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15 March 2005 
 
 
Clayton Cosgrove 
Chairperson 
Finance and Expenditure Committee 
Parliament House 
WELLINGTON 
 
cc: Minister of Finance 
 State Services Commissioner 
 
Dear Mr Cosgrove 
 
COSTING OF POLITICAL PARTIES' TAX POLICIES 

As I noted in my 14 October 2004 letter to the Finance and Expenditure Committee, 
and repeated when I met with the Committee on 9 March, the key issue for me as 
Secretary is to be as helpful as possible to the Committee and to provide useful 
information, whilst at the same time protecting the actual and perceived political 
neutrality of the Treasury and the public service. 
 
As a way to move forward on this issue, Treasury will establish and manage a tender 
process for the tax policies of political parties to be costed by an independent 
contractor.  I believe this solution is a good way to progress this issue which manages 
the risks to political neutrality for the Treasury and the public service.  I have discussed 
the proposal with the State Services Commissioner who is comfortable that this is a 
reasonable way forward for the time being. 
 
I intend that the contract will give a good degree of clarity about what is required from 
the contractor.  Specifically, it will make it clear that only those policies provided by 
political parties to the Committee will be costed.  The costings will be fiscal costings 
only, which take account of behavioural responses and second-round fiscal effects to 
the extent it is appropriate to do so on the basis of best professional judgement.  
Broader economic impacts would be excluded. 
 
Costings will be required to use a common base period to allow comparability of 
different policies, although no explicit comparisons will be made in the costings 
themselves.  Key assumptions would need to be made explicit. 
 
Finally, it will be a requirement that the costings use available and reliable data.  Where 
the contractor requires access to Treasury models and data for quality analysis of 
particular policies, this would be possible in ways that preserve Treasury’s obligations 
in regard to the data or models. 
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Key steps in the process are: 

• The Treasury would select a contractor which is a reputable organisation 
with the required skills, capabilities and quality assurance arrangements in 
place to provide the costings. 

• The Treasury, within any constraints to which I and the Treasury are 
subject, would provide data and access to models needed for particular 
costings. 

• I would certify to the Committee my satisfaction over the capability of the 
contractor and the robustness of the proposed methods of analysis. 

• The contractor would be responsible for the quality of the individual 
costings delivered to the Committee. 

• Copies of the completed costings would be required to go directly to the 
Finance and Expenditure Committee, the finance spokesperson of the 
political party whose policy was costed and the Minister of Finance, with a 
copy to Treasury. 

• It will be a condition of the contract with the contractor that it will be solely 
the Finance and Expenditure Committee’s decision when to make the 
costings public. 

• Treasury would provide funding for this year’s contract, subject to 
agreement from the Minister of Finance that the costs are reasonable. 

The approach outlined above would be used for the tax policies already submitted by 
parties through the Committee.  The Committee has also indicated that it envisages 
another phase of costings at a time closer to the elections.  The contract would allow 
for an extension to cover this possible second stage.  Only those policies submitted by 
the parties through the Committee would be costed. 
 
The Minister of Finance has agreed in principle with the funding being provided for the 
first phase (subject to confirmation of resource implications).  Before we proceed with 
the second phase I would need in due course to receive an indication of the number 
and extent of costings proposed, and to seek the Minister’s approval to the budget. 
 
I expect that the tender and contractor selection process would be completed by the 
first week of April, and completed costings available for the first round by the end of 
April, or shortly thereafter. 
 
I would expect that policies to be costed in the second round should be received by the 
Committee no later than 1 August 2005, or within three days of an announcement 
being made on an election date, if earlier, or at an earlier date set by the Committee. 
 
I would be grateful for your confirmation that this timing and process is acceptable to 
the Committee. 
 
Yours sincerely 
 
 
 
 
 
John Whitehead 
Secretary to the Treasury 


