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2 March 2006 DH-17-2-1  

Treasury Report: Bilateral Briefing for Vote Economic, Industry and 
Regional Development (capital only) 

 
Attached is a briefing for the bilateral between the Minister of Finance and Hon Trevor 
Mallard at 3.30pm on 6 March 2006 to discuss the capital budget initiatives for Vote 
Economic, Industry and Regional Development. 
 
The Bilateral Briefing is structured as follows: 
 

Recommendations p4 
Analysis of Initiatives p6 
Table of Individual Initiatives p8 

 
We expect the key issues for discussion will be: 
 
• whether to provide any additional investment to the Venture Investment Fund (VIF) in 

Budget 2006, and the quantum of any investment; and 
 
[Information deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials] 
 
Venture Investment Fund 

Note that on 1 March 2006, Economic Development Committee (EDC) agreed that the 
Government should continue to support the VIF programme, and agreed that a suitable 
timeframe for new investment is 5 years, subject to budget consideration.  EDC also invited 
the Minister for Economic Development to report back with an evaluation of VIF by 31 March 
2009. 
 
Our view is that some additional investment in the Venture Investment Fund would represent 
value for money, because New Zealand’s Venture Capital market is developing quickly but 
does not yet appear to be self-sustaining. 
 
The EDC decision could be reflected by the Government signalling its intention to provide 
further funding over 5 years, provided that the market is still in need of support over that 
period.  To support this decision, we recommend that new investment be agreed in Budget 
2006 of $60 million over 3 years, and a remaining amount (say $40 million) in years 4 and 5 
noted as a quantified specific fiscal risk. 
 
Our recommended level of support would: 
 
• fit with an evaluation.  The VIF programme has not yet had a full evaluation as it was 

considered too early at the time of the LECG study.  The timing of funding for 3 years 
fits perfectly with the evaluation date agreed by EDC of 31 March 2009, feeding into 
decisions in Budget 2009.  Providing funding in baselines for a further 5 years at this 
stage – before an evaluation – seems premature. 

 
• recognise that the market is developing quickly.  The formal venture capital market 

in NZ was virtually non-existent before VIF, but has increased dramatically in recent 
years: the need for government support beyond 3 years is currently uncertain.  
Providing funding over a longer timeframe could potentially hinder development of an 
independent market.  A key element to sustainability is allowing VIF seed fund 
managers to create a track record that will allow them to raise funds in the market 
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without government assistance.  In 3 years’ time, a number of VIF seed funds will have 
exited, some non-VIF funds will potentially have been established, and the state of the 
market will generally be much clearer. 

 
• manage fiscal pressures.  Budget 2006 is under considerable pressure from capital 

initiatives, particularly in defence, corrections, and transport.  A lower level of funding is 
more realistic in this context. 

 
Finally, we note that, to manage fiscal pressures, consideration of funding for this initiative 
could be deferred until Budget 2007 with minimal risk for the following reasons: 
 
• still committing first tranche.  The remaining $30 million of the original $100 million is 

still in the process of being committed.  (Note that funding is “committed” when 
contracts are signed with the investment fund managers.  Funding is actually invested 
at a later date, after fund managers have identified particular companies in which to 
invest.)  The remaining $30 million is likely to be committed over the course of 2006. 

 
• ‘breathing space’ unlikely to hinder market development.   Some ‘breathing space’ 

for the market over 2006 would be unlikely to hinder market development and could 
potentially assist development if it encouraged establishment of non-VIF Venture 
Capital funds.  (We understand that a non-VIF supported fund is currently being 
discussed in the sector.) 

 
• market development will continue regardless.  Expertise and track record are 

crucial to a strong Venture Capital market, but can only develop over time, and will 
continue to develop as more investments are made from existing seed funds, 
regardless of whether new VIF funds are established in the short term. 

 
[Information deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials] 

Recommended Action 

We recommend that you read the attached briefing and use it as the basis for making 
decisions in your bilateral with Hon Trevor Mallard at 3.30pm on 6 March 2006. 
 
 
 
 
 
[information deleted in order to protect the privacy of natural persons, including deceased people] 
for Secretary to the Treasury 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
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Recommendations 

VOTE ECONOMIC, INDUSTRY AND REGIONAL DEVELOPMENT 

a Venture Investment Fund (VIF) analysis p6 

Vote Minister rank = 1 Treasury rank = 1 
• Proposal:  To continue supporting development of the Venture Capital market in 

New Zealand through additional investment in VIF:  $100 million over 5 years. 
• Treasury view:  Some additional investment in VIF would represent value for 

money, because New Zealand’s Venture Capital market is developing quickly but 
does not yet appear to be self-sustaining.  New investment of $60 million over 3 
years would fit with an evaluation, recognise the quickly developing market, and 
manage fiscal pressures. 

 
Indicative profile for VIF commitments: 
 

 $million - increase/(decrease)   

 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11  Total 

Capital (GST n/a)         

MED – 20.000 20.000 20.000 20.000 20.000  100.000 

Treasury – 20.000 20.000 20.000 – –  60.000 

 
Profile for new appropriations:  Commitments differ from appropriations due to (i) the delay 
between commitments and cash payments, and (ii)  VIF seed fund exits offsetting new 
funding.  These appropriations are based on an initial estimated level of exits. 
 

 $million - increase/(decrease)   

 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13  Total 

Capital (GST n/a)           

MED – – – 10.000 10.000 15.000 15.000 15.000  65.000 

Treasury – – – 10.000 15.000 15.000 – –  40.000 

 
 Note that on 1 March 2006, Economic Development Committee: 

• agreed that the Government should continue to support the VIF programme; 
• agreed to develop a 5-year investment plan for VIF, subject to budget 

consideration; 
• agreed that VIF retain exit repayments, with the value of those repayments 

deducted from future Crown capital investments; and 
• invited the Minister for Economic Development to report back with an evaluation 

of VIF by 31 March 2009. 
 
 Note that the above changes to appropriations are an estimate of the required level of 

new funding, recognising that there will be some offsetting funding from VIF seed fund 
exits, and that consequently the level of new appropriations may ultimately need to be 
higher or lower. 
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 Agree that the Ministers of Finance and Economic Development can jointly approve 
changes to appropriations in future baseline updates to reflect the above decision, 
based on the actual level of exits. 

 
 Performance specification to support the respective agency positions 

above - increase/(decrease) 

 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11  

MED 
Quantity 
- Number of investment rounds 
run by NZVIF 
- Number of VIF seed funds 
created 
- Matching private sector 
investment 
Quality 
- Deal flow from CRIs and 
universities 

  
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

Treasury 
Quantity 
- Number of investment rounds 
run by NZVIF 
- Number of VIF seed funds 
created 
- Matching private sector 
investment 
Quality 
- Deal flow from CRIs and 
universities 

  
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

 
 

1 
 

1-2 
 

$40m 
 
 

10% 

  

 
[Information deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials] 
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Vote Economic, Industry and Regional Development – Analysis 

Analysis of Initiatives 

1. Funding is being sought for Vote Economic, Industry and Regional Development 
through this bilateral and also through the Economic Transformation theme.  Of the 
operating funding sought through the Economic Transformation theme, none relates to 
capital initiatives being discussed in this bilateral. 

 
Venture Investment Fund (recommendation a) 

2. This proposal seeks additional investment in VIF of $100 million over 5 years.  The 
level of new funding required depends on the level of VIF seed fund exits – an initial 
estimate of new funding required is $65 million. 

 
3. The recent Venture Capital study by LECG described VIF as well designed as a 

catalytic direct intervention in the venture capital market.  The study concluded that the 
sector appears to continue to require government support to develop and does not 
appear to be close to a self-sustaining position. 

 
4. On 1 March, Economic Development Committee: 

• agreed that the Government should continue to support the VIF programme; 
• agreed to develop a 5-year investment plan for VIF, subject to budget 

consideration; 
• agreed that VIF retain exit repayments, with the value of those repayments 

deducted from future Crown capital investments; and 
• invited the Minister for Economic Development to report back with an evaluation 

of VIF by 31 March 2009. 
 
Treasury view 

5. We consider that some additional investment in VIF would represent value for money, 
because New Zealand’s Venture Capital market is developing quickly but does not yet 
appear to be self-sustaining. 

 
6. The EDC decision could be reflected by the Government signalling its intention to 

provide further funding over 5 years to allow 1-2 new investment rounds per annum, 
provided that the market is still in need of support over that period. 

 
7. To support this decision, we recommend that new investment be agreed in Budget 

2006 of $60 million over 3 years, and a remaining amount (say $40 million) in years 4 
and 5 noted as a quantified specific fiscal risk.  An initial estimate of new funding 
required for a commitment to $60 million is $40 million. 

 
8. Our recommended level of support would: 
 

• fit with an evaluation.  The VIF programme has not yet had a full evaluation as 
it was considered too early at the time of the LECG study.  The timing of funding 
for 3 years fits perfectly with the evaluation date agreed by EDC of 31 March 
2009, feeding into decisions in Budget 2009.  Providing funding in baselines for a 
further 5 years at this stage – before an evaluation – seems premature. 

 
• recognise that the market is developing quickly.  The formal venture capital 

market in NZ was virtually non-existent before VIF, but has increased 
dramatically in recent years: the need for government support beyond 3 years is 
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currently uncertain.  Providing funding over a longer timeframe could potentially 
hinder development of an independent market.  A key element to sustainability is 
allowing VIF seed fund managers to create a track record that will allow them to 
raise funds in the market without government assistance.  In 3 years’ time, a 
number of VIF seed funds will have exited, some non-VIF funds will potentially 
have been established, and the state of the market will generally be much 
clearer. 

 
• manage fiscal pressures.  Budget 2006 is under considerable pressure from 

capital initiatives, particularly in defence, corrections, and transport.  A lower level 
of funding is more realistic in this context. 

 
9. Finally, we note that, to manage fiscal pressures, consideration of funding for this 

initiative could be deferred until Budget 2007 with minimal risk for the following 
reasons: 

 
• still committing first tranche.  The remaining $30 million of the original 

$100 million is still in the process of being committed.  (Note that funding is 
“committed” when contracts are signed with the investment fund managers.  
Funding is actually invested at a later date, after fund managers have identified 
particular companies in which to invest.)  The remaining $30 million is likely to be 
committed over the course of 2006. 

 
• ‘breathing space’ unlikely to hinder market development.   Some ‘breathing 

space’ for the market over 2006 would be unlikely to hinder market development 
and could potentially assist development if it encouraged establishment of non-
VIF Venture Capital funds.  (We understand that a non-VIF supported fund is 
currently being discussed in the sector.) 

 
• market development will continue regardless.  Expertise and track record are 

crucial to a strong Venture Capital market, but can only develop over time, and 
will continue to develop as more investments are made from existing seed funds, 
regardless of whether new VIF funds are established in the short term. 

 
MED view 

10. The implications of deferring funding decisions to Budget 2007 will result in the New 
Zealand Venture Investment Fund Limited not being able to run further funding rounds 
for the Venture Investment Fund (VIF) in 2006/07, as current funding is likely to be fully 
committed by mid 2006.   This would in effect undermine the purpose of putting the 
new VIF programme in place and hinder continuity of existing programmes in achieving 
the objectives associated with its establishment. 

 
11. Furthermore, the Ministry fully supports additional investment of $100 million over the 

next 5 years. As outlined in the EDC briefing officials see $100 million as a very 
important signal to the market that the government remains committed to developing a 
venture capital market in New Zealand. 

 
[Information deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials 
 
 



B-S-UNTIL-BUDGET-DAY 
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Table of Initiatives by Vote 

The following tables list Hon Trevor Mallard’s initiatives and Treasury’s assessment of them. 
 
VOTE ECONOMIC, INDUSTRY AND REGIONAL DEVELOPMENT 

Capital 
 

Rank Initiative Minister Seeks Treasury  
Vote 

Minister Treasury  2005/06 2006/07 2007/08 2008/09 2009/10 & 
outyears 2005/06 2006/07 2007/08 2008/09 2009/10 & 

outyears ref 

1 1 
Venture 
Investment 
Fund 

– – – 65.000* – – – 40.000* p4 

[Information deleted in order to maintain the current constitutional conventions protecting the confidentiality of advice tendered by ministers 
and officials] 

TOTAL RECOMMENDED [Information deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials] 

 

 
Additional investment of $100 million over 5 years is sought for VIF.  The level of new funding required depends on the level of VIF seed fund 
exits – an initial estimate of new funding required is $65 million.  Drawdown would be likely to be over a number of years from 2008/09.  
Treasury’s recommended level of support is $60 million over three years, with an initial estimate of $40 million new funding. 

 


