
Covid-19 MSD Wage Subsidy Accounting Process 

Purpose 

To Account for the COVID-19 Wage subsidy in practical and principle terms in the accounting ledger 
so it won’t be mistreated for GST and or Income Tax purposes. 

Please ensure you follow the process below in regard to any of your clients who are eligible and 
receiving the Covid-19 MSD Wage Subsidy.  

When the COVID-19 MSD Wage Subsidy is direct credited to the bank account please do the 
following. 

Process 

1. In Xero go to Accounting -> Advanced 
2. Click on Chart of Accounts 
3. Create a new Chart of Account Code under Current Liability with NO GST Usually a number 

between 800 to 900 series  
4. Put the full description “COVID-19 Wage Subsidy (for wages only)” 
5. In the COA set up copy and paste the description into the description and Tick the box for 

showing the COA on the account watchlist on the dashboard 
6. This means it is highlighted on the dashboard the amount of $ that came in from MSD and 

its balance (monthly and YTD) 
7. In the Bank Account Reconciliation code, the deposit from MSD to the Chart of Account 

Code you just set up (above) It’s a good idea to copy and paste the full description on the 
transaction to the Contact name in Xero  

8. Check it’s on the Balance Sheet as the value of the money coming in by looking at the 
Balance Sheet and you can see it on the dashboard under accounting watchlist 
 

Next Steps 

1. Communicate with your client that the money has come into the bank and that you the 
bookkeeper or accountant will be coding the transaction in the accounting software 

2. Advise them about the requirements upon receiving the money with the following: 
a. (Client name) you need to transfer that money equivalent into the business bank 

savings account, so it stays inside the business bank accounts; this then stays inside 
the assets of the business and is reflected on the balance sheet. This is really critical 
considering it is March and we want our clients to account for this correctly before 
and by 31st March 2020 as this is EOFY Balance Date. 

3. When you see they have physically transferred the Subsidy to the business savings account 
you process the transfer in Xero from one account to another and reconcile both 

 
4. Now we need to set up an accounting function to account for the subsidy every pay period 

and advise the business owner if they are the owners of the online banking to process the 
money transfer to cover wages every pay cycle  
 
 

 
 



Manual Journal required in the accounts – to be processed by the bookkeeper/accountant 

That money the client has received is only for covering wages over the next 12 weeks so each time 
the staff member is paid there needs to be a physical transfer of funds from the savings subsidy to 
the current account and also a corresponding journal entry to reduce the subsidy amount on the 
balance sheet and then credit a non assessable other income code in the accounts (which is 
ultimately an offset of expenses wages but under no circumstances gets coded to wages). 

Whether the payroll is Weekly or fortnightly, we will do the corresponding journal entry to: 

Debit COVID-19 Wage Subsidy (use only for wages) – this will reduce the current liability account 
you coded the whole subsidy to 

And CREDIT a new chart of account code you create in the COA like this example  

 

By the value of $585.80 per staff member per week if full time 

By the value of $350.00 per staff member per week if part time  

 

Here is an example of what this could look like in practical terms. 

Business Company Limited gets a subsidy of $42,177.60 direct credited into bank account  

Debit Bank  $42,177.60 

 Credit Current Liability  $42,177.60 

This accounts for a Subsidy – no GST and no income liability 

 

Next week run the weekly payroll with 7 full time staff as per usual 40 hours of ordinary pay 
everyone gets paid as per usual and the money leaves the bank account and gets coded to gross 
salaries less Kiwi and all that jazz 

On the same day the payroll leaves the bank account calculate a journal as 7 x $585.80 = $4,100.60 
and  

Debit Current Liability $4,100.60 

 Credit COVID-19 Reimbursement (non-assessable income)  $4,100.60 

For transparency ask the bank account owner to transfer $4,100.60 from savings to current account 
to just help flatten the curve of the total wages spend for the week – it won’t be as much as the 
wages because a lot of staff earn more than $585.80 per week but it is a subsidy just a little bit of 
help from external sources to help with the burden of payroll in these times – theoretically the 
subsidy should last the 12 weeks so after 12 journals the balance on the current liability will be 0.00. 

If a self-employed person gets a wage subsidy you can apply the same accounting treatment by  



Debit Bank  $7,029.60 

 Credit Current Liability  $7,029.60 

This accounts for a Subsidy – no GST and no income liability 

And then set up a repeating journal weekly that reduces the liability and credits other income by 
$585.80 weekly 

Debit Current Liability $585.80 

 Credit COVID-19 Reimbursement (assessable income)  $585.80 

After 12 weeks the balance of the current liability subsidy will be 0.00 

Note: If you see the client transferring to drawings then please get on the phone and explain to 
them the error of their ways and how they are breaching the declaration and essentially committing 
fraud. It is important that we urge them to do the right thing and transfer that money back  

Remember: 

 It is not for bills  
 It is not for personal spend  
 It is not for loans 
 It is not for IRD debt 

Tax Treatment 2020/2021 

It wouldn’t go on the IR4 and it would net off wages in the IR10 to show the exempt income 
offsetting its related expense. The financial statements would potentially show it differently 
depending on how you wanted to show it. I’ll be grouping the wage accounts into a little sub section 
with gross and subsidy offset in different lines but a total showing net claimable wages and it’s that 
figure I’ll put in the ir10.  
 
IR3 it is assessable income.  
 
It’s a wage offset for employers.  

It’s an income replacement for sole traders.  

 

 

 


