter explained that the responses 

would remain anonymous.  No inducement was offered.  On the survey questionnaire, no 

names were given by respondents.  To assist respondents, authors’ email addresses were 

stated in the participant information sheet and consent form preceding the questionnaire.    

 

 

                                                           
27

 See http://www.linkedin.com/groups/New-Zealand-SME-Business-Network; 

http://www.businessadvisor.co.nz Financial and Business Advisor maintains a list of email address of the 

SMEs subscribers who have volunteered to participate in surveys. 
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4.0  ANALYSIS 

 

Data stored within the MySQL database was exported into Microsoft Excel and from 

Microsoft Excel to SPSS for analysis.  This paper contains mainly univariate descriptive 

statistics to present the results of the survey.  Percentages given are for valid responses only. 

Missing values on any item are not included in calculating the percentages but raw numbers 

of respondents are provided.  Frequencies and percentage breakdown of responses to the 

questions was examined to enable comparison with Lignier and Evans’
28

 study. 

 

4.1 Response Rate 

 

Out of a total of approximately 4,400 electronic surveys administered, 237 responses were 

completed giving a raw response rate of 5.38 percent.
29

  Then, via the data screening 

process, 119 questionnaires were abandoned, due to too many missing values.  

Consequently, there were only 118 valid questionnaires for use in data analysis, giving a 

response rate of 2.68 percent. 

 

The response rate is a relatively low compared to postal surveys
30

 but is considered to be 

acceptable to provide insight into the area of tax compliance costs for small businesses, 

given the sensitive nature of the topic.  There are several possible explanations for the low 

response rate in identified small businesses.  One possible reason for the low response rate is 

survey length and that some questions were complex.  Without extensive tracking, the 

authors could not conclude a definite explanation for the low response rate in the 

identification of potential survey respondents.
31

  The survey was seventeen pages in length 

and well designed and a number of respondents commented that the survey questionnaire 

was lengthy and complex.  The questionnaire had to be completed in one sitting and 

responses could not be saved at any given time.  Using the Australian study as a guide, the 

stated estimated time to complete the survey was 20 minutes, but a number of respondents 

in their feedback indicated it took them 30 to 40 minutes to complete the survey.  In 

addition, unfortunately the electronic survey network used could not determine, from the 

emails that were sent out, how many were undelivered.
32

  Survey fatigue may be another 

explanation. 

                                                           
28

  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657. 

29
  Response rate is defined as the ratio of number of responses to number of e-mails sent. 

30
 Mark N K Saunders, “Web versus Mail: The Influence of Survey Distribution Mode on Employees 

Response” (2012) 24(1) Field Methods 56; P Hoonakker and P Carayon, “Questionnaire Survey 

Nonresponse: A Comparison of Postal Mail and Internet Surveys” (2009) 25 International Journal of 

Human-Computer Interaction 348.  

31
  Lignier and Evans achieved 4.5 percent response rate in electronic survey; see P Lignier and C Evans, “The 

Rise and Rise of Tax Compliance Costs for the Small Business Sector in Australia”, (2012) 27(3) 

Australian Tax Forum 615-657.  Smulders achieved 6.7 percent response rate in electronic survey; see S 

Smulders, M Stiglingh, R Franzsen, & L Fletcher, “Tax compliance costs for the small business sector in 

South Africa – establishing a baseline”, ( 2012) 10(2) e-Journal of Tax Research 184-226.  For a 

discussion on response rates using electronic instruments, see B Tran-Nam, and S Karlinsky, “Small 

Business Tax Law Complexity in Australia: A Further Study”, (2010) 16(2) New Zealand Journal of 

Taxation Law and Policy 153-176.  

32
  From 1,933 surveys posted to Managing Your Business, Taxation and Legal Compliance subscribers only 

457 recipients opened the email, 315 E-mails were not posted (including errors, cancelled, blocked, soft 

and hard bounced e-mails) while 1,161 recipients did not open the email.   

http://fmx.sagepub.com/search?author1=Mark+N.+K.+Saunders&sortspec=date&submit=Submit
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4.2 Demographic Effects 

 

Before performing any analysis, data for all variables were tested for the assumption of 

normality, using skewness and kurtosis. The variables met the conditions of normality. 

Skewness and standard error of skewness for the variables were found to be less than 2. 

 

To make valid statistical generalisations, it is important to consider whether there is 

‘response bias’ in the survey data (and, if there is, to attempt to identify its extent and 

impact).  Response bias arises if there are systematic differences in some key areas between 

respondents and non-respondents.  Testing for non-response bias establishes whether, if 

non-respondents had responded, the outcomes of the survey would have been substantially 

different.  While there are a variety of methods available to test for non-response bias (for 

example, a wave analysis), non-response bias is not regarded as a problem in the present 

study.  Instead, the paper will focus on testing the internal consistency of survey data. 

 

Section A of the survey dealt with demographics (that is, items on main activity of the 

business, legal structure, the length of time in business, turnover of the business, number of 

employees in the business and tax status of the business).  All currency amounts refer to 

New Zealand dollars unless otherwise stated. 

 

Table 1(a) to Table 1 (e) presents the demographic data of the sample.   

 

Table 1 (a) Length of time in business 

 Number Percent NZ (%)* 

Less than a year  3 2.54 18% 

1- 2 years 8 6.78 75% 

3- 5 years 26 22.04 51% 

6- 10 years 31 26.27 33.4% 

more than 10 years 50 42.37 28% 

Total 118 100  

* This information is collated from the data available for 2012 year from NZ Statistics -    

 http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx  

 

  

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx
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Table 1 (b) Legal Structure 

 

 Number Percent NZ (%)* 

Sole Proprietorship 20 16.95 17.2 

Partnership 13 11.02 14.4 

Trust 6 5.08 12 

Private company 74 62.71 54 

Public company 3 2.54 (combined) 

Incorporated association 2 1.69 2.2 

Total 118 100 100 

* This information is collated from the data available for 2012 year from NZ Statistics - 

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx  

 

For the year ending on 31 March 2012 according to data available from IR tax statistics,
33

 

private and public companies comprised 58 percent, partnerships 11 percent, trusts 29 

percent and incorporated associations 2 percent of businesses.  The data for sole 

proprietorship is not available.  Sole proprietorships are part of the individual customers 

category.   

 

Table 1 (c) Annual Turnover 

 

 Number Percent 

$35,000- $74,999 3 2.54 

$75,000-$149,000 12 10.17 

$150,000-$999,999 43 36.44 

$1,000,000-$1,999,999 22 18.64 

$2,000,000-$2,999,999 13 11.02 

$3,000,000-$5,999,999 11 9.32 

$6,000,000 and over 14 11.86 

Total 118 100 

 

  

                                                           
33

  See https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-

type.html.  

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx
https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-
https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-
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Table 1 (d) Number of full-time employees (including full-time owner employees) 

 Number Per cent NZ (%)* 

1-4 employees 52 44.07 66.55    (1-5 employees) 

5-19 employees 60 50.85 24.41   (6-19 employees) 

20-49 employees 6 5.08 5.82    (20-49 employees) 

50 employees or more 0 0 3.20    (+50 employees) 

Total 118 100 100 

* This information is collated from the data available for 2012 year from NZ Statistics - 

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx  

 

  

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx
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Table 1 (e) Activity sector 

 

 Number Per cent NZ (%)* 

Agriculture, forestry and fishing 8 7 15.04 

Mining 2 2 0.14 

Manufacturing 4 3 4.39 

Electricity, gas, water supply &waste services 0 0 0.22 

Construction 10 8 10.47 

Wholesale trade 8 7 3.58 

Retail trade 22 19 5.49 

Accommodation and food services 21 18 3.87 

Transport, postal & warehousing 3 3 3.04 

Information, media and telecommunications 4 3 1.07 

Finance, insurance services 3 3 6.22 

Rental, hiring and real estate services 1 1 20.64 

Professional, scientific and technical services 15 13 10.66 

Administrative and support services 3 3 3.18 

Public administration and safety 0 0 0.26 

Education and training 4 3 1.65 

Health care and social assistance 5 4 3.60 

Art and recreation services 0 0 2.00 

Other 5 4 4.50 

Total 118 100 100 

* This information is available for 2012 year at NZ Statistics - 

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx  
 

The survey data shows that majority of the respondents (42.37 percent) have been in 

business for a long time (more than 10 years) and had been operating as a private company 

(62.71 percent).  They also show that the size of the business (turnover) tends to be 

distributed evenly (49.15 percent) with an annual turnover less than $NZ 1 million.  The 

sample consists of respondents who had normal business which pays income tax, 44.07 

percent of respondents had less than five employees and overall 94.92 percent businesses 

had fewer than 20 employees.  

 

http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx
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In comparison, New Zealand business demographics shows that 28 percent businesses have 

been in business for more than 10 years (38 percent from IR 2009 survey)
34

, 54 percent 

businesses (58 percent from tax statistics,
35

) had been operating as private company, 97.2 

percent businesses had fewer than 20 employees (92 percent from IR 2009 survey)
36

, and 1 

percent of enterprises had more than 50 employees.
37

  

 

In comparison with the New Zealand business demographics, the survey data shows that 

retail, accommodation and food services are over-represented in sample, and rental, hiring 

and real estate services are under-represented in the sample.  However, prior research 

shows
38

 that that this factor should not be an important determinant of tax compliance costs.  

Overall, the frequency of demographic data represents that the survey consisted a fairly 

representative sample.  

 

4.3 Internal costs of tax compliance 

 

4.3.1 Time spent on different taxes 

 

The current study result shows (Table 2) that the median numbers of hours spent across all 

tax types annually are lower than the mean values.  It should be noted that the mean and 

median hours spent on GST, income tax and PAYE are much higher compared to the IR 

results.  The current study results are much closer to Lignier and Evans’ study
39

 for the 

mean hours spent on GST (287), income tax (109) and PAYE (73).  Lignier and Evans’ 

study results for the median hours spent on GST (108), income tax (48), PAYE (42) and 

FBT (2) are much lower compared to current study median results.  It shows that the data is 

normally distributed in the present study. 

 

  

                                                           
34

  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 29. 

35
  See https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-

type.html.  

36
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 29. 

37
  See http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx  

38
  C Sandford, M Godwin and P Hardwick, Administrative and Compliance costs of Taxation (1983), Fiscal 

Publications, Bath England, 24; C Sandford and J Hasseldine, The Compliance Costs of Business Taxes in 

New Zealand (1992), Wellington: Institute of Policy Studies. 

39
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657. 

https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-
https://www.ird.govt.nz/aboutir/external-stats/customers/act-by-entity-type/customers-act-by-entity-
http://www.stats.govt.nz/tools_and_services/tools/nzdotstat/business-statistics.aspx
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Table 2 Annual hours spent on different activities on different taxes (n =118) 

 

Taxes  GST Income tax PAYE KiwiSaver FBT All taxes 

Mean 276.16 

(39.6)* 

112.69 

(23.2) 

74.4 

(24.6) 

3.1 

(15.0) 

12.82 

(8.4) 

479.17 

(81.1) 

Median 248 

(27)* 

108 

(12) 

69.25 

(12) 

3 

(9) 

12 

(3) 

439.25 

(48) 

*Inland Revenue study
40

 results are shown in brackets. Inland Revenue 2009 study results are the most recent 

results available for comparison with the current study results. 

 

The information relating to business size by tax type (Table 3) shows that across all tax types the 

mean annual hours increases as business size increases with an exception that mean hours 

for KiwiSaver and FBT for businesses with an annual turnover of $6 million and over is 

slightly less than for businesses with an annual turnover of $3 million to $6 million.  The 

results also show that an increase in mean annual hours for GST, income tax and PAYE for 

businesses with an annual turnover of $6 million and over is very slightly more than for 

businesses with an annual turnover of $3 million to $6 million.  The results support the 

Lignier and Evans study
41

 findings that tax compliance costs are highly regressive and the 

burden is comparatively more on low turnover businesses.  However, Table 3 shows that the 

mean annual hours across all tax types, on a turnover basis, in the present study is much 

higher compared to IR’s 2009 results on an employee basis. 

 

  

                                                           
40

  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 37. 

41
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 630. 
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Table 3 Mean annual hours spent on different taxes analysis by business size (n=118) 

Annual turnover 

activity 
< $1 million 

≥$1 million but 

<$3 million 

≥$3 million but  

<$6 million 
≥$6 million 

Number 
58 35 11 14 

GST 
206.43 

 

298.08 402.72 
 

410.78 
 

Income tax 
89.25 123.12 151.22 153.42 

PAYE 
57.86 80.61 101.95 105.71 

KiwiSaver 
2.69 

 

3.5 3.54 3.46 

FBT 
11.16 13.41 17.54 

 

15.39 
 

All taxes 
367.39 518.72 676.97 688.76 

All taxes (IRD 

results)
42

 
58.8 

No employees 

105.5 

(1-5 employees) 

157.2 

(6-19 employees) 

170.6 

(20+ employees) 

 

4.3.2 Time spent on different activities 

 

Question 12 required the respondents to estimate the average number of hours business had 

spent on specific tax activities during last year.  Table 4 shows the mean and median hours 

spent on tax activities for each tax type.  The mean and median number of hours spent on 

recording across all tax types is 479.1 hours (mean) and 439.25 hours (median) (Table 4).  

The highest mean and median number of annual hours for all tax types was reported for 

recording information (mean 264.19 hours, 55 percent of the total internal time, median 241 

hours). It suggests that learning about tax law was second most time consuming activity  for 

all tax types (mean 56.63 hours) followed by calculating tax, completing tax return and 

paying tax (mean 50.19 hours).   

 

The median numbers of hours spent on most of the specific tax activities during last year are 

lower than the mean values with an exception of learning about tax law and calculating tax, 

completing tax return and paying tax.  The results also support the Lignier and Evans 

study
43

 findings (all activities mean 493 hours, all activities median 260 hours, mean for 

recording information 323 hours, 60 percent of the total internal time).  It shows that the 

mean and median hours spent on specific tax activities is much higher compared to IR 

results (all activities mean 81.1 hours, all activities median 48 hours, mean for recording 

information 37.7 hours, 47 percent of the total internal time).
44

 

 

 

                                                           
42

  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 40. 

43
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 632. 

44
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 37-38. 
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Table 4 Annual hours spent on different tax activities: all small businesses (n =118) 

 GST  Income 

Tax 

 PAYE  KiwiSaver  FBT  All taxes  

 
Mean Median Mean Median Mean Median Mean Median Mean Median Mean Median 

Recording information 
178.36 160.00 43.18 40 36.04 32 1.40 1 5.16 5 264.19 241 

Calculating tax, 

completing tax return 

and paying tax 

21.31 21 14.79 15 12.03 12 .15 0 2.63 2 50.19 51 

Dealing with the Tax 

Office 
8.86 7 6.31 5 3.35 3 .17 0 .06 0 18.74 15 

Tax planning and tax 

advice 
18.19 17.5 9.82 10 4.03 4 .03 0 0.19 0 32.25 31.5 

Dealing with your 

external  tax adviser 
23.19 23.5 12.47 12 8.07 8 .10 0 1.37 1 45.11 45 

Learning about tax law 
21.03 22 24.01 25 7.08 7.5 1.23 1 3.29 3 56.63 58.5 

Other activities 
5.31 4 2.12 2 3.81 3 .04 0 .23 0 11.51 9 

Total hours spent  
276 248 112.7 108 74.4 69.25 3.10 3 12.92 12 479.17 439.25 
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The information relating to internal time spent on tax activities by business size (Table 5) 

shows that across all tax activities the mean annual hour increases as business size increases 

with an exception to businesses with an annual turnover of $6 million and over.  The mean 

hours for businesses with an annual turnover of $6 million and over, for recording 

information and for calculating tax, completing tax return and paying tax is slightly less than 

for businesses with an annual turnover of $3 million to $6 million.  The mean annual hours 

for all activities for businesses with an annual turnover of $6 million and over are slightly 

higher than for businesses with an annual turnover of $3 million to $6 million.  Table 5 also 

shows that an increase in mean annual hours for all activities for businesses with an annual 

turnover of $6 million and over is proportionately much less compare to businesses with an 

annual turnover of $1 million to $3 million and to businesses with an annual turnover of $3 

million to $6 million.   

 

The results support the Lignier and Evans study
45

 findings that the time spent on various tax 

activities increases sharply with an increase in business but once the business become 

efficient then it levelled off.  However, the mean annual hours across all tax activities on a 

turnover basis in the present study is much higher compared to IR 2009 results on an 

employee basis, although the current study supports IR 2009’s results that for businesses 

with an annual turnover of $6 million and over, the mean time spent on all activities is 

slightly lower than businesses with an annual turnover of $3 million to $6 million.
46

 

 

  

                                                           
45

  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 633. 

46
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 39. 
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Table 5 Mean annual hours spent on different activities analysis by business size 

(n=118) 

Annual turnover 

activity 

Less than $1 

million 

$1 million less 

than $3 million 

$3 million less 

than $6 million 

$6 million and over 

Number 58 35 11 14 

Recording 

information 198.48 288.28 400 369.07 

Calculating tax, 

completing tax 

return and paying tax 41.98 54.57 68.13 65.18 

Dealing with the Tax 

Office 11.29 16.68 18.45 54.96 

Tax planning and tax 

advice 23.75 35 45.18 50.43 

Dealing with your 

external  tax adviser 35.91 50.35 56.82 60.86 

Learning about tax 

law 47.82 61.67 70.82 69.32 

Other activities 8.16 12.17 17.59 18.96 

Total hours spent 367.41 518.74 677 688.78 

All taxes (IRD 

results)
47

 

58.1 

No employees 

93.5 

(1-5 employees) 

163.7 

(6-19 employees) 

162.8 (20+ 

employees) 

 

4.3.3 Time spent by different people 

 

Question 13 required the respondents to estimate information relating to different people 

including owners (partners, directors and/or trustees), employees and unpaid friends and 

relatives involved in compliance of internal tax activities.  The estimated percentages for 

each category of people had to add up to 100 otherwise respondents were alerted by an 

integrity feature in the electronic survey.  The total number of hours for each tax type was 

multiplied by an estimated percentage time spent by each category of people.   

 

The information relating to internal time spent by different type of people on tax activities 

during last 12 months shows (Table 6) that employees spent across all tax activities 54.03 

percent mean annual hours (compared to 80 percent in the Lignier and Evans study,
48

 23.76 

percent in the Inland Revenue 2009 report
49

), the owners, partners, directors and/or trustees 

                                                           
47

  Ibid 39. 

48
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 635. 

49
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 41. 
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spent across all tax activities 45.61 percent mean annual hours (compared to 20 percent in 

the Lignier and Evans study,
50

 71.42 percent in IR’s 2009 report
51

).  Unpaid friends and 

relatives were spending negligible amount of internal time (mean 0.34 percent) on tax 

activities for all tax types (compared to 0.60 percent in the Lignier and Evans study,
52

 3.63 

percent in IR’s 2009 report
53

). 

 

Owners spent 32 percent of their total internal time on income tax activities and employees 

spent 16.41 percent of their total internal time on income tax activities.  This result also 

support the Lignier and Evans study
54

 and IR’s 2009 findings that owners spent relatively 

more time on income tax matters.  On the other tax activities employees spent more internal 

time compared to the owners, partners, directors and/or trustees.   

 

Table 6 Mean annual hours spent by different categories of people on different taxes 

(n=118) 

Taxes Owners Employees Unpaid 

friends/relatives 

All Categories 

GST 135.42 139.16 1.52 276.10 
 

Income tax 70.05 42.50 0.14 112.69 

PAYE 11.00 63.36 0 74.36 

Kiwi Saver 0.06 3.02 0 3.08 

FBT 2.05 10.86 0 12.91 

All taxes 218.58 258.9 1.66 479.14 

 

The information relating to internal time spent by different type of people by business size 

on tax activities (Table 7) shows that the mean annual hours spent by employees increases 

as business size increases.  The results show that in small businesses (an annual turnover 

less than $1 million) owners spent 37.44 percent hours compared to 15.07 percent hours in 

medium businesses (an annual turnover of $6 million and over).  Employees spent 62.36 in 

small businesses (an annual turnover less than $1 million) compared to 84.92 percent hours 

in medium businesses (an annual turnover of $6 million and over).   

 

                                                           
50

  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 635. 

51
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 41. 

52
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 635. 

53
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 41. 

54
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 635. 
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These results support the Lignier and Evans study
55

 that owners spent in small businesses 

(an annual turnover less than $1 million) 50 percent of internal time, and in medium 

businesses (an annual turnover of $6 million and over), owners spent 6.4 percent of internal 

time.  These results also support the Inland Revenue findings
56

 that owners spent in small 

businesses 86 percent of internal time and in medium businesses owners spent 24 percent of 

internal time.  In the authors’ opinion the main reason for increase in employees time in 

medium size businesses is that compared to small businesses, the owners will not have 

enough time and knowledge to undertake the tax compliance work. 
 

Table 7 Percentage of internal time spent by different categories of people: analysis by 

business size (n=118) 
 

Annual turnover  

 

Categories of 

people 

Less than $1 

million 

$1 million less 

than $3 million 

$3million less than $6 

million 

$6 million and over $6 

million 

N 58 35 11 14 

 % % %  

Owners/ Directors 37.44 
 

23.37 18.19 

  

 

15.07 

Employees 62.36 76.42 81.61 84.92 
 

Unpaid 

friends/relatives 

0.189 0.2 0.18 0 

Total 100 100 100 100 

 

4.3.4 Self-reported valuations 

 

Question 14 required the respondents to estimate information relating to hourly value for 

different people including owners (partners, directors and/or trustees), employees and 

unpaid friends and relatives involved in compliance of internal tax activities.  The results for 

question 14 are shown in Table 8.  The results show that the lowest valuation per hour for 

owners is $30 and the highest valuation for owners is $250, with a mean of $112.73, and 

median of $100.  The lowest valuation per hour for employees was $15 and the highest 

valuation for employees was $75, with a mean of $28.05, and median $25.  The lowest 

valuation per hour for friends and relatives is $20 and the highest valuation for friends and 

relatives is $100.86.  A large number of respondents did not give any valuation for friends 

and relatives services hence average is not meaningful and median is zero. 

 

  

                                                           
55

  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 635. 

56
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 44. 
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Table 8 Mean valuation from survey data (n=118) 

 

Business size category Owner/Director Employee Unpaid 

friends/relatives 

1-4 employees 117.30 

  

 

28.71 15.61 

5-19 employees 110.66 

  

 

29.1 12.25 

20-49 employees 100 

  

 

30 0 

50 employees or more    

All respondents 112.73 

  

 

28.05 13.22 

 

4.3.5 Estimation of internal compliance costs 

 

During 2009 in a study of SMEs tax compliance costs to the value the time of business 

owners, employees and others, IR
57

 used $61.12 per hours (owners time), $25.39 

(employees time) and $33.31 (relatives and friends time). The variation in the respondents 

values were relatively high therefore in the present study we have used Hays Personnel 

medium point values,
58

 the values adopted by Lignier and Evans,
59

 $A65.54 per hour 

(owners time), $A32.76 (employees time) and $A32.76 (relatives and friends time).  It 

seems reasonable to use these values as they will allow for inflation adjusting of IR’s 2009 

report values.  Table 9 reports the results for question 13 and 14.   

 

Table 9 Internal compliance cost for all taxes (n=118) 

 

Tax Owners $  Employees $  All  

 

Categories 

$ 

 Mean Median Mean Median Mean Median 

GST 8,876 8,140 4,559 4,973 13,485 13,113 

Income tax 4,591 4,432 1,392 1,477 5,988 5,909 

PAYE 721 488 2,071 2,194 2,792 2,681 

Kiwi Saver 4.48 0 99.15 101.55 104 102 

FBT 134 127 356 360 490 486 

All taxes 14,327 550 8,477 1,163 22,859 923 

                                                           
57

  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 42. 

58
  Hays Personnel, “The 2010 Hays Salary Guide: Salaries and Recruiting Trends across Australia and New 

Zealand” (Hays, 2010). During 2010 Hays Personnel carried out the Survey of earnings for various 

professional and clerical positions in the accounting and finance sector.  

59
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 638. 
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Table 10 sets out the average internal compliance cost of the respondents by business size.  

It shows that the average internal compliance cost of the respondents increases as business 

size increases with an exception to businesses with an annual turnover of $6 million and 

over.  In the authors’ opinion, the principal reason for proportionate decrease in estimated 

internal compliance cost in medium size businesses is that compared to small businesses 

employees were doing a greater proportion of the internal compliance work. 
 

Table 10 Internal compliance cost for all taxes analysis by business size (n=118) 

 

Annual turnover  

 

Taxes 

Less than 

$1million 

$1 million less 

than $3 million 

$3million less than 

$6 million 

$6 million and 

over 

N 58 35 11 14 

 $ $ $ $ 

GST 11,102.71 13,603.73 17,156.44 17,015.86 

Income tax 5,143.26 6,195.48 7,184.61 7,055.64 

PAYE 2,305.89 2,920.12 3,552.55 3,447.30 

Kiwi Saver 91.50 116.29 116.49 114.15 

FBT 447.28 492.06 624.26 527.59 

All taxes 19,090.65 23,327.7 28,634.37 28,160.56 

 

4.4 External costs of tax compliance 

 

Along with the cost of time spent by owners, employees of the business and friends to 

comply with the tax law, tax compliance costs also include the amount spent by the 

businesses for use of external services
60

 to assist them in complying with their tax 

obligations.  Businesses spent money on the services of bookkeepers, accountants, lawyers 

and tax advisors for various tax and non-tax related activities.
61

  Generally businesses use 

one accountant’s services for tax advisory, accounting and general business advisory and 

these services are not separately identified in the invoice.  Thus it makes difficult to assign 

values to tax and non-tax activities. 

 

Questions 8 and 9 required the respondents to state whether they had used tax advisor 

services and the amount the business had spent on tax services and non-tax services during 

last year.  The results (see Table 11) show that 87 percent businesses were using tax advisor 

                                                           
60

  C Sandford, M Godwin & P Hardwick, Administrative and Compliance Costs of Taxation (1989), Fiscal 

Publications, Bath England, 10. 

61
  Psychological (stress) costs are also identified as significant costs but their valuation is not covered in this 

paper.  Refer to R Woellner, C Coleman, M McKerchar, M Walpole and J Zetler, “Identifying the 

Psychological Costs of Tax Compliance” in RK Fisher and M Walpole (eds), Global Challenges in Tax 

Administration (2005) Fiscal Publications, Birmingham 268; and Inland Revenue (NZ), “SME Tax 

Compliance Costs 2009: Evaluation Report 1” (2010) 48. 
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services (compared to 90 percent in the Lignier and Evans study,
62

 80 percent in IR’s 2009 

report
63

).  The mean and median amount the business had spent on tax services is $3,540 

(mean) and $1,993 (median), compared to $A12,262 (mean) and $A6,088 (median) in the 

Lignier and Evans study
64

 and $2,184 (mean) in IR’s 2009 report.
65

  The results also show 

that from the respondents who had been using external services 49 percent would definitely 

or probably continue to use external services. 
 

Table 11 Analysis of respondents’ use of external services 

 

 Number Percent 

Respondents currently paying for external services 

(tax and non-tax) 

103 87.29 

Respondents currently paying for non-tax services 67 56.77 

Respondents who would continue to pay for 

external services even if there was no tax 

51 49.51 

Respondents who would spend more than the 

current amount they were spending on non-tax 

services 

28 27.18 

Respondents who would spend the same amount as 

the current amount they were spending on non-tax 

services 

3 2.91 

Respondents who would spend less than the  

current amount they were spending on non-tax 

services 

20 19.4 

Total number of respondents 118 100 

 

Question 10 and 11 required the respondents to mention if they had spent any amount for 

use of payroll services.  The current study’s results (Table 12) show that 29 percent 

respondents were using external payroll services.  This result is not consistent with IR’s 

2009 study
66

 findings that 9 percent respondents were using external payroll services and 

compared to 22 percent in the Lignier and Evans study.
67

  The average amount the business 

had spent on external payroll services is $870 ($A1,283 mean in the Lignier and Evans 

study
68

 and $1,778 mean in IR’s 2009 report).
69

  The results also show that from the 
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respondents who had been using external payroll services 64.71 percent would definitely or 

probably continue to use external payroll services. 
 

Table 12 Analysis of respondents’ use of external payroll services (n=118) 

 

Respondents currently paying for external Payroll 

services  

34 28.81 

Respondents who would continue pay for external 

payroll services even if there was no tax 

22 64.71 

 

Table 13 shows that respondents up to an annual turnover of less than a $1 million were 

spending $4,791 on tax, non tax and payroll services and the increase is proportionate up to 

an annual turnover of less than $6 million.  The Pearson’s Correlation Coefficient was 

conducted to find the relationship between the amounts spent on external tax services and 

non-tax services to annual turnover.  The results show that the relationship between annual 

turnover and expenditure on tax services is 0.312 and between annual turnover and 

expenditure on non-tax services is 0.355
70

 (compared to 0.268 and 0.235 in the Lignier and 

Evans study).
71

   

 

However, the expenditure on external tax services is proportionately less for annual turnover 

of more than $1 million and more than $3 million categories. The average amount of 

expenditure was $5.80 per $1,000 of turnover for entities up to an annual turnover of less 

than a $1million (compared to $A16.60 in the Lignier and Evans study),
72

 $1.85 for entities 

up to an annual turnover of less than $3 million (compared to $A4.50 in the Lignier and 

Evans study),
73

 and $1 for entities up to an annual turnover of less than a $6 million 

(compared to $A3.10 in the Lignier and Evans study).
74

 

  

  

                                                                                                                                                                                  
69
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Table 13 Mean expenditure on external services: analysis by business size (n=103) 

      
 

 

Less than $1 

million 

$1 million less 

than $3 million 

$3 million less 

than $6 million 

$6 million and 

over 

N 47 33 9 14 

 $ $ $ $ 

Tax services 2,943.62 3,707.87 4,477.78 4,542.85 

Non-tax services 1,514.89 2,081.82 2,511.11 3,057.14 

Payroll services 332.77 947.88 1,036.67 1,678.57 

Total external services 4,791.28 6,737.57 8,025.56 9,278.56 

 

4.5 The Accounting/Tax Overlap 

 

4.5.1 Nature of accounting system and reasons for keeping accounting records 
 

Question 23 required the respondents to provide information with regard to accounting 

system used in their business.  Table 14 sets out by business size, the number and 

percentage of the respondents using a particular system.  The results show that almost 76 

percent of respondents up to an annual turnover of less than a $1 million and 77 percent of 

respondents up to an annual turnover of less than $3 million were using off the self-

accounting system.  The respondents up to an annual turnover of less than a $6 million and 

respondents up to an annual turnover of more than $6 million were using other customised 

and computerised self-accounting system.  These results are consistent with the Lignier and 

Evans study
75

 that computerised system seemed to be influenced by business size (custom 

design systems are dominated in larger entities with a turnover of $6 million or more). 
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Table 14 Type of accounting system used: analysis by business size (n=118) 

       
 

 

Less 

than $1 

million 

 $1 

million 

less 

than $3 

million 

 $3 

million 

less 

than $6 

million 

 $6 

million 

and 

over 

  

System 

description 

No % No % No % No % All 

Manual 

system 

9 15.51 
 

1 2.85 
 

0 0 0 0 10 

Off the self 44 75.86 27 77.14 3 27.27 4 28.57 78 

Customised  2 3.44 7 20 8 72.72 9 64.2 26 

Other 

computerised 

2 3.44 5 14.28 5 45.45 7 50 19 

External 

bookkeeping 

3 5.17 0 0 0 0 

0 

0 3 

All 

respondents* 

58 100 35 100 11 100 14 100 136 

* Due to multiple responses for system description totals exceeds the number of respondents. 

 

Question 25 required the respondents to provide information regarding the main reason for 

keeping records in their business.  The results (Table 15) show that nearly 85 percent 

respondents were maintaining records for both tax and accounting purposes (compared to 90 

percent in Lignier and Evans study).
76

  It also show that more than 30 percent respondents 

were maintaining records mainly for tax purposes (compared to 12 percent in the Lignier 

and Evans study),
77

 more than 26 percent respondents were maintaining records mainly for 

accounting purposes (compared to 42 percent in the Lignier and Evans study),
78

 and 28 

percent respondents were maintaining records for equally for both tax and accounting 

purposes (compared to 39 percent in the Lignier and Evans study).
79

  In larger entities with a 

turnover of $6 million or more accounting is the main purpose (64 percent) of record 

keeping. 
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Table 15 Main reason for keeping records: analysis by business size (n=118) 

 

Annual turnover  

 

Taxes 

Less than $1 

million 

$1 million less 

than $3 million 

$3 million less 

than $6 

million 

$6 million 

and over 

All businesses 

N 58 35 11 14 118 

Records are kept % % % % % 

For tax only (14) 24.13 (1) 2.85 (3) 27.27 0 15.25 

Mainly for tax (23) 39.65 (12) 34.28 (1) 9.10 0 30.5 

For accounting only 0 0 0 0 0 

Mainly for 

accounting 

(6) 10.34 (13) 37.14 (3) 27.27 (9) 64.28 26.27 

Equally for tax and 

accounting 

(15) 25.86 (9) 25.71 (4) 36.36 (5) 35.71 27.96 

Total 100 100 100 100 100 

 

Question 24 required the respondents to provide information regarding the importance of 

keeping accounting records in the business.  The results (Table 16) show that nearly 91 

percent respondents were maintaining records for internal management (compared to 83 

percent in the Lignier and Evans study),
80

 89 percent respondents were maintaining records 

for internal management (compared to 81 percent in the Lignier and Evans study)
81

 and 

nearly 87 per cent respondents were maintaining records for tax purposes (compared to 90 

percent in the Lignier and Evans study).
82

  

 

This shows that 93 percent of respondents up to an annual turnover of less than a $1 million 

and more than 91 percent of respondents up to an annual turnover of less than $3 million 

were maintaining accounting records for tax purposes.  However, 57 percent respondents up 

to an annual turnover of more than $6 million were maintaining accounting records for tax 

purposes and reporting to other regulatory bodies and internal management were the most 

important reasons (93 percent) for maintaining accounting records.  Overall, the results 

show that accounting records are almost equally important for tax, management and control 

purposes.  
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Table 16 Use of accounting records: analysis by business size (very important or 

important reason) (n=118) 

 

Annual turnover  

 

 

Less than 

$1 million 

$1 million less 

than $3 million 

$3million less 

than $6 million 

$6 million and 

over 

Overall 

N 58 35 11 14 118 

Use of accounting 

records 

% % % % % 

Tax calculation 93.10 91.43 81.82 57.14 87.29 

Reporting to other 

regulatory bodies 

70.68 82.86 100 92.86 79.66 

Reporting to owners 86.20 88.57 90.91 100 88.99 

Reporting to lenders or 

other external 

stakeholders (e.g. 

franchisors) 

50 54.28 81.82 71.43 56.79 

Internal management 87.93 94.28 90.91 92.86 90.68 

Other non-tax reason 6.89 2.86 9.09 0 5.08 

 

4.5.2 Time spent on various accounting activities 

 

Question 15 required the respondents to provide information regarding the time (annual 

hours) spent on core accounting and investment activities in the business.  The results 

(Table 17) show that respondents had spent 1,603 mean hours (median 1,285 hours) on core 

accounting and investment activities (compared to 1,766 mean hours and 1,125 median 

hours in the Lignier and Evans study).
83

   

 

This shows that respondents had spent on processing customer invoices/ cash received 

(including banking), following up debtors and paying bills more than 66 percent (1,071 

mean hours) of the total time spent core accounting and investment activities in the business 

(compared to 50 percent of the total time (1,172 mean hours) in the Lignier and Evans 

study).
84

  Investment planning unrelated to tax and budgeting and control involved less than 

5 percent (mean 74.77) of the total time spent on core accounting and investment activities 

in the business (compared to 7 percent of the total time (125 mean hours) in the Lignier and 

Evans’ study).
85
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Table 17 Annual hours spent on different accounting activities (n=118) 

 

Accounting activities Mean Median 

Processing customer invoices/ cash received (including banking) 604.12 480 

Following up debtors 157.94 124.5 

Paying bills 298.77 225 

Calculating and paying wages 129.10 100 

Checking bank against cash records  (e.g. bank statement 

reconciliation) 

109.05 87.5 

Stocktaking and stock control 125.72 100 

Investment planning unrelated to tax 10.03 0 

Budgeting and control 64.74 50 

Other activities  103.72 80 

   

Total Accounting 1603.23 1285 

 

Table 18 sets out by business size, information regarding the time (annual hours) spent on 

core accounting and investment activities in the business.  It shows that the average time 

spent on accounting activities increases with increase in business size but the it increased 

more sharply in medium size businesses with an annual turnover more than $6 million 

(mean 1,525 hours up to an annual turnover of less than a $6 million, mean 4,648 hours with 

an annual turnover more than $6 million).   

 

The results also support the Lignier and Evans study
86

 findings that overall time spent on 

various accounting activities was largely influenced by businesses with an annual turnover 

more than $6 million (mean 1,411 hours up to an annual turnover of less than a $6 million, 

mean 4,541 hours with an annual turnover more than $6 million). 

 

Table 18 Annual hours spent on accounting activities: analysis by business size (n=118) 

 

Annual 

turnover  

 

Less than 

$1million 

$1 million less 

than $3 million 

$3million less 

than $6 

million 

$6 million and 

over 

Overall 

N 58 35 11 14 118 

Mean 957.84 1,471.65 1,557.36 4,648.57 1,603.23 

Median 945 1,460 1,525 4,534 1,285 
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Question 16 required the respondents to estimate information relating to different people 

including owners (partners, directors and/or trustees), employees and unpaid friends and 

relatives involved in accounting activities.  The estimated percentages for each category of 

people had to add up to 100 otherwise respondents were alerted by an integrity feature in 

the electronic survey.  The information relating to time spent by different type of people 

on accounting activities, by business size during the last 12 months shows (Table 19) that 

the mean annual hours spent by employees increases as business size increases.  It shows 

that in small businesses (an annual turnover less than $1 million) owners spent 27.14 

percent of hours compared to 5.5 percent of hours in medium businesses (an annual 

turnover of $6 million and over).  Employees spent 72.85 percent of hours in small 

businesses (an annual turnover less than $1 million) compared to 94.5 percent of hours in 

medium businesses (an annual turnover of $6 million and over).   In the authors’ opinion, 

the main reason for increase in employees time in medium size businesses is that 

compared to small businesses owner will not have enough time and knowledge. 
 

Table 19 Percentage of time spent accounting activities by different categories of 

people: analysis by business size (n=118) 

 

Annual turnover 

 

Categories of 

people 

Less than 

$1million 

$1 million less 

than $3 million 

$3million less 

than $6 million 

$6 million and 

over 

N 58 35 11 14 

 % % % % 

Owners/ Directors 27.14 18.20 10.45 5.5 

Employees 72.85 81.65 89.54 94.5 

Unpaid 

friends/relatives 

0.57 0.14 0 0 

Total 100 100 100 100 

 

4.5.3 Tax compliance costs and accounting costs 

 

The total number of hours for each accounting activity was multiplied by an estimated 

percentage time spent by each category of people, to calculate mean internal cost of the 

core accounting function for each business size (Table 20).  The results show that the 

average cost of accounting activities was estimated at $81,385.  Furthermore, the results 

reveal that the average cost of core accounting function for each category respondents 

increases as business size increases with an exception to businesses with an annual 

turnover of $6 million and over.  For small businesses (an annual turnover less than $1 

million) the average cost of core accounting function was estimated at $42,392 compared 

to $167,208 in medium businesses (an annual turnover of $6 million and over).  The 

results also show: 

 

 The overall core accounting activities cost is 261 percent of tax compliance costs 
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(compared to 245 percent in the Lignier and Evans study).
87

   

 

 Tax compliance costs consists 20 percent of external costs (compared to 38 percent 

in the Lignier and Evans study).
88

  

 

The increase in total tax compliance costs is proportionate for businesses up to an annual 

turnover less than $6 million, with the increase comparatively lower for medium 

businesses with an annual turnover of $6 million and over.  These findings are in contrast 

with Lignier and Evans’ findings who reported that total tax compliance cost increased 

sharply for businesses with an annual turnover more than $1 million, but then remained 

same for businesses up to $6 million, and increased sharply (173 percent) for medium 

businesses with an annual turnover of $6 million and over.
89

   

 

In medium businesses with an annual turnover of $6 million and over, internal tax 

compliance costs are slightly lower than for businesses up to an annual turnover less than 

$6 million, compared to Lignier and Evans’ findings
90

 that internal tax compliance costs 

are slightly higher in businesses with an annual turnover of $6 million and over.  In 

medium businesses with an annual turnover of $6 million and over, external tax 

compliance costs are within the same range compared to Lignier and Evans’ findings
91

 

that external tax compliance costs are sharply high in businesses with an annual turnover 

of $6 million and over.   

 

Accounting cost for medium businesses with an annual turnover of $6 million and over 

increased rapidly (289 percent).  These findings support Lignier and Evans who reported 

that accounting cost increased rapidly (287 percent) for businesses with an annual 

turnover of $6 million and over.   
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Table 20 Comparison between costs of accounting activities and costs of tax 

compliance (n=103) 

 

Annual turnover  

 

Less than 

$1 million 

$1 million less 

than $3 million 

$3 million 

less than $6 

million 

$6 million 

and over 

Overall 

N 47 33 9 14 103 

 $ $ $ $ $ 

Accounting function:      

Mean internal cost of core 

accounting function 

40,557.74 57,211.12 55,329.92 164,151.1 79,312.47
92

 

Mean external costs* 1,514.89 2,081.81 2,511.11 3,057.14 1,993.20 

Mean accounting costs 42,072.63 59,292.94 57,841.03 167,208.2 81,305.67 

Tax compliance costs:      

Mean internal cost** 19,236.15 23,447.44 
 

28,310.52 28,160.56 24,788.72 

Mean external costs*** 4,791.27 6,737.58 8,025.56 9,278.57 6,307.38 

Mean tax compliance costs 24,027.42 30,185.02 36,336.08 37,439.13 31,096.1 

 
*Non tax services are assumed to be accounting costs.  Refer to Table 13. 

** Refer to Table 10.  The values have been adjusted for difference in number of respondents. 

*** Refer to Table 13. 

 

4.6 Tax compliance benefits 

 

Some managerial benefits may also occur as a result of tax compliance but it is no easy task 

to quantify them.  A comprehensive UK study by Sandford et al.,
93

 and one by the National 

                                                           
92

  n= 118:  See also an additional row that could be added to Table 20 below: 

Annual turnover  

 

 

Less than 

$1 million 

$1 million less 

than $3 million 

$3 million less 

than $6 million 

$6 million 

and over 

Overall 

Mean internal cost 

of core accounting 

function in $ 

$40,391 

(Less than 

$1million) 

$56,991.34 

($1 million less 

than $3 million) 

$61,690 

($3million less 

than $6 million) 

$176,007 

(6 million 

and over) 

$63,549 

(Overall) 

 

 

93
  Sandford, C. Godwin, M. Hardwick, P. and Butterworth, I. (1981), Costs and Benefits of VAT, London: 

Heinemann 96; National Audit Office, 1994, pp. 19-20. 
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Audit Office
94

 reported that tax compliance activities give rise not only to costs but also to 

benefits and the value of these managerial benefits can be quite significant.  

 

4.6.1 Perception about tax compliance benefits 

 

Question 28 of the survey required the respondents to provide opinion relating to benefits of 

tax compliance for their business.  The results (Table 21) indicate that 62 percent 

respondents (compared to 80 percent in the Lignier and Evans study),
95

 had some benefits of 

tax compliance for their business.  Most of the respondents who agreed that tax compliance 

had some benefits for their business seems to believe that their business is deriving the 

benefits of improved record keeping (61 percent) and a better knowledge of the business’ 

financial affairs (59 percent) (compared to 51 percent and 52 percent in the Lignier and 

Evans study).
96

  Additional advice from accountant (24 percent), reduced tax audit risk (21 

percent) and cash flow benefits (17 percent) as tax compliance benefits have been identified 

by a small group of respondents (compared to 35 percent, 40 percent and 18 percent in the 

Lignier and Evans study).
97

 

 

Table 21 Perceived benefits of tax compliance for all businesses 

 

Benefit of tax compliance Count % 

Agreed that tax compliance had benefits for the business 73 62 

Improved record keeping 72 61 

A better knowledge of the business’ financial affairs 70 59 

Additional advice from accountant 27 24 

Reduced tax audit risk 25 21 

Cash flow benefits 20 17 

 

4.6.2 Benefits of keeping tax records 

 

Question 27 required the respondents to give their opinion regarding the perception of 

benefits of keeping tax records on a five-point Likert-type scale with verbal anchors ranging 

from ‘strongly disagree’ to ‘strongly agree’.  To facilitate data analysis, the respondents’ 

ratings were codified into a five-point quantitative scale where one represented strongly 

disagree and five represented strongly agree.  

 

The results show (Table 22) that more than 50 percent of the respondents believed that it 

improves the record keeping quality and records accuracy (compared to 67 percent and 66 
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percent in the Lignier and Evans study).
98

  Just less than 50 per cent of the respondents 

agreed that keeping tax records improves the knowledge of the financial/cash flow position 

(47 percent), knowledge of the profitability a (44 percent) and GST reporting provides the 

business with up-to-date useful information (43 percent), (compared to 53 percent, 58 

percent and 39 percent in the Lignier and Evans study).
99

 

 

Table 22 Perception about the benefits of keeping tax records 

 Agree/Strongly 

Agree 

 Disagree/Strongly 

Disagree 

 Unsure/Not 

applicable 

 

 Count % Count % Count % 

Improves the 

record keeping 

68 57.62 31 26.27 19 16.10 

Improves 

records 

accuracy  

64 54.23 35 29.66 19 16.10 

Improves the 

knowledge of 

the 

financial/cash 

flow position 

56 47.45 47 39.83 15 12.71 

Improves the 

knowledge of 

the profitability 

52 44.06 49 41.52 17 14.40 

GST reporting 

provides the 

business with 

up-to-date 

useful 

information 

51 43.22 52 44.06 15 12.71 

     4.6.3 Benefits of having an external advisor 

 

Table 11
100

 showed that the respondents who had been using external services 49 percent 

would definitely or probably continue to use external tax services even if New Zealand was 

tax free (compared to 47 percent in the Lignier and Evans study).
101

  The average amount 

the business had spent on external tax services is $3,540 (median $3,000), ($A9,602 mean, 

$A5,000 median in the Lignier and Evans study).
102

  Table 11 also shows dthat almost half 
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of the respondents’ perceived benefit in having an external tax advisor beyond the value of 

the tax services provided by their external accountant or external adviser.  

 

Interestingly, the results in Table 11 shows that 27 percent of the respondents who actually 

paid for non tax services would be prepared to pay more than they are currently paying even 

if there was no tax in New Zealand (compared to 28 percent in the Lignier and Evans 

study).
103

  This result suggests that these entities may be deriving more benefits from 

relationship with their accountant than what are paying for.  Further analysis revealed that 

there was a positive correlation (correlation coefficient (Pearson) = 0.616)
104

 between the 

amount spent on non-tax services and the amount that respondents would be willing to 

spend even if New Zealand was tax free (compared to Pearson r = 0.391 in the Lignier and 

Evans study).
105

  The relationship between these two variables suggests that entities which 

actually paid for non-tax services would be more willing to spend on external services if 

there was no tax in New Zealand.  

 

4.6.4 Valuation of benefits of tax compliance  

 

Question 29 required the respondents to estimate information relating to the dollar value of 

tax compliance benefits derived by their business.  Fifty five respondents (75 percent) were 

unable to quantify the value of benefits, while 5 respondents (7 percent) stated that no 

benefits were derived.  Only 13 respondents (18 percent) estimated the value of benefits.  

The average estimated value of the benefits is $6,615. 

 

4.7 Small business tax concessions and possible impact on tax compliance costs 

Small and medium size businesses are the largest part of New Zealand economy.  The New 

Zealand government had taken measures to simplify tax system and introduced various 

small business tax concessions (SBTCs) with an objective to reduce tax compliance costs of 

small businesses. 

 

4.7.1 Eligibility and use of small business tax concessions 

 

To investigate the extent to which SBTCs had achieved their objective, question 17 required 

the respondents to provide information regarding the eligibility of specific SBTCs for their 

business.  Overall 11 percent of the respondents indicated that they were eligible for SBTCs, 

21 percent of the respondents believed that they were not eligible for SBTCs and 68 percent 

of the respondents were unsure whether they were eligible.  

 

The results show that more than two thirds respondents agreed that they were unsure 

whether they were eligible; hence further analysis of the data was carried out.  Table 23 sets 

out by business size, the number and percentage of the respondents regarding eligibility for 

SBTCs.  The results show that almost 78 percent of respondents up to an annual turnover of 

less than a $1 million, 94 percent of respondents up to an annual turnover of less than $3 

million, 18 percent of the respondents up to an annual turnover of less than a $6 million, and 

0 percent respondents up to an annual turnover of more than $6 million, were unsure 
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whether they were eligible for SBTCs.  The analysis of the data suggests that most of the 

respondents up to turnover $3 million or less appeared to have doubt about the use of, and 

whether their business qualify for, the small business definition to make use of SBTCs.  It 

shows the requirement to nail down precisely how small, medium-size and large businesses 

should be defined.   

 

Table 23 Responses regarding eligibility for small business tax concessions: analysis by 

business turnover 

 

Annual 

turnover  

 

Less than 

$1 million 

 $1 million 

less than 

$3 million 

 $3 million 

less than $6 

million 

 $6 million 

and over 

 

 Count % Count % Count % Count % 

Eligible 13 22.41 0 0 0  0 0 

Not eligible 0 0 2 5.71 9 81.82 14 100 

Unsure 45 77.59 33 94.28 2 18.18 0 0 

Total 58 100 35 100 11 100 14 100 

 

Question 17 also required the respondents who were eligible for SBTCs to provide 

information regarding whether they used specific SBTCs for their business.  Only 8 

respondents (eligible respondents =13) stated that they had used SBTCs for their business.  

All the respondents who had used SBTCs indicated that they had used GST 

accounting/reporting concessions and simplified trading stock rules; 5 respondents also used 

simplified depreciation rules, and only 2 respondents used higher threshold for FBT rules.  

 

Question 18 required the respondents who were eligible for SBTCs but chose not to use 

them, to provide information regarding reasons for not using them.  There were only five 

respondents who answered this question, hence meaningful analysis cannot be undertaken.   

 

4.7.2 Perceptions about usefulness of small business tax concessions  

 

Question 20 required all the respondents to give their general attitude regarding the SBTCs.  

The purpose of this question was to investigate whether with introduction of SBTCs 

government is successful in achieving its goal to reduce tax compliance costs of small 

businesses.  The results show (Table 24) that more than 88 percent of the respondents were 

unsure or unaware of them (compared to 79 percent (maximum) and 53.4 percent 

(minimum) in the Lignier and Evans study).
106

  It shows that respondents prefer simple tax 

system and low tax rates.  This would suggest that revenue authorities need to create 

awareness of SBTCs through educational and community awareness programmes (such as 

publicity campaigns), similar to the enforcement of seatbelt, drink driving and Working for 

Families Tax Credits. 
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Table 24 Attitudes of respondents towards SBTCs in general (n=118) 

 

Statement Agree/Strongly 

Agree 

Disagree/Strongly 

Disagree 

Unsure/Not 

applicable 

SBTCs saved my business some tax dollars (8) 6.78% (5) 4.24% (105) 88.98% 

SBTCs are so complex to understand that it 

is hardly worth the effort  

(4) 3.39% (8)  6.78% (106) 89.83% 

I was well advised by my accountant about 

the benefit(s) of SBTCs for my business  

(13)11.01% 0 (105) 88.98% 

Accountants have a self-interested in 

pushing the use of SBTCs 

0 (13)11.01% (105) 88.98% 

SBTCs are a waste of time; would be better 

off with lower tax rates and a simpler tax 

system instead 

(5) 4.24% (8) 6.78% (105) 88.98% 

     Question 21 required all the respondents to give their opinion regarding the usefulness of 

SBTCs.  The results show (Table 25) that more than 88 percent of the respondents were 

unsure or unaware of them (compared to 80 percent (maximum) and 57 percent (minimum) 

in the Lignier and Evans study).
107

  The GST and filing concessions and simplified trading 

stock concessions were rated not useful by almost 7 percent respondents and simplified 

depreciation allowance was rated most useful by almost 7 percent respondents. 

 

Table 25 Perceptions about usefulness of SBTCs 

 

Concessions Moderately/ 

Very useful 

Not useful/Not 

very useful 

Unsure/Not 

applicable/Not 

relevant 

GST and Filing concessions (5) 4.24% (8) 6.78% (105) 88.98% 

Simplified depreciation allowance  (8) 6.78% (5) 4.24% (105) 88.98% 

Simplified trading stock concessions (5) 4.24% (8) 6.78% (105) 88.98% 

Other - Fringe Benefit Tax exemptions 0 (2) 1.69% 0 

 

Question 22 required all of the respondents to give their opinion regarding the complexity of 

SBTCs.  The results show (Table 26) that more than 88 percent of the respondents were 

unsure or unaware of them (compared to 84 percent (maximum) and 67 percent (minimum) 

in the Lignier and Evans study).
108

  The simplified trading stock concessions were rated 

least complex by almost 9 percent of respondents and simplified depreciation allowance was 

rated complex by 7 percent of respondents. 

 

 

                                                           
107

  Ibid, 653. 

108
  Ibid, 653. 
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Table 26 Perceptions about complexity of SBTCs 

 

Concessions Not complex/Not 

very complex 

Moderately/ 

Very complex 

Unsure/Not 

applicable/Not 

relevant 

GST and Filing Concessions (8) 6.78% (5) 4.24% (105) 88.98% 

Simplified depreciation allowance  (5) 4.24% (8) 6.78% (105) 88.98% 

Simplified trading stock concessions (11) 9.32% (0) (107) 90.68% 

Other – Fringe Benefit Tax exemptions (2) 1.69% (0) (4) 3.39% 

 

4.8 Profile of survey respondents 

 

Table 27 sets out the profile for the 118 respondents to the survey in relation to their 

position in their business, level of education, and accounting knowledge. 
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Table 27 Summary of profile of survey respondents 

 

Position of respondents    

 Number Percent 

Owner/ partner/ trustee/ director 46 38.99 

Manager 48 40.68 

Internal accountant 21 17.80 

Clerk or administrative staff 2 1.69 

External accountant or tax adviser 1 0.84 

Total 118 100 

Level of education of respondents   

 Number Percent 

Lower than High School 1 0.85 

High School 8 6.79 

Polytechnic or similar 32 27.12 

University education 59 50.00 

Other (Chartered accountant, Cost accountant, 

certified public accountant) 

18 15.24 

Total 118 100 

Respondent’s accounting knowledge 

 

Number Percent 

No bookkeeping knowledge but I can 

understand financial reports 

4 3.39 

Basic bookkeeping knowledge 21 17.80 

Good bookkeeping knowledge 46 38.98 

Qualified bookkeeper 30 25.42 

Qualified accountant 17 14.41 

Total 118 100 
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5.0 CONCLUSIONS AND LIMITATIONS  

 

We believe that this study will make a valuable contribution to the tax compliance cost 

literature.  This New Zealand study attempted to evaluate the impact of tax compliance costs 

upon small businesses in New Zealand, and sought to establish whether several changes 

implemented in the recent years with an aim to simplify the tax system have achieved their 

purpose.  To evaluate the impact of tax compliance costs upon small businesses, the study 

considered three key points.  First, to measure tax compliance costs the study sought to 

differentiate tax compliance activities from core accounting activities.  Secondly, it sought 

to determine if there were other tax compliance and managerial benefits that could offset the 

identified compliance costs.  Thirdly, it evaluates whether or not SBTCs were effective in 

relieving some of the effects of the tax compliance costs burden on small businesses. 

 

The present study includes the views of 118 New Zealand small business taxpayers 

regarding internal and external tax compliance costs which small businesses are subject to in 

New Zealand.  It was found that gross cost of complying with all taxes was estimated at 

$31,096 for 2011-12 year (24,789 internal costs plus $6,307 external costs) (compared to 

gross cost $A32,389, consisting of $A20,129 internal costs plus $A12,262 external costs in 

the Lignier and Evans study;
109

 and gross cost $5,557, consisting of $3,995 internal costs 

plus $1,639 external costs in IR’s 2009 report
110

). To investigate the reasons for large gap in 

the results of gross cost of complying with all taxes in the present study compared to that of 

IR’s 2009 report is beyond the scope of this study. 

 

It was also found that GST requires the greatest internal compliance cost (mean $13,485, 

median $13,113) (compared to mean internal cost $A11,950, median $A4,718 in the Lignier 

and Evans study;
111

 and mean internal costs $1873, median $267 in IR’s 2009 report).
112

  

This followed by income tax (mean $5,988, median $5,909), PAYE (mean $2,792, median 

$2,681), FBT (mean $490, median $486), and KiwiSaver (mean $104, median $102).  The 

results show that recording information was the most time consuming activity and 

accounted for more than 50 percent of the total time spent on different activities by all 

businesses.   

 

Employees account for the largest portion of internal time spent on tax compliance activities 

and the difference regarding internal time spent on tax compliance activities by employees 

and owners increases with increase in business size.  It shows that larger businesses are 

more reliant on paid employees.  These results are consistent with the Lignier and Evans 

study,
113

 and indicate that a trend towards greater specialisation and professionalization of 

tax activities in all businesses.  The fact that 87 percent businesses across all businesses are 
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  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 655. 

110
  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 86. 

111
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 655. 
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  Inland Revenue (NZ), “SME Tax Compliance Costs 2009: Evaluation Report 1” (2010) 86. 

113
  P Lignier and C Evans, “The Rise and Rise of Tax Compliance Costs for the Small Business Sector in 

Australia”, (2012) 27(3) Australian Tax Forum 615-657, 655. 
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paying for external services (tax and non tax) also supports this.  Our results also support 

IR’s 2009 findings that 80 percent of small businesses pay for external tax services.
114

 

 

The results by business size category in this study confirmed that gross tax compliance costs 

are regressive.  The average amount spent on gross tax compliance costs in entities with 

annual turnover of less than a $1 million was $48 per $1,000 of turnover (compared to $A39 

in the Lignier and Evans study),
115

 and in entities with an annual turnover of more than $1 

million to $3 million was $15 per $1,000 of turnover (compared to $A19.50 in the Lignier 

and Evans study).
116

  For entities with an annual turnover of more than $3 million to $6 

million, it was $8.07 per $1,000 of turnover (compared to $A8.50 in the Lignier and Evans 

study).
117

 

 

It was also found that a majority of the businesses perceived significant managerial benefits 

in tax compliance for the business and were using computerised accounting systems.  More 

than 50 percent of the respondents agreed that keeping records for tax compliance improves 

the business record keeping system and helps to maintain more accurate records and 

provides a better knowledge of the business’ financial affairs.  These results support Lignier 

and Evans findings.
118

 

 

The results show that more than 88 percent of the respondents were unsure or unaware of 

the effectiveness of small business tax concessions (compared to 79 percent (maximum) and 

53.4 percent (minimum) in the Lignier and Evans study).
119

  This supports Lignier and 

Evans’ findings.
120

  The results also show that respondents prefer simple tax system and 

lower tax rates.  This also suggests that revenue authorities need to create awareness of 

SBTCs through educational and community awareness programmes. 

 

This study is subject to several limitations.  The principal limitation is attributable to the 

sampling process used.  The respondents to the survey may not necessarily be representative 

of New Zealand small businesses.  The random selection of participants from different 

organisations alleviates this concern to a significant degree but does not completely rule it 

out.  
 

Secondly, while there is a ranking for SBTCs and record keeping items, the reasons why 

some respondents regarded some items as a ‘strongly disagree’ or a ‘strongly agree’, 

compared to others, are not known.  Each respondent is subjected to a set of factors that are 

unique to him/her.  We suggest that more investigation needs to be carried out to identify 

the factors directly influencing the attitudes and beliefs surrounding the SBTCs and record 

keeping items.  
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Thirdly, the survey was seventeen pages in length, fairly complex and had to be completed 

in one sitting.  Furthermore, for tax compliance activities, respondents were required to 

report annual hours rather than monthly or quarterly hours.  However, different activities are 

performed with different periodicities but different taxes questions with different reporting 

cycles would have made the questionnaire more complex and could have resulted in a lower 

response rate. 

 

Notwithstanding these limitations, overall, the findings of this study largely confirm that 

despite IR’s efforts to reduce tax compliance burden and the improved efficiency in the tax 

system, the burden of tax compliance costs have increased for small business sector.  

Consequently, this study is contributes to increasing calls for further tax simplification and 

the introduction of several initiatives aimed at making the tax compliance easier for small 

businesses.  Future research in this area is clearly warranted. 

 


