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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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Reference: T2018/229     CM-1-3-30 
 
 
Date: 9 February 2018 
 
 
To: Minister of Finance (Hon Grant Robertson)  

Minister of Housing and Urban Development (Hon Phil Twyford) 
 
 
 
Deadline: None 
(if any) 
 
 
Aide Memoire: Impact of Housing New Zealand Corporation 
borrowing to fund additional public housing 

You asked Treasury to provide advice on the impact of Housing New Zealand 
Corporation (HNZ) increasing its borrowings to fund 1400 additional public houses per 
year over the next four years.  To date, discussions have focussed on raising external 
debt to fund the additional public houses. 

This Aide Memoire sets out the Crown’s general approach to borrowing, the impact on 
HNZ’s financial sustainability and impact on the Crown accounts.   

HNZ already has approval for up to $1.08 billion in external borrowings under the 
borrowing protocols approved in July 2017.  Our advice at that time was that the most 
cost-effective manner for providing HNZ with additional funding was to increase its 
existing borrowing from the New Zealand Debt Management Office (DMO) rather than 
through external borrowing. 

Our advice below relies upon modelling undertaken by HNZ as part of their Long-term 
Financial Strategy (LTFS).  The modelling assumes that increases in HNZ debt are 
financed entirely through additional external debt.  The LTFS project is in its early 
stages and the financial model is still undergoing development and testing. 

A key principle that informs our view on Crown entities raising external debt is whether 
there is a genuine transfer of credit risk from the Crown to lending counterparties, and 
the extent to which the cost of borrowing reflects that risk transfer (i.e. the realistic 
potential for lenders to incur loss in the presence of Crown entity financial distress). 

Approach to borrowing 

Delivering 1400 additional public housing places would require HNZ to increase its 
borrowings by approximately $1.75 billion.   

Consistent with our earlier advice, the most feasible and cost-effective option for 
financing these additional places is for HNZ to increase the size of its existing 
borrowing from the DMO.  This is the most cost effective option for the Crown as a 
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whole as it enables funding for the programme to be obtained at the Government bond 
rate.  The interest cost advantage of funding through the DMO is approximately $11 
million per annum1.  

If the Government decides the additional funding should be provided by a source other 
than the Crown, HNZ-initiated borrowing or a bond programme would be the next most 
feasible and cost effective approaches.  This would require the Minister of Finance and 
the Minister Responsible for HNZ to approve an amendment to HNZ’s borrowing 
protocol.   

HNZ are of the view that this approach would increase external scrutiny on its 
commercial operations, and would provide increased flexibility and independence in 
managing and funding its development programmes in a dynamic housing market.  We 
think that the proximity of HNZ to the Crown will limit the level of risk transfer and 
external scrutiny.  The operational flexibility HNZ is seeking could be provided by 
putting appropriate lending provisions in place with the DMO. 

If HNZ were to raise an additional $1.75 billion through external debt a simple 
application of the net core Crown debt definition would see that $1.75 billion recorded 
in Total Crown Borrowings, but not net core Crown debt. However the credibility of the 
current net debt definition depends on the Crown not using intermediaries to borrow or 
enter into obligations that do not offer other advantages, over and above the impact on 
the net core Crown debt target. 

HNZ financial sustainability 

By the end of fiscal year 2022, the impacts on HNZ’s financial position from the 
proposed expansion of HNZ’s public housing programme are as follows (key financial 
metrics are set out in Appendix 1): 

• Debt is projected to reach $4.79 billion, an increase of $2.83 billion from the end 
of fiscal 2017.   

• Debt as a percentage of total assets is projected to rise from around 8% to 
approximately 15%. 

• Debt would reach 8.3 times EBITDA. 

• The net annual interest expense would rise to $197 million.  This figure 
comprises interest on external borrowings of $119 million and interest on existing 
DMO debt of $79 million.  The cost of using external borrowings rather than the 
DMO would be around $17 million over 2019-2022 (this increases to $11 million 
per annum upon full drawdown of the $1.75 billion). 

• Net interest paid as a percentage of EBITDA is projected to be around 34%, with 
interest cover at 2.9 times.  The largest potential impact on interest cover is the 
level of market rent received from the Ministry of Social Development (MSD).  

                                                
1 This assumes HNZC finances $1.75 billion in the wholesale market at a 60 basis point margin over the rates it could 

borrow through the DMO, and excludes HNZ’s cost to manage the borrowing programme.  
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The key metrics that make up HNZ’s financial performance and debt profile (EBITDA 
as a percentage of revenue; debt to total assets; debt to EBITDA and interest cover) all 
weaken slightly as a result of increased investment and borrowing activity, but from a 
strong starting position.  This is unlikely to affect HNZ’s credit rating because other 
factors, such as market position, revenue security, and asset quality, are likely to 
remain strong and, most importantly, rating agencies have previously considered it 
almost certain that HNZ would receive extraordinary support from the Crown.  MSD’s 
funding of the additional public housing places is essential to HNZ’s ability to afford the 
additional investment. 

Impact on the Crown accounts 

If the Government were to raise an additional $1.75 billion either through the DMO or 
through HNZ, Total Crown Borrowings (defined in Appendix 2) would rise by $1.75 
billion.  This is equivalent in value to approximately 2.5% of Government bonds 
currently on issue.   

Effect on sovereign credit rating 

Each rating agency has its own methods for assessing the impact of an increase in 
Total Crown Borrowing.  We are not privy to their rating models, their qualitative 
assessments/overlays, nor the impact on other secondary channels such as increased 
interest costs for the Crown.  From our understanding of how this would be accounted 
for from a quantitative perspective, an increase of $1.75 billion in Total Crown 
Borrowings would be immaterial so is likely to have no impact on the sovereign credit 
rating.  We consider it is unlikely there will be much difference in rating agencies 
technical assessment of the sovereign credit rating whether the debt is raised by DMO 
or HNZ. 

Sustainability of the Crown’s fiscal position 

In the context of the Crown balance sheet, a $1.75 billion increase in Total Crown 
Borrowing should not materially affect the sustainability of the Crown’s fiscal position.  
The impact on the sustainability of the Crown’s fiscal position is unaffected by the 
choice of who borrows. 

Credibility of fiscal strategy 

New Zealand, as a sovereign debt issuer, is well regarded in the capital markets.  This 
is evidenced by the access New Zealand has to the capital markets.  This is in part a 
result of the time the DMO has spent with credit rating agencies and capital market 
participants explaining New Zealand’s fiscal strategy and our adherence to that 
strategy. 

The Government has set the definition of gross sovereign-issued debt and net core 
Crown debt and parameters of the fiscal strategy.  The access that New Zealand 
enjoys to the capital markets is dependent on maintaining its credibility through 
adherence to the definitions and consistency of the approach outlined in the fiscal 
strategy.  
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The borrowings of SOEs and Crown Entities are outside the net core Crown debt and 
gross sovereign-issued debt.  If HNZ were to raise an additional $1.75 billion through 
external debt, a simple application of the net core Crown debt definition would see that 
$1.75 billion recorded in Total Crown Borrowings, but not net core Crown debt. 

There is a risk that credit rating agencies and commentators see substantial borrowing 
by Crown Entities as an attempt to circumvent the net core Crown debt target.  The 
result would be to degrade the net core Crown debt target and New Zealand’s fiscal 
reputation. The flow on effects could be to reduced access to capital markets and 
higher borrowing costs for the Crown overall.   

This risk is unlikely to materialise while HNZ’s levels of external debt are relatively low.  
However, the best mitigation is to avoid the risk entirely, and to have HNZ raise the 
additional finance through the DMO.  If HNZ is to raise debt in its own right, it would be 
important to have a clear articulation of any benefits over and above maintenance of 
the net core Crown debt target.     

 
 
Glen Thomson, Principal Advisor, Housing, 
Andrew Hagan, Acting Director, Commercial Operations, 

[39]
[39]
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Appendix 1:  Selected HNZ financial metrics for a 1400 public places per annum 
programme 

  Actual Projected-->  
FINANCIAL YEAR ending 30 June   2017 2018 2019 2020 2021 2022
Revenue $ million 1302 1331 1424 1732 1719 1837
- Land development sales $ million 0 4 74 333 263 321
- Cumulative land development sales$ million 0 4 78 410 673 994
EBITDA $ million 439 466 439 518 473 575
EBITDA/revenue % 34% 35% 31% 30% 28% 31%
Debt $ million 1953 1954 2843 3380 4153 4787
- DMO $ million 1953 1954 1956 1957 1958 1959
- External $ million 0 0 887 1423 2195 2827
Debt/total asset % 8% 7% 10% 12% 14% 15%
Debt/EBITDA x 4.45 4.20 6.48 6.52 8.77 8.32
Net interest $ million 72 81 99 129 160 197
- DMO interest expense $ million 90 83 80 78 77 79
- External debt interest expense $ million 0 0 19 52 84 119
Net interest/EBITDA % 16% 17% 22% 25% 34% 34%
EBITDA/interest ratio x cover 6.1 5.7 4.5 4.0 3.0 2.9
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Appendix 2:  Key metrics in the Crown Accounts  
 

The three key metrics in New Zealand’s Crown accounts which are monitored by both 
rating agencies and the capital markets, are: 

• Total Crown Borrowings, which represents the total debt obligations the Crown 
and government reporting entities such as State-Owned Enterprises (SOEs), to 
external parties and can be split into sovereign-guaranteed debt and non-
sovereign-guaranteed debt.  Non-sovereign-guaranteed debt represents the debt 
obligations of SOEs and Crown Entities that are not explicitly guaranteed by the 
Crown. 

• Gross sovereign-issued debt (excluding Reserve Bank settlement cash and 
Reserve Bank bills), which represents gross debt issued by the sovereign. 

• Net core Crown debt, which represents gross debt (sovereign issued debt which 
includes Government stock held by the New Zealand Superannuation (NZS) 
Fund, Accident Compensation Corporation, and the Earthquake Commission) 
less core Crown financial assets (excluding advances and financial assets held 
by the NZS Fund).  Advances and financial assets held by the NZS Fund are 
excluded as these assets are less liquid and/or they are made for public policy 
reasons rather than for the purposes associated with Government financing. 
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