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Thank you for your Official Information Act request, received on 6 September 2019.  
You requested: 
 

I request a copy of the following documents: 
 
1. Treasury Report T2019/1490: Ministerial travel priorities for 2019 – 23 May 
2019 
2. Aide Memoire T2019/996: Statistics New Zealand’s child poverty statistics 
release – 5 April 2019 
3. Treasury Report T2019/1395: Operating and capital allowances assumptions 
and modelling changes for the 2019 Budget fiscal projections – 15 May 2019  
4. Treasury Report T2019/1260: DHB Deficit Forecast for BEFU 2019 – 2 May 
2019  
5. Treasury Report T2019/1516: Reserve Bank of New Zealand: Update on Due 
Diligence – 6 June 2019  
6. Treasury Report T2019/1628: Fourth Progress Update: Implementing the 
Government’s support for early stage capital markets – 7 June 2019  

 
Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  5 April 2019 Aide Memoire T2019/996: 
Statistics New Zealand’s child 
poverty statistics release  

Release in part 

2.  15 May 2019 Treasury Report T2019/1395: 
Operating and capital allowances 
assumptions and modelling 
changes for the 2019 Budget fiscal 
projections  

Release in part 

3.  6 June 2019 Treasury Report T2019/1516: 
Reserve Bank of New Zealand: 
Update on Due Diligence 

Release in part 
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4.  7 June 2019 Treasury Report T2019/1628: 
Fourth Progress Update: 
Implementing the Government’s 
support for early stage capital 
markets 

Release in part 

 
I have decided to release the documents listed above, subject to information being 
withheld under one or more of the following sections of the Official Information Act, as 
applicable: 
 
• personal contact details of officials, under section 9(2)(a) – to protect the privacy 

of natural persons, including that of deceased natural persons, 

• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

• names and contact details of junior officials and certain sensitive advice, under 
section 9(2)(g)(i) – to maintain the effective conduct of public affairs through the 
free and frank expression of opinions, 

• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 
disclosure of information for improper gain or improper advantage, and 

• Commercially sensitive, under section 9(2)(i) enable a Minister of the Crown or 
any department or organisation holding the information to carry out, without 
prejudice or disadvantage, commercial activities. 

 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams.  This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 
 
In regards to Treasury Report T2019/1260: DHB Deficit Forecast for BEFU 2019 – 2 
May, 2019. The Treasury has decided to release this document to you with some 
relevant information to be withheld under the following grounds of the Official 
Information Act: 
 
• Commercially sensitive, under section 9(2)(i) enable a Minister of the Crown or 

any department or organisation holding the information to carry out, without 
prejudice or disadvantage, commercial activities. 

• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 
disclosure of information for improper gain or improper advantage,  

• sensitive advice, under section 9(2)(g)(i) – to maintain the effective conduct of 
public affairs through the free and frank expression of opinions, and 
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• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

 
As allowed for under section 15(1)(b) of the Official Information Act I am notifying you 
of the Treasury’s decision to release this document to you prior to delivering the 
requested document.  I anticipate the production and quality assurance of this 
document will completed soon at which point Treasury will send the document to you.  
 
Information to be withheld 

There is one additional document covered by your request that I have decided to 
withhold in full under the following sections of the Official Information Act, as 
applicable: 
 
• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 

constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

 
Item Date Document Description Proposed Action 

1.  23 May 2019 Treasury Report T2019/1490: Ministerial travel 
priorities for 2019 

Withhold in full 

 
In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 
This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
David Hammond 
Team Leader Ministerial Advisory 
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IN-CONFIDENCE 
 

Treasury:4094267v1 IN-CONFIDENCE 1 

Reference: T2019/996 DH-53-3 
 
 
Date: 5 April 2019 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
 
 
Aide Memoire: Statistics New Zealand's child poverty statistics 
release 

On Tuesday 2 April 2019, Stats NZ released its first official child poverty statistics - the 
baseline rates of child poverty for the 2017/18 year.  This aide memoire informs you of 
the key points and implications of this release. 

Key points of Stats NZ’s child poverty statistics release 

• The statistics release includes the 2017/18 baseline rates of child poverty for nine 
of the ten measures in the Child Poverty Reduction Act 2018 (excludes poverty 
persistence which cannot yet be measured).  These rates reflect the numbers of 
children in Iow income households or experiencing material deprivation before 
the Families Package was implemented.  The information release also provides a 
back-series to 2006/07 to show trends over this period. 

• The baseline rates are not markedly different to the ‘best estimates’ that were 
previously produced by the Ministry of Social Development (MSD).  Although they 
are slightly higher, in particular for the measure ‘households less than 50% of the 
median income before-housing-cost (BHC 50 moving line)’, which is rated at 
16.5% (with a 1.1% sampling error) compared to the previous ‘best estimate’ of 
15%. 

• Broadly the long-term trends are: 

o Rates on the before-housing-cost moving line measures (BHC 50 and 60) 
have been slowly tracking up since 2008/09. 

o Rates on the after-housing-cost moving line measures (AHC 40, 50 and 60) 
have been broadly flat. 

o The rate on the fixed line after-housing-cost (AHC 50 fixed) measure (fixed 
at 2017/18 as the base year) has been steadily tracking downwards. 

o After rising between 2007 and 2011, material hardship rates have been 
tracking down. 
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Treasury:4094267v1 IN-CONFIDENCE 2 

• MSD intends to publish a report that supports and expands on the Stats NZ child 
poverty statistics release, including a comparison and account of continuity with 
its previously published child poverty statistics.  This report will explain what sits 
behind the differences in the trends and levels of poverty across the various 
measures. 

• Stats NZ has addressed some of the limitations of the Household Economic 
Survey (HES) data by linking to other data sources and revising weightings. 

• From 2018/19 onwards (reported ~February 2020), the child poverty rates will be 
drawn from a larger HES sample size of 20,000 households, as a result of 
funding provided in Budget 2018.  The first of this expanded survey is currently in 
the field (concluding mid-2019) and will show the first impact of the Families 
Package. 

Implications 

• Target setting - Ten-year and three-year child poverty reduction targets were set 
by Cabinet and announced in 2018, based on the previous ‘best estimates’ of the 
baseline rates.  The Government will now use the official Stats NZ child poverty 
rates to inform final target setting and gazette them under the Child Poverty 
Reduction Act 2018.  As the previously agreed targets were expressed as 
percentage reductions, they will still be applicable to the new baselines rates if 
that is the Government’s preference.  The Prime Minister is bringing an oral item 
to the Social Wellbeing Committee on Wednesday 10 April 2019 about this. 

• Budget day report - The Child Poverty Reduction Act 2018 requires a report on 
child poverty to be presented on Budget day.  You have the option to include the 
baseline rates of child poverty in your Budget day report, which will be integrated 
into the Budget Report. 

• Modelling the impacts of changes on child poverty - Treasury has modelled the 
future impacts of tax and transfer policy changes (such as the Families Package) 
on the numbers of children in low income households using its TAWA model.  
TAWA also accounts for some of the HES limitations by linking to administrative 
data and reweighting, but uses a slightly different methodology and data sources 
to Stats NZ.  Like the previous MSD ‘best estimates’, the TAWA numbers are 
slightly lower than the new official numbers.  However, as TAWA modelling is 
focussed on estimating the relative impacts of proposed scenarios onto a 
baseline projection, small to moderate differences in the starting levels would not 
make much difference to the TAWA impact estimates1. 

 

                                                
1  Treasury is currently implementing functionality that will estimate the impact of the Families Package on the 

after-housing-cost primary measure. We are aiming to provide this data, along with revised before-housing-cost 
estimates (based on the latest economic forecasts), by 12 April 2019.  These estimates will be aligned with the 
new Stats NZ baselines. 
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Treasury:4094267v1 IN-CONFIDENCE 3 

We will provide advice to you as the Budget Report is developed about how best 
to present the impacts of initiatives on child poverty.  This will include how best to 
revisit the impact of the Families Package, which will be slightly different now in 
absolute terms given the new Stats NZ official statistics (the relative impact will 
not change significantly). 

 

 
 
Bridget Duley, Senior Analyst, Welfare and Oranga Tamariki,
Sam Tendeter, Manager, Welfare and Oranga Tamariki, s9(2)(k)

s9(2)(k)
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 BUDGET-SENSITIVE 

Treasury:4109269v1 BUDGET-SENSITIVE 

Treasury Report:  Operating and capital allowances assumptions 
and modelling changes for the 2019 Budget 
fiscal projections  

Date:   14 May 2019   Report No: T2019/1395 

File Number: BM-1-1-2 

Action Sought 

  Action Sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Agree operating and capital 
allowances for the projections in 
the fiscal strategy 

This will be discussed at Budget 
Matters at 9am on Wednesday 
15 May so that the projections 
can be included in the next 
version of the fiscal strategy 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Matthew Bell Senior Analyst, Modelling 
and Research 

N/A (mob)  

Peter Gardiner Manager, Forecasting, 
Modelling and Research 

 

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

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(k)

s9(2)(a)
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BUDGET-SENSITIVE 

Treasury Report: Operating and capital allowances assumptions 
and modelling changes for the 2019 Budget 
fiscal projections 

Executive Summary 

The Public Finance Act requires the Government to publish a report on the fiscal 
strategy on Budget day that includes projections of key fiscal variables over at least the 
next decade. 

This report seeks your decisions on the operating and capital allowances to be used for 
those fiscal projections. These allowances, for new core Crown operating and capital 
spending, have a significant impact on the paths of a number of projected variables, 
including net core Crown debt and total Crown operating balance before gains and 
losses (OBEGAL). The assumptions should be consistent with the Government’s fiscal 
strategy.  

The Treasury recommends that the fiscal strategy published on Budget day uses the 
same operating and capital allowances as were applied at the 2018 HYEFU. That is, 
operating allowances of $2.6 billion per annum and capital allowances of $6.6 billion 
per annum, both growing at 4.5 per cent per annum. 

Applying these assumptions in the 2019 Budget projections would see projections that 
are consistent with Government’s fiscal objectives, especially those of keeping net core 
Crown debt to GDP in a range of 15% to 25% and maintaining the total Crown 
operating balance before gains and losses (OBEGAL) in surplus.  

The report also describes the significant modelling changes that have been made to 
the Treasury’s Fiscal Strategy Model (FSM), which produces the projections, since it 
was last published on the Treasury website at the 2018 Half Year Economic and Fiscal 
Update (HYEFU). These are: 
• Changes to the composition of tax revenue in the long run, with the assumptions 

for the stable percentages of GDP for personal and company taxes increased, 
while those for some other tax types were lowered, but keeping the overall stable 
tax-to-GDP assumption unchanged. 

• Reflecting the Government’s policy decision, a change in the indexation of the 
payment rates of the main working-age benefits from inflation to average nominal 
wage growth. 

• Interest rates are projected to be lower for longer, with longer time to reach the 
stable assumption for the government 10-year bond rate. 

These modelling changes ensure the FSM is consistent with the Budget Economic and 
Fiscal Update (BEFU) forecasts. While the changes do affect the projections, the 
projections remain consistent with the Government’s fiscal strategy.  

We intend to discuss the projection period allowances with you at Budget Matters at 
9am on Wednesday 15 May. We will incorporate your decisions on the projection 
allowances into the next iteration of the fiscal strategy, which is due to be provided to 
you on Friday 17 May. 
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BUDGET-SENSITIVE 

Recommended Action 

We recommend that you: 
 

a agree that the Government’s fiscal projections for the 2019 Budget use the same 
projection assumptions as were used in the 2018 HYEFU projections, which are 
$2.6 billion for the operating allowance and $6.6 billion for the capital 
allowance, both growing at an annual rate of 4.5% in later years, 

 
 Agree/disagree. 
 
b note that assumptions for operating and capital allowances are a key 

determinant of the fiscal projections, which must be included in the report on the 
fiscal strategy that is published on Budget day, and 
 

c note that the Treasury has made three changes to their Fiscal Strategy Model, 
which produces the economic and fiscal projections, to align the model with the 
BEFU forecasts and incorporate the policy decision to index the payment rates of 
main benefits to average wages.  

 
 
 
 
Peter Gardiner 
Manager, Forecasting, Modelling and Research 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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BUDGET-SENSITIVE 

Treasury Report: Operating and capital allowances assumptions 
and modelling changes for the 2019 Budget 
fiscal projections 

Purpose of Report 

1. This report seeks decisions on the sizes of operating and capital allowances used 
in the fiscal projections, produced by the Treasury’s Fiscal Strategy Model (FSM). 
The main purpose of the projections is to illustrate the Government’s long-term 
fiscal strategy, via key fiscal indicators like the path of net core Crown debt as a 
percentage of nominal GDP. The size of the operating and capital allowances in 
the projected years are important drivers of these fiscal indicators.  

2. This report also outlines any significant changes to the projection modelling since 
the FSM was last published on the Treasury’s website at the 2018 Half Year 
Economic and Fiscal Update (HYEFU). This includes indications of their effect on 
the projected tracks of key fiscal indicators. 

Options for the projected operating and capital allowances 

3. The Public Finance Act (Section 26J) requires the government to present 
projections of key fiscal variables over at least the next decade in a report on its 
fiscal strategy. For the 2019 Budget this will be presented as a chapter in the 
main Wellbeing Budget document. The projections begin after the final forecast 
year, 2022/23, and extend for a decade to 2032/33.  

4. The FSM, which produces the projections, bases the modelling largely on 
technical and policy assumptions and uses the forecast years as their base. 
There is, however, discretion to set the size of the operating and capital 
allowances in the first projected year. After that first year, we will project the 
allowances to grow annually by 4.5%, which is in line with annual growth in 
nominal GDP over the projected years. 

5. The operating allowances provide the growth of most core Crown functional 
spending areas, such as health, education, law and order etc. Because of this, 
their projected year values strongly influence the main fiscal indicator of financial 
performance, total Crown operating balance before gains and losses (OBEGAL). 

6. Capital allowances fund the non-operational core Crown spending, particularly in 
property, plant and equipment assets. Over the forecasts, these are set as a 
multi-year value, allowing some fluidity over capital spending. However, as 
decisions about multi-year packages do not extend beyond the forecast horizon, 
projected capital allowances are still modelled as single year increments.  

7. At the 2018 HYEFU, the starting values for projected operating and capital 
allowances were $2.6 billion and $6.6 billion respectively. Applying these in the 
2019 Budget projections would still satisfy the Government’s fiscal objectives, 
especially those of keeping net core Crown debt to GDP in a range of 15% to 
25% and maintaining the total Crown operating balance before gains and losses 
(OBEGAL) in surplus. 
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BUDGET-SENSITIVE 

8. For the reasons stated in the previous paragraph the Treasury recommends that 
the fiscal strategy published on Budget day uses the same operating and capital 
allowances as were applied at the 2018 HYEFU.  

9. In the analysis and graphs that follow, we have also included another scenario 
where the starting values for projected operating and capital allowances are $2.6 
billion and $7.5 billion respectively. This has been included to give an indication 
of how changes to the capital allowance affect the key fiscal indicators. The 
graphs also include, for comparative purposes, the projections produced at the 
2018 HYEFU. 

10. In both the recommended option and alternative scenario, we note that the 
operating allowance is slightly higher than the $2.4 billion figure in the last year of 
the forecast period, but this is consistent with the fiscal headroom available. No 
scenario has been provided with a higher starting projected operating allowance 
than $2.6 billion. This is because using a value of $2.7 billion or higher results in 
OBEGAL moving into deficit by the final projected year. 

11. Projected scenarios for net core Crown debt as a percentage of nominal 
GDP 
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12. Projected scenarios for total Crown OBEGAL as a percentage of nominal 
GDP  

 

13. Projected scenarios for core Crown expenses as a percentage of nominal 
GDP 
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BUDGET-SENSITIVE 

14. Given that changes to capital allowances only affect OBEGAL and core Crown 
expenses by altering interest costs on debt, it is not surprising that the 
recommended Treasury option and the alternative scenario differ little in these 
projected tracks. However, the impact of the higher capital allowances scenario is 
much more evident in the net core Crown debt graph. Here, not only is the track 
almost two percentage points of GDP higher by the end of the projection, but it is 
also on a more steeply accelerating trajectory. 

15. In recent years significantly higher capital allowances have been used in 
projections, than those applied over the forecast horizon. This has maintained net 
core Crown debt as a percentage of nominal GDP at a stable level somewhere 
between 15% and 20%. The Treasury does not advise increasing projected 
capital allowances above $6.6 billion, as they are already very large relative to 
those in the forecast period. 

Changes to the projection modelling in the Fiscal Strategy Model (FSM) 

16. Almost every economic and fiscal update round requires changes to the FSM. 
Projections are based on trend or long-run averages for growth rates or levels of 
key economic, fiscal and demographic variables, and generally assume no post-
forecast policy changes. While many economic variables are at, or very close to, 
their assumed long-run trend growth rates or levels at the end of the forecasts, 
some require transition in the early projected years and some for even longer 
periods.  

17. In addition, policy changes, significant changes in the economic and/or 
forecast bases of the projections, or modifications to the Crown Forecast 
Financial Statements can also lead to changes in the FSM. 

18. At the upcoming 2019 Budget, three important changes are being made to the 
FSM.  

Stable assumptions for percentages of tax to GDP and transition rates 

19. While the stable percentage of overall tax revenue to nominal GDP has not 
been changed (28.0% for total Crown and 28.3% for core Crown tax 
respectively), individual values of each of the five major tax types used in the 
FSM have been adjusted, some higher and some lower. Both the overall 
percentage and those of the individual tax types are based on historical 
averages.  

20. The transition rates at which the tax types move to their long-run stable 
percentages, from their final forecast year values, have also been reduced. 

21. These changes have been made because, since updating these assumptions 
for Budget 2018, the forecast tax bases have altered markedly. As an 
example, source deductions tax (mainly PAYE on wages and salaries) ended 
the 2018 Budget forecast period at 11.0% of GDP. This actually matched the 
historical average used as its stable value. However, a combination of forecast 
and policy changes had lifted this end-of-forecast value to 11.4% at the 2018 
HYEFU, and it is now at 11.3% in the 2019 BEFU. A rapid adjustment down to 
11.0% in the early projection years did not look realistic, so a slower reduction 
to 11.2% is now modelled. 
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22. The assumptions for stable percentages of GDP for source deductions tax and 
corporate tax were increased, while for GST it was left unchanged. For 
transport taxes and the combined group of remaining tax types, other taxes, 
the assumptions were lowered.  

23. In total, the increases and decreases in assumptions for each tax type exactly 
offset, and there is only a small impact on the fiscal indicators from these 
adjustments. There is a larger impact as a result of reducing the transition 
rates for each tax type. Together the changes lower net core Crown debt to 
GDP by 2.1 percentage points of GDP by 2032/33, the final year of the 2019 
BEFU FSM projection. The effect on the flow measure, total Crown OBEGAL 
to GDP, is to increase its average over the 10-year projection by 0.25 
percentage points of GDP. 

Indexation of the main working-age benefits 

24. Cabinet has agreed to change the annual indexation of the main working-age 
benefits from inflation to the same average wage measure used in adjusting 
New Zealand Superannuation (NZS) rates [CAB-MIN-19-0174 refers]. As a 
consequence this change in welfare indexation growth is now being built into 
the FSM projections for each of Jobseeker Support, Supported Living 
Payment and Sole Parent Support. 

25. The impact of these changes on net core Crown debt to GDP by 2032/33 is to 
raise it by 1.0 percentage point of GDP. The effect on OBEGAL to GDP, is 
to decrease its average over the projection period by 0.11 percentage points 
of GDP. 

Reduction of the transition rate for the 10-year bond rate return assumption 

26. An important economic variable in the FSM is the annual nominal rate of 
return on the 10-year government bond. This is used to calculate interest 
expenses on public debt, interest returns on some publicly-owned financial 
assets and as an input to New Zealand Superannuation Fund (NZSF) returns 
and capital contribution calculations. In the latter case, the discount rate used 
in the calculation uses the 10-year bond rate as one of its key components. 

27. The long-term stable value of 5.3% is not being changed at the 2019 Budget. 
However, with an end-of-forecast value now at only 2.9%, compared to 4.4% 
as recently as the 2018 HYEFU, it no longer appears realistic to assume the 
stable value will be attained only a few years into the projections. 
Consequently a slower transition path of only 25 basis points per year is now 
modelled, meaning the value of 5.3% is not actually attained until the final 
projection year, 2032/33. 

28. This change has only small impacts on the projections of key fiscal indicators, 
because reduced debt-financing costs are largely offset by higher 
contributions to the NZSF. The impact on net core Crown debt to GDP by 
2032/33 is to reduce it by 0.2 percentage points of GDP. The effect on 
OBEGAL to GDP over the projections is to increase its average over the 
projection by 0.04 percentage points of GDP. 
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Next Steps 

29. A discussion of the projection period allowances is on the agenda for the 
Budget Matters meeting at 9am on Wednesday 15 May. Your decisions on the 
projection allowances will then be built into the 2019 Budget FSM and the 
results will be included in the next iteration of the fiscal strategy, which will be 
provided to you on Friday 17 May.  
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Annex: Major economic and fiscal variables’ forecasts and projections 

Table 1 – Summary of economic forecasts and projections1 

Year ending 30 June 
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 ... 2033 

Forecasts Projections 

Labour force 2.0 1.8 1.7 1.5 1.4 1.0 1.0 0.9 0.8 0.7 0.7 ... 0.6 

Unemployment rate2 4.2 4.1 4.1 4.2 4.3 4.3 4.3 4.3 4.3 4.3 4.3 ... 4.3 

Average weekly hours worked 33.44 33.68 33.64 33.59 33.55 33.55 33.55 33.55 33.55 33.55 33.55 ... 33.55 

Labour productivity growth3 1.4 0.4 1.2 1.2 1.2 1.2 1.3 1.4 1.5 1.5 1.5 ... 1.5 

Real GDP4 2.4 3.0 2.8 2.4 2.4 2.3 2.3 2.3 2.3 2.3 2.2 ... 2.1 

Nominal GDP5 3.8 5.8 5.4 4.9 4.7 4.4 4.3 4.3 4.3 4.3 4.3 ... 4.1 

Consumers Price Index (CPI)    
(annual percentage change) 

1.8 2.0 2.1 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 ... 2.0 

Government 10-year bonds    
(average percentage rate) 

2.3 2.0 2.4 2.7 2.9 3.1 3.4 3.6 3.9 4.1 4.4 ... 5.3 

Nominal average hourly wage 3.0 3.2 3.5 3.5 3.6 3.3 3.3 3.4 3.5 3.5 3.5 ... 3.5 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Notes: 
1 Annual average percentage change unless otherwise stated 
2 Total unemployed as a percentage of the labour force (annual average) 
3 Hours worked measure 
4 Production measure, 2009/10 base 
5 Expenditure measure 
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The following table of fiscal projections assumes the recommended option of $2.6 
billion per annum for operating allowances and $6.6 billion per annum for capital 
allowances, both growing at 4.5 per cent per annum, has been applied in the projected 
years. 
 
Table 2 – Summary of fiscal forecasts and projections, as percentages of nominal GDP 

Year ending 30 June 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 … 2033 

% of GDP Forecasts Projections 

Core Crown revenue 30.6 30.4 30.8 30.9 31.1 30.7 30.6 30.6 30.6 30.6 30.6 … 30.7 

Core Crown expenses 29.1 29.4 29.6 29.0 28.8 28.7 28.7 28.9 29.0 29.2 29.3 … 29.9 

Total Crown revenue 38.8 38.1 38.4 38.3 38.3 38.1 38.0 38.0 38.0 38.0 38.0 … 38.2 

Total Crown expenses 37.6 37.6 37.7 36.9 36.5 36.4 36.5 36.6 36.8 36.9 37.1 … 37.8 

Total Crown OBEGAL1 1.2 0.4 0.6 1.3 1.7 1.6 1.4 1.3 1.1 1.0 0.8 … 0.3 

Total Crown operating balance2 -0.1 1.5 1.8 2.6 3.0 2.5 2.4 2.3 2.2 2.2 2.1 … 1.8 

Gross sovereign-issued debt  29.7 29.2 28.2 29.3 26.9 25.8 25.0 24.7 24.7 24.9 25.1 … 26.6 

Net core Crown debt3 20.1 20.4 20.7 19.9 18.7 17.6 16.7 16.4 16.4 16.5 16.7 … 18.3 

Core Crown residual cash -0.9 -1.3 -1.3 -0.2 0.3 0.2 0.0 -0.5 -0.8 -0.9 -1.0 … -1.3 

Total Crown net worth 45.4 44.4 43.9 44.5 45.4 46.1 46.6 47.0 47.3 47.5 47.6 … 47.6 

Net worth attributable to the Crown 43.4 42.5 42.1 42.8 43.9 44.5 45.1 45.5 45.9 46.1 46.3 … 46.4 

Notes                           

1 Operating balance (before gains and losses) 
                        

2 Excludes minority interests   
                        

3 Excludes financial assets of the NZS Fund and core Crown advances 
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Treasury:4104838v1 BUDGET-SENSITIVE 

Treasury Report:  DHB Deficit Forecast for BEFU 2019 

Date:   2 May 2019 Report No: T2019/1260 

File Number: BM-2-4-2019-10 

Action Sought 

  Action Sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Note the recommendations in this 
report 

Refer this report to the Minister of 
Health 

N/A 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Hew Norris Senior Analyst, Health & 
ACC 

N/A 

(mob) 

 

Carolyn Palmer Manager, Health & ACC   

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

Return the signed report to Treasury 

Refer this report to the Minister of Health 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Annex One: Past DHB deficits actual versus plan 

 Annex Two: Options for DHB sustainability 

s9(2)(a)

s9(2)(k)
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Treasury Report: DHB Deficit Forecast for BEFU 2019 

Purpose of report 

1. Further to recent discussions, this report is to advise you of the forecast DHB deficits 
that will be included in the 2019 Budget Economic and Fiscal Update (BEFU) and the 
specific fiscal risk we intend to include around DHB deficits. This report provides you 
with an early opportunity for comment on this risk ahead of broader advice on all BEFU 
2019 specific fiscal risks that will be provided around 7 May.  

DHB deficits forecast in BEFU 2019 

2. As discussed with you on 17 April and in our previous advice [T2019/447 and 
T2019/1024], risks around forecast DHB deficits have been increasing. We consider 
that these risks have not been fully reflected in the Ministry of Health’s (the Ministry’s) 
DHB deficit forecast for BEFU 2019 and we will be making a central adjustment (Table 
1). The Ministry’s DHB deficit forecast and the reason for the Treasury central 
adjustment are discussed further below. 

3. To show the increasing pattern of DHB deficit forecasts over time, Table 1 also 
includes the level in past fiscal updates. 

Table 1. Forecast DHB net results in BEFU 2019 and past forecasts 

$ million 2018/19 2019/20 2020/21 2021/22 2022/23 

BEFU 2019 

Ministry -3901 -470 -450 -400 -350

Treasury 
central 
adjustment 

0 -137 -157 -207 -257

Total BEFU 
2019  

-390 -607 -607 -607 -607

Past fiscal updates 

MBU 2019 -372 -330 -310 -260 -210

HYEFU 2018 -350 -330 -310 -260 -210

BEFU 2018 -165 -140 -115 -100 n/a

 

                                                
1 There is risk that actual deficits will worsen from this forecast, however, it is not considered sufficiently material 
to include a central adjustment. 
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Ministry assessment of DHB Deficits for BEFU 2019 

4. The Ministry has based its assessment of 2019/20 DHB deficits of  on the 
most up to date information available from DHBs, the  deficit2 in the first 
draft of DHB 2019/20 annual plans, with the following adjustments:  

a The deficit has been reduced by approximately  based on an 
assessment of how each DHB’s deficit may change following engagement on 
potential areas of improvement with the Ministry, and agreement being reached 
with each DHB on a finalised annual plan for 2019/20. 

b The deficit has been increased by around as in past years actual DHB 
deficits have exceeded the level in DHB annual plans. More information on 
DHBs’ past actual net results versus plan is provided in Appendix 1. 

5. The Ministry’s assessment of a reducing deficit path, with a  improvement in 
in 2020/21, and then  per year after that, is based on its judgement on the 
level that may be achievable. 

6. Based on the past growth in DHB deficits and cost pressure funding increases in 
Budget 19 and previous Budgets, in our view, the Ministry’s assessment of DHB 
deficits is unlikely to be achievable. Accordingly, we have carried out an independent 
assessment. 

Treasury’s assessment of DHB deficits for BEFU 2019 

DHB deficits for 2019/20 

7. We have assessed the DHB deficit for 2019/20 using a range as shown in the table 
below. Given the uncertainty around our forecast, which relies on a number of 
assumptions, we have used the mid-point as our estimate of DHB deficits.  

 

8. The low scenario deficit of  in Table 2 has been calculated using the 
DHB deficit estimate, with the following adjustments: 

a Increasing the first draft of DHB 2019/20 annual plan deficits of  by 
12% based on the expected percentage variance between DHBs’ first draft plans 
for 2018/19 and forecast actual results. It can be seen in Appendix 1 that the 
12% adjustment may be relatively conservative as actual deficits exceeded the 
deficit in the first draft of DHB annual plans by around 30% in 2017/18 and 
2016/17. 

b Reducing deficits to reflect new funding streams approved in Budget 19 that 
DHBs are not yet aware of.3 This adjustment is partial as these funds may not all 

                                                
2 At the time of the Ministry’s analysis, Canterbury DHB had not submitted a draft annual plan for 2019/20. The 

 draft annual plan deficit includes a Ministry estimate for Canterbury DHB of 
3 This includes $20 million cost pressure funding, $10 million for PHARMAC, and $23.7 million sustainability 
funding. 
 

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)
s9(2)(f)(iv) and
s9(2)(j)s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)s9(2)(f)(iv)
and s9(2)(j)

s9(2)(f)(iv) and
s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and
s9(2)(j)
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be used to offset deficits (e.g. they may be used to expand services or build 
capability toward achieving deficit reductions in out years). 

c Reducing deficits by approximately  to take into account the Ministry’s 
assessment that this year’s first draft DHB annual plan deficits are abnormally 
high and that they can be reduced by approximately . We have risk 
adjusted the Ministry’s assessment taking into account:  

i past DHB performance where actual deficits have exceeded planned 
levels, 

ii 

iii our view that the Ministry’s plans for a strengthened DHB performance 
approach (that are expected to be outlined in a May 2019 Cabinet paper 
from the Minister of Health) will take time to fully implement. 

9. For the high estimate of  deficit, we have added an estimate for specific 
risks that may not have been reflected in past actual versus plan variance, and other 
upside risk. This includes additional  

10. 

DHB deficits for out years 

11. 

 
 

12. 
 We will review this at HYEFU 2019 following further 

assessment of DHBs’ approved 2019/20 annual plans and after having seen more 
information on the Ministry’s updated DHB performance approach. 

Specific fiscal risk 

13. In addition to the central adjustment to DHB deficits in BEFU 2019, we intend to 
disclose the specific fiscal risk in Figure 1 below.7 This is for the following reasons: 

a As noted above, our analysis indicates that there is significant risk that DHB 
deficits will increase in out years. While the Ministry’s view is that deficits will be 

                                                
5 This analysis also informed our Budget 19 bilateral advice [T2019/447]. 

7 The inclusion of a specific fiscal risk in BEFU 2019 is a change from HYEFU 2018 where risks from DHB deficits 
were included as part of a merged risk, Health Capital Pressure (DHB deficit support is provided as capital 
injections). This treatment reflected the lower expected deficits at that time, as in Table 1. 
 

s9(2)(g)(i)

s9(2)(i)
s9(2)(i)

s9(2)(i)

s9(2)(i)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)

s9(2)(f)(iv) and s9(2)(j)
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lower, we are not yet convinced that this will be achievable given past DHB 
performance and that the likely growth in DHB cost pressure funding 
requirements is expected to be increasingly challenging to fund from within 
Budget operating allowances. 

b While there are promising signs with the Ministry’s plans for an updated DHB 
performance approach, including the appointment of a new tier two position to 
lead this area, it is at an early stage in its development and will take time to be 
fully effective.8  

 

Figure 1: Narrative of the DHB deficit specific fiscal risk in BEFU 2019 
The fiscal forecasts incorporate expected deficits from District Health Boards (DHBs) over 
the forecast period.  This includes an estimated combined deficit of $390 million for 2018/19. 
Based on past results there is a significant risk that DHBs deficits may be higher than what 
has been included in the fiscal forecasts, which would adversely impact the Government’s 
operating balance. 
 
The Government has allocated funding of $139.2 million for deficit support for 2018/19 with 
further funding to be provided. However, given the level of DHB deficits expected over the 
forecast period it is likely that additional funding will be required to ensure the sustainability of 
the sector. 
 

14. 

 

15. If you wish to provide input around the proposed description of the DHB deficit specific 
fiscal risk, there are two opportunities. You could either provide comments in response 
to this report or as part of your response to the full set of specific fiscal risks that will be 
provided to you in another Treasury report in the week of 7 May. 

Implications of increasing DHB deficits 

16. Increasing deficits will reduce DHBs’ ability to make operational payments (such as 
staff pay runs) and result in an increased need for deficit support (additional cash 
provided as Crown equity injections).  

17. The level of deficit support provided does not equal the total deficit, because: 

a DHBs are expected to fund deficits from their own balance sheets before seeking 
deficit support, and 

b a proportion of deficits are made up of non-cash items such as depreciation.  

                                                
8 Treasury has provided advice previously around actions that could be included in the Ministry’s updated DHB 
performance approach to support the sector’s sustainability e.g. [T2019/447]. We have included a summary in 
Annex 2. 
 

s9(2)(g)(i) & s9(2)(i)
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18. However, as individual DHB balance sheets weaken over time due to persistent 
deficits, an increasing proportion of the annual deficits will need to be funded through 
deficit support. DHBs will also seek a higher level of capital funding from the Crown as 
they will not be able to fund required investments from their balance sheets. 

19. 

20. More broadly, increasing DHB deficits impact on the Crown’s overall fiscal position 
through worsening OBEGAL and reducing the Budget operating and capital allowances 
available to fund new initiatives. 

Recommended Action 

We recommend that you: 
 
a note the forecast of DHB net results in BEFU 2019 
 

$ million 2018/19 2019/20 2020/21 2021/22 2022/23 

Net result  -390 -607 -607 -607 -607
 

 
b note that the forecast of DHB net results in BEFU 2019 includes a central adjustment 

as Treasury considers that the Ministry of Health’s forecast of DHB deficits does not 
fully reflect the likely future increase 

 
c note that we consider that there is significant risk that DHB deficits may worsen from 

the forecast level that will be included in BEFU 2019 and, as a result, we are intending 
to disclose a specific fiscal risk around DHB deficits in BEFU 2019 

 
d note that increasing DHB deficits will result in a greater need for deficit support for 

DHBs and, more broadly, will worsen OBEGAL and reduce future Budget allowances 
 
e note that there are two opportunities for you to provide input around the proposed 

description of the DHB deficit specific fiscal risk in BEFU 2019, in response to this 
report, or as part of your response to the full set of specific risks that will be provided to 
you in the week of 7 May 

                                                
 

s9(2)(g)(i)
s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(g)(i)
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f note that we will review the DHB deficit forecast at HYEFU 2019 and, that taking into 

account the risks identified around DHB deficits, this may result in an increase to the 
forecast deficits, and 

 
g refer this report to the Minister of Health. 
 
 Refer/not referred. 
 
 
 
 
Carolyn Palmer 
Manager, Health & ACC 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Annex One: Past DHB deficits actual versus plan 

 
$ million 2018/19 2017/18 2016/17 
First draft annual plan 380 200 91

Approved plan/final draft 343 143.5 58.7
Actual/expected result  425 257.5 118.8

First draft to approved plan -9.7% -28.3% -35.5%
First draft to actual 12% 29% 31%
Approved plan to actual 24% 79% 102%

 
 
 
Notes:  
1. DHBs submit a draft plan to the Ministry which, following engagement between the Ministry and DHBs, is 
subsequently submitted for approval to the Minister of Health (low and medium risk plans) or the Ministers of 
Finance and Health (higher risk plans). 
 
2. The actual/expected result for 2018/19 is a Treasury forecast. Results for other years in this row are audited 
actual net results. 
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Annex Two: Options for DHB sustainability 

 
Short term actions to increase DHB sustainability could include: 

• 

 
• Provision of deficit support to DHBs on the condition that they develop more financially 

sustainable annual plans (e.g. provider arm FTE growth and use of outsourced 
personnel is constrained). 

 
• Strengthening incentives for DHBs to reduce their reliance on deficit support by making 

clearer trade-offs between the level of capital used to provide deficit support and the 
funds available for DHB infrastructure through the Capital Investment Committee. 

 
• Including financial management as a criteria used to inform infrastructure investment 

choices through the Capital Investment Committee. 
 
• Expansion of Pharmac’s medical devices procurement activities to gain greater 

savings.

 
Medium-long term development of MoH’s and the sector’s performance improvement 
approach will be important to: 

• Clarify accountability for key areas (e.g. service quality, access, and health outcomes 
and equity) between the DHBs, MoH, and the Health Quality Safety Commission. 
 

• Include a comprehensive, systematic monitoring approach that can identify unmet need 
and unwarranted variation in treatment quality and cost across DHBs.  

 
• 

 

 
• Develop improved ways to identify and scale up good initiatives to improve service 

quality and sustainability across DHBs. This could include learning from overseas 
initiatives such as the Model Hospital (to improve productivity), and Getting It Right 
First Time (to improve service quality), and Project Echo (to maximise workforce 
skillsets and help shift more care to community settings). 

 
• 

 
 
 

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)
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Treasury:4114023v1 APPOINTMENT-IN-CONFIDENCE 

 Treasury Report:  Reserve Bank of New Zealand: Update on Due Diligence 

Date:   6 June 2019 Report No: T2019/1516 

File Number: CM-0-2-12-2019 

Action Sought 

  Action Sought  Deadline  

Minister of Finance  

(Hon Grant Robertson) 

Agree to candidate for appointment; 
sign end of term letter 

As soon as practicable 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Gael Webster Manager, Governance and 
Appointments  

 

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

Agree candidate and return the signed report to Treasury. Send end of term letter.  

 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: (Yes) attached 

s9(2)(a)s9(2)(k)
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Treasury Report: Reserve Bank of New Zealand: Update on Due 
Diligence 

Executive Summary 

The Treasury has completed reference checks for the two preferred candidates 
 for the board of the Reserve Bank of New Zealand (Reserve Bank) 

[T2019/1050 refers].  After consideration of these checks the panel’s view is that either 
candidate is appointable and you are asked to select your preferred candidate  

We note the board can have no more than seven members and there will only be one 
vacancy on the retirement of Keith Taylor 30 June 2019.  

If you agree to the appointment of either candidate, we will provide APH Committee 
documentation for the next possible Committee meeting. 

You are asked to sign the attached end of term letter for Mr Taylor. 

You are also asked to indicate whether you wish to proceed with the 

Recommended Action 

We recommend that you: 
 
EITHER  
 
a. agree to appoint  for a first term of five years 
 
  Agree/disagree. 
 
OR 
 
b. agree to appoint for a first term of five years 
 
 

Agree/disagree. 
 
 

c. indicate  whether you wish to proceed with the  
 

Yes/No. 
 

 
 
Gael Webster 
Manager, Governance and Appointments 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 

s9(2)(a)

s9(2)(a)

s9(2)(f)(iv)

s9(2)(f)(iv)

D

s9(2)(f)(iv)

s9(2)(a) and
s9(2)(f)(iv)
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Treasury Report: Reserve Bank of New Zealand: Update on Due 
Diligence 

Purpose of Report 

1. This report informs you that having undertaken and considered reference checks both 
the preferred candidates,  are appointable. 

2. You are asked to select a preferred candidate for appointment to the Reserve Bank. 

3. You are asked to indicate whether you wish to 
 

Background 

4. The current board membership is as follows:  

Table 1.  Reserve Bank Board skill profile as at May 2019 
(terms under consideration shaded) 

Name Location Start date End of term Skills 

Prof Neil 
Quigley (Chair) 

Hamilton 1 Feb 2010 31 Jan 2020 

Kerrin Vautier 
(Deputy Chair) 

Auckland 9 Feb 2010 8 Feb 2020 

Chris Eichbaum Wellington 1 Mar 2018 28 Feb 2023 

Jonathan Ross Auckland 12 Aug 2013 11 Aug 2023 

Tania Simpson Hamilton 16 Jun 2014 15 Jun 2019 

Keith Taylor Wellington 1 Jul 2009 30 Jun 2019 

Vacancy (Susan Paterson – to be confirmed) 

 

5. You agreed to the appointment of Susan Paterson and the reappointment of Tania 
Simpson [T2918/3361 refers]. The appointments are progressing to APH on 12 June 
2019.  

6. You agreed to call for nominations for two candidates with the following skills:  

• expertise in the finance sector 

s9(2)(a) and s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(g)(i)
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• strong understanding of monetary policy and regulatory economics 

• experience in senior corporate finance 

• senior governance experience 

• stakeholder management  

• general management. 

Due Diligence Update 

7. Following the completion of interview meetings the panel determined that Susan 
Paterson was the preferred candidate and the process to confirm her appointment is 
proceeding.  

 
Reference checks were undertaken for these two candidates to enable the Panel to 
make a recommendation on the preferred second candidate (CVs attached as Annex 
I). 

8. The panel’s assessment of the two candidates was set out in [T2019/1050 refers] and 
is repeated here. 

9. 

10. 

s9(2)(a) and s9(2)(f)(iv)

s9(2)(a)

s9(2)(g)(i)

s9(2)(g)(i)
s9(2)(g)(i)

s9(2)(f)(iv)
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Reference checks 

11. The referees confirmed the Panel’s preliminary assessment that the candidates were 
appointable.

12. We recommend you appoint  if you prefer a board member with a 

13. We recommend you appoint if you prefer a board member with an 

Diversity 

14. If your previous appointment decisions proceed the board will have 50% female 
members when Mr Taylor retires. It is not possible to obtain gender balance on an 
uneven board.  

Next Steps 

19. If you agree to the appointment of one of the candidates we will provide APH 
documentation for the next possible Committee meeting.  

s9(2)(g)(i)

s9(2)(g)(i)
s9(2)(g)(i)

s9(2)(a)

s9(2)(f)(iv)

s9(2)(f)(iv) s9(2)(g)(i)

s

s9(2)(g)(i)
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20. Following confirmation through APH and Cabinet, an appointment letter will be sent for 
your signature. 

21. After input from the Chair, an end of term letter for Keith Taylor is provided for your 
signature.  

Attached Documents 

22. Attached to this report are:  

• Annex I: CVs of Candidates 

• End of Term letter for Keith Taylor 
 

Annex 1 withheld in full under s9(2)(a)
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Mr Keith Taylor 

 
Dear Keith 
 
Reserve Bank of New Zealand 
 
With your term as a Director on the Board of the Reserve Bank of New Zealand ending 
on 30 June 2019, I wish to convey my appreciation of the contribution you have made to 
the Reserve Bank, with your leadership of this vital organisation. 
 
The Reserve Bank has benefited greatly from your expertise over the past ten years, 
particularly as Deputy Chair of the Board, Chair of the Audit Committee, and 
representative of the Board and Chair of the RBNZ Superannuation Trust.  I know that 
each of these roles has involved a substantial amount of work in addition to the standard 
contributions of Board members. 
 
The sound judgement, experience and intellectual rigour you have brought to the role 
has been invaluable for the organisation, its senior leadership team, and the Board. 
 
Once again, I would like to express my appreciation of your service and wish you every 
success in your future endeavours. 
 
Yours sincerely 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
cc Professor Neil Quigley, Chair, Reserve Bank, PO Box 2498, Wellington 6140 

Adrian Orr, Governor, Reserve Bank, PO Box 2498, Wellington 6140 
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 IN-CONFIDENCE 

Treasury:4118408v1 IN-CONFIDENCE 

Joint Report:  Fourth Progress Update: Implementing the 
Government’s support for early stage capital markets 

Date:   7 June 2019   Report No: T2019/1628 

File Number: CM-1-3-100-2  

Action Sought 

  Action Sought  Deadline  

Hon Grant Robertson 
Minister of Finance 

Agree to a number of decisions in this briefing to 
unlock progress on implementing a commercially 
focused Venture Capital Fund administered by the 
Guardians of New Zealand Superannuation, and the 
associated legislation change 

12 June 2019 

Hon David Parker 
Minister for Economic 
Development 

Agree to a number of decisions in this briefing to 
unlock progress on implementing a commercially 
focused Venture Capital Fund administered by the 
Guardians of New Zealand Superannuation, and the 
associated legislation change 

12 June 2019 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Oliver Martin Senior Analyst, Financial 
Institutions 

N/A (mob)  

Joseph Sant Manager, Financial Institutions  

Karl Woodhead Manager, MBIE Enterprise Policy  

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

Return the signed report to Treasury and the Ministry of Business, Innovation and Employment. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Yes (ESCM Slide Deck - Minister Finance and Economic Development Meeting 10 June 
2019 (Treasury:4120103v1))

s9(2)(a)

s9(2)(a)

s9(2)(k)
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Joint Report: Fourth Progress Update: Implementing the 
Government’s support for early stage capital markets 

Purpose of Report 

1. This joint briefing is the fourth in a series of progress updates that will seek decisions 
on the implementation of Cabinet’s decision [Dev-19-Min-0063] to recapitalise early 
stage capital markets. 

2. This briefing includes a large number of recommendations, as decisions are sought to 
unlock drafting instructions for the Parliamentary Counsel Office to formulate an 
Amendment Bill ahead of July 2019.  

3. The decisions on legislation design build on the agreement in the third progress update 
(Treasury Report T2019/1463, MBIE Report 3551 18-19 refers), that the 
implementation will be based on a commercial mandate and contractual arrangement 
between the Guardians of New Zealand Superannuation (the Guardians), which will 
provide a best practice commercial monitoring framework, and the New Zealand 
Venture Investment Fund (NZVIF), which will co-invest a Fund of Funds in the market. 

4. The briefing is a summary of decisions requested and is supported by a more detailed 
slide pack that works through those decisions. We will use the slide pack for discussion 
with you at a meeting on 10 June. This provides an opportunity to raise any 
clarifications or discuss the commercial model in more detail. 

5. Slides three and four of the slide pack will support the substantive discussion, with an 
appendix of supporting information. 

6. The discussion on 10 June may elicit further decisions. If that is required there is the 
option to resubmit this paper for further consideration. 

Recommended Action 

We recommend that you: 
 
a note that this briefing provides an agenda ahead of a joint Ministers meeting with 

Treasury and MBIE officials on Monday 10 June. This meeting provides an opportunity 
to discuss any of the points in this briefing and the accompanying slide deck 

 
Legislative Approach 
  
b agree to the introduction of an Amendment Bill, to be lodged in late July 2019. This Bill 

will: 
 

i. amend the New Zealand Superannuation and Retirement Income Act 2001 to 
enable the Guardians of New Zealand Superannuation to manage and administer 
a new Venture Capital Fund, and 

 
ii. establish the Venture Capital Fund in separate legislation.  

 
Agree/disagree 
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c note that, with the introduction of an Amendment Bill, some first order decisions on the 
legislative approach are being sought now to enable the Parliamentary Counsel Office 
to begin drafting ahead of the July deadline 

 
d agree that the legislative approach will have a status quo bias to ensure operational 

consistency for the Guardians of New Zealand Superannuation (the Guardians) by 
replicating existing legislation frameworks. This bias sets the approach but officials will 
advise Ministers where changes are appropriate on specific clauses in the new 
legislation 

 
Agree/disagree 

 
e agree that the Venture Capital Fund will be the property of the Crown but will be 

managed and administered by the Guardians, meaning the financial results would be 
incorporated into the core Crown accounts (as is the case for the NZ Super Fund) 

 
Agree/disagree 

 
f note that a purpose statement and investment statement for inclusion in the new 

legislation is being drafted to ensure the statutory duties of the Guardians are coherent 
with both the commercial approach and the policy objective. This will be provided to 
Ministers in the 27 June Fifth Progress Update  

 
g agree that reviews of the policy are not required by legislation at set times, as the 

Crown monitor and Ministers have the flexibility to execute a review at any time 
 

Agree/disagree 
 
h agree that the termination of the policy is not required by legislation at any set time, but 

that the legislation should set out a process for a review of the health of capital markets 
to determine whether Government funding should continue to be placed into the market 
so that an exit strategy between the Guardians and the Minister of Finance can be 
agreed 

 
Agree/disagree 

 
Commercial Model 

 
i note that Ministers have previously agreed that the Guardians should operate the 

Venture Capital Fund in accordance with a commercial model 
 
j note that the extent of Ministerial direction powers is proposed to be limited in order to 

ensure consistency with a commercial model 
 
k agree that the Minister of Finance remains the sole responsible Minister of the 

Guardians and is responsible for any Ministerial directives 
 

Agree/disagree 
 

l agree that the legislation will enable the Minister of Finance to give directions to the 
Guardians regarding performance expectations of the Venture Capital Fund, including 
expectations as to risk and return 

 
Agree/disagree 

 

 

 

 

20190638 TOIA Binder Doc 5
Page 33 of 56



IN-CONFIDENCE 

T2019/1628 : Treasury Report: Fourth Progress Update: Implementing the Government’s support for early stage capital marketsPage 4 

IN-CONFIDENCE 

m agree that the legislation will contain a temporary provision that empowers the Minister 
of Finance to direct the Guardians to enter into a contract with the New Zealand 
Venture Investment Fund Limited (NZVIF), to co-invest the Venture Capital Fund via a 
Fund of Funds model 

 
Agree/disagree 

 
n agree that the legislation will require that, where the Minister has given a direction to 

the Guardians to enter into a contract with NZVIF, the Guardians must have regard to 
the Minister’s views on the initial terms of the contract before agreeing those terms 

 
Agree/disagree 

 
Parliamentary Process 

 
o agree to a reduced Select Committee report back period (shorter than four months) in 

order to expedite the legislative process; this will result in separate debate and vote in 
the House, following the first reading vote 

 
Agree/disagree 

 
p note that section 73 of the New Zealand Superannuation and Retirement Income Act 

2001 requires the Minister of Finance to bring to the attention of the House the 
consultation process that was followed in the formulation of the proposed amendment 
to this Act, including a statement on whether consultation with parties listed as in 
agreement with Part 2 of the Act and with the Guardians has occurred, and the results 
of that consultation. 

 
q note that the current timeline does not allow for consultation with Coalition Partners or 

the National Party, and that this may hinder the passage of the Bill through Public 
forums 

 
r note that the management team of the Guardians has been fully engaged in the design 

of the implementation programme and that the intention at this stage that the 
Guardians Board will have an opportunity to give feedback as well (with the timeframe 
and details of engagement with the Board still to be determined) 

 
s note that officials intend to share a developed draft of the proposed Bill with the 

Guardians as part of the Government’s consultation with them 
 
t agree to either: 
 

i. incorporate a period of consultation with the National Party into the legislative 
timeframe, or 

 
Agree/disagree 

 
 

ii. include a statement within the amendment Bill that no consultation with the 
National Party has occurred. 

 
Agree/disagree 
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Operational Implementation 
 
u agree that operational expenditure for the Venture Capital Fund, for both the 

Guardians  and NZVIF, will be paid out of capital and no additional appropriation will be 
sought for this purpose 

 
Agree/disagree 

 
v note that officials will provide further advice addressing questions the Guardians have 

raised regarding the tax status of the Venture Capital Fund  
 
w 

 
x  

 
y 

 
Agree/disagree 

 
 
 

 
 
 

 
 
 
 
Joseph Sant       Karl Woodhead 
Manager - Financial Institutions (Treasury) Manager - Enterprise Policy (MBIE) 
 
 
 
 
 
 
 
 
 
 
Hon Grant Robertson      Hon David Parker 
Minister of Finance      Minister for Economic Development 

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

 

 

 

20190638 TOIA Binder Doc 5
Page 35 of 56



IN-CONFIDENCE 

T2019/1628 : Treasury Report: Fourth Progress Update: Implementing the Government’s support for early stage capital marketsPage 6 

IN-CONFIDENCE 

 

Joint Report: Fourth Progress Update: Implementing the 
Government’s support for early stage capital markets 

Summary 

7. The accompanying slide pack provides substantial material to support Ministerial 
discussion and to explain the decisions requested in this briefing. A summary of the 
key points are also included below. 

Legislative Approach 

8. Implementation of a new mandate for the Guardians is recommended to leverage 
existing frameworks. This delivers two key benefits: 

• Minimises operational and governance complexity, and 

• Strengthens the signal to the market that the Guardians are enabled to apply 
best practice investment frameworks to monitor the success of the Venture 
Capital Fund, consistent with the policy intention. 

9. Establishing the policy intent in legislation, with a clear statutory purpose and 
investment statement, provides certainty and is transparent to the market. We will 
discuss the aspects of the statutory purpose with you in the discussion on 10 June. 

10. Leveraging the New Zealand Superannuation and Retirement Income Act 2001 (NZSRI 
Act) sets a status quo bias to some legislation decisions but the impacts should be 
made clear for Ministers: 

• As the Venture Capital Fund is expected to be finite (the Cabinet paper noted an 
expectation for a fifteen year life cycle) Crown ownership of the Fund, managed 
and administered by the Guardians, will require reporting in the core Crown 
accounts. There is no change at the total Crown reporting level however. Officials 
consider this impact as marginal to net debt calculations 

• The Guardians has a sole responsible Minister, being the Minister of Finance. We 
do not recommend changing this structure and note the Cabinet Manual includes 
provisions for Ministers to: put before their colleagues the sorts of issues on 
which they themselves would wish to be consulted. 

11. As well as establishing the policy in legislation, we also recommend that the process to 
terminate the policy should be considered in legislation. A review could focus on the 
health of early stage capital markets, with a view to whether government funding 
should continue to be placed in the market, ie. whether government funding is no 
longer required as the market has matured, or is ineffective in developing the market.  

12. We do not recommend binding the period for reviews in legislation, however, as Crown 
monitors and Ministers retain flexibility to execute a review at any time. The 
development of a suite of metrics is expected to support ongoing monitoring of the 
success of the policy in developing early stage capital markets, and will be better 
placed to signal the need for a wholesale review. 
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Commercial Model 

13. Establishing the policy in legislation and setting a commercial approach does mean 
there is limited flexibility for Ministers. This requires certainty up front, with the 
Guardians keen to ensure the terms of the contract with NZVIF are agreeable with 
Ministers prior to this being set. Subsequent Ministerial directions are proposed to be 
limited to expectations on performance, risk and return, to enable commercial certainty.  

14. We do note that directions at the seed capital level, similar to investments into research 
and development, could influence the start of a pipeline of investments that may 
eventually require early expansion capital. This is consistent with the Government’s 
Economic Development policy to achieve wider benefits for New Zealanders, with 
sufficient capital available in the series A and B markets to support the next stage of 
development. 

15. 

Parliamentary Process 

16. We have previously provided a timeline for the legislation process, including completion 
of the Select Committee process by October 2019. We are now seeking Ministers 
approval of the implication of this process, that: 

• A shorter than four month Select Committee process requires a debate and vote 
in the House and vote following the first reading, and 

• Section 73 of the NZSRI Act sets the expectation for consultation with the 
Guardians, who are being fully engaged in the implementation programme, and 
the National Party who are listed as in agreement with Part 2 of the Act. The 
timeline does not currently allow for any consultation with the National Party 

• The Amendment Bill can also include a statement that no consultation has taken 
place with the National Party. 

• A letter from the Minister of Finance to the Attorney-General seeks approval for 
PCO to draft the Bill ahead of Cabinet decisions. Drafting will be compressed into 
a short timeframe. 

17. Officials consider that there is greater risk to a challenging parliamentary process 
through not consulting, although this may extend the timelines in the short term. We 
wish to discuss these points with you at the 10 June meeting. 

18. The proposed timeline also depends on availability of House time, which we would 
need to test with the Leader of the House’s Office. 

Operational Implementation 

19. A decision has also been requested to unlock the Guardians ability to implement an 
operating structure. The recommendation to re-charge operating costs to the Venture 
Fund’s capital, for staff and facilities, is consistent with the settings of the NZ Super 
Fund. It will enable the ring-fencing of each Funds’ operating costs. An allocation 
model is consistent with other Crown Financial Institutions’ management of expenses 
to multiple accounts. 

 

s9(2)(f)(iv)
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20. 

21. 

 

22. 

23. The Guardians have also raised a request for the Venture Fund to be tax exempt, to 
reduce compliance costs and maximise the amount of funds for reinvestment. We will 
provide further advice on this issue in our next progress update on 27 June. 

Proposed Agenda 

24. 

25. We will use slides three and four of the accompanying slide deck in order to facilitate 
this conversation. 

Next Steps 

26. Officials are working with the Guardians and NZVIF to coordinate a full project timeline, 
beyond the legislative programme (legislative timetable on slide seven of the attached 
deck). 

27. We will prepare advice on some of the key settings of the Venture Capital Fund’s 
commercial contract, including rules for international contributions, minimum matching 
requirements and the number of funds that establish appropriate competition in the 
market.  

s9(2)(f)(iv)

s9(2)(f)(iv)
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28. MBIE and Treasury will discuss Crown monitoring responsibilities across all aspects of 
the early stage capital markets and develop a proposal for Ministers. The Crown 
monitoring role will support MBIE’s ongoing policy ownership in developing appropriate 
metrics to assess operational outputs and policy outcomes. 

29. The next progress report, on 27 June 2019, will seek final decisions to instruct PCO 
drafting, to enable the preparation of an Amendment Bill and Cabinet paper in late July. 
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Early Stage Capital Markets - Agenda

This slide deck should be read in conjunction with the joint Treasury and MBIE Progress Update: Implementing 
the Government’s support for early stage capital markets sent on 7 June 2019.

A number of decisions are requested in this briefing. The 10 June meeting enables discussion on the following 
key points:

• A review of first order decisions on legislation

• Clarifications on the policy intent to enable drafting of the legislated Purpose Statement and Investment 
Statement

• Consultation

o Legislation

o Market Engagement

• A potential review of the Seed Co-Investment Fund

 

 

 

20190638 TOIA Binder Doc 5
Page 41 of 56



Key Legislation Decisions

The third progress update to Ministers sought agreement to a commercial model for the Venture Capital Fund, in line with the role for the 
Guardians to enter into a contract with NZVIF, and monitor the contract in line with a commercial best practice investment framework.

The signal to the market for this construct is strengthened by leveraging the existing skills and frameworks in place. The legislative approach 
proposes the establishment of the Guardians’ Venture Capital Fund through new legislation, with a bias to retaining as much of the New 
Zealand Superannuation and Retirement Income Act 2001 (the NZSRI Act) structure as appropriate.

The table below is an index to the detailed information on subsequent slides. Decisions will enable drafting instructions to be issued to PCO:

Topic Decision

Approach An Amendment Bill will i) Amend the NZSRI Act and ii) Introduce new legislation to establish the Venture Capital Fund.

Timeline/ 
Consultation

Confirmation of intentions to consult with coalition partners and the National Party as a party listed as in agreement with the 
NZSRI Act. These decisions potentially have trade offs for a slightly longer timeframe to introduce the Bill versus the risk of 
a more challenging passage of the Bill through the Select Committee process.

Purpose
Statement

Clarifications are sought to ensure the legislative drafting, and the subsequent commercial contract, is consistent with 
expectations and will be enduring. 

Directions Consistent with a commercial structure, if the purpose statement is well set then directions are expected to be limited.

Ownership/
Administration

Consistent with the NZ Super Fund, the Venture Capital Fund is proposed to be owned by the Crown and administered by 
the Guardians. The Fund is expected to be finite and, therefore, would be included on the core Crown balance sheet.

The Minister of Finance is the sole responsible Minister for the Guardians and this is proposed to continue with the 
establishment of the Venture Capital Fund, noting Ministers’ obligations to Cabinet colleagues.

Reviews/ 
Exit Strategy

No firm timeframes for reviews or termination of the policy. Reviews can be executed at any time, and would inform on the 
overall health of the market to assess whether the policy intent should continue. We do note that an exit strategy would 
require divestment of illiquid assets and would take multiple years. 

Operating 
Expenses

Guardians operating expenses for the Venture Capital Fund are to be ring-fenced and charged to the Capital allocation of 
the Fund. NZVIF operating expenses would be similarly charged to capital through a fees structure.

Tax Status The Guardians have requested that the Fund be tax exempt to reduce compliance (opex) costs. We are working through this 
issue with Treasury’s Tax Policy team and IRD and will provide you with advice in due course.
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Appendix One: Detailed Comments on Legislation Design

5
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Legislative Approach

6

Establishment

We propose to establish the new Venture Capital fund in separate legislation, using a status quo bias where applicable, in relation to the rules and 
provisions establishing the NZ Super Fund. Given the different nature, purpose and scale of the Venture Capital Fund, the legislation will need to be 
tailored in some areas to ensure it is fit for purpose.

This will be achieved by introducing a Bill to amend the existing New Zealand Superannuation and Retirement Income Act 2001 (the NZSRI Act) to 
enable the Guardians to manage and administer a new Venture Capital Fund, which will concurrently be established in legislation.

Benefits

• The signal effect to the market is strengthened through consistency with the Guardians existing framework

• Reduces legislation drafting complexity

• Low disruption to the Guardians. Administration of the Venture Capital Fund would use many of the same rules/principles as the NZ Super Fund

• Establishing in legislation creates certainty of policy (enduring, with barriers to change) and is transparent to the market.

Establishing in legislation, and setting a commercial approach does mean there is limited flexibility for Ministers. This ‘set and forget’ approach 
requires certainty over the settings at establishment.

Recommendation: Introduce an Amendment Bill which would have two parts:

Part 1 will have amendments to NZSRI Act to enable Guardians to administer a new Venture Capital Fund

Part 2 will establish a new Venture Capital Fund

And that Part 2 will have a status quo bias to replicate the NZSRI Act where appropriate. 
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Legislative Timeline/Consultation
The timeline established in the second progress update achieves legislative 
changes by October 2019. This requires:

• A separate debate and vote in the House, following the first reading vote, 
to set a Select Committee report back of less than four months, and

• The Minister of Finance to state the results of consultation (if any) that 
has occurred with the Guardians and with the New Zealand National Party 
(as required by section 73 of the Act), on introduction of the Bill.

We have previously noted that there is a risk with not completing a 
consultation. The implications of low levels of consultation is that the Select 
Committee process may be more challenging (and with less time than usual 
to address concerns, given the proposed short Select Committee process).

Also, the proposed timeline depends on availability of House time.

Recommendation: That Ministers ‘front-foot’ the consultation with coalition 
partners and with the National Party ahead of a debate in the house with 
respect to the parliamentary process. 

The benefit of this would be to better understand the nature of the Select 
Committee process, which is public, and will also enable more certainty for 
MBIE and/or NZVIF market engagement, as desired.

Milestone Date

Decisions by joint Ministers on key 
policy details 

May and early June

Final key decisions by joint 
Ministers (allowing for any final 
instructions to PCO)

Mon 1 July (if not completed 
earlier)

Bill lodged for Cabinet 
consideration

Thur 18 July

Cabinet Legislation Committee 
(LEG)

Tue 23 July

Cabinet Mon 29 July

Bill introduced Mon 29 July

First reading Thur 1 August

Select Committee reports back to 
House

Fri 20 September

Second reading Thur 26 September

Committee of the whole House Tue 15 and Wed 16 October

Third reading Thur 17 October

Private Sector Consultation: In addition to cross party consultation, you may wish to consult with the private sector on the design of the Venture 
Capital Fund. This could provide valuable input into the terms of the contract to be agreed between the Guardians and NZVIF. 

The Guardians are keen to ensure the terms of the contract will reflect the policy expectation but once this is set there is limited opportunity to 
influence. The consultation could support the market development objective by establishing expectations for funding ratios and investment 
constraints (such as proportion of capital from foreign Funds or companies and concentration limits for companies or specific sectors).

Note, market engagement and consultation is considered in more detail on slide 16, Potential SCIF Review.
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Ownership of the Venture Capital Fund

A key decision that sets the legislation approach is to use similar settings to the NZSRI Act. Consistent with the implementation of the Super 
Fund, we propose that the Venture Capital Fund be established as the property of the Crown and administered by the Guardians.

Benefits: 

• Leverages the existing skills and frameworks of the Guardians 

• Sets the same legal structure as the existing NZ Super Fund, and

• Reduces drafting complexity.

Overall, the approach reduces complexity on the operation and governance of both the NZ Super Fund and the Venture Capital Fund.

Crown Fiscal Reporting implications: 

Ownership by the Crown means that financial results are reported in the core Crown accounts, whereas Crown Entities do not. At the total 
Crown level there would be no change.

These settings are the same for the NZ Super Fund assets, but these are excluded in the core Crown net debt calculation as the Fund has an 
indefinite time horizon. The Venture Capital Fund is owned by the Crown and has a finite (Cabinet paper indicated a 15 year) life, meaning it 
would be included in core Crown debt , subject to the accounting interpretation of the finite nature of the new VC Fund. We consider that 
the impact on the core Crown accounts is marginal, with a small impact to a lower net debt calculation. 

Recommendation:

The benefits of consistency with existing frameworks outweigh the uncertain but marginal impact on the core Crown accounts. Therefore, 
we recommend that the Venture Capital Fund be established as the property of the Crown and managed and administered by the Guardians.
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Ministerial Responsibility

The Guardians currently have a sole responsible Minister. In considering whether we would recommend changing this structure, to add the 
Minister of Economic Development as a responsible Minister that would be accountable for the Guardians’ governance, we have considered 
maintaining confidence in Superannuation policy as a primary driver. 

Superannuation policy, in short, is a long-term fiscal management policy to deliver intergenerational equity and support wellbeing. The 
establishment of the policy ensured longevity through cross-party support and is under the stewardship of the Minister of Finance. Changing 
the structure for an additional responsible Minister might send mixed signals to the market over the Guardians’ governance of the NZ Super 
Fund, which we perceive as undesirable. 

We also note that the Cabinet Manual considers the responsibility of Ministers to work collaboratively. Section 5.11 of the Cabinet manual 
states: 

“As a general rule, Ministers should put before their colleagues the sorts of issues on which they themselves would wish to be 
consulted. Ministers should keep their colleagues informed about matters of public interest, importance, or controversy.” 
[Nb. Sections 5.12 and 5.13 add further definition to this statement.]

The next two slides discuss: i) the limitations in directions for the commercial model. That is, for the majority of decisions to be set up front, 
which then enables the Guardians to monitor and manage the policy intent on that basis; and ii) setting a clear policy statement within the 
legislation to direct all future activities. Therefore, the Minister for Economic Development will influence this process as an authorised 
decision maker on the implementation programme, per the Cabinet Minute (DEV-19-MIN-0063).

Recommendation:

We see that there is a low risk to maintaining the current structure of a sole responsible Minister, with appropriate provisions in place to 
ensure the Minister for Economic Development is consulted on any implications for the Venture Capital Fund. Therefore, we recommend 
maintaining the Minister of Finance as the sole responsible Minister for the NZSRI Act and the new legislation for the Venture Capital Fund.
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The Venture Capital Fund legislation will require strong but clear statements on the intent of the policy. We are not seeking a decision on the 
drafting at this time but aim to use the session on 10 June to seek clarifications that will aid the drafting of these statements.

Statutory Purpose of the Venture Capital Fund Legislation

This statement is the key strategic direction that is established within the legislation. It should consider both what is aiming to be achieved as well as 
how it expects to achieve it. The NZSRI Act purpose statement can be used as an example for how this is constructed:

(a) to continue current entitlements to New Zealand superannuation:

(b) to establish a New Zealand Superannuation Fund with sufficient resources to meet the present and future cost of New Zealand superannuation:

(c) to provide for Government contributions to the Fund:

(d) to establish a Crown entity to manage and administer the Fund called the Guardians of New Zealand Superannuation:

(e) to establish a process for signalling political agreement on the parameters for New Zealand superannuation entitlements and funding:

(f)  to bring together in one Act all of the provisions for each of those matters.

The Venture Capital Fund is less complex, it does not establish entitlements, ongoing funding streams, or establish a new entity for the purpose (but 
does establish a new purpose for an existing entity). The focus of the statement should balance the establishment and investment of a commercially 
focussed Venture Capital Fund with the policy intention that this will lead to the deepening of New Zealand’s early stage capital markets.

Including the market development intention is essential, as it will influence: the terms of the contract between the Guardians and NZVIF, the 
monitoring of this objective to focus on the overall ambition, and influence any subsequent formal review to focus on whether continuing with the 
commercial approach would be likely to deliver successful market development.

Investment of the Venture Capital Fund: We propose to make some changes to the Investment Statement (the provision that sets out the 
Guardians duties when investing the Fund) relative to the equivalent clause in the NZSRI Act (s. 58). Due to the nature of risk in venture capital 
markets, we are discussing with the Guardians whether to retain the word ‘prudent’ alongside ‘commercial.’ We are also discussing how best to 
term the best practice commercial framework the Guardians will employ as this reflects the market development objective.

There is strong consensus, however, that there will be consistency on the Environmental, Social and corporate Governance (ESG) factors between 
the two funds, to ensure the Fund ‘avoids prejudice to New Zealand’s reputation as a responsible member of the world community.’

Statutory Purpose/Investment Statement 

10
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As previously communicated, the commercial approach leans towards setting the parameters with certainty and transparency, which 
subsequently limits the ongoing influence of policy once set. We have recommended the directions that will be necessary at the outset, 
relative to ongoing directions below:

Initial Direction Power

• The legislation of the Venture Capital Fund will enable the responsible Minister to direct and agree the initial terms of the commercial 
contract the Guardians put in place for the new Venture Capital Fund. 

– Enables the Guardians to contract NZVIF to manage the Venture Capital Fund, and could include detailed rules of the mandate (per slide 7). It 
also enables changing the fund manager, or to bring this activity in-house, if NZVIF does not meet the requirements of the Guardians 
monitoring framework.

– The direction is required as, despite the strength of the legislative purpose statement, there remains scope for different parties to interpret 
the policy intent in different ways. Further prescription in the legislation is not perceived as desirable. 

Ongoing Direction Powers
• Consistent with the NZ Super Fund, we propose that Ministers would be able to give directions to the Guardians as to the Venture 

Capital Fund’s performance, including expectations as to risk and return. 

– Limiting directions will provide certainty to the Guardians, NZVIF and the market, which is important to achieve the commercial objective. 

– In particular, institutional investors will see limited Ministerial influence as lower regulatory risk when considering entering the market.

Directions to NZVIF may be more appropriate at the Seed Capital stage: We discuss the SCIF and potential choices on that objective in more 
detail on slides 15 and 16. Providing direction to NZVUF on how seed funding is allocated could influence which opportunities come through to 
the Fund of Funds as potential investments, as they become commercial over time. Influencing at the base of the pipeline, including seed 
capital and research is in line with the Government’s Economic Development policies and strategies to achieve wider benefits for NZ.  

Recommendation: 
• Agree to set a direction to the Guardians to have regard to Ministers views on the initial terms of a commercial contract to be entered 

into with NZVIF, before agreeing those terms. The Guardians would then have the rights to independently manage and terminate that 
contract. 

• Agree to limit ongoing directions to expectations for risk and return.

Ministerial Directions

11
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Cabinet agreed to review the programme after five years and at the end of the term, expected to be fifteen years. We do not propose setting 
these expectations into legislation, in order to maintain flexibility.

• The programme will operate in developing, dynamic and risky markets – the review process should be flexible enough to accommodate 
this. Under existing settings Ministers and officials are able to conduct reviews at any time without legislation.

– This flexibility is not necessarily restricted by prescribing legislation for a review ‘within’ five years but equally a clause in legislation is not 
necessary to enable a review.

– The timeframe of five years is appropriate for the performance review of the Guardians in investing the NZ Super Fund as it is a stable, long 
dated Fund.

– A five year review of this programme would see the majority of capital committed and is unlikely to provide clear alternatives.

• We consider that reviews remain an essential tool for crown monitoring to understand the efficiency and effectiveness of the 
overarching policy and could include recommendations to Ministers on policy settings and to Boards regarding operational settings.

Policy Exit Strategy

• A review could ultimately answer the question whether the policy should continue. This means the review could focus on the health of 
early stage capital markets, with a view to whether Government funding should continue to be placed in the market, i.e. whether 
Government funding is no longer required as the market has matured, or is ineffective in developing the market.

• Therefore, legislation could set out a process by which the policy may be exited, in response to a review, and could set a standard for 
agreeing an exit strategy between the Guardians and Ministers. This would be required as divestment of illiquid assets may take a 
number of years. 

Recommendation

• Agree that setting time frames for reviews and a policy exit should not be prescribed in legislation.

• Agree that the process for policy exit be included within legislation, requiring that, following a review that indicates Government funding 
is unlikely to support further market development, an exit strategy between the Guardians and the Minister of Finance be agreed.

Policy reviews and termination 
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Operating Expenses Process

The costs of the Guardians Venture Capital Fund, and those of the NZ Super Fund, are to be ring-fenced for their legislative purpose(s). Options 
to fund the operating expenses include setting a separate appropriation or, as is consistent with the NZ Super Fund, absorb costs out of capital 
– monitored by both the Board and the Crown’s monitoring agency.

• The Guardians’ Board fees are appropriated and this appropriation will not need to change.

• All other NZ Super Fund staff and operational expenditures are paid out of capital and offset returns. We recommend this approach is 
replicated in the Venture Capital Fund, for operational consistency. 

• We expect the Guardians to develop an allocation model for its staff and services (eg. premises, ICT infrastructure) that can be validated 
prior to implementation and audited as part of the standard annual audit. This is consistent, for example with ACC’s allocation of costs 
to its five accounts.

• NZVIF will also have operating costs distinct to the Fund of Funds model. We expect this to be recharged to the Guardians through the 
form of an investment fee, to be determined in the commercial contract between the Guardians and the NZVIF. 

• Returns can be reported both pre- and post-operating expenses.

Recommendation: Agree to operating costs being recharged to the Capital, either directly or through fees in the case of NZVIF. While this 
decision is not required by legislation, they will allow progress in the Guardians operational settings to accommodate a new mandate.

Tax Status

The Guardians have requested  that the fund be tax exempt to reduce compliance costs and to maximise the amounts of funds for 
reinvestment.

• The main issue will be to consider whether an income tax exemption gives an unfair advantage to the Fund compared to a taxable 
entity.

• While competitive neutrality is primarily an issue of efficiency, questions of fairness (and perceptions of fairness) are also important in 
deciding whether entities should be taxable or not.

There is no recommendation at this time. We are working through this issue with the Tax Policy team and IRD and will provide you advice in 
due course. 

Operating expense and Taxation
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Appendix Two:

14

Detailed Comments on the Seed Co-
Investment Fund
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Appendix Three: Implementation Model

17

This model has been provided for reference only. The key elements of the model include:

• Policy direction sets accountability for the Fund of Funds for the Guardians

• This accountability is transferred to NZVIF via a commercial contract, with the Guardians 
employing a monitoring framework to assess performance and likelihood of success, and 

• The NZVIF Board retains accountability for the Seed Co-Investment policy.

Nb. This slide pack 
requests agreement that 
the Guardians retain one 
responsible Minister. This 
model will be updated to 
reflect that decision, if 
agreed.
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