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Charities review

All information in this newsletter is to
the best of the authors' knowledge true
and accurate. No liability is assumed by
the authors, or publishers, for any
losses suffered by any person relying
directly or indirectly upon this
newsletter. It is recommended that
clients should consult a senior
representative of the firm before acting
upon this information.

Currently, Charities in NZ are broadly exempt from
income tax. This

is a choice that

‘we’ as a society

have made. It is

centred on the

view that if an

organisation is

established for a

charitable

purpose, then ‘we’ should support that organisation and
maximise the resources it has available to achieve its
purposes.

There are often debates around how wide the tax
exemption should apply. The case of Sanitarium, a
health food company owned by the Seventh-day
Adventist church, is often quoted as the ‘case in point’.

On 24 February 2025, Inland Revenue released an
Officials’ Issues Paper titled Taxation and the not-for-
profit sector. The release of the Paper represents the
first step in a potential fundamental change to the
taxation of charities in New Zealand.

One of the questions raised by Inland Revenue is
whether income from a business that is unrelated to
achieving its charitable purpose should be subject to
income tax. It asks what are the most compelling
reasons to tax or not tax such businesses, what are the
most significant practical implications and how to define
whether a business is related to a charitable purpose?

A flow on question becomes, if a business owned by a
charity is subject to tax and that after tax profit is
subsequently applied for a charitable purpose, should
the charity receive a tax credit i.e. a tax refund. This
would be akin to a charity making an interest free loan
to the Government that is repaid when cash is applied
for a charitable purpose. At least a bank pays interest...
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A further focus from Inland Revenue is donor-
controlled charities and whether additional rules are
required due to the risk of tax abuse. The key
proposed changes appear to be whether to restrict
how tax exemptions apply to donor-controlled
charities and their business operations and whether
to introduce a minimum distribution amount that must
be applied for a charitable purpose each year.

To the extent a charity pays tax, it has less cash
available to be applied for a charitable purpose. What
is missing from the Inland Revenue Paper is how that
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funding shortfall is to be met to ensure a net drop in
charitable services does not arise. Even cash which
is reinvested into a business operated by a charity,
reduces the need for bank funding which would
otherwise reduce the net profit able to be applied to
charitable activities. Will the Government make up
the difference?

It is also curious that the Paper provides no ideas or
consideration to changes that might help or support
New Zealand'’s charities. A one-sided Paper indeed.

Navigating insurance proceeds and tax

When the unexpected happens — a fire, flood, or
major equipment failure — insurance proceeds can
provide some welcome relief.
However, from a tax perspective,
how that payment is treated isn't
always as simple as it first appears.
While many businesses
instinctively  classify  insurance
proceeds as taxable income, this is
not always necessary. Applying the
correct tax treatment can
potentially reduce your tax liability.

If the insurance proceeds relate to a depreciable
asset that's been lost or destroyed, the key
comparison is between the proceeds and the asset's
adjusted tax value (ATV). The ATV of an asset is
calculated by subtracting any depreciation claimed
from the asset’s original purchase price. It reflects the
remaining value of an asset for tax purposes, which
may differ from its market value.

To determine the appropriate tax treatment, you

should consider the following high-level guidelines:

e Ifthe proceeds exceed the ATV but are less than
the original cost, the difference should be treated
as taxable income.

e If the proceeds exceed both the ATV and the
original cost, only the amount up to the original
cost is taxable income. The additional amount
should be treated as a capital gain for tax
purposes.

e If the proceeds are less than the ATV, the
difference should be treated as a loss on
disposal.

Tax pooling

For damaged assets, where the insurer covers

repairs, the proceeds should not be taxable, and no
deduction is allowed for the repairs.
However, if the proceeds received
exceed the actual repair costs, the
excess reduces the asset’'s ATV. If
this reduction results in a negative
ATV, that negative amount
becomes taxable income, to the
extent of depreciation claimed.

Another aspect to consider is the
GST impact. Ordinarily, insurance payments made to
GST registered businesses or individuals are made
on a GST inclusive basis. Therefore, the insurance
proceeds should be included in the GST return for the
period they are received. Conversely, when the
replacement assets are purchased, the GST on
these costs should be claimed back.

As we know from natural disasters and significant
events across New Zealand in the last few decades,
the insurance process can stretch over a number of
years. Consideration should be given to whether
Inland Revenue has made any specific concessions
(as observed with the Canterbury Earthquakes and
Cyclone Gabrielle), timing of asset disposals,
allocation of insurance proceeds and treatment of
split payments.

Remember, not all insurance proceeds are taxable.
Assess what the payment was for and how it aligns
with the ATV to ensure the correct tax treatment.

Most people have heard of “tax pooling”, but it is
common for people to say they have heard of it “but,
| don't really get it". Here is an explanation of tax
pooling. For the purposes of provisional tax and tax
obligations generally, a fundamental aspect is the

“effective date” of a tax credit. This being the date a
credit is treated as ‘received’ by Inland Revenue
(IRD). If not received at the right date, interest and
penalties could apply. Tax Pooling allows a business
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that has not paid tax at the right date, to ‘purchase’
tax with a specific effective date.

To illustrate, take the impact of the Covid-19
pandemic on Air New Zealand (Air NZ). For the 30
June 2019 financial year its pre-tax

income was $382m. However, for

the 30 June 2020 year it made a

loss. It went from one extreme to

the other.

Air NZ has a 30 June balance date,

but for this purpose we'll treat it as

though it has a 31 March balance

date, to make this explanation more

commonly applicable. Under the standard provisional
tax uplift method Air NZ would have been required to
make provisional tax payments as it went through the
2020 year. Let's assume it made the following
provisional tax payments:

1. 28 August 2019 $37m
2. 15January 2020 $37m
3. 7 May 2020 $37m

In total $111m in provisional tax that is ultimately not
needed because it ended up making a loss.

Meanwhile, imagine a small local coffee and food
delivery company that ‘boomed’ because it was able
to go-online and satisfy the caffeine needs of
individuals who worked from home. Under the
standard uplift method, the business expected to
have a tax liability of $150k and therefore made

Trust disclosure review
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provisional tax payments as follows:
1. 28 August 2019 $50k
2. 15January 2020  $50k
3. 7 May 2020 $50k

In December 2020 its income tax
return was completed and the
owners find their final tax liability for
the year is $550k, i.e. they need to
pay a further $400k. Under the ‘use
of money interest’ rules, IRD
charge interest on that $400k
shortfall from 7 May 2020. In a net
sense, as at the 7 May 2020, the
coffee company has a tax shortfall of $400k, whilst
Air NZ has excess tax credits (at that date) of $37m.

The rationale behind tax pooling is that rather than
IRD paying interest to Air NZ and charging interest to
the coffee company, Air NZ can ‘sell’ $400k of its
excess tax to the coffee company (and others) with
the tax credit transferring across at an effective date
of 7 May 2020; and therefore, no interest is charged
by IRD.

The coffee company pays a fee (interest) to
‘purchase’ the tax credit, but it is less than the interest
amount that would have been charged by IRD. Part
of that fee is paid to Air NZ, but it is more than what
IRD would have paid Air NZ in interest. A tax pooling
intermediary acts as a broker to connect the two and
‘clips the ticket’ on the way through. Everyone wins.

From the 2021-2022 income years
onwards, the Inland Revenue (IRD)
introduced increased disclosure
requirements for trusts. The
increased disclosure requirements
were aimed at supporting the
Commissioner’s ability to evaluate
compliance with tax rules, develop
tax policy, and assist with
understanding and monitoring the
use of trust structures and entities.

In effect, it appeared as though the Government of
the day was trying to gather intelligence to
understand how trusts were being used to ‘minimise’
tax liabilities. A cynical person might also
hypothesise the information could be used to
estimate the revenue that could be generated from a
capital gains tax.

In practice, accountants have found the increased
disclosures unnecessarily complex (the 2019 trust
tax return guide was 57 pages, the 2024 guide is 88
pages) and confusing, which has given rise to

increased cost that invariably is
passed onto clients. For example,
loans with associated persons are
separated from beneficiary current
account balances. But the
distinction is arbitrary when both
amounts represent loans to and
from associated persons. The
value of shares are to be recorded
in one box, but shares held as part
of a “wider managed investment portfolio” are to be
recorded in a separate box. If a person has a single
parcel of Microsoft shares managed by Craigs, which
box does it get recorded in?

IRD has now completed a review of the trust
disclosure rules to determine whether changes
should be made. In its review, IRD acknowledge that
certain changes should be made to reduce the
compliance costs for taxpayers. Recommendations
from the review include reducing granularity by
removing unnecessary breakdowns, reducing the
number of subjective tests and improving the
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guidance and forms. IRD also commented that going
forward the development of any changes to trust
disclosure rules will take into account whether it will
result in additional one-off compliance costs.

Two minor changes from the 2025 income tax return
onwards include trustees no longer being required to
distinguish between whether a non-cash distribution
was a distribution of trust assets, the use of trust
property for less than market value, or the
forgiveness of debt. Trustees are also no longer
being required to distinguish between whether a cash
distribution was made from trust capital or corpus. A
future change should see information being pre-
populated from disclosures in prior years.

Alongside their review, the IRD engaged Cantin
Consulting to complete an independent review.

Snippets
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Interestingly, unlike the IRD report, this commented
on the lack of support these disclosure rules have
from taxpayers and their advisors.

The compliance costs coupled with the scepticism
around the purposes of these rules has led to the
view that these rules are not worthwhile. It also
highlighted the view that the rules have given IRD a
better understanding of trusts and that without these
rules the degree of focus and insights on trusts would
not have occurred.

Compliance with the trust disclosure framework has
been frustrating for practitioners, hence the review
that has now occurred, including the opportunity to
provide feedback. The resulting changes are
welcome.

IRD reassessments without notice

On the 29th March 2025,
the Taxation (Annual
Rates for 2024-25,
Emergency Response,
and Remedial
Measures) Act received
Royal assent.

Of note is that the Act

includes an amendment

to section 89C of the Tax
Administration Act 1994 relating to Inland Revenue’s
(IRD) ability to amend an assessment without
completing the formal disputes process.

The amendment adds a new provision stating that if
a “qualifying individual” provides information to IRD
relating to their taxable income and then fails to
respond within two months to a request from IRD for
additional information, IRD is able to amend their tax
position without the need for notice.

The provision is aimed at individuals that need to
disclose income that is not otherwise reported to IRD,
such as a salary or wage earner who also incurs a
rental loss. If that person subsequently discloses the
rental income to IRD, but then fails to respond to a
request for more information, IRD will have the right
to amend the tax position.

The change appears to be as a result of frustration
from IRD that certain individuals don’t engage and
ignore follow up requests. At this stage, it is unclear
how this power will be exercised and how frequently,
but it does mean requests for more information from
IRD should not be ignored.

Australian budget

With the New Zealand
Budget set to be
released on 22 May
2025, it is worth looking
over the ditch and
seeing whether the
grass in Australia is
greener as a result of
their Budget that was
released on 25 March
2025.

A tax cut was introduced for individuals. The rate
applying to income between AU$18,201 to
AU$45,000 will reduce from 16% to 15% from 1 July
2026 and to 14% from 1 July 2027. As a comparison
to NZ, it is worth remembering that Australians enjoy
a tax-free threshold up to AU$18,200. This equates
to an extra AU$268 and then AU$536 extra ‘in the
hand’ across the two years.

A change that will be of interest to New Zealand
students is the plan to complete a one-off 20 percent
cut in existing student loan balances.

For an embattled hospitality sector and beer drinkers,
a pause in the indexation of draught beer excise will
occur for two years at an estimated cost of $200m.

With a roading and infrastructure spend of AU$17.1B
we can only be jealous of the investment that
Australia is able to make, throw in a beer and a tax
cut and the grass keeps looking greener.

If you have any questions about the newsletter
items, please contact us, we are here to help.
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