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2 4 NOV 2016 

Office of Hon Nikki Kaye 
MP for Auckland Central 

Minister for ACC 

Minister of Civil Defence 

Minister for Youth 

Dame Paula Rebstock 
Chair 
Accident Compensation Corporation 
PO Box 242 
Wellington 6410 

Dear Dame Paula 

ANNUAL LETTER OF EXPECTATIONS 

Associate Minister of Education 

I am writing to convey my expectations of the Accident Compensation Corporation (ACC) as it 
executes its business planning process for the forthcoming year. I thank you and the rest of the 
Board for all of its work in the last year. A significant milestone has been reached with ACC's 
Transformation Programme progressing to the delivery phase. 

I understand the Board's primary challenge will be to balance the long-term success of 
transformation whilst also implementing strategies to address the claims cost increases 
experienced in recent years, due to increased volume and duration of claims. In setting 
expectations, I acknowledge the amount of change required to modernise the organisation and 
improve services for all New Zealanders. 

You will receive a letter form the Minister of Finance to set expectations for all Crown Financial 
Institutions, including specific expectations regarding ACC's investment function. This approach 
differs to previous years but reflects separate processes that each Minister is responsible for. 

ACC developed a Statement of Intent (Sol) in 2015, covering the period 2015-2019, and it does not 
intend to develop a new Sol ahead of 2017/2018. The mid-term Performance Improvement 
Framework review in March 2017 will be core input to inform future strategic direction, and I invite 
ACC to engage early on its response to this review. 

Government Priorities 

The Government is increasingly trying to organise services around the citizen and find cross
agency solutions to difficult problems. ACC has a significant role to play in enabling cross-sector 
efficiency and effectiveness through the way it collaborates, particularly in a period of 
transformation. The Government is also asking agencies to take a social investment approach to 
drive long-term value for money in service delivery. Over and above these expectations, the 
Government's four key priorities remain unchanged: 

• To responsibly manage the Government's finances

• To build a more competitive and productive economy

• To deliver better public services to New Zealanders, and

• To support the rebuilding of Christchurch.
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ACC's strategic intentions and outcomes, as set out in its most recent Sol, are aligned with the first 
three priorities and I am pleased to see ACC's commitment to supporting the rebuilding of 
Christchurch through its relocation into the BNZ Centre in early 2017. 

The enduring letter of expectations can be found on the State Service Commission's website, 
stating the Government's commitment to Better Public Services (BPS). While some of the BPS 
target6s are currently being refreshed, ACC should continue to deliver on its commitment to results 
nine and ten, in particular. 

Value for Money and Reporting 

It is crucial that ACC is able to exercise control of cost pressures. I expect ACC to continue to 
develop its reporting, to better communicate its performance story and ensure the critical 
performance messages can be seen amongst the wide range of work that the organisation 
executes. I would like to better understand, through ACC's reporting, what control management 
has over cost inflation and where these controls are being utilised. 

Expectations for All Crown Entities 

• All Crown Entities should be able to demonstrate the difference they are making for their
customers and should be constantly looking for ways to improve how they do business to
deliver value to tax payers' investment in them. 

• Investments into the business should be value enhancing and based on robust business
cases which evaluate options thoroughly, are based on reasonable assumptions, and take
into consideration all risks. 

Expectations specific to ACC 

Claim volumes and costs have increased beyond expectations in recent years, with this recent 
experience now showing as a growth in liability. Decreased rehabilitation rates across all durations 
show that New Zealanders are out of work for longer, which negatively impacts both the customers 
and ACC. 

• ACC should report clearly where it is taking a social investment approach to control cost
inflation and improve outcomes for New Zealanders, stating the long-term goals that would
define success and how it is monitoring progress towards these outcomes. 

• Momentum for ACC's refreshed strategy on Injury Prevention has been built over the last
year. I expect ACC to continue to build on its early successes and ensure value is delivered
back to the Scheme and to the wellbeing of New Zealanders. 

• The benefit profile from approved business cases, including Injury Prevention, should be
incorporated into financial forecasts and funding recommendations as a matter of course, to
ensure accountability for those investments is maintained. 

Incorporating the decisions for the funding of the Non-Earners' Account more fully into the budget 
process in 2017 will likely provide better transparency of cost drivers to Ministers, allowing for more 
informed choices about trade-offs across Government. 

All funding recommendations should be supported by a strong performance story and visibility of 
the essential risks and opportunities to each account. These would illustrate the underlying 
assumptions and different plausible scenarios to better contextualise the choices made in providing 
a central recommendation. 
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• I invite ACC to think about how it could better demonstrate the critical indicators of short and
medium term performance amongst its range of operational and financial information. An
identified 'top tier' of indicators would: 

o enable a simple and explicit interpretation of Scheme Performance

o allow for a sharp focus on the risks, levers and drivers of future performance,
including in the annual Service Agreement, and

o demonstrate the critical drivers of short and medium term performance that aim to
positively impact the long-term sustainability of the Scheme as identified by the
liability valuation.

• I welcome ACC's feedback on how these top level indicators may provide for and support
performance based on financial and operational outcomes.

• ACC improved its reporting of operational risks in the last year. I expect ACC to continue on
this path of improvement to demonstrate its proactive consideration and mitigation of
possible impacts to the Scheme. 

Collaboration 

ACC is an integral part of the social sector. It should endeavour to maximise cross-sector efficiency 
and effectiveness wherever possible and deliver joint initiatives as a good partner that is committed 
to the overall benefits of each initiative, even when those benefits are less tangible for ACC. 

Expectations for All Crown Entities 

• Entities should be clear how they are working with other agencies, owning the sector results
and putting the client not agency boundaries first in service design.

Expectations specific to ACC 

ACC's views are invited on whether Government assistance would be beneficial in smoothing 
engagement across organisations. Effective collaboration with other agencies is essential to 
capturing opportunities for new ways of delivering front line treatment and improve rehabilitation. 
This is particularity true with the Health sector and ACC should remain aware of the indirect 
impacts it can have in the sector where scarce resources are in high demand. 

• ACC should look to examples where social investment approaches have been successfully
implemented in the social or justice sector and should proactively share its own successes
with organisations that deliver similar services.

• The joint workplace injury prevention action plan with WorkSafe sets out a strategy to realise
the Government's target for reducing fatalities and serious injuries in the workplace 25% by
2020. I expect ACC's full commitment to delivering on the action plan.

• ACC should continue the good engagement and open dialogue with the Government's
functional leads for Information, Property and Procurement. This includes supporting the
Government Chief Information Officer (GCIO) to achieve its goals in developing the JCT
Cloud Marketplace and contributing to other cross-sector opportunities such as digital
enabled identity.

• ACC should remain aware of contracting behaviours that can drive up prices in other sectors,
being mindful of the constraints that the Government is under.
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I expect the on-going commitment of ACC constructively and collaboratively with advisors from my 
office, the Ministry of Business, Innovation & Employment, and the Treasury. This includes 
contributing to the Regulatory Systems Bill and also to: 

Support work to identify regulatory and administrative opportunities to improve the Motor Vehicle 
levy framework, including for vehicles using emerging power and safety technologies, in order to 
future proof the regulatory framework, and 

Implement proposed improvements of the ACC dispute resolution process, identified in the 
Government response to the Miriam Dean QC report. 

Transformation 

Transparency on the on-going status of the Transformation Programme is essential to the 
Government's confidence in ACC to deliver the complex programme of work. Central agencies 
remain available to support ACC's transformation through its assurance and monitoring partners, 
GCIO and Treasury. 

• ACC should support my report back on progress to Cabinet by February 2017.

o I expect ACC to deliver on the benefits identified in the Transformation Programme
for 2017 and 2018, reporting to me should be clear on ACC's confidence in its costs
and benefit profiles.

o Reporting to me should identify the key decisions points where constraints or
dependencies with other Government Transformation Programmes exist.

I thank ACC for its proactive engagement in the Investor Confidence Rating (ICR) process over the 
last year. It is noted that ACC made significant, positive contributions to this new initiative. 

Investment Ministers will expect a progress update from Tranche 1 agencies at the approximate 
mid point between ICR cycles, April to June 2017. The progress update is targeted on those areas 
of improvement that are identified in the original review. 

General 

Our communications should be straightforward, and if you need to make contact on short notice, 
you should not hesitate to do so. I expect a "no surprises" approach to communication. As such, 
you should inform me of any significant events or set of circumstances, whether positive or 
negative, that could be considered contentious, attract wide public attention and/or affect the 
financial position of ACC. 

MBIE and the Treasury will collaborate with you to refine the strategic priorities and agree 
performance targets. ACC should provide its draft Service Agreement to me by 28 April 2017. 

Thank you in advance for your work in the coming year. 

Yours sincerely 

Hon Nathan Guy 
Acting Minister for ACC 
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Office of Hon Bill English 

Deputy Prime Minister 

Minister of Finance 

Minister Responsible for HNZC 

Dame Paula Rebstock 

Chair 

Accident Compensation Corporation 

PO Box 242 

WELLINGTON 6410 

Dear Dame Paula 

ANNUAL LETTER OF EXPECTATIONS 

I am writing to convey my expectations of the investments function of Accident 
Compensation Corporation (ACC) as it executes its business planning process for the 
forthcoming year. I note you will also be receiving a Letter of Expectations relating to 
ACC's insurance function from the Acting Minister for ACC. Any general expectations 
contained in that letter should also be applied to the investments function where 
relevant. 

Expectations for All Crown Financial Institutions 

• Long-Term Performance: A prime focus for Ministers is that the Crown Financial
Institutions (CFls) achieve their long term performance objectives. The Crown
has a long term perspective on returns, and acknowledges that returns will vary
from year to year, sometimes due to temporary or non-controllable factors.
Emphasis will continue to be placed on longer term returns. In circumstances
where the longer term return is persistently below the performance objective, I
expect the CFI to review the appropriateness of its investment strategy.
Furthermore, where active management or other value adding strategies are
employed, achieving returns in excess of benchmarks after investment
management fees and other operational costs is expected.

• Investment Management Expenses: Notwithstanding the expectation for CFls to
outperform investment objectives after investment management costs, each CFI
should also ensure that the costs incurred in implementing its investment strategy
are fully transparent and appropriate in the context of managing Crown assets.

Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand. Telephone 64 4 817 6801 Facsimile 64 4 817 6501 



• Risk Profile: In the past, particular emphasis has been placed on the CFl's
financial returns performance. I expect to see a greater emphasis on the risk
adjusted performance of ACC in order to better reflect the differing investment
strategies that are employed to deliver these returns. Furthermore, I expect to be
consulted if you are pursuing any strategic changes that may materially alter the
risk profile of your entity. I also ask that you ensure that appropriate emphasis is
placed both on quantifiable investment risk as well as the more qualitative non
market risks that are inherent in investment management activity.

• Flow of Information: Of growing importance for the Crown is the need for
adequate independent analysis of financial and other investment risks at an
aggregate level across the CFI portfolio and, to a certain extent, across the
broader Crown balance sheet. As such, the Crown is focused on establishing a
deeper and more frequent flow of information from the CFls to the Treasury,
which will then be aggregated and independently analysed by the Treasury.
Some of the information obtained will also be utilised to progress the Crown
Asset and Liability Management (CALM) project. Your assistance to date with the
CALM project has been appreciated. I ask that you continue to engage with the
Treasury in support of the Crown's broader information requirements (which will
undoubtedly necessitate some dedication of additional resources).

• Complex Products and Activities: The aggregate funds managed within the CFI
portfolio continue to grow as a percentage of the overall Crown's balance sheet.
Within this portfolio there has been an increase in the complexity of the
investment activity being undertaken, including an increase in the use of
derivative instruments. Consistent with last year's expectations, it is my
expectation that CFls should use derivatives judiciously and that, where relevant,
a strong case is made for their use relative to physical exposures. Furthermore, I
expect that the CFls will regularly assess the use of derivative instruments and
the extent to which other complex investment activity is undertaken to ensure
alignment with your legislative framework, including any specific approvals that
have previously been issued from my Office.

• Board Relationship: I consider it to be critical for the good stewardship of the
CFls that an open and effective dialogue is maintained between each CFl's
Board and the Treasury. This should span all areas of potential shareholder
interest, from strategic direction through to material operational matters, and it is
my expectation that the relationships extend across the whole of the Board and
with the Investment Committee.

• Collaboration: While the individual objectives and investment strategies differ
across the CFI portfolio, there is a material level of crossover in terms of
operational investment activities. There is also a shared level of public scrutiny on
certain investment policies, most notably relating to Responsible Investing (RI). I
note that the Treasury is uniquely positioned as the Crown's agent, with oversight
of each of the CF ls, to give some portfolio-level consideration to such matters.
My expectation is that the CFls will continue to identify opportunities and
implement strategies to achieve operational synergies, cost efficiencies and a
consistent approach to managing the public scrutiny of RI through the sharing of
resources and intellectual capital, and will engage as a group inclusive of the
Treasury on such matters.
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• Approvals Process: I refer to my recent letter dated 26 October 2016 outlining the 
process surrounding future Ministerial Approvals under section 276 of the 
Accident Compensation Act. I ask that you adhere to the procedures laid out in 
that letter for any new approval requests and that you aid officials as required to 
the extent that any existing approvals are deemed to be in need of review over 
time. 

Expectations specific to ACC 

• Low Yield Environment: I recognise that declining bond yields pose a significant 
risk to ACC in terms of its ability to match future investment income to the long 
term growth in claims liabilities and that consideration continues to be given as to 
how ACC might respond if yields should decline further. I ask that you keep me 
informed of any significant strategic changes which may be implemented as a 
result of these pressures, particularly to the extent that such changes may 
materially alter ACC's risk and return profile. 

Engagement 

To the extent that matters arise which relate to the investment function, please engage 
with me and I or the Treasury in the first instance, with an inform to the Minister for 
ACC. The Treasury is working to engage more closely with entities to gain a better 
understanding of the strategic issues, risks and influences on entities' financial 
performance. In light of this closer engagement, I would like the Board to meet with you 
to discuss this Letter of Expectations at an appropriate time in the New Year. 

If you have any questions or require further clarification on any of my expectations, 
please contact Oliver Martin at the Treasury on in  the first instance. 

Yours sincerely 

Hon Bill English 
Minister of Finance 
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