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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the Official 
Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the international relations of the 
government 

6(a) 

[2] to avoid prejudice the entrusting of information to the Government of New Zealand on a basis of 
confidence by the Government of any other country or any agency of such a Government 

6(b)(i) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, investigation, and 
detection of offences, and the right to a fair trial 

6(c) 

[11] to damage seriously the economy of New Zealand by disclosing prematurely decisions to change 
or continue government economic or financial policies relating to the entering into of overseas trade 
agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information or who is the subject 
of the information 

9(2)(b)(ii) 

[26] to prevent prejudice to the supply of similar information, or information from the same source, and 
it is in the public interest that such information should continue to be supplied 

9(2)(ba)(i) 

[27] to protect information which is subject to an obligation of confidence or which any person has been 
or could be compelled to provide under the authority of any enactment, where the making available 
of the information - would be likely otherwise to damage the public interest 

9(2)(ba)(ii) 

[29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and individual ministerial 
responsibility 

9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality of advice tendered 
by ministers and officials 

9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper advantage 9(2)(k) 

[40] not in scope   

[41] that the making available of the information requested would be contrary to the provisions of a 
specified enactment 

18(c)(i) 

[42] information is already publicly available or will be publicly available soon 18(d) 

 

In preparing this Information Release, the Treasury has considered the public interest considerations in section 9(1) and 
section 18 of the Official Information Act. 
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Treasury Report:  Considerations for Provincial Growth Fund – Capital 
Expenditure and 

Date: 2 February 2018 Report No: T2018/188 

File Number: SH-11-1-2 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Grant Robertson) 

Note the further advice on capital 
and operating expenditure, 

 for the 
Provincial Growth Fund. 
 

 

Associate Minister of Finance 

(Hon Shane Jones) 

Note the further advice on capital 
and operating expenditure, 

 for the 
Provincial Growth Fund. 
 

 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Darian Woods Senior Analyst N/A  

Matthew Gilbert Manager - Business 
Growth & Innovation 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

[23][39]

[39]

[40]

[40]

[40]
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Treasury Report: Considerations for the Provincial Growth Fund – 
Capital Expenditure

Executive Summary 

The Minister of Finance and the Minister for Regional Economic Development met on 30 
January 2018 to discuss further fiscal decisions relating to the Provincial Growth Fund 
(PGF). This report follows up on this meeting and provides further information and advice 
around the estimated split of capital and operating expenditure in the PGF to reflect an 
expectation that the share of capital expenditure in the fund will be higher than is currently 
estimated.
 
Capital and operating expenditure split for the PGF 
 
As noted in previous advice (T2018/68 refers), the split between capital and operating 
expenditure is uncertain. This is because it is dependent on the nature of future projects 
seeking funding from the PGF and the ownership arrangements of those projects: the 
amount of control that the Crown has, and which parties bear benefits, costs and decision 
rights (T2018/150 refers).  
 
Ministers at the 30 January meeting signalled an expectation that capital expenditure in the 
PGF will be higher than the current 50-55% estimate. 
 
There are three main options to increase the share of capital expenditure in the PGF: 
 

• Treating more Large Sector Investments (in Tier 2 of the PGF) as capital 
investments with Crown ownership. 

• Taking a capital approach to the 1 Billion Trees programme (Tier 2 of the PGF) with 
trees planted through the programme owned and controlled by the Crown. 

• Requiring a greater proportion of PGF funding to be directed to investment in state 
highways and rail infrastructure (Tier 3 of the PGF). 

 
If all three options are pursued this could shift the overall share of capital expenditure in the 
PGF from 50-55% to around 75-80%. 
 
The appropriate proportion of capital and operating expenditure should be driven by the 
Government’s objectives for the policy intervention. Identifying the primary objective for the 
investment will help determine the most suitable investment tool and governance 
arrangements. An ownership vehicles, in itself, does not necessarily mean there will be a 
higher proportion of capital expenditure. 

[40]
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Recommended Action 

We recommend that you: 
 
a Note the further advice on capital and operating expenditure,  for 

the Provincial Growth Fund. 
 
 
 
 
Matthew Gilbert 
Manager, Business Growth & 
Innovation  
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
Hon Shane Jones 
Associate Minister of Finance 

[40]

[40]
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Treasury Report: Considerations for Provincial Growth Fund – Capital 
Expenditure and 

Purpose of Report 

1. At a meeting between the Minister of Finance and the Minister for Regional Economic 
Development on 30 January 2018, the Minister of Finance directed the Treasury to 
provide further advice relating to the PGF:  

a Estimated operating and capital expenditure, and 

2. This report updates estimates of capital and operating expenditure1 to reflect 
conversation at this meeting, 

Part A: Estimated operating and capital expenditure 

3. The split of operating and capital expenditure within the PGF is uncertain. It is 
dependent on the nature of future projects seeking funding from the PGF and the 
ownership arrangements of those projects: the amount of control that the Crown has, 
and which parties bear benefits, costs and decision rights (T2018/150 refers). 

4. Based on analysis of MBIE, NZTA and MPI’s current pipelines of expected projects, the 
central current estimate is around 45-50% operating and 50-55% capital expenditure, 
with wider bounds depending on the proportion of funding spent on rail and state 
highways, which are both large projects that are primarily capital expenditure. This was 
set out in advice for the 30 January meeting (T2018/68 refers). 

5. Alongside any capital investment, operating expenditure is incurred in relation to the 
capital items. For example, depreciation on assets or routine repairs or maintenance to 
maintain an asset’s value and service potential. Nevertheless, small changes in the 
PGF’s policy settings and eligibility criteria can have large effects increasing the 
proportion of expenditure that is capital. 

Estimating the PGF’s operating and capital expenditure  

6. The current estimate uses three sources of information, and associated estimates from 
officials, to form our initial estimate:  

a MBIE’s pipeline of potential projects for funding from: 

i Regional Projects and Capability Fund (Tier 1) 

ii Large Sector Investments (Tier 2) 

                                                
1 Note that there is a distinction between expenditure incurred from the capital allowance and capital 
expenditure as defined in the government’s financial statements. In recent years, KiwiRail capital 
injections have been spent from capital allowances. Much of this expenditure is impaired from the rail 
network annually, and treated as operating expenditure in government accounts and fiscal indicators. 
Unless otherwise stated, this report focuses on the first definition: capital expenditure that could be 
incurred from the capital allowance. 

[40]
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b MPI’s advice on policy options to achieve the Minister for Regional Economic 
Development’s 1 Billion Trees programme (Tier 2), and 

c NZTA’s pipeline of transport projects that could be funded from the PGF (Tier 
3). 

7. We present below our estimates of total costs and proportions likely to be operating 
and capital, based on this pipeline analysis. We recognise that the final fund design 
may have quite different proportions of funding directed towards different types of 
spending, and that Ministers may not wish to pre-determine the amount of funding 
available to each category of spending. 

8. These figures are subject to changes depending on further policy decisions on the 
PGF, whether the Crown controls the assets, contractual details and timing of 
investment-ready projects. 

 

[40]
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Table 1: Estimated capital expenditure in PGF based on current assumptions 

 $m 

Expected 
overall 
average 

spending 
per annum 

Estimated 
proportion 

capital 
expenditure 

Estimated 
average 
capital 

expenditure 

Estimated 
total capital 
expenditure 
per annum 

Notes 

 Departmental 
operational costs  10 to 50 0% 0 

526 
 

(50 - 55%) 

- 

Tier 
1 

Regional Projects 
and Capability 20 to 120 0% 0 

Mostly grants for small community projects so would expect 
all to be operational expenditure. 

Tier 
2 

Large Sector 
Investments, 

excluding 1 Billion 
Trees 

100 to 200 5% to 30% 23 

Status quo would be that the majority of this expenditure 
would be grants, based on principles of minimising Crown 

risk and administrative costs.  

1 Billion Trees 100 to 300 5% to 95% 100 
Wide band of potential capital expenditure reflects policy 
choices around whether the Crown owns shares in trees 

planted. 

Tier 
3 

Transport and 
Infrastructure: 
State highways 

175 to 325 90% 225 
Costs are estimated State Highway projects ready over 

three years, subtracting base National Land Transport Fund 
(NLTF) component. 

Transport and 
Infrastructure: 

Local roads 
50 to 100 0% 0 

No proportion of spending on local roads is currently treated 
as capital expenditure because local councils own these: no 

Crown asset is created. 

Transport and 
Infrastructure: Rail 80 to 250 90% 149 

Some of this expenditure categorised through the capital 
allowances will lead to operating expenditure for KiwiRail as 

they impair the rail network annually. 

Transport and 
Infrastructure: 

Communications 
20 to 100 10% to 90% 30 

Wide band of potential capital expenditure reflects whether 
assets are owned through vehicle such as Crown 

Infrastructure Partners (Ultrafast Broadband) or funded 
through grants (Rural Broadband). 

[40]
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Options for increasing capital expenditure 

9. Ministers at the 30 January meeting signalled an expectation that capital expenditure in 
the PGF will be higher than the current 50-55% estimate. 

10. Table 2 sets out options to increase the share of capital expenditure within the PGF, 
and the expected changes to capital expenditure. If all policy options are undertaken, 
we estimate that the expected proportion of expenditure that is capital will increase 
from 50-55% to around 75-80%. 

11. There are three main options to increase the share of capital expenditure in PGF: 

Option 1: Treating more Large Sector Investments (in Tier 2 of the PGF) as capital 
investments with Crown ownership 

12. Tier 2 comprises investment in priority sectors such as tourism, horticulture, niche 
manufacturing and aquaculture. A potential structure which could be used for these 
types of investment is a Crown entity company, which invests in particular projects 
through separately established subsidiaries where appropriate.   

Option 2: Taking a capital approach to the 1 Billion Trees programme (Tier 2 of the PGF) 
with trees planted through the programme owned and controlled by the Crown. 

13. A broad range of policies to deliver the Government’s 1 Billion Trees programme is 
being developed by MPI. Policies that grow trees that the Crown has control over, such 
as through Crown Forestry, will largely be treated as capital expenditure. Note that 
there will be long-term ongoing operating expenses of around 5% to 10%. 

Option 3: Require a greater proportion of PGF funding be directed to investment in state 
highways and rail infrastructure (Tier 3 of the PGF)  

14. Ministers may wish to set aside a greater proportion of funding towards state highways 
and rail infrastructure to increase capital expenditure. Both of these expenditure 
categories would count as around 90% capital expenditure from capital allowances.  

15. For Tier 1, contributions for small (less than $10m) community projects are likely to be 
best served through the provision of grants. This report therefore does not provide 
options for increasing capital expenditure in this category. 

 

Table 2: Estimates of capital expenditure if policy options undertaken 

$m Current (average) 
estimate of capex 

Estimated capex 
with option 

Option 1: Treating more Large Sector 
Investments as capital (Tier 2) 23 105 

Option 2: Taking a capital approach to the 1 
Billion Trees programme (Tier 2)  100 190 

Option 3: Greater proportion of PGF funding to 
state highways and rail infrastructure (Tier 3)  

374 465 

Estimated additional capital spend  - 230 

Share of capital expenditure in PGF 50 – 55% 75 – 80% 
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Choices between capital and operating expenditure 

16. The appropriate proportion of capital and operating expenditure should be driven by the 
Government’s objectives for policy intervention. An ownership vehicles, in itself, does 
not necessarily mean there will be a higher proportion of capital expenditure.  

17. While we have outlined options above that are weighted towards capital initiatives we 
do not recommend that this drives policy-making. Instead we recommend criteria that 
provides for the policy objectives of the PGF first. There are three main reasons for 
this:  

a. Weighting investment towards a type of expenditure could prevent the highest-
value projects from being funded. 

b. The Budget 2018 capital allowance is arguably tighter than the operating 
allowance. At this point in time total capital funding sought is over four times the 
capital allowance as opposed to two times for the operating allowance, and 

c. The administration costs of projects funded by capital are often higher (created 
by ownership responsibilities) and more administratively complex. They also 
create legacy operational expenditure that should be recognised up front, 
impacting the Operating Balance before Gains and Losses (OBEGAL).  

[40]



 

Treasury:3914437v2  9 

[40]



 

Treasury:3914437v2  10 

[40]



 

[40]



 

[40]



 

 

[40]


	b18-cover-sheet-15aug18.pdf
	The Treasury
	Budget 2018 Information Release
	Release Document August 2018




