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Fiscal Forecasts – Finalisation Dates and Key Assumptions 

Finalisation Dates  
Economic outlook (refer Chapter 1) 18 April 
Tax revenue forecasts 29 April 
Fiscal forecasts 9 May 
Government decisions and circumstances 9 May 
Actual asset revaluations 31 March 
Foreign exchange rates 28 February 
Specific fiscal risks (refer Chapter 4) 9 May 
Contingent liabilities and commitments (refer Chapter 4) 31 March 

Key assumptions 

The fiscal forecasts have been prepared in accordance with the Public Finance Act 1989.  
They are based on the Crown�s accounting policies and assumptions (refer page 120 of the 
GAAP tables). As with all assumptions, there is a degree of uncertainty surrounding them.  
This uncertainty increases as the forecast horizon extends.  A summary of the key economic 
assumptions that are particularly relevant to the fiscal forecasts is provided below (on a 
June-year-end basis to align with the Crown�s balance date of 30 June): 

2004/05 2005/06 2006/07 2007/08 2008/09
June years BEFU 04 BEFU BEFU BEFU BEFU BEFU
Real GDP (P) (ann avg % chg) 2.4 3.4 2.2 2.8 3.4 3.0
Nominal GDP (E) ($m) 144,441 150,714 156,065 161,582 169,470 178,172
CPI (annual % change) 2.5 2.8 2.6 2.7 2.3 2.0
Govt 10-year bonds (qty avg %) 6.3 6.4 6.4 6.3 6.0 6.0
90-day bill rate (qty avg %) 5.8 7.0 6.5 6.0 5.8 5.8
Unemployment rate ((HLFS) 

basis ann avg %) 
4.7 3.5 3.7 4.1 4.3 4.5

Full-time equivalent employment 
(ann avg %) 

1.0 3.5 0.9 0.7 1.1 1.2

Current account (% of GDP) -5.9 -6.8 -6.7 -6.9 -6.4 -6.0

Source: The Treasury 

New Zealand Superannuation (NZS) Fund 

The contribution to the NZS Fund for the year ending 30 June 2006 is $2.337 billion.  The 
contribution to the NZS Fund is calculated over a 40-year rolling horizon to ensure that 
superannuation entitlements over the next 40 years can be met if the contribution rate were 
to be held constant at that level.  The Government is making the required minimum annual 
contribution for 2004/05 as calculated by the formula set out in the NZS Act. 

$ billion (June year end) 2003 2004 2005 2006 2007 2008 2009
Required contribution N/A 1.879 2.107 2.337 2.375 2.533 2.744
Actual/Budgeted contribution 1.200 1.879 2.107 2.337 2.375 2.533 2.744

Source: The Treasury 

The underlying assumptions in calculating the contributions are the nominal GDP series to 
2046, the NZS expense series to 2046 and the expected long-term, net after-tax annual 
return of the NZS Fund (6.1%) (6.8% December Update).  The forecast rate of return is 
based on the Treasury�s assumptions for the rate of return on financial portfolios of Crown 
financial institutions.  The GDP and NZS expense series were projected using the 
assumptions stated on page 33 of the 2005 Fiscal Strategy Report. 

The Treasury website contains further information on the NZS Fund, as well as a copy of the 
NZS Fund model. 
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Summary of the Budget Update 

The fiscal position remains strong with the Government continuing to make progress 
towards its long-term objectives. 

As stated in the Fiscal Strategy Report (FSR) �the Government�s fiscal strategy is to 
strengthen public finances to prepare for future fiscal costs associated with an ageing 
population�. 

The Government has focused on two complementary elements to reach its objective, 
being: 

• the accumulation of financial assets through contributions to the New Zealand 
Superannuation (NZS) Fund 

• managing debt at prudent levels with gross sovereign-issued debt as a percentage of 
GDP slowly reducing over time. 

The forecast fiscal outlook for the Budget Update shows: 

• revenue sufficient to meet operating expenses with the residual (operating 
balance/OBERAC) forecast to be on average around 3.6% of GDP over the forecast 
period 

• net worth increasing by around $27.7 billion over the forecast period, largely resulting 
from the accumulation of assets 

• the cash equivalent of the OBERAC being applied to the Government�s investment 
strategy (such as contributions to the NZS Fund and purchasing physical assets).  
Over the forecast period the cash generated is not sufficient to fund all of the 
Government�s investing activity, leaving an expected cash shortfall 

• gross sovereign-issued debt as a percentage of GDP slowly reducing over the forecast 
period, while in nominal terms gross debt rises near the end of the forecast period. 
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Fiscal Indicators 

There are a number of indicators that are important in understanding the state of the 
Government�s fiscal position.  No single indicator provides an all-purpose measure of the 
financial performance of the Crown and its impact on the economy.  For example: 

• the total Crown operating balance reflects the difference between current revenues (tax 
revenue, investment income etc) and current expenses (salaries, benefit payments etc).  
The operating balance shows whether the Government has generated enough revenue to 
cover expenses 

• the total Crown OBERAC reflects the difference between current revenues and current 
expenses adjusted for valuation movements and accounting policy changes.  The 
OBERAC provides a measure of the Government�s underlying stewardship 

• the total Crown net worth reflects the difference between total assets and total liabilities.  The 
change in net worth in any given forecast year is primarily driven by the operating balance 

• the cash available/(shortfall to be funded) reflects the net effect of the Government�s core 
Crown operating (cash equivalent of the OBERAC) and investing activities (such as 
contributions to the NZS Fund and purchases of physical assets).  It shows whether the 
cash generated is sufficient to meet all government spending (both operating and investing) 

• gross sovereign-issued debt reflects the debt burden of the core Crown (excluding the 
activity of the NZS Fund and GSF).  The movement over the forecast period is primarily 
driven by the cash available/(shortfall to be funded) 

• net core Crown debt reflects borrowings (financial liabilities) less cash and bank balances, 
marketable securities and deposits, and advances (financial assets).  Net debt excludes the 
financial assets of the NZS Fund and GSF as these assets are restricted in nature. 

 

Table 2.1 � Summary fiscal indicators6 

2004 2005 2006 2007 2008 2009
($ million) Actual Forecast Forecast Forecast Forecast Forecast

Total revenue 60,387 65,265 68,770 71,238 73,856 78,156
% of GDP 43.0 43.3 44.1 44.1 43.6 43.9

Total expenses 53,057 59,513 62,244 66,047 70,101 73,020
% of GDP 37.8 39.5 39.9 40.9 41.4 41.0

Operating balance 7,424 5,891 6,665 5,330 3,894 5,275
% of GDP 5.3 3.9 4.3 3.3 2.3 3.0

OBERAC 6,629 7,445 6,665 5,330 3,894 5,275
% of GDP 4.7 4.9 4.3 3.3 2.3 3.0

Net worth 35,463 41,972 48,637 53,967 57,861 63,136
% of GDP 25.2 27.8 31.2 33.4 34.1 35.4

Cash available/(shortfall to be funded) 520 2,413 30 (1,606) (2,776) (1,391)
% of GDP 0.4 1.6 0.0 (1.0) (1.6) (0.8)

Gross sovereign-issued debt 35,527 34,111 33,284 32,583 34,629 35,925
% of GDP 25.3 22.6 21.3 20.2 20.4 20.2

Net core Crown debt 15,204 11,533 10,257 10,640 12,527 13,439
% of GDP 10.8 7.7 6.6 6.6 7.4 7.5

Year ended 30 June

 
Source: The Treasury 

                                                 
6 Detailed tables of the key indicators for the Budget Update and December Update are located on pages 80 

and 81. 
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Figure 2.1 � Core Crown revenue and expense 
growth (excluding GSF valuation) 
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Figure 2.2 – Final forecast year impact of net 
Budget packages 
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Key Trends 

Revenues are forecast to exceed operating expenses� 

In each of the forecast years the 
revenue generated is expected to be 
more than sufficient to meet the 
Government�s operating expenses 
(salaries, benefit payments, depreciation 
costs etc).  This translates into an 
operating balance of $5.9 billion in 
2004/05 reducing to $5.3 billion by 
2008/09. 

In recent years revenue growth has 
exceeded expense growth, largely due 
to strong economic growth.  This trend is 
expected to reverse over the initial stage 
of the forecast period, before both 
expense and revenue growth converge 
towards the end of the forecast period.  
This reflects: 

• the impact of the 2004 and 2005 
Budgets.  The allowance for new 
initiatives in future Budgets is 
expected to be smaller than the 
previous two Budgets, so forecast 
expense growth decreases from 
2006/07 onwards 

• the impact of the forecast economic 
cycle on tax revenue.  Tax revenue 
growth decreases due to an expected 
slowdown in economic growth in the 
early part of the forecasts, before 
rebounding by 2008/09. 

This translates into an OBERAC that is forecast to fall from $7.4 billion (4.9% of GDP) in 
the current year to $3.9 billion (2.3% of GDP) by 2007/087, before rising to $5.3 billion (3% 
of GDP) by 2008/09. 

� as a result the Government is expected to strengthen its fiscal position� 

Net worth is forecast at $42 billion (27.8% of GDP) in the current year and is expected to 
rise to $63.1 billion (35.4% of GDP) by 2008/09.  The forecast increase in net worth is 
driven by the operating surpluses the Government is expected to run over the forecast 
horizon. 

                                                 
7 The decrease in 2007/08 is due to the change in provisional tax dates as part of the Business package 

having a one-off impact of $760 million. 
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Figure 2.3 � Core Crown investments on a year-
by-year basis 
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� by accumulating assets� 

In line with the Government�s fiscal 
objectives the OBERAC has been 
applied to fund the Government�s 
investments.  Over the forecast period 
total assets are expected to increase by 
around $35.8 billion. 

The OBERAC cannot be fully used by 
the Government to help finance its 
capital programme.  This is because 
some components of the OBERAC are 
non-cash (ie, depreciation) or retained 
by entities within the Crown (ie, 
SOE/Crown entity surpluses and NZS 
Fund returns) for the purpose of 
achieving their long-term objectives.  Adjusting for these items gives the core Crown 
operating cash flows.  Figure 2.3 shows how these cash flows are applied across the 
forecast years.  Table 2.2 shows the cumulated balance sheet impact. 

Table 2.2 � Impact of Crown operating surpluses on the balance sheet from 2004/05 to 
2008/09 inclusive 

$ billion
Operating Balances 27.1
Less 
Retained NZS Fund returns (3.4)
Retained SOE/Crown entity returns (6.6)
Add
Depreciation 5.7
Other 2.6
Operating cash flows 25.4
Invested in
NZS Fund contributions (12.1)
SOEs/Crown entities' net capital injections (1.6)
Increase asset base (3.4)
Purchase of foreign reserves (1.9)
Maintain existing asset base (5.7)
Advances (4.0)
Other -  

Requiring Finance (3.3)
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Source: The Treasury 

As outlined in Table 2.2, the accumulated operating balance is expected to be 
$27.1 billion over the forecast period.  Adjusting for non-cash items ($8.3 billion) and 
returns retained by entities within the Crown ($10 billion) gives a cash flow from 
operations which generates around $25.4 billion over the forecast horizon. 

This will be invested primarily in NZS Fund contributions of $12.1 billion, advances of 
$4 billion (mainly student loans and refinancing existing private sector debt of the health 
and housing sectors), purchases of physical assets of $9.1 billion (for example, schools 
and defence equipment), injections into Crown entities for hospitals and housing of 
$1.6 billion and the purchase of foreign exchange reserves of $1.9 billion. 
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Figure 2.5 � Net debt  
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Figure 2.4 � Gross sovereign-issued debt  
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There is a residual financing requirement of around $3.3 billion, which will be partially met 
by reducing the holdings of marketable securities and deposits which have accumulated 
from 2003/04 and 2004/05, and by raising some debt. 

� while gross debt as a percentage of GDP slowly reduces over the forecast period 

As a percentage of GDP, gross debt is 
expected to fall from 25.3% in 2003/04 
to 20.2% by 2008/09.  In nominal terms, 
gross debt is also forecast to fall to 
$32.6 billion by 2006/07 and then rise to 
$35.9 billion by the end of the forecast 
horizon. 

The initial decrease in debt in nominal 
terms reflects residual assets from the 
strong results in 2003/04 and 2004/05.  
Gross debt is then expected to slowly 
rise, reflecting the fact that capital 
spending will be greater than the funding 
available due to the OBERAC as shown 
in Table 2.2. 

The increased asset position expected in 2004/05 has led to a change in the 
Government�s 2005/06 bond programme which has been reduced to $2.2 billion, 
compared with $2.5 billion at the December Update.  The domestic bond programme is 
set at $2.8 billion per annum for the remainder of the forecast period. 

Net debt is also expected to fall before flattening by the end of the forecast horizon 

Net debt8 in nominal terms and as a 
percentage of GDP is forecast to fall in 
the current year, reflecting the strong 
asset position achieved in 2004/05.  Net 
debt is expected to remain relatively flat 
as a percentage of GDP between 
2005/06 and 2008/09.  The difference in 
the trend of gross debt arises because 
some of the expected borrowing will be 
used to fund financial assets including 
student loans and reserves. 

Net core Crown debt with the financial 
assets of the NZS Fund is forecast to be 
below zero by 2006/07. 

                                                 
8 Net debt excludes the assets of the NZS Fund and GSF. 
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Revenue and Expenses 

Table 2.3 � Revenue and expenses comparison with December Update 

2004 2005 2006 2007 2008 2009
(% of GDP) Actual Forecast Forecast Forecast Forecast Forecast

Total Revenue
Budget Update 43.0 43.3 44.1 44.1 43.6 43.9
December Update 43.0 43.7 43.9 43.9 44.0

Total Expenses
Budget Update 37.8 39.5 39.9 40.9 41.4 41.0
December Update 39.3 39.8 40.7 41.1 41.0

Core Crown Revenue
Budget Update 33.4 33.9 34.2 34.0 33.7 34.1
December Update 33.6 33.9 34.0 34.1 34.3

Core Crown Expenses
Budget Update 29.6 30.1 30.9 31.8 32.3 32.1
December Update 30.4 30.9 31.7 32.2 32.3

SOE Revenue
Budget Update 6.4 6.4 6.9 7.1 6.9 6.9
December Update 6.6 6.9 7.0 6.9 6.8

SOE Expenses
Budget Update 5.9 5.8 6.4 6.5 6.4 6.3
December Update 6.1 6.3 6.5 6.4 6.3

Crown Entities' Revenue
Budget Update 15.1 14.6 14.9 14.9 14.5 14.0
December Update 14.3 14.5 14.4 14.0 13.5

Crown Entities' Expenses
Budget Update 14.0 15.0 14.3 14.3 13.9 13.4
December Update 14.1 14.0 13.9 13.5 12.9

Year ended 30 June

 

Source: The Treasury 

Over the forecast period, total revenue to GDP is expected to increase initially before 
dropping in 2007/08 due to a tax policy decision resulting in a change to provisional tax 
dates (page 67) before returning to previous levels by 2008/09.  Total expenses to GDP 
are also forecast to rise initially before flattening by 2008/09. 

The trend in total revenue and expenses over the forecast horizon will largely be driven by 
activity in the core Crown segment of reported government activity. 

The following section discusses revenue and expenses of the Crown by segment of 
reported government activity (ie, core Crown, SOEs and Crown entities). 
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Figure 2.6 � Tax revenue forecasts 
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Core Crown – Revenue 

Tax revenue is the major source of core Crown revenue. 

Table 2.4 � Tax revenue indicators 

Tax Revenue 2004 2005 2006 2007 2008 2009
Actual Forecast Forecast Forecast Forecast Forecast

($ billion)
Total Crown 42.5 46.0 48.1 49.4 51.1 54.3
Core Crown 43.0 46.5 48.6 50.0 51.7 54.9

(% of GDP)
Total Crown 30.3 30.5 30.8 30.6 30.1 30.5
Core Crown 30.6 30.8 31.2 30.9 30.5 30.8  

Source: The Treasury 

Tax revenue will display some cyclicality 
relative to GDP throughout the forecast 
period, but by 2008/09 tax revenue as a 
percentage of GDP is expected to be 
back to the same level as in 2004/05.  
However, during the forecast period, the 
various tax types follow quite different 
paths. 

The small lift in the tax-to-GDP ratio in 
2004/05 comes mainly through growth in 
corporate taxes that is not closely 
related to components of nominal GDP, 
eg, investment funds returning to tax-
paying positions.  Because of such 
effects, company tax not only is pro-cyclical, but tends to have larger growth swings than 
GDP.  This is the main reason behind the profile of tax revenue in Figure 2.6.  A change in 
provisional tax dates is also expected to contribute to the decline in 2007/08. 

Source deductions as a percentage of GDP increases in 2005/06 and 2006/07, mainly 
due to the progressive nature of the personal income tax scale, but decline in 2007/08 and 
2008/09.  The latter reflects the decision to index personal tax rate thresholds every three 
years in line with the mid-point of the Reserve Bank�s inflation target band from 
1 April 2008. 

Countering the upward influences of corporate tax and source deductions, net GST is 
forecast to slightly reduce tax revenue relative to GDP.  Although total domestic 
consumption accounts for an ever-increasing portion of GDP throughout the forecast 
period, the increase is driven by the public component of consumption.  The private 
component of consumption will grow more slowly than GDP.  Because most GST 
generated from public consumption, or GST that the Crown pays to itself, is eliminated 
from total tax under line-by-line consolidation of the Crown accounts, net GST is expected 
to reduce its share of GDP throughout the forecast period. 
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The pro-cyclical nature of company tax presents a significant risk to the tax forecasts.  It is 
difficult to estimate the magnitude of the response of corporate tax to the business cycle.  
This can mean that there may be upside risks to the tax forecasts when profits are 
growing strongly eg, in 2004/05, and downside risks when profit growth is weak eg, in 
2006/07 or 2007/08. 

Effects of Tax Policy Changes on the Tax Forecasts 

Table 2.5 � Material changes in tax revenue forecasts owing to changes in tax policy since 
December Update  

2005 2006 2007 2008 2009
($ million) Forecast Forecast Forecast Forecast Forecast

Material policy changes
Carbon tax -  -  90 362 359
Depreciation -  (219) (276) (260) (222)
Financial intermediaries -  -  -  (120) (100)
Fringe benefit tax -  (7) (28) (28) (28)
Provisional tax dates -  -  -  (600) -  
GST-based provisional tax -  -  -  (160) -  
Triennial tax threshold adjustment -  -  -  (68) (360)
International recruitment -  -  (12) (12) (12)
GST base maintenance -  15 15 15 15

Total Changes -  (211) (211) (871) (348)
 

Source: The Treasury and Inland Revenue 

The details of each policy change are as follows: 

Carbon tax 

A carbon tax of $15/tonne of CO2-equivalent comes into force on 1 April 2007.  The figures 
in Table 2.5 include GST and are net of rebates resulting from Negotiated Greenhouse 
Agreements (NGAs). 

Depreciation 

Includes adjustment of certain tax depreciation rates and an increase to the low-value asset 
write-off threshold. 

Financial intermediaries 

Removes the overtaxation of portfolio investment through financial intermediaries relative to 
direct investments. 

Fringe benefit tax 

A range of changes to the fringe benefit tax rules, including lowering the valuation rate for 
motor vehicles and increasing the exemption thresholds for minor fringe benefits. 

Provisional tax dates 

Aligning the payment dates for provisional tax and GST will result in payment deferral.  For 
some taxpayers, the deferral pushes a provisional tax payment out of 2007/08 and into the 
following fiscal year. 
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GST-based provisional tax 

Small businesses will be able to base their provisional tax calculation on GST turnover.  This 
is expected to shift $160 million from provisional tax to terminal tax from 2007/08 onwards. 

Triennial tax threshold adjustment 

From 1 April 2008, personal tax rate thresholds are to be indexed every three years in line 
with the mid-point of the Reserve Bank�s inflation target band. 

International recruitment 

A temporary tax exemption on foreign income will be made available to certain people who 
come to work in New Zealand. 

GST base maintenance 

Changes will ensure that GST is applied at the standard rate on imports of goods that are 
consumed in New Zealand but are located outside New Zealand at the time of supply. 

Inland Revenue�s tax forecasts 

In line with established practice, Inland Revenue has prepared an independent set of tax 
forecasts, based in the short term on more detailed analysis of taxpayer information, and 
in the long term on the same underlying macroeconomic trends that underpin the 
Treasury�s tax forecasts. 

Inland Revenue�s forecasts are quite similar to the Treasury�s for 2004/05.  However, for 
2005/06, 2006/07 and 2007/08, Inland Revenue�s forecasts are up to $300 million higher 
than the Treasury�s in each year, with differences spread across several major tax types.  
These differences are similar in magnitude to differences between the forecasts in 
previous forecasting rounds.  Detailed comparisons of Treasury and Inland Revenue 
forecasts can be found at www.treasury.govt.nz/forecasts/befu/2005. 
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Figure 2.7 � Core Crown expenses (excluding 
valuations) 
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Figure 2.8 � Core Crown functional expenses 
(excluding valuations) 
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Core Crown – Expenses 

Table 2.6 � Expenses indicators 

Expenses 2004 2005 2006 2007 2008 2009
($ billion) Actual Forecast Forecast Forecast Forecast Forecast
Core Crown 41.6 45.3 48.2 51.3 54.8 57.2
Core Crown (excluding GSF valuation) 41.9 44.8 48.2 51.3 54.8 57.2

(% of GDP)
Core Crown 29.6 30.1 30.9 31.8 32.3 32.1
Core Crown (excluding GSF valuation) 29.8 29.7 30.9 31.8 32.3 32.1  

Source: The Treasury 

Core Crown operating expenses 
(excluding valuation items) are expected 
to rise by around 2% of GDP from 
29.7% in 2004/05 to 32.1% of GDP by 
2008/09.  This represents the continuing 
impact of the 2004 Budget (which has a 
larger impact on expenses going 
forward, reflecting the implementation 
phase of the Working for Families 
initiative), the 2005 Budget and 
spending allocated for future Budgets. 

As indicated in the FSR, the core Crown 
spending areas of health and education 
have been allocated a significant portion 
of the 2005 Budget.  In part this reflects 
the current spending pressures within 
these sectors. 

Health expenses as a percentage of 
GDP are forecast to increase from 5.7% 
to 6.2% between 2000/01 and 2005/06, 
while education expenses as a 
percentage of GDP are forecast to 
increase from 5.2% to 5.6% over the 
same period.  By contrast, social 
security and welfare expenses are 
expected to decrease as a percentage 
of GDP due to minimal growth in 
beneficiary numbers. 

Finance costs have also decreased as a 
percentage of GDP, due to a decrease 
in the level of borrowings and changes 
in interest rates between 2000/01 and 
2005/06. 

Health spending as a proportion of core Crown expenses are forecast to increase from 
18.2% in 2000/01 to 20% by 2005/06.  Education spending as a proportion of core Crown 
spending is also expected to increase from 16.8% in 2000/01 to 18% by 2005/06. 
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Figure 2.10 � Net Allowance for new operating 
initiatives (GST exclusive) 
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Figure 2.9 � Core Crown functional expenses as a percentage of total expenses 
(excluding valuations) 
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In nominal terms, core Crown expenses are expected to increase by around $11.9 billion 
between 2004/05 and 2008/09.  Removing the GSF liability movements, expenses are 
forecast to increase by $12.4 billion over the same period.  The major drivers of these 
expense increases are indexation of benefits, the 2005 Budget package and forecast new 
spending for future Budgets. 

Forecast new spending 

A detailed breakdown of the 2005 Budget package is provided on page 71.  In summary, 
the 2005 Budget commits new operating resources of around $2 billion (GST exclusive) 
for 2005/06, rising to $2.7 billion (GST exclusive) in 2008/09.  This is higher than indicated 
in the 2005 Budget Policy Statement 
(BPS) although the BPS signalled there 
may be scope for additional spending to 
advance initiatives around savings and 
business9. 

Figure 2.10 represents the cumulative 
operating impact of the 2005 Budget 
through to Budget 2008. It shows: 

• the 2005 Budget operating impact is 
$2 billion rising to $2.7 billion10.  It 
has a rising profile, as some 
initiatives are expected to have 
increasing costs due to 
implementation phasing 

                                                 
9  The BPS signalled a net allowance for new operating initiatives in the 2005 Budget of around $2.1 billion 

(GST inclusive) rising to $2.4 billion (GST inclusive) by 2008/09.  This translates to $1.8 billion and 
$2.1 billion GST exclusive. 

10  In 2007/08 the change in provisional tax dates as part of the Business package has a one-off impact of 
$760 million. 
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• the net operating allowance of $1.9 billion (GST exclusive) in Budget 2006 rising by 2% 
(the mid-point of the CPI inflation target range) in Budgets 2007 and 2008.  Future 
Budgets have been partially allocated, such as the Health Funding, Defence, Official 
Development Assistance and some Education packages11. 

 
 
 
 

2005 Budget Package 

Operating 

The 2005 Budget allocates new operating initiatives of $2 billion (GST exclusive) rising to 
$2.7 billion (GST exclusive).  The majority of new spending has been allocated to health, 
education, justice, defence, social development and savings (ie, retirement and home 
ownership) initiatives.  In addition, the 2005 Budget includes a significant business package 
through the tax system and introduces indexation of tax thresholds.  The table below 
provides a summary of the operating impact of the 2005 Budget. 

Table 2.7 � Budget 2005 Operating spending 

2005 2006 2007 2008 2009
($ million) GST exclusive Forecast Forecast Forecast Forecast Forecast Total

Encouraging Savings -  15 106 301 167 589
Supporting Business and Economic Growth 7 335 348 1,018 205 1,913
Indexing Personal Income Tax Thresholds -  -  -  68 360 428
Advancing Social Policies 127 1,326 1,643 1,688 1,683 6,467
Making New Zealand Safe 73 253 286 341 360 1,314
Protecting New Zealand's Environment and Heritage 16 77 77 74 69 313
Other 36 42 34 25 24 161
Between-budget contingency 31 271 283 271 262 1,118
Thin Capitalisation changes -  (240) (360) (360) (360) (1,320)
Forecast movements and unspent 2004 Budget contingencies (39) (85) (93) (92) (81) (389)

Total Budget 2005 Operating 251 1,994 2,324 3,334 2,691 10,594  

Source: The Treasury 

Capital  

The 2005 Budget also allocates $1.9 billion in capital spending.  This includes further capital 
funding to the defence, housing and transport sectors.  The table below provides a summary 
of capital decisions of the 2005 Budget. 

Table 2.8 � Budget 2005 Capital spending 

2005 2006 2007 2008 2009
($ million) GST N/A Forecast Forecast Forecast Forecast Forecast Total

Encouraging Savings -  13 15 -  -  28
Supporting Business and Economic Growth 79 30 118 241 194 661
Advancing Social Policies 20 35 101 116 (10) 261
Making New Zealand Safe 56 617 108 (9) 10 782
Protecting New Zealand's Environment and Heritage (22) 46 12 1 1 38
Other 2 26 13 3 2 45
Between-budget contingency -  100 -  -  -  100

Total Budget 2005 Capital 134 866 366 352 195 1,914  

Source: The Treasury 

                                                 
11  For further details refer page 99 of the Specific Fiscal Risks chapter. 
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Figure 2.12 � Crown entities� revenue and 
expenses to GDP 
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Figure 2.11 � SOE revenue and expenses to 
GDP 
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State-Owned Enterprises (SOEs) – Revenue and Expenses 

SOE revenue and expenses to GDP follow a similar trend over the forecast horizon. 

The initial increase in both revenue and expenses is largely driven by the electricity 
sector, reflecting forecasts based on the initial use of short-term assumptions around 
electricity spot prices, before moving to a medium-term assumptions beyond the current 
year. 

Over the rest of the forecast period, both 
revenue and expenses are expected to 
remain relatively flat, reflecting the fact 
that growth in SOEs is consistent with 
overall growth in the economy. 

SOEs are forecast to run total operating 
surpluses of $4.6 billion over the 
forecast period.  Around $1.8 billion of 
the operating surpluses will be returned 
as dividends.  The remainder of the 
operating surpluses will be retained by 
individual entities for investment 
according to individual asset strategies. 

Crown Entities – Revenue and Expenses 

Both revenue and expenses to GDP are expected to remain flat initially, before 
decreasing from 2007/08.  

The primary source of revenue for Crown entities is funding from core Crown 
departments.  Since spending for future Budgets has yet to be allocated and therefore 
passed on to delivery agents (such as 
district health boards and schools) this 
leads to revenue and expenses to GDP 
falling near the end of the forecast 
period.  Future allocations to delivery 
agents would lead to revenue and 
expenses rising back to similar levels. 

Crown entities are also forecast to 
generate operating surpluses over the 
forecast period, which total around 
$4 billion.  There are only a few Crown 
entities expected to generate significant 
operating surpluses.  These entities will 
retain their surpluses for long-term 
purposes.  For example, the Accident 
Compensation Corporation (ACC) will 
retain its surplus in order to build up its asset portfolio to help meet its outstanding claims 
liability, while the Earthquake Commission (EQC) will use its operating surplus to build up 
assets to cover claims in the event of any future natural disasters. 
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Figure 2.13 � Core Crown asset growth 

0
10
20
30
40
50
60
70
80
90

100

2004 2005 2006 2007 2008 2009
Year ended 30 June

$ billion

Financial assets Physical assets Investment in SOE/Crown entities Other assets

Source: The Treasury 

 

Net Worth 

Table 2.9 � Net worth comparison with December Update 

Net Worth 2004 2005 2006 2007 2008 2009
($ billion) Actual Forecast Forecast Forecast Forecast Forecast

Total Crown Net Worth
Budget Update 35.5 42.0 48.6 54.0 57.9 63.1
December Update 41.1 47.3 52.6 57.6 63.0

Core Crown Net Worth
Budget Update 19.5 25.3 30.3 34.0 36.3 39.9
December Update 24.3 29.0 32.8 36.1 39.8

SOE Net Worth
Budget Update 7.0 8.5 9.1 9.7 10.2 10.8
December Update 7.7 8.4 9.0 9.6 10.2

Crown Entities' Net Worth
Budget Update 31.7 31.4 32.9 34.2 35.5 36.7
December Update 32.5 33.6 34.9 36.0 37.2

Year ended 30 June

 
 

Source: The Treasury 

Net worth is forecast to increase from $35.5 billion in 2003/04 to $63.1 billion by 2008/09.  
The growth in net worth reflects the Government�s strategy to run operating surpluses to 
strengthen its fiscal position.  This strategy is evident across the whole of the Crown.  The 
following section discusses the net worth of the Crown by segments of reported 
government activity. 

Core Crown 

Table 2.10 � Components of core Crown net worth 

2004 2005 2006 2007 2008 2009
($ billion) Actual Forecast Forecast Forecast Forecast Forecast

Total assets 77.7 82.8 87.6 90.4 94.5 98.9
Total liabilities 58.2 57.5 57.3 56.3 58.2 59.0
Net worth 19.5 25.3 30.3 34.0 36.3 39.9

Year ended 30 June

 

Source: The Treasury 

Over the forecast horizon, core Crown 
assets are expected to increase from 
$77.7 billion to $98.9 billion, largely 
reflecting the application of the 
OBERAC to the build-up of assets rather 
than for debt repayment.  As Figure 2.13 
illustrates, the majority of growth occurs 
within financial assets, which increase 
by around $16.6 billion, while 
investments in Crown entities (primarily 
to fund hospitals and housing) and 
physical assets also increase slightly. 
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Within the financial asset portfolio of the core Crown: 

• the NZS Fund is expected to increase by around $14.1 billion over the forecast period.  
These funds are being set aside to assist in meeting pressures on future NZS 
payments associated with an ageing population 

• advances are forecast to increase by around $4.1 billion, primarily due to student loans 
which are provided to help students to access tertiary education 

• the Reserve Bank�s and New Zealand Debt Management Office�s (NZDMO�s) financial 
asset portfolio is expected to decrease over time largely due to the unwinding of the 
past build-up of financial assets to assist in funding some of the Government�s 
operating and investment programme partially offset by foreign reserves build-up 

• GSF holdings are forecast to remain relatively flat at around $3.3 billion over the 
forecast period.  The assets held by the GSF have been built up from employee 
contributions over time and are used to partially offset the GSF unfunded liability, which 
is forecast to be $13.8 billion by 2008/09.  

By 2008/09 the make-up of the financial asset portfolio is expected to have changed 
significantly, primarily driven by the increase in the holdings of the NZS Fund. 

Figure 2.14 � Core Crown financial assets by portfolio 
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Source: The Treasury 

Investments in Crown entities are forecast to increase by around $1.5 billion to allow for 
maintenance and improvement to the asset base, especially within the health and housing 
sectors. 

Physical assets are expected to increase slightly over the forecast horizon, illustrating the 
maintenance and expansion of the core Crown�s physical asset base.  Figure 2.15 
provides a breakdown of the physical assets held by the core Crown, by major asset 
classes. 
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Figure 2.16 � SOE asset growth 
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Figure 2.15 � Core Crown physical assets by asset class 
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Source: The Treasury 

The level of liabilities is expected to remain relatively stable over the forecast period at just 
under $60 billion. The major component of core Crown liabilities is gross debt, which as 
previously mentioned is forecast to decrease as a percentage of GDP over the forecast 
period. 

SOEs 

Table 2.11 � Components of SOE net worth 

2004 2005 2006 2007 2008 2009
($ billion) Actual Forecast Forecast Forecast Forecast Forecast

Total assets 15.3 17.9 20.4 22.1 22.9 23.9
Total liabilities 8.3 9.4 11.3 12.4 12.7 13.1
Net worth 7.0 8.5 9.1 9.7 10.2 10.8

Year ended 30 June

 

Source: The Treasury 

SOE assets are forecast to increase by around $8.6 billion by 2008/09. 

Similar to the core Crown, the expansion in assets will be driven by the use of retained 
surpluses.  In addition, a portion of this growth has been funded by raising debt (which is 
net worth neutral).  The majority of the growth will come from: 

• physical assets, which are forecast to 
increase by around $5.8 billion, 
reflecting the expansion of assets in 
line with individual entities� asset 
strategies.  Figure 2.17 provides a 
breakdown of physical assets held by 
SOEs 

• financial assets are forecast to 
increase by $2.4 billion, showing the 
expected growth in Kiwi Bank.  This 
growth is net worth neutral, as 
borrowings also increase by a similar 
level. 
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Figure 2.18 � Crown entity asset growth 
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Figure 2.17 � State-owned enterprises� physical assets 
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Source: The Treasury 

Crown Entities 

Table 2.12 � Components of Crown entities� net worth 

2004 2005 2006 2007 2008 2009
($ billion) Actual Forecast Forecast Forecast Forecast Forecast

Total assets 49.0 51.0 53.2 55.3 57.6 59.6
Total liabilities 17.3 19.6 20.3 21.1 22.1 22.9
Net worth 31.7 31.4 32.9 34.2 35.5 36.7

Year ended 30 June

 

Source: The Treasury 

Crown entities� assets are forecast to 
increase by around $10.6 billion by the 
end of the forecast horizon.  The growth 
in assets is largely driven by physical 
assets and financial assets. 

Physical assets are forecast to increase 
by around $3.9 billion.  This growth is 
largely in the health, housing and 
transport sectors.  These sectors make 
up the majority of the physical assets 
held by Crown entities.  The primary 
source of funding for the asset 
expansion in these sectors will come 
from core Crown departments. 
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Figure 2.19 � Crown entities� physical assets broken down by major sectors 
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Source: The Treasury 

Financial assets are forecast to increase by around $6 billion due to growth in the ACC 
and EQC investment portfolios, resulting from the investment of these entities� expected 
retained surpluses.  These portfolios are expected to grow over time, reflecting the fact 
that: 

• ACC is building an asset portfolio to match the outstanding claims liability associated 
with past claims, which is expected to be $11.2 billion in the current year, rising to 
around $13.6 billion by 2008/09.  ACC�s aim is to have the residual claims fully funded 
by 2014 

• EQC is New Zealand�s primary provider of seismic disaster insurance to residential 
property.  To help meet future claims in case of a natural disaster, EQC is building up 
its financial asset portfolio. 

Figure 2.20 � Crown entities� financial assets broken down by major portfolios 
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Source: The Treasury 
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Figure 2.21 � OBERAC comparison 
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Comparison with December Update 

OBERAC and operating balance 

Compared with the December Update: 

• the OBERAC is forecast to be higher 
in the current year, largely due to 
increased tax revenue and delays in 
spending (of which some have been 
transferred into 2005/06) 

• the OBERAC is forecast to be similar 
over the rest of the forecast period 
apart for in 2007/08, where it is 
forecast to be lower than at the 
December Update.  This is largely 
due to the impact on tax revenue of 
aligning provisional and GST due 
dates.  

The difference between the OBERAC and the operating balance of around $1.6 billion for 
the year ended 30 June 2005 is largely due to the removal of the net GSF valuation 
movement ($426 million) and ACC valuation ($1,202 million). 

Table 2.13 � OBERAC reconciliation (explains changes to the OBERAC since the 
December Update) 

2005 2006 2007 2008 2009
($ million) Forecast Forecast Forecast Forecast Forecast

OBERAC 2004 December Update 6,467      6,201      5,334         4,923         5,428         
Changes (revenue)

Tax revenue (forecasting) 307 679 316 241 142
Tax revenue (policy) -  (211) (211) (871) (348)
Other sovereign revenue 17 57 66 89 110
Investment income (36) (84) (171) (232) (247)
Other revenue 53 38 14 16 20
Other changes to SOEs and Crown entities (excluding ACC 
valuation change) 95 138 80 (13) (43)

Total revenue changes 436 617 94 (770) (366)

Changes (core Crown expenses excluding GSF 2004/05 valuation)
Changes to future new operating spending 430 1,218 1,460 1,818 2,129
Welfare benefit forecast changes 68 131 178 228 279
Social security and welfare (excluding welfare forecast changes) (113) (79) (83) (167) (175)
Education 164 (136) (237) (225) (226)
Health 4 (336) (324) (375) (417)
Other core Crown functional expenses (41) (991) (1,259) (1,685) (1,582)
Finance costs 30 40 167 147 205

Total core Crown expenses changes 542 (153) (98) (259) 213

Total Changes 978         464         (4)              (1,029)       (153)          
OBERAC 2005 Budget Update 7,445      6,665      5,330         3,894         5,275          

Source: The Treasury 
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Figure 2.22 � Gross sovereign-issued debt 
comparison 
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The change in tax revenue since the December Update comprises a mixture of forecast 
and policy changes: 

• forecasting changes have increased tax revenue between $100 million and 
$700 million over the forecast period.  The majority of this increase comes through the 
corporate tax forecasts, which are currently running about 4% above the December 
Update.  It is expected that much of this strength will persist through the forecast 
period, tempered somewhat by corporate profit growth being slightly lower than 
expected at the December Update 

• policy changes since the December Update are outlined in Table 2.5. 

The initial decrease in core Crown expenses reflects expense delays.  Over the rest of the 
forecast period, expenses are broadly consistent with the December Update.  Expense 
changes include: 

• lower welfare forecast changes over the forecast period, primarily due to lower benefit 
recipient levels.  This is especially the case with unemployment levels, which are lower 
than the December Update, reflecting stronger than forecast employment growth.  In 
addition, the level of recipients of a number of other benefit types (eg, Domestic 
Purposes Benefit and Accommodation Supplement) is forecast to be lower than the 
December Update, reflecting demographic changes due to population projections 

• changes in other core Crown functional expenses (education, health and other core 
Crown functional expenses in Table 2.13), which mainly represent the allocation of new 
spending in the 2005 Budget package.  At the time of the December Update, this new 
spending was disclosed as an allowance for future operating spending (which has 
decreased as illustrated by Table 2.13). 

Debt indicators 

Gross sovereign-issued debt by the end of the forecast period is expected to be higher 
from that forecast in the December Update.  This is mainly due to the higher starting 
position of borrowings held by the Reserve Bank based on a March position (net debt 
neutral as the value of financial assets have a corresponding increase). 

The increased asset position from 
2004/05 has been utilised over the rest 
of the forecast period to absorb 
additional spending from that expected 
in the December Update.  This means 
over the forecast period on an 
accumulative basis there is minimal 
change to the bond programme since 
the December Update. 

Net debt by the end of the forecast 
period is similar to what was forecast in 
the December Update.  The reason that 
the net debt trend doesn�t follow the 
same trend as gross debt is that the 
higher starting position of borrowings is 
net debt neutral. 
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Table 2.14 � 2005 Budget Update fiscal indicators 

Fiscal Indicators 2004 2005 2006 2007 2008 2009
($ million) Actual Forecast Forecast Forecast Forecast Forecast

Revenue
Total revenue 60,387 65,265 68,770 71,238 73,856 78,156
Core Crown revenue 46,932 51,145 53,297 55,008 57,056 60,792
Tax revenue 42,532 45,976 48,102 49,445 51,091 54,343

Expenses
Total expenses 53,057 59,513 62,244 66,047 70,101 73,020
Core Crown expenses 41,608 45,327 48,245 51,323 54,780 57,210

Operating balance - Core Crown 5,324 5,818 5,052 3,685 2,276 3,582
Operating balance - Crown entities 1,709 (420) 1,064 1,089 1,092 1,166
Operating balance - SOEs 672 931 873 915 933 997
Dividend elimination (281) (438) (324) (359) (407) (470)
Operating balance 7,424 5,891 6,665 5,330 3,894 5,275

OBERAC 6,629 7,445 6,665 5,330 3,894 5,275
OBERAC (excluding net NZS Fund asset returns) 6,436 7,034 6,198 4,691 3,066 4,233

Cash available/(shortfall to be funded) 520 2,413 30 (1,606) (2,776) (1,391)

Debt Indicators
Gross sovereign-issued debt 35,527 34,111 33,284 32,583 34,629 35,925
Total gross Crown debt 36,825 35,695 36,155 35,395 37,002 37,836
Net core Crown debt 15,204 11,533 10,257 10,640 12,527 13,439

Net core Crown debt with NZS Fund assets 11,248 5,059 979 (1,652) (3,126) (6,000)

Net worth 35,463 41,972 48,637 53,967 57,861 63,136

Domestic bond programme 2,212 2,150 2,200 2,800 2,800 2,800

Nominal GDP 140,512 150,714 156,065 161,582 169,470 178,172

Fiscal Indicators as a % of GDP
Revenue
Total Crown revenue 43.0 43.3 44.1 44.1 43.6 43.9
Core Crown revenue 33.4 33.9 34.2 34.0 33.7 34.1
Tax revenue 30.3 30.5 30.8 30.6 30.1 30.5

Expenses
Total Crown expenses 37.8 39.5 39.9 40.9 41.4 41.0
Core Crown expenses 29.6 30.1 30.9 31.8 32.3 32.1

Operating balance 5.3 3.9 4.3 3.3 2.3 3.0
OBERAC 4.7 4.9 4.3 3.3 2.3 3.0
OBERAC (excluding net NZS Fund asset returns) 4.6 4.7 4.0 2.9 1.8 2.4

Debt Indicators
Gross sovereign-issued debt 25.3 22.6 21.3 20.2 20.4 20.2
Total gross Crown debt 26.2 23.7 23.2 21.9 21.8 21.2

Net core Crown debt 10.8 7.7 6.6 6.6 7.4 7.5
Net core Crown debt with NZS Fund assets 8.0 3.4 0.6 (1.0) (1.8) (3.4)

Net worth 25.2 27.8 31.2 33.4 34.1 35.4

New Zealand Superannuation Fund
Fund asset returns (after tax) 193 411 467 639 828 1,042
Fund contributions 1,879 2,107 2,337 2,375 2,533 2,744
Fund assets (year end) 3,956 6,474 9,278 12,292 15,653 19,439
% of GDP 2.8 4.3 5.9 7.6 9.2 10.9

Year ended 30 June

 

Source: The Treasury  
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Table 2.15 � 2004 December Update fiscal indicators 

Fiscal Indicators 2004 2005 2006 2007 2008 2009
($ million) Actual Forecast Forecast Forecast Forecast Forecast

Revenue
Total revenue 60,387 64,643 68,071 71,020 74,406 78,305
Core Crown revenue 46,932 50,581 52,818 54,983 57,812 61,116
Tax revenue 42,532 45,669 47,634 49,340 51,721 54,549

Expenses
Total expenses 53,057 59,155 62,009 65,825 69,622 73,016
Core Crown expenses 41,608 45,751 48,092 51,225 54,521 57,423

Operating balance - Core Crown 5,324 4,830 4,726 3,758 3,291 3,693
Operating balance - Crown entities 1,709 448 897 1,021 1,070 1,177
Operating balance - SOEs 672 785 900 929 955 1,014
Dividend elimination (281) (436) (322) (374) (393) (456)
Total operating balance 7,424 5,627 6,201 5,334 4,923 5,428

OBERAC 6,629 6,467 6,201 5,334 4,923 5,428
OBERAC (excluding net NZS Fund asset returns) 6,436 6,184 5,699 4,648 4,035 4,317

Cash available/(shortfall to be funded) 520 1,436 (705) (1,555) (1,415) (972)

Debt Indicators
Gross sovereign-issued debt 35,527 33,846 33,409 32,905 34,056 34,931
Total gross Crown debt 36,825 36,093 36,648 36,241 36,857 36,780
Net core Crown debt 15,204 13,065 12,461 12,612 12,873 13,215

Net core Crown debt with NZS Fund assets 11,248 6,719 3,406 658 (2,312) (5,609)

Net worth 35,463 41,109 47,310 52,644 57,567 62,995

Domestic bond programme 2,212 2,052 2,473 2,754 1,750 3,367

Nominal GDP 140,336 150,400 155,871 161,625 169,487 178,029

Fiscal Indicators as a % of GDP
Revenue
Total Crown revenue 43.0 43.0 43.7 43.9 43.9 44.0
Core Crown revenue 33.4 33.6 33.9 34.0 34.1 34.3
Tax revenue 30.3 30.4 30.6 30.5 30.5 30.6

Expenses
Total Crown expenses 37.8 39.3 39.8 40.7 41.1 41.0
Core Crown expenses 29.6 30.4 30.9 31.7 32.2 32.3

Operating balance 5.3 3.7 4.0 3.3 2.9 3.0
OBERAC 4.7 4.3 4.0 3.3 2.9 3.0
OBERAC (excluding net NZS Fund asset returns) 4.6 4.1 3.7 2.9 2.4 2.4

Debt Indicators
Gross sovereign-issued debt 25.3 22.5 21.4 20.4 20.1 19.6
Total gross Crown debt 26.2 24.0 23.5 22.4 21.7 20.7

Net core Crown debt 10.8 8.7 8.0 7.8 7.6 7.4
Net core Crown debt with NZS Fund assets 8.0 4.5 2.2 0.4 (1.4) (3.2)

Net worth 25.3 27.3 30.4 32.6 34.0 35.4

New Zealand Superannuation Fund
Fund asset returns (after tax) 193 283 502 686 888 1,111
Fund contributions 1,879 2,107 2,207 2,213 2,343 2,528
Fund assets (year end) 3,956 6,346 9,055 11,954 15,185 18,824
% of GDP 2.8 4.2 5.8 7.4 9.0 10.6

Year ended 30 June

 

Source: The Treasury  
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Why does the Government run an operating surplus?  Why is it not �available� for more 
spending or tax cuts? 

The answer to these questions is the Government�s fiscal strategy.  The Public Finance Act 
requires the Government to act in accordance with the principles of responsible fiscal 
management.   

As outlined earlier in the chapter the Government�s fiscal strategy is to strengthen public 
finances to prepare for future costs associated with an ageing population.   

To progress towards the Government�s fiscal strategy the Government needs to run 
operating surpluses to help to save for future demographic changes (such as contributions to 
the NZS Fund) and to assist in the financing of the Government�s capital programme.   

The cash generated from the operating balance is not always sufficient to meet all the 
Government�s operating and investing decisions.  So the Government still needs to borrow 
some money in many years to fund the shortfall between the forecast operating surplus and 
the capital programme (which is often larger than the surplus). 

The following graph shows how the operating surplus (or OBERAC) is used in each year 
over the forecast horizon, and therefore why nominal debt has to increase even when there 
is a �surplus�. 
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Source: The Treasury 

When this line is 
above zero, there 
are funds available 
for repaying debt.  
Below zero, 
borrowing is needed 
to fund spending. 
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The following table explains how the operating surplus/OBERAC is calculated for the 
2004/05 and the 2005/06 financial years and then how it is applied.  Any extra spending or 
reduced tax revenue would add to the bottom-line cash shortfall (and add to the need to 
borrow). 

$ million 2004/05 2005/06 Description of Items 

51,145 53,297 Core Crown revenues � these are the revenues the Government 
collects.  They are mainly taxes. 

(45,327) (48,245) Core Crown expenses � these represent most of the 
Government�s spending, BUT not all of it.  They are the day-to-
day spending (salaries, benefit payments, etc) that does not 
create government assets. 

 

73 1,613 Net surplus of SOEs and Crown entities � this is the net surplus 
(after dividends) that SOEs and Crown entities make.   

Operating 
balance 

5,891 6,665 Operating balance � the residual of revenues less expenses plus 
surpluses from SOEs and Crown entities.  It is the 
Government�s operating profit or loss.   

 1,554 - OBERAC adjustments � removal of revaluation movements. 

OBERAC 7,445 6,665 OBERAC � the residual from revenues and expenses less removal 
of large valuation movements (the OBERAC and operating 
balance are the same in forecast years). 

Less 806 (341) Retained items and non-cash items � items such as the net 
surplus of SOEs/Crown entities and the net investment returns 
of the NZS Fund are retained by these entities.  The surpluses 
generated (unless withdrawn from the entities) cannot be used 
for other purposes so do not aid in funding other government 
spending.  Depreciation expense is also removed as it is non-
cash (it is captured in the actual purchase of assets below).  
Additionally, the actual working capital movements, such as 
payment of creditors, impact on the level of net cash flows from 
operations. 

Equals 
surplus 
cash flows 

8,251 6,324 Cash from operations � these are the cash flows from core Crown 
operations (excluding the NZS Fund).  This is the cash 
equivalent of the operating surplus and is available to assist in 
funding capital spending. 

Less 
capital 
spending 

(2,107) (2,337) Contributions to the NZS Fund � the Government�s annual 
contribution to the NZS Fund to build up assets to contribute to 
future NZS payments. 

 (1,693) (2,128) Purchase of assets � departments buy assets including computer 
equipment, new buildings and defence equipment. 

 (742) (781) Loans to others (advances) � these are mainly student loans (the 
Government is committed to help students access tertiary 
education by funding student loans). 

 (596) (448) Net capital injections � investments in Crown entities to enable 
them to build hospitals and housing. 

 (700) (500) Reserve Bank reserves � purchase of extra reserves to assist the 
Reserve Bank to maintain financial stability. 

 - (100) Capital forecast � an amount set aside for further capital activity.  
The Government has not yet decided on the specific initiatives. 

What is left 2,413 30 Cash available/(shortfall) � this amount needs to be funded if it is 
a shortfall.  Funding is provided by selling surplus financial 
assets (because of surplus cash from prior years) or borrowing 
more. 
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Risks to fiscal forecasts 

The fiscal forecasts were finalised on 9 May 2005 in accordance with the forecast 
accounting policies.  There are certain risks around the forecast results.  To assist in 
evaluating such risks the following chapters should be read in conjunction with the fiscal 
forecasts: 

• Risks and Scenarios (Chapter 3) � The fiscal forecasts are based on the economic 
forecasts presented in Chapter 1 and any variation from the economic forecast will 
affect the fiscal forecasts, in particular tax revenue and benefit expenses.  The Risks 
and Scenarios chapter discusses the effect on the forecasts under different 
circumstances. 

• Specific Fiscal Risks (Chapter 4) � The fiscal forecasts incorporate government 
decisions up to 9 May 2005.  The Specific Fiscal Risks chapter covers specific policy 
decisions that are under active consideration by the Government at the time of the 
finalisation of the forecasts. 

In addition to the specific fiscal risks and the link to the economic forecasts, there are a 
number of forecasting issues explained below that may arise in future. 

Tax forecasting risks 

The tax forecasts prepared for this Budget Update are based on current tax policy and on 
the macroeconomic central forecast.  Sensitivities of tax revenue to changes in economic 
conditions are presented in the Risks and Scenarios chapter on page 96. 

SOEs and Crown entities� forecasts 

The forecasts for large SOEs and Crown entities were provided in March 2005 based on 
their best assessments at that time. 

Revaluation of property, plant and equipment 

Crown accounting policy is to revalue certain classes of property, plant and equipment on 
a regular basis.  In certain circumstances the valuation will be affected by foreign 
exchange rates, so any appreciation in the New Zealand dollar (from 30 June 2004) will 
adversely affect the current physical asset values included in the fiscal forecasts.  In 
addition from the current year the accounting policy for the valuation of electricity 
generation assets has changed, the impact of this change is outlined in the GAAP tables 
on page 120. 

Discount rates 

The GSF and ACC liabilities included in these forecasts have been valued as at 
28 February and 31 March respectively.  The liabilities are to be next valued at 
30 June 2005 for inclusion in the year-end financial statements.  Any change in discount 
rates will affect the presented fiscal forecast.  For example, if the discount rate rises, the 
value of the liabilities will decrease. 
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International financial reporting standards 

The New Zealand Accounting Standards Review Board announced in December 2002 
that International Financial Reporting Standards (IFRSs) will apply to financial reporting by 
both public and private sector entities from 1 January 2007, but with entities having the 
option to adopt from 1 January 2005.   

The Crown plans to adopt the New Zealand IFRSs in the 2007 Budget. 

Tertiary education institutes� (TEIs�) accounting treatment 

The forecast information presented in the 2005 Budget Update combined TEIs on an 
equity accounting basis.  As noted in previous publications the combination treatment of 
TEIs remains unresolved. 

The combination method adopted in these forecasts is to equity account for the TEIs� net 
surpluses and net investment and not the TEI revenues, expenses, assets and liabilities 
on a line-by-line method.  This is consistent with the treatment adopted in the 2004 Crown 
financial statements. 

The key indicators are unchanged as a result of the combination approach for TEIs (refer 
page 56 of the 30 June 2004 Crown financial statements). 

Foreshore and seabed recognition 

The Foreshore and Seabed Act 2004 vests in the Crown the full legal and beneficial 
ownership of the public foreshore and seabed.  Whether the public foreshore and seabed, 
or parts thereof, meet the requirements for asset recognition for the purposes of reporting 
in the Crown financial statements and fiscal forecasts is currently being considered.  Any 
recognition of the public foreshore and seabed for reporting purposes would increase the 
value of physical assets and net worth included in the fiscal forecasts but is excluded from 
the calculation of the OBERAC. 




