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Reference: T2020/1229     IM-2-1-14-1-1  
 
 
Date: 24 April 2020 
 
 
To: Minister of Finance  

(Hon Grant Robertson) 
 
 
Deadline: None 
 
 
Aide Memoire Updated forecast costs for the Business Finance 
Guarantee and related accounting treatment  

This Aide Memoire updates you on the estimated costs of the Business Finance 
Guarantee Scheme (BFGS) and how they will be reported in the Budget and financial 
forecasts. 

On 23 March the group of Minister with power to act on COVID issues, agreed to 
introduce the BGFS. The paper considered by COVID Ministers contained initial 
estimates for the cost of the BFG.  We have now updated these costs and finalised the 
accounting treatment. 

The paper considered by COVID Ministers also established multi-year appropriations to 
authorise the spending of the BFGS. Given the shortened timeframe to prepare advice, 
these were included, on a “better safe than sorry” basis, but subsequently we have 
determined that these appropriations are not required as all the expenditure is 
authorised under the Permanent Legislative Authority (PLA) provided by section 65ZG 
of the Public Finance Act. The information on this PLA appropriation that will appear in 
the budget documentation is attached as Annex 1. 

Our initial estimate of the cost of the scheme was around $1.25b.

We have now carried out a more methodical approach, consistent with accounting 
standards1, that has refined the cost of the scheme to $583m. Our approach to the 
valuation has been confirmed with PriceWaterhouseCoopers. 

                                                
1 Accounting standards require a financial guarantee contract to be measured at initial recognition at fair value.  In a 

normal commercial arms-length transaction, the initial fair value would usually be the guarantee fee.  However, a fee 
is not being charged for this guarantee, nor are there any relevant market prices to use.  Therefore, we have had to 
use a mathematical model that considers financial risk to provide a reliable initial measure of fair value. 

[2]
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The $583m cost is comprised of three components as set out in the following table: 
 

Cost 
Component 

Total cost 
over period of 
scheme ($m) 

Comment 

Expected credit 
Losses 

525 We have used the banks credit ratings of their business 
lending portfolio and 

 We assume that the indemnities 
agreed will be fully subscribed. 

Expected 
Administration 

13 The expected administration costs where initially 
estimated at $9 million.  As we have worked through the 
mechanics of the scheme, and the management tasks 
and costs of the management controls involved, we have 
increased our estimate of the expected administration 
costs by $1 million for each year the scheme is 
operational. 

Expected 
Return on 
Capital 

45 The expected return on capital covers the costs of the 
capital required, with a stress allowance. Using the 
expected credit losses of $525 with a stress allowance of 
$225 (similar in concept to a “contingency” line in a 
project budget) and applying the public sector discount 
rate of 6%  

Total Cost 583  

 
$583m is our best estimate for the cost of the BFGS, but the impact of COVID-19 and 
related Government response measures on the New Zealand economy is highly 
uncertain, as is this timing and quantum of the demand for BFGS supported loans.  As 
such the amount of credit losses from BFGS supported loans is highly uncertain and 
could be much greater than our current estimate of $525m.  

We see much greater upside risks (higher than estimated credit losses) rather than 
downside risks (lower than estimated credit losses). 

Impact on OBEGAL 

The “Expected Return on Capital” represents an economic cost, as opposed to a fiscal 
cost. This can be thought of as a “risk adjusted” opportunity cost (some of this cost will 
be reflected in the crown accounts via higher government debt servicing costs – but 
these underestimate the true opportunity cost as they do not reflect the higher risk 
taken).  Although this component is recognised upfront as part of the fair value cost, it 
is unwound over the course of the scheme – in a similar way that the concession on 
interest free loans unwind as the loans mature.  

[26]
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Hence the forecast overall cost of the Scheme is $583m ($525m+$13m+$45m). This 
will be recognised upfront in OBEGAL in 2019/20, albeit with amortisation and the 
unwinding of the expected return on capital, resulting in small movements in OBEGAL 
over the period of the scheme. 

Net debt is forecast to increase in line with the estimated payments made under the 
scheme and administration costs incurred. 

At each reporting period, as information on expected credit losses emerge, the amount 
of the liability will be tested to ensure it is adequate.  If emerging credit losses are 
higher than we currently expect, the liability, and the expenses reported in OBEGAL 
will increase. 

The overall impacts to the Financial Forecasts of Government is attached as Annex 2.  
 

 

 

 

Nick Graham, Senior Advisor, Business Finance Guarantee, 
Kate Le Quesne, Manager, Business Finance Guarantee, 

[23]
[23]
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Annex 1: Appropriation that will be included in the Supplementary Estimates: 

 2019/20 2020/21 

Titles and Scopes of Appropriations by Appropriation 
Type 

Final
Budgeted

$000 

Estimated 
Actual 

$000 
Budget 

$000 

Payments and Expenses in Respect of Guarantees and Indemnities 
PLA (M31) 

This appropriation is limited to any money paid by the 
Crown under, and any expenses incurred by the Crown in 
relation to, a guarantee or indemnity given under section 
65ZD of the Public Finance Act 1989, as authorised by 
section 65ZG of that Act. 

546,000       546,000 -14,000 
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Annex 2: Overall impacts to the Financial Forecasts of Government 
 

Fiscal Impacts on Forecasts 

Operating Statement impact 2019/20 2020/21 2021/22 2022/23 2023/24 Total 

Concession Expense  583         583 

Expense - adjustment to contract amount2 -37 -14 4 2 0 -45 

OBEGAL Impact 546 -14 4 2 0 538 

       

Balance Sheet cumulative impact 2019/20 2020/21 2021/22 2022/23 2023/24  

Fair Value Guarantee (Liability) 543 475 300 50 0  

Net Debt 3 57 236 488 538  

Liabilities 546 532 536 538 538  

Equity ( ∆ OBEGAL) 546 532 536 538 538 

 

 

 

 

 
 
 
 
 

                                                
2 Reflects the net of the amortisation and an adjustment to ensure sufficiency of the liability 
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