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04 May 2011 BM-2-4-2011 
  

Treasury Report:  Introducing more Flexible Financial Management 

Executive Summary 

This paper proposes a number of changes to the current financial management 
arrangements to introduce more flexibility into the system to assist departments to find 
savings as part of the Efficiency Savings approach. 

Four year Budget Plans are the main vehicle for flexibility and should be promoted as 
a key planning document 
 
Four-year Budget Plans provide the flexibility for Ministers and departments to propose any 
type of change within a Vote that helps achieve the Government’s priorities.  For example, 
the plans could be used to shift money across years, across appropriations, combine 
appropriations or establish Multi-Year Appropriations.    
 
This flexibility is currently not being fully utilised and placing Four-year Budget Plans at the 
centre of departmental annual planning will help reinforce the importance of the documents.  
This will also require Treasury to work more actively with portfolio Ministers and departments 
to promote the Four-year Budget Plans as a mechanism for proposing any changes that are 
needed to meet the Government’s priorities, including making savings.  This would see the 
Four-year Budget Plans,                                                                   
                    become a critical element in preparing Statements of Intent and other 
accountability documents, rather than the Four-year Budget Plan being treated primarily as 
an input to the Budget. 
 
Other new mechanisms can support flexibility throughout the year 
 
In addition to wider utilisation of Four-year Budget Plans, a number of other mechanisms are 
proposed that will allow departments and Ministers to respond more quickly to changing 
events, after Four-year Budget Plans have been agreed.  These are summarised below: 
 
Proposed change Features of proposal Rationale 

Differentiated budget 
process 

A department could be exempt from preparing a 

Four-year Budget Plan for two financial years 

after the first Budget in each Parliamentary term 

if a high quality plan had been prepared and no 

changes were anticipated in the Vote. 

Would reduce compliance costs for 
departments and allow a greater focus 
on departments/Votes where changes 
are expected. 

Extend joint Ministerial 
delegations beyond 
existing CO (09) 6 
delegations 

• Allow approval for the retention of 

underspends, subject to an assessment of 

how the underspend arose. Transfers of 

o 100% of underspends in departmental 

appropriations in MBU; 

o 50% of underspends proposed after MBU 

but before 30 June. 

• Allow approval to front-load spending on the 
basis of a robust business case outside of 
Four-year Budget Plans. 

These changes would provide more 
scope to shift money across years.  The 
differentiation between underspends 
identified in MBU and after MBU is to 
ensure underspends are identified in 
time to be taken into account in 
borrowing requirements.  It would help 
minimise end of year ‘spend-ups’. 

Three year Statements 
of Intent 

A department could prepare a SoI once every 
three financial years. 

Would reduce compliance costs for 
departments. 

Modify financial  
reporting for forecasts 
and monthly actuals 

Treasury is currently consulting departments about changes to the reporting requirements 
to ensure that they are not imposing unnecessary compliance requirements. 

 

[2]
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Recommended Action 

We recommend that you: 
 
a agree, subject to Cabinet approval, to the following changes to financial management 

arrangements to assist departments to take a multi-year approach to their business 
and help them implement the Efficiency Savings model: 

 
i more active use of Four-year Budget Plans to consider a wider range of changes 

to appropriations and service delivery; 
 
Agree/disagree 
 
ii introduce a differentiated Budget process from the start of the next Parliamentary 

term to exempt some departments from producing Four-year Budget Plans every 
year; 

 
Agree/disagree 

 
iii widen Cabinet delegations to joint Ministers to approve transfers of underspends 

and front-loading of spending, subject to certain requirements; 
 
Agree/disagree 

 
iv introduce a three year Statement of Intent from the start of the next Parliamentary 

term; 
 
Agree/disagree 
 

b direct Treasury to draft a Cabinet paper seeking Cabinet agreement to: 
 
i changes to the use of Four-year Budget Plans,                             

                                                                        
 
ii changes to the Budget process to incorporate future exemptions to some 

departments producing Four-year Budget Plans every year;  
 
iii seek Cabinet delegations to joint Ministers to approve transferring underspends 

and front-loading spending; 

[2]
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c                                                                                       

                                                                                     
                                                                                        
 

 
 
 
 
 
 
Ruth Isaac 
Acting Manager, State Sector Strategy 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 

[2]



              

T2011/971 : Introducing more flexible financial management Page 5 
 

              

 

Treasury Report: Introducing more flexible financial management 

Purpose of Report 

1. This report seeks your agreement to changes to financial management arrangements. 

Analysis 

2. Cabinet recently agreed to the introduction of an Efficiency Savings model, to be 
announced in Budget 2011 [CAB Min (11) 15/15 refers].  This paper proposes a 
number of changes to the current financial management arrangements to introduce 
more flexibility into the system to assist departments to find savings.   
 

3. The proposals pick up on options that you have previously discussed with the Senior 
Executives Group (SEG).  The SEG has focussed on proposals to assist departments 
to take a longer term perspective, and manage funding over multiple years to 
encourage a multi-year focus.  We consider that the changes proposed in this report 
will increase flexibility significantly and help Ministers and departments respond to the 
need to make savings and provide services more efficiently. 

 
4. The attached A3 document summarises the options in the Report as well as the 

expected impact on flexibility. 
 

Four-year Budget Plans 
 
5. The Four-year Budget Plan was introduced in Budget 2011 to encourage departments 

to take a longer term perspective of pressures and priorities.  The Plans provide a high 
level of flexibility to propose any changes to help improve service delivery and achieve 
priorities, including making savings.   

 
6. This existing flexibility within Four-year Budget Plans is not being fully utilised.     

                                                                              
                                                            This will require Treasury to 
work more actively with departments to promote the Four-year Budget Plans as a 
mechanism for proposing any changes that are needed to meet the Government’s 
priorities, including making savings. This would see the Four-year Budget Plans,       
                                                                become a critical element 
in preparing Statements of Intent and other accountability documents, rather than the 
Four-year Budget Plan being treated primarily as a Budget document. 

 
7. To emphasise the importance of Four-year Budget Plans we recommend that you 

begin communicating expectations that the Four-year Budget Plans will be an ongoing 
feature of future Budgets and that they should be integrated within departmental 
planning processes.  We recommend you take a paper to Cabinet to communicate this 
intention, as well as seeking agreement to the other proposals in this paper.  The paper 
could also set an expectation that Four-year Budget Plans be prepared in 
October/November each year, regardless of whether or not specific Budget timetable 
dates have been agreed. 

 
 
 
 

[2]

[2]
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8. Treasury will ensure that future communications about the Four-year Budget Plans are 
more specific about the range of options that can be proposed in the document.  These 
include: 

 

• Shifting funding across years to meet demand or to enable up-front investment.   

• Shifting money across appropriations. 
 

• Simultaneously shifting money across years and appropriations.   
 

• Creating new appropriations or cancelling old ones. 
 

• Combining Votes administered by the same department. 
 

• Creating new MYAs where these help deliver a defined service with a fixed total 
cost across a fixed period of time more efficiently, but where the exact spread 
over time is uncertain. 

 

• Creating Multi-Class Output Appropriations where these would help provide more 
flexibility to provide a mix of similar outputs. 

 

• Changing appropriation names or scopes where necessary to deliver improved 
results. 

 
9. All changes proposed in Four-year Budget Plans could then be considered by Cabinet 

and, if agreed, approved as part of the Budget.  The first year of the Plan would be 
appropriated by Parliament. 

 
10. In effect, there is scope within the Four-year Budget Plan process to propose almost 

any change and have this considered by Cabinet.  If well utilised, the Four-year Budget 
Plans will provide a great deal of additional flexibility.  This will provide scope to shift 
resources to achieve productivity gains.  We recommend that this be complemented by 
a number of other changes discussed below that are designed to provide flexibility 
outside of the regular Four-year Budget Plan process.   

 
11. The greater emphasis on Four-year Budget Plans would also be reinforced by our 

proposal to introduce greater scrutiny and review of these plans to help lift their quality 
(CAB Min (11) 15/15 refers).   The approach and sequencing of these reviews could 
vary to reflect the different circumstances across agencies and sectors.  This would 
range from greater support to smaller agencies with weak planning documents to more 
regular scrutiny of the spending plans of the big agencies to external spending reviews 
for specific agencies where there are particular policy or operational issues that need 
attention, such as the planned Corrections Review for the 2012 Budget (CAB Min (11) 
15/15 refers).  There are a number of options around how these reviews of Four-year 
Budget Plans could work and we will be reporting to you on these options in the next 
couple of months. 

 
Differentiated Budget Process 
 
12. A department in a relatively ‘steady state’ could be exempt from preparing a Four-year 

Budget Plan for two financial years after first Budget in each Parliamentary term, 
provided the first Plan meets required standards and no future changes are anticipated 
in the Vote.   
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13. The differentiated process would mean that qualifying Votes would have fewer 

compliance requirements as part of the Budget process.  Departments could then focus 
on delivering services efficiently, rather than preparing Budget material.  Four-year 
Budget Plans would still be required in Votes where: 

 

• significant changes are expected; 
 

• the Vote is receiving new funding (or a reduction in funding); or 
 

• previous Four-year Budget Plans have not met required standards. 
 

14. We recommend incorporating this from the start of the next Parliamentary term 
onwards.  Treasury will ensure that guidance material provided to departments sets out 
required standards and expectations as well as setting out the conditions for qualifying 
for exemption from Four-year Budget Plans. 
 

Risks 

 
15. Votes that are exempt from producing Plans will have less on-going scrutiny.  Strong 

criteria for acceptance into the exemption group will be required to minimise the risk 
that this results in less focus on service delivery, or baselines that are higher than 
optimal.  As well as a high quality Four-year Budget Plan, this will require an 
assessment of the appropriate baseline for the Vote.  
 

Extend Joint Minister Delegations 
 
16. Cabinet currently delegates authority to joint Ministers to approve a range of largely 

technical changes to appropriations under the Cabinet Office Circular CO (09) 6, 
outside of the wide range of changes possible in the Four-year Budget Plans.  Wider 
delegations to joint Minsters would mean that after Four-year Budget Plans had been 
agreed there would be scope for Joint Ministers to approve changes to appropriations 
that currently need Cabinet approval.  We recommend the following changes to 
delegations: 
 

• Allow approval for the retention of underspends.  
 

o Transfers of 100% of underspends in all departmental expense 
appropriations sought before or in the March Baseline Update (MBU); 

 
o 50% of underspends in departmental expense appropriations proposed 

after MBU but before 30 June. 
 

• Allow approval during the year to front-load spending on the basis of a robust 
business case where such a change is expected to provide significant benefits 
(e.g. better service delivery or savings). 

 

17. Retaining underspends would provide more incentive to make savings, as this funding 
could be transferred into future years for specific purposes.  It would also reduce the 
incentive for end-of-year “spend-ups”.  We recommend that the delegation to transfer 
underspends only initially apply to departmental expense appropriations, not all 
appropriations.  This limits the fiscal risks and more closely aligns the flexibility 
measures with those appropriations covered by the Efficiency Savings model.  Wider 
coverage could be reconsidered at a later date. 
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18. The distinction between underspends identified before and after the MBU is driven by 

two factors: 
 

• Good planning should mean it is possible to identify savings early, while late 
identification of underspends may reflect ‘windfall’ gains. 

 

• The Crown’s borrowing requirements are determined by the numbers submitted 
for the Budget as part of the MBU. 

 
Risks 
 
19. One of the most significant risks with transferring underspends is that they may occur 

as a result of the level of funding being too high.  At present this money would return to 
the centre as savings.  However, if the money is shifted ahead to the following year it 
does not address whether the level of funding is appropriate.  To manage this risk 
departments would be required to indicate how the underspend had arisen and what 
the underspend would be used for.  When arising through active decisions, or more 
efficient operations, Treasury would recommend the transfer be agreed.  Treasury 
would recommend that underspends arising from ‘windfall gains’, such as demand 
being less than expected, not be agreed.   
 

20. In addition, all underspends would be summarised in the new year end report detailing 
changes in expenses during the year (a new report implemented as part of the review 
of the Fiscal Management Approach).  This would provide a mechanism to monitor 
areas where funding was repeatedly shifted over years.   

 
21. Transferring underspends across years would be likely to have a fiscal impact.  

Currently Treasury makes a ‘top-down adjustment’ to the fiscal forecasts prepared for 
the Budget Economic and Fiscal Update and Half-Year Economic and Fiscal Update, 
to account for underspends.  Transferring more underspends will mean that the top-
down adjustments will be smaller than otherwise would have been the case.  However, 
most of the top-down adjustment covers non-departmental expenses, so the impact 
from allowing more departmental underspends to be transferred is likely to be small. 

 
22. There is also a risk that underspends may arise from services not being delivered, 

rather than efficiency gains.  The use of performance information should ensure that 
the required services are provided. 

 
23. There is a risk with shifting money into earlier years (‘front-loading’ spending) that 

savings will not made, leading to a funding shortfall later. To minimise this risk, any 
front-loading should be subject to a business case, with clear accountability to Chief 
Executives and assessment of results to help manage risks. 

 
More use of Multi-year Appropriations 
 
24. The options above provide significant scope to shift money across years.  Making more 

use of Multi-year Appropriations (MYAs) would provide even more flexibility to shift 
money across years.  Rather than rolling out MYAs across all departmental 
appropriations we recommend that any proposals for new MYAs be considered on a 
case-by-case basis.  Four-year Budget Plans provide an opportunity for new MYAs to 
be proposed and then assessed by Treasury. 

 
25. In general, we recommend MYAs be used only for spending that is time-limited and 

with a known quantity but unknown spread of costs.  More widespread use of MYAs 
would reduce Parliamentary control as the appropriation is only examined when the 
MYA is established.  For this reason we do not recommend applying MYAs widely 
outside of those appropriations that fit the current criteria. 
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Three Year Statements of Intent 
 
26. A department in a relatively ‘steady state’ could prepare a Statement of Intent once 

every three financial years (to correspond to the first year of each Parliamentary term).  
This would be most likely to apply to a department that had prepared a high quality 
Four-year Budget Plan, was part of the differentiated Budget process and expected no 
significant changes to future priorities and spending. 

 
27. SOIs would still have to meet PFA requirements and cover the current year plus the 

following two years.  As a result the unchanged SOI would have to be presented to 
Parliament every year.  Departments would be expected to ensure that the SOI 
remains relevant.  Treasury would provide guidance to assist departments in this. 
 

Memorandum Accounts 
 
28. Cabinet recently agreed to changes in the way memorandum accounts operate [CAB 

Min (11) 15/10 refers].  Treasury led a review of the operation of memorandum 
accounts with Chief Financial Officers and senior finance practitioners from a group of 
agencies responsible for administering memorandum accounts.  The review was 
requested by the Senior Executive Group and they support the proposed changes.   

 
29. The main obstacle to the current memorandum account regime being effective was the 

difficulty (real or perceived) that departments face in getting approval for capital 
injections (due to prior surpluses having been returned to Treasury) in order to reduce 
a growing memorandum account deficit balance.  

 
30. As memorandum account surpluses arise from overcharging third-party service 

recipients, they are attributable to those third parties, not to the Crown.  Treasury’s 
view, reflected in the Cabinet paper, is that it therefore follows that they should not be 
paid to the Crown as part of a department's overall surplus and memorandum accounts 
should therefore be established as real accounts. 

 
31. The amendments agreed by Cabinet will eliminate the confusion around the operation 

of memorandum accounts, and increase transparency around their ongoing operation.  
Implementing the changes will require a revision to Budget guidance and Treasury 
Instructions. 
 

Fiscal Reporting Requirements 
 
32. Treasury is currently consulting with departments regarding changes to reporting 

requirements. The current requirements were released on the 1st of July 2007 when 
the New Zealand equivalents of International Financial Reporting Standards were 
introduced.  At that time, when the impact of the new reporting standards was not fully 
known, we took a conservative approach.     

 
33. We have now completed three annual reporting cycles under this format and are better 

placed to tackle the redundancies and classification issues and we are now assessing 
departmental feedback. 

 
Implications for the Public Sector Management System 
 
34. These changes are consistent with other state sector initiatives underway such as the 

Four-year Budget Plans, the efficiency saving (which provide greater certainty of future 
funding for departmental output expenses), and improving benchmarking of 
administrative and support services (which is one element of improving performance 
management information for agencies and helps Ministers to hold agencies to 
account).  
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35. Taken together, the changes recommended in this paper reinforce the broader 

changes to the Public Sector Management (PSM) system and the broad public sector 
relationship model that Central agencies and the government are seeking.  In effect, 
these changes are aimed at making sure the principles of the PSM system work in 
practice.   

 

• SEG chief executives are seeking greater certainty and flexibility to deliver the 
government’s objectives (the ‘loose’ part of the ‘tight-loose-tight1’ PSM model). 
This is matched by greater transparency and better information about expected 
and actual performance (the two ‘tights’) so the government can be confident in 
their management and hold agencies to account.  

 

• Promoting Four-year Budget plans as a key planning document,                
                   n the preparation of accountability documents provides greater 
transparency to agency planning. It will also shift the discussion between 
ministers and agencies to focus on the longer term and will lift understanding of 
the long-term pressures facing the state sector. 

 
Next Steps 
 
36. Increasing delegation for underspends and front-loading spending will require Cabinet 

approval.  We can draft a Cabinet paper for your consideration if you wish to implement 
these changes.  The paper could also seek Cabinet agreement to the on-going use of 
Four-year Budget Plans and set expectations for Budget 2012, including embedding an 
expectation that Four-year Budget Plans will generally be expected in the 
October/November period.  Detailed design of Budget 2012, and specific dates could 
be agreed later in the year.  This would ensure departments had prior warning of the 
role of Four-year Budget Plans and provide them more time to consider any changes 
that they may require. 

 
37. If these changes are agreed by Cabinet, Treasury will then update Budget guidance to 

inform departments of the requirements of the new approach, as well as the new 
mechanisms available to them. 

                                                
1
 The ‘first’ tight refers to clear specification at the start of the year of the expected performance being 

sought; the ‘loose’ refers to agency chief executives’ freedom to manage; and the second tight refers 
to clear reporting following the end of the year about actual performance.  

[2]
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Other Options  
 
38. The table below summarises other options that we have considered and the reason 

why we do not propose taking these further: 
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