
 

 

Reference: 20160080 
 
 
 
17 May 2016 
 
 

 
Thank you for your Official Information Act request, received on 18 March 2016.  You 
requested the following: 
 

“1. Copies of all documents (correspondence, advice, emails, reports, briefings, 
aides memoires) mentioning the meeting on 21 August 2015 with the Ministry of 
Health and the Treasury’s Government Accountant to discuss the alternative 
funding options for the Wellington Accommodation Project. 
 
2. Copies of all documents (correspondence, advice, emails, reports, briefings, 
aides memoires) mentioning the subject matter of that meeting on 21 August 
2015 since July 2015. 

  
Where information is withheld, I request you provide the title and date of the 
communication/document withheld, the reason for refusal and the grounds in 
support of that reason as required by section 19(a)(i) and (ii) of the Official 
Information Act.” 

 
Following consultation with a Treasury official, you agreed to modify the second bullet 
of your request to:  
 

2. “Copies of all documents (correspondence, advice, emails, reports, briefings, 
aides memoires) that solely relate to the meeting on 21 August 2015 since July 
2015, eg pre-meeting briefings, correspondence , documentation etc. which was 
prepared to address that meeting or that followed on from the meeting.” 
 

On 19 April we extended the time limit for deciding on your request by an additional 20 
working days. 
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Information Being Released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  21 August 2015 Invitation: Discuss MoH Budget 
2015/16 (21 Aug 02:00 p.m. 

Release in full 

2.  21 August 2015 Letter to Paul Helm - Accounting for the 
proposed 113 Molesworth Street Lease 

Release in part 

3.  1 September 
2015 

Email  to Paul Helm  Release in part 

4.  2 October 2015 Email: Chat re: Property  Release in part 

5.  1 December 2015 Email: Property Budget  Release in part 

6.  1 December 2015 Email: Re: Property Budget  Release in part 

7.  1 December 2015 Email: Re: Property Budget  Release in part 

8.  12 February 2016 Email - Draft Letter to Audit NZ Re 133 
accounting treatment  

Release in part 

9.  12 February 2016 Draft Letter  to Auditor - Accounting 113 
Molesworth Street Rental Agreement  

Release in part 

10.  12 February 2016 Email -from Duncan Scott PWC Release in part 

11.  17 February 2016 Email - Update on accommodation 
project funding 

Release in part 

12.  31 March 2016 Email - from Fergus Welsh CFO Release in part 

13.  1 April 2016 Email - from MOH to Audit NZ Release in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 
 
• personal contact details of officials, under section 9(2)(a) – to protect the privacy 

of natural persons, including deceased people, and 

• commercially sensitive information, under section 9(2)(b)(ii) – to protect the 
commercial position of the person who supplied the information, or who is the 
subject of the information. 

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 



 

3 

This fully covers the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
Paul Helm 
Head of Government Finance Profession and Chief Government Accountant 
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Subject: Invitation: Discuss MoH Budget 2015/16 (21 Aug 02:00 p.m. ZE12 in Barbara Phillip's 
office - please report to level 2 reception to sign in.)

Location: Barbara Phillip's office - please report to level 2 reception to sign in.

Start: Fri 21/08/2015 2:00 p.m.
End: Fri 21/08/2015 2:30 p.m.

Recurrence: (none)

Meeting Status: Accepted

Organizer: Barbara Phillips/MOH

Categories: External Meeting outside of Treasury
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No.1 The Terrace 
PO Box 5013 
Wellington 6145 
New Zealand 
T+64 4 496 2000 

21 August 2015 

Paul Helm 
Head of Government Finance Profession and 
Chief Government Accountant 
The Treasury 
No. 1 The Terrace 
Wellington 

Dear Paul 

Accounting for the proposed 113 Molesworth Street Lease 

Purpose of this paper 
The Ministry of Health (the Ministry) is in negotiations with the future landlord of 133 Molesworth Street 
regarding the building rental agreement.  The Ministry is seeking an arrangement whereby the landlord 
provides the full fabric of the building (including the hard fit-out). 

The purpose of this paper is to obtain in-principle agreement for the accounting treatment of the proposed 
arrangement.   

Summary of the proposed transaction 

Under the proposed transaction, the Ministry would enter into a 15 year rental agreement with the 
landlord.  This would be a ‘walk away’ agreement, such that the Ministry would have no make-good or 
other commitments to the landlord at the end of the agreement, and all assets would remain in the 
ownership of the landlord.  At the end of the rental agreement, the Ministry can choose to renew the 
agreement for a further period.  

Summary of the hard fit-out assets 
The following ‘hard fit-out assets’ would be provided by the landlord as part of the rental agreement 
(values are indicative only and are subject to commercial negotiation).  These hard-fit out assets are 
consistent with the approved single stage business case: 

Asset type Description Indicative 
value 

Office hard fit-out Partitions, doors, floors, ceilings, floor coverings, joinery, etc 

Office building 
services 

Plumbing, electricity, lighting, etc 

Office voice & data Cabling outlets and IT racks 

Office main 
contractor 

Contractors costs: insurance, site foreman, H&S, coordination, 
etc 

Office professional 
team 

Designers, project managers, engineers, etc 

IT Under-floor IT cabling, etc 

Total  
  

s9(2)(b)(ii)
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Summary of the proposed rental agreement 

• At the lease inception date, the hard-fit out will be complete and the landlord will be the owner of the 
building and all of the hard fit-out assets. 
 

• There will be a single rental agreement between the Ministry and the Landlord which will include the 
following elements: 
o Use of the office space 
o Use of the car park 
o Use of the hard fit-out 

 
• The total rental charge will be split between the various elements, and rent reviews will be subject to 

specific agreement (to protect the Ministry from increases in land prices impacting on hard fit-out 
rentals, for example). 
 

• The Ministry is likely to be responsible for some elements of the upkeep of the hard-fit out (to be 
negotiated), but not for the assets themselves. 
 

Summary of the proposed payment flows 
The table below summarises the main transactions and a description of the proposed payment flows: 

Transaction Description 

Design and 
construction of the 
office building 

These costs will be incurred by a third-party developer. 

Once the office building is complete, the assets will be sold to the Landlord. 

Design and 
construction of the 
hard-fit out 

These costs will be incurred by the Ministry*. 

Once the office building is complete, the assets will be sold to the Landlord 
at cost. 

Soft fit-out (desks, 
mobile devices, etc) 

These costs will be incurred by the Ministry*. 

Once the office building is complete, the assets will be sold to the lessor at 
cost. 

Rental costs (building 
& hard fit-out) 

These rental costs will be payable to the Landlord by the Ministry. 

Lease costs (soft fit-
out) 

These lease costs will be payable to the lessor by the Ministry. 

*Note: The Ministry is buying the assets to benefit from the Government borrowing rate, but will sell 
the assets prior to the agreement inception date to avoid recognition of the assets in the Ministry’s 
balance sheet 
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Proposed accounting treatment 
The proposed accounting treatment in the Ministry’s account would be as follows (with indicative values): 

2015/16 

Dr Capital WIP 

Cr Cash 

 Being the payment of progress costs relating to the design and construction of hard fit-out assets 

2016/17 – pre-rental agreement inception 

Dr Capital WIP 

Cr Cash 

 Being the payment of progress and final costs relating to the design and construction of hard fit-
out assets 

Dr Capital WIP 

Cr Cash 

 Being the payment of soft-fit out assets 

Dr Cash 

Cr Capital WIP 

 Being the sale of hard-fit out assets to the Landlord and soft-fit out assets to the lessor 

2016/17 – Post rental agreement inception (and out-years) 

Dr Operating expenses (office rental) 

Cr Cash 

 Being the payment of office rental costs to the Landlord in accordance with the rental agreement 

Dr Operating expenses (leases)  

Cr Cash 

 Being the payment of operating lease costs to the lessor in accordance with the lease agreement 

The assets will not be recognised as capitalised assets in the Ministry’s accounts.  This is because no 
service potential will be realised from the assets until the date of the lease inception. 

Treatment of the rental and lease costs as operating expenditure 
The Ministry has tested that all the rental and lease costs meet the definition of operating expenditure 
under NZ IPSAS accounting standards.  This testing was undertaken by seeking to identify whether any 
element of the proposed agreement might constitute a finance lease under IPSAS 13: Leases. 

On the basis of this testing, the Ministry has concluded that all elements of the rental and lease costs 
meet the definition of operating expenditure.  The appendix to this paper provides a summary of the 
findings of this testing. 

Ministry cash-flow funding and appropriations management 
For the payments relating to the design and construction of the hard fit-out assets, and the purchase of 
the soft fit-out assets, the Ministry will use balance sheet cash (by drawing down on the Crown debtor).  
The Ministry will manage the cash flow requirement for 2015/16 from existing cash balances; the 
full cash flow requirement will be paid back during 2016/17 from the proceeds of the sale of the assets to 
the Landlord and the lessor. 

As the assets will not be recognised as capitalised assets in the Ministry’s accounts, and as the assets 
will be sold at costs (i.e. there will be no loss or gain on sale), there will be no appropriation implications 
for the Ministry. 

s9(2)(b)(ii)

s9(2)(b)(ii)

s9(2)(b)(ii)

s9(2)(b)(ii)

s9(2)(b)(ii)

s9(2)(b)(ii)

s9(2)(b)(ii)
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Public Finance Act requirements 
“Departments are prohibited from borrowing or investing (except from or within the Crown) – this includes 
entering into hire purchase agreements or finance leases” (source: NZ Treasury, A guide to the Public 
Finance Act, 2005 [updated 2015]). 

On the basis of the proposed accounting treatment, and the substance of the overall rental agreement, 
the Ministry has concluded that the transactions do not constitute a finance lease or other form of 
borrowing. 

Peer review 

This paper has been peer reviewed by Malcom Standage, Manager Vote Health Funding, Ministry of 
Health. 

Consultation 

In the preparation of this paper, the Ministry has consulted with David White (PMCoE) and with our legal 
advisors.  There are no issues arising from these consultations that would impact on the 
recommendations included in this paper. 

Recommendations 

It is recommended that you: 
• Note the proposed 133 Molesworth Street rental and lease agreement transactions as summarised 

in this paper, including the proposal for the Ministry to purchase the assets and then sell them to the 
Landlord and lessor prior to the inception of the rental and lease agreements. 

• Approve in-principle the accounting treatment proposed in this paper 
• Note that further work needs to be completed to finalise the fine details of the rental agreement with 

the Landlord, and therefore, the nature of the transaction is subject to change; final approval of the 
accounting treatment will therefore be sought once the rental agreement has been finalised. 

 

 

Sally Britnell, Acting Chief Financial Officer 

 

 

Approved in principle Y/N 

 

 

Paul Helm 
  

 

 

 

20160080 TOIA Binder Page 5 of 37



 

Page 5 of 5 

Appendix: recognition of the rental and lease costs  
Under IPSAS 13: Leases, a finance lease is defined as a lease that transfers substantially all the risks 
and rewards incidental to ownership of an asset (title may or may not be transferred).  An operating lease 
is defined as any lease that is not a finance lease.  The standard provides implementation guidance on 
the classification of a lease, in the form of situations which would normally lead to a lease being classified 
as a finance lease. 

In order to test that the rental costs should be treated as operating expenditure, the Ministry has 
assessed the proposed transactions against the indicators of a finance lease as set out in IPSAS13: 

Indicator 133 Molesworth lease Finance 
lease? 

The lease transfers ownership to 
the lessee by the end of the lease 
term 

No.  The Landlord retains ownership of the hard fit-out 
assets.  These assets cannot be removed and sold or 
used separately as they will form part of the fabric of 
the building. 

N 

The lessee has the option to 
purchase the asset at a price that 
makes it reasonably certain, at 
the inception of the lease, will be 
exercised 

No.  As above. N 

The lease term is for the major 
part of the economic life of the 
asset even if title is not 
transferred 

No.  The rental term of 15 years does not constitute 
the major part of the economic life of the building.  The 
landlord will be responsible for upgrading/replacing the 
hard fit-out assets as and when they are no longer fit 
for purpose. 

N 

At inception, the minimum lease 
payments amounts to 
substantially all of the fair value of 
the leased asset 

No.  The MPV of the 15 year rental agreement will not 
amount to substantially all of the fair value of 133 
Molesworth Street (including the hard fit-out). 

N 

The leased assets are of such a 
specialised nature that only the 
lessee can use them without 
major modification 

No.  The hard fit-out is standard office specification 
and could be used by other tenants as and when the 
Ministry ends the rental agreement – the Ministry will 
have a ‘walk away’ agreement with the Landlord. 

N 

The leased assets cannot easily 
be replaced by another asset 

No.  The Ministry could use other similarly specified 
office accommodation (such as the current offices it is 
renting) 

N 
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From:        "Paul Helm [TSY]" <Paul.Helm@treasury.govt.nz>  
To:        Duncan P Scott/NZ/FAS/PwC@AsiaPac  
Date:        01/09/2015 09:38 a.m.  
Subject:        Moh  

 
 
 
 
Hi Duncan sorry I should have got back to you last,week.  
Agreement should be ok for the lease but do check with MoH auditors they will be the ones to confirm it is ok.
Only points from me is that I have not seen an actual sale and lease back. Others have been paid for by 
landlord and just a straight lease.  
Other point is the fair value that is paid so you can show it's not interest capitalised in to the lease  
 
Paul  
Sent from my BlackBerry 10 smartphone.  

CONFIDENTIALITY NOTICE  

Deleted - Not Relevant to Request
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The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you are 
not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  

This email message and attachments are confidential to our organisation 
and may be subject to legal privilege. If you have received this email in 
error, please advise the sender immediately and destroy the message and 
any attachments. If you are not the intended recipient you are notified 
that any use, distribution, amendment, copying or any action taken or 
omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by 
PricewaterhouseCoopers until the contents of that communication have come 
to the attention of the person who is the addressee of the electronic 
communication. Only PricewaterhouseCoopers partners have authority to 
enter into legal obligations on behalf of PricewaterhouseCoopers. If you 
are an existing client, this email is provided in accordance with the 
latest terms of engagement which we have agreed with you. Prior to opening 
this email or any attachment, please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this 
email or any attachment; or (ii) any effects this email or any attachments 
have on your network or computer system. 
 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  
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From: Paul Helm [TSY]
Sent: Friday, 2 October 2015 10:48 a.m.
To: malcolm_standage@moh.govt.nz
Cc: Davin Hall [TSY]
Subject: chat re property?

[IN-CONFIDENCE] 
 
Hi Malcolm 
 
Sorry but I do not have your phone number so sending an e mail !! 
 
I had a chat with Davin earlier re the property situation re the planned lease etc.  Just to confirm what I passed on to 
PWC a few weeks back. 
 
I think that your plan to build the fit out into the lease is the right option to explore. It will impact on your operational 
costs going forwards but gets you through the difficulty of the need for cash up front.  
Obviously if reporting stds alter and operating leases have to go on the balance sheet there will be an impact but that 
would be the same for the building anyway. 
 
I do not have authority to approve the actual agreement or have knowledge of the costs/trade offs etc , the MOH has to 
make its own decisions in that regard. I suggested before that the MOH get the support of the lease deal with its 
auditors as the key will be agreeing that the way it is structured is an operating lease and not a finance lease. 
 
I did flag that I had not seen a deal where it is an actual purchase, sale and lease back. Others that I have seen had no 
cash flow from the department etc until operating lease payments occurred ie the builder/landlord covered all cash 
payments as they occurred . The way it was proposed showed a MOH paying for the fit out, holding it in WIP and then 
selling it to the landlord. I am not sure how that will go with your auditors. 
 
Happy to take a call and chat. 
 
Paul 
 
Paul Helm | Head of Government Finance Profession and Chief Government Accountant | The Treasury 
Tel: +64 4 917 6090  or | Paul.Helm@treasury.govt.nz 
    
CONFIDENTIALITY NOTICE 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you are not an intended 
addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  
 

s9(2)(a)
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From: Paul Helm [TSY]
Sent: Tuesday, 1 December 2015 11:14 a.m.
To: ^MOH: Mike Mccarthy; Sally_Britnell@moh.govt.nz
Cc: Ben McBride [TSY]; Richard Downing [TSY]
Subject: Property budget

[IN-CONFIDENCE] 
 
Hi Mike 
 
I have had a chat with Ben and Richard. Keen to get a clear view as to plans for the property budget issue from earlier in 
the year.  That is so we can reflect where you are at in the OIA we are responding to. 
 
Last I heard you had solutions planned but I was not made aware of the final solution or its impacts. 
 
Cheers 
 
Paul 
 
Paul Helm | Head of Government Finance Profession and Chief Government Accountant | The Treasury 
Tel: +64 4 917 6090  or | Paul.Helm@treasury.govt.nz 
    
CONFIDENTIALITY NOTICE 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you are not an intended 
addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  
 

s9(2)(a)

s
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From: Mike_McCarthy@moh.govt.nz
Sent: Tuesday, 1 December 2015 2:36 p.m.
To: Richard Downing [TSY]
Cc: Ben McBride [TSY]; Sally_Britnell@moh.govt.nz; Paul Helm [TSY]
Subject: Re: Property budget

Hi  Richard,  
 
The Ministry has arranged funding agreements to fund  the Ministry move to new premises to 133 Molseworth Street, the project is 
expected to be completed within the budget by December 2016.  
 
 
regards  
 
 
Mike McCarthy 
Chief Financial Officer  
Ministry of Health 
DDI: 04 496 2254 
Mobile:
 
http://www.moh.govt.nz 
mailto:Mike_McCarthy@moh.govt.nz  
 
 
 
From:        "Paul Helm [TSY]" <Paul.Helm@treasury.govt.nz>  
To:        "^MOH: Mike Mccarthy" <mike_mccarthy@moh.govt.nz>, "Sally_Britnell@moh.govt.nz" <Sally_Britnell@moh.govt.nz>,  
Cc:        "Ben McBride [TSY]" <ben.mcbride@treasury.govt.nz>, "Richard Downing [TSY]" <Richard.Downing@treasury.govt.nz>  
Date:        01/12/2015 11:13 a.m.  
Subject:        Property budget  

 
 
 
[IN-CONFIDENCE] 
 
Hi Mike 
 
I have had a chat with Ben and Richard. Keen to get a clear view as to plans for the 
property budget issue from earlier in the year.  That is so we can reflect where you are 
at in the OIA we are responding to. 
 
Last I heard you had solutions planned but I was not made aware of the final solution or 
its impacts. 
 
Cheers 
 
Paul 
 
Paul Helm | Head of Government Finance Profession and Chief Government Accountant | The 
Treasury 
Tel: +64 4 917 6090  or | Paul.Helm@treasury.govt.nz 
 

s9(2)(a)

s9(2)(a)

 

 

 

20160080 TOIA Binder Page 11 of 37



2

CONFIDENTIALITY NOTICE 
The information in this email is confidential to the Treasury, intended only for the 
addressee(s), and may also be legally privileged. If you are not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or 
telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be 
unlawful. 
 
 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  
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From: Paul Helm [TSY]
Sent: Friday, 12 February 2016 3:53 p.m.
To: duncan.p.scott@nz.pwc.com; Sally Britnell
Cc: ^MOH: Mike Mccarthy; jeroen.x.bouman@nz.pwc.com
Subject: RE: URGENT: draft letter to Audit NZ re 133 accounting treatment

[IN-CONFIDENCE] 
 
Hi Duncan 
 
Thanks for sharing this. 
 
Couple of points; 
 
When the cash goes out, you show the entry as being recognised against accounts receivable. I would question that.  
 
You are free to share the e mail I sent you, in full with Audit NZ as the context of the comments are important. 
 
I have not said that all the issues I have raised have been addressed, and that is not clear in the letter. You are stating 
that you think they have. 
 
Overall I find the whole process and documentation lacks transparency and completeness  ( eg the length of time from 
where this started to where we are now)and that leaves me concerned. I still do not have complete confidence with 
this. You have referred to other leases etc and  agreements, I have not seen these and I feel that your use of my 
interactions is not fully appropriate. The Letter appears to give undue support from me on this whole proposal. 
 
Paul 
 
Paul Helm | Head of Government Finance Profession and Chief Government Accountant | The Treasury 
Tel: +64 4 917 6090  | Paul.Helm@treasury.govt.nz 
    
CONFIDENTIALITY NOTICE 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you are not an intended 
addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  
 
From: duncan.p.scott@nz.pwc.com [mailto:duncan.p.scott@nz.pwc.com]  
Sent: Friday, 12 February 2016 11:32 a.m. 
To: Sally Britnell 
Cc: Paul Helm [TSY]; ^MOH: Mike Mccarthy; jeroen.x.bouman@nz.pwc.com 
Subject: URGENT: draft letter to Audit NZ re 133 accounting treatment 
 
Sally  
 
As we discussed yesterday, i have prepared a draft of the letter to Audit NZ.  Please review and then send to Audit NZ as 
a discussion draft along with a copy of the rental agreement.  Have you managed to arrange a time for us to meet with 
Audit NZ early next week - as I said, this should be treated as a priority issue.  
 
Paul - as per our conversation yesterday I am copying you into this email to provide you with an opportunity to ensure you 
are comfortable with what the Ministry is saying.  

s9(2)(a)
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Thank you both for your support.  
 
Duncan  
 
 
 
Duncan Scott  
   
PwC | Executive Director 
Office: +64 4 462 7042 | | Fax: +64 4 462 7001 
Email: duncan.p.scott@nz.pwc.com 
PricewaterhouseCoopers New Zealand 
113-119 The Terrace, PO Box 243, Wellington, 6140 
pwc.co.nz  
This email message and attachments are confidential to our organisation and may be 
subject to legal privilege. If you have received this email in error, please advise the 
sender immediately and destroy the message and any attachments. If you are not the 
intended recipient you are notified that any use, distribution, amendment, copying or any 
action taken or omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by PricewaterhouseCoopers until 
the contents of that communication have come to the attention of the person who is the 
addressee of the electronic communication. Only PricewaterhouseCoopers partners have 
authority to enter into legal obligations on behalf of PricewaterhouseCoopers. If you are 
an existing client, this email is provided in accordance with the latest terms of 
engagement which we have agreed with you. Prior to opening this email or any attachment, 
please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this email or any 
attachment; or (ii) any effects this email or any attachments have on your network or 
computer system. 
 

s9(2)(a)
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From:        Duncan P Scott/NZ/FAS/PwC  
To:        "Paul Helm [TSY]" <Paul.Helm@treasury.govt.nz>@INTL  
Cc:        Jeroen X Bouman/NZ/FAS/PwC@AsiaPac, "^MOH: Mike Mccarthy" <mike_mccarthy@moh.govt.nz>, Sally Britnell <Sally_Britnell@moh.govt.nz>  
Date:        12/02/2016 04:33 p.m.  
Subject:        RE: URGENT: draft letter to Audit NZ re 133 accounting treatment  

 
 
Thanks Paul for the quick response.  As I said yesterday, I want to ensure you are comfortable with how you are 
represented, so Sally and I will update the draft to reflect your comments and share with you before finalisation.  
 
Thanks for giving permission to share your email.  
 
We will discuss the debtor v WIP matter with Audit NZ on Monday - I agree it could go either way, and it isn't a show 
stopper.  
 
I'll debrief you on the outcomes of the Auidt NZ meeting.  Have a great weekend.  
 
Duncan 
 
 
Duncan Scott  
  
PwC | Executive Director 
Office: +64 4 462 7042 | Mobile:  Fax: +64 4 462 7001 
Email: duncan.p.scott@nz.pwc.com 
PricewaterhouseCoopers New Zealand 
113-119 The Terrace, PO Box 243, Wellington, 6140 
pwc.co.nz  
 
This email message and attachments are confidential to our organisation 
and may be subject to legal privilege. If you have received this email in 
error, please advise the sender immediately and destroy the message and 

Deleted - Not Relevant to Request
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any attachments. If you are not the intended recipient you are notified 
that any use, distribution, amendment, copying or any action taken or 
omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by 
PricewaterhouseCoopers until the contents of that communication have come 
to the attention of the person who is the addressee of the electronic 
communication. Only PricewaterhouseCoopers partners have authority to 
enter into legal obligations on behalf of PricewaterhouseCoopers. If you 
are an existing client, this email is provided in accordance with the 
latest terms of engagement which we have agreed with you. Prior to opening 
this email or any attachment, please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this 
email or any attachment; or (ii) any effects this email or any attachments 
have on your network or computer system. 
 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  
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From: jeroen.x.bouman@nz.pwc.com
Sent: Wednesday, 17 February 2016 2:20 p.m.
To: ^MOH: Chai Chuah
Cc: Ben McBride [TSY]; Fiona Ross [TSY]; Paul Helm [TSY]
Subject: As requested: Update on accomodation project funding
Attachments: MoH_Capital Bid Governance and Quality Control report.pdf

Dear Chai  
 
The purpose of this email is to provide you with an update on the work you have engaged us to do in respect of the 
Ministry’s planned move to 133 Molesworth Street (the Wellington Accommodation Project or “the Project”).  We have 
also copied this email to the Treasury to keep them informed of progress.  

A copy of our final report on the Project’s governance and quality control processes completed in June 2015 is 
attached.  In addition to the various matters raised in our report, we also highlighted to you that the Ministry had given 
insufficient consideration to identifying alternative mechanisms for funding the Project.  

As a result, during August and September of last year, we assisted the Ministry to identify and assess alternative options 
for funding the Project. Five options were considered, including the original option and applying for a Crown capital 
injection, and a preferred option identified. Under the preferred option, the Ministry will enter into a rental agreement 
whereby the future landlord will provide the full fabric of the building (including the hard fit-out) as part of the building 
rental.  The preferred option:  

• Converts the fit-out costs from capital to operating expenditure in the Ministry’s accounts.  
• Is consistent with PMCoE’s preferred approach to sourcing fitted-out office accommodation.  
• Has the general support of the Project’s stakeholders, including the future landlord and PMCoE.  
• Will deliver the business case outcomes, is affordable within the Ministry’s existing departmental budget baseline 

and will free up capital resources for other priority projects.  
• Will provide value for money for the Ministry, with substantial risks of asset ownership, renewal and replacement 

being transferred to the private sector in return for a less than in whole of life costs.  

In December 2015, an agreement was negotiated with the future landlord to deliver the preferred option. We are currently 
working with your finance team to obtain final agreement on the accounting treatment from your external auditor. A copy 
of a letter from the Ministry to the auditor with full details of the arrangement and the proposed accounting treatment has 
been shared with Paul Helm. We are still working through the detail.  

We have also been assisting the Ministry to implement improvements to capital investment planning processes to 
address the various recommendations raised in review.  A recently prepared status update demonstrates that all of the 
actions agreed in relation to capital management improvements have been implemented or are on target.  As part of this 
work, a five year capital plan (through to 2020) has been approved to provide assurance that the Ministry’s overall capital 
programme is affordable (including the Project).  

Conclusion  
The Ministry with the support of PwC has identified an alternative mechanism for funding the Wellington Accommodation 
Project that is nearing closure and good progress is being made in implementing improvements to your capital investment 
management processes in accordance with your agreed action plan. You will get another update on progress over the 
coming couple of weeks.  

Please let me know if you require any further information. We would be happy to provide you or the Treasury with any 
further supporting reports or other documents as requested.  

Regards  

s9(2)(b)(i)
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Jeroen 

 
Jeroen Bouman  
   
PwC | Partner 
Office: +64 4 462 7067 |
Email: jeroen.x.bouman@nz.pwc.com 
PricewaterhouseCoopers New Zealand 
PO Box 243, Wellington 6140 
pwc.co.nz  

This email message and attachments are confidential to our organisation and may be 
subject to legal privilege. If you have received this email in error, please advise the 
sender immediately and destroy the message and any attachments. If you are not the 
intended recipient you are notified that any use, distribution, amendment, copying or any 
action taken or omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by PricewaterhouseCoopers until 
the contents of that communication have come to the attention of the person who is the 
addressee of the electronic communication. Only PricewaterhouseCoopers partners have 
authority to enter into legal obligations on behalf of PricewaterhouseCoopers. If you are 
an existing client, this email is provided in accordance with the latest terms of 
engagement which we have agreed with you. Prior to opening this email or any attachment, 
please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this email or any 
attachment; or (ii) any effects this email or any attachments have on your network or 
computer system. 
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From:        Fergus_Welsh@moh.govt.nz  
To:        "Ben McBride [TSY]" <ben.mcbride@treasury.govt.nz>, "Paul Helm [TSY]" <Paul.Helm@treasury.govt.nz>  
Cc:        Sally_Britnell@moh.govt.nz, Duncan P Scott/NZ/FAS/PwC@AsiaPac, David_Graham@moh.govt.nz  
Date:        31/03/2016 09:52 a.m.  
Subject:        Fw: Accounting treatment of 133 Molesworth Street  

 
 
 
Hi Both  
 
We have had confirmation from our auditors that the proposed accounting treatment on the Molesworth Street accommodation is 
appropriate for the nature of the transaction (please see below).  
 
 
We will continue to work with our auditors and you on the items they raised around the IT leasing arrangements, and keep in contact 
as the Molesworth Street arrangements firm up.  
 
Thanks 
Ferg  
 
Fergus Welsh 
Chief Financial Officer 
 
Finance and Performance 
Ministry of Health 
Mobile: 021 550 410 
 
Fax: 04 496 2344 
 
http://www.health.govt.nz 

Deleted - Not Relevant to Request
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mailto:Fergus_Welsh@moh.govt.nz 
 
 
----- Forwarded by Fergus Welsh/MOH on 31/03/2016 09:47 a.m. -----  
 
From:        Kelly Rushton <Kelly.Rushton@auditnz.govt.nz>  
To:        "Fergus_Welsh@moh.govt.nz" <Fergus_Welsh@moh.govt.nz>,  
Cc:        "Sally_Britnell@moh.govt.nz" <Sally_Britnell@moh.govt.nz>, Andrew Clark <Andrew.Clark@auditnz.govt.nz>, Gregory McDonald 
<Gregory.McDonald@auditnz.govt.nz>  
Date:        31/03/2016 07:39 a.m.  
Subject:        Accounting treatment of 133 Molesworth Street  

 
 
 
Hello Fergus and Sally,  
 
Our technical team have considered the Ministry’s proposed leasing arrangements in relation to 133 Molesworth street.  Thank you 
for providing the Ministry’s views and supporting information in the letter from Sally dated 12 February 2016.  Our conclusions are 
based on the information within the letter, verbally discussed and the lease agreement information that we have also received.  If 
the information noted below (or already received) differs then please let me know so that any variation can be considered.  
 
I apologise for the time it has taken to reach a conclusion but there were a number of technical matters to consider.  
 
In summary our conclusions on these technical matters were:  
 
Assessment of building & fit-out lease as a finance or operating lease  
This consideration included whether it was appropriate for the Ministry to treat the assessment of the 
building and ‘hard fitout’ as a single lease arrangement or separately, as this may have an impact on 
the conclusion of the treatment of the lease/s.  
On balance, we cannot say that the Ministry is wrong to assess the classification of the lease 
arrangement based on there being one, overall, lease for the building that includes the fit-out 
component.  That is, the fact that the lease agreement has separate provisions in respect of the fit-
out does not mean that the fit-out component should be assessed separately to determine if it is a 
finance lease.   A hard fit-out is commonly included within a building lease rather than being a 
separate lease.  In this instance the fit-out lease is not a separate lease but a variation to the building 
lease.  
We agree with the Ministry’s assessment that the building lease (including the fit-out element) is an 
operating lease.  
Other leased equipment  
We note that the Ministry letter refers to the lease of assets including laptops and mobile devises 
(amongst other things).  From our experience, leases of laptops are invariably finance leases.  This is 
because there is, typically, minimal residual value in these items at the end of the lease and thus the 
lessor needs to recover their investment in that first lease.  Leases of ‘mobile devices’ may well have 
the same features.  From our discussions with Sally, we understand that the lease arrangement for 
these is based on a simailr arrangement by another department which they have determined meets 
the criteria for an operating lease.  This may be the case, however we will need to review this lease 
arrangement also as part of this years audit.  
Sale and leaseback  
The transaction between Ministry and the landlord is, in essence, a sale and leaseback 
transaction.  However, as Ministry will sell the fit-out to the landlord at cost, there is no gain or loss 
and therefore the particular provisions in the sale and leaseback part of the Accounting Standard do 
not apply.      
Lending money  
The Ministry’s paper shows that it will have a debtor of at 30 June 2016 for the costs to be 
reimbursed by the landlord.  As that debt will not be settled until sometime in 2016/17, it raised the 
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question whether that resulted in the Ministry lending money to the landlord through deferred 
settlement; the definition of “lend money” in the Public Finance Act was considered.  
It would appear that the debt from the landlord does not arise until the fit-out is completed and that 
the landlord must pay the amount due within 5 working days of receiving the certificate of 
completion.  Until the fit-out is completed it remains the property of the Ministry.  
Therefore the arrangement does not give rise to a loan by the Ministry because of deferred 
settlement.  
Description of the debit balance in the 2016 financial statements  
As the terms of the deed of arrangement do not give rise to a debt as at 30 June 2016 (presuming 
that the fit-out is not completed by then), the Ministry should not describe the costs of the fit-out 
amount in the balance sheet as a “debt” but rather WIP (of some type).  
Borrowing money  
We have also considered whether the arrangement resulted in the Ministry borrowing money from the
landlord (if argued that the Ministry was to buy/pay for the fitout originally but is now receiving the 

from the landlord and repaying this over the term of the lease).  However, we have concluded 
that based on the variation arrangement that the Ministry has not borrowed money.    
I am happy to provide any additional information on the above conclusions if you have any further 
queries.  We will continue our discussions with you and your team during the audit on the proposed 
treatment and or disclosures as the may impact on the Ministry’s 2015/16 financial statements.  
Again, apologies for the time this has taken and please let me know if you have any further queries. 
 
 
Kelly Rushton  
Director  
Audit New Zealand  
100 Molesworth Street, PO Box 99, Thorndon, Wellington 6140  
Ph: +64 4 496 3099 DDI: +64 (0) 21 222 6119 Fax: +64 4 496 3195  
www.auditnz.govt.nz  
   

_______________________________________________________________ 
The information contained in this email is intended only for the addressee and is not necessarily the official 
view or communication of Audit New Zealand.  If you are not the intended recipient you must not use, disclose, 
copy or distribute this message or the information on it. 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  

This email message and attachments are confidential to our organisation 
and may be subject to legal privilege. If you have received this email in 
error, please advise the sender immediately and destroy the message and 
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any attachments. If you are not the intended recipient you are notified 
that any use, distribution, amendment, copying or any action taken or 
omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by 
PricewaterhouseCoopers until the contents of that communication have come 
to the attention of the person who is the addressee of the electronic 
communication. Only PricewaterhouseCoopers partners have authority to 
enter into legal obligations on behalf of PricewaterhouseCoopers. If you 
are an existing client, this email is provided in accordance with the 
latest terms of engagement which we have agreed with you. Prior to opening 
this email or any attachment, please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this 
email or any attachment; or (ii) any effects this email or any attachments 
have on your network or computer system. 
 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  
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From:        Sally_Britnell@moh.govt.nz  
To:        "Kelly Rushton" <Kelly.Rushton@auditnz.govt.nz>  
Cc:        Fergus_Welsh@moh.govt.nz, "Andrew Clark" <Andrew.Clark@auditnz.govt.nz>, "Gregory McDonald" <Gregory.McDonald@auditnz.govt.nz>, Duncan P 
Scott/NZ/FAS/PwC@AsiaPac, "Paul Helm [TSY]" <Paul.Helm@treasury.govt.nz>, "Ben McBride [TSY]" <ben.mcbride@treasury.govt.nz>, 
david.white@pmcoe.govt.nz  
Date:        01/04/2016 01:14 p.m.  
Subject:        Accounting treatment of 133 Molesworth Street  

 
 
 
Hi Kelly,  
 
Attached is a letter confirming the accounting treatment for 133 Molesworth St.  
 
I've copied in the interested parties for their reference.  
 
Thanks for the help and support you have provided us to reach this solution.  
 
 
 
Regards,  
Sally  
 

Deleted - Not Relevant to Request
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Sally Britnell 
Deputy Chief Financial Officer 
Finance and Procurement 
Corporate Services 
Ministry of Health 
DDI: 04 816 3974 
 
http://www.moh.govt.nz 
mailto:Sally_Britnell@moh.govt.nz 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  

 
This email message and attachments are confidential to our organisation 
and may be subject to legal privilege. If you have received this email in 
error, please advise the sender immediately and destroy the message and 
any attachments. If you are not the intended recipient you are notified 
that any use, distribution, amendment, copying or any action taken or 
omitted to be taken in reliance of this message or attachments is 
prohibited. An electronic communication is not received by 
PricewaterhouseCoopers until the contents of that communication have come 
to the attention of the person who is the addressee of the electronic 
communication. Only PricewaterhouseCoopers partners have authority to 
enter into legal obligations on behalf of PricewaterhouseCoopers. If you 
are an existing client, this email is provided in accordance with the 
latest terms of engagement which we have agreed with you. Prior to opening 
this email or any attachment, please check them for viruses. 
PricewaterhouseCoopers is not responsible for: (i) any viruses in this 
email or any attachment; or (ii) any effects this email or any attachments 
have on your network or computer system. 
 
**************************************************************************** 
Statement of confidentiality: This e-mail message and any accompanying 
attachments may contain information that is IN-CONFIDENCE and subject to 
legal privilege. 
If you are not the intended recipient, do not read, use, disseminate, 
distribute or copy this message or attachments. 
If you have received this message in error, please notify the sender 
immediately and delete this message. 
****************************************************************************  

This e-mail message has been scanned for Viruses and Content and cleared by the Ministry of Health's Content 
and Virus Filtering Gateway  
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