THE TREASURY

Kaitohutohu faupapa Rawa

Reference: 20140294

11 February 2015

Robert Ashe

Green Party Advisor

Level 14.05, Bowen House
Parliament Buildings
Wellington 6160

Dear Robert Ashe

Thank you for your Official Information Act request, received on 25 November 2014.
You requested the following:

“.. any advice Treasury has given to the Government on achieving a return to a
budget surplus for this 2014/15 financial year. Please limit the scope of your
search to all advice provided since January 1, 2014.”

On 19 December 2014, an extension of 20 working days was requested. A response
to your request is due by 12 February 2015.

Information Being Released

Please find enclosed the following documents:

s - N
Item | Date Document Description Decision
Building the Buffer — Note to Minister
1. 10 March 2014 of Finance’s office on Monday 10 Release in full
March 2014
March Baseline Update and Impact o
2. 20 March 2014 . 'p n mP 4 Release in part
the In-Year Revisions Position
Forecasting OBEGAL in the Pre-
3" 8 April 2014 . g 4 Release in full
Election Update
4, 8 April 2014 Risks to the 2014/15 Surplus Release in part
5. | 28 July 2014 2014/15 - options (updated 30 July) Release in part
Levers for responding to forecast |
6. 24 October 2014 . Release in part
deterioration
Options/levers - responding to prelim
7. | 3 November 2014 . P s HYEFU 2014p glop Release in part 1 The fTerrace
iscals SRRy 3724
Wellington 6140
New Zealand

tel. 64-4-472 2733
fax. 64-4-473 0982
www.treasury.govt.nz



LPlease note that the options presented in these documents do not reﬂecf
R R e

(recommer datrons prepared by the Treasury, but are options prepared for the”

[ Government should they have wlshed to pursue an&

| have decided to release the relevant parts of the documents listed above, subject to
information being withheld under one or more of the following sections of the Official
Information Act, as applicable:

Information Publicly Available

section 9(2)(f)(iv) — to maintain the current constitutional conventions protecting
the confidentiality of advice tendered by Ministers and officials, and

section 9(2)(b)(ii) — to protect information where the making available of the
information would be likely unreasonably to prejudice the commercial position of
the person who supplied or who is the subject of the information.

In addition, the information listed in the table below is also covered by the request and
is available on the Treasury website.

Item

Date

Document Description

Website Address

8.

31 March 2014

A package that delivers a surplus
(Proactively released in July
alongside other key documents
from Budget 2014)

http://www.treasury.govt.nz/publi
cations/informationreleases/bud
get/2014/key

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This fully covers the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

Simon McLoughlin
Team Leader, Fiscal and State Sector Management




Information Being Released
TOIA 20140294

Doc 1 Page 1
Doc 2 Page 4
Doc 3 Page 8
Doc4 Page 10
Doc 5 Page 11
Doc 6 Page 14
Doc 7 Page 16




Doc 1
Page 1 of 18 Released

IN-CONFIDENCE

BUILDING THE BUFFER IN 2014/15

This is an initial list of possible options that could be implemented in Budget 2014 to
build the buffer for OBEGAL in 2014/15, which was forecast at $86m in HYEFU 2013
(0.04% of GDP and less than 0.1% of total Crown expenses). These numbers are high
level estimates but do provide an idea of scale. 25

A

P ™
We would recommend that these options be |mplemented“as parl of a BE }'ather‘_
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Expenses

¢ Budget 2014 package: $100m-$200m ~ a smaller package than the current $1b per
year. This could involve reducing discretionary initiatives (eg, keeping to the low-
spend BGA package would save around $100m).

S S 7
or /

~) e
e March Baseline Update 2014: around éov{e.are closelykexinmmg expense
transfers and retention o underspendsan{e 20M/15 and wil[ present options (the
.n?‘ﬂ“ﬁ f'a‘ﬁ"lﬁtmwm_' likely alre d\fro\m the forecast as part

QIEeoRECty

& 8m increase in 2014/15 (Multi

—gonsidered aI
( ‘",addlllonal fund gf(’:r

_options around the Budget initiative for
icial Development Assistance.

] Ontaon. \Move un inxjs |nto 2015/16. This should be

i
. ,--Tﬁahed contingencies: $60m — shift out associated expenditure in 2014/15 to

/16, although there is some pressure from Christchurch-related spending
currently in 2013/14 being moved into 2014/15.

350 — could close for one year, or

o BPS has $20m sitting in 2014/15, although some will already be
committed.
o Justice sector had $60m transferred to 2014/15.

IN-CONFIDENCE 2
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2014/15 Ievy year rising to E:
lnclude not doing any Ievy reductions |n the

sductions (or any, furtf

Given expectations of higher ACC fe prehgﬁ'ﬁaw casts (OBEGAL
reduced by $130m in 2014/15), yo§ link t?e %;E ‘d round of reductions
to the performance of the Cor q

profitability.

mgat heé- of continued reduced

O

5 %; increase couid’ gk“\ﬁgto $400m per year)
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THE TREASURY

Kaltohutohu Kawupapa Rawa

Treasury Report: March Baseline Update and Impact on the In-Year
Revisions Position {27/» &

{Information not within'scope],

Treasury:2849341v1 BUDGET-SENSITIVE
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Impact o,n\

Expens % ers and retention of underspends

17. In the 2013 OBU letters you indicated to agencies the significant risk expense transfers
poses fo the fiscal forecasts, and signalled that you would only be approving expense
transfers where agencies could prove that a factor outside of their control was the
primary cause of the delay. Consequently, we have applied increased scrutiny when
assessing agencies requests for transfers or retention of underspends in this baseline
update process.

T2014/305 : March Baseline Update and Impact on the In-Year Revisions Position Page 4
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19.

20.

21.
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The Treasury currently applies a 'top-down adjustment’ to the forecasts to reflect that,
among other things, the majority of underspends are not spent and continue to carry
forward from year to year. This top-down adjustment effectively reverses the transfer
at a whole of government level. As a result, a decrease in the level of transfers or
underspends will not necessarily directly impact the Operating Balance before Gains
and Losses (OBEGAL). Instead, it is likely that a decrease in the underspend will
result in a corresponding decrease in the top-down adjustment, negating any impact on
OBEGAL.

While there might not be a direct operating gain from reduging underspends it is vital
from a fiscal management perspective that departmental | baselines fau!y feflect the
level of spending required for departments to deliver therr outcomes.( Scrutiny of
underspends promotes good fiscal management practlcg@s departments must display
a good knowledge of their cost drivers and fiscal posifion. The ‘responsibility for
managing baselines is therefore directed where it should be, at\deparfments rather
than placing reliance on a central adjustment mechanlsm :

The top-down adjustment assumes that agen01es will conhnue to carry forward
transfers and underspends from year to year. However,as long.as departments retain
the authority to spend previous upderspends there is’ a risk that, contrary to past
behaviour, departments will unexpectedly increase’ their spending in a particular
year. Were this to happen, the goVernment's expenditure might exceed forecasts.
Adjusting baselines to a morerea‘lisﬁc tevel mitigates this risk.

As the Figure 1 below/ shows the trend. oVer the last two years suggests that
departments may be stamng ta catch up. slightly on spending, as expenses transferred

in have been more than &yhat is bemg transTerred out.

Figure 1: Expense transfer Pmpact 2009—2013

22.
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Year ended 30 June
mmTransferin at OBU m®Transfer outat MBU —Net Impact

To further reinforce this message around the importance of accurate forecasting, we
have included on your behalf a short paragraph in each of the attached response
letters asking Ministers to engage with their agencies on the accuracy of their five-year
fiscal forecasts.

T2014/305 ; March Baseline Update and Impact on the In-Year Revisions Position ' Page 5
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23. The total impact and timing of expense transfers and retention of underspends, both
actual and in-principle, sought in MBU is set out in Table 3 below. (Note that actual and
in-principle capital transfers are excluded, as they do not impact on OBEGAL.)

Table 3: Operating Actual and In-Principle Expense Transfers and Retention of
Underspends Profile

$ million increase/{decrease)
201314 2014115 201516 201617 %017118

Expense Transfers Impact (396.3) 2'5}@ Ter 14 D 82
Retention of Underspends Impact (329) 5328, I N -
in-Principle Expense Transfers Impact (284. é} \2]\3“.0 51 \\\;fi_ﬁ 5.1
In-Principle Retention of Underspends Impact ,gml 0.6 __;x_‘;\;".x‘_\\ . -
<4
Total Net Impact g{@‘ Bj 563, § i21\8 184 10.3
S~ \ ’\/ ] /\ \. \. )

24. We have identified a number of transfers that {ve do nétsmppori because they do not
meet the criteria for Joint minlsterlaf\apm'gvﬁl under abj\ ?.‘felegatlon There are also
a number of underspends we reéagmemi be fran eged o the Justice Sector Fund,
which would allow you more, oontr ol over pnorﬂlsatq Wacross the sector, These are
discussed in more detail below. )

=t — —

25.  We have classified all remaumng requests far ac\fua} and in-principle expense transfers
and retention of undersﬁepds into two E;ategertes

a. 'Non-dlscretlo ol where not\approvmg the transfer will either risk service
delivery famLe( the agency*has significant pressures that cannot be met from
their base@e p, \

_..-/,r‘s\ /\\\\ \J

b. ‘Dlsé?stlonary - representmg requests that meet the rules in CO (11) 6, are in
ling with; hyéurrent pgicy objectives, and will assist departments in alleviating cost
pr‘eésgres but will. mat\ﬁ;éd to service delivery failure if not approved A complete

_,..f_—; ‘--Ii_s/ixg?transfegs\ é\vhaiw identified as ‘discretionary’ can be found in Annex Two.

26. Warecommend {re fers.lentrfied as non-discretionary be approved, as not doing’
/ s0'would risk ‘_;dellvery‘fallure aﬂf you wished to further reduce the risk to the
fiscal forecg§ts \you could look to decline some or all of the transfers identified as

dlscretlppaty

27. 1t si)ould t;a noted that there is a risk that declining discretionary transfers will
mceht\\?}sé agencies to increase their expenditure in the remaining quarter of 2013/14.
It is pessible that such expenditure would be low-value.

28. Should you decide to decline some or all of these transfers, we will work with your
office to reflect these decisions in the relevant response letters.

TF20147305 : March Baseline Update and impact on the In-Year Revisions Pesition Pago 6
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FISCAL ISSUES 8 APRIL 2014
FORECASTING OBEGAL IN THE PRE-ELECTION UPDATE

The purpose of this note is to summarise the potential risks that could impact on the
forecast operating balance before gains and losses (OBEGAL) for 2014/15 at the Pre-
election Update (PREFU). PREFU is due for release between11.~ 22 August 2014.°

This note focuses on risks at a high level and provides ap éss_es'smént of thqir"pbtehﬂal
impact and what an appropriate buffer would be to mitigate the fisk of forecasting.an’
OBEGAL deficit at the PREFU, given there is little oppoﬂunlty to make policy. changes
We are currently in the process of preparing the SpBCfflC fiscal risk chapter for the 2014
Budget Update, which provides more detail of mdwiduai tisks that couidumpact the
fiscal outlook. LGP

) '.
.

To determine what may change between Bucfget and the PREFLLwe ve looked at

areas that have been most susceptible-te change in reeent forecast rounds (refer to the
attached A3). There are a lot of potential ottcomes and. gwen the uniqueness of a
PREFU it is difficult to confidently predict the outcorme. However we've used our
;udgement and experience to-come-up with reasonabfe forecast bounds /1 ‘_g_.major risky’

) returning;to surplus. caaﬁrii{;os 1]o be the va(‘\aﬁih}ylgﬂax revenue forecasts: ?

The timing of the 2014 PREFU is similar, 10 ihe 2005 PREFU, which resulted in an
increase in the OBERAC (the precursor to OBEGAL) of $628 million in 2005/06 from
the previous Budget. The most significant forecast change was increased tax revenue
of $731 milliop, 1L.ooking at the 201 +-PREFU, the OBEGAL moved down by

$1,068 mnhon w;th most of the change’due to revisions in Canterbury earthquake
costs. « :

Typrcal changes to OéEGj\L between forecasts rounds average around + $400 million.
.Thé Ievel ofa bufferto ensure a forecast surplus at PREFU depends on the level of
risk” you are willing fotake. If you wanted to protect against a situation where
everything that\could "go wrong (barring extreme economic shocks such as a repeat of
a GFC-likg’ eye)'lto; the outbreak of severe agricultural or human carried diseases),
does g;a wrong, _then you may want to have a buffer as high as $1 billion.

Howgve_r,\lft is worth highlighting the following factors which mitigate the risk:

° _'I:he closeness between the Budget Update and the PREFU (compared to usual
forecast round) will limit the amount of new information available to incorporate
into the forecasts, which could restrict changes between the two forecast
rounds.

e With 2014/15 now only one year away, the uncertainty in the current forecasts
is likely to have reduced from previous forecasts.

¢ There are some eventualities that could have secondary offsetting impacts on
OBEGAL. A good example of this is if interest rates are forecast to be higher
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than expected. While this would have adverse impacts on net finance costs, it
would be partly offset by a positive impact on resident withholding tax revenue.

Movements could just as easily be positive as negative. Any buffer will
increase the surplus in the event movements are positive.
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PRE-ELECTION FORECASTS

Cumulative effect of possible changes to the
2014/15 OBEGAL

Based on past forecast roundsETavenue ismostliKETS.
In the last three
forecast rounds tax revenue have moved by:

+-$620 mitlion in the 2013/14 year (prelim Budget 2014)
*-$108 million in the 2013/14 year (Half Year Update 2013)
* +5910 million in the 2012/13 year (Budget 2013}

$m
1,200 1
Low risk buffer
600 | e
400 [ s ]
SOE Returns

This chart adds up the potential impacts on OBEGAL if all
of the risks we’ve noted were to eventuate.

Currnnf‘

WELE.

and were rewsed down by $0.6 blllmn in the prehmmar\r 7
fiscal forecasts. There is a risk the current variance does
not narrow as much as anticipated, with flow on |mpagr_f.
into 2014/15.

s

S
L,
The other critical factor which will influence t/p:'?é\;'enuei b
forecasts at PREFU is the economic outlook, Thefeare a-.
number of economic data releases which coufd chan}e our
view on the economic outlook for 2014415 and thera!om
flow through to the tax revenue foréas{s Notable data
releases between Budget and Prt—BEU ur

+ CPI for the March quanerfls
(16 July)
* Labour market re|ease far Mamh mrter {7 May} -
* GDP for the Ma rdf“quar:erm Jyne) /

ind li(e June quarter

—- - l,

data.

Overall,we think tax revenue <gulhpomRnTawE Sy
«sTound 5540 millon based o average THaNges in e Last
owever it could aqylx hp higher or
Jowugmen the size of the tax reyepue Easg -

* Other data relmes c]ud‘ada-rv auction and rn"rxriﬁon N .

SOE Returns
The main risk will be around ﬂmﬁummmm
“SEIIIPERETET. Last year an asset impairment of around $300
‘million was recorded/Witfiheld undér SOT2J{EI(MI )

Some SOE’s may update their forecasts between BEFU and
PREFU which will need to‘ﬁe’incorporated into the forecasts.
““However this likely to,anly. uocur wnh a few entities rather
t_i(an across the se:tar\\h b

Gverall a buffer afss.ao million would be prudent to cover
both even:u"iﬁhas,

5 75 Fund Interest Income
In recént forecast rsunds the N2S Fund has shifted more of
its- m&gpmﬂoho from interest bearing assets to equity

%oldlnss. If t‘ie strength in equity markets persistent there
isan Ince&]tlve for the N2S Fund to move more of its

porr?allo into equity investment which would decrease

mlerest income. Previous revisions have been roughly

The GSF unfunded liabliity will be valued as at 30 June 2014
for inclusion in the year end financlal statements, If short-

term interest rates are higher than expected this could lead
| to an Increase in expenses due to the Interest unwind of the
l1ability, The maximum risk in 2014/15 is lkely to be around

Berefit Exenses EQCinsurance expense

Benefit expenses are unlikely ta change significantly befwksr |
forecast rounds. With benefit rates locked in for of the
2014/15 year the key 1|

T ‘numbers will be infi
and the ecanomic outlook.

The other potentiai change in ben:
from KiwiSaver, however given ey
$100m per year) at Budget we
change at PREF,

&

=N

Earthguake recovery

* Risks remain in respect to i:otl{\t.i'éqn-_la n?;uﬁé of costsand

timing or recovery costs. For 2014/ two key risk will be
if the rebuild happens faster than expected (which will move
expenses forward) and managing horizontal infrastructure
costs within the $1.8 biliion Christchurch City Council cost
sharing agreement.

We are uniikely to have a great deal of new information on
the above risks to factor into the PREFU forecasts reducing
the risk that the forecast wili change.

IRD will be carrying out impairment testing for major Crown
assets (namely student loans and tax receivable) for the 30

June 2014 fi ial The of the
valuations are unlikely to significant change IRD’s view of
impairments for 2014/15, as they would need more evidence
on the collectability through the year before making any
revisions.

W\.

“THere are two me‘ln {lslr.'sjo ACC'S forecast results, Firstly,

/ the ACC unfunﬁn}iublli{g,' witl be valued as at 30 June 2014

" for inclusita in® Lhe\ekr\eor.‘ financial statements. The

updated\h.luaﬂ.pn could | potentiaf have flow on impacts to
2014/45 (hmugp“ahanges ih the unexpired risk liability and
di ‘rate Wi fid. The vajuation will also provide
‘updated data arbund claims experience (e.g. cost of claims

{engit of time claimants are in the scheme) which
cn &mp,Ict on insurance costs going forward.

--'lq-ocﬂlﬂon, similar to the NZS Fund, ACC have also been
shifting more of its asset portfolio from interest bearing to
#quity holdings.

Looking at previous changes in ACC's current year forecasts
itis possible the 2014/15 forecasts could move around $150
million.

- The most significant risk will be changes In the timing of the
risk margin release.

At the moment a large risk margin release Is expected
through 2014/15 (around $230 mitlion), howsyenifsiain

he assumptions around
claim settlements will be largely driven by actual
i The valuation {inciuding these
he updated by year end.

) will

fel

The full amount of the unwind In 2014/15 Is uniiitely to be at
Hisk/Hemostreasonubly scenErio coufdses uround S50,
somilfionof e onwind not happed,

The PREFU will need to capture all government decisions
made between Budget day and our Pre-EFU fiscal forecast
finalisation date. We are aware there could potentially be
significant policy decisions taken around social housing and
the ACC funding review during this time.

A generai contingency of $50 million has been set aside at
Budget 2014 to manage new decisions. It is worth noting
that the contingency is usually overspent (e.g. the Budget 13
contingency is currently overspent by around $120 million).
However, given this risk is within the Government’s control
and there will be limited time for Cabinet decisions before
PREFU we believe the risk of overspending is low.

There is also a risk that there could be one-off events that
occur which could impact on our PREFU forecasts. Previous
examples of such events include company bail-outs and the
Canterbury earthquakes. [t is difficult to quantify the risks
from these events which makes it hard to know what an
appropriate buffer would be. Generally the probability of
one-off events are low, however there impact can be
significant.

We'll also need to consider an appropriate top-down
adjustment at PREFU. We think the chances of the impact
of the top-down changing from Budget is reiatively iow.

The two key factors that could move the forecasts for net
finance costs are changes in interest rates and funding
requirements. The funding requir will be dep
on what the 2013/14 closing net debt is an whether the cash
requirements for 2014/15 change. If the tax and benefit
impacts were to happen as above then the borrowing
programme would need to increase by around $550 million,
which could add around $25 million to finance costs in
2014/15. Changes in net finance costs from interest rate
changes are likely to be somewhat offset by increases in RWT
revenue so we expect this risk to be minimal.

o

Budget sensitive
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2014/15 — options
Updated 30 July 2014

to its medium-term fiscal strategy.

However, this note outlines a list of options developed by-the
use to respond to any deterioration in the forecasts with<litt
Government priorities.
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Interaction with the top-down adjustment

Treasury applies a ‘top-down adjustment’ to the'forecasts st-the-fact that entities
have a history of over-forecasting (i.e. the top<dowy [ s.that continue to
be carried forward year after year). When the ' st
entities are targeted. What this means
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Process for finalisation of the fiscal forecasts:

Key dates:

Date

Process

Wednesday, 30 July

Early fiscal heads-up (1)

Thursday, 31 July

Fiscal Issues (12.30pm)

Friday, 1 August

Early fiscal heads-up (2)

Monday, 4 August

Fiscal Issues (10am)
Cabinet delegation for PREFU deq;spns S
Fiscal forecasts communlcale’a, . & =

Week of 4 August

Any decisions taken to be |ncorporaté'd into the PREFU 7

Monday, 11 August

Report back to Cabinej-on any decisions taken under délegation

Tuesday, 19 August

PREFU released } O~ \ \5

We have prepared a paper for you to take toCabme;/on 4 August whuch seeks delegation
to Budget Ministers to take decisions |n dhé\week of 4 August for\ mcorporatlon into the

PREFU forecasts, if required.




Doc 6

Page 14 of 18 Released

BUDGET-SENSITIVE

Levers for responding to forecast deterioration
For discussion at Fiscal Issues, 29 October 2014

This note outlines some levers for responding to any forecast deterioration in the
upcoming Half Year Update.

Early indications are that the reduced tax revenue in 201 4/15 (around $800 ma!l)on} is
likely to be weaker on a consolidated basis as departments have: increased their, estimate
of GST. The lowering of the interest rate forecasts are- expeded ‘to have-a short term
negative impact on net interest costs with interest revenue’ bemg more sensmve to ehange
than finance costs. In addition, we are seeing some initial increases in core Crown
expenses in 2014/15 but are currently mvestlgatm/g those movements-in-conjunction with
finalising our top-down adjustment. Overall we are expectlng 201#15 o, be significantly
weaker than the Pre-election Update. With régardstothe outyears Ihe de!enoratlon of tax
revenue is unlikely to be mitigated by othef io“%oasl rnovements No—

« -
Although the forecasts are still to be’ fmaTisegi there aré sorne key messages below that
could be helpful when talking to your colleagues in the coming weeks:

+ [ Surplus for2 ;!4!15 h_(‘r,[’%’ venug is: sub]eet to significant downside risk in
EFU and expend| e is) unlikely to offset this,>

Uncertainty remains_ hlgh: outlock _[nay wasen before it gets better or it may turn
around quickly{ihc__ugh may be--léss 'li!{ely)'.

o Focu,s on medium-téym position: although they will have worsened, debt tracks
are likely to st be-prudent with no immediate need to respond to a deterioration
from an economfc management angtflscﬁlsgggdmnhty &irspectwg!

In the case(oinpedmg to turn around a small-to-moderate deficit, some initial options are
presenteci bel@w, This will help us understand which levers are available for fuller
cons,id_t_araglon .in November.

e 2014/15: while there is no immediate need to respond, meeting the commitment
may be positive for short-term credibility and heip constrain spending for the
remainder of the 2014/15 financial year. Options include:

{withield under s9(2)((v)I T =)
o Increasing Revenue: :

61/ Under S9(2){0(7)]
o _p_ecrgasing I_Ex;_)en_se_f

Treasury:3051230v4 BUDGET-SENSITIVE 1
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) 2015/16 and outyears: options addressing the 2014/15 deterioration should ideally
help or not overly worsen the 2015/16 position given it is also subject to risk.
Although there are more options for that year including the Budget 2015 allowance
(still at $1.5 billion in the forecasts), there are also a range of upcoming pohcy
changes that could impact on 2015/16 [Withheld under sS{2){f{)] :

° Wider considerations: some options have implications for four-year plans-now
being drafted; ongoing savings can be used to offset the Budget 2015 package full
advice on fiscal strategy and capital will be provided by 7 November 7

Please note that these initial options have been develOpé_d'in!ernally through_a-desktop
exercise and there has been no consultation with relevant Ministers or departments.
Consultation will be required to firm up feasibility and implications befara;é?egres‘.sing.
Interaction with the top-down adjustment { </ .
Treasury applies a ‘top-down adjustment' to-the expense forecasts;in 2014/15 of around
$900 million to reflect the fact that entities have a histopy of over-forecasting (ie, the top-
down reflects underspends that continue to-be carried forward year after year). While the
top-down results in more accurate forecasts it does mean that any adjustments to
department baselines and appropriations (including an efficiency dividend) would have to
be large (to counter the affgctof the top-down adjust’mjeht) or targeted at areas where the
baselines currently reflect the expected spend-{and-thérefore no top-down exists).

HYEFU timetable |

The timeframe-for. making decisions on the current HYEFU timetable, particularly any with
legislative implications, will be hght However there is flexibility to make adjustments to
this timetable to-erisure the HYEFU_is the best possible reflection of the economic and
fiscal ouﬂaok :nciudmg the lmpacl of government policy.

./.

Current Date ~ . Process
F'ndéy, 31 Octobqr AN s Early fiscal heads-up (preliminary)
Monday, 3 Ng@mbeii / Preliminary fiscal forecasts
Monday, 10 ﬁé}éh&her Economic forecasts finalised
Friday 1 4,'88v€mber Tax forecasts finalised
Frida’yf,fé;i:Ndyember Early fiscal heads-up (final)
Mo\u?fay? j4 November Fiscal forecasts finalised
Friday, 5 December Near-final HYEFU to Minister of Finance
Monday, 8 December Statement of Responsibility signed (MoF, Treasury Secretary)
Final Budget Policy Statement (BPS) MoF sign-off
Tuesday, 16 December HYEFU and BPS released
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Options and levers ahead of the final fiscal forecasts
For discussion, 7 November 2014

This note discusses the preliminary forecasts for HYEFU, particularly developments
around core Crown expenses. It explains some of the changes to expenses since PREFU

and what options there may be ahead of the final forecasts. éz
.,
%GDP fro

Core Crown expenses are forecast to continue to decline as %%p . 31
to 29.8% by 2018/19, in line with your expense intentions~Co N exXpenses.

nore positive emplayment outlook.

f). billion operating aliowance for Budgets 2015-17. A $1
et 2 ?5 and 2016, in.line with recent signals, would see a
nd § illio ytor 015/16 and $2.2 billion in 2016/17.)

here have also been some cumulatlvely significant
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We should also note that since our discussion on Tuesday, MBIE have resubmitted their
forecasts to reflect a reduction in spending of about $75 million in 2014/15. However the
reduction is unlikely to have a fiscal impact as most of the reduction related to items we
have identified as being unlikely to be spent, and therefore has been captured in the top-
down adjustment.

Understanding the increase in core Crown expenses

Under Cabinet Office Circular CO(11)086, joint Ministerial approval IS reqwred for expense
transfers (ET) or retention of underspends (ROU). Where an.agency.is seekingah ET or
an ROU, the Minister of Finance has full discretion over the approval of thesg movaments

However, with MYAs, Parliament has authorised the- government to spréad the amount of
the MYA across years. The allocation to each financial'year covered: by the MYA is the
responsibility of the Minister responsible for the’ approprlatlon rather thana joint Ministers
decision). To influence this, the Minister of Fmance would needto. mmate a discussion
with the appropriation Minister and jointly agree to change thephasmg ‘across outyears.

If Ministers wanted to ‘stop’ a movement: irom 2013/14 to 20?47‘!5 this would require a
decision to reduce the total amount. of the appropnatlon '

In Treasury's view MYAs are appropnate for multl yeanﬁnlte prolects whose overall cost is
fixed and clear but the split of that cost b we Mduai fmancnal years lS not. Examples
of this appropriate use are the MYAs i y Recc ry for thg

-.-devetopment costs of. th@féﬁ ! cies have a hlstory of
po"rly forecastlng M‘ﬁ'?s an { aften front ioa_d the proflles Th|s history of front loading
feeds into the calculat:onof the top down adjustment

In our view a successwn of MYAsws not appropnate for expenditure that is intended to be
ongoing. With- -ongoing expenditure; ETs and ROUs can be used to provide flexibility
across y‘ears These movements are fiscally neutral across the forecast perlod and
govemment debt. N\
The ﬂembnlnty toals avaulabte to agencies in CO(11)06 are designed to reflect Cabinet's
intention to mcrease ﬂexnbnllty of financial management for Ministers and departments, and
to that extent asslst in the ability to manage within fixed nominal baselines.

We sh utd nole that CO(11)06 is currently under review and so far internal discussions
suggegL\ha)t this flexibility is something we support and may recommend increasing in
certaininstances. You will have an opportunity to comment on this review in the next
month.
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HYEFU timetable

The timeframe for making decisions on the current HYEFU timetable, particularly any with
legislative implications, will be tight. However, there is flexibility to make adjustments to
this timetable to ensure the HYEFU is the best possible reflection of the economic and
fiscal outlook, including the impact of government policy.

Current Date Process
Monday, 3 November Preliminary fiscal forecasts N/ %
Monday, 10 November Economic forecasts finali39c£-. <”~§ ) I~ \\ )
Friday, 14 November Tax forecasts finalised ¢ \ N ‘\ > .\','—’
Friday, 21 November Early fiscal heads-up (final) &
Monday, 24 November Fiscal forecasts finﬁligéd’\, ,‘\ ~
Friday, 5 December Near-final HYERU o' Migilster of Finance ™.\ ™
Monday, 8 December Statement of 'F'fes'p’énéibﬁity signed':{MoF Treasury Secretary)

Final Budget Policy Statemem {BPS) MoF’ sign-off
Tuesday, 16 December HYEFUiteleased B {3 ~_
/ vV o~
Budget Policy Statement__ﬁﬂjgﬁne'" = NN

Current Date < /|~ [N~ PProcess
Friday, 7 November (c ')':‘\.~~, Road che/cJ? yeboruwnh projections assumptions appendix)
Friday, 21 NovembLaf.' "'_' /| Draft Budgel F‘ollcy Statement to Minister of Finance
Monday, 24 November CabinetPaper [timing TBC] _

Tuesday, 2%‘ N&{aﬁﬁ)’er BudgerPohcy Statement at Fiscal Issues
Tuesday. 2-December " "|Fipal BPS at Fiscal Issues ]
Moriday, 8 Deéember ¢ | -BPS sign-off by Minister of Finance

y Tuesday,/(s Decemﬁer\ \ éP§  released

fPagesar-ymfh w\rs}? )t’ﬂflv}}
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