























































































































FPREBBLETON

Rugby Football Club Incorporated
Est. 1919

David Carrigan

Deputy Commissioner, Policy
Inland Revenue

C/- policy.webmaster@ird.govt.nz

24 March 2025

Feedback on the taxation and the not-for-profit sector officials’ issues paper

Dear Mr Carrigan,

Thank you for the opportunity to provide feedback on the proposed changes to the taxation of not-for-profit and

charitable entities.

Prebbleton Rugby Football Club (PRFC) has been a cornerstone of our local community for 106 years, delivering
not only rugby but also social and community development. As a registered charity with 450 members, including
players, coaches, and volunteers across men’s, women'’s, girls’, and boys’ grades from Year 1 to Seniors, we play

a vital role in fostering community engagement, social connection, and personal development.
While the "Q and As" published by IRD indicate that bodies promoting amateur games and sport are not expected
to be affected by the proposals, we wish to formally submit that the existing income tax exemption should be

retained in its current form.

The Economic and Social Value of Grassroots Rugby Clubs

Rugby is deeply embedded in New Zealand’s national identity, contributing significantly to both the economy
and society. As one of over 470 grassroots rugby clubs in New Zealand, we provide a space where individuals of
all ages and backgrounds can engage in physical activity, contribute to their local community, and form lifelong

connections.

Beyond rugby, we actively contribute to community well-being through initiatives such as:

e The Best Life Project — supporting diverse individuals to develop meaningful connections and reach

their full potential.

e  Tri Rugby — one of only three clubs in the Canterbury region offering an inclusive programme for those

with disabilities and vulnerabilities.

Physical Address: 80 Tosswill Road, Prebbleton 7604
Postal Address: 14b Hompsted Lane, Prebbleton 7604
www.prebbletonrugby.co.nz





































g. We see our business income ventures as inextricably related to our
experiences/sites. What would be IRD’s or the Minister’s view?

12. NFP’s have limited ways to earn income — donations/grants, local/central government
contracts for services, passive investments (e.g. term deposit interest, endowment
funds) and business operations such as retail stores and venue hire.

a. Business operations can offer more stability in a normal operating environment.
However, in high-risk periods such as Covid or a cost-of-living crisis, even these

avenues can evaporate quickly.

b. In orderto weather economic shocks, NFP’s must diversify theirincome

streams.

c. Income Tax adds to the plethora of environmental factors acting against NFP’s.
d. As our fundraising revenue streams have reduced significantly since Covid, it is
our increased reliance on business income such as retail offerings that is
currently keeping our organisation solvent.
13. If the tax exemption were removed, this would very quickly make our operation
unsustainable and ultimately insolvent. The next steps from there would be to decide
which sites to close (reducing services) and staff redundancies. These are decisions we

would not take lightly.

14. If the tax charge leads to an overall loss for the organisation (refer above re becoming
insolvent), what avenues is IRD offering for offset against losses —i.e. we could be
making a taxable surplus on retail activities which enables us to breakeven, whilst all
other activities (i.e. delivery of our charitable services) make a loss.

Q1 What are the most compelling reasons to tax,
or not to tax, charity business income?

Do the factors described in 2.13 and 2.14 warrant
taxing charity business income?

NFP do not have a profit motive and income does
not funnel into private gain. As a result, all profit
goes back to the communities they serve.

Charities create jobs — 196,000 people are
employed by NFP entities who in turn pay taxes.

This consultation is not adequate —there are
90,000 charities on IRD’s books. It is imperative
that all are aware of any potential changes. The
speed at which the consultation has taken will
mean that most NFP will not know what is
happening. We think this is unfair to the sector.

NFP’s do not have a trading advantage and
compliance costs for reporting are higher.

The Trust tax rate is 39% while the company rate is
28%, an obvious disadvantage to charities.

Continuing the exemption of Income &
Withholding Tax would mean that the NFP sector
is treated similarly to other public benefit entities
ie local and central government.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation




We do not believe there is a competitive
advantage to accumulating profits to enable
expansion. NFP’s do not have a profit motive, so
expansion only relates to increasing services
which for-profit entities do not provide and hence
there is no competition.

Allincome earned goes towards the charitable
purpose. The same cannot be said for for-profit
entities. There is therefore no comparing apples
with apples in terms of business model or
outcomes.

Q2 If the tax exemption is removed for charity
business income that is unrelated to charitable
purposes, what would be the most significant
practical implications?

Solvency.

Loss of income — where to recover this from and/or
what services to stop providing?

Administration and compliance costs will
increase. We would need to seek technical advice.
We have a small team; we are not resourced for
the additional time to manage this potential policy
change.

2.17 NFP’s do not exist to “grow net assets.” Their
“business” is its charitable purpose.

2.18 NFP’s take whatever opportunities they can
to increase income for their purpose, e.g. passive
investments.

Q3 If the tax exemption is removed for charity
business income that is unrelated to charitable
purposes, what criteria should be used to define
an

unrelated business?

Would recommend keeping the exemptions.

The “business” activities would not exist had it not
been for the charitable purpose. As a result, the
two are inextricably linked.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation




Small scale trading exemption:

The sums applied in other countries are incredibly low. Even larger NFP’s would struggle to
purchase the expertise needed to comply with any new tax regime.

1. For our NFP, we operate out of 5 large sites and 6 auxiliary sites. We would have to look
seriously at closing sites if we were to lose essential income to tax and compliance

costs.

2. Reduced services would negatively affect our relationship with our core funders and the

sector.

3. Our primary funders expect that we diversify our income streams.

4. Forusitis not a matter of the threshold, it is a matter of the cost to maintain large scale
sites that need capital and operating funds to operate these sites as well as the
significant cost of offering cultural and scientific experiences and exhibitions to the

public.

Q4 If the tax exemption is removed for charity
business income that is unrelated to charitable
purposes, what would be an appropriate
threshold to continue to provide an exemption for
small-scale business activities?

Would recommend keeping the exemptions as we
do not believe there is an appropriate threshold.

Regardless of size, any income diverted from an
entity’s charitable purpose into paying income tax
will result in reduced services and negative supply
chain effects.

Accumulation:

There is a need for NFP’s to accumulate funds:

1. Many funders will not provide funding to entities unless they are able to make a
contribution themselves and are financially sustainable. This means that NFP’s must

accumulate at least some funds.

2. Fundersinherently do not fund the full costs of services. This means the NFP must raise
the rest via other means. This may involve accumulated profits for projects or services

which may happen in the future.

3. Anexample would be the funding of capital assets:
a. For example, we currently occupy two earthquake prone buildings. This has a

legislative time limit for completion of remediation works by the building owner.
What this means for our organisation is the requirement to decant the buildings
(remove all the furniture, equipment and exhibitions build structure), reinstate
the exhibition spaces and offices and then re-home all our equipment,
collections and the like. To reinstate the exhibitions, once earthquake
remediation has taken place, requires a funding source of at least $30 million for
one of these buildings (a museum). This is a large amount to raise and will
require many years to fundraise. This would become an accumulation issue

under the proposed tax regime.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation




b. Capital funding for NFP’s generally happens over many years. In this economic
climate it is taking even longer.

4. Without the ability to accumulate funds, NFP’s will not be able to invest in even basic
capital requirements or future proof their services. This is a problem we are currently
experiencing.

5. Grants usually have strings attached and by their nature lead to accumulation until the
purpose has been fulfilled.

6. Funders may be less inclined to donate if a portion of their funds is removed as tax and
compliance costs.

7. The paper has not defined what the limits to accumulation would be — would they be
time based, or based on a dollar sum or a combination?

8. Memorandum Accounts would require additional compliance costs and knowledge of
how to administer them.

9. How would “charity business income distributed for charitable purposes” be defined?
This is a very narrow view of the reason charities seek to raise income through a
business approach. For example, the income may be used to fund additional charitable
services, or close a funding/expenditure gap, or may be used to create funds to invest in
assets required for their charitable purpose — none of which appear to meet the
definition of a “distribution” but nevertheless are purely for the purposes of charitable
activities. This indicates that the full gamut of charitable activities and why charity
business income is critical to the health and financial sustainability of this sector has
not been fully considered or understood.

Competitive Advantage:

1. NFP’s by their nature do not have a profit motive in terms of returning funds to
owners/shareholders and hence would be unlikely to act in a predatory fashion. The
paper does not provide a strong argument for this being a sufficiently significant issue
that needs to be addressed.

2. We have not seen any evidence of any competitive advantage by NFP’s.

3. For our retail stores, our pricing is based on the suppliers recommended retail price
which we believe is a standard approach.

4. We do agree with your assessment that taxable entities can carry losses forward and
can claim imputation tax credits from dividends, while NFP’s do not receive these
advantages.

5. NFP have greater regulatory standards for reporting to the public, thisis not a
competitive advantage and in fact increases compliance costs.

6. The Trust tax rate is 39% while the company rate is 28% - this would immediately pass
any competitive advantage onto companies at the expense of charitable trusts.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation



Second order Imperfections:

1. Compliance costs — NFP’s do not typically have specialist tax knowledge, this would
have to be purchased. If the NFP does not have the ability to assess the tax required to
pay, how would they know if they have paid enough tax or too much? What would be the
penalties for getting it wrong?

2. External capital raising costs —

a.

The Consultation document makes the comment that NFP have higher Retained
Earnings. We dispute this as many NFP operate close to insolvency.

Retained Earnings does not mean cash reserves.

While NFP’s could potentially accumulate their tax-free profits to fund capital,
this assumes that NFP’s are in fact making some kind of meaningful profit. We
argue this is unlikely to be the case. Even if this is the case, NFPs may require
capital investment to deliver their services, and it can take time to accumulate
sufficient reserves.

With events such as Covid and the cost-of-living crisis, many NFP’s (including
ourselves) had to rely on their cash reserves to support them through these
economic shocks. This very quickly depletes funds to a point where continued
solvency becomes an issue.

Most NFP’s cannot afford to raise funds via borrowing as the cost of debt
financing can be prohibitive.

3. Sustainability - This policy change will create adverse unintended consequences - many
NFP’s are already at a point where if they do not raise enough funds for their charitable
activities, they need to stop providing them or reduce services. As a result, taxing any
profit will affect financial sustainability and ultimately services to the public.

4. Reputation risk for the Government —

a.

We currently do not see any appetite for the current Government to fund directly
or via contracts the services the 90,000 charities currently provide. This would
be a concern for any member of the public who receives services from these
charities as well as the many volunteers and employees of NFP’s.

Currently there are approx. 196,000 employed in the NFP sector plus thousands
of volunteers. This is far greater than the number currently unemployed. Many of
these people would be directly impacted by the reduction of available funds for
the services they deliver if this policy change is implemented.

Social services have already been withdrawn by the current Government. A
policy change will further affect the services remaining.

A reduction of charity services will result in an increase in those asking
government for direct help.

5. Shifting tax burden to other taxpayers —this thinking ignores the fact that charities
provide valuable benefits to the taxpayer which far outweigh any income tax collected
on “unrelated” or accumulated income:

a.

These are services that central government do not provide. Charities plug the
gaps left by central government policy. If charities stop providing these services,
will the government step up?

Government increasingly relies on charities for their support and work in
communities. The messages are mixed here for the sector that the Government
say they want to expand.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation



c. Typically, charities provide services to the public that are cheaper than if central
government provided them.

d. If NFP are no longer able to offer their services, communities would suffer in
several ways:

i. Ifthe service were removed/downgraded, for social services-based
charities for example this would be significant. The public would then
look to Government to provide these services directly,

ii. Community workforces would shrink as staff would likely lose their jobs.
This would impact on PAYE collection (as not all NFP’s have volunteers).

iii. The Unemployment Benefit numbers would rise in what is already a
period of high unemployment. We believe that this adverse effect alone
would outweigh any tax collected from NFP’s,

e. NFP’stend to be agile and can pivot very quickly if circumstance requires.
Government departments however are slow to react and lead times for changing
services can be very long, sometimes years.

f. Reducing the NFP sector’s ability to raise business income will squeeze the
creativity of the sector to find income in unlikely places. This will in turn restrict
the already competitive area of fundraising. Fundraising costs will increase in
order to raise more, meaning fewer overall funds for their charitable purpose.

g. The consultation document does not talk about how much tax is been “lost” or
how much it will cost the government to provide the same level of service.

Statistics —

a. There are 90,000 NFP entities on IRD books.

b. Charities create jobs - 196,000 people are employed by NFP’s. Employees pay
PAYE and ACC with many charities also registered for and paying GST.

c. There are currently 143,000 unemployed in NZ. This is the highest level since
2020. If NFP staff were to lose their jobs, the rate of unemployment could jump
significantly.

Supply Chain affects — a loss in income due to tax would mean a re-prioritisation of
costs. While cost savings are considered positive, they do have an impact on the health
of the supply chain. This could mean reductions in business for catering and laundry (for
venue hire), cafeteria, stationary, equipment purchases and the like. Suppliers would be
affected directly by lower spending by NFP’s, and this would translate to lower incomes
and hence less income tax payments by suppliers as well as staff redundancies.
Funders — Funders who are also NFP’s will get caught in the changes. This will translate
to a reduction in grants and donations in an already competitive funding market.

NZ is an OECD Outlier — Other countries have bigger populations and hence have more
opportunities to earn fundraising income outside business income.

Abuse of the tax system:

1.

There is no data or context given about abuses of the tax system. Some idea of scale and
type of abuse would be useful.

It is assumed that only a small number of entities are abusing the tax system. It
therefore seems an overreaction to punish all charities for the acts of a few.

Charities Services and the charity registration process would be best placed to deal with
any issues that might arise via abuse.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation



Fringe Benefit Tax:

10

1. NFP’s typically underpay staff due to tight funding. As such, we offer a discount to staff
in our retail stores as a recognition of this. If we were to pay FBT on this, it would result in
an additional cost on top of the discount and introduce significant compliance costs.

2. Inorder to make the system simpler and more cost effective, we would recommend a
full exemption on all FBT payable by NFP’s.

3. We believe that the compliance costs of managing and calculating FBT far outweigh any
benefits that the tax may bring to central government.

4. |If the current exemptions were removed, we would likely have to remove any discounts
offered to staff. This may then become a retention issue.

Q5 If the tax exemption is removed for charity
business income that is unrelated to charitable
purposes, do you agree that charity business
income distributed for charitable purposes should
remain tax exempt?

If so, what is the most effective way to achieve
this? If not, why not?

Yes, it should remain tax exempt, achieved
effectively by not changing the current tax
settings/policy.

To this end we recommend full tax exemptions for
all registered charities (ie Income Tax, Resident
Withholding Tax & FBT).

2.32 “Providing relief when accumulated surpluses
are eventually distributed for charitable purposes”
appears to be an unnecessary removal of income
for NFP’s and an administrative nightmare. How
would we separate income types in terms of
distribution?

We do not distribute our income via dividends or
provide donations to other entities, rather we
provide services. This proposalis a one-
dimensional view of how charities operate and
provide / distribute their services.

NFP’s will not understand how Memorandum
accounts work. This is an added administrative
complexity in an

We see our business income ventures as
inextricably related to our experiences/sites and
ability to remain solvent. Without this income we
would be insolvent.

Q6 If the tax exemption is removed for charity
business income that is unrelated to charitable
purposes, what policy settings or issues not
already mentioned in this paper do you think
should be considered?

NFP’s need to diversify their revenue streams in
order to stay financially sustainable. Business
income helps provide this stability.

Accumulation of funds is used to provide
cushioning to economic shocks, fund capital and
future services as well as providing funders with

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation
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information as to the contribution the NFP is able to
make and its financial status.

We have not seen any evidence of predatory
behaviour in the sector. For our part we use the
standard ‘recommended retail’ pricing strategy.

Adverse unintended consequences:
e Reduction in services and support provided to
NZ communities by charitable entities.

e The effect on PAYE/ACC/GST takings if NFP staff
lose their jobs due to a reduction in funds and
hence services or insolvency. This will lead to
more people on unemployment benefits.

e Supply chain interdependencies - catering,
laundry, cafeteria, stationary, equipment ... All
these will be indirectly affected if NFP’s fail or
reduce services.

A full cost benefit analysis needs to be done
including those related to redundancies, and
PAYE/ACC/GST income tax take reductions as well
as the effects diminishing the funds available for
charitable and NFP services would have on the
communities they serve.

NFP’s provide services cheaper and more efficiently
than central Government. Should central
Government need to provide these same services, it
will cost the taxpayer more and the services will be
slower.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation




Donor Controlled Charities:

12

1. There was no data or estimates of abuse relating to Donor Controlled Charities
provided, so we cannot comment on an appropriate regime. However, would not the
Charities Services be best placed to investigate this and apply regulatory recourse if

needed?

2. We believe that business transaction restrictions would be better placed to change
behaviour if abuse is an issue. While we do agree that some sort of action needs to be
taken on abusers, we do not believe that a blanket approach over all NFP’s will solve the

problem.

Q7 Should New Zealand make a distinction
between donor-controlled charities and other
charitable organisations for tax purposes? If so,
what criteria should define a donor-controlled
charity?

If not, why not?

Yes, if what your paper suggests is a concern then
the entities are not following their charitable
purpose and should have restrictions placed on
them. However, without any data or estimates, it is
difficult to comment meaningfully on this.

Q8 Should investment restrictions be introduced
for donor-controlled charities for tax purposes, to
address the risk of tax abuse?

If so, what restrictions would be appropriate? If
not, why not?

We agree that donor-controlled charities should not
be a vehicle to transfer/cycle income tax-free back
to the donors. However, we think transactional
restrictions would be more effective.

Genuine philanthropy should not be limited by
restrictions put in place to address perceived abuse
of the system. Rather, the Charities Services or
other appropriate authority should be funded to
investigate issues.

Q9 Should donor-controlled charities be required
to make a minimum distribution each year? If so,
what should the minimum distribution rate be and
what exceptions, if any, should there be for the
annual minimum distribution?

If not, why not?

This is worth consideration. However, these needs
to be recognition that receiving funds and
distributing them in the same tax/financial period is
not always in line with the charities purpose or
practicable.

Charities, including donor-controlled charities need
the ability to accumulate funds for special projects
and/or future investment into assets if that is part of
their charitable purpose.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation
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Integrity and Simplification:

1. The objective of simplifying the tax rules and reducing compliance costs would not be
met if NFP’s are - a. taxed on their business income that is unrelated and accumulated
income, and b. FBT exemptions are removed. We believe the opposite would occur.

2. Anychanges to increase tax revenue for the Government will incur compliance costs,
divertincome from NFP’s charitable purpose and will create adverse unintended
conseguences.

3. NFP’s tend not to have in-house expertise to manage compliance or fully understand the
implications of such changes.

4. What will happen to those NFP’s that cannot afford specialist advice and/or do not
engage with the IRD as they do not understand what is happening? What will the
penalties be for non-compliance not because they do not want to but because they
cannot afford to? Will the IRD push for de-registration of such NFP’s?

5. Animmediate simplification would be the full exemption of charities from the FBT
regime. As it currently stands, the regime is confusing as well as time consuming, even

with partial exemption.

6. Charities Services are best placed to monitor the regime alongside IRD. They need teeth
to manage the outliers rather than apply a blanket approach to all NFP’s.

7. How do we know if this is simply the first phase in a series of tax changes for the sector?

8. The NFP sector provides valuable services to the New Zealand public. It:

a. lIs agile and responsive to need as it arises.
b. Is efficient at supplying charitable services.
c. Operates without the need to pay stakeholders or owners’ dividends.
d. Is an employer and taxpayer.
e. Isbestplaced to continue these services. By continuing its tax exemptions and
creating space for the sector to do provide more services with full FBT, Resident
Withholding Tax and Income Tax exemptions.
Q10 What policy changes, if any, should be The full removal of the FBT regime would reduce
considered to reduce the impact of the compliance costs.
Commissioner’s updated view on NFPs,
particularly smaller NFPs? There needs to be less compliance which is time
For example: consuming and costly and reduces funding for
e increasing and/or redesigning the current $1,000 | charitable purposes.
deduction to remove small scale NFPs from the
tax system,

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation
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¢ modifying the income tax return filing
requirements for NFPs, and

* modifying the resident withholding tax
exemption rules for NFPs.

Increasing the $1,000 limit would help provide more
certainty to smaller NFP’s.

Resident Withholding Tax should be exempt for all
NFP’s.

Q11 What are the implications of removing the
current tax concessions for friendly societies and
credit unions?

We are not experts on these types of
organisations/exemptions. However, all the points
previously made are relevant to some extent.

Overall, reduced funding through taxation will affect
the bottom line and hence services. The
consequences of this should be thoroughly
assessed before proceeding with any changes.

Q12 What are the likely implications if the
following exemptions are removed or significantly
reduced:

¢ local and regional promotional body income tax
exemption,

¢ herd improvement bodies income tax
exemption,

e veterinary service body income tax exemption,
¢ bodies promoting scientific or industrial
research income tax exemption, and

® non-resident charity tax exemption?

We are not experts on these types of
organisations/exemptions. However, all the points
previously made are relevant to some extent.
Overall, reduced funding through taxation will affect
the bottom line and hence services. The
consequences of this should be thoroughly
assessed before proceeding with any changes.

Q13 If the compliance costs are reduced following
the current review of FBT settings, what are the
likely implications of removing or reducing the
exemption for charities?

Many NFP’s lack the resources or expert knowledge
to implement and maintain FBT reporting.
Management under a FBT regime does require
additional compliance costs, while no-FBT regime
would incur no compliance costs freeing up funds
for the charitable purpose.

Benefits to staff, even though small, go towards
recognising the low pay rates paid in the NFP sector
and the ability to attract staff. We would have to re-
think this if FBT was not exempt.

A full exemption from FBT is warranted as the
compliance costs and the additional tax to NFP’s
outweigh any benefit to the Government.

The FBT tax rate is extremely high and would
outweigh the cost to provide small benefits to staff.

We do not believe the exemption distorts the labour
market as in the main NFP pay lower rates than for-
profit entities.

Staff do not negotiate non-cash remuneration —this
is a for-profit concept.

Q14 What are your views on extending the FENZ
simplification as an option for all NFPs?

Sounds like a reasonable system.

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation
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Do you have any other suggestions on how to
reduce tax compliance costs for volunteers?

Q15 What are your views on the DTC regulatory
stewardship review findings and policy initiatives
proposed?

Do you have any other suggestions on how to
improve the current donation tax concession
rules?

Raise the limit of deduction.
Expand them to be able to file during the year.

Feedback submitted by:

Jill Wardle, CA

Finance Manager

Museums Wellington Trust trading as Wheako Poneke Experience Wellington

Level 8, 342 Lambton Quay. PO Box 893 Wellington

Cell:5 9(2)(a)
Email: § 9(2)(a)

Jill Wardle, Finance Manager (CA): Taxation and the not-for-profit sector 2025 consultation
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Taxation and the not-for-profit sector 2025 - IRD Consultation

Feedback from Wheako Poneke Experience Wellington.

Wheako Poneke Experience Wellington is a Council Controlled Organisation/Charitable Trust made up of six
large unique visitor experiences within Poneke. We welcome over 400,000 people to our sites collectively every
year. Our iconic sites are welcoming and inclusive, creating distinct environments and focuses for our visitors.
From the creative, sensory and digital learning experiences at Noku te Ao Capital E for the rangatahi of POneke,
to our telescopes and educational science exhibitions at Space Place, from the taonga and stories celebrated at
Wellington Museum, Cable Car Museum and Nairn Street Cottage and the ever-changing art exhibitions at City
Gallery Wellington, we are significant contributors to Wellington’s economy and its reputation as a centre of
excellence for arts, culture, and creativity. Many of our sites are in Council owned heritage buildings. Our
partnerships range from Council and central government, mana whenua, philanthropic relationships, creative
sector colleagues and artists as well as our fellow CCOs. As a charity, we rely on the generous support of
individuals and organisations to deliver world-class arts, heritage, and science accessible and inclusive
experiences.

Running these large institutions requires significant investment in maintenance and running costs, just to
maintain the buildings to a standard that is suitable to holding and receiving loans from artists and other
institutions. We also have 3 storage sites which are required to hold collections and decanted equipment and 2
sites for back-office staff which support these cultural institutions. In addition to the large operating costs to
maintain these institutions they require significant costs associated with upgrades and exhibition refreshments
which are only possible by accumulating surpluses. We have only recently been in the position to work towards
surpluses, this has been due to an increase in retail revenue.

In order to have world class exhibitions in Wellington we require spaces that meet lender requirements, such as
the heating, ventilation and air conditioning (HVAC) settings necessary to maintain humidity and temperature
control for these collections, and significant investment from sponsors and investors is required to build these
exhibitions. It is not unusual for us to make a loss on large exhibitions as costs are high and profit is not our
biggest motivating factor. Bringing accessible exhibitions and experiences to Poneke is our priority.

Wellington City Councilis our primary funder with 75% of our income coming from Council, the remainder is
made up of trading and fundraising. In the last financial year our trading income made up 14% of our overall
income with fundraising only making up 2%. Without retail, bar and venue hire income we would not stay
solvent, the economic climate is particularly tough at the moment, especially in the fundraising and grants
sector for Arts and Museums.

Should the suggested tax initiative be implemented this would have a significant negative impact for our
organisation. We believe that any nominal benefits of this income tax would be far outweighed by adverse
compliance costs, a reduction in PAYE/ACC/GST tax take and supply chain effects, and an increase in demand
for services to be delivered by Government that affected entities are no longer able to provide, just to name a
few.

In this feedback document we will provide our impressions of the Taxation and the not-for-profit consultation
document, with specific points for the IRD and Minister to note.
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Discussion Questions and our response

Q1. What are the most compelling reasons to tax, or not to tax, charity business income? Do the
factors described in 2.13 and 2.14 warrant taxing charity business income?

Not-for-profits by their nature don’t have a profit motive in terms of returning funds to owners/shareholders and
hence would be unlikely to act in a predatory fashion. We have not seen any evidence of any competitive
advantage by not-for-profits; however, we do see profits going back into the communities they serve.

We do agree with your assessment that taxable entities can carry losses forward and can claim imputation tax
credits from dividends, while non-for-profits do not receive these advantages. This would reduce any
advantages, perceived or otherwise.

The tax for Trusts is 39% and the tax for companies is 28%, so an obvious disadvantage for charities.

Not-for-profits have greater standards for reporting to the public, this is not a competitive advantage and in fact
increases compliance costs.

The not-for-profit sector provides valuable services to the New Zealand public. It is agile, efficient and responsive
to needs as they arise. This sector operates without the need to pay stakeholders or owners’ dividends. Currently
the wider charities sector creates jobs with approximately 196,000 people employed in the not-for-profit sector.
Charities pay employment-related taxes — PAYE and ACC, as well as GST.

With this in mind, the sector needs to be recognised for its value to the public and as an employer by continuing
its Income Tax and Withholding Tax exemptions and creating space for the sector to do more charity work with
full FBT exemption.

In taxing the charity sector, we expect this would have unintended consequences with potential job losses and
charities seeking financial help directly from the government.

There is no competitive advantage in accumulating profits to enable expansion. Expansion is only in relation to
sustaining or increasing the charitable services. For-profit entities generally do not provide these services.

In section 2.15 of the Taxation and the not-for-profit sector paper there is mention regarding the significant fiscal
cost to not taxing charity business income on unrelated charitable purposes, particularly on income that has
been accumulated. There has been no example given on the extent of what an “unrelated business income” may
be or what the accumulated earnings tax may look like. This is of significant concern to us as we remain solvent
due solely to our trading revenue and need to accumulate funds for future sustainability and capital
maintenance and purchasing. We believe the public benefit that not-for-profits provide our communities
outweighs any taxable income that may be alluded to in this paper. We would like to see a quantitative
cost/benefit analysis of this “lost income”.

Q2. If the tax exemption is removed for charity business income that is unrelated to charitable
purposes, what would be the most significant practical implications?

The most significant implication would be solvency. The removal of the tax exemption would cause significant
loss of income which would impact our services and may cause job losses.

Secondary effects such as supply chain effects, a reduction in PAYE, ACC, GST tax take and tourist dollars into
the economy could be expected.

Not-for-profits tend not to have in-house expertise to manage compliance or fully understand the implications of
such changes, this would certainly lead to an increase in administration and compliance costs. We have a very
small team of mostly part-time finance staff; we are not resourced for the additional time or expertise involved to
manage this potential policy change.

If not for profits do not engage with the IRD or don’t understand what is happening, there is a concern that
penalties for non-compliance could force the IRD to push for de-registration of such not-for-profits.

Any changes to increase tax payments will divert income from the not-for-profits charitable purpose.
Unlike for-profit entities, not-for-profits do not exist to “grow net assets”. The charitable purpose is the not-for-
profit's “business”.
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Q3 If the tax exemption is removed for charity business income that is unrelated to charitable
purposes, what criteria should be used to define an unrelated business?

We would recommend the exemption remains.
Use of the term “unrelated business” is vague and open to interpretation at this stage.

Our charitable purpose is to manage a number of galleries and museums for the benefit of the public, as part of
this we have retail outlets, paid events and food available for sale to the public. This is part of the whole
experience, and we believe related to our charitable purpose. While clarity needs to be provided around what
“unrelated business income” means, we expect many charities would require external tax advice which would
incur additional costs.

For not-for-profits, the business income does not exist without the charitable purpose. Regardless of how the
funds are earned, they are linked.

Q4. If the tax exemption is removed for charity business income that is unrelated to charitable
purposes, what would be an appropriate threshold to continue to provide an exemption for small-
scale business activities?

We believe there is no appropriate threshold. We would recommend the exemption remains for all not-for-
profits.

We believe that removal of the exemption would have a detrimental effect on all not-for-profits, regardless of
size, and having a threshold would encourage charitable entities to remain small, regardless of whether that
suits their purpose or affects their ability to be sustainable in the future. This would obviously mean that not-for-
profits would be encouraged not to grow their services to the public.

Q5. If the tax exemption is removed for charity business income that is unrelated to charitable
purposes, do you agree that charity business income distributed for charitable purposes should
remain tax exempt? If so, what is the most effective way to achieve this? If not, why not?

Yes, it should remain tax exempt. Make Income Tax, Resident Withholding Tax and Fringe Benefit fully exempt
from tax for all Registered Charities.

How would “charity business income distributed for charitable purposes” be defined? This is a very narrow view
of the reason why charities seek to raise income through a business approach. For example, the income may be
used to fund additional charitable services, or close a funding/expenditure gap, or may be used to create funds
to invest in assets required for their charitable purpose — none of which appear to meet the definition of a
“distribution” but nevertheless are purely for the purposes of charitable activities. This indicates that the full
gamut of charitable activities and why charity business income is critical to the health and financial
sustainability of this sector has not been fully considered or understood.

In our circumstances, we see our business income ventures as inextricably related to our experiences/sites.
Currently, this income is keeping us solvent.
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Q6. If the tax exemption is removed for charity business income that is unrelated to charitable
purposes, what policy settings or issues not already mentioned in this paper do you think should
be considered?

Not-for-profits have limited ways to earn income; donations/grants, local/central government contracts for
services, passive investments (e.g. term deposit interest, endowment funds) and business operations such as
retail stores and venue hire. These alternative business operations currently keep us solvent.

Business operations can offer more stability in a normal operating environment. However, in high-risk periods
such as Covid or a cost-of-living crisis, even these areas can evaporate quickly. This means that in order to
weather economic shocks, not-for-profits must diversify their income.

Income tax adds to the plethora of environmental factors acting against not-for-profits in terms of loss of assets
through compliance costs and income tax to be paid.

Consideration should be made around the effect on PAYE takings if not-for-profit staff lose their jobs due to
reduced income or insolvency. The sector currently employs approximately 193,000 staff.

Many not-for-profits do their work on behalf of the government. The removal of this tax exemption and
implementation of taxes on accumulated earnings could lead to the requirement for direct funding from the
government or pulling back on critical services.

There is a high likelihood that should this tax exemption be removed, our not-for-profit would have to significantly
cut offerings/employees or become insolvent.

Charities must seek opportunities whatever they are to increase funding. It’s this sort of creativity and
nimbleness which helps them survive and ensure funding for capital and/or financial sustainability.

Due to the way Charities are run we are often able to provide services to the community at a far cheaper rate than
if the government was to deliver these services themselves.

Further clarification regarding what an ‘unrelated business’ is required. We think allincome made from passive
investments, retail shops, cafés and venue hire (for example) should be exempt from income taxes as these
often make up funding shortfalls for Registered Charities.

Activities such as retail and venue hire have important secondary outcomes such as raising awareness to the
public of the services the not-for-profits provide, in essence free advertising. Itis also used to raise more funds
via donations where our staff ask customers at the till if they would like to make a donation.

The Trust tax rate of 39% and a company tax rate of 28% is clearly an advantage for companies and for-profit
entities.

Grant funders are also concerned with an organisation’s financial sustainability and solvency and often require
that organisations show other sources of funding before they will commit funding to a project. Should an Income
Tax be implemented this will severely constrict these earnings which would make it much harder for Charities to
seek grant funding. Other issues with taxing accumulated surpluses are that holding investments allows
investment income to be used to maintain solvency through periods of economic uncertainty and allow a buffer
in times of funding uncertainty.

Charities are already required to report on their accumulated surpluses and there are very good reasons why
charities, and consequently the public, would benefit from charities being able to continue to hold accumulated
surpluses without the burden of these being taxed. As an entity who manages museums and galleries, much of
our equity is held in exhibitions and Collections —when we purchase Collection items, major exhibition upgrades
and equipment, which is available for public benefit, this appears as accumulated equity on our balance sheet
until they are depreciated, noting that Collection items are not depreciated.

We recommend Chairty Services and the IRD work closely together to ensure the integrity of Registered
Charities, so that if there is fraud happening in the sector, it is important that regulatory bodies are sufficiently
funded and resourced to act on this behaviour. Taking this approach - to better fund compliance and
investigation activities which can target the areas/entities considered to be taking advantage of the current
settings would be a more appropriate approach than implementing a blanket and significantly detrimental
approach across the sector.
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Q7. Should New Zealand make a distinction between donor-controlled charities and other
charitable organisations for tax purposes? If so, what criteria should define a donor-controlled
charity? If not, why not?

Yes, if what your paper suggests is a concern then the entities are not following their charitable purpose and
should have restrictions placed on them by Charity Services who would investigate these concerns.

However, there are no cost estimates in the paper about how much of an issue this is — cost benefit analysis
should be carried out to determine if this issue of sufficient consequence to warrant changes.

In addition, consideration should be given to philanthropic organisations which are often donor-controlled but
which provide significant contributions to charitable purposes and in no way benefit the donors. Again,
investment into compliance and investigation would be more appropriate than penalising such arrangements as
a one-size approach.

Q8. Should investment restrictions be introduced for donor-controlled charities for tax purposes,
to address the risk of tax abuse? If so, what restrictions would be appropriate? If not, why not?

Refer to the response above.

We think transactional restrictions would be more effective. Charities Services would need to be adequately
funded to investigate issues.

Q9. Should donor-controlled charities be required to make a minimum distribution each year? If
so, what should the minimum distribution rate be and what exceptions, if any, should there be for
the annual minimum distribution? If not, why not?

This requires more analysis and information to determine the nature of such entities. Significant philanthropy
may take place which targets investment in assets (e.g. charity hospitals, ambulances) which are funded through
the build-up of retained earnings, rather than donations during a specific year. Requiring a minimum distribution
each year would be detrimental in these cases.

Q10. What policy changes, if any, should be considered to reduce the impact of the
Commissioner’s updated view on not-for-profits, particularly smaller not-for-profits?
For example:
¢ increasing and/or redesigning the current $1,000 deduction to remove small scale not-for-
profits from the tax system,
e modifying the income tax return filing requirements for not-for-profits, and
o modifying the resident withholding tax exemption rules for not-for-profits.

Increasing the $1,000 limit would help provide more certainty to smaller not-for-profits.

There needs to be less paperwork/administration which is time consuming and costly. Not-for-profits should be
exempt from Resident Withholding Tax as this would be a further reduction in income available for charitable
purposes.

Q11. What are the implications of removing the current tax concessions for friendly societies and
credit unions?

The same as other non-for-profits entities, reduced funding will affect the bottom line and hence services.
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Q12. What are the likely implications if the following exemptions are removed or significantly
reduced:

e local and regional promotional body income tax exemption,

e herd improvement bodies income tax exemption,

e veterinary service body income tax exemption,

e bodies promoting scientific or industrial research income tax exemption, and
e non-resident charity tax exemption?

We are not familiar with these areas and have no comments to make.

Q13. If the compliance costs are reduced following the current review of FBT settings, what are the
likely implications of removing or reducing the exemption for charities?

Currently we have adopted a conservative approach to FBT and monitor the fringe benefits to staff (largely
discounts for staff in our retail outlets) carefully to ensure that they are under the FBT filing threshold for
businesses. We have adopted this policy because it is unclear whether our commercial activities (retail outlets
on site and venue hire) or administrative staff currently fall under the exemption for employees carrying out a
business within our charitable purpose or not. If it was made more clear what business activities fell under the
organisation’s specified purposes then this would reduce our compliance costs as we wouldn't have to monitor
this, however we would be unlikely to offer other fringe benefits to staff.

Ultimately, a full FBT exemption would be more cost effective.

Q14. What are your views on extending the FENZ simplification as an option for all not-for-profits?
Do you have any other suggestions on how to reduce tax compliance costs for volunteers?

We do not currently have any volunteers though we imagine this would be helpful for volunteers for this to be
extended.

Q15. What are your views on the DTC regulatory stewardship review findings and policy initiatives
proposed? Do you have any other suggestions on how to improve the current donation tax
concession rules?

Expand them to be able to file during the year.
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Closing Summary

We believe that any tax regime or regulation changes for not-for-profits should be about how the funds
are used rather than focused on how they are earned.

Further consideration regarding the compliance costs should be given. Any new tax rules would reduce
any profit earned for not-for-profits which in turn would reduce services across the sector.

Any evaluation of tax on not-for-profits should take into account the costs and benefits lost to the public
should funds be diverted from their charitable purpose and how these proposed changes would erode
the part charities play in society, with serious consideration from the government on how they would fund
this shortfall.

The continuation of the tax exemption of Income Tax would mean that the not-for-profit sector is treated
similarly to other public benefit entities i.e., local and central government.

Not-for-profits are suffering the impact of the current cost-of-living crisis. This translates to lower
donations and grant funding as donors feel the pinch of the cost-of-living crisis themselves. Any change
that increases costs, even if minor, diverts funds away from the not-for-profit's charitable purpose.

It is critical for not-for-profit survival to have the ability to explore and implement alternative funding
options such as retail, venue hire and memberships.

If the tax exemption were removed on unrelated business income and accumulation, our not-for-profit
would report deficits. This would very quickly make the operation unsustainable and ultimately insolvent.
The next steps from there would be to decide which sites to close and staff redundancies.

An immediate simplification would be the full exemption of registered charities from the FBT regime. As it
currently stands, the regime is confusing as well as time consuming even with partial exemption.

Feedback submitted on behalf of;

Diana Marsh

Tumu Whakarae | Chief Executive

Wheako Poneke Experience Wellington,

Level 8, 342 Lambton Quay, PO Box 893, Wellington, New Zealand
M:s 9(2)(a)

E:s 9(2)(a)
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Canterbury Rugby Football Union

Phone 03 379 8300 Fax 03 365 3565

Rugby Park, Cnr Malvern & Rutland Streets, St Albans
PO Box 755, Christchurch 8140

New Zealand

www.crfu.co.nz

25 March 2025

David Carrigan

Deputy Commissioner, Policy
Inland Revenue

C/- policy.webmaster®@ird.govt.nz

Feedback on the taxation and the not-for-profit sector officials’ issues paper
Dear Mr Carrigan,

Thank you for providing the opportunity to provide feedback on the proposals for changes to
the taxation of not-for-profit and charitable entities.

Canterbury Rugby Football Union has been a cornerstone of our regional rugby community for
145 years, delivering not only rugby but also social and community development. Our mission
extends beyond the rugby field. We enrich lives, promote well-being, and drive positive societal
change.

While the “Q and As” published by IRD mention that it is not expected that bodies promoting
amateur games and sport will be affected by the proposals we would still like to take the
opportunity to make a submission that this income tax exemption should remain as is.

The Economic and Social Value of Grassroots Rugby Clubs

Rugby is not just a sport in New Zealand — it is part of our national identity and contributes
significantly to the economy and society. As a provincial union, overseeing 45 of the more
than 470 grassroots rugby clubs in New Zealand, we play a crucial role in fostering community
engagement; social connection, and personal development.

Our union, like many others across the country, provides a space where individuals of all ages
and backgrounds can come together, engage in physical activity, contribute to their local
community and form lifelong friendships and support networks.

Beyond playing rugby, we deliver education, wellbeing, social, cultural and diversity inclusion

amongst other inititives. These activities bring communities together and generate economic
activity for local businesses throughout the year, not just on game day.

RayWhite



Canterbury Rugby Football Union

Phone 03 379 8300 Fax 03 365 3565

Rugby Park, Cnr Malvern & Rutland Streets, St Albans
PO Box 755, Christchurch 8140

New Zealand

www.crfu.co.nz

Rugby unions are also at the forefront of addressing important societal issues in our
communities. Mental health awareness, safe kids, brain injury programs are amongst the
initiatives on a regular basis.

The Importance of Retaining the Income Tax Exemption for Amateur Sport

The current income tax exemption for bodies promoting amateur games and sport ensures
that we can remain financially viable. Removing this exemption or imposing income tax on
our union would:

e significantly reduce the funding available for th union to assist clubs to provide community
programs, purchase equipment, maintain facilities, and support player development.

e create an administrative burden for us as a volunteer-run organisation, diverting time and
resources away from our core activities; and

e lead to increased costs for participants, which could disproportionately impact those from
lower-income backgrounds and reduce youth participation in rugby especially in the
current cost of living crisis.

Preserving the current income tax exemptions is essential for sustaining the economic and
social benefits they provide. Canterbury Rugby Football Union remains committed to
enriching our community, and we urge the Government to consider the profound implications
that changes to tax exemptions would have on grassroots organisations like ours.

Grassroots rugby is a cornerstone of New Zealand’s social and economic fabric, and its
contribution must be recognised and protected in any tax policy changes.

Yours sincerely,

s 9(2)(a)

Tony Smail
Chief Executive Officer

Canterbury Rugby Football Union
s 9(2)(a)
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From: Paul Bushnell S 9(2)(a)

Sent: Tuesday, 25 March 2025 1:18 pm

To: Policy Webmaster

Subject: Taxation and the not-for-profit sector: feedback

External Email CAUTION: Please take CARE when opening any links or attachments.

| wish to make a personal submission about the proposed changes to NFP taxation, focused on the
charitable nature of churches.

| think there is certainly an issue with the likes, say, of Sanitarium, a trading company which is acting
under the protective cloak of its church origins to avoid paying tax. This is unfair, and any moves to
remove this anomaly are reasonable.

However, in making changes to effect this, | think that the government needs to be very careful not to
unwittingly scoop up other genuine charitable activity undertaken by churches. | am on the governing
council of an Auckland church which is often used as a venue for public events - and the money
raised by this activity gets ploughed back into the upkeep of the buildings, and the support of the
public-good activity undertaken by the church.

If this income were reduced, it would have a very significant impact on the viability of the buildings,
the institution and the operation of the church and its varied programmes of public support and
engagement.

Q1. What are the most compelling reasons to tax, or not to tax, charity business
income? Do the factors described in 2.13 and 2.14 warrant taxing charity business
income?

Taxing the income made by a church genuinely acting as a charity would significantly reduce the
amount of income events and venue hire generates. This would have a negative impact not only on
the institution, but also the varied communities the church serves. If a shortfall were to result

from the proposed tax changes, the government would become subject to calls to provide funding -
something which would, I’m sure, not be welcomed by any governing party or coalition.

Please ensure that in catching the likes of Sanitarium, you do not unwittingly damage the genuine
charitable activity which my church, and many others, undertakes to the benefit of society.

Paul Bushnell

s 9(2)(a)
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From: Paul Reeve S 9(2)(a)

Sent: Tuesday, 25 March 2025 1:21 pm

To: Policy Webmaster

Subject: Fwd: Taxation and the not-for-profit sector

External Email CAUTION: Please take CARE when opening any links or attachments.

Submission on Taxation and the Not-for-Profit Sector: Concerns Regarding Businesses in the Building
Materials Supply Sector

Introduction

We appreciate the opportunity to provide feedback on the "Taxation and the Not-for-Profit Sector - Officials'
Issues Paper" issued on 24 February 2025. Our submission focuses on the concerns that many businesses in the
building materials supply sector are owned and operated by entities with close links to various charities. These
businesses benefit from tax deductions for donations to these charities, raising questions about the arm's length
nature of these transactions and whether value is being provided in a non-taxable form in return. We believe
that closer scrutiny is necessary to ensure a level playing field for all market participants.

Concerns and Issues

1. Tax Deductions and Arm's Length Transactions
o Businesses in the building materials supply sector often donate to charities they are closely
linked with, obtaining tax deductions for these donations. However, it is unclear whether these
transactions are conducted at arm's length, as required by tax regulations. The lack of
transparency and potential for non-arm's length transactions can lead to tax avoidance and
unfair competitive advantages.
2. Competitive Advantage
o The current tax exemption framework allows businesses linked to charities to accumulate tax-free
profits, which can be reinvested into their operations, giving them a competitive edge over tax-
paying competitors. This advantage is particularly pronounced in the building materials supply
sector, where margins are often tight, and any cost savings can significantly impact market
dynamics.
3. Integrity and Simplification
o The issues paper highlights the need for integrity and simplification in the tax system for not-for-
profits. We support this initiative and believe that stricter regulations and clearer guidelines on
transactions between businesses and their associated charities are essential to prevent abuse and
ensure fairness.

Recommendations



1. Enhanced Scrutiny and Reporting Requirements
o We recommend that the Inland Revenue Department (IRD) implement enhanced scrutiny and
reporting requirements for businesses with close links to charities. This could include mandatory
disclosure of all transactions between the business, its officers, and the charity, with a clear
demonstration of arm's length pricing.
2. Regular Audits and Compliance Checks
o Regular audits and compliance checks should be conducted to ensure that businesses and
charities adhere to tax regulations. These audits should focus on identifying non-arm's length
transactions and non-taxable value provisions.
3. Clear Guidelines and Definitions
o The IRD should provide clear guidelines and definitions for what constitutes an arm's length
transaction and non-taxable value provision. This will help businesses and charities understand
their obligations and reduce the risk of non-compliance.
4. Review of Tax Exemptions
o A review of the current tax exemptions for businesses linked to charities should be undertaken to
assess their impact on market competition. Consideration should be given to limiting exemptions
to ensure that they do not create unfair advantages.

In making the above recommendations we are mindful that there needs to be a balance in any compliance
regime to ensure the costs of complying do not add significant financial burden, especially for smaller
charities. An overly burdensome regime would have the perverse effect of reducing the funding these charities
have available for their charitable purposes. To that end it would be appropriate to have a minimum threshold
for reporting which could be based on the income of the charity.

Conclusion

In conclusion, we believe that closer scrutiny of businesses with close links to charities is essential to maintain a
fair and competitive market in the building materials supply sector. By implementing enhanced reporting
requirements, regular audits, clear guidelines, and reviewing tax exemptions, the IRD can address the concerns
raised and ensure a level playing field for all market participants.

Best Regards,

Paul



“Taxation and the not-for-profit sector”
Submission by The CatWalk Spinal Cord Injury Trust
(cc27170)

Dated 25 March 2025

Executive Summary

The CatWalk Trust is curing spinal cord injury by retaining the best and brightest research minds here
in New Zealand and keeping them focussed on the task.

e We are concerned about many of the discussion questions, especially those around the
definition of business income as many of our activities generate ‘profit’ through an exchange, but
all for delivering on our purpose.

e We refute that there is any business activity that is unrelated to charitable purpose, as no matter
what we do we are accountable to our donors on whose ongoing support we depend.

e We need to be able to retain earnings both to save for major projects and trials, and to provide
ongoing income through investments. All is critical to our performance.

e Taxing us on any of our income generating activities will reduce the amount of money available
to curing spinal cord injury paralysis, which currently costs the country $700million a year.

General Response

The CatWalk Trust’s charitable purpose is to cure paralysis from spinal cord injury by targeted funding
of medical and health research of the highest order. Currently there is no cure for spinal Cord injury
which costs the New Zealand Government around $700 million a year and severely impacts the
independence of those living with it.

Over 20 years CatWalk has taken local research from infancy to developing a world-renowned
multidisciplinary team. They are an elite we have been lucky to retain. They have individually shown
results and have demonstrated that we get results faster when our New Zealand researchers are
driving the pace. The only thing holding them back has been the structure of research funding.

Cures for spinal cord injury will not come from the commercial world as there will be no miracle drug
or injury specific ‘widget’ that will be the answer. Therefore, we are competing in an expensive world
for talent and most spinal cord programmes are ineligible for venture capital.

Almost all our impact is from providing funds. Medical programmes are expensive so our outgoings
are relatively large chunks of money that must first be accumulated and held. It also means that we
need to be able to retain and invest what we hold to minimise the impact of inflation on our
spending potential.

One of the underpinning statements of the review is contained as paragraph 4.1 “Every tax
concession has a ‘cost’, that is, it reduces government revenue and therefore shifts the tax burden to
other taxpayers.” We submit that this is a false premise. We are overwhelmingly supported by
selfless donors who want to see their donations making an impact. There is nothing to suggest that
this money would be available to the Government were donors not be able to direct it to specific
community impact.

Our donors hold us accountable in a way that shareholders, customers or voters can’t. We have to
earn and retain trust at a very personal level and anything that undermines that trust will markedly



reduce our community impact. The idea that charities are a burden to taxpayers or not worthy of
trust is potentially damaging to us and the whole sector.

It is our contention that the work we do would not be done unless by charity. It does not have a
commercial return and is low on Government priorities. Therefore, anything that is done to distract
our focus or reduce our income potential or ability to hold funds will have a direct impact on all New
Zealanders.

Review Questions

Question 1: What are the most compelling reasons to tax, or not to tax, charity business income?

Our biggest concern is the definition of ‘business income’. One of our largest income sources are
high-end events, many of which could be considered to be competing with commercial event hosting
organisations, although usually they are only commercially viable for us due to donated venues,
equipment and/or prizes.

If profits from these were taxed, it would have significant impact on our ability to advance our
purpose which is almost exclusively dollar based.

Further, the nature of our charitable purpose means that we sometimes need to retain significant
earnings that we invest. We need the freedom to diversify our portfolio to ensure we do not lose
value and thus betray the trust of those who have given us money to cure spinal cord injury. Were
these investments deemed to be business income, taxing would impact our ability to accelerate
finding cures.

Question 2: If the tax exemption is removed for charity business income that is unrelated to
charitable purposes, what would be the most significant practical implications?

Again, what would be the definition of ‘business income unrelated to charitable purposes’? Almost
all of our income derived from activities is unrelated to spinal cord injury research. It is our
experience that donors like to be creative with their giving. We would not like to restrict them from
giving us, for instance, a short-term going concern for us to earn from.

Question 3: If the tax exemption is removed for charity business income that is unrelated to
charitable purposes, what criteria should be used to define an unrelated business?

Charities have a moral obligation to follow their donor’s wishes with any investment they make with
their capital. They are also compelled to invest conservatively so as not to put that value at risk.
Should they betray that trust it will impact on their future ability to fundraise — an existential issue
for trustees. Therefore, there is no such thing as an unrelated business.

Question 4: If the tax exemption is removed for charity business income that is unrelated to
charitable purposes, what would be an appropriate threshold to continue to provide an exemption
for small-scale business activities?

The size of our annual expenses can vary significantly depending on the work being funded. A clinical
trial can cost $30 million over five years so is likely to be funded through a combination of retained
earnings and partnership donations. Although this may be outside the scope of the question, our
experience is that expensive services can push charities to fluctuate between thresholds over
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financial years. Therefore any threshold must consider the boom-and-bust nature of such funding
and measure accordingly.

Question 5: If the tax exemption is removed for charity business income that is unrelated to
charitable purposes, do you agree that charity business income distributed for charitable purposes
should remain tax exempt? If so, what is the most effective way to achieve this? If not, why not?

Yes. How will ‘unrelated to charitable purposes’ be determined? It would seem that the situation at
present — that a deduction is allowed for a donation of dividends to a parent charity — could equally
apply to activities within a charity without having to split the entities and create extra work.

Question 6: If the tax exemption is removed for charity business income that is unrelated to
charitable purposes, what policy settings or issues not already mentioned in this paper do you think
should be considered?

Given the nature of our mission and the current intergenerational transfer of wealth, we plan to
encourage people to leave us bequests. For larger bequests we will offer ‘restricted funds’ status
whereby the capital is held in trust to provide income into the future — our quest is a long one. At
which point of holdings will these become categorised as retained earnings that we ‘should be
spending’? Forcing us to spend down to an outside policy agenda would:

1. Reduce the attractiveness of the proposition to donors

2. Force us to betray the trust put into us by our donors, impacting our ability to raise money

3. Slow down the journey towards cures, impacting thousands and costing the Government
millions.

Due to the nature of the specialist equipment used particularly in clinical trials, we may be required
to own expensive items of equipment. Although it will be used for free by those involved in our work,
we may be able to offer it to commercial operators when we do not need it, to offset its cost. The tax
proposal would complicate and compromise our ability to do this.

Questions 7-11: Not applicable.

Question 12: What are the likely implications if the following exemptions are removed or significantly
reduced: bodies promoting scientific or industrial research income tax exemption.

The briefing document states: “The context in which scientific and industrial research is conducted
has changed significantly since the introduction of the exemption. Advances have been made in
technology, changes in funding models have occurred, and research has become increasing
commercialised.”

This is not true of the whole sector. Not everything advancing human understanding of science has a
commercial application. In healthcare, in particular, scientific advances that do not involve a miracle
drug or piece of equipment have little commercial return on investment, yet what is learned through
research can be a major benefit for society.

The impact of removing the exemption will mean it will be more difficult to attract and afford the
high calibre researchers we need, as we will be competing with deep-pocket corporations. In the
wider context, this would impact those living with all medical conditions overlooked by commercially
funded research.

CatWalk Trust — Taxation and the Non-profit Sector



Questions 13-14: Not applicable.

Question 15: What are your views on the DTC regulatory stewardship review findings and policy
initiatives proposed? Do you have any other suggestions on how to improve the current donation tax
concession rules?

Generally we support the ideas mooted for making tax credits easier to access.

Many charities aim their donation asks at an impulse-buy level so it is not surprising that such donors
have a low uptake of taking tax credits. CatWalk has an average ‘regular’ donation level of just over
$320 which does not include six and seven figure special gifts for our programmes. This means more
of our donors take factors such as the tax credit potential into consideration when making a
donation.

We suggest that rather than seeing low uptake of tax credits as a failure, consider it an opportunity
for charities to further connect and educate donors, should they choose to consider the potential. If
the Government seeks to promote philanthropy, this is one of the ways they could work alongside
charities.

Conclusion

The CatWalk Spinal Cord Injury Trust has grave concerns about the scope and proposals in the review
as they have the potential to impact our mission by:

Reducing our income

Increasing our costs, both through compliance and tax

Forcing us to spend retained earnings we need to accumulate

Undermining the trust our donors have in us.

Depriving us of access to the research experts we need to fulfil our purpose.

vk wNeRE

Should any of these come to pass, it will slow down our mission and therefore cost New Zealand
millions of dollars.

Please contact me for any clarification.

s 9(2)(a)

Meg Speirs
Executive Director

CatWalk Trust — Taxation and the Non-profit Sector
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Taxation and the not-for-profit sector

Submission from South Canterbury Hospice Inc

This submission is a narrative summary to the questions posed in the IRD issues paper.
We know others are providing detailed feedback on a point-by-point basis, including the
Hospice New Zealand submission which we support.

In essence, we believe the real issue for Government is defining what is or isn’t a charity,
rather than changing tax laws. An unintended consequence of tax law change is that
hospices are captured by changes not meant for them. Unless it is your intention to tax
hospices.

Our budget this year is for expenditure of $3.4million, while our Government contract is
only $1.5million.

Our staff and volunteers are working extremely hard to raise the $1.9million shortfall, but
we won’t make it. We’re budgeting a $300,000 deficit for the year.

Despite this, we will continue to provide the highest quality end-of-life care to South
Canterbury patients and support for their families. And we will do this free of charge.

This is not sustainable.

So at a time when we are crying out for more money from Government, this review
potentially takes money away from us.

Eventually, hospices will have to make severe cutbacks to services or close, putting
more pressure on public health services. We save money for the Government every day
by keeping people out of the public health system.

Our income comes from our two op shops (30%), our events (19%), donations (19%) and
grants (17%). The balance is our deficit.

All income goes directly to our charitable purpose of providing end of life care. Any
bequests we receive go to our investment trust, the Community Trust Hospice
Foundation. The Foundation’s Trust deed stipulates all its funds are for the sole benefit
of Hospice South Canterbury Inc.

Not one cent of our money goes to anything other than our charitable purpose.
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Taxing op shop income could also have the unintended consequence of reducing
donations and our customer base if these groups perceive that all profits are not going
to Hospice. Many people donate and shop with us because they know these funds go
directly to our services.

By all means target those businesses you perceive are making money for non-charitable
purposes. Don’t make complicated changes to the tax system though. Just don’t allow
those businesses charitable status.

PS: Actually, there is one tax law you could change. Remove GST on ticket sales (at
events, raffles) for charities. It grates.

Ant Ford Peter O’Neill
Chairman General Manager
South Canterbury Hospice Inc South Canterbury Hospice Inc

gm@hospicesc.org.nz
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David Carrigan

Deputy Commissioner, Policy
Inland Revenue

C/- policy.webmaster@ird.govt.nz

Feedback on the taxation and the not-for-profit sector officials’ issues paper
Dear Mr Carrigan,

Thank you for providing the opportunity to provide feedback on the proposals for
changes to the taxation of not-for-profit and charitable entities.

Drury & Districts Rugby Football & Recreation Club has been a cornerstone of our
local community for 103 years, delivering not only rugby but also social and
community development. Our mission extends beyond the rugby field. We enrich
lives, promote well-being, and drive positive societal change.

While the “Q and As” published by IRD mention that it is not expected that bodies
promoting amateur games and sport will be affected by the proposals we would still
like to take the opportunity to make a submission that this income tax exemption
should remain as is.

The Economic and Social Value of Grassroots Rugby Clubs

Rugby is not just a sport in New Zealand — it is part of our national identity and
contributes significantly to the economy and society. As one of the more than 470
grassroots rugby clubs in New Zealand, we play a crucial role in fostering
community engagement, social connection, and personal development.

Our club, like many others across the country, provides a space where individuals
of all ages and backgrounds can come together, engage in physical activity,
contribute to their local community and form lifelong friendships and support
networks.

Beyond playing rugby (junior and senior), we provide other services such as touch
rugby (junior and senior), school sports, family events, recreational events and


mailto:policy.webmaster@ird.govt.nz

other social events dedicated to the Drury population. These activities bring
communities together and generate economic activity for local businesses
throughout the year, not just on game day.

Rugby clubs are also at the forefront of addressing important societal issues in our
communities.

The Importance of Retaining the Income Tax Exemption for Amateur Sport

The current income tax exemption for bodies promoting amateur games and sport
ensures that we can remain financially viable. Removing this exemption or
imposing income tax on our membership fees would:

e significantly reduce the funding available for clubs to provide community
programs, purchase equipment, maintain facilities, and support player
development.

e create an administrative burden for us as a volunteer-run organisation,
diverting time and resources away from our core activities; and

e lead to increased costs for participants, which could disproportionately impact
those from lower-income backgrounds and reduce youth participation in rugby
especially in the current cost of living crisis.

Preserving the current income tax exemptions is essential for sustaining the
economic and social benefits they provide. Drury & Districts Rugby Football &
Recreation Club remains committed to enriching our community, and we urge the
Government to consider the profound implications that changes to tax exemptions
would have on grassroots organisations like ours.

Grassroots rugby is a cornerstone of New Zealand’s social and economic fabric, and
its contribution must be recognised and protected in any tax policy changes.

Yours sincerely,

Cornell Allen
Vice President
Drury Rugby Club
s 9(2)(a)



planting for our planet
and our people

24 March 2025

Taxation and the not-for-profit sector
C/- David Carrigan

Deputy Commissioner, Policy

Inland Revenue Department

PO Box 2198

Wellington 6140

By email: policy.webmaster@ird.govt.nz

Dear sir
Submission on the IRD’s Proposal to Tax Incorporated Societies

Introduction to Omanu Community Gardens Incorporated

Omanu Community Gardens Incorporated (OCG) is a non-profit incorporated society
representing 47 plot-holder members in Mount Maunganui. Our community gardens provide a
space for individuals and families to grow their own produce, foster community spirit, and
contribute to local food security by donating excess harvest to local food banks.

OCG operates solely for the collective benefit of its members and the wider community. We
provide our members resources, gardening tools, soil, compost, and expert guidance to
support sustainable, organic gardening practices. As a non-commercial entity, our financial
sustainability relies on membership contributions, sponsorships, and community support.

Our Opposition to the IRD Proposal
OCG strongly opposes the IRD’s proposal to tax incorporated societies by removing the current
exemption on funds received from members, including membership fees and subscriptions.

This exemption recognises that incorporated societies exist to serve their members and the
broader community, rather than generate profit. Removing this provision will create
unnecessary financial and operational burdens on small community entirely volunteer run
organisations like OCG, threatening their ability to operate effectively.


mailto:policy.webmaster@ird.govt.nz

Impact of Taxing Membership Contributions
If the IRD proceeds with this taxation change, the effects on OCG would be severe:

Reduced Community Impact: Membership fees are essential to maintaining our
gardens and providing resources to members. Taxing these funds would reduce our
ability to maintain infrastructure, purchase supplies, and support local food banks.
Increased Costs for Members: To offset tax obligations, we may be forced to increase
membership fees, potentially making participation unaffordable for some community
members.

Administrative and Compliance Burdens: As a volunteer-driven organization, OCG does
not have the resources to handle additional tax compliance and reporting obligations.
The financial and time burden would divert efforts from our core mission.

Alternative Solutions
Instead of removing the membership contribution exemption, we urge the government to
consider:

1.

Retaining the tax exemption for membership fees and subscriptions for non-
commercial incorporated societies like OCG.

2. Introducing tax exemption thresholds for small to medium-sized incorporated societies
with nho commercial activities.
3. Strengthening oversight of larger, commercially oriented societies while ensuring
community-based organisations are not penalized.
Conclusion

We urge the government to reconsider this proposal, as it undermines the ability of community
organisations like OCG to fulfil their social and environmental missions. Our society and
similar community gardens contribute significantly to New Zealand’s well-being, sustainability,
and local food resilience. Taxing member contributions would be counterproductive to these

efforts.

We appreciate the opportunity to submit our concerns and welcome further discussion on this

matter.

Yours sincerely,

s 9(2)(a)

Mike Chapman
Treasurer Omanu Community Gardens Incorporated
s 9(2)(a)
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