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Taituara submission on the Taxation (Annual Rates for 2021—
22, GST, and Remedial Matters) Bill

Introductory comments

Taituara appreciates the opportunity to submit on the propesed ch nggs*tf)\chal authority taxation
included in the Taxation (Annual Rates for 2021—-22, GST, and Remedial Matters) Bill.

Taituara is the national membership organisati?{tgr Ibe@l gover ofesswnals. Its purpose is to
promote and support professional management in local government. of its role it advocates on
behalf of its members, including by providing 1nput ln roposed,\ch in Policy that are relevant
to its members, such as this. \ O\ \’

e \ \
This submission endeavours t apture 1ssuqs arlslng outof the proposed legislation that impact across
the spectrum of local authorities, {il;({owleggmg that the impact of the proposed reforms may differ

depending on the size and financial position of any par

N

In April 2021, Taittara (tégeit\l with oczﬂ"Gov nment New Zealand) provided Officials with

Revenue between local authorities/CCOs and State Enterprises/the
Crown was appropriate. Inthe State Enterprise/Crown situation, the Crown receives funds whether
they are paid in dividends from a State Enterprise or in tax by the State Enterprise. This is not the case
for local authority groups. Simply put, if more tax is paid that money is not available for local
initiatives.

Taituara remains of the view that rather than tweak the legislation as is proposed, a broader review of
the income tax position of local authorities and their subsidiaries should be undertaken. While
Taituara understands the concerns raised by Officials, these concerns seem to be limited to the actions
of a very small number of local authorities. Taituara considers the approach taken will impact beyond
the areas of concern and have a negative impact on all local authorities which will likely have a flow-on
effect for both ratepayers and local charities.
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Taituara also reiterates that there is a vast amount of reform that is already impacting on local
authorities, including Three Waters Reform, the Future for Local Government Review and RMA
reform. Taituara submits that these changes should be finalised before any tax changes are
implemented. These reforms will likely have a significant impact on the structure and funding of local
government. Rather than implementing ad hoc changes now that may not be fit for purpose after
these reforms are completed, Taituara submits that it would be more appropriate to defer making
changes now and review the policy settings for local government taxation post these reforms. This will
ensure any changes will be fit for purpose.

We have set out below Taituara’s submissions on the specific proposals. While Taituara is broadly
supportive of some of the changes, including the proposal to exempt dividends from a CCO and most
of the imputation changes, Taituara does not support the proposed interest deductionchanges or the
ial economic

rises across the country.

Specific proposals

Taituara is generally supportive of the proposal to exempt dividends depiéd from a wholly owned
CCO, port company or energy company. It notes at\This should\not result in a significant decrease in
the overall tax paid, given most CCO dividends are fully 1mputed e proposal will however simplify
and reduce the cost of local government group restructures by allOW1 free-movement of profits
and other value within local authorlty groups. ' "> N

However, Taituara considers that the propo' al doés not go-far enough, as it excludes from the
exemption dividends from CCOs that are not wholly owned. There are many CCOs that are, for
example, owned by severallocal a I‘ltle! orby.a mix of local authorities and other community

organisations. There is no apparent pohcy reason to'miot exempt dividends derived by local authorities

the compliance costs of having some income within the tax net but this cost will not generate much, if
any, tax revenue for the Crown. Taituara questions whether the need to meet these compliance costs is
a good use of ratepayer funds.

Interest deduction changes

The Bill proposes limiting a local authority’s deductions for finance costs to costs incurred:

On loans made to a council-controlled trading organisation (CCTO)

On borrowings to acquire shares in a group company that is a CCTO; and
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On base price adjustments for financial arrangements involving CCTOs.

The Officials’ Commentary on the Bill states that a local authority should only be allowed a deduction
for costs incurred to the extent they have a nexus to the derivation of taxable income by the local
authority. It appears that Officials are concerned that a small number of local authorities have
managed to obtain a deduction for finance costs without a nexus to taxable income. While Taituara
acknowledges the concern, it submits that the proposed legislation limits the ability for local
authorities to deduct finance costs well beyond the intended scope, by restricting deductions in
situations where there is a clear nexus to taxable income. Taituara considers that this is unnecessary.
It submits that any concerns could be addressed either by a more targeted limitation, or by use of the
general anti-avoidance rule to address specific situations.

As currently drafted, finance costs will only be deductible when the finance is related to aCCTO. But,

A CCO is defined in both the Local Government Aet 2002 and the Income Tax Act 2007. In the tax
legislation, the definition of a CCO includes both a CCTO as.defined in thelocal government legislation
and other specific entities within the Local Gové}"nmé‘ Act C\CQ“_gie
authority from all of these entities is taxable (subject g} proposed. divi
éés*‘a\QCTO,"-not a\€CO as definéd in the Income Tax Act. A CCTO
is defined in the local government legislation and it‘ is narrewer than a tax CCO. Therefore, by only
including CCTOs within the intere "d'e\ductié)n proposal, funding for other taxable CCOs is excluded.
Taituara submits that thes deﬁnif%n/{ shoﬂ}dbe_nczirefu v reviewed, to ensure the draft legislation will
apply as intended. If this is an intentional decision; then Taituara requests that Officials explain why.

proposed legislation however refer

If the deduction for ﬁnanc%\sts emains limited to CCTO funding, it will have a significant economic
impact on l6cal authorities, who often borrow to fund CCOs. Local authority groups will be able to
structure around this c\}t;;\ge by} for éxample, CCO’s raising funds directly. However, even if
structured areund, itis likely that this amendment will increase the cost of funding for local authority
groups, as it will limit the ability of local authority groups to centralise their funding function.

Taituara submits that this proposal should be reviewed and at a minimum widened to include
borrowings related to“all CCOs, port companies and energy companies.

Further,Taituara submits that Policy Officials explicitly confirm whether interest deductions for
funding of holding companies that do not in themselves have a trading activity, and shared service
entities that are intended to ‘break even’, will be deductible.

Denial of donation deduction

The Bill proposes preventing a local authority accessing the corporate deduction for a charitable or

other public benefit gift. Officials’ note that local authorities have been consistently the largest group
of companies that have used this deduction, despite their substantively tax-exempt status. Officials are
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concerned that a local authority can offset donations against taxable income from CCOs, leaving excess
imputation credits that can be converted to a tax loss and offset against the taxable income of CCOs
under the loss grouping rules.

The Commentary on the Bill states that the corporate gift deduction is intended to encourage
companies to redirect part of their otherwise taxable income to charitable, benevolent, philanthropic
or cultural purposes and that it is not intended to provide a tax subsidy for local authorities whose
legislated purpose is to promote the social, economic, environmental and cultural well-being of
communities.

Taituara submits that this proposal is not sound from a policy perspective and thatit is unnecessary in

Among the reasons that the governme?wa\rtl;gto further encourage the act of giving to
charities and other non-profit organisdtions is that they sist the government in furthering
its own social objectives, such as incredsing its support i to those members of society in need
and the provision of communzty beneﬁts gen‘Z@y
Currently, the donation deduction encourages locél authorities to’donate more to the charitable sector.
This is clearly in line with the‘inte eébpurpbse The fact\that local authorities have a role in
promoting social, economic, envirenmentaland. cultura vell-being, does not mean that they have an
obhgatlon or ability to fund lecal charities. The existefice of the tax deduction enables local authorltles

Taituara also considers that the proposal to exempt dividends from wholly owned CCOs, port
companies and energy companies, will effectively remove much of the benefit of the corporate
donation deduction for local authorities, without the need to introduce the proposed exclusion. The
proposed exemption of dividends will significantly reduce the taxable income of local authorities and
therefore the level of donation deduction they can claim. If, as submitted, dividends from all CCOs,
port companies and energy companies, is exempt, then the level of donation deduction available to be
claimed will be significantly reduced in any event.

Taituara notes the economic impact of this change on local authority finances. The proposed change
would remove an annual tax deduction of approximately $47m?* across the sector. This will result in

1 Per the Regulatory Impact Assessments Statement to the Taxation (Annual Rates for 2021-22, GST
and Remedial Matters) Bill - page 31.
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additional annual tax of approximately $13.2m2 which will either need to be funded by ratepayers or
will result in a drop in charitable giving. As noted above, a decrease in charitable giving will likely
place pressure on central government to provide additional assistance.

Imputation changes
Taituara is broadly supportive of the proposed changes to the imputation regime. The current practice

for most local authorities is in line with the proposed changes. Therefore, these proposals should have
limited impact.

It does however request clarification on whether imputation credits will still need to-be attached to an

same group. Losses can only be offset where the group loss©ffset ~ credits

Conclusion

overstep the identified concerns fficial\s\and vﬁll have a sighificant economic impact on the
financial position of local authefities.-This will place additional pressure on ratepayers and local
charities. Given the additienal tax'will go dj_/lfe_gtly to Central Government, which will likely face
additional pressure to, in tuxn, direéet’additional fundi

In summary, Taituara submits that the proposed"‘\,charfg;(o;g\‘t\zl;éé,?nd donation deductibility

Taituara furthier su m'%swt\hat breader review of the policy settings for the taxation of local authorities

Yours sincerely

Phil Fisher
phil.j.fisher@pwc.com

2 Ibid.
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