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BACKGROUND

The Baptist Union of New Zealand (“BUNZ” or “the Union”) is incorporated under the
Baptist Union Incorporation Act 1923 (“the Act”) and is a union of 240+ member Baptist
faith communities (“churches”) and associated charitable entities in New Zealand.

The churches are independently governed, unincorporated charities registered
individually with Charities Services.

The Union is the incorporated entity which holds church (and other) properties in trust
for the churches, in accordance with the provisions set out in the Act. The Union does
not govern the local churches.

Entities associated with the churches are a mixture of charitable trusts and charitable
companies, each with their own incorporation documents and each registered as
charities with Charities Services.

The Union gives support and advice to the churches in relation to various matters,
particularly in relation to property responsibilities, governance, employment and legal
matters.

While this submission will cover the BUNZ and its operations, it also advocates on
behalf of its member churches - who are also free to make submissions on the Issues
Paper.

We welcome the opportunity to submit on the Issues Paper.

CONCEPTUAL ISSUES THAT FRAME OUR SUBMISSION

Baptist churches are actively engaged in charitable activities — beyond purely the
“advancement of religion” (e.g. budgeting advice, youth support, family and marriage



support as a direct outworking of their faith and values systems —i.e. their advancement
of religion.

The charitable activities of the churches and associated entities are often based in the
immediate community around them and support the physical, financial, emotional,
mental as well as spiritual health of their communities.

These activities are completed utilising a mixture of people resource and financial
provided by members of our churches.

The “people” resources are often contributed in the form of volunteer hours. Recent
studies out of Waikato University (Dr Juliet Chevalier-Watts) show “.. religions charities
—the vast majority of which are churches and/or Christian organisations — contributed
an enormous $6.1 billion to New Zealand in 2018 alone.”

The “financial” resources utilised by Union charities are often received by way of
donations contributed to the churches, sourced from tax-paid income of its
parishioners. IRD will argue that these donations come at a cost of the Donation Tax
Credits (“DTC”). In the 2023 tax year DTC paid were $316m, of which only $199m were
DTC for donations to religious organisations?. The 2018 DTC for religions organisations
was $167m, meaning the Government got a minimum of $6.1 billion of services value
for an outlay of $167m?2.

This clearly demonstrates the benefit of the religious charitable community, of which
the Union is a part, that “... churches in NZ, don’t pay income tax is because the public
benefit they provide reduces the burden on the government. Simply put, without
charities, our taxes go up, and disproportionately. This is especially the case with
churches, because churches help people in far greater ways than the Government
could for a lot less money.”

Donations do not cover full costs of supporting the sector, and while we acknowledge
that Government contracts for social services often form part of the funding for the
sector, these contracts do not cover full costs, and charities are often reliant on the
donations or “other business income” of the charities to supplement those Government
services contracted.

Our churches and associated entities currently operate with significant volunteer
assistance, operate within a fairly simple tax environment, often contribute PAYE and
GST to the national tax take, are subject to all legislative requirements with other non-
charitable “businesses”, and also comply with reporting and compliance obligations of
the Charities Services regime.

"Waikato Times, March 22, 2025
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We fully endorse the requirement for accountability in all these areas, albeit that they
can be and are in some instances a significant barrier to increased provision of services
and therefore productivity.

We do however question the need for the IRD to impose further compliance and
financial constraints on a sector which by nature is already constrained by difficulties in
attracting greater levels of volunteer input, and/or to raise capital efficiently.

Charities Services already provides a robust and tested regime to determine the
charitable status of an entity, but it would appear from the Issues Paper that the IRD
may have the opportunity to override that status and make an independent decision as
to the charitable status of an entity. We argue that the ability to tax business related
income should not determine charitable status.

The natural outcome of taxing part of the income of charities will be reducing the
resources available by a reduction in cash available; a reduction in the ability for
charities to get volunteers to manage additional compliance or need to pay experts to
manage compliance; and a net reduction in services provided and therefore potentially
areduced tax take (were one to be implemented).

This has direct cost implications for the Government to cover the costs of services
provision that charities may no longer be able to undertake and cover the costs of
implementation of the new accountability and reporting structures. are likely to be
greater than their support of the charitable sector via tax concessions.

We submit this outcome would be a disastrous outcome for the New Zealand
communities we serve (physically, socially, mentally, emotionally), the finances of the
Government, and the economy as the additional costs to Government will far outweigh
the current tax concessions in business income earned by charities

OVERALL CONCERNS IN RELATION TO THE ISSUES PAPER

We acknowledge and appreciate that the Issues Paper is narrow in focus, is supportive
of the sector in places, and has objectives of “simplifying tax rules, reducing
compliance costs, and addressing integrity risks”

These positives appear to be heavily outweighed by the following:

1. Issuing the Issues Paper on 24" February with a submission date of 315t March
gives the impression of a concerted effort to limit the ability of charities to
submit on the Issues Paper, giving them only 26 business days to seek advice
and formulate a response.



The IRD approach seems to perpetuate an approach that charities should be
solely dependent on donations and handouts rather than seeking to diversify and
be encouraged to look for other sustainable income streams.
An overall reduction in support for the sector — a “thin end of the wedge” feel. E.g.
if changes are implemented which will lead to higher compliance costs for
charities and likely minimal revenue for Government, then what is to stop
additional future changes to tax passive income or related business income?
The absence of costings/estimates of what the perceived revenue loss currently
is—i.e. the reason for the potential change in policy.
The absence of recognition of additional compliance cost impact on charities of
the proposed changes.
The absence of recognition of the potential cost of the Government having to
pick up services that may no longer be able to be provided by charities as a result
of these changes.
The proposals appear to mean a move further away from a simple tax system -
which has been a strength of our system in NZ.
Not addressing unintended consequences/longer term likely impacts on
charities e.g.:
a. Making it harder for charities to achieve financial self-sustainability if not
allowed to retain full business income
b. Quantifying the additional revenue gained by the Government vs how
many additional services will Government need to fund if charities are
less sustainable?
c. Acknowledging whether the Government is likely to fillunmet social
needs charities are less able to through implementation of the policies?
The Issues Paper appears to be very directed at a few charities that the IRD may
believe are benefitting unfairly from the current settings. If in fact the core
concern is abuse of charitable status under the Charities Act, taking a blanket
approach via taxation concessions is likely to cause more damage than benefit
due to flow-on unintended consequences.

10. The Issues Paper appears not to have any definitions around critical terms, so it

11.

is difficult to be asked to provide feedback when there is no clarity on critical
terms. Examples of these will be noted in our submission in the relevant
sections.

Potential differences in the definition of “charitable purposes” between the
Charities Act and the Income Tax Act.



SUBMISSION
CHAPTER 2: CHARITY BUSINESS INCOME TAX EXEMPTION
Reasons for Review

The opening paragraph 2.1 seems to make a statement of fact loaded in a way that
justifies imposition of a tax, without consideration of the question of “Why?”. Funds
raised through business activities are used to advance the charitable purposes of the
organisations. And while those charitable purposes are carried out in NZ, they should
be tax exempt.

Legislation is already in place to minimise revenue loss in relation to business income
sent for charitable purposes overseas, unless the organisation comes within the
exceptions laid out by the Government.

We submit that “unrelated business activities” is not defined adequately in the Issues
Paper, rather the submitter is given a couple of examples with which they are left to
perhaps form their own definition, which may or may not align with IRD thinking. Given
that 2.3 specifically states that “Itis the unrelated business activities that are the focus
of this review”, it seems out of order that the phrase is not clearly defined and puts the
submitter at a disadvantage.

We submit that “income” is not defined, and that this produces confusion over what
exactly would be taxed. Is it gross income, netincome, passive income, donations and
parishioner offerings?

We appreciate the IRD’s acknowledgement that the tax exemption does not provide a
competitive advantage, and in fact allows greater resources to be released for
charitable purposes.

We do however point out that charities are most often (by Charities Services obligations
or the charity’s rules) subject to additional compliance regimes than their taxable
equivalents, e.g. audit or review by an external auditor, requirement to publicly publish
their financial statements and annual returns.

The commentary in 2.13 of various (3) stated “second order” imperfections fail to take
account of the following:

e Charities have tax compliance costs — PAYE, GST. But in addition to these costs,
charities incur compliance costs imposed by the Charities Act.

e The non-refundability of losses for a business will wash through the tax system in
future years, assuming they return to profitability. Both charities and businesses
need to be cash positive for the majority of operating years to sustain continuity.

e Charities do not have the ability to get a tax credit for imputation credits lost on
dividends, thereby being at a disadvantage to taxable businesses.



e The lssues Paper makes an assertion regarding the lower cost of raising capital,
and we wonder whether the IRD is able to justify this position with data.
Typically, trading banks have historically seen charities (and particularly
churches) as high risk due to the reliance on donations and grants to survive.
The higher risk means a higher cost of capital/debt, and so the accumulation of
surpluses over sometimes many years is required to be able to make strategic
investment in expanding the services provided by the charity. The Issues Paper
itself points to the difficulty of raising equity capital. Charities are certainly no
better off than taxable businesses in relation to raising capital, unless of course
they have scale, which the IRD seems to now want to limit by taxing the business
activities associate with the charity.

The reason given for the review at 2.15 states “tax concessions for unrelated charity
businesses reduce Government revenue and therefore shift the tax burden to other
taxpayers.”

We submit that taxing surpluses of unrelated charity businesses, which would
otherwise be reinvested in the charity needs to be quantified, and that if charity
businesses were taxed the likelihood is that a charity would not run a business, and
therefore end up shutting its services down, shifting a larger burden to the taxpayer of
providing the fully costed service.

Question 1

Based on the discussion above, we submit that there are no compelling reasons to
tax a charity business where the surpluses are reinvested into the charity. The
greatest reason not to tax a charity business where the surpluses are reinvested into
the charity is that this would result in the reduction of services provided by the
charity (usually social services) and the taxpayer would be burdened with the full
cost of providing the services.

Taxing charity business income discourages them from being innovative and seeking
sustainable income streams and greater efficiency.

It willincrease compliance costs while not actually increasing revenue by a
significant amount.

The factors described in 2.13 and 2.14 are at best not thought through properly and
therefore do not warrant taxing charity business income.




Implications of Change

We appreciate the IRD recognising that imposition of a tax and increased compliance
costs is likely to result in an overall reduction in charitable activities, or result in switch
to passive investment.

The Issues Paper does not provide the policy logic of allowing passive unrelated
business income e.g. investment in term deposits, shares and bonds etc, but not active
unrelated business income.

Charities are close to their communities and due to constrained resources are
commonly forced by necessity to be incredibly efficient. They are therefore generally
much more cost-effective service providers than direct Government service provision.

Question 2

We submit that the most significant practical outcome of the removal of the tax
exemption for charities would be closure of some of the charitable services provided
due to less resources being available, and the Governments having to provide some
of those services at full cost, and potentially in a less efficient manner.

We submit that there is no definition of what is “unrelated” —which makes
answering a question on this very difficult.

Policy Design Issues

We submit that there is little clarity in the definition of “related” and “unrelated”
business activities. While we appreciate that it appears (but should be confirmed) that
donations are explicitly excluded, there are some guidelines listed in 2.24 that may be
helpful. Without a definition of “unrelated” business activities in the context of this
Issues Paper, it is difficult to submit on whether they should be taxed. It would be more
helpful to have definitions set out, so consultation and discussion could be more
transparent.

Without a clear definition of what is considered “unrelated”, confusion will be the only
possible outcome, resulting in unintended consequences of potential
censure/prosecution of charities. Itis likely to lead to considerable compliance cost for
charities, the IRD and DIA Charities Services.



Question 3

We submit that if there was to be a tax on unrelated income (which we do not
support), it should be limited to actively governed and managed business, as
opposed to volunteer governed and led and passive income earning activities.

The IRD would need to make sure and provide very clear guidance on what is truly
unrelated.

Providing a clear and meaningful definition of non-business vs. business income
(e.g. what about income from passive investments) and also related and unrelated
business would be critical.

Exempting income earned from social services under contract to the Government
would be essential.

De minimum for small-scale trading activities

Itis helpful that the IRD example aligns with the Tier Reporting Structure laid out for
charities in NZ, as defined by the Charities Services and the XRB.

Immediately we note from the data that 41% of charities report business income in their
reports, and of that 41%, 88% fallinto Tier 3 and 4, leaving 11% of charities vulnerable
to a tax on unrelated business income. It would be good to know how much of the
business income of these entities would be defined as “unrelated business income”,
and further what the expense apportionment would be to be deducted from that
unrelated business income, coming to a net income that a tax would be applied to. Has
the IRD been able to quantify this figure?

Further, if a commercial tax paying business makes a donation to a charity that is
unrelated, it currently gets a tax deduction for that donation/grant. Would a charity
undertaking a nonrelated business that gave money to its donor charity, or any charity
for that matter, then be disadvantaged by not getting a tax deduction?

If they were to be treated equally, then the amount of taxable revenue would be further
depleted - possibly to zero, and the policy rendered ineffective.

This potentially leaves a very small number of charities, with relatively low levels of
taxable surplus available for taxation, and these are the likely entities that contribute
most to the charitable sector supporting significant social services to our communities,
resulting in a punishing effect on our biggest charitable services contributors.

A lot of these large entities are the entities currently providing essential social services
under contract to the Government.



Question 4

We submit that if the tax exemption is removed (which we do not support), we
strongly support a de minimis threshold being set. An exemption for at least Tier 3
and Tier 4 charities is logical to reduce the cost impost on the very small. We
suggest further that there is a huge range of sizes in Tier 2 reporting (ie between $5m
and $33m per annum expenses), and that this could be more meaningfully broken
into a minimum of say $20m expenses.

In that regard, to ensure any taxation exemption remains aligned with the statutory
financial reporting tiers, we would suggest that Tiers 2-4 would be an appropriate
threshold to continue the exemption.

Relief for distributed business income
The Issues Paper does not define “accumulated.”
The main sources of income for charities are as follows:

Donations from individuals or legacies
Donations from Trusts and Foundations or other philanthropic entities
Government (or private) contracts for provision of charitable services

Pobdb-=

Income from passive investment into term deposits, shares, and bonds (assumes
the charity has any funds to invest!); and
5. Business operations

1-4 are largely outside the control of the charity. 1-3 are directly reliant on the charity of
others. Only the last one provides a charity with a high degree of self-control as an
income source - yet also comes with higher risk.

Accumulation of surpluses in the good times is critical to charities whole will need to be
able to continue operations (perhaps even fulfil legal obligations under contracts to
Government) when items 1 -4 might in any one or more years provide inadequate in the
aggregate to sustain a year’s operation.

Funders included in 1-3 above often only want to fund charities that can demonstrate
they are financially sustainable. Without adequate accumulated funds to provide this
comfort to a funder, a charity may not be able to attract and secure funding.




If surpluses from unrelated business activities are able to be accumulated for a period
tax-free, there would need to be a clear indication of how long those surpluses could be
accumulated and not distributed before being taxable. This in itself would lower the
potential tax take but still result in additional compliance cost on a charity to track
accumulated surpluses from year to year.

Question 5

We agree that if the tax exemption is removed for unrelated charity business income
that is subsequently distributed for charitable purposes, then it should remain tax
exempt.

Such arelief system would need to be simple and clear. For example, a donation or
dividend deduction as is currently the case for tax paying businesses.

We note that such a system would however increase compliance costs therefore
reducing the overall amount able to be applied to charitable purposes.

Other considerations

We agree with the other considerations listed as all being further complications and
complexities that would need to be addressed. This will increase compliance cost for
both the Government and charities, reducing funds available for charitable purposes.

Often charities are involved in Limited Partnerships as a way of engaging in passive
income earning, sometimes alongside tax paying entities/individuals.

The nature of a Limited Partnership as set out in the Limited Partnership Actis one
where the limited partners are barred by statue from actively participating in
management of the investments.

Sometimes these structures are also put in place to limit the commercial liability of the
charity, as they partner with potentially other commercial entities.

It would be unfair to impose an arbitrary “look-through” provision based on the
proportion of the limited partnership held by the charity.

We submit that a blanket removal of the income tax exemption for a charity, without
looking through the LP to the source of the business activity behind it, would be
disadvantageous to a charity, purely because of the vehicle in which they choose to
earn additional income and or protect their legal liability, or the share held in the limited
partnership - to support their charitable purposes.
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Question 6

Other issues as considerations that were not raised in the issues paper include:

e Labour costis a significant input expense for any business. Currently many in the
charitable sector are recipients of volunteer labour. Accordingly, it would be
important for charities to be able to claim the true cost of their business in any
income tax return.

e The valuation of other advantageous terms such as peppercorn leases may also
need to be considered.

e Currently there is not a level playing field as regards transparency of reporting
with for profit businesses, i.e. charities have to currently meet a higher level of
public transparency. Failure to address this issue results in charities being at an
unfair competitive disadvantage with for-profit businesses.

Donor Controlled charities

Once again itis difficult to submit on this policy without a proposed definition of “donor
controlled”, whether there is abuse of the system that can be removed, and what the
extent of the abuse is.

It appears from the narrative that the IRD is wanting greater scrutiny where natural
persons are the ones who may utilise such structures for both charity and also for
personal gain through a DTC.

As discussed earlier, the Baptist Union is made up of a number of individual charities,
and the ultimate “parent” charity is the Union (a charity itself) incorporated under the
Act. The Union could be considered as having “donor control” of the charities that
consolidate into it.

These are two very different forms of “donor-control”. If the IRD is seeking to control
natural persons, their families and trust under this policy, it would have no relevance to
the Union, and so we would not submit, as it would be irrelevant.
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Question 7

We submit that NZ should make a distinction between “donor-controlled charities”
and other charitable organisations.

We submit that a definition of a “donor-controlled charity” be limited to charities
where 30% or more of directors, trustees or like officials are natural persons, their
immediate families and associates, or private trusts associated with any of the
above.

We submit that a charity is not considered a “donor-controlled charity” if it is
controlled by another charity registered with Charities Services.

Question 8

We submit that if there is abuse by natural persons in NZ around “donor-controlled
charities”, and the levels of abuse noted by IRD are significant, then it would seem
logical to seek to restrict investments by donor-controlled entities to related entities.

If the definition of a “donor-controlled charity” includes charities that are controlled
by another charity, we would submit a restriction on investments is not made, but
that the IRD utilise other existing powers to address the abuse.

Question 9

If the definition of a “donor-controlled charity” includes charities that are controlled
by another charity, we would submit there be no minimum distribution rate.

WE DO NOT COMMENT ON QUESTIONS 10 -12

FBT Exemption

Remuneration levels for employees and leaders in the NZ charities sector are typically
lower than their peers in the public or private sectors, certainly for those in pastoral
roles in churches. Being able to attract individuals at an affordable cost, into the
charitable sector (particularly into pastoral roles) that provides so the many benefits to
NZ communities and the economy, is a real challenge to charities.

Often the cash available needs to be efficiently used and non-cash benefits are a way to
bridge the gap between the pay differentials.
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The largest area of such benefits would be provision of vehicles. Often these vehicles
are utilised significantly in the outworking of the charitable purposes, sometimes
needing to be available 24/7 to provide pastoral, emotional and spiritual support at all
times of the day, night and weekends.

As an example, the cost of a vehicle spread across (say) 5 years will often be less than
the equivalent value “grossed up” into a salary for 5 years. There will be a cost saving for
the charity that will be redirected to charitable purposes.

If there is a lack of coherence within the policy of exemptions for equivalent
organisations, we suggest that the IRD needs to remedy this.

Even if IRD were able to reduce the compliance costs following a review of the FBT
setting, there will still be additional costs to charities that are currently exempt from
paying FBT.

Question 13

We submit that the implications of removal/reduction of the FBT exemption for
charities will result in additional compliance costs for charities (albeit that the
compliance costs may be reduced for entities currently subject to FBT), particularly
with those charities with large vehicle fleets.

There would be a reduced ability to attract or retain high performing individuals in
the sector as effective remuneration levels would drop, resulting in reduced services
being provided, and the Government having to provide more services at a net cost to
the taxpayer.

Tax Simplification
We welcome a simplification of tax-related compliance costs for volunteers.

Often our churches will have a guest speaker, who is recognised with an honorarium or
a koha. Usually these are less than $200 — and paid out of offerings received by the
parishioners out of their tax paid income.

Small gatherings (often without entrance fees), or conferences are common where a
speaker or number of speakers might participate voluntarily, but not for commercial
gain. Our value of hospitality means we recognise someone’s time and effort.

Often local iwi or iwi representatives participate in significant gathering, and it’s
appropriate to provide a koha.

A lot of charities governance boards are volunteer time or pay a low-level honorarium.
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Treating payments like these as taxable through the schedular payments tax regime
results in compliance costs for the charity, and often the assessment of ACC levies on
the schedular payments. This results in unexpected cost for the volunteer as a result of
a charity honouring their time and commitment to provide assistance.

Question 14

We support extending the FENZ simplification for people who give time and effort
not expecting anything in return, but we honour them by providing an honorarium or
a koha.

The most efficient way of reducing compliance on payments such as these would be
to set a de minimus of (say) $250.

Donation tax concession

Whilst this may appear to be something that increases the participation of involvement
in the DTC regime, the current compliance cost is most efficient for charities, and the
responsibility for claiming the DTC rests where it should rest — with the donor.

DTC'’s are calculated based on the annual income of the donor, and issue of DTC at time
of payment does not allow for the ability for IRD to monitor donations against annual net
tax paid income of the donor.

Collection of data by the IRD form the done organisation might produce a fear of donors
of reduced privacy. Often people give anonymously — and there could be an unintended
consequence of reducing donations to charities if people do not want their data shared
with the IRD.

Charities have their systems to set up to manage donations and issue of receipts in the
most efficient ways. A system as suggested seems to involve more compliance costs
for the charity.

Itis for the IRD to determine, but the cost of implementation of new systems for the IRD
is likely to be all sunk costs, with the net outcome of paying more in DTC on an annual
basis.

Question 15

For the reasons described above, we do not support the policy initiatives
suggested.
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We thank you for the opportunity to submit on the Issues Paper.

Wayne Schache

Operations and Finance Director
Baptist Union of New Zealand

P.O. Box 12149

Penrose, Auckland 1642

Email: wayne.schache@baptist.org.nz
31 March 2025
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