
From: 
Sent: 
To: 
Cc: 

Louise Lennard 
Tuesday, 23 February 2010 2:16 p.m. 
hMOF: Dasha Leonova 
David Wood; Cheryl Barnes; Rowena Phair; Peter Martin;l. Wlthh,ld·p""" ITim Roper; 
Tom Hall; Kirsty Flannagan 

Subject: MoSS Machinery of Government paper 

Dasha, 

Here are som'e points for you to raise with the Minister. 

Overall- We.suggest a cautious approach, which is cognisant of the costs as well as the benefits. 

1. Potential.savings from structural change unproven - A strong underlying rationale for the MOG changes is 
achieving economies of scale and scope (hence the constant references to deficits etc). But the nature of 
the process means we really don't know whether these changes will achieve any financial benefits. The 
implementation will need to be managed to ensure the financial gains are secured for reprioritisation. We 
continue to work on establishing what the true costs and benefits are as consultation has been limited to 
ensure that the policy development process did not create undue noise early. 

2. Tradeoffs between opportunism and highest priorities for change - Ministers need to be satisfied that 
these are their highest priority structural changes to start with as structural change always creates noise and 
questions about what further structural changes are proposed. The proposed structural changes leverage 
off other opportunities, chief executive vacancies, chief executive terms finishing, policy review. The noise 
associated with structural change comes from those staff directly affected and sector interest groups. 

3. Reducing fragmentation is not costless - Given a concern with fragmentation, structural change to combine 
agencies with overlapping areas of responsibility or closely related outputs should lead to positive benefits. 
It is less clear what service delivery benefits there will be e.g. in the Library/Archives/DIA proposal. In the 
short term, structural change can lead to temporary output delivery issues that need to be managed. This is 
one of the costs of reform. 

4. Structural and non-structural levers should be considered Ministers priorities are important in determining 
which solution offers the best return and can include signalling policy changes. E.g. working to reduce back 
office duplication through structural change so there is a focus on delivering front line services in the best 
way 

. An Aide Memoire was sent over on the.related CRJ issue, that also contains Treasury's comments on the sse 
proposal for restructure of the RS& T agencies, that is also relevant to the Ministerial discussion tonight - key related 
aspects are repeated below. 

Louise 

Further more detailed comments on the FRST/MoRST/MED are below. Contact: Kirsty Flannagan ,-I __ ...l 

IWithheld - privacy I 

We recommend that you discuss with the Minister of State Services: 

• Whether to include another option in the paper: keeping FRST as a stand-alone agency. Some of 
FRSTs functions (long-term CRI funding, any policy functions) would be transferred into MoRST (or 
a combined MoRST/MED). The remaining parts of FRST would allocate R&D funding to CRls, 
universities and priVate research organisations on a contestable basis and run TechNZ and any 
other business R&D initiatives. 

• Whether it is possible to decide now on whether the science agency should be combined into MED, 
instead of deciding later 
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• How the costbenefit analysis of the innovation sector option could be improved. 

FRST as a stand-alone agency 
SSC is recommending that MoRST and FRST be combined into a single agency (which might then be 
combined into MED). Th'is is the model proposed by the CRI Taskforce. There are advantages to this in 
reducing fragmentation and getting bett~r policy coherence but it has the disadvantage that the combined 
agency could overly favour CRls in its purchasing decisions, at the expense of other research 
organisations. Although there will be checks on the combined agency because it will be structured as a' 
department and because COMU will continue its financial monitoring role, we consider other options may 
be preferable. We think Ministers should consider whether contestable funding should be kept more 
separate from the combined MoRST/FRST to provide extra checks within the system. 

There are two ways to keep contestable funding separate. The first option is to have chinese walls in the 
combined MoRST/FRST, so that contestable funding decisions are made separately from long term 
funding decisions. SSC is proposing this model in· its machinery of govemm~nt paper. Independent 
contestable funding decisions would be supported by a statutory requirement for the CEO to make funding 
decisions fairly, have independent advisory panels and publish clear assessment criteria for contestable 
funding. . 

We think this might not go far enough to keep contestable funding decisions separate. Ministers may want 
to ,consider a second option of keeping FRST as a stand-alone agency .. 

The smaller FRST would be able to stay more independent from CRls and would provide a check on the 
powers of the science entity. However, it may have critical mass issues. To manage this we think that 
consideration could be given to it managing other RS&T and innovation funds, for example, health 
research funds or Primary Growth Partnership funding. Longer-term FRSTand NzrE could either work 
together more closely, or be merged, to provide a one-stop shop for firms seeking business assistance 
and advice. 

We have included a Treasury comment in the paper outlining this option. 

Decisions on whether the science agency should be combined into MED 
The paper suggests that MoRST and FRST be combined now and that a second phase of work would look 
at whether this agency should be combined with MED. We think that deferring these decisions means too 
much uncertainty for people over a prolonged period. We support the science agency being combined into 
MED in order to "maximise the contribution of science to innovation, with innovation being a key element 
towards economic growth" (this is the overall vision in the SSC paper driving the proposals for the RS& T 
restructure - see para 89) and suggest that decisions on this should be taken as soon as possible to avoid 
uncertainty. 

Note that the SSC paper accepts that the FRST into MoRST proposal on its own would not fully achieve 
the vision described in para 89 (para 98), and that this proposal leaves open the risk of policy incoherence 
between FRST/MoRST and MED over the direction and objectives of science policy and economic 
development policy (para 112). 

Cost:benefit analysis 
The cost benefit analysiS for the innovation part of the paper concentrates on some small cost savings. 
The magnitude of these savings is not clear and we do not think these savings alone could justify the 
disruption and cost of change. In our view the benefits arise more from getting greater policy coherence, 
re,ducing fragmentation, and positioning science as a key contributor to economic growth. We 
acknowledge these benefits are diffic.ult to quantify but decisions on structural change within the innovation 
sector are difficult to make based on the current cost benefit analYSis. 

Louise Lennard I Senior Analyst I The Treasury 

IWithheld - privacy 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Dasha, 

Louise Lennard 
Monday, 22 March 2010 10:52 a.m. 
'Dasha Leonova (M IN)' 
John Whitehead; Jane Frances; Kirsty Flannagan; Rowena Phair; Jill Hartley 
FW: MOG saving/costing information 

Please see some additional information on the MED costings provided by the team working directly on them. 

AS I outlined on the phone, the process for generating savings/castings has been not been wider discussed across 
the relevant agencies. The Chief Executives and the CFOs in the agencies have been involved in generating the 
figures used in the paper. . 

Louise. 

Louise Lennard I Senior Analyst I The Treasury 

IWithheld - privacy 

CONFIDENTIAlrrY NOTICE 
The information in this email is confidential to the Treasury, Intended only forthe addressee{s), and may also be legally privileged. If you are not an intended 
addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email Is strictly prohibited and may be unlawful. 

From: Kirsty Flannagan 
Sent: Monday, 22 March 2010 10:42 a.m. 
To: Louise Lennard; Jill Hartley; r.IW~ith":h:':;eo..:l:""d"'_-p-r"7iv-a-c-y-' 
Subject: RE: MOG saving/costing Information 

Hi Louise 

MoRST/FRST: we have not really received much information on the savings/costings, castings are quite preliminary, 
but initial estimates are costs of$4.2m (operating) and $3.5m (capital). They have not attempted to estimate 
savings but have bala~ced their BAP overall to make the change fiscally neutral. 

MORST/FRST/MED: MED are more optimistic about costs and savings as they believe as a larger agency 

they have the ability to use existing corporate support structures more efficiently. They have advised total 

direct savings of approx $2.9m and total direct costs of $1.8m to 1.97m (see below). They also estimate 

that there could be savings from improving the effectiveness of economic development related spend 

across Votes RS& T and ED - in the order of 5-10% of total spend of $550m (ie up to $55m). However, we 

think these savings are likely to be re-allocated to other ED-related spend - there would be improvements 

in effectiveness but not direct savings.· 

Overall comment is that there needs to be more work on the savings and the castings and that we have 

more confidence in MED's ability to deliver on estimated costs and savings. 

Cheers, Kirsty 

MED ESTIMATES 

Benefits: efficiencies 
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1 At present, functions relating to science "and innovation are spread across three agencies, 
each with its own corporate support structures. In our assessment, there would be 
significant efficiencies from moving to a single merged entity. These would include 
.corporate efficiencies, functional efficiencies (both policy and delivery), evaluation and 
monitoring. An estimate of the direct costs and benefits is summarised in the attached 
table. 

2 In addition to the direct efficiencies from agency consolidation, there would be wider system 
benefits from reduced transaction costs relating to science, innovation and industry policy 
(such as for NZTE, MFAT, MoE, Treasury etc as well as for external stakeholders). 
Although we are unable to quantify these benefits, they could be significant over time. 

3 Corporate efficiencies - All three agencies maintain corporate functions. MED has the full 
range of corporate support functions required to support multiple policy and operational 
roles. Establishing a merged entity should require only marginal increases in MED's 
current corporate footprint (one exception would be in contract management, where FRST 
has the most effective system). Additional savings could also be gained from reductions in 
other overheads such as accommodation (post transition). We estimate that total corporate 
savings could be of the order of $2.4M per annum. 

4 Functional efficiencies - MoRST, FRST and MED all have related policy capability across 
science and innovation. A merger would enable efficiency gains from consolidating these 
policy functions within a single organisation. We estimate that these savings could be 5-
10% of current commitments ($0.36M - $O.72M per annum). 

5 The reforms flowing from the CRI Taskforce recommendations will have fI significant effect 
on the role and scale of central government's delivery functions for RS&T. There should be 
efficienciesin delivery in a merged entity as compared to the status quo, but it is difficult to 
estimate the extent of these savings. Further efficiencies could arise through consolidation 
of administration of contestable processes across the RS&T system. 

I 
6 Evaluation and monitoring - All three agencies support an evaluation and monitoring 

capability, albeit to different degrees and for different purposes. Consolidation within one 
organisation would result in efficiencies and support a more consistent approach to 
evaluation and monitoring. We estimate the per annum saving could be ofthe order of 
$0.145M. " 

Costs: transition costs 

7 There would be transitional costs associated with a merger. These would primarily be 
redundancy costs, which we estimate would be of the order of $1.33M - $1.47M. There 
would likely be other costs associated with breaking current leases, fit-out, any rebranding 
etc but we are unable to give an estimate of these costs without further information. We 
suggest a contingency of $0.5M. 

Kirsty Flannagan I Team Leader, Economic Performance Overview & Coordination I The TreasurY 
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From: Louise Lennard 
Sent: l"1onday, 22 March 2010 10:23 a.m. 
To: Jill Hartley; Klrsty Flannagan;r.IW~il;:'h""h"'e;-ld;---p--;riv-a-c-y--' 
Subject: MOG saving/costing information 

Hi, 

The Minister is after some more comment on the saving/costing information by 11am. Are you able to send me 
what information you received last week with updated savings/costings of your part ofthe proposals. 

Thanks. 
Louise 

Louise Lennard I Senior Analyst I The Treasury 
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