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14 September 2020 
 

 
Thank you for your Official Information Act request of 21 August 2020 for a copy of the 
PWC report: Racing Industry Transition Agency and Subsidiaries: Report to The 
Treasury.   

 
Information being released 

Please find enclosed the requested document. 

I have decided to release the document 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 that of deceased natural persons 

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

• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, and  

• confidential information, under section 9(2)(j) – to enable the Crown to negotiate 
without disadvantage or prejudice. 

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. 

s9(2)(a)
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This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
Colin Hall 
Manager, Justice, Security and Government Services 
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Important message Important message to any person not authorised to have access to this report.

Any person who is not an addressee of this report or who has not signed and returned to 
PricewaterhouseCoopers a Release Letter or Hold Harmless Letter is not authorised to have 
access to this report.

Should any unauthorised person obtain access to and read this report, by reading this report 
such person accepts and agrees to the following terms:

1. The reader of this report understands that the work performed by PricewaterhouseCoopers 
was performed in accordance with instructions provided by our addressee client and was 
performed exclusively for our addressee client’s sole benefit and use.

2. The reader of this report acknowledges that this report was prepared at the direction of our 
addressee client and may not include all procedures deemed necessary for the purposes of 
the reader.

3. The reader agrees that PricewaterhouseCoopers, its partners, principals, employees and 
agents neither owe nor accept any duty or responsibility to it, whether in contract or in tort 
(including without limitation, negligence and breach of statutory duty), and shall not be 
liable in respect of any loss, damage or expense of whatsoever nature which is caused by any 
use the reader may choose to make of this report, or which is otherwise consequent upon the 
gaining of access to the report by the reader. 

4. Further, the reader agrees that this report is not to be referred to or quoted, in whole or in 
part, in any prospectus, registration statement, offering circular, public filing, loan, other 
agreement or document and not to distribute the report without PricewaterhouseCoopers’ 
prior written consent.

2
RITA

It is not possible to assess with any certainty the implications of COVID-19 on RITA or the economy 
as a whole, both generally in terms of how long the current crisis may last and more specifically in 
terms of its impact on a specific business or the wider economy. We note our advice is subject to 
significant caveats and caution at this time due to uncertainty that exists for businesses including 
(amongst other matters) access to capital, supply chain disruption, the demand for products or 
services and the extent and duration of the measures implemented by various governments and 
authorities to contain and / or prevent spread of COVID-19. 

 Special circumstances
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Dear Craig and David

Subject: Racing Industry Transition Agency (“RITA” or “the Group”)

We report on the financial and operational situation of RITA and its request for Crown support, 
in accordance with your email instructions of 24 April 2020, our commissioning note attached 
as Appendix A, and our existing AoG Consultancy Services Order (“CSO”). In particular we 
have been asked to undertake Phase One of that work addressing:

1. A review of the information provided by RITA, to understand the extent of its financial 
issues, with a focus on immediate liquidity/cash flow issues over the next three 
months.

2. What plans RITA is developing (other than seeking Crown support), to manage its 
financial issues, which will include an analysis of any restructuring plans, such as the 
reduction in staffing numbers and related operations. 

3. From an analysis of that information and plans, determining the level and timing of 
any additional support that RITA requires to meet its operating mandate and its 
immediate financial obligations including: payment of overdue creditors; ongoing 
operating costs; payments to racing and sporting codes; and costs to fund any 
immediate restructuring including redundancies, and the options for doing so. 

John Fisk
Partner

Jeremy Morley
Director

PricewaterhouseCoopers
PO Box 243
PwC Centre
10 Waterloo Quay
Wellington 6140

The Treasury
1 The Terrace
Wellington 6011
Attention: Craig Murphy, Manager, Investment Management & Asset 
Performance and David Blue, Principal Advisor  
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As discussed with you, this report has been prepared for the purpose of briefly updating you 
on RITA’s forecast cash flow, financial performance and position, and its request for Crown 
support, as of the date of our engagement. It should not be relied upon for any other purpose. 

Our analysis was undertaken in April 2020. Our comments and recommendations are based 
on the results of this analysis and the information available as of April 2020. 

This report is strictly private and confidential. Unless described in the commissioning note or 
CSO, or as expressly agreed by us in writing, we accept no liability (including for negligence) 
to anyone else in connection with this report and it may not be provided to anyone else.

Please feel free to contact us should you have any queries on the matters raised within this 
report.

John Fisk Jeremy Morley
Partner Director

John Fisk
Partner

Jeremy Morley
Director

PricewaterhouseCoopers
PO Box 243
PwC Centre
10 Waterloo Quay
Wellington 6140

The Treasury
1 The Terrace
Wellington 6011
Attention: Craig Murphy, Manager, Investment Management & Asset 
Performance and David Blue, Principal Advisor  
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average weekly turnover in FY19 of ~$53.3 million. This has been 
reflected in the most recent RITA’s forecast under Scenario E, 
showing that the immediate direct funding requirements might 
total ~$30 million for the period of April to July 2020, or up to 
$41.14 million, including restructuring costs and contingencies. 
However, if there are any further shocks from COVID-19, the funding 
requirements may still increase close to those expected in scenario C.

• The options, amounts and timing of funding under the preferred 
Scenario E are summarised in the table below.

Option
Forecast Amounts - Scenario C (Worst Case)
Forecast
Amount - Scenario E 
(Likely Case)
Timing
Likely and Primary Type of Funding
Assu

Initial situation
• The Racing Industry Transition Agency (“RITA”) is a statutory body 

under the Racing Reform Act of 2019 (“the Act”). It was established to 
take over the previous activities of the NZ Racing Board (“NZRB”), 
including the operations of the Totalisator Agency Board (“TAB”).

• In recent years, RITA, its subsidiaries and the wider industry have 
been the subject of actual and proposed changes to address major 
shifts in the industry including: prevalence of global online gambling 
platforms; new gambling products and technology; a decline in 
racecourse attendance and on-course betting, etc. Many of those 
changes have been addressed by a report of 2018 commissioned by 
the Minister of Racing, publicly known as the Messara Report.

• While a number of these changes have commenced, the full transition 
hasn’t been completed. Moreover, the changes have come at a cost 
of increased operating and capital commitments. The impacts of 
COVID-19 then created a “perfect storm” for RITA and the TAB, where 
the cessation of domestic and reduction in global racing and sporting 
events, have seen the TAB’s revenue reduce significantly overnight. 

• This has put RITA and TAB under unprecedented financial pressure. It 
appears that without external funding, RITA’s business could fail, with 
a potential devastating impact on racing and sporting codes.

Request for funding
• RITA’s initially requested to DIA and Treasury for support at an 

indicative level of ~$75 million. This was based on an expectation that 
all NZ and Australian racing, and the majority of domestic and global 
sporting events would not proceed for some time, meaning that 
RITA’s immediate future revenue would be close to nil. This request 
covered funding needs for the period March to July 2020. In the report 
we work with this scenario as the worst case Scenario C, showing 
that the immediate direct funding requirements might now total 
~$65 million for the reduced period of April to July 2020, or 
~$77.4 million including restructuring costs and contingencies. 

• The conditions have now improved with the continuation of Australian, 
American, and some Asian and European racing, along with a limited 
number of sporting events. This is allowing RITA to generate 
~$22 million on a weekly basis, which is still significantly down on the 

Executive summary

7
April 2020

Final
RITA

Details Amount Timing

To repay overdue creditors $26.5 million Immediate - week of 
4 May 

For working capital to 31 July 
incl. code distributions

$3.9 million net Immediate - week of 
4 May 

Funding for restructuring costs 
and employee entitlements

$3.5 million to 
$4.5million

To be confirmed 
week ending 1 May

Additional funding for clubs’ 
operating and/or idling costs

$2.5 million To be confirmed 
week ending 1 May

Contingency at 10% $3.64 million to 
$3.74 million

To be confirmed 
week ending 1 May

Total $40.04 million - 
$41.14 million

To be confirmed 
week ending 1 May

20200293
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• We note that under both scenarios these funding requirements cover 
only the immediate liquidity needs, including costs of operations, 
retirement of legacy/overdue creditors, restructuring, some 
distributions to codes to enable them to recommence racing, required 
CAPEX spend and some contingencies.  

• However, it should still be noted that to enable RITA’s business to be 
financially stable in the long-term, there will need to be a significant 
recapitalisation of RITA and the TAB, to improve its currently weak 
equity position. 

Funding principles, structure of funding and our recommendations
• The Crown needs to be recognised as a “funder of last resort”. The 

Crown should seek confirmation that no funds can be made available 
from the existing business funders. Further, the Crown needs total 
assurance that the Group has undertaken every possible initiative to 
mitigate losses during the lockdown. Finally, the Crown needs to be 
assured RITA will be able to maintain its operations and to perform 
the broader role in the industry, if the funding is provided. 

• If the Crown obtains the assurance required, it then needs to make a 
decision on the total amount of funding to be provided and whether 
the funding will be provided as a full non-recourse grant or loan, or as 
a repayable loan having super priority to existing funders, or with 
conversion options. Any funding should be accompanied by formal 
mechanisms put in place, ensuring the Crown’s oversight over the 
funds, by way of covenants and potentially independent monitoring.

• We share our view on the proposed funding structure and the 
covenants in section 6: Options and Recommendations, of this report.

• There appear to be some complex issues around the nature of the 
entity that RITA is and who owns it, and how any funding could be 
structured to recognise this. The Crown should seek legal advice on 
this prior to provisioning any funding to RITA.

Executive summary
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• The Racing Industry Transition Agency (“RITA”) is a statutory body under 
the Racing Reform Act of 2019 (“the Act”). It was established to take 
over the previous activities of the NZ Racing Board (“NZRB”), including 
the operation of the Totalisator Agency Board (“TAB”), which itself was 
established in 1951.  

• The principal objectives of RITA, as outlined in the Racing Reform Act 
2019 are:
(a) to reform New Zealand racing in a manner that supports effective 
governance and improves industry sustainability
(b) to promote the racing industry
(c) to facilitate and promote racing betting and sports betting, and
(d) to maximise its profits for the long-term benefit of New Zealand 
racing.

• The next legislative change is the Racing Industry Bill, which is now in 
the Select Committee phase. This bill finalises the post-transition 
governance structure of the racing industry, creates a legislative 
framework to enable property to better benefit the racing industry, and 
enables new ways of seeking approval for betting products.

• RITA operates two subsidiaries; the Racing Integrity Unit (“RIU”) and the 
Betting Accounts and Betting Vouchers Trust (“the Trust”).  RIU is 
charged with managing the integrity issues within the three New Zealand 
racing codes; Harness, Thoroughbred and Greyhound. The Trust 
protects TAB customers by always holding sufficient funds in trust to 
meet online betting accounts, or unused betting vouchers. 

• In recent years, RITA, the legacy NZRB, the TAB, the NZ Racing 
industry, related bodies, and gambling organisations and products have 
been the subject of sweeping actual and/or proposed changes. These 
have included the legislative changes under the Act; a number of reports 
with recommendations for change; prevalence of global online gambling 
platforms to compete with the TAB; new and innovative gambling 
products and technology; a decline in racecourse attendance and 
on-course betting; other gambling substitutes (e.g. casinos and gaming 
machines); the apparent malaise of the NZ racing industry and its 
inability to make significant change to stake money and other facets of 
its business.

Background and introduction
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Final

• Prior to the impacts of COVID-19, many of the proposed changes to 
RITA were recommendations made under a report of 2018 
commissioned by the Minister of Racing, Rt Hon Winston Peters, and 
prepared by an Australian racing expert, John Messara. This report is 
commonly referred to in the public arena as the Messara Report. 

• A number of these changes have commenced, however, they have 
come at a cost to RITA in terms of operating and capital commitments. 
They placed RITA in a somewhat vulnerable position as it continued to 
operate “business as usual”, on the back of declining net revenue and 
the flow on effects of that to the three racing codes, particularly the 
Thoroughbred code. 

• The impacts of COVID-19 have created a “perfect storm” for RITA and 
the TAB. The cessation of domestic and a reduction in global racing 
and sporting events have meant that the TAB’s revenue has reduced 
significantly overnight (with some exceptions), and it is struggling to 
meet both its legacy and ongoing operating costs.

• At the same time, it is unable to progress longer term plans aimed at 
change and sustainability pursuant to the Messara Report, as it simply 
does not have the funds to do so. Presently it is operating very much 
on a day-to-day basis with the goodwill and support of its creditors 
and customers and a severely reduced number of products (i.e. 
Australian and other overseas racing and some limited global sporting 
events). Its core products of NZ racing and major sporting events 
have disappeared for the time being, with no certainty yet as to when 
they will recommence. Furthermore there is the real risk that any 
increase in COVID-19 infections may stop Australian racing and other 
sporting events, meaning that the revenue of RITA and TAB further 
reduce. 

• However, there will be a time when “normal business” resumes and 
RITA and TAB will need to ensure they are ready for that in terms of 
capability and capacity of personnel, products, operations, finances 
and all other facets of business. Therefore, they need to have a plan 
to address immediate issues; short term issues to 31 July 2020; and 
then beyond that period, to achieve long term sustainability. 

20200293
Page 10 of 30
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• The “trickle down effect” for cash flow on the three racing codes and 
clubs is at unprecedented low levels, as no distributions are currently 
being made to these parties. There is uncertainty for racing clubs as 
to what stake monies and levels of operations they can offer once 
they reopen. There is uncertainty for the codes and club’s ability to 
meet holding costs during the lockdown, and also on the other parties 
engaged in the racing industry (e.g. trainers, owners, jockeys, 
caterers, vets, transporters, saddleries etc).

• Furthermore, there are no distributions being made to NZ national 
sporting organisations from contributions RITA makes from gambling 
on events managed by these bodies. This also has a significant 
financial impact on their operations. 

• Lastly, RITA and the TAB are not able to make immediate progress on 
the wider structural changes to operations and NZ racing, as the 
focus is very much on day-to-day survival. These changes were 
planned under the new legislative framework and the Messara 
Report, as part of the transition role RITA was playing..

• Therefore, any funding request of the Crown needs to address and 
strike a balance between short term liquidity issues, medium term 
operational stability, and longer term sustainability within the 
appropriate strategic framework for RITA and Government policy.

• RITA’s initial request to DIA and Treasury for support was pitched at 
an indicative level of ~$75 million until July 2020, broken down into 
the following areas.

� $56 million for direct financing of RITA’s operations, including funds 
to meet existing creditors, and future operating costs until full 
business can be resumed

� $14 million to pass through to the racing codes, which have not 
received any such payments since the Covid-19 lockdown

� $5 million to pass on to sporting codes which similarly have not 
received payments since the lockdown commenced.

The request for Crown support and key issues

12
April 2020

• The COVID-19 pandemic and associated lockdown has had an 
immediate impact on RITA’s and the TAB’s operations, as previously 
noted. The cancellation of, and uncertainty over when major racing 
and sports events will resume, make it extremely difficult to forecast 
revenue streams and likely scenarios, as in many instances 
operations are running on a day-to-day basis or at best, 
weekend-to-weekend.

• The legacy cost and creditor issues including taxes, mean it is having 
to manage these suppliers on a daily basis, whilst also having to 
develop and implement plans for future resumption of business. It will 
be extremely difficult for the management team to prioritise what is 
important, especially under the current lockdown. However, we are 
informed they are working tirelessly to achieve these priorities.

• Scenarios have been developed to determine a range of support 
funding that might be required, but the assumptions behind these 
scenarios are changing with increasing regularity. For instance, one of 
the first scenarios prepared in late March 2020 was based on the 
assumption that the level of revenue RITA might earn in the 
immediate future would be close to nil. This was due to an 
expectation that all NZ and Australian racing would not proceed for 
some time, along with the majority of domestic and global sporting 
events.

• That situation has now improved with the continuation of Australian, 
American, and some Asian and European racing, along with a limited 
number of sporting events. This is allowing RITA to generate 
~$22 million on a weekly basis, although this is significantly down on 
the average weekly turnover in FY19 of ~$53.3 million, and a Q2 
reforecasted average weekly turnover for FY20 of $47.4 million. 

• This level of turnover is not sufficient to maintain a sustainable level of 
operations, and means that legacy creditors are still being managed; 
full funding for monthly operational costs including code contributions 
is not available; and other statutory obligations (e.g. problem 
gambling contributions and RIU payments) are having to be met at 
the expense of creditor and operational payments. 

Final
RITA
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• There are no firm indications as yet when sporting codes will resume 
events, although there are some promising signs in Australia with 
possible dates for recommencement of football and rugby league 
tournaments, both of which provide solid revenue for RITA.

• The resumption of racing in NZ will enable RITA to generate revenue 
to match the payments that need to be made to those codes in a 
timely manner, rather than some historical payments being made in 
advance and therefore depleting cash reserves for operating and 
other purposes. 

• Accordingly there are positive signs ahead, assuming the lockdown 
can be relaxed in the next month and racing and sporting events can 
resume. This will have the effect of mitigating, to a degree, the extent 
of any support package the Crown might provide. 

• However, the situation still remains very uncertain and there will be 
much to be learned from the Australian precedent as to how its racing 
industry has managed the continuation of racing over the last month. 
Any incident of COVID-19 which might arise from a resumption of NZ 
racing will almost certainly see some, or all meetings abandoned 
again.

• This therefore still makes it difficult for RITA to forecast its financial 
performance and cash flow needs over the next three months, 
although it does give some better clarity to the scenario analysis and 
the probabilities associated with each scenario. 

• No matter what scenario is adopted for funding purposes, it remains 
critical that funding is required. If not, there will be a possible failure of 
RITA’s business, and a flow on effect to the racing and sporting 
codes, with potential failure of their businesses, as funding of $150m+ 
would no longer be available to them. In those circumstances the 
annual loss to the NZ economy would be estimated to be $1.6bn+, 
with job losses of 14,000+.(Source: Institute of Economic Research, 
2018).

• We address the quantum of funding that might be required, in more 
detail in the next sections of this report. 

 

The request for Crown support and key issues

13

• We understand that this indicative request was based on the key 
assumption that revenue for RITA over the lockdown period and 
immediately beyond would be negligible. 

• However, the situation has improved, albeit it remains tenuous. 
Revenue is being sourced from Australian and overseas racing and a 
limited number of sports events, meaning that RITA is generating 
~$22 million a week in gambling revenue, as previously noted.

• Furthermore, the timing of when the NZ racing codes may resume 
racing is subject to increasing certainty and some improvement. 
Originally it was thought that this might not occur until July-August.

• On 21 April 2020, RITA issued a revised timetable for consultation 
with the racing codes, with indicative recommencement dates as 
follows.

� Greyhound racing – 11 May 2020

� Harness racing – 29 May 2020

� Thoroughbred – 3 July 2020.

• The proposal leaves the number of meetings for Greyhound and 
Harness racing to largely the same pre COVID-19 levels, but 
consolidates and restricts them to a reduced number of venues so as 
to limit travel and movement of animals and people.

• The number of meetings for Thoroughbred is reduced, as are the 
number of venues.

• All meetings will remain closed to the public until further notice.

• If these dates are accepted by the codes and implemented, then this 
will obviously drive a significant improvement to RITA’s gambling 
revenue. However, it will still be substantially below budget, given the 
reduced number of thoroughbred meetings, as that code is the largest 
contributor to revenue. 

• This revised timetable is the key driver behind RITA’s most likely 
scenario in terms of financial outcomes over the next 3-4 months.

 

•
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• Historical financial accounts presented are for the Group on a 
consolidated basis. We have not analysed these historical accounts in 
any great detail, although we have provided some high-level 
commentary for the purposes of context, to show the normalised 
performance of RITA prior to the lockdown. 

Financial Performance  

• The table opposite shows the summarised two year financial 
performance for the Group for FY18 and FY19. This highlights the 
following key issues.

• The P&L shows the net revenue from gambling activities for RITA (i.e. it 
is not the gross gambling revenue received).

• This net revenue has decreased by $11.2 million (3.3%), despite a 
1.24% increase in gross gambling revenue. The decrease in net 
revenue is attributable to  lower net betting margin from gambling from 
12.7% to 12.1%, due to an increase in dividends payable on gambling 
products, particularly fixed odds betting.

• EBITDA decreased by $16 million, driven partially by the decrease in net 
betting margin noted above, and an increase of $5.4 million in operating 
costs. There were other balancing “unders and overs” which drive this 
overall decrease in EBITDA, the most notable being an increase in the 
distributions to the racing and sporting codes of $2.6 million.

• Excluding distributions to the codes, the operating EBITDA of the Group 
remains highly profitable at $136.4 million in FY19, compared to 
$146.5 million in FY18, albeit a negative variance of $10.1 million (6.9%) 
(representing the decrease in betting margin discussed above).

Final

Financial performance

RITA

20200293
Page 15 of 30



PwC 16
April 2020

• Given the scale of RITA’s operations as a $2.7 billion+ business in 
terms of gross gambling revenue, the balance sheet is very weak with 
a low level of equity (18.2% of total assets for FY19); negative working 
capital; and a fixed asset base that is comprised of largely intangibles 
and IT assets.

• Negative net profits over FY18 and FY19 have resulted in an erosion 
of the Group’s equity, which has been funded by an increase in 
borrowings and a stretching of creditors. 

• By comparison, Tabcorp, albeit a more integrated and larger gambling 
operator, has a balance sheet with net equity of $7.2 billion (54% of 
total assets at 30 June 2019). FY19 revenue and net profit after tax 
were ~A$5.5 billion and $363 million, respectively.

• This suggests that, in addition to the immediate funding required, 
there needs to be a significant recapitalisation of RITA, to enable the 
business to be sustainable and able to weather one-off shocks such 
as the impacts of COVID-19.

• Whether such a recapitalisation is from the Crown and/or public 
sources, is an issue that needs to be addressed by RITA’s Board and 
management, the racing industry, and the Crown, as part of the longer 
term changes to RITA and the wider industry.

Final
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• In FY18 and FY19, RITA generated strong operating cash flows, which 
was applied to distributions made to the racing codes & racing industry, 
and the distributions for racing industry costs and external bodies.

• Capital expenditure in FY18 and FY19 totalled $37.1 million and 
$34.7 million, respectively, and was primarily funded by borrowings, with 
the drawdowns of $10.0 million (FY18) and $25.0 million (FY19), and by 
term-deposits ($15.0 million in FY18).

• We were advised by management that the cash balances totalled         
~$8.5 million as of 22 April 2020, representing a decrease of ~$2.0 million 
since July 2019. Although this is a relatively minor decrease, it has been 
assisted by stretching creditors with the total outstanding creditors at 22 
April 2020 of ~$28.1 million. Further, we understand that RITA has 
received funds under the wage subsidy scheme, which are held 
separately and in addition to those funds. 

• As at 31 March 2020, RITA’s borrowings totalled $45.0 million. This 
means a $10.0 million increase since the end of FY19 when the 
borrowings totalled $35.0 million. We understand that RITA is 

• Management believes this is not sustainable which has been reflected in 
the request for funding made to the Treasury. The request assumes the 
balance of aged creditors to be largely paid down by the end of July 2020. 

• The level of cash reserves is also not adequate and sustainable to 
weather one-off shocks, or any adverse impacts arising from increased 
dividends payable on gambling activities such as fixed odds betting, 
although we would expect RITA to manage and mitigate its exposure on 
these matters to an acceptable measure of risk.

• Nonetheless, the tenuous state of RITA’s historical and current cash flow 
once again highlights the need for recapitalisation and a restructuring of 
the business.

Cash flows

17
April 2020
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• The table shows that the immediate funding requirement for 
RITA to be able to manage its operations over the next 3+ months 
under Scenario E (considered the most likely by the Board and 
senior management) is a minimum of $30.4 million. This would 
enable RITA to:

� Retire legacy/overdue creditors including GST and any other 
tax payments, thereby enabling it to get back to a business as 
usual cycle of paying future creditors when due for the next 3 
month.

� Make forecast distributions of $19.2 million, including $16.5 
million in distributions to the racing codes to enable them to 
recommence racing in accordance with the revised calendar, 
assuming that is adopted by the codes.

� Meet planned capex of $3.1 million and also allow the 
business to run at a reduced scale with net cash flows from 
revenue exceeding operating costs, thereby assisting it with 
meeting supplier and creditor payments within the normal 
business cycle as noted above. At this stage, no redundancies 
are assumed.

• However, if there is any further shocks from COVID-19 which 
mean Scenario E does not eventuate, then the amount required 
to sustain operations and make the appropriate level of 
distributions, may increase to $65.4 million as shown in 
Scenario C. On the next slides, we further comment on the key 
assumptions of both scenarios.

Introduction and information provided

• Over the past weeks, RITA’s management has prepared several 
forecasts of RITA’s anticipated performance to the end of July 2020. 
With some racing scheduled to commence in May through July and 
the new racing season starting in August, revenue is anticipated to 
increase and expected to help stabilise RITA’s immediate financial 
position.

• The information we have been provided with has been of a good 
standard. The financial model has appropriately considered 
assumptions and the level of detail that we would expect, along with 
an analysis around possible scenarios. The model is being regularly 
updated to allow for the constantly changing environment RITA is 
operating under. All questions we have asked of the COO, CFO, 
Finance Manager and Management Accountant have been answered 
on a timely basis and responses have been of a high quality. 

• In this section we present two scenarios of the forecasts: 

� Scenario E, the most recent forecast prepared by RITA’s 
management, with a request for funding of ~$30 million,

� Scenario C, the worst case scenario prepared by RITA’s 
management, with a request for funding of ~$75 million. 

• Under both scenarios the funds are expected to address the payment 
of aged creditors and other immediate financial needs of RITA, but will 
not necessarily enable it to achieve long term sustainability. 

Comparisons of Scenarios C and E 

• The adjacent table provides a comparison of Scenarios C and E over 
the period April to July 2020. Scenario C originally included a request 
for funding for the month of March as well ($9.1 million), which has 
been now excluded for comparability purposes. 

Funding required
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Assumptions Scenario E (Latest estimate) Scenario C (Worst case)

Revenue ● Maintaining or improving long term average 
Gross Betting Margin (~12%+) 

● Continuation of Australian and overseas racing
● Recommencement of NZ racing calendar 1) 
● Sports revenue to gradually increase 
● Gradual reopening of stores

● Maintaining or improving long term average 
Gross Betting Margin (~12%+) 

● Continuation of overseas racing
● No NZ or Australian racing
● No Sports revenue
● Stores closed

Opex ● Reduction in variable opex in-line with revenue
● 20% management pay cut and/or a 4 day week 

from May for some staff
● Utilisation of wage subsidy

● Same as E

Distributions ● $19.2 million in total during the period April to 
July 2020 

● $10.2 million in total during the period April to 
July 2020.

Capex ● $3.1m,  in-line with H1 FY20 levels ● Same as E

Legacy creditors ● Repayment of $26.5m in total during the period 
April to July 2020. 

● Repayment of  $21.0m in total during the period 
April to July 2020. 

Financial forecast - Key assumptions
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1) The forecast assumes the racing codes and their venues to deliver upon the new calendar distributed by RITA for consultation, which covers a period from 11 
May to 31 July 2020 and proposes: 9.25 meetings weekly at 6 venues for Greyhounds Racing, 37 meetings at 4 venues for Harness Racing, and 13 meetings at 6 
venues for Thoroughbred Racing.
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Scenario E - Forecast performance and funding shortfall
• The fund shortfall of $21.9 million in April is driven by extensive 

payments to legacy creditors included in the forecast. However, 
this payment has not yet been made in full to conserve cash. 
Management expects to ‘catch-up’ these repayments over May 
and June as NZ racing recommences.

• Total forecast revenue totals $68.0 million for the period 
April to July 2020. This represents an equivalent of $17.0 million 
per month and a 45% decrease against H1 average of 
$31.1 million. The decrease is primarily attributable to the 
anticipated drop in revenue from betting ($9.1 million per month) 
and gaming ($2.0m per month). The forecast revenue increases 
gradually from $14.1 million in April to $21.1 million in July, with 
the recommencement of NZ racing. 

• The total forecast OPEX (operating expenses) totals 
$49.6 million for the period April to July 2020. This represents 
an equivalent of $12.4 million per month and a 25% decrease 
against H1 average of $16.6 million. The extent of the cost 
reduction is significantly below the expected decrease in  

revenue. This is because a number of cost categories are fixed 
and do not flex proportionally to the revenue. The reduction in 
OPEX is driven by turnover related expenses (decreasing by 
40% against H1 results) and staff expenses (decreasing by 19% 
against H1 results). We note, however, that some of the cost 
savings are likely to be partially offset by restructuring costs, 
which we understand are not yet fully reflected in the forecast.

• Distributions total $19.2 million for the period April to July 
2020, comprising Distributions from Betting Net Profit to Codes 
($16.5 million) and Distributions from Gaming to RIU, JCA and 
Racing Lab ($2.7 million). The full-year forecast distributions for 
FY20 are expected to total $132.8 million, a $32.3 million 
decrease against FY19 full-year distributions of $165.0 million. 
This may have a significant impact on codes, representing 
$124.0 million of the total of $132.8 million distributions 
forecasted for FY20.

• Legacy creditors (deferred suppliers & distributions) total 
$26.5 million for the period April to July 2020. This represents 
a vast majority of aged creditors totalling $28.1 million as of 22 
April 2020, of which $16.3 million was more than 30 days 
overdue. The deferred suppliers & distributions includes 
payments to some of the largest aged creditors, including the 
payments to:  ($8.3 million),  ($5.1 million), 

 ($4.3 million),  ($2.8 million) and  ($1.8 million). We 
note, however, that the ability to make those payments is reliant 
on availability of funds, where the payments scheduled for April 
totalling $18.3 million had to be already deferred.

• CAPEX totals $3.1m for the period April to July 2020. This 
primarily comprises capitalised internal costs (e. g. wages) and 
the amount is comparable to FY20 H1 average levels.

Financial forecast - Overview
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Scenario C - Forecast performance and funding shortfall
• Total forecast revenue totals $5.6 million for the period April 

to July 2020. This represents a decrease by 96% against FY20 
H1 monthly average, and is consistent with the underlying 
assumption of Scenario C (as the worst case scenario), where 
there is no income from betting or gaming up until July 2020, with 
the exception of a limited income from betting on overseas 
racing. 

• The total forecast OPEX (operating expenses) totals 
$36.7 million for the period April to July 2020. The 
assumptions and the total amounts across all cost categories are 
the same as in Scenario E, with the exception of turnover related 
expenses decreasing by 89% against H1 FY20 results, at a rate 
similar to the assumed decrease in total revenues. 

• Distributions total $10.2 million for the period April to July 
2020. This is $8.9 millon (or 47%) below the distributions 
assumed in Scenario E, and less than 20% of the amount 
distributed in H1 FY20 each month on average. Such a reduction 
would represent an unprecedented pressure on the codes reliant 
on those funds. 

• Legacy creditors (Deferred suppliers & distributions) total 
$21.0 million for the period April to July 2020. Although the 
amount is lower than in Scenario E, it still represents a vast 
majority of aged creditors totalling $28.1 million as of 22 April 
2020.

Financial forecast - Overview
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Scenario C and E - Full-year forecast
• The table below provides an overview of a full year forecast under Scenario 

C and E, and a comparison against FY18 and FY19 actuals. 
• It shows the significant impact of Covid-19 on RITA’s full-year numbers, 

where the decrease in revenues in the second half of FY20 cannot be easily 
offset by potential reductions on the expense side.

• However, it is also evident that RITA with equity below $25 million as at FY19 
simply cannot sustain the ongoing net losses which have been present, to a 
degree, even in the preceding periods unaffected by Covid-19.

• While the ability to deal with the immediate liquidity pressure remains critical, 
defining a long-term funding strategy for RITA will be vital for RITA as an 
institution, and the entire sector which relies on the distributions from RITA. 

Financial forecast - Overview
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• The terms of any support package then need to recognise the 
Crown’s position as a “funder of last resort”, and whether in doing 
so, it sets any political or economic precedent outside the existing 
support packages it has already made available to New Zealand 
businesses as part of its Covid-19 response.

• Whether that funding is provided as a full non-recourse grant or 
loan, or as a repayable loan having super priority to existing funders 
would be a decision for the Crown based on the information 
contained within this report, and/or provided from other sources. 

• Any such decision will also need to align the funding to the strategic 
or policy contexts that DIA and others are managing around the long 
term future of RITA, gambling, and the racing/sporting industry. This 
is likely to mean that if funding is provided, it will be in tranches that 
align to immediate operational needs vs longer term strategic/policy 
changes. 

Key principles 
• Any decision by the Crown to provide financial and/or other logistical 

support to RITA now, and subsequent to the COVID-19 lockdown, like 
any decision to support other entities, needs to draw a balance 
between several key issues.

• First, the key issue is having confirmation and understanding of 
whether there is any support available from other sources or funders 
(i.e. current banking partners). In this regard, management has 
advised us such support is unlikely in the immediate term, as they are 
currently 

• In the event that the current funders will not immediately support the 
Group, then the Crown needs to be assured that RITA can continue to 
provide its (limited) services during the lockdown, and gear those up 
immediately beyond that period. 

• The Crown then needs total assurance that the Group has undertaken 
every possible initiative to manage and mitigate its business and 
associated costs during the lockdown period and to the end of July 
2020, and then has sustainable plans beyond that period which have 
commenced, or are ready for implementation. This would include key 
initiatives such as: management of staffing costs without 
compromising future viability and sustainability; mitigating other 
operating and capital costs; being very clear on its future relationship 
and funding with the racing and sporting codes; and a plan to 
implement the legislative and structural changes proposed under the 
new legislation recommended pursuant to the Messara Report et al.

• Assurance on these initiatives would then confirm the amount sought 
from the Crown is as accurate as possible, and can be managed and 
potentially mitigated whilst a support package is in place.

Options and recommendations
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Code and sports funding needs
• Thirdly, there is funding required to pass on to the racing and 

sporting codes to ensure their survival, until such time as optimum 
levels of racing and sporting events can be resumed. Total payments 
in FY19 year to these bodies totalled $162.3 million, whilst payments 
in the current financial year up until March 2020 amounted to $113.6 
million. To restore a level of equilibrium and ensure the immediate 
survival of these bodies, RITA estimates ~$19.1m gross is required 
to be made over the next 3-4 months under Scenario C, but the net 
amount will reduce from the surplus of operating cash flows.

Restructuring costs 
• Fourthly,  there will be a level of funding required to implement the 

restructure of RITA’s operations and downsize personnel levels and 
associated operations, to align with the reduced scale of racing, 
sporting and gaming activities, and to meet any one-off employee 
entitlements arising (e.g. redundancies, holiday pay etc). 

• The work to determine how much funding is required for this third 
purpose is still being completed, along with the implementation plans 
and timing thereof. We are informed a final proposal and associated 
costing will be tabled with RITA Board in the week ending 1 May 
2020.

Longer term funding
• Lastly, and as previously noted, there will be funding required to 

sustain RITA’s long term plans pursuant to the various legislative and 
structural changes proposed. We believe this will inevitably involve a 
recapitalisation of RITA, implementation of some of the Messara 
Report recommendations, and changes to duties, levies and taxes 
and the way in which the racing and sporting codes are structured 
and funded. This will also see changes in the number of racing clubs 
and a possible realisation of property assets, as per the Messara 
Report recommendations. Indeed the reduction in the number of 
clubs that will offer racing after the lockdown under the new 
calendar, will probably set the framework for the future of the 
industry.

• The full level of funding required under this tranche is still to be 
determined and will need to be worked on between RITA and TAB, 
DIA, the racing codes, and other parties. 

Immediate issues 
• The urgent need, therefore, is funding for RITA to survive in the next 

3-4 months. During that time, we would expect that further analysis 
can be undertaken to determine the longer term impacts and 
requirements, and changes needed.

• First and foremost, any funding should address the payment of 
overdue creditors/suppliers. Management of these creditors is taking 
an extreme amount of time for the finance and operational teams, and 
arguably distracting them from the bigger issues of repositioning RITA 
for longer term strategic, structural, operational and financial 
sustainability. It is these latter areas of the business which should be 
the focus of the Board’s and management's efforts.

• Being able to immediately retire these liabilities will “release a 
pressure valve” for management and enable them to better manage 
future performance, cash flows, and the balance sheet.

• From the information we have been provided by RITA, the amount to 
achieve the payment of legacy creditors is $26.5m (as per the most 
recent forecast under Scenario E) and this is the first component of 
any support package the Crown should consider and approve, if it can 
do so.

Ongoing operating expenses
• Secondly, any funding needs to address the reduced level of ongoing  

operations until 31 July 2020, by which stage RITA and the racing 
codes expect they will be able to have fully implemented a revised and 
optimal level of activities, albeit at a reduced level of racing meetings 
and associated revenue from gambling.

• By that time it may also be possible there will be a resumption of some 
global and domestic sporting events, and other activities which will 
regenerate fixed odds betting and revenue from gaming machines. 

• The level of funding required for these purposes is forecast up to 
$34.2 million in Scenario C, while no net funding will necessarily be 
required under scenario E, as net operating cash flows are forecast to 
be sufficient. Any amount that is required could be provided on a 
monthly basis but be the subject of weekly reviews by RITA of the 
cash required to fund these operations. 

Options and recommendations
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• We discussed this matter in a conference call on 24 April 2020 with 
some RITA Board members and management. The Executive Chair 
and management undertook to contact the codes and key clubs 
which will be responsible for meetings under the revised calendar, 
and also those clubs which were originally due to race throughout 
2020 but will now not do so under the revised calendar. 

• The purpose of those discussions was to determine whether there 
may be any further funding required for these organisations, other 
than the forecast distributions under RITA’s two current scenarios. 

• We discussed this again with management on 28 April 202 and it 
has advised that the indicative value of funding required is ~$2.5 
million and we have included this amount in our summary of the 
total funding required, as shown in the table on the next page.  

Summary of options, funding and recommendations In the table on 
the next page we summarise the funding and options available to RITA 
and the Crown to ensure the immediate survival of RITA and enable its 
positioning for future sustainability. These options assume that 
Scenario E, as outlined in Section 4 of this report, is currently the 
preferred and most likely outcome.

• This table shows that under Scenario C, considered the worst 
case, an amount of $77.44 million+ might be required.

• Under Scenario E, considered the likely case, an amount of 
$40.04 million to $41.14 million might be required.

• Both these amounts include additional funding we have identified, 
above the forecasting RITA has undertaken as outlined in Section 4 
of this report. 

Other funding issues

• There is also another issue we have identified which might mean 
additional funding is required than what is shown in RITA’s financial 
models. 

• RITA’s financial modelling and funding requests assume that the 
racing codes and their venues will be able to deliver upon the new 
calendar that has been distributed for consultation. 

• This calendar covers a period of racing from 11 May to 31 July 2020 
and proposes:

� 9.25 meetings weekly at 6 venues for Greyhounds Racing

� 37 meetings at 4 venues for Harness Racing

� 13 meetings at 6 venues for Thoroughbred Racing.

• It is assumed that RITA’s forecast of $19.1m under scenario E for 
payments to the three codes (and sporting organisations) may be 
enough to cover stake monies and other incidentals, but there is no 
certainty it will be adequate for the 16 combined venues to maintain 
their overall businesses during the period, albeit at reduced levels and 
also cover “idling” costs.. 

• They will all have other operating costs to meet such as rates, track 
and venue maintenance, utilities, salary and wages etc, and little 
revenue from other sources, especially hospitality which is always a 
significant earner for the larger venues such as Addington, Ellerslie 
and Alexandra Park. There will be some reduction in costs due to no 
proposed public attendance at meetings, but this impact will not 
necessarily be material.

• Accordingly there may be a need for further contingency or 
emergency funding to ensure the Clubs can host the meetings 
planned and ensure that gambling revenue is generated. This fund 
would also be available for other clubs to reposition themselves for 
when they may next be required to resume racing and enable the 
TAB to generate gambling revenue from their meetings. 

Options and recommendations
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Options and recommendations
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Option Forecast 
Amounts - 
Scenario C 
(Worst Case)

Forecast
Amount - 
Scenario E 
(Likely Case)

Timing Likely and 
Primary Type 
of Funding

Assumptions and Consequence(s) 

No funding provided by the 
Crown

n/a n/a Immediate n/a RITA will be insolvent with the potential failure 
of its business, the racing codes and clubs. 
This may result in a loss of annual economic 
benefit to NZ of ~$1.6bn+ with ~14,000+ jobs 
directly and indirectly at risk.

Funding for overdue creditors $21 million $26.5 million Immediate Debt, Equity or 
convertible 
debt

The retirement of aged creditors and 
restoration of normal payment cycles allowing 
management to refocus on the longer term

Funding for working capital  to 
meet operating costs and code 
distributions until 31 July 2020

$44.4 million net $3.9 million net April to July 
2020

Debt with 
convertible 
options 

Under Scenario E, this assumes RITA and 
codes can resume reduced activities and 
generate revenue. It provides additional cash 
reserves above net operating cash flows, to 
meet operating expenses, and distributions to 
the codes from April to July 2020

Funding for restructuring and 
payment of employee 
entitlements and other related 
costs

$5 million+ (still 
to be confirmed)

$3.5 million to 
$4.5 million, to 
be confirmed 
week ending 1 
May 2020

To be confirmed 
by 1 May 2020

Debt with 
convertible 
options

This assumes restructuring occurs to 
downsize to optimal levels; provides the 
catalyst to implement wider change; and 
repositions RITA on a road to sustainability 

Emergency fund for racing clubs 
to conduct meetings, including 
some idling costs for those clubs 
that were due to race in 2020

n/a $2.5 million to 
be reconfirmed 
week ending 1 
May

To be confirmed 
by 1 May 2020

Debt The current assumption is that forecast 
distributions will be sufficient, but this provides 
an additional buffer, although it may not be 
necessary under Scenario C

Contingency 10% of above = 
$7.04 million

10% of above = 
$3.64 million to 
$3.74 million

To be confirmed 
by 1 May 2020

Debt Forecasts are by their very nature uncertain, 
so this provides for an additional amount in 
the event actual results are adverse to the 
forecast(s) 

Total $77.4 million $40.04 million to 
$41.14 million 

20200293
Page 28 of 30



PwC

Metrics and restrictions 
� Parameters for revenue against the likely Scenario E
� Gross betting margin and restrictions around gross and net 

betting exposure
Levels of operating expenses 
Levels of wages and salaries
Restructuring details, costs and timing thereof
EBITDA and/or net profit 
Number of meetings to be held by the codes
Distribution levels to the codes and/or clubs
Capital expenditure
Restrictions on further external borrowing
Net operating cash flows as a percentage of revenue 
Longer term changes to the business, including those proposed 
under legislation and to the future capital structure of RITA
An agreed programme plan to bring RITA back to long term 
sustainability
Mechanisms and delegated authorities to ensure appropriate 
disbursement of funds
Monitoring and reporting regimes, including any need for 
independent oversight
Rights of the Crown in the event of any default against these 
covenants and restrictions

Funding terms and conditions
• As we have previously noted, the way any funding is structured will 

need legal input, and there may also need to be some level of priority 
agreements drawn up with existing bank lenders. 

• To ensure optimal balance sheet solvency and maintain the going 
concern assumption for RITA, it is likely that funding for retirement of 
existing creditors and any other liabilities should either be in the form 
of equity, a grant or as a last resort, a non or limited recourse loan. 

• Funding for operational and restructuring purposes should probably 
take the form of a full, limited or non-recourse loan. This could either 
convert to equity at a later date, be repaid, or replaced by external 
debt from existing banking partners once longer term sustainability is 
secured and a recapitalisation occurs. 

• One further issue that the Crown should consider, is the process by 
which it may wish to manage and monitor RITA if any funding is 
approved along with a suitable set of covenants. Given the significant 
level of funding required and the overarching issues surrounding the 
changes proposed at RITA, we would expect there will need to be 
some formal mechanisms in place, whereby there are restrictions and 
covenants over application of funds and future financial performance. 
Such an oversight role would then extend to monitoring the ongoing 
operations, future changes and restructuring of the Group. 

• Before the RITA Board accepts any funding, its directors should seek 
legal advice as to their obligations under the Companies Act 1993 and 
any other relevant legislation, to ensure they are not potentially 
breaching these, especially in terms of major transactions and 
solvency of the Group, and the need to act in good faith, including 
pursuant to the recently introduced “Safe Harbour” provisions.  

Possible funding covenants 
• If funding is provided, we recommend that The Treasury, DIA and 

RITA’s Board and management urgently work together to agree a set 
of requirements, conditions and covenants which could include, inter 
alia, the following metrics noted opposite. 

 

Options and recommendations

29
April 2020

Final
RITA

20200293
Page 29 of 30



pwc.co.nz

© 2020 PricewaterhouseCoopers New Zealand. All rights reserved. PwC refers to the New Zealand member firm, and may sometimes refer to the 
PwC network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details.

Important Notice
The statements and opinions expressed herein have been made in good faith, and on the basis that all information relied upon is true and 
accurate in all material respects, and not misleading by reason of omission or otherwise.

We have not independently verified the accuracy of information provided to us, and have not conducted any form of audit in respect to the 
information provided. Accordingly, we express no opinion on the reliability, accuracy, or completeness of the information provided to us and 
upon which we have relied. Whilst all care and attention has been taken in compiling this report, we do not accept any liability whatsoever 
arising from this report.

The statements and opinions expressed in this report are based on information available as at the date of the report. We reserve the right, but 
will be under no obligation, to review or amend our report, if any additional information, which was in existence on the date of this report was 
not brought to our attention, or subsequently comes to light.

We have relied on forecasts and assumptions about future events which, by their nature, are not able to be independently verified. Inevitably, 
some assumptions may not materialise and unanticipated events and circumstances are likely to occur. Therefore, actual results in the future 
will vary from the forecasts upon which we have relied. These variations may be material.

It is not possible to assess with any certainty the implications of COVID-19 on RITA or the economy as a whole, both generally in terms of how 
long the current crisis may last and more specifically in terms of its impact on a specific business or the wider economy. We note our advice is 
subject to significant caveats and caution at this time due to uncertainty that exists for businesses including (amongst other matters) access to 
capital, supply chain disruption, the demand for products or services and the extent and duration of the measures implemented by various 
governments and authorities to contain and / or prevent spread of COVID-19. 
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