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Thank you for your Official Information Act request, received on 16 January 2020.  You 
requested the following documents: 
 
1 Joint Report by the Treasury and MBIE T2019/2324: Economic Strategy Update 
2 Aide Memoire T2019/2259: Minister for Infrastructure Trip to Melbourne 1-2 August 2019 
3 Inland Revenue Report IR2019/346: Transformation status update: July 2019 
4 Cabinet Committee Briefing T2019/2345: Briefing for Social Wellbeing Committee 

Meeting Wednesday 7 August 2019 
5 Aide Memoire T2019/2320: August 2019 Monetary Policy Statement 
6 Treasury Report T2019/2271: Implementation of Productivity Commission Review 
7 Treasury Report T2019/2078: Landcorp's 2019/20 Statement of Corporate Intent and 

Business Plan 
8 Aide Memoire T2019/2448: Commercial Performance State of Play as at 15 August 2019 
9 Treasury Report T2019/1912: SOE Portfolio (non-delegated): Director Fee Approvals 

2019/20 
10 Aide Memoire T2019/2341: SOE Portfolio: Board Appointments (at APH Committee 7 

August 2019) 
11 Aide Memoire T2019/2358: Air New Zealand Ltd: Board re-elections (at APH Committee 

7 August 2019) 
12 Treasury Report T2019/1960: Extension of the EQC Deficiency Funding Deed 
13 Treasury Report T2019/2048: Earthquake Commission Quarterly Report - Q3 to March 

2019 
14 Reserve Bank of New Zealand Report 5306: Reserve Bank Financial Systems Roundup 

August 2019 
15 Joint Report by the Treasury and MBIE T2019/2385: Meeting with Officials on Monday 12 

August 2019 to Discuss the Economic Strategy 
16 Aide Memoire T2019/2344: Opportunities for Infrastructure Investment - Transport: Next 

Steps 
17 Treasury Report T2019/2410: The Treasury’s 2018/19 Quarter Four Performance Update 
18 Aide Memoire T2019/2518: ACC funding and investment 
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19 Joint Report by the Treasury and the Reserve Bank of New Zealand T2019/2498: Phase 
2 of the Reserve Bank Act Review – preview of upcoming decisions 

20 Treasury Report T2019/2212: SOE Portfolio (delegated): Director Fee Approvals 2019/20 
21 Aide Memoire T2019/2483: Preliminary assessment of Interim Cancer Action Plan 
22 Joint Report by the Treasury and Inland Revenue IR2019/446: Digital economy – 

summary of public feedback on the discussion document 
23 Joint Report by the Treasury and MBIE T2019/2480: Progressing Economic Strategy 
24 Treasury Report T2019/2365: Briefing on ACC's fourth quarterly report 2018/19 
25 Joint Report by the Treasury and Earthquake Commission T2019/2543: Meeting with 

Munich Re Executives on 22 August 2019 
26 Joint Report by the Treasury and MBIE T2019/2552: Economic Strategy Meeting 26 

August 2019 
27 Treasury Report T2019/2234: Property insurance: market trends and objectives 
28 Treasury Report T2019/2567: Advice on Crown Funding for Lincoln University's Campus 

Redevelopment 
29 Reserve Bank of New Zealand Report 5320: Trip Report from Jackson Hole Economic 

Policy Symposium 
30 Aide Memoire T2019/2654: Amendment to the Climate Change Response (Zero Carbon) 

Amendment Bill 
31 Treasury Report T2019/2688: Briefing for Cabinet Business Committee, 2 September 

2019 
32 Joint Report by the Treasury and Inland Revenue T2019/2231: Tax and infrastructure 

investment 
33 Treasury Report T2019/2622: Overseas Investment Act: Further advice on sensitive 

adjoining land 
34 Treasury Report T2019/2515: Financing home ownership support 
35 Treasury Report T2019/2618: KiwiRail - equity injection to fund multiple projects 
36 Treasury Report T2019/2664: Fonterra Co-operative Group Limited 
37 Treasury Report T2019/2597 Proposed Approach to Advice on Health System 

Performance Improvement and Funding 
38 Aide Memoire T2019/2627: New Zealand Transport Agency - Expenditure for 2018/19 
39 Treasury Report T2019/2652: Ōtākaro Ltd: Documentation to Confirm Appointments 
40 Aide Memoire T2019/2698: Australian Parliamentary Budget Office - Comparison of 

institutional form 
41 Treasury Report T2019/2405: Overseas Investment Act reform: risk mitigation and 

management: conditions of consent, judicial review, protection of national security 
information and enforcement: decisions 

42 Aide Memoire T2019/2757: Gender Analysis: Background for Meeting with Professor 
Jennifer Curtin, 12 September 2019 

43 Aide Memoire T2019/2668: Update on Defence Estate 
44 Treasury Report T2019/2768: Tax measures to support the Government's economic 

strategy 
45 Treasury Report T2019/2793: Cabinet paper: Tax Measures to support the Government’s 

Economic Strategy 
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46 Aide Memoire T2019/2789: Revised Economic Plan 
47 Joint Report by the Treasury and Inland Revenue IR2019/490; T2019/2768: Tax 

measures to support the Government’s Economic Strategy 
48 Joint Report by the Treasury and Inland Revenue IR2019/491; T2019/2793: Cabinet 

paper: Tax Measures to support the Government’s Economic Strategy 
49 Reserve Bank of New Zealand Report 5323: FMA RBNZ Life Insurance Conduct and 

Culture Briefing 
50 Treasury Report T2019/2506: Television New Zealand: Outcome of Due Diligence and 51

 Approach to Appointments 
51 Aide Memoire T2019/2760: New Zealand Transport Agency - further advice on tagged 

 contingency for rectification costs 
52 Treasury Report T2019/3044: Weekly Status Report - 26 September 2019 
53 Treasury Report T2019/2635: Coalition of Finance Ministers for Action on Climate 

Change 
54 Inland Revenue Report IR2019/487: Calculating the employer superannuation 

contribution tax 
55 Treasury Report T2019/3037: Review of Pay Equity Cost Estimates for the 2019 Half 

Year Economic and Fiscal Update 
56 Treasury Report T2019/2912: Treaty Settlement Funding 
57 Treasury Report T2019/2809: Indemnification of Exhibition of Artworks (Tū te Whaihanga) 

at Tairāwhiti Museum 
58 Treasury Report T2019/1596: Wellington Accommodation Project (WAP2) 

Reconfiguration  Programme - Capital and Operating Contingency Drawdown: 1-3 The 
Terrace 

59 Treasury Report T2019/2863: Infrastructure Levy Model: Financial Support for Projects 
60 Treasury Report T2019/2874: Options for Fiscal Treatment of a Large Screen Grant 

Entitlement 
61 Treasury Report T2019/2885: Overseas Investment Act - Phase Two Reform: further 

advice on special land 
62 Aide Memoire T2019/2957: Briefing for meeting with Australian Parliamentary Budget 

Officer 
63 Aide Memoire T2019/2881: Briefing to Support a Meeting with the Minister of Education 

on 25 September 2019 
64 Joint Report by the Treasury and MBIE T2019/2911: Launch of the Economic Plan 
65 Aide Memoire T2019/2987: Associate Finance Work Programme on Tax Policy 
66 Treasury Report T2019/2434: Principles for local government taxation 
67 Inland Revenue Report IR2019/529: Tax monitoring report: August 2019 
68 Aide Memoire T2019/2986: State of Play as at 26 September 2019 
69 Aide Memoire T2019/3047: Workshop on Macro-prudential Policy and Housing (30 

September) 
70 Aide Memoire T2019/3016: Gender Budgeting - Follow Up from Joint Ministers Meeting 

on 12 September 2019 
71 Inland Revenue Report IR2019/519: Review of the taxation of land - holding costs 
72 Treasury Report T2019/2896: Earthquake Insurance Update: September 2019 



 

4 

73 Treasury Report T2019/2837: Crown Infrastructure Partners Ltd: Commencement of 2020 
Appointment Process 
 

On 30 January I notified you that I decided to transfer seven documents to their 
respective organisations.  On 13 February, we provided you with links to nine 
documents that are publicly available and withheld three requested documents in full. 
As advised in that same letter, we are providing the first tranche of documents as listed 
below. 
 
Please note that the requested documents 45 and 48 in your request refer to the same 
document. 
 
Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  

1 August 2019 

Joint Report by the Treasury and 
Inland Revenue T2019/2231: Tax 
and infrastructure investment 

Release in part 

2.  

2 August 2019 

Cabinet Committee Briefing 
T2019/2345: Briefing for Social 
Wellbeing Committee Meeting 
Wednesday 7 August 2019 

Release in part 

3.  

2 August 2019 

Treasury Report T2019/2664 
Fonterra Co-operative Group 
Limited 

Release in part 

4.  

19 August 2019 

Treasury Report T2019/2863 
Infrastructure Levy Model: 
Financial Support for Projects 

Release in part 

5.  
20 August 2019 

Aide Memoire T2019/2518: ACC 
funding and investment 

Release in part 

6.  

6 September 
2019 

Treasury Report T2019/2793: 
Cabinet paper: Tax Measures to 
support the Government’s 
Economic Strategy (duplicate - 
same as item 7) 

Release in part 

7.  

10 September 
2019 

T2019/2760 New Zealand 
Transport Agency – further advice 
on funding issues around 
regulatory functions 

Release in part 

8.  12 September 
2019 

Treasury Report T2019/2434: 
Principles for local government 

Release in part 
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taxation 

9.  

23 September 
2019 

Aide Memoire T2019/2987: 
Associate Finance Work 
Programme on Tax Policy 

Presentation – Treasury tax 
strategy – Associate Finance 
delegation – September 2019 

Release in part 

10.  26 September 
2019 

Aide Memoire T2019/2986: State 
of Play as at 26 September 2019 

Release in part 

 
I have decided to release the documents listed above, subject to information being 
withheld under the Official Information Act, under the grounds described in the 
documents: 

• personal contact details of officials, under section 9(2)(a) – to protect the 
privacy of natural persons, including that of deceased natural persons; 

• section 9(2)(b)(a)(i) – to protect information which is subject to an obligation 
of confidence or which any person has been or could be compelled to 
provide under the authority of any enactment, where the making available 
of the information would be likely to prejudice the supply of similar 
information, or information from the same source, and it is in the public 
interest that such information should continue to be supplied 

• information actively being considered, under section 9(2)(f)(iv) – to maintain 
the current constitutional conventions protecting the confidentiality of advice 
tendered by Ministers of the Crown and officials 

• 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; 

• mobile phone numbers and signatures under section 9(2)(g)(ii) - to maintain 
the effective conduct of public affairs through protecting ministers, 
members of government organisations, officers and employees from 
improper pressure or harassment 

• financial figures and associated information under section 9(2)(i) – to 
enable the Crown to carry out commercial activities without prejudice or 
disadvantage; 

• confidential information, under section 9(2)(j) – to enable the Crown to 
negotiate without prejudice or disadvantage 

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

 
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 
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is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 
 
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. 
 
The remaining information will be provided to you as soon as practicable. 
 
You have the right to ask the Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
David Hammond 
Team Leader, Ministerial Advisory 



20200010 TOIA Information for Release 
Tranche 1 

1 
Joint Report T2019 2231 Tax and infrastructure investment 

1 

2 
Treasury Report T2019 2345  Briefing for Social Wellbeing Committee 
Meeting Wednesday 7 August 2019 7 

3 
Treasury Report T2019 2664 Fonterra Cooperative Group Limited 

10 

4 
Treasury Report T2019 2863 Infrastructure Levy Model  Financial Support for 
Projects 25 

5 
Aide Memoire T2019 2518 ACC funding and investment 

37 

6 
Treasury Report T2019 2793 Cabinet Paper Tax Measures to support the 
Government’s Economic Strategy 40 

7 
T2019 2760 New Zealand Transport Agency – further advice on funding 
issues 52 

8 
Treasury Report T2019 2434 Principles for local government taxation 

55 

9 
Treasury Report T2019 2987 Associate Finance Work Programme on Tax 
Policy 69 

10 
Aide Memoire State of Play as at 26 September 2019 

81 
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 IN-CONFIDENCE  

Treasury:4153528v1 IN-CONFIDENCE 

Treasury Report:  Briefing for Social Wellbeing Committee Meeting 
Wednesday, 7 August 2019  

Date: 2 August 2019 Report No: T2019/2345 

File Number: MS-5-3-SWC 

Action sought 
 Action sought Deadline 

Minister of Finance 
(Hon Grant Robertson) 

Read prior to Cabinet Social 
Wellbeing Committee meeting 

09:30 AM, Wednesday 7 
August 2019 

Associate Minister of Finance 
(Hon Dr David Clark) 

Read prior to Cabinet Social 
Wellbeing Committee meeting 

09:30 AM, Wednesday 7 
August 2019 

Associate Minister of Finance 
(Hon David Parker) 

Read prior to Cabinet Social 
Wellbeing Committee meeting 

09:30 AM, Wednesday 7 
August 2019 

Associate Minister of Finance 
(Hon Shane Jones) 

Read prior to Cabinet Social 
Wellbeing Committee meeting 

09:30 AM, Wednesday 7 
August 2019 

Associate Minister of Finance 
(Hon James Shaw) 

Read prior to Cabinet Social 
Wellbeing Committee meeting 

09:30 AM, Wednesday 7 
August 2019 

Contact for telephone discussion (if required) 
Name Position Telephone 1st Contact

Jemma Jackson Graduate Analyst, Education 
and Population Agencies 

N/A  

Christopher Nees Acting Manager, Education 
and Population Agencies 

N/A   

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No
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T2019/2345: Treasury Report: Briefing for Social Wellbeing Committee Meeting Wednesday. 7 August 2019 Page 2  
 

IN-CONFIDENCE 

  

Treasury Report:  Briefing for Social Wellbeing Committee Meeting 
Wednesday, 7 August 2019 

Executive Summary 

The Treasury is aware of five items on the Social Wellbeing Committee agenda for 
Wednesday 7 August 2019. The table below provides Treasury comment and 
recommendations on one of these items. There are two oral items and two papers on the 
agenda for which we have no briefing. 
 

Comments Fiscal implications Treasury Recommendation 
 
Working with Local Government on Community Wellbeing 
 
 Treasury contact: Michael Lonergan 
 
This paper seeks approval to work with the local government sector to develop options for improving 
intergenerational wellbeing at the community level. 
Central government has shifted 
towards a broader concept of 
wellbeing in the last 18 months. 
The local government contribution 
is essential to enhancing 
wellbeing, but aspects of how 
councils currently work individually 
and with central government limit 
this contribution. This paper seeks 
approval to explore the following 
issues, reporting back to Cabinet 
in early 2020 with policy options to 
address them: 

- A lack of alignment 
between central and local 
government in public 
services provision. 

- Lack of inclusive or 
effective community 
participation and 
partnership with Māori. 

- Lack of specific 
priorities/use of wellbeing 
data in council planning. 
 

We have no concerns about the 
work or the proposed lines of 
inquiry set out the paper. The 
value of the work is heavily 
dependent on the shape of the 
final policy proposals and their 
successful implementation. 
 

There are no direct fiscal 
implications from this paper. 
The Cabinet report back in early 
2020 will have specific policy 
options, which may have 
financial implications. 
 

 Support.  
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IN-CONFIDENCE 

Oral Items 
 
Oral Item: July 2019 Employment Campaign Update 
Oral Item: Upcoming SWC Work Programme 

Papers the Treasury has no comment on 

Settings and Uptake of the Rates Rebate Scheme 
 
Developing a National Strategy for Elimination Family Violence and Sexual Violence with 
Interim Te Rōpū 

Recommended Action 

We recommend that you read this report prior to the Social Wellbeing Committee meeting at 
09:30am on Wednesday, 7 August 2019. 
 
 
 
 
 
 
 
Christopher Nees 
Acting Manager, Education and Population Agencies  
 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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 COMMERCIAL-IN-CONFIDENCE 

Treasury:4164544v1 COMMERCIAL-IN-CONFIDENCE 

Treasury Report:  Fonterra Co-operative Group Limited 

Date:   2 August 2019   Report No: T2019/2664 

File Number: SE-2-8  

Action sought 

  Action sought  Deadline  

Minister for State Owned 
Enterprises 
(Rt Hon Winston Peters) 

For your information None 

Minister of Finance 
(Hon Grant Robertson) 

For your information None 

Associate Minister of Finance 
(Hon David Parker) 

For your information None 

Minister of Agriculture 
(Hon Damien O’Connor) 

For your information None 

Associate Minister for State Owned 
Enterprises 
(Hon Shane Jones) 

For your information None 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

David Blue Principal Advisor, Commercial 
Performance 

 

Maureena van der Lem Manager, Commercial 
Performance 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
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Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure:  Yes - MPI Briefing on Fonterra Financial and Strategic Assessment - August 
2019 (Treasury:4165683v1) 
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COMMERCIAL-IN-CONFIDENCE 

Treasury Report: Fonterra Co-operative Group Limited 

Purpose of Report 

1. The Treasury has been asked by Minister Jones on behalf of State-owned enterprises 
(SOE) Ministers for an opinion on the robustness of Fonterra Co-operatives Group 
Limited’s (Fonterra) past financial reports following the forecasted write-down of $800 
million-plus of assets values. 

2. We understand Landcorp Farming Limited (Landcorp) has been asked for similar 
advice.  

3. This is a Treasury briefing and not a joint report with Landcorp. We have shared the 
contents of this report with Landcorp. 

Background 

4. Fonterra is New Zealand’s single largest multinational company, accounting for around 
a quarter of the country’s merchandise exports. Fonterra is a co-operative, owned and 
supplied by around 10,500 farmer shareholders.  

5. It is also the world’s largest exporter of dairy products and the second largest dairy 
processor in the world, exporting 95% of its production to more than 140 countries. In 
the 2018/19 season it processed 1.52 billion kilograms of milk solids (kgMS), 
accounting for 80.8% of New Zealand’s milk supply. 

6. Landcorp, an SOE, is Fonterra’s second largest shareholder holding approximately 7 
million shares in the company. In 2018/19, Landcorp supplied Fonterra with 7,584,717 
kgMS. 

Fonterra 

7. On the 12th of August 2019 Fonterra provided a market announcement on its expected 
results for the year ended 31 July 2019 and made a declaration in relation to its final 
dividend. 

8. One of the key points from the announcement was that an ongoing strategic review of 
the company’s business, which has been occurring since September 2018, has 
resulted in further write downs in the value of selected business assets of between 
$820 and $860 million.  

9. The effect of this decision will result in a reported loss for Fonterra of between $590 
and $675 million for the FY2018/19 financial year: This unaudited loss is an increase 
on the previous year after tax loss of $196m (FY2017/18).  

10. The revaluations of selected business assets reflect one-off accounting adjustments to 
asset valuations and will have no direct cash flow impact to the underlying future core 
profitability.  

11. Fonterra’s high debt (approximately $6.2bn) has meant that it is negotiating a plan with 
its bankers to sell assets and bring its debt ratio back in line with targets. The company 
has said that it did not manage to achieve its targeted debt reduction of $800 million 
last year. The sale of Tip Top ($380m) was part of this plan. 
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COMMERCIAL-IN-CONFIDENCE 

12. Global credit rating agency S&P described the moves by Fonterra as “painful but 
necessary” in terms of turning the business around.  

13. Fonterra’s low earnings and high debt has already lead to a suspension of its dividends 
for FY2018/19.  

14. Fonterra is regulated by the Financial Markets Authority (FMA) and has its financial 
statements independently audited by PricewaterhouseCoopers (PwC) annually.  

15. We are aware that a Fonterra shareholder and former director of the co-operative has 
raised his concerns with the FMA over Fonterra’s financial reporting which the FMA are 
currently investigating. 

16. PwC is one of the top four multinational professional services firms in which it provides 
assurance, tax and advisory services to its clients.  

17. PwC has been Fonterra’s auditor since 31 May 2004, however, Fonterra has advised 
that there will be a resolution at its Annual General Meeting in November 2019 to 
change to KPMG.  

18. Fonterra’s board of directors are responsible, on behalf of the company and group, for 
the preparation of the financial statements in accordance with generally accepted 
accounting standards.  

19. As the auditor of Fonterra, PwC is required to express an opinion on Fonterra’s 
financial statements and confirm if they comply with generally accepted accounting 
practice and give a true and fair view of its business.   

20. PwC is required to be compliant with auditing standards and audit quality requirements 
of the FMA.  It is also subject to practice reviews by the Chartered Accountants 
Australia & New Zealand (CAANZ). 

Treasury’s view 

21. Auditors must hold appropriate qualifications and be registered.  In addition, PwC is 
required to act in accordance with generally accepted accounting practices and 
therefore, we have no reason to believe that Fonterra’s financial statements have been 
misreported or do not reflect a true and fair view. 

22. We note, however, that the FMA has met with Fonterra seeking information regarding 
its recent write-downs and loss announcement and are investigating concerns raised 
from a shareholder and former director. 

Next Steps 

23. The Ministry for Primary Industries (MPI) is planning to undertake a review of 
Fonterra’s financial position which will be announced on 12 September 2019. 

24. FMA is currently seeking further information and assurances from Fonterra regarding 
its recent write-downs and loss announcement.   

25. The Treasury will work with MPI to better understand the wider agriculture sector and 
trends as part of our Crown shareholder responsibilities with Landcorp and given that it 
is Fonterra’s second largest shareholder. 

26. We understand Landcorp will respond separately to Minister Jones’ office.   
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Data Sources and References 

27. Annex 1 –  

a MPI’s financial and strategic assessment of Fonterra (19 August 2019) 

Recommended Action 

We recommend that you note the contents of this report. 
 
 

 
 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance 
 
 
 
 
 
Rt Hon Winston Peters       Hon Grant Robertson  
Minister for State Owned Enterprises    Minister of Finance  
 
 
 
 
 
Hon David Parker       Hon Damien O’Connor 
Associate Minister of Finance      Minister of Agriculture 
 
 
 
 
 
Hon Shane Jones 
Associate Minister for State Owned Enterprises 
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Internal Briefing  
  

To:  , Director, Agriculture Marine and Plant Policy 
, Director, Data Insights and Forestry Policy 

CC: , Manager, Market Insights, Economic Intelligence Unit 

From:   Principal Adviser, Economic Intelligence Unit 

Contact: 

Date: 19 August 2019  

Fonterra Co-operative Group Ltd – Financial and Strategic Assessment 
 
Purpose 
 

• This briefing will provide you with an overview and assessment of the strategic position 
and some key risks currently facing the Fonterra Co-operative Group Ltd. 
 

• It provides an assessment of the company’s current financial performance and 
position, particularly in light of its recent negative earnings announcement.  
 

• The briefing recommends a full a comprehensive review be completed following the 
release of the groups full financial year end results in September 2019 

 
Background 
 

1. Fonterra Co-operative Group  
 

Fonterra is New Zealand’s single largest multinational company, accounting for around a 
quarter of the country’s merchandise exports.  Fonterra is a co-operative, owned and 
supplied by around 10,500 farmer shareholders. 
 

It is also the world's largest exporter of dairy products and the second largest dairy 
processor in the world, exporting 95% of its production to more 140 countries. 
 

In the 2018/19 season it processed 1.52 billion kilograms of milk solids, accounting for 
80.8% of New Zealand’s milk supply. 

 

The business is broadly divided into three key areas of activity –  
 

1) Ingredients (64.7% of 2018 revenues) - Fonterra’s ingredients business is the 
largest dairy ingredients operation in the world, manufacturing and marketing more 
than 1,000 ingredient products to the international food industry under the NZMP 
brand. 

 

D
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2) Consumer / Foodservice (34.0% of 2018 revenues) – Fonterra’s consumer 
portfolio is represented globally by its three major global brands Anchor, Anlene, 
and Anmum, with a wide range of products including dairy beverages, yoghurts, 
cheeses and infant formula.  In addition, over the past four years Fonterra has 
invested more than $850 million in plant capacity dedicated to food service 
products that are consumed out of the home, such as in restaurants, cafes and 
bakeries. 

 

3) China Farms (1.3% of 2018 revenues) -  Fonterra’s operations in China comprise 
seven farms across two hubs with around 34,000 milking cows, supplying fresh 
milk as part of the co-operatives integrated China strategy. 

 
2. Domestic Industry Overview 

 

There has been a modest increase in competition in dairy processing in New Zealand 
since 2001.  Fonterra’s share of milk collected at the farmgate in New Zealand has fallen 
from 96% in 2004 to 80.8% in 2019 (although the total volume of milk produced in New 
Zealand has also increased by 50% since 2004).  
 

Although the extent of competition in dairy processing varies significantly at a regional 
level, independent processors have accounted for approximately 52% of the growth in 
raw milk solids collected since 2004, with Fonterra accounting for the remaining 48%.   
However all of these processors remain significantly smaller than Fonterra (Open Country 
Dairy, the next largest processor’s milk solids collection represented 8.2% of the total farm 
milk supply market in the 2019 season). 
 

3. Financial Review 2019 - Interim results (six months ended 31 January 2019) 
 

Financial Performance 
 

Revenues declined 0.9% to $9.75 billion despite increased milk volumes (up 2%) with 
lower average prices impacting overall sales revenues for both Ingredients (down 1.1%, 
driven by price declines in whole milk powder, butter and cheese) as well as the consumer 
and food service (down 0.5%, driven by declining demand particularly in the foodservice 
business during the final quarter of 2018 within the key China and Asian markets).   
 

This was further compounded by tighter margins across the ingredients, consumer and 
food service businesses, as well as increased losses in the China Farms business. As a 
result, normalised earnings before interest and taxes fell 29% to $323 million. 
 

Note: In response to further profitability declines in the third quarter of the financial year, 
in May 2019 Fonterra reduced its earnings guidance range for the full year ahead, 
downwards from 15-25 cents per share to 10-15 cents per share. 
 

Financial Position 
s9(2)(g)(i)
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  With inventories accumulating to a record $5.1bn, the group generated 
negative cash flows of $578 million from its operating activities over the six months to 
January 2019 ($327 million worse than the previous year).  
 

Efficient working capital management is an ongoing focus for the group.  

 As at 31 January 2019, the groups gearing ratio 
(economic net debt / net debt + equity) was 53%, well above its target range of 40-45%. 
 

4. Implications of Fonterra’s Current High Debt Levels 

 

a) Growing domestic milk supply – Fonterra’s constitution requires its supplier-
shareholders to hold, as a minimum, one share for every kilogram of milksolids 
supplied. While under its Trading Among Farmers capital structure Fonterra maintains 
a certain number of shares on issue at any given time, if milk supply was to experience 
significant growth, Fonterra would need to issue additional shares; thus bringing 
additional equity capital into the cooperative.  However in the medium term, there is 
limited prospect for expansion in NZ’s milk production beyond modest efficiency gains 
on existing farms.  Indeed, the long term outlook may indeed be static or falling as 
environmental pressures cause farmers to produce less intensively.  In addition, 
Fonterra’s market share of New Zealand milk collection and processing is falling as 
some suppliers move to other processors (e.g. Southern Pastures to Westland) and 
other processors invest in Fonterra’s traditional territories (e.g. Synlait’s and Open 
Country’s investment in the Waikato region).   
 

b) Issuing new dry shares – Under Fonterra’s current constitution and the Board’s 
policies, limited amount of dry shares are currently held by its supplier-shareholders, 
some of which are then on-sold into the Fonterra Shareholders’ Fund and turned into 
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tradeable units on the NZX.  While, in theory, Fonterra could issue additional dry 
shares, thus obtaining additional equity capital, in practice, Fonterra Board is limited 
in its ability to do so by its constitution and current company’s policies.  

 

 

 

In particular, with 19.5% of total 2018 revenues, (including 29.1% of commodity based 
ingredients sales) 

  In addition, as at 31 July 
2018, Fonterra had $1.1 billion of investment assets in China representing 9.4% of its 
total. 
 

5. Strategy Review 
 

In 2018, Fonterra reported the company’s first ever financial loss of $196 million, driven 
by the legal settlement with Danone ($196 million) following the WPC80 botulism recall 
and the write down ($405 million) of its 18.8% shareholding in Beingmate. 
 

This prompted a full review of the businesses strategy by the Board focusing on three key 
areas: 
 

1) A re-evaluation of its investments and partnerships 
 

Fonterra has indicated its intention to move their relative debt levels back within its 
target gearing range of 40-45% before the end of the year.  This will involve 
reducing debt by at least $800 million with three asset divestments identified. 
 

 In May 2019 Fonterra sold Tip Top to global ice cream company Froneri for 
$380 million 
 

 It is also looking to sell its 50% stake in DFE Pharma, a joint venture 
established in 2006 between Fonterra and Friesland Campina, which 
supplies pharmaceutical excipients. 

 

 In August 2019 Fonterra announced its intention to sell down its 18.8% 
shareholding in Beingmate.  (See Appendix 1 for a strategic assessment of 
Fonterra’s investment failures with Beingmate). 
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2) A prioritisation of its New Zealand milk supply to reduce the businesses complexity 
and refocus on where the co-operative has a competitive advantage 

 

Key themes of the strategy will focus on sustainability, targeting value rather than 
volume, and enhancing returns on capital employed. 

 

This represents a departure from the previous strategy of pursuing economies of 
scale through domestic volume based growth (with its consequent flow on impacts 
to high intensity farming) and large investments in milk supply overseas. 
 

In addition there is a stated financial focus on reducing capital expenditure and 
achieving cost reductions. 

 

3) Improving the level and accuracy of forecasting 
 

This is to allow the business and its shareholders better respond and adapt quickly 
to factors which affect its business such as weather, political uncertainty, trade and 
export markets which in turn flow on to the farm-gate milk price it pays its 
shareholder farmers. 

6. 2019 Financial Year-end Earnings Update Announcement  
 

On the 12th of August Fonterra provided a market announcement on its expected financial 
results for the year ended 31 July 2019 and made a declaration in relation to its final 
dividend.  
 

Key points from the announcement were as follows – 
 

• Underlying business operating performance for the year is expected to unchanged 
from previous market announcements, with an operating earnings range of 10-15 
cents per share expected.  
 

s9(2)(g)(i)

 

 

 

20200010 TOIA Binder Doc 3
Page 19 of 87



Security Level – In Confidence, Commercial 

6 
 

• The ongoing strategic review of the company’s business, which has been occurring 
since September 2018, has resulted in further write downs in the value of selected 
business assets of $820-860 million.  These include – 

o DPA Brazil -written down by $200 million, reflecting difficult economic 
conditions in that market 

o Venezuelan Consumer Business - closure of this business has resulted in 
a write down of $135m, relating to foreign currency reserve adjustments 

o China Farms – a write down of $200m on this investment, due to poor on-
going performance. 

o New Zealand Consumer Business – a write down of $200 million, reflecting 
on-going operational and market share challenges 

o Australian Ingredients Business – a write down by $70 million, of these 
assets reflecting the effects of the ongoing drought and the impact on 
domestic supply and market competition. 
 

• A decision not to pay any dividend to shareholders for the 2019 financial year. 
 

Implications for Fonterra 
 

The effect of these decisions will result in a reported loss for the co-operative of between 
$590 and $675 million for the 2019 financial year.  However as these adjustments reflect 
one-off accounting adjustments to asset valuations, they will have no direct cash-flow 
impacts to the underlying future core profitability of the business.  As a result, the 
announcement will have minimal impact on operating viability of the co-operative in the 
short to medium term. 

 

The challenges that the co-operative is facing with its international investments is well 
documented, especially following the write down of its Beingmate operations in the 
previous year (see Appendix One).  While the size of the write downs in this 
announcement are greater than anticipated 

 it should not materially affect the expectations of 
future core underlying operating earnings of the co-operative.  

 

With the group’s current gearing ratio of 53%, well above the stated target range of 40-
45% Fonterra had already been targeting an $800m reduction in debt levels through asset 
sales.  These losses will mean that the co-operative will need to sell down further assets 
beyond those originally planned (and potentially restrict future dividend payments) to bring 
its balance sheet capital to appropriate levels.  
 

Credit rating agency Standard and Poors responded to the announcement affirming the 
stable outlook on its credit rating (A/A-2) stating that the asset impairments and decision 
to suspend dividends were a necessary part of the cooperative's turnaround. It noted also 
that, given the impairment charges are non-cash in nature, they do not affect Fonterra's 
fundamental risk profile.   
 

Fitch has made no announcements in relation to its current ‘A’ credit rating.  The agency 
currently has a negative outlook on Fonterra’s rating following the co-operative’s profit 
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downgrade announcement in May of this year.  They note that the successful 
implementation of Fonterra’s strategic review of its business assets, to improve its returns, 
improve its profit volatility, and in particular reduce financial leverage through asset sales, 
will be critical to restoring the business’s profile within their ratings guidelines. 
 

Implications for Farmer Shareholders 
 

The dividend declaration is unlikely to have been anticipated by many in the market, and 
will directly impact farmer shareholder incomes, (with dividend expectations driven by 
previous guidance of forecast earnings of 10-15 cents per share).  Based on Fonterra’s 
current forecast milk-solids pay-out of $6.30-6.40, this will represent a significant fall from 
the 2018 pay-out of $6.79, which included a $0.10 dividend per share. 
 

This fall in payment comes at a time when New Zealand dairy farmers are facing 
increasing cost pressures and in many instances are struggling with high debt levels.  
DairyNZ, in their latest economic survey (2017/18 season) estimated the average 
breakeven price for dairy farmers has risen from $5.17 to $5.87 per kilogram of milk solids.  
 

However the key vulnerability and greatest impact in the sector relates to those dairy 
farmers holding high levels of debt. The Reserve Bank of New Zealand (RBNZ) continues 
to identify the level of debt in the dairy sector as a key vulnerability for New Zealand 
financial system. Although the number of dairy farms under financial stress in the sector 
has been falling in recent years (with stronger milk prices allowing many farms to make 
progress in repaying debt) some more financially vulnerable businesses with larger debts 
are continuing to struggle to make profits. In particular, the RBNZ noted in its May 2019 
financial stability report that around 35 percent of dairy farm debt is held by farmers that 
have more than $35 of debt per kilogram of milk solids (kgMS) produced annually. On 
average, these highly indebted farms require a price of $6.20 per kgMS to break even. 
 

Since the earnings announcement, the Fonterra share price has fallen $0.26 to $3.50 (as 
at 19 August), further compounding a 30% decline in the share price over the past year, 
impacting farmer shareholder asset values at a time when dairy land prices are also 
coming under downward pressure.  
 

7. Proposed Policies in the National Policy Statement for Freshwater Management  
 

As part of the Essential Freshwater Programme the Ministry for the Environment (MfE) is 
currently recommending that the Government consider new nutrient management 
attributes and national bottom lines for dissolved inorganic nitrogen and dissolved reactive 
phosphorus.  

 

Both the existing and proposed bottom lines will introduce stricter fresh water standards 
in some lowland agriculturally-dominated areas. 
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Implications for Dairy Processors (Including Fonterra) 
 

Gradually falling milk supply in key dairying regions will impact dairy processors, 
negatively impacting revenues and profitability. 

 

In particular, cooperatives such as Fonterra, will be operating in an environment where 
their farmer shareholder base is potentially falling in size and facing constraints to fund 
their own on-farm investment. As increasing pressure on their own margins reduces their 
ability to retain earnings they may find themselves stretched for investment capital 
sources to finance the necessary transition.  
 

The transition and support for these policies will need to be carefully managed to ensure 
that all New Zealand’s key exporting companies, (including Fonterra) can adapt and re-
position their businesses in an economically sustainable manner.  

 
8. Key Conclusions and 2019 Full Year Financial Accounts 
 

 However the earnings 
announcement on August 12th represents an important acknowledgement by the current 
management (undertaking its strategic review of the business) of those failures by 
crystallising those international investment losses.  This is a necessary step if the strategy 
currently being formulated is to succeed.    
 

Despite some price weakness in prices in recent Global Dairy Trade auction results, a 
softening in international supply growth, as well as sustained demand from Asian markets, 
is expected to support continued strength in dairy prices over the coming year.  However 
key risks to economic growth in these markets remain, particularly given the current state 
of global trade tensions. 
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A key challenge for Fonterra’s management and board will lie in its ability to reposition the 
group strategically at a time when the company is in a positon weakened financial strength 
due to its high debts. 
 

Fonterra will publish its full year end financial report in September 2019 along with its 
strategy announcement.  We recommend a full analysis and review be undertaken at that 
stage to provide clearer context and clarity to the issues already raised in this briefing. 
 
 
 
 
 
 
Consultation 
 

This document was produced in consultation with and involved peer review by – 
 
Ministry for Primary Industries 

• (Principal Adviser) and (Principal Adviser) - 
DIRA Review, Animal Marine and Plant Policy  

• (Manager) – Agriculture Reform, Animal Marine and Plant Policy 
• (Team leader), Farm Systems Change, Primary Sector Futures 

Policy  
• (Manager) -  Animal Sector, Animal Marine and Plant Policy 
• (Principal Adviser) – Climate, Land, and Water Policy 
• (Manager, Market Insights), (Principal Adviser), 

(Policy Analyst) – Economic Intelligence Unit, Data, Insights, 
and Forestry Policy 

• (Manager) – Trade Policy, International Policy 
 

The Treasury 
• , (Principal Adviser) Forecasting 
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Appendix One: History and Context of the Beingmate Investment 
 

CNY million 2013 2014 2015 2016 2017 2018
Sales  6,110 5,049 4,534 2,765 2,660 2,481
Net Profit (loss) 721 69 104 (781) (1057) 41

 

In March 2015 Fonterra purchased an 18.8% stake in Chinese infant formula company 
Beingmate, for a total outlay of NZ$755 million, as part of a joint venture partnership.  
 

At the time the deal was announced (August 2014), Beingmate had grown very rapidly as an 
infant formula manufacturer and retailer, holding a leading position in the market.  However 
the company was subsequently beset by internal management tensions and conflicts.  Sales 
have subsequently fallen from 6.11 billion yuan in 2013 to 2.48 billion in 2018, and net profits 
have fallen from a peak of 721bn yuan in 2013 to a loss of 1bn yuan in 2017.   
 

In addition, its market share has plunged during the four years of Fonterra’s investment to 
1.4 per cent in 2018.  Against this is a backdrop in which Fonterra’s major global competitors 
(Nestle, Danone and Friesland Campina) have significantly grown their market position. 
 

Fonterra subsequently wrote down the value of its investment by $440 million to $204 million 
after significant losses in 2016 and 2017.  At its current share price, the value of Fonterra’s 
investment is now technically sits slightly less than $210 million.  

 

Beingmate represents Fonterra’s second investment failure in China in a decade.   The first 
was milk processor Sanlu, in which the co-op bought a 43 per cent stake back in 2005.  In 
2008 Sanlu was identified as the main culprit in in China’s melamine tainted infant formula 
scandal.  Sanlu was subsequently prosecuted and bankrupted, costing Fonterra its entire 
$250 million investment in the company. 
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Treasury Report:  Infrastructure Levy Model: Financial Support for Projects  

Date:   19 August 2019 Report No: T2019/2863 

File Number: SH-17-1-1 (Reports) 

Action sought 
  Action sought  Deadline  

Hon Grant Robertson 
Minister of Finance 
 

Note the options available to provide financial support for 
projects under the Infrastructure Levy Model. 

Note that officials recommend you consider options for 
Crown financial support on a per project basis on receipt of 
individual feasibility cases.   

Note that Inland Revenue prefer that any grant funding is 
not linked to GST. 

Indicate in-principle the Crown financial support option(s) 
you prefer, for projects under the Infrastructure Levy Model. 

4 October 2019 

Hon Phil Twyford 
Minister for Urban 
Development 
 

Note the options available to provide financial support for 
projects under the Infrastructure Levy Model. 

Note that officials recommend you consider options for 
Crown financial support on a per project basis on receipt of 
individual feasibility cases.   

Note that Inland Revenue prefer that any grant funding is 
not linked to GST. 

Indicate in-principle the Crown financial support option(s) 
you prefer, for projects under the Infrastructure Levy Model. 

4 October 2019 

Hon Stuart Nash 
Minister of Revenue 
  

 

Note the options available to provide financial support for 
projects under the Infrastructure Levy Model. 

Note that officials recommend you consider options for 
Crown financial support on a per project basis on receipt of 
individual feasibility cases.   

Note that Inland Revenue prefer that any grant funding is 
not linked to GST. 

Indicate in-principle the Crown financial support option(s) 
you prefer, for projects under the Infrastructure Levy Model. 

4 October 2019 
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Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Kate Le Quesne Principal Portfolio 
Manager, Capital Markets  

N/A 
(mob) 

 

Andrew Hagan Acting Deputy Secretary, 
Financial and Commercial (mob) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No  
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Treasury Report:  Infrastructure Levy Model: Financial Support for Projects 

Executive Summary 

This report contains advice on the options available for the Crown to provide financial support for 
projects using the Infrastructure Levy Model (the Model), in the context of Ministers considering 
whether to apply GST to the Levy. It is important to note that a range of other factors, specific to 
each project, will affect the Levy required to support a project and whether such a Levy is 
perceived to be affordable. 

The Model is, in essence, a user pays model where the homeowners (beneficiaries) pay an annual 
levy for the provision of the infrastructure (Levy). Two objectives of the Model are to unlock the 
current financial constraints on local government and to develop a financing system that allocates 
the costs of growth to the communities and homeowners who benefit.  

Levy affordability as a concept is particularly difficult to address. The Levy represents a cost that is 
borne by its beneficiaries whenever a Model funded development occurs. If infrastructure 
development costs are not borne via a Levy, they will likely be captured and recovered by council 
development contributions, which are paid by developers and capitalised into land prices.  

It is very difficult to make generalisations of what an ‘affordable’ Levy is ahead of time, only to say 
that it needs to be considered on a case by case basis. The Infrastructure Funding and Financing 
(IFF) legislation that is currently being drafted does not set any restriction on a minimum or 
maximum Levy that can be applied. Whether a Levy is appropriate, given its beneficiary set, is best 
considered by the parties to each transaction, including Ministers, when each Levy is set.  

The provision of Crown financial support to manage affordability highlights that there is a trade-off 
between the fair allocation of costs to beneficiaries and the need to ensure the model is successful 
in unlocking local government financing constraints, by ensuring community acceptance of it.  

The impact of GST on the Levy 

Applying GST to the Levy could have the following outcomes: 

• Increasing the amount of Levy that beneficiaries need to pay;   

• Reducing the amount of infrastructure funding that the SPV is able to provide; or 

• A combination of an increased Levy and reduced infrastructure funding.  

If GST applies to the Levy it could result in a Levy increase of up to 15%, in some cases 
beneficiaries may be willing and able to absorb such an increase.  

In other cases, increases of up to 15% may materially impact the viability of the Model. 
Beneficiaries may not be willing or able to absorb such increases and/or the additional 
infrastructure funding required cannot be sourced from elsewhere. 

A range of other variables will also affect the Levy required to support a project and the Levy’s 
perceived affordability. The collective impact of these variables will be specific to each project.   
The following five variables have particular impacts on project viability: 

• The eligible costs to be funded by the Levy (capital and operating expenditure, including 
financing costs and any tax); 
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• The number of beneficiaries that can be levied; 

• The term of the Levy (up to 50-years); 

• The maximum Levy that can be borne by beneficiaries in the area; and 

• The amount that is contributed by other infrastructure funders e.g. councils, developers or 
NZTA. 

The above five ‘levers’ can be varied in order to achieve a viable project. If a viable project cannot 
be achieved from adjusting these levers, then the Crown could consider providing financial 
support. 

Options for Crown Financial support to ensure project viability  

This paper will discuss options for the Crown to provide financial support for projects with the 
intention to mitigate Levy increases borne by beneficiaries. The two main approaches that we 
outline are: 

• The Crown provides grant funding to subsidise the infrastructure project (either linked to the 
GST amount or not); and 

• The Crown provides equity, at a below market rate, to the special purpose vehicle (SPV) to 
lower the risk borne by debt funders of the transaction and therefore, lower interest costs 
borne by beneficiaries. 

The advantages, disadvantages and fiscal impacts of these approaches are summarised below. 

Option  Advantages Disadvantages Fiscal impacts

Grant – 
linked to 
GST  

 

Provides clarity – project 
sponsors would know the 
quantum of any subsidy that 
may be provided and could 
assess its impact on project 
viability.  

Consistent treatment of each 
IFF project.   

Precedent effect – could lead 
to pressure for other levies to 
be subsidised to offset GST or 
made GST exempt eg.general 
rates.  

Because of the precedent 
effect, Inland Revenue would 
prefer that the grant is not 
linked to GST. 

Does not allow the 
management of project 
viability, including the amount 
of the Levy, due to factors 
beyond GST. 

Any grant, whether 
linked to GST or not, 
would decrease 
OBEGAL and 
increase net debt, 
which should be 
managed against 
Budget Allowances. 

Grant –    
not linked 
to GST  

Varies across each IFF 
project, able to tailor each 
grant to specific Levy 
community.  

Mitigates precedent risk.  

Allows the amount of Crown 
support, and impact of the 
Levy on its beneficiaries, to be 
considered in the context of 
the circumstances of individual 
projects. 
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Option Advantages Disadvantages Fiscal impacts

Equity  Would be considered an 
‘investment’ rather than an 
‘expense’ for the Crown    

Crown would have to accept a 
below market rate of return 
which could undermine the 
commercial imperatives of the 
Model. 

The financial impact from the 
equity provided is unclear and 
depends on a range of factors. 
Therefore, the impact this 
equity will have on supporting 
the cost of the Levy is also 
unclear.  

May require a substantial 
equity investment to be 
effective thus undermines the 
objectives of the Infrastructure 
Levy Model.  

Would increase net 
debt, which should 
be managed 
against Budget 
Allowances 

It is unlikely that the 
concessionary 
component of 
equity would count 
against operating 
allowances but this 
would need to 
worked through on a 
case by case basis.   

 

 
Funding the Crown Financial Support  

Any grant or equity funding would have to considered alongside other priorities in the annual 
budget process. If this was done on a project by project basis this may add further uncertainty, and 
possible delays, for the parties proposing Model transactions. Alternatively, funding could be 
appropriated at Budget as a Tagged Contingency to manage issues around Levy affordability. 
Ministers would agree to a set of criteria to determine when this funding can be drawn down.  

Officials recommend that the Crown considers financial support for projects to address Levy 
affordability at the feasibility case and funding proposal stage. This will allow detailed consideration 
of the factors specific to each project and market conditions at the time. Officials can then work 
through appropriate funding mechanisms whether this be appropriated on a case-by-case basis, or 
funding set aside in a Tagged Contingency.   

Recommended Action 

We recommend that you: 
 
a note the options available to provide financial support for projects under the Infrastructure 

Levy Model 
 

b note that officials recommend you consider options for Crown financial support on a per 
project basis on receipt of individual feasibility cases 

 
c note that Inland Revenue prefer that any grant funding is not linked to GST, and 
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d indicate in-principle the Crown financial support option(s) you prefer, for projects under the 

Infrastructure Levy Model. 
 
Grant funding linked to GST  
 
Yes/No Yes/No Yes/No 
Minister of Finance Minister for Urban Development Minister of Revenue 

 
Grant funding not linked to GST  

 
Yes/No Yes/No Yes/No 
Minister of Finance Minister for Urban Development Minister of Revenue 

 
Equity funding  
 
Yes/No Yes/No Yes/No 
Minister of Finance Minister for Urban Development Minister of Revenue 

 
 
 
 
 
 
 
Andrew Hagan 
Acting Deputy Secretary, Financial and Commercial 
 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon Phil Twyford 
Minister for Urban Development 
 
 
 
 
 
 
 
Hon Stuart Nash 
Minister of Revenue 
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Treasury Report: Treasury Report: Infrastructure Levy Model: Financial 
Support for Projects  

Purpose of Report 

1. The purpose of this report is to outline options available for the Crown to provide financial 
support for projects under the Infrastructure Levy Model. 

Background 

2. The Government’s Urban Growth Agenda (UGA) is focused on improving housing 
affordability by removing barriers to the supply of land and infrastructure.  One of the pillars 
of the UGA is Infrastructure Funding and Financing (IFF). This work has primarily focussed 
on the development of an alternative financing model that can enable infrastructure to be 
delivered without being limited by local authority financial constraints. This is the 
Infrastructure Levy Model (the Model).   

3. In June 2019, Cabinet agreed the key policy decisions relating to the model and invited the 
Minister of Housing and Urban Development to issue drafting instructions for legislation to 
underpin the Model. Cabinet also agreed for officials to report back on some outstanding 
policy matters and delegated decisions in relation to these matters to certain Ministers (CAB-
19-MIN-0263 refers).  

4. The Model is, in essence, a user pays model where the homeowners pay an annual levy for 
the provision of the infrastructure (Levy). The Levy will be set by Order in Council. A Special 
Purpose Vehicle (SPV) is responsible for financing and constructing the infrastructure as well 
as collecting the Levy from the beneficiaries of the infrastructure, to repay the financing.  
Once the infrastructure is built, it is transferred to the relevant local authority or other entity at 
no cost.  

5. The Ministers of Finance, Urban Development, and Revenue were delegated authority to 
make a policy decision about GST treatment of payments under the Infrastructure Levy 
Model (CAB-19-MIN-0263 refers). The Treasury and Inland Revenue jointly provided a report 
with advice around whether GST should apply to the Levy on 22 August (T2019/2687 
IR2019/2570 refers).   

6. The briefing noted that application of GST to the Levy would increase the cost of the Levy to 
the landowner to fund a given amount of infrastructure if the Levy was grossed-up to include 
GST. If the Levy needed to be grossed-up to account for the GST cost, this may negatively 
affect take-up of the Model which would have a negative impact on the overall objective of 
IFF and the UGA – namely to increase the provision of infrastructure to open up new land for 
the provision of housing. Or alternatively, if the Levy is not grossed-up, then a lesser amount 
of infrastructure can be funded for the given level of the Levy. 

7. The briefing noted that there were options available to the Crown to support project viability 
under the Infrastructure Levy Model. This report contains advice around these options. 
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Analysis of ‘Levy Affordability’  

8. Levy affordability as a concept is particularly difficult to address for several reasons. The 
Levy represents a cost that is borne by households whenever a Model funded development 
occurs. If infrastructure development costs are not borne via a Levy, they will likely be 
captured and recovered by council development contributions which are paid by developers 
and capitalised into section prices.  

9. Affordability more generally depends on the price of serviced urban land and the net present 
value of Levy payments. The sum of these is what matters for affordability. The relationship 
over time between these two components is also important.  

10. The Model helps to remove the financing constraint on the supply of infrastructure. If this 
generates enough additional supply, then this should improve land markets and lower the 
cost of urban land. In this sense, land may become ‘cheaper’ over time. On the other hand, 
the Levy needs to be sufficiently transparent and send the right price signals such that 
informed purchasers understand the present value of the outstanding stream of Levy 
payments and consider this when making their purchase offers. 

11. For these reasons, it is very difficult to make generalisations of what an ‘affordable’ Levy is, 
only to say that it is determined on a case-by-case basis. The IFF legislation that is currently 
being drafted does not set any restriction on the application of a minimum or maximum Levy.  

Impact of GST on the Levy 

12. Applying GST to the Levy could have the following outcomes: 

• Increase the amount of Levy that beneficiaries need to pay;  

• Reduce the amount of infrastructure funding that the SPV is able to provide; or 

• A combination of an increased Levy and reduced infrastructure funding.  

13. If GST applies to the Levy it could result in a Levy increase of up to 15%, in some cases 
beneficiaries may be willing and able to absorb such an increase. In other cases, increases 
of up to 15% increase may materially impact the viability of the Model. Beneficiaries may not 
be willing or able to absorb such increases and/or the additional infrastructure funding 
required cannot be sourced from elsewhere. 

14. It is important to note that a range of other variables will also affect the Levy required to 
support a project and the Levy’s perceived affordability. The collective impact of these 
variables will be specific to each project. 

15. The following five variables have particular impacts on project viability: 

• The eligible costs to be funded by the Levy (capital and operating expenditure including 
financing costs and any tax); 

• The number of beneficiaries that can be levied; 

• The term of the Levy (up to 50-years); 

• The maximum Levy that can be borne by beneficiaries in the area; and 

• The amount that is contributed by other infrastructure funders e.g. councils, developers 
or NZTA. 
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16. The above five ‘levers’ can be varied in order to achieve a viable project. As an example, if 
the costs of the project were fixed and there were concerns about Levy affordability, then to 
achieve a viable project either: 

• The term of the Levy could be increased, or  

• The amount of funding sourced from elsewhere could be increased.  

17. If a viable project could not be achieved from adjusting these two remaining levers, then the 
Crown could consider providing financial support.  

18. Practical examples of the use of the five levers are evident in Milldale and
developments. The table below shows the amount of funding that would need to be 
contributed by other parties in a scenario where the Levy is fixed and the eligible costs rise 
(through the application of GST).  

 
Milldale 

GST 
exempt 

GST 
levied1 

GST 
exempt 

GST levied 

Levy p.a. per beneficiary $1,000 
Infrastructure funded by 

SPV  
$48.9m $41.1m 

Impact on 
infrastructure funding N/A $7.8m 

Other funding required $42.4m $50.2m 
Total funding required  $91.3m $99.1m 

Options to Support Project Viability  

19. There are a number of options available for the Crown to provide financial support for 
projects in order to mitigate Levy increases borne by beneficiaries. The two main approaches 
that we outline are: 

• The Crown provides grant funding to subsidise the infrastructure project (either linked 
to the GST amount or not); or 

• The Crown provides equity at a below market rate to the special purpose vehicle (SPV) 
to lower the risk borne by debt funders of the transaction and therefore lower interest 
costs borne by beneficiaries. 

20. Other options to provide support, e.g. guarantees to underwrite material commercial risks in 
the financing SPV could be utilised by themselves, in conjunction with grant or equity 
funding. We have not had time to undertake an in-depth assessment of these options, their 
likely effectiveness, or their impact on the objectives of the Model.  

21. The provision of Crown financial support to manage affordability highlights that there is a 
trade-off between the fair allocation of costs to beneficiaries and the need to ensure the 
model is successful in unlocking local government financing constraints, by ensuring 
community acceptance of it 

                                                
1  For the purposes of the analysis the levy is assumed to be GST inclusive (i.e. the beneficiary continues to pay $1,000 p.a. 

inclusive of GST, leaving c. $870 pa to service the SPV’s outgoings). 
 
 

s9(2)(i)

s9(2)(i) and s9(2)(j)

s9(2)(i) and s9(2)(j)

 

 

 

20200010 TOIA Binder Doc 4
Page 33 of 87



IN-CONFIDENCE 

T2019/2863 : Treasury Report: Infrastructure Levy Model: Levy Affordability Measures Page 10 

IN-CONFIDENCE 

Grant Funding 

22. The Crown could make available a grant or subsidy to the SPV to ensure that the costs 
associated with infrastructure are met whilst keeping the Levy at a lower level. This could be 
achieved in two ways, which are outlined below.    

I. Link the subsidy amount directly to the GST to be collected on the Levy.  

Advantages of linking the subsidy to GST raised  

• Certainty for project sponsors on the subsidy amount and likely impact on affordability; 
and 

• Consistent treatment of SPVs (ie. equally across projects). 

Disadvantages of linking the subsidy to GST raised  

• Creates a precedent effect where existing and future levies do not have a subsidy to 
offset GST or a GST exemption. For this reason, Inland Revenue would prefer that the 
amount of the subsidy is not directly linked to GST; and   

It restricts the management of affordability driven by other factors. 

II. Grant a discretionary amount, not linked to GST, provided for on a case-by-case 
basis. 

Advantages of setting the subsidy on a case-by-case basis 

• Mitigation of this aforementioned precedent risk regarding GST treatment; and  

• It allows for affordability impacts due to other factors to be managed more effectively.  

Disadvantages of setting the subsidy on a case-by-case basis  

• Uncertainty for project sponsors on the amount of the subsidy that may be provided; 
and  

• Less consistency between projects.  

23. If Ministers chose to use grant funding to manage affordability officials recommend that this 
is considered on a case-by-case basis. 

Fiscal Impacts 

24. Any subsidy would constitute an operating expense for the Crown in each year incurred and 
would need to count against operating allowances. The subsidy would have a negative fiscal 
impact on OBEGAL and net debt. 

25. If Ministers were to decide to link grant funding to GST, the estimated fiscal impact would be 
 from 2020 to 2024. This is estimate is subject to significant is uncertainty.  

Equity Investment  

26. The Crown could make equity investments in the SPVs. This would cause the amount of 
debt that would need to be raised to decrease. If a below market rate of return was 
demanded on the equity, then this would lower the financing costs and therefore Levy costs.  

s9(2)(i)
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27. The risk of the debt component of the transaction may also decrease. If the debt was 
perceived as lower risk, then the interest rate demanded by financiers would be lower, 
allowing for a lower Levy.   

28. To be effective in managing Levy affordability the equity investment would need to be 
subsidised from an economic perspective (if you forgo a market rate of return). Requiring an 
appropriate commercial return on the Crown’s investment would predicate an increase in the 
Levy – counter to the objective of managing affordability. Additionally, by providing finance 
for the project via equity at a subsidised rate, this could undermine the commercial 
imperatives created by the market requiring a return that compensates fairly for the level of 
risk incurred. 

29. The main benefit of equity is that it is considered an investment rather than an expense. 
However, it is likely that the required equity investment would be greater than the required 
subsidy to achieve equivalent affordability impacts, as the equity would need to be ‘repaid’. 

30. One challenge with the equity approach is that there is limited ability to assess the impact of 
additional equity on the Levy ahead of time – as it depends on a range of factors. This would 
need to be assessed in detail on a case-by-case basis, as transactions are structured and 
subject to market conditions at the time. 

Fiscal Impacts  

31. The investment would constitute a capital expense in each year incurred and would count 
against capital allowances. The investment has negative fiscal impacts on net debt which is 
recognised at the point of investment. 

32. The equity investment would need to be recoverable to be classified as an asset.  If it is 
assessed at any time that it is not recoverable, then an impairment loss would need to be 
reported and would negatively impact OBEGAL.   

33. If the Crown provided equity on a concessionary basis then then this would be treated as a 
Capital Injection and unlikely to count against operating allowances. The Crown does not 
specify a rate of return on Capital Injections. However, this would need to be worked through 
based on the details of each specific transaction. 

Summary of options  

34. The advantages, disadvantages and fiscal impacts of the approaches available are 
summarised in the table below. 

Option  Advantages Disadvantages Fiscal impacts  

Grant – 
linked to 
GST  

 

Provides clarity – project 
sponsors would know the 
quantum of any subsidy that 
may be provided and could 
assess its impact on project 
viability.  

Consistent treatment of each 
IFF project.   

Precedent effect – could lead 
to pressure for other levies to 
be subsidised to offset GST or 
made GST exempt.  

Because of the precedent 
effect Inland Revenue would 
prefer that the amount of the 
subsidy is not linked to GST. 

 Does not allow the 
management of project 
viability, including the amount 
of the Levy, due to factors 
beyond GST. 

 

Any grant, whether 
linked to GST or not, 
would decrease 
OBEGAL and 
increase net debt, 
which should be 
managed against 
Budget Allowances. 
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Grant –    
not linked 
to GST  

Less consistent across each 
IFF project.  

Mitigates precedent risk.  

Allows the amount of Crown 
support, and impact of the 
Levy on its beneficiaries, to be 
considered in the context of 
the circumstances of individual 
projects. 

Equity  Would be considered an 
‘investment’ rather than an 
‘expense’ for the Crown    

Crown would have to accept a 
below market rate of return 
which could undermine the 
commercial imperatives of the 
Model. 

The financial impact from the 
equity provided is unclear and 
depends on a range of factors. 
Therefore, the impact this 
equity will have on supporting 
the cost of the Levy is also 
unclear.  

May require a substantial 
equity investment to be 
effective thus undermines the 
objectives of the Infrastructure 
Levy Model. 

Would increase net 
debt, which should 
be managed 
against Budget 
Allowances 

It is unlikely that the 
concessionary 
component of 
equity would count 
against operating 
allowances but this 
would need to 
worked through on a 
case by case basis.   

 

When to Assess Whether Financial Support is Provided 

35. Because of the range of factors that will affect project viability, officials recommend that the 
provision of financial support be considered on a per project basis at the time it is being 
structured and assessed.   

36. Once an IFF project feasibility case has been worked up this will identify: 

• The scope of the infrastructure and other costs to be funded by the Levy; 

• The beneficiaries of the infrastructure (including the indirect beneficiaries); and 

• What costs would ordinarily be borne by other parties (for example councils, 
developers or NZTA). 

37. At this point the Levy required to fund the infrastructure will be known. We recommend that 
during this proposal phase Ministers request analysis on whether that Levy is appropriate, 
given the beneficiary set, and consider at this point whether the Crown may wish to provide 
financial support through the above described mechanisms. 

38. Any grant or equity funding will need to be considered alongside other priorities in the annual 
budget process. This could be done on a project-by-project basis, but this may add further 
uncertainty, and possible delays, for the parties proposing Model transactions.  

39. Alternatively, a one-off Budget bid could be sought up front, and a process could be 
designed to determine Crown contributions for specific projects. Given uncertainties around 
the Infrastructure Levy Model uptake and timing, and the exact extent of any viability 
concerns, officials recommend that Ministers wait for the IFF to take-off and make further 
decisions to address Levy affordability after learning from project experience.  
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Reference: T2019/2518    CM-1-3-1-9-2-1  
 
 
Date: 20 August 2019 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 21 August 2019 
 
 
Aide Memoire: ACC solvency and investment strategy 

 
Purpose 
 
You are meeting with the Chair of the Accident Compensation Corporation (ACC), 
Dame Paula Rebstock, and Chief Executive, Scott Pickering, on 21 August 2019.  
 
This aide memoire provides an overview of ACC’s investment strategy in relation to the 
Scheme’s year-end deficit position. It provides some discussion points and should be 
read in conjunction with ACC’s 29 July 2019 report ‘Understanding the Deficit 2018/19’ 
and the Treasury’s aide memoire [refer T2019/2059]. 
 
We have also included an A3 presentation of the movements in ACC’s Outstanding 
Claims Liability (OCL) and assets. This illustrates that, for some time, ACC’s 
investment strategy has been successful in matching the growth in the OCL despite 
declines in interest rates. However, as interest rates have fallen to empirically low 
levels, there has been an exponential impact on the OCL and the development of a 
funding gap.  
 
Background 
 
ACC has reported a deficit of $8.6b for the 2018/19 year. The report provided by ACC 
presents the key driver of the deficit as interest rate and inflation assumptions. It also 
notes that there is no immediate risk to funding claims but, if a low interest environment 
persists, revenue from assets is likely to remain low and levy prices would need to 
increase. 
 
We advise that you consider ACC’s financial results in two distinct ways: 
 

• the fundamental costs of the Scheme (claim volumes and the efficiency 
effectiveness of prevention and rehabilitation activities), and  

• the funding strategy (the way these costs are funded).  
 

There are currently risks to long term sustainability due to both increases in the 
Scheme fundamental costs and, due to low interest rates globally, the funding strategy. 
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Fundamental Costs 
 
ACC has incurred claim cost growth of greater than 8% since 2013, despite a low 
inflation environment. This has a number of contributing factors and requires careful 
management of operational and policy levers if levy increases are not desired.  
 
OCL pressures include claims experience (greater volumes), claims performance 
(longer time for successful rehabilitation) and policy (continued growth in the sensitive 
claims liability). While the OCL has grown by $4.6b in real terms, the majority of 
unexpected OCL growth is in the long-term horizon (> 5 years) and has been 
discounted to a $600m increase.  
 
Funding Strategy 
 
ACC holds investments to meet the future costs of long-term claims. This funding 
strategy is intended to avoid placing any burden for the cost of injuries that have 
already occurred on future generations of levy payers. Asset values are expected to 
increase in line with inflation for claim costs, ie. a solvency test. 
 
ACC’s bond-heavy asset allocation provides a partial hedge to any revaluation of the 
OCL due to movements in interest rates and/or inflation. However, this hedge is 
imperfect due to a duration mismatch. ACC’s fixed interest securities have average 
durations of 5-10 years compared to an average duration of OCL claims of ~20 years. 
This will mean that the movement in the liability is more volatile than the equivalent 
movement in assets due to any interest rate decline.  
 
This volatility is exponential as interest rates decrease towards 0%. For example, the 
OCL increased by 31% in 2018/19 but only increased by 21% in 2015/16. Both years 
saw a ~1.1% reduction in the single effective discount rate, but the latest year is at a 
lower level of rates overall. See the attached A3 for a graph illustrating these changes.  
 
The opposite is also true; for any increase in interest rates, the funding gap would 
narrow: asset values would decline (negative investment performance) but the OCL 
would reduce by a greater amount, meaning a financial surplus. 
 
Investment Strategy 
 
The Board manages a trade-off of value (downward pressure on levies in the long-
term) and volatility in the short to medium term. The 10-year funding horizon enables 
ACC to diversify its benchmark allocation away from only interest or inflation securities. 
Inclusion of equities and direct investments enables a risk position that expects to 
generate long-term value over and above a hedging strategy.  
 
The investment strategy is fit for purpose so long as it delivers returns equivalent to or 
greater than the actuarial modelling assumptions for wage and medical sector inflation 
in the long term. The funding policy sets a 10-year horizon through which volatility is to 
be managed, and is the key risk signal from the Crown to the Board. 
 
The Crown could consider options to better absorb the risk of uncontrollable interest 
rate movements. If this is desired, Treasury could form a programme of work to 
consider those options in detail. 
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We discuss the risk of persistent low interest rates suppressing asset yields below. 
However, should these conditions arise, it is possible that inflation would also be 
persistently low. Actuaries take a long term view of modelling assumptions, meaning 
any downward revisions in wage or medical inflation assumptions, which would ease 
funding pressures, would be a lag compared to the mark-to-market impact of lower 
asset yields. 
 
Low Interest Rates Globally 
 
ACC will reconsider its Strategic Asset Allocation benchmark in October 2019. This is 
an annual process executed by the Board’s Investment Committee. Empirically low 
interest rates have prompted previous discussion about the relative weighting to fixed 
income securities but with global trends presenting a ‘race to the bottom’ for interest 
rates, including negative rates in many jurisdictions, this will likely be the main topic of 
discussion.  
 
ACC has noted that markets are fragile to adverse news. For this reason, and the 
perception that downside risk is capped as interest rates cannot decline significantly, it 
has a larger than normal cash position. This will allow ACC to buy in market downturns, 
offering greater value.  
 
You may wish to discuss your risk appetite with the Board Chair. The Treasury 
considers that ACC’s investment strategy is fit for purpose overall, and any comments 
to restrict annual volatility may have the unintended consequence of minimising the 
opportunity for value creation. 
 
Possible questions to raise with the ACC Board Chair and CEO: 
 

• How does ACC consider the global reduction of interest rates in its 
investment strategy? 

 
• Are the present economic conditions a bigger risk to ACC Scheme 

sustainability than the continued increase in claim costs? 
 
• What else is ACC doing to ensure strong fiscal management alongside 

quality services for claimants? 
 
 

Jennifer Xie, Analyst, Financial Institutions,
Joseph Sant, Manager, Financial Institutions, 
 

s9(2)(k)

s9(2)(k)

 

 

 

20200010 TOIA Binder Doc 5
Page 39 of 87



s9(2)(g)(ii)

s9(2)(k)

s9(2)(k)

 

 

 

20200010 TOIA Binder Doc 6
Page 40 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 41 of 87



s9(2)(g)(ii)

 

 

 

20200010 TOIA Binder Doc 6
Page 42 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 43 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 44 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 45 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 46 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 47 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 48 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 49 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 50 of 87



 

 

 

20200010 TOIA Binder Doc 6
Page 51 of 87



IN-CONFIDENCE 
 

Treasury:4167383v2 IN-CONFIDENCE 1 

Reference: T2019/2760 SH-8-9 (Transport) 
 
 
Date: 10 September 2019 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Cc:  Minister of Transport (Hon Phil Twyford) 
 
 
Deadline: Prior to lodgement of the Cabinet paper on 19 September 
 
 
New Zealand Transport Agency – further advice on funding 
issues around regulatory functions  

You were recently consulted on a draft Cabinet paper from the Minister of Transport 
regarding the outcome of the review of the New Zealand Transport Agency’s (NZTA) 
regulatory performance, including proposals for addressing short-term cost pressures. 
Following our advice on the paper’s recommendations, you requested further advice on 
making the Minister of Transport’s proposal for a $15 million tagged contingency for 
rectification costs repayable over a longer time period [T2019/2620 refers].  
 
This aide memoire provides you with advice in response to that request, and also 
informs you of further changes to the cost pressure proposals that may be made prior 
to lodgement.  
 
Making the tagged contingency for rectification costs repayable  
 
What would be the terms and conditions of repayment? 
 
Under the Fiscal Management Approach, there must be sufficient certainty that funding 
associated will be repaid within ten years in order to avoid counting that expenditure 
against the multi-year capital allowance. A market interest rate must also be applied to 
the funding in order to avoid the need for an interest write-off appropriation. 
 
Although the Fiscal Management Approach establishes the broad parameters for fiscal 
neutrality on capital items, the exact terms and conditions for repayment would still 
need to be decided. In particular, we would need to clarify:  

• A repayment schedule (including a start date and ‘maturity’ date).  

• Who would administer the repayable injections on behalf of the Crown 
(including paying out for drawdowns). 
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• Whether any specific legislative approvals are needed from Ministers prior to 
initial drawdowns, including under the Public Finance Act and the Crown 
Entities Act.  

• How a market interest rate should be determined and verified. 

 
What would be the impact on users of making the funding repayable over a longer 
period? 
 
We previously advised you that as the rectification costs are limited to a few key areas 
of the NZTA’s regulatory functions, recovering the associated funding would involve 
levying costs on a small base of users, which could lead to significant increases in the 
related fees and charges.  
 
However, the NZTA have subsequently advised us that recovering the funding could be 
achieved through an adjustment to the Safety Standards Levy, which forms part of the 
registration costs that all vehicle users pay. As a result, the costs would be imposed on 
a very large base of users (roughly analogous to the taxpayer base) and the per-user 
cost would be relatively minor. Extending the period for repayment to just under ten 
years would further reduce the per-user cost.   
 
As a result, Treasury considers that the tagged contingency for rectification costs could 
be repayable without having a significant impact on users of NZTA’s regulatory 
services.  
 
What does Cabinet need to decide at this stage? 
 
If you wish for the tagged contingency for rectification costs to be repayable, we 
consider that detailed decisions on the terms and conditions of repayment (including 
the length) do not need to be taken by Cabinet at this stage. Officials could instead 
provide advice on these matters to Joint Ministers prior to any drawdowns.  
 
At this stage, Cabinet would only be required to note that there would be no impact on 
allowances on the basis that repayment would occur within ten years and market 
interest would be applied. We can provide your office with the appropriate alternative 
recommendations for you to table if you wish.  
 
Changes to the paper since ministerial consultation 
 
On the core regulatory costs 
 
In the version of the paper provided to you for cross-party consultation, the Minister 
proposed that Cabinet agree for him to be able to endorse the future recovery of 
additional costs incurred now to improve the NZTA’s core regulatory performance up to 
a cap of $10 million. He also proposed that Cabinet allow him to consider whether the 
forecast 2019/20 operating deficits of $18 million should also be recovered. In the 
short-term, the NZTA planned to meet these costs by utilising its existing cash balance.  
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However, the NZTA has subsequently received legal advice that it is unable to use its 
cash balance to cover regulatory costs in the short-term given that it largely consists of 
National Land Transport Fund revenue. 
 
As such, the Ministry of Transport intends to recommend that the paper be updated to 
include a further $30 million tagged contingency to cover urgent costs associated with 
improving the NZTA’s operation of its core regulatory functions. Drawdowns would be 
able to be agreed to by the Minister of Transport and Minister of Finance acting jointly. 
The expenditure would not count against Budget allowances as increases to fees and 
charges would be used to repay the funding within ten years of each drawdown, and 
market interest would be charged on the injections.    
 
Treasury supports the revised approach. However, we remain concerned that the 
amount of costs which the NZTA has suggested receiving funding to cover are 
substantial and it is unclear whether they all directly relate to critical regulatory risks. If 
Cabinet agrees to the establishment of the tagged contingency, we will work with the 
Ministry of Transport to further scrutinise the proposed costs before ministerial 
agreement is sought to draw down on the tagged contingency.   
 
Next steps 
 
The Minister of Transport intends to lodge the revised Cabinet paper by 19 September 
for consideration by the Cabinet Economic Development Committee on 25 September.  
 
In advance of the paper being lodged, you may wish to discuss with the Minister of 
Transport about your desire for the tagged contingency for rectification costs to be 
repayable.  
 
 
 
Gerald Lee, Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU), 
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Treasury Report:  Principles for local government taxation 

Date:   12 September 2019   Report No: T2019/2434 

File Number: SH-13-9 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister of Finance 
 

Discuss report with Officials 

Indicate whether you require any 
further information or advice  

17 September 2019 

Hon Stuart Nash 
Minister of Revenue 

Discuss report with Officials 

Indicate whether you require any 
further information or advice 

17 September 2019 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Shane Domican Senior Analyst, Tax 
Strategy 

 

Mark Vink Manager, Tax Strategy N/A 
(mob) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 
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Treasury Report: Principles for local government taxation 

Executive Summary 

The Minister of Finance has requested advice on principles for deciding when a tax should 
be levied by central or local government.  
 
The overall shape of the local government revenue system will depend on broader 
judgements about the role of local government and the extent to which costs are to be 
shared between central and local government. When we consider the allocation of taxing 
powers, it is also important to consider the general merits of a tax using established tax 
policy principles. Such broader considerations are beyond the scope of this report. 
 
Instead, this report suggests principles for deciding whether specific taxes should be 
allocated to local government. There are two sets of principles: one for taxes that are 
primarily designed to raise revenue for local government (e.g. bed taxes); and one for 
corrective taxes (e.g. vacant land taxes) that are primarily designed to influence behaviour. 

1. Principles for revenue-raising taxes 

For revenue-raising taxes, we have developed a set of principles based around the concepts 
of revenue sustainability, accountability and incentives, and the benefits of local variation. 
Table 1 below sets out the key principles: 
 

Table 1: Principles for revenue-raising taxes 

R
ev

en
ue

 s
us

ta
in

ab
ili

ty
 Adequacy • The local government’s tax base should be adequate to meet the 

local government’s expenditure needs. 

Sustainability  
over time 

• Tax revenue overall should be predictable and not overly volatile. 
• It should be relatively straightforward to adjust the level of taxation 

as revenue needs change over time. 

Mobility           
vs.          

immobility 

• Either the tax base for local government should be immobile or the 
expenditure associated with a tax base should move when the base 
moves. 

A
cc

ou
nt

ab
ili

ty
 a

nd
 

in
ce

nt
iv

es
 

Alignment of 
costs and benefits 

• Local governments should not be able to export their costs to other 
regions (except to the extent which it is centrally funded).  

• Communities that bear the costs and benefits of a tax should be 
those that vote on whether to introduce the tax.  

• The tax base of local government should provide incentives for local 
government to deliver on their objectives and be efficient (or at least 
not create incentives against them). 

B
en

ef
its

 
of

 lo
ca

l 
va

ria
tio

n Targeting        
vs.              

consistency 

• Weigh the benefits of achieving greater responsiveness to local 
conditions vs. the costs imposed by inconsistent approaches across 
jurisdictional boundaries (compliance costs, distortions, etc). 

 
Generally, all of these principles will be important in a decision on the allocation of taxing 
powers. However, it may be necessary to allocate greater weight to some of these principles 
when considering particular types of taxes.  
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Annex 2 of this report outlines an initial assessment of the appropriate allocation between 
central and local government for some tax proposals currently under consideration. 
 
Other relevant concerns 

Distributional impacts 

The impact of taxes on declining regions and/or low income households is another relevant 
consideration for decisions on taxing rights. However, if significant regional or distributional 
impacts arise from the imposition of a tax, generally, the most effective way of addressing 
these concerns is to consider the deeper structural issues underlying these concerns (such 
as the allocation of responsibilities across local government).  

Adjusting the tax bases available to a region is likely to be an inferior way of addressing 
these issues as it would only allow for redistribution within a region, rather than across 
regions. 

Administrative impacts 

Issues of administrative capability and capacity are also relevant to decisions about the 
allocation of taxing rights. In many cases, however, it should be possible to separate the 
allocation of the taxing power from the administration of the tax itself. For example, a local 
authority with limited capacity could set policy for the tax, but contract with a central 
government agency to administer the tax. 
 

2. Principles for corrective taxes  

Corrective taxes are tools that are intended to change behaviour. It therefore follows that 
corrective taxes should be set by the level of government with responsibility for regulating 
that behaviour.  
 
The Productivity Commission has developed a framework for the allocation of regulatory 
powers across different levels of government. The Commission’s framework emphasises 
three principles: 
 

Table 2: Productivity Commission principles 

1. When the costs and benefits are contained locally, local decision makers should have 
control over the regulatory policy. 

2. 
Local policy making should occur where local variability is likely to lead to better 
regulatory outcomes, while national limits should be specified when less variability is in 
the national interest 

3. 
Policy-making responsibility should be given to the level of government where the 
electorate has the most interest and ability to hold the regulator to account for the 
policies made 

 
For corrective taxes, similar principles will apply. However, two additional principles are also 
likely to be important for corrective taxes: 
 

• The mobility of the tax base – for example, the extent to which taxpayers could 
avoid a regional corrective tax by moving to another jurisdiction. 

 
• Incentives for local government – for example, the extent to which local 

authorities bear the costs of the undesirable activity, and therefore have an 
interest in discouraging it. 
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The principles applying to revenue raising and corrective taxes overlap but differ in two 
important aspects. These differences are that revenue sustainability principles are not 
relevant for corrective taxes and the role of incentives differ for revenue raising and 
corrective taxes (revenue raising taxes aim to improve incentives for local government, while 
local governments require incentives to utilise corrective taxes appropriately).  
 
Next steps 
 
We are meeting with you on Tuesday 17 September to discuss these principles. We would 
be happy to provide further information or advice at your request. 

Recommended Action 

We recommend that you: 
 
a discuss this report with officials at the Joint Ministers meeting on 17 September 2019. 
 
 Agree/disagree.      Agree/disagree. 
 
b indicate whether you require any further information or advice to support your 

consideration of matters relating to local government taxation 
 

Yes/no.        Yes/no. 
 
 
 
 
 
Mark Vink 
Manager, Tax Strategy 
 
 
 
 
 
 
Hon Grant Robertson      Hon Stuart Nash 
Minister of Finance      Minister of Revenue 
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Treasury Report: Principles for local government taxation 

Purpose of Report 

1. The Minister of Finance has requested advice on principles for deciding when a tax 
should be levied by central or local government.  

2. The overall shape of the local government revenue system will depend on broader 
judgements about the role of local government, and the extent to which costs are to be 
shared between central and local government. Such broader considerations are 
beyond the scope of this report. 

3. Instead, this report suggests principles for deciding whether specific taxes should be 
allocated to local government. There are two sets of principles: one for taxes that are 
primarily designed to raise revenue for local government (e.g. bed taxes); and one for 
corrective taxes (e.g. vacant land taxes) that are primarily designed to influence 
behaviour. 

Context  

4. The Productivity Commission (PC) has found that current funding and financing tools 
are inadequate to address a number of key pressures facing local government. These 
pressures include: 

• Supplying enough infrastructure to support rapid urban growth; 

• Adapting to climate change; 

• Coping with the growth of tourism; and 

• The accumulation of responsibilities placed on local government by central 
government.  

5. As a result of these pressures, local authorities are calling for additional taxing powers 
as well as greater assistance from central government. Tax proposals currently under 
consideration include: 

Table 1: Current tax proposals 

Proposal Issues Key dates 
Bed tax • Queenstown Lakes District Council wishes 

to introduce a 5% levy on accommodation 
providers to fund tourism infrastructure.  

• The PC also recommended giving local 
governments the ability to introduce bed 
taxes. 

Queenstown Lakes 
District Council is 
currently drafting a local 
bill to implement the levy. 
They intend to introduce 
the bill in 2020.  

Value capture and 
volumetric charging 

• The PC recommended that local 
governments be able to levy value capture 
taxes on property owners and volumetric 
wastewater and congestion charges. 

The Productivity 
Commission’s final report 
will be released on 30 
November 2019. 

Vacant land tax • The Government has requested that the PC 
report back on the merits of introducing a 
vacant land tax. 

The Productivity 
Commission’s final report 
will be released on 30 
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November 2019. 
Infrastructure levy • Cabinet has agreed to establish an 

alternative financing model to enable local 
government infrastructure projects.  

• This model includes the setting of 
infrastructure levies to be paid by 
beneficiaries of infrastructure projects.  

Cabinet has agreed to 
introduce the model and 
infrastructure levy.  
A bill is planned for later 
in the year, to be passed 
in 2019 if possible.  

The purpose of the tax 

6. As a starting point, it is necessary to consider the purpose of the tax. There are two 
broad types of taxes: 

• Revenue-raising taxes are primarily designed to raise revenue for local 
government. A bed tax is a good example of a revenue-raising tax. 

• Corrective taxes are intended to influence behaviour and thereby achieve a 
broader policy outcome. A vacant land tax is an example of a corrective tax 
(since it is primarily levied in order to encourage the development of vacant land, 
rather than as a source of revenue for a taxing authority). 

7. Different considerations apply for each type of tax, so this report sets out two sets of 
principles: one for revenue-raising taxes; and one for correctives taxes. 

Revenue-raising taxes 

Designing a local government revenue system 

8. The overall shape of a local government revenue system will depend on broader 
judgements about issues such as: 

• The role of local government; 

• The degree to which local governments should be funded by central government; 

• The general merits of a particular tax, and whether a particular tax is a better 
source of revenue or better regulatory tool than other tax and regulatory options 
available to local or central government; and 

• The particular design of taxes and how these impact spending and funding 
options available to local government.1  

9. Figure 1 shows how these issues interact when designing a local government revenue 
system: 

                                                
1   For example, the specific features of a tax can affect a local government’s borrowing capacity if it affects whether the tax 

can be used as collateral for loans. 
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Figure 1: Key decisions on funding local government 

 
 
10. The process outlined above is sequential, but there will be feedback loops as decisions 

made further down the process can reveal information that warrants a reconsideration 
of prior decisions.  

Assessing the general merits of a tax 
When we consider the allocation of taxing powers, it is important to consider the general merits 
of a tax as well as its suitability for use by local government. 
An established set of tax policy principles can help us assess the general merits of a tax. These 
principles are fairness, efficiency, integrity, fiscal adequacy, coherence, and compliance and 
administration costs. In addition, the living standards framework can help in assessing the 
performance of the tax system as a whole and to consider any broader impacts of tax on 
wellbeing that are not been captured by the established tax policy principles.  
These principles will help us judge whether it is desirable to use a particular type of tax. They do 
not, however, help us decide whether the tax should be levied by central or local government. 

Rationales for taxation 

11. The reasons why local governments are self-funded are important for considering 
particular tax options. Local governments are predominantly self-funded for five 
reasons: 

• Autonomy, representation and democracy. Self-funded local governments 
have greater control over their spending and funding decisions. This enables 
local communities to have greater responsibility and autonomy in deciding how to 
deal with the issues they face. 

• Accountability. Self-funded local governments are more accountable to their 
communities. Local citizens receive the benefits of local spending, but also bear 
the costs of revenue-raising.  

This note is focused on the 
fourth step of the process – 
how to fund local government 
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• Incentives. Self-funding improves the incentives for decision-making by 
internalising the costs and benefits of local government decisions. 

• Transparency. Self-funding increases the transparency of the costs of local 
government decisions 

• Information. Some taxes are best set and managed at a local level because 
local governments have the best information about local conditions and 
preferences. 
 

Principles for local government taxation 

12. These rationales for taxation can be distilled into three broad principles for the 
allocation of tax bases. To achieve its desired objectives, a local tax should have the 
following features: 

• Revenue sustainability. Provides a sufficient revenue source to enable local 
governments to meet their spending needs. This ensures they have greater 
responsibility and autonomy in deciding how to deal with the issues they face.  

• Accountability and incentives. The tax base should align the costs and benefits 
of local governments. Local citizens should bear the cost of decisions made by 
local government and the tax should incentivise local governments to deliver their 
objectives and be efficient (or at least not create incentives against them)  

• Benefits of local variation. The benefits from tailoring a tax to local conditions 
should be weighed against the cost of inconsistency across the country.  

13. Generally, all of these principles will be important in a decision on the allocation of 
taxing powers. However, it may be necessary to allocate greater weight to some of 
these principles when considering particular types of taxes. For example, when 
considering a tax base which generates a relatively low amount of revenue the stability 
of this revenue source may be of less relevance than other factors. 

14. In addition, some criteria are also relevant for considering whether particular taxes are 
appropriate for central government. In particular, taxes applying only to particular 
regions will often be poor central government taxes because they create the risk of 
central government placing the costs on one region for expenditure that benefits New 
Zealand generally.  

Table 2: Principles for revenue-raising taxes 

R
ev

en
ue

 s
us

ta
in

ab
ili

ty
 Adequacy • The local government tax base should be adequate to meet local 

government’s expenditure needs. 

Sustainability  
over time 

• Tax revenue overall should be predictable and not overly volatile. 
• It should be relatively straightforward to adjust the level of taxation 

as revenue needs change over time. 

Mobility           
vs.          

immobility 

• Either the tax base for local government should be immobile or the 
expenditure associated with a tax base should move when the base 
moves. 
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A
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nt
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nd
 

in
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Alignment of 
costs and benefits 

• Local governments should not be able to export their costs to other 
regions (except to the extent which it is centrally funded).  

• Communities that bear the costs and benefits of a tax should be 
those that vote on whether to introduce the tax.  

• The tax base of local government should provide incentives for local 
government to deliver on their objectives and be efficient (or at least 
not create incentives against them). 

B
en

ef
its

 
of

 lo
ca

l 
va

ria
tio

n Targeting        
vs.              

consistency 

• Weigh the benefits of achieving greater responsiveness to local 
conditions vs. the costs imposed by inconsistent approaches across 
jurisdictional boundaries (compliance costs, distortions, etc). 

Other relevant considerations 

Distributional impacts 

15. The impact of taxes on declining regions and/or low income households is another 
relevant consideration for decisions on taxing rights. However, if significant regional or 
distributional impacts arise from the imposition of a tax, this may suggest that deeper 
structural issues require attention. 

16. If distributional concerns arise from the imposition of a tax on: 

• Declining regions. The most effective way to address this will generally be to 
consider whether local governments have greater responsibilities than they can 
effectively manage and whether more central government support is required.  

• Low income households. The most effective way to address this will generally 
be more to consider whether the overall tax and transfer system provides enough 
support for low income households.  

17. Adjusting the tax bases available to a region is likely to be an inferior way of addressing 
these issues as it would only allow for redistribution within a region, rather than across 
regions. 

Administrative impacts 

18. Issues of administrative capability and capacity are also relevant to decisions about the 
allocation of taxing rights. In many cases, however, it should be possible to separate 
the allocation of the taxing power from the administration of the tax itself. For example, 
a local authority with limited capacity could set policy for the tax, but contract with a 
central government agency to administer the tax (for example, ACC currently contracts 
Inland Revenue to assist with the collection of ACC levies).  

19. Outsourcing the administration of a tax in this way requires consideration of the relative 
capability, cost efficiency, and incentives of different administrators. When outsourcing 
is not feasible or desirable, then the capability of local governments to administer a tax 
will be an important requirement for allocating them a taxing right.  
 

Policy insights 

20. Under this framework, targeted user charges come out as strong candidates for local 
government taxing rights: 

• Revenue sustainability – user charges closely match expenditure needs; 
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• Accountability and incentives – users who gain benefits from the local authority 
services bear the cost of those services, while local authorities will receive 
revenue by meeting their service provision objectives; 

• Benefits of local variation – there is a strong case for variation, because the 
charges address costs that differ depending on the mix of services provided by 
the local authority. 

21. When targeted user charges are not feasible, taxes on immobile bases such as land 
and property are likely to be the next best option for funding local government. 

22. Annex 2 outlines an initial assessment of the appropriate allocation between central 
and local government for some tax proposals currently under consideration. 

Corrective taxes 

23. Corrective taxes are tools that are intended to change behaviour. It therefore follows 
that corrective taxes should be set by the level of government with responsibility for 
regulating that behaviour.  

24. The Productivity Commission has developed a framework for the allocation of 
regulatory powers across different levels of government.2 The Commission’s framework 
emphasises three principles: 

Table 3: Productivity Commission principles 

1. When the costs and benefits are contained locally, then local decision makers should 
have control over the regulatory policy. 

2. 
Local policy making should occur where local variability is likely to lead to better 
regulatory outcomes, while national limits should be specified when less variability is in 
the national interest. 

3. 
Policy-making responsibility should be given to the level of government where the 
electorate has the most interest and ability to hold the regulator to account for the 
policies made. 

25. For corrective taxes, similar principles will apply. However, two additional principles are 
also likely to be important for corrective taxes: 

• The mobility of the tax base. A regional corrective tax will fail to achieve its 
objectives if taxpayers can easily avoid the tax by moving to (or transacting in) a 
region where the tax does not apply.  

• Incentives for local government. It is important that the authority collecting the 
revenue actually has an incentive to address the underlying harm. Otherwise, the 
local authority may prefer to maximise revenue by allowing the activity to 
continue. In general, local authorities must either bear the cost of the harm – or 
be accountable for addressing the harm – in order for incentives to be aligned. 

                                                
2  Productivity Commisison, 2013. Towards Better local regulation. https://www.productivity.govt.nz/sites/default/files/ 

towards-better-local-regulation.pdf   
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26. There is overlap between the principles for corrective taxes and revenue raising taxes, 
however the principles differ in two important aspects: 

• Revenue sustainability. Revenue sustainability is not relevant for corrective 
taxes. 

• Alignment of incentives. Revenue raising taxes aim to improve incentives for 
local government to deliver their objectives. In contrast, for corrective taxes, it is a 
requirement that local authorities already have an incentive to address the 
underlying harm the tax is addressing.  

Next steps 

27. We are meeting with you on Tuesday 17 September to discuss these principles. We 
would be happy to provide further information or advice at your request.
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Annex 1: Productivity Commission principles for allocating regulatory roles 
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Annex 2: Assessment of tax proposals 
 
This annex provides an initial assessment of the appropriate level of government for some of the tax proposals currently under consideration.  

Table 1: Initial assessment of revenue raising tax proposals 
 

Revenue sustainability Accountability and incentives Benefits of local variation Overall judgement 

Bed tax 

? – Tourists may have some ability to use 
infrastructure in one region, while obtaining 
accommodation in another region.  

As a result, there is a risk that the base for 
a bed tax moves while the expenditure 
associated with a bed tax remains static. 

 ? - A bed tax helps to ensure that the 
beneficiaries of tourism infrastructure pay 
for the use of that infrastructure, and also 
that local authorities have a (revenue) 
incentive to make further investments in 
tourism infrastructure. 

However, the extent to which a bed tax 
provides these benefits depends on the 
extent to which tourists are able to avoid 
the tax through their accommodation 
choices. 

 - There is a strong case for variation at 
the local level, because a bed tax 
addresses costs that will differ depending 
on the mix of services provided by local 
authorities.  

? - Further work is needed to determine 
whether a bed tax is a good candidate for 
a local government tax. In particular: 

• How likely are tourists to move their 
accommodation across regions in 
order to avoid a bed tax? 

• How closely linked is the revenue 
from a bed tax with expenditure from 
tourism infrastructure? 

Value capture 
tax 

 - A value capture tax closely matches 
the infrastructure expenditure needs for 
local authorities.  

 

 - Landowners who receive windfall gains 
from infrastructure bear some of the cost 
of the infrastructure, while local authorities 
receive revenue by meeting their 
infrastructure provision objectives 

 - There is a strong case for variation as 
value capture taxes address infrastructure 
costs that will differ by region. The extent 
of windfall gains that a value capture tax 
target are also likely to differ based on 
regional characteristics. 

 - Value capture taxes are a good 
candidate for a local government tax.  

Volumetric 
wastewater and 

congestion 
charging 

 - Both wastewater and congestion 
charging are targeted user charges that 
closely match expenditure needs. 

 - Users who benefit from wastewater 
and transport infrastructure bear the cost 
of the infrastructure, while local authorities 
will receive revenue by meeting their 
infrastructure provision objectives  

 - There is a strong case for variation 
because the charges address costs that 
differ based on the specific infrastructure 
provided by the region and the congestion 
challenges faced by the region.  

 Volumetric wastewater and congestion 
charging are good candidates for a local 
government tax.  

 

Infrastructure 
levy3 

 - Infrastructure levies closely match local 
government expenditure needs for 
infrastructure provision 

 - Landowners who benefit from 
infrastructure bear the cost of the 
infrastructure, while local authorities 
receive revenue by meeting their 
infrastructure provision objectives. 

 - There is a strong case for variation, as 
the costs depend on the infrastructure 
provided by the local authority 

 - Infrastructure levies are a good 
candidate for a local government tax 

 

                                                
3  The infrastructure levy is not strictly a local government tax as the levy is set by and paid to central government. However, the infrastructure levy is very similar in practice to a local government tax as it 

is primarily a funding tool to meet local government expenditure needs and it requires the agreement of local government to levy it. As a result, we consider it useful to compare the levy against similar 
principles to other local government taxes.  
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Table 2: Initial assessment of a vacant land tax 
 

Are the costs and benefits 
contained locally? 

Is local variability likely to lead 
to better outcomes or is less 

variability in the national 
interest?  

Does local government have 
incentives to address the 

underlying harm and does the 
electorate have the interest 

and ability to hold local 
government to account? 

How mobile is the tax base? Overall judgement 

Vacant land tax 

 – The challenge of 
unaffordable housing is both a 
local and national issue.  
Unmet demand for housing can 
have spillover costs and cause 
an increase in demand for 
housing in neighbouring regions.  
Unaffordable housing also 
creates greater pressure for 
wider central government 
assistance. 

 - The challenge of opening up 
land for development differs 
significantly by region. As a 
result, variability is likely to lead 
to better outcomes. 
Local authorities are also likely to 
have better information about the 
use and status of individual 
properties. 

 – Local governments can face 
pressure from their electorate not 
to open up land for development.  
As a result, local governments 
may face perverse incentives as 
they may wish to increase 
revenue by allowing land to 
remain vacant without being 
accountable for the costs of this. 

 - Land is an immobile tax base. ? - There is a mixed case for 
vacant land taxes to be levied by 
local government.  
We will provide further advice on 
vacant land taxes following the 
release of the Productivity 
Commission’s final report on 30 
November 2019.    
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Treasury:3536700v1 IN-CONFIDENCE  

Reference: T2019/2987  SH-13-5-3  
 
 
Date: 23 September 2019 
 
 
To: Minister of Finance (Hon Grant Robertson) 

Associate Minister of Finance (Hon David Parker) 
Minister of Revenue (Hon Stuart Nash) 

 
 
Deadline: 3.00pm on Wednesday 25 September.  
(if any) 
 
 
Aide Memoire:  Associate Finance Work Programme on Tax   

Policy 

 
The Associate Minister of Finance (Hon David Parker) and Minister of Revenue are 
meeting with Treasury and Inland Revenue officials to discuss the Associate Finance 
work programme on tax policy. The meeting is at 3.00pm on Wednesday 25 
September.  
 
Officials expect the meeting to focus on the Associate Minister of Finance’s priorities 
for his tax policy delegation and the process for establishing a work programme to 
support these priorities. 
 
The Treasury has prepared the attached slides to support the meeting.

  
 

   
 
   
 
 
 
Oscar Parkyn, Principal Advisor, Tax Strategy, 
Mark Vink, Manager, Tax Strategy, 
 

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(f)(iv)

s9(2)(k)

s9(2)(k)
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Tax strategy
Background for meeting on the Associate Minister 

of Finance’s tax policy delegation

The Treasury

September 2019
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The Treasury

• The Treasury and Inland Revenue (IR) jointly provide tax policy advice to the 
Ministers of Finance and Revenue.

• The Treasury’s Tax Strategy team comprises around 11 staff. IR has around 

100 policy staff.
• The Treasury focusses on strategic policy issues, IR performance and brings 

an economic and fiscal lens to tax policy.
• Key contact: Mark Vink, Manager, Tax Strategy 

– Phone:

IN-CONFIDENCE

s9(2)(a)
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• We would like to understand your priorities for your tax policy delegation. 
• We can help you to scope a proposed work programme.
•

.

Purpose

3
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Capital taxation involves conflicting goals. There can be a trade-off between productivity goals and 
social capital considerations.

Many of the issues facing the New Zealand tax system are, at heart, 
about capital taxation.

5

A challenge for policy-makers is to strike an appropriate balance between these two goals.

• New Zealand is a capital-shallow economy. Taxes on capital 
income can reduce aggregate productivity by distorting 
saving and investment decisions.

• Capital taxation is central to perceptions of the fairness of the 
tax system (both in terms of horizontal and vertical equity). 

Productivity

Social capital

IN-CONFIDENCE
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• New Zealand’s approach to the taxation of capital income is relatively distinctive in the OECD. 

– Lack of retirement saving tax incentives

– Lack of a general tax on capital gains.

– Imputation

• Many OECD countries choose to have explicitly lower tax rates on capital income than labour income 
to promote efficiency. For example:
– Nordic dual income tax approach (higher tax rate on labour income than capital income)

– Tax treatment of retirement saving (eg, EET treatment for retirement saving accounts) 

– Payroll and social security taxes (which apply only to labour income)

– Although New Zealand does not have the above measures, GST effectively taxes labour income and not capital 
income (in addition, a GST also effectively taxes existing wealth when wealth is converted to consumption). 

• Many of these OECD countries also have greater levels of income redistribution than New Zealand. 
This is achieved through a combination of other forms of taxation, transfers and other social 
expenditures.

• However, global concern about inequality is igniting debate about the taxation of capital.

New Zealand’s approach to capital income taxation is distinctive.

6
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New Zealand has a high corporate rate, and relies 

heavily on the corporate base...

The story around New Zealand’s business taxation is complex...

7
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…but, after imputation, New Zealand imposes relatively 

low rates of taxation on domestic shareholders.
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• New Zealand is a capital shallow economy 
– The productive capital stock (eg, fixed assets such as buildings and 

machinery and intangible assets such as patents) is a driver of labour 
productivity. The capital stock is distinct from measures of wealth (which 
refer to the market value and ownership of assets and liabilities). 

– There have been persistently low rates of business investment in New 
Zealand over many decades (relative to the OECD average). 

– Low business investment is associated with New Zealand’s poor 

productivity performance.

• Effective marginal tax rates on corporate income are higher 
than the OECD average. 
– Effective tax rates on corporate income are driven by the company tax 

rate, depreciation allowances and inflation. 

– Corporate taxation matters for investment because of the importance of 
foreign investment. 

• Among OECD countries, New Zealand has the highest 
effective tax rate on investment in manufacturing plants. 
– The treatment of commercial and industrial building depreciation 

contributes to this outcome (as tax depreciation is lower than economic 
depreciation). 

– Deductions for building depreciation were abolished in 2010. There are 
now high effective tax rates on new building investment, which in turn 
affects the supply and price of the building stock.

…but key issues relate to business investment…

8
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• The current tax system is likely 
distorting investment signals 
across firms and industries. 

• The chart shows the proportion 
of SMEs’ accounting profit that 
is untaxed realised capital 
gains. 

…and distorted investment signals…

9

Source: Tax Working Group Secretariat
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• Company tax rates are falling around the 
world.
– New Zealand is shielded from tax competition –

at least to some degree – by economic 
geography. 

– Nevertheless, our policy settings are strongly 
affected by Australia’s choices around business 

taxation.

• The result is downwards pressure on the 
company rate.

• Reductions in the company tax rate would 
create risks for the integrity of the tax 
system.
– A large misalignment between the company rate 

and the top personal rate would create 
opportunities for tax evasion and avoidance.

…and pressures from globalisation.
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• Wealth is less equally distributed than 
income in New Zealand and all OECD 
countries.

• Wealth accumulation is related to 
income and saving over the life cycle. 
Therefore, there is a strong age pattern 
to wealth. 

• Household wealth has been increasing 
over time. Older households have 
accumulated significant wealth that 
they can leave to younger generations 
through inheritances or gifts. 

• Bequests may have an increased 
influence on household wealth and its 
distribution in the future. That may have 
important implications for social mobility 
and the intergenerational transmission 
of opportunity. 

Wealth inequality is significant, although related to life-cycles and age

11
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To: Minister for State Owned Enterprises (Rt Hon Winston Peters) 
Minister of Finance (Hon Grant Robertson) 
Associate Minister of Finance (Hon David Parker) 
Associate Minister for State Owned Enterprises (Hon Shane Jones) 

This report provides an update on current issues in relation to State Owned Enterprises, Airports, 
Air New Zealand and Mixed Ownership Model companies within your portfolio. Please tick a box if you 
would like more information on a topic. 
 

 

 
 
1. New and notable issues 

 
More 
info? 

Entity / Issue Update 

 

NZ Post  

(Madeleine Lock)  

NZ Post’s annual results for 2018/19 will be announced on Friday 27 
September 2019.  The final announcement will show that profit from core 
(mail and parcel) operations is $17m, up from a $15m loss the prior year 
driven by price increases, further cost-cutting and strong parcel volume 
growth, against a backdrop of further mail volume decline. 

The after tax group result (including earnings from Kiwi Group Holdings, KGH) 
will be a $121m loss. Extraordinary items feeding into this loss are:  

(i) a $38m provision for Holidays Act adjustments,  

(ii) the mail impairment, comprising a $51m asset write-down and 
associated $59m tax asset write-off (total impact of $110m); and 

(iii) the $15m legal settlement pay-out regarding the KGH transaction.  

Shareholding Ministers offices were provided with a draft results 
announcement on Monday 23 September 2019.  We think the draft 
announcement hit the key messages we were expecting regarding the 
impairment. It also noted “We [NZ Post] are keeping our shareholder fully 
informed and we appreciate their high level of engagement” – a recognition of 
the work undertaken to date regarding mail services (without providing detail). 

NZ Post and the Treasury are working with Ministers’ offices regarding the 
messaging for the Friday 27 September 2019 announcement.     

 

Landcorp 

(David Blue)  

Fonterra announced today a net loss after tax (audited) of $605m for 
FY2018/19 compared to a loss of $196m from the prior year. The reason for 
the increase in loss was due to the Fonterra reducing the carrying value of 
several of its assets and to take account of one-off accounting adjustments 
that totalled $826m. 

Fonterra also announced a final milk price of $6.35 per kgMS and a refreshed 
strategy which includes changes to its operating model and management 
team. In essence, Fonterra intends to reset the business and achieve success 
in the future by focusing on its dairy ingredient and foodservice business and 
rationalising its off-shore milk pools over time. 
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More 
info? 

Entity / Issue Update 

Fonterra expects to exceed its $800m debt reduction target due to the 
significant contribution of Tip Top ($380m) in FY2019 and subsequently 
announced sale of its stake in DFE Pharma ($633m) with proceeds from this 
deal available in the 2020 financial year. The company’s gearing ratio is 
outside of its targeted 40%-45% level at just over 48%. It did, however, 
achieve a reduction to its capex by $261m (target: $200m) last year and a 
reduction in operating expenses by $185m, year on year.  

While the result is not great, Fonterra is keen to get on the right path, by doing 
the basics right and returning its balance sheet to a position of strength with 
an aim of improving the returns to shareholders and milk pay-outs to farmers.  

Landcorp had budgeted for a nil dividend from Fonterra for FY2019/20 and a 
change in supply from Fonterra to Synlait for five of its Wairakei Pastoral 
farms in order to release capital from the sale of Fonterra shares and achieve 
a better pay-out. Landcorp intends to supply 46% of its milk supply to Fonterra 
with the balance of 54% going to independents. 

We will continue to work with Landcorp to understand the implications of this 
announcement and effect of Fonterra’s new strategy. 

 

Air New Zealand 
– Annual 
Shareholder 
Meeting 

(Juston Anderson) 

At Air NZ’s ASM on 25 September 2019, four of the five resolutions for 
approval by shareholders were passed with 99.6% or more of shares voting in 
support, as is normal for listed company ASMs. Turnout was high with 83% of 
shares voting. However, the resolution for Air NZ’s widebody aircraft 
transaction (Project ABBA) had 51.4m shares voting against. This was 5.5% 
of the shares that voted, so the resolution passed with 94.5% in support. This 

 

Jetstar – 
Withdrawal from 
regional flights  

(Juston Anderson) 

You will have seen the announcement from Jetstar that it is withdrawing its 
regional turboprop services with effect from 19 November 2019. This will be 
around a 3.3% reduction in total domestic seat capacity. For the routes 
affected, total capacity reduction will be around 21% - assuming Air NZ does 
not increase capacity in response, which it almost certainly will. We 
understand the aircraft Jetstar was using are old and would have required 
significant maintenance or replacement to continue flying. This, along with the 
ongoing losses Jetstar said it was making on these routes, would have been 
the trigger point for the decision. Air NZ’s domestic codesharing agreement 
with Qantas would also have been a factor, as it removes the need to have 
regional Jetstar flights to connect to flights from Qantas and alliance partner 
American Airlines. 

s9(2)(ba)(i) and s9(2)(g)(i)
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More 
info? 

Entity / Issue Update 

Air NZ has offered discounted fares to Jetstar customer affected by the 
withdrawal, and committed to not increase its lowest lead-in fares on the 
affected routes until at least the end of 2020, subject to fuel prices. Market 
analysts saw the impact on Air NZ from Jetstar’s decision as either immaterial 
or a small net positive, but with a risk of increased regulatory or public scrutiny 
of regional fares. 

Hawkes’ Bay Airport has advised us that Air NZ accounts for 85% of its 
passengers, with Jetstar being most of the remainder, and it expects Air NZ to 
pick up about 50% of former Jetstar passengers. 

 

Audit Partner 
Tenure 

(Eva Parker) 

The Treasury has reviewed the tenure of partners undertaking annual audits 
of the Crown’s SOEs. 

The Auditor General’s (AG’s) auditing standards augment those issued by the 
External Reporting Board that apply to assurance practitioners who conduct 
audits in New Zealand, as they do not fully account for the scope and nature 
of public sector audits. Auditors are appointed for three years and reappointed 
for an additional three years subject to satisfactory performance. To maintain 
objectivity, auditors cannot continue their association with the audit of a public 
entity for more than six consecutive years. After such time, the individual 
should not be involved with the entity in any other professional capacity for 
two consecutive annual audits. 

If a public entity is listed under the NZX, the rotation rules imposed on listed 
entities apply as they are more restrictive than those of the AG. There is a 
compulsory five-year rotation of audit partners for Financial Markets Conduct 
(FMC) audits, which capture FMC reporting entities (including listed issuers). 
This requirement is mirrored in the NZX listing rules. New Zealand has no 
mandatory audit firm rotation rules. 

The following table presents SOE auditor data as at the end of FY18. All 
SOEs comply with the AG rotation rules. The far right column compares SOEs 
against the NZX rotation rules. 

SOE* Audit firm** Audit partner tenure** 
(years) AG rules NZX rules 

Airways PwC 5 ✓ ✓ 
AsureQuality KPMG 1 ✓ ✓ 
KiwiRail Audit NZ 2 ✓ ✓ 
Kordia KPMG 1 ✓ ✓ 
Landcorp KPMG 6 ✓ ✕ 
MetService PwC 1 ✓ ✓ 
NZ Post PwC 1 ✓ ✓ 
Orillion Audit NZ 4 ✓ ✓ 
QV Audit NZ 2 ✓ ✓ 
Transpower EY 3 ✓ ✓ 

* Excludes ECNZ, Kiwi Group Holdings and Solid Energy. 

** Sourced from SOEs’ respective annual reports. 

s9(2)(i)
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More 
info? 

Entity / Issue Update 

 

Education Payroll 
Limited 

(Alex Ng) 

Education Payroll Limited’s (EPL’s) Annual Report will be provided to Minister 
Robertson on 2 October 2019.  

It will be disclosing in the notes to the Financial Statements that two 
employees received compensation and other benefits totalling $262,833 in 
relation to cessation. It is in relation to an employment matter that has been 
the subject of an independent investigation which is now concluded. A 
confidential severance arrangement that included contractual obligations has 
been reached through mediation.  

Should there be any queries around the note in the Financial Statements once 
the Report is published, these will be dealt with by EPL. As it is an 
employment matter and all details are confidential, EPL will respond 
accordingly.  

Minister Hipkins has been informed separately by EPL.   

 

Quotable Value 

(Catalina De 
Mendoza) 

Our externally-commissioned review of Quotable Value’s (QV’s) business and 
strategy is nearing completion, with a final report having been delivered this 
week. On Friday 27 September 2019, the external consultant will debrief QV’s 
Chair, Deputy Chair and the Treasury.   

The objective of the review is to address the falling financial performance of 
the company and to provide a level of confidence in the strategic direction of 
QV to shareholders, the Board and the new Chair. After the de-briefing, we 
will report the findings and next steps to Ministers and will continue working 
with QV’s Board and Management on the implementation of 
recommendations (expected late October 2019). 

 MetService 

(Catalina De 
Mendoza) 

In December 2018, the private weather company WeatherWatch lodged a 
complaint with the Commerce Commission, against MetService and NIWA, in 
relation to weather data pricing. On 25 September 2019, the entities were 
advised that the Commerce Commission has decided to open an investigation 
into the pricing and terms on which competitors can access weather data. 
This investigation is likely to generate press interest. Treasury will keep 
Ministers informed of any decisions and work closely with MetService. 

 

Crown Research 
Institutes 

(Mark O’Regan) 

CRIs receive funding from two main sources – the Strategic Science 
Investment Fund (SSIF), and contestable funding pots including the 
Endeavour Fund.  
 
SSIF funding 
 
MBIE-provided SSIF funding (previously known as ‘core funding’) is intended 
to give the CRIs a degree of financial certainty, allowing them to deliver their 
core purpose, plan effectively and strategically, deliver long-term research 
outcomes and develop core workforce capability. -

s9(2)(g)(i)

s9(2)(g)(i)
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More 
info? 

Entity / Issue Update 

Other factors 

 
2. Upcoming Reports/Cabinet Papers 

Company Report No. Subject Date 

QV T2019/3051 QV Strategic Review 31 October 2019 

Landcorp  T2019/2756 Meeting with Landcorp Farming Limited Early November 2019 

Landcorp T2019/1233 Landcorp – Waitangirua Land 8 November 2019 

 
3. Upcoming Governance and Appointments Reports (SOEs portfolio only) 

Company Report No. Subject Date Minister 

QV T2019/2831 Update after due diligence Week of 30 
September 2019 

Minister of Finance 
Associate Minister for SOEs 

Airways T2019/2845 Short-listing Early October Minister of Finance 
Associate Minister for SOEs 

Crown 
Infrastructure 
Partners Ltd 

T2019/2837 Commencement of 
Process  2 October 2019 Minister for SOEs 

Minister of Finance 

KiwiRail T2019/3032 Short-listing and Term 2 October 2019 Minister for SOEs 

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(f)(iv)
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Company Report No. Subject Date Minister 

Holdings Ltd ends Minister of Finance 

Mercury NZ  T2019/2555 New director election TBC Minister of Finance 
Associate Minister for SOEs 

 
4. Official Information Act (OIA) Requests under Action 

Company Report No. Subject Date Minister 

N/A T2019/3020 

List of titles received between     
1 August 2019 to 31 August 2019 

Reply due:                  
30 September 2019 

Minister’s due:            
7 October 2019 

Minister for SOEs 

Solid Energy T2019/2428 Board Papers Relating to Solid 
Energy and Pike River Coal Mine 

Reply due:                  
2 October 2019 
Minister’s due:            
16 October 2019 

Minister of 
Finance 

 
 
 
 
 
 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance 
 
 
 
 
 
Rt Hon Winston Peters Hon Grant Robertson  
Minister for State Owned Enterprises Minister of Finance  
 
 
 
 
 
Hon David Parker  Hon Shane Jones   
Associate Minister of Finance Associate Minister for State Owned Enterprises   

s9(2)(a)
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Annex: Entities covered by this SOP 
 

Entities Shareholding Ministers 

State Owned Enterprises  

Airways  

AsureQuality 

Electricity Corporation of New Zealand 

Kordia 

New Zealand Post (NZ Post) 

Landcorp  

MetService 

Quotable Value (QV) 
Transpower 

 

- Minister for State Owned Enterprises 
delegated to Associate MfSOEs (Jones) 

 
- Minister of Finance delegated to 

Associate MoF (Parker) 
 

New Zealand Railways Corp 

KiwiRail 

 - Minister for State Owned Enterprises  
- Minister of Finance  

Orillion (Animal Control 
Products) 
 

 - Minister of Finance delegated to 
Associate MoF (Parker) 

- Minister of Biosecurity 

Mixed Ownership Model Companies  

Air New Zealand - Minister of Finance 

Genesis Energy 
Mercury NZ 
Meridian Energy 

- Minister for State Owned Enterprises 
delegated to Associate MfSOEs (Jones) 

- Minister of Finance 

Airports  

Christchurch International Airport 
Dunedin International Airport 
Hawkes Bay Airport 

- Minister for State Owned Enterprises  
- Minister of Finance  
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