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Joint Report:  Further advice on selected aspects of the draft Cabinet 
papers on demand and supply-side interventions 

Date: 5 March 2021 Report No: T2021/535 
IR2021/098 
BRF20/21030884 

File Number: SH-13-5-3-1 

Action sought 
 Action sought Deadline 

Minister of Finance  
(Hon Grant Robertson) 

Agree to recommendations  
Provide feedback on this report to 
officials  
Refer a copy of this report to 
Associate Minister of Housing (Hon 
Poto Williams) 

8 March 2021 
 

Minister of Housing 
(Hon Dr Megan Woods) 

Agree to recommendations  
Provide feedback on this report to 
officials  

8 March 2021 
 

Minister of Revenue  
(Hon David Parker) 

Agree to recommendations  
Provide feedback on this report to 
officials  

8 March 2021 
 

Contact for telephone discussion (if required) 
Name Position Telephone 1st Contact

John Beaglehole Acting Manager, The 
Treasury, Housing and 
Urban Growth 

 

Felicity Barker Team Leader, The Treasury, 
Tax Strategy 

 

Phil Whittington Chief Economist, Inland 
Revenue, Policy and 
Strategy 



Hilary Eade Kaiaki, Ministry of Housing 
and Urban Development, 
Place-based Policy and 
Programmes 

 

Minister’s Office actions (if required) 
Return the signed report to The Treasury, Ministry of Housing and Urban Development, Department of 
Inland Revenue, as appropriate. 
Refer to Associate Minister of Housing (Hon Poto Williams) (if agreed). 

Enclosure: Yes (attached) 

[39] [35]
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Appendix 1: Options to shift operating expenditure to capital: fuller analysis of accounting 
treatment 
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Joint Report: Further advice on selected aspects of the draft 
Cabinet papers on demand and supply-side 
interventions 

Executive Summary 

  
You have requested further advice in advance of Cabinet on 8 March, regarding selected 
aspects of the two draft Cabinet papers on demand and supply-side interventions in the 
housing market.  

The two draft Cabinet papers are “Backing first home buyers and encouraging property 
investment into new housing supply” and "Increasing housing supply and improving 
affordability for first home buyers and renters”.  

Our advice addresses your questions on:  
 
New build exemptions for proposed tax measures  

 
• The design of a new-build exemption for the proposed tax measure to limit 

interest deductions  
• The definition of a “new build” for the purpose of the extended bright-line test  

 

• 

• 
• 

 
First Home Grants and First Home Loans  

 
• Increasing the income cap for First Home Grants (FHG) and First Home Loans 

(FHL) from the existing limits  
• The link between the original caps and the distribution of house prices at the 

time, and what income caps would be today to maintain that original link  
• Lifting the house price caps for FHG and FHL  

 
In addition, you indicated that you would be interested in advice on where construction 
capacity may exist across regions to absorb increased infrastructure spend. We have 
provided you with high-level commentary on this matter.  
 
We note that this advice was commissioned on 3 March and produced under significant time 
pressure.  
 

[33]

[33]

[33]

[33]
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Recommended Action 

We recommend that the Minister of Finance and Minister of Revenue:  
 
a note that, if you wish to include the extension of the bright-line test in the 

Supplementary Order Paper to the Taxation (Annual Rates for 2020-21, Feasibility 
Expenditure, and Remedial Matters) Bill, you will need to make decisions on that 
extension by 8 March 2021 at the latest  

 
b note that the new-build exemption is planned to be included in the omnibus tax bill 

scheduled for introduction in September 2021 
 
c note that decisions around detailed design issues around the new-build exemption can 

be delayed until after further work and consultation on the exemption 
 
 

 
 
Felicity Barker  Phil Whittington 
Team Leader, Tax Strategy,    Chief Economist, Inland Revenue 
The Treasury      
 
 
We recommend that the Minister of Finance and Minister for Housing:  
 
d 

 
e 

 
f agree that if you choose to increase the income cap for First Home Grants (FHG) and 

First Home Loans (FHL), that you increase this for individuals from $85,000 to $95,000.  
 
 Agree/disagree. 
 
g agree that if you choose to increase house price caps for FHG and FHL for existing 

property and new builds, that you increase them as outlined in paragraph 75 
 

Agree/disagree. 
 

[33]
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We recommend that the Minister of Finance, Minister of Housing and Minister of 
Revenue:  
 
h discuss this report with officials  
 

Agree/disagree. 
 
i refer this report to the Associate Minister of Housing (Public Housing)  
 

Refer/Not referred. 
 

  
 
 
John Beaglehole      Hilary Eade 
Acting Manager, Housing and    Kaiaki, Place-based Policy and 
Urban Growth, The Treasury  Programmes, Ministry of Housing and 

Urban Development 
 
 
 
 
 
 
Hon Grant Robertson Hon Dr Megan Woods 
Minister of Finance Minister of Housing 
 
 
 
 
 
 
Hon David Parker  
Minister of Revenue  
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Joint Report: Further advice on selected aspects of the draft 
Cabinet papers on demand and supply-side 
interventions 

Purpose of Report 

1. The purpose of this report is to address your questions on selected aspects of the two 
draft Cabinet papers on demand and supply-side interventions related to housing 
affordability.  

2. We note that this advice was commissioned on 3 March and produced under significant 
time pressure.  

Analysis 

New-build exemption for proposed tax measures 
 
Context 
 
3. You are currently considering two tax measures that are intended to dampen investor 

demand for existing housing stock, which would improve housing affordability for first-
home buyers. These are: 
 
a. extending the length of the bright-line test for residential property from its current 

five-year period; and 
b. limiting the interest deductions available for income earned from residential 

property investments. 
 

4. If the above tax measures deter investors from purchasing new properties, then new 
supply numbers for dwellings are likely to fall. While first home buyers will purchase some 
of these properties in lieu of investors (noting that currently, at least 75% of current 
tenants cannot afford to buy a home and an increasing number of people will likely rent 
for life), there are not enough first home buyers or other owner-occupiers to maintain 
new build supply at the same level should investor demand in the market significantly 
reduce.  

 
5. Investors who buy properties off the plans are an important source of development 

finance for developers. Data from CoreLogic shows that almost 40% of new build 
properties were purchased by owners of multiple properties (a proxy for investors) in 
2020. 

 
6. As maintaining and increasing new housing supply is critical to addressing housing 

affordability (for both rental and home ownership), a potential exemption from the tax 
measures for new housing supply is being considered. HUD and Inland Revenue have 
both recommended an exemption for newly built properties. The Treasury does not 
recommend a new build exemption. If, however, Ministers wish to proceed with an 
exemption, the Treasury recommends that the exemption result in exempt properties 
being subject to the 5 year bright-line test (rather than a full exemption).  You have 
requested further advice on some design details for this exemption, which is provided 
below. 
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Timing of decisions  
 
7. We note that, if you wish to include the extension of the bright-line test in the 

Supplementary Order Paper to the Taxation (Annual Rates for 2020-21, Feasibility 
Expenditure, and Remedial Matters) Bill, you will need to make decisions on that 
extension by 8 March 2021 at the latest.  The SOP would be released on 15 March 2021, 
so any announcements would need to be on or before this date. 

 
8. We also note that the new-build exemption for both of the tax measures is intended to be 

included in the omnibus tax bill scheduled for introduction in September. If this timeframe 
is being maintained, decisions on detailed design issues relating to the new-build 
exemption do not have to be taken by 8 March. 

 
9. Officials recommend consultation on many of the design details of the exemption, and 

taking final design decisions after consultation. 
 
Objectives 
 
10. Officials’ understanding is that the intention of having a new-build exemption for the two 

tax measures is to: 
 

c. maintain or increase the rate of the supply of new housing; and 
d. divert investor demand from existing housing stock to new supply, rather than 

reducing investor demand for property. 
 

It is with this understanding that we have provided the advice below.  
 
Limiting interest deductions – scope of exemption for new-builds  
 
11. If you wish to progress a new-build exemption for the proposed measure to limit interest 

deductions, a decision will need to be made on which buyers get the benefit of the 
exemption. 

 
e. 

f. 

 
12. 

 

[33]

[33]

[33]
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13. 

14. 

 
15. 

16. 

 
17. 

 
18. 

 

[33]

[33]

[33]

[33]
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19. 

 
20. 

 
21. 

 
22. 

23. 

24. 

 
25. 

 
26. 

 

[33]

[33]

[33]

[33]

[33]
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27.

 
28.

 

Bright-line test 
 
Ministers have asked for further advice on how a “new build” should be defined for the purpose 
of the extended bright-line test. We note that Ministers have not asked officials to provide 
advice on these aspects in relation to the new build exclusion from interest deduction limitation 
proposal, but officials expect the definitions would align. Misalignment of the definitions would 
create administrative and compliance complexities for both Inland Revenue and taxpayers. 
 
Baches and second homes 
 
29. Ministers have asked whether there is a risk that the bright-line new build exemption 

creates incentives to build holiday homes, and if so, whether anything should be done 
about that. 

 
30. Officials recognise that some people who would benefit from the new build exemption will 

acquire second homes that they only intend to use to provide short-stay accommodation, 
either for themselves or on an Airbnb-type basis.1  Your objectives for this exemption will 
determine if this is outcome is intended or acceptable.  

 

 
1 Note that for the exemption for new builds from the denial of interest deductions, interest deductions would still be unavailable 

for these “second homes” to the extent they are used privately. 

[33]

[33]
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31. If your objective is to increase the supply of residential property in general, there is no 
issue with incentivising the supply of new short-stay accommodation.  Most residential 
properties can be used interchangeably for either long-term or short-stay 
accommodation, particularly over the longer term. This means that incentivising the 
construction of property that is initially used as short-stay accommodation can still have 
longer term benefits for the housing market. While some people may acquire a new build 
to be used for short-stay accommodation, that could still allow an older property, which 
may otherwise have been held as a holiday or second home, to be used for long-term 
accommodation. Even in “holiday towns” there appears to be a shortage of long-term 
residential accommodation, and some people have second homes in our largest cities.  

 
32. If instead you wish to target the exemption to newly built properties that are primarily used 

as a main residence (whether that be by an owner-occupier or someone renting the 
property), a definition of “new build” that excludes properties acquired or used for the 
purpose of providing short-stay accommodation could be more appropriate. Such an 
approach does however come with some difficulties.  

 
33. There is likely to be significant difficulty associated with defining an exemption that 

excludes short- stay accommodation. Note that owner occupied property is not subject to 
the bright-line test, and therefore the issue here is distinguishing different types of rental 
agreements based on tenure. Given properties can often be used interchangeably for 
long-term and short-stay accommodation, it is hard to come up with a definition that would 
ensure that holiday or second homes are not included as a “new build”. Other than the 
fact that a holiday or second home is often only used for shorter periods, there is no 
distinct feature that indicates that a property is a holiday or second home. A decision 
would need to be made as to how short the rental agreement is for the property to be 
considered a short stay. While the definition could focus on the intended use of the 
property, from an enforcement perspective, it is difficult to prove intention, and intentions 
can change over time. 

 
34. It has been suggested that the Overseas Investment Act 2005 (OIA) may include a 

definition of main residence that could be useful. The OIA does mention using residential 
land as a ‘main home’ as a condition of consent. However, that requires that the person 
who owns the house lives in it as their main home. That concept is similar to the main 
home exclusion we already have for the bright-line test and would exclude from the new 
build exemption land used as long-term accommodation by a tenant, which is contrary to 
the objective of the new build exemption. Therefore, the OIA definition does not resolve 
the concerns around the new build exemption definition. 

 
35. Given this, making an in-principle decision now to carve out holiday homes from the new-

build exemption is not advised. If you wish to consider this issue further, it would make 
sense to do so as part of consultation. 

 
Extensions to existing properties 
 
36. Ministers have also asked whether extensions to existing properties should qualify for the 

new build exemption if they increase supply (e.g. adding a floor to an existing home to 
create an additional dwelling, or so that the dwelling houses more people). 
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37. Officials consider that the new build exemption should be limited to increasing supply of 
new residential property (i.e. new dwellings), as this would help to incentivise the supply 
of new property while minimising the integrity risks that an exemption for extensions to 
existing builds may create. Officials are concerned about the boundary issues and 
complexities that including extensions to existing buildings in the exemption would create 
for both Inland Revenue and taxpayers alike. It would be difficult to determine whether a 
renovation is truly significant enough to constitute a new build. Code compliance 
certificates generally state if the certificate is issued with respect to a new dwelling, but 
Inland Revenue would not have the expertise or resources to determine on a case-by-
case basis whether a renovation satisfies the threshold to qualify as a new build. In 
addition, if a new storey or room for example is enough to qualify as a new build, 
consideration would need to be given to whether the existing part of the house should 
qualify for the exemption. If not, there would be significant complexities with 
apportionment that would need to be worked through.  
 
If Ministers agree, the new build exemption would not, therefore, be extended to 
renovations of existing residential properties merely to add additional rooms (an 
additional room could be used for different purposes, e.g. as a study rather than a 
bedroom). This is consistent with the objective of the new build exemption to increase 
the supply of dwellings. 

 
38. It is possible that an extension could result in an additional self-contained dwelling, such 

as adding a flat to an existing property. If this occurs, officials consider that this should be 
a new build. If this results in two properties on the same title, apportionment would be 
necessary to ensure that only the new dwelling gets the benefit of the new dwelling 
exemption.  

39. 

40. 

41. 

42. 

43. 

44. 

a) 

[33]

[33]

[33]
[33]

[33]
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b) 

c) 

44. 

45. 

46. 

47. 

48. 

49. 

50. 

51. 

[33]

[33]

[33]

[33]

[33]

[33]
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52. 

 
53. 

• 

• 

• 

54. 

55. 

56. 

[33]

[33]

[33]

[33]

[33]
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57. 

58. 

59. 

60. 

61. 

62. 

60.   

a. 

b. 

[33]

[33]

[33]

[33]

[33]

[33]
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61. 

62. 

 
63. 

g. 

h. 

64. 

65. 

66. 

 
67. 

68. 

[33]

[33]

[33]

[33]

[33]

[33]

[33]
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First Home Grants and First Home Loans  
 
69. You have asked for advice on: 

a. Increasing the income cap for First Home Grants (FHG) and First Home Loans 
(FHL) to $150,000 for two or more people and $100,000 for a single person 

b. The link between the original caps and the distribution of house prices at the 
time, and what income caps would be today to maintain that original link  

c. Lifting the house price caps for FHG and FHL. 

Potential changes to Income Caps and Property Price Caps for First Home Products  
 
Potential increases to Income Caps for existing and new builds 
 
70. Ministers have sought advice on increasing the Income Caps for First Home Products 

(FHG and FHL) to the following:  

 
 
 
 

71. These income caps are already generous and compare to an estimated median 
household income of $90,792 (before tax) for the year 2020. Existing caps already 
target households in the top 20-40% of income earners, and in some cases support 
goes to the top 10% of income earners. Increasing income caps may also have 
significant inflationary impacts on the lower end of the housing market, because a 
greater number of people will be competing for houses under the same price point. This 
will affect all potential buyers regardless of whether they are using the scheme.  

 
72. In the first instance we recommend that income caps remain unchanged given that the 

programme currently targets some higher income earners. However, if Ministers choose 
to increase income caps, then HUD would propose they be raised for single persons 
only by $10,000 to an income cap of $95,000. The income cap is more constraining for 
single persons because a bank is unlikely to lend enough for a single buyer earning 
$85,000 to buy a home at or close to the new proposed highest property price cap (see 
table below for proposed increases to property price caps). 

 
73. This would not be the case for a couple in a similar situation, but earning at the current 

income cap of $130,000. We therefore do not propose increasing the cap for two or 
more buyers because they will be able to service mortgages at the proposed new 
property price caps with below 30 percent of their household income at current income 
caps.  
 

Potential increases to Property Price Caps for existing and new builds  
74. Property price caps, rather than income caps, are more constraining when it comes to 

accessing the First Home Grant and First Home Loan. 

75. HUD has provided advice to the Minister of Housing recommending increasing First 
Home Products property price caps for new build properties only in some areas – as 
shown bold below. This includes a later recommendation to increase the Auckland 
house price cap for new builds to $700,000: 

 

Region New Property Income Cap 
 Current Cap Proposed New Cap 
Single buyer $85,000 $100,000
2 or more buyers $130,000 $150,000 

Region New Property Price Cap
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76. HUD did not recommend changing the price caps for existing properties, so as to 
ensure there is a focus of bringing on new supply and not inflating already stressed 
housing markets. However, if Ministers choose to increase both existing and new 
property house price caps, then changes to the existing price caps could move by the 
half the amount of the proposed increase in new build price caps in the table below. 
This differential rate of increase will provide increased support for those who purchase 
new houses, while providing a fair level assistance for those buyers who purchase 
existing properties. This is particularly important in areas where there is limited new 
supply.    

Region Price Cap for New 
Properties

Price Cap for Existing 
Properties  

 Current Cap HUD 
proposed 
Cap

Current Cap Possible 
Cap 

Auckland $650,000 $700,000 $600,000 $625,000 
Queenstown-Lakes $650,000 $650,000 $600,000 $600,000
Wellington City, Hutt City, 
Upper Hutt City, Porirua 
City, Kāpiti Coast District 

$550,000 $650,000 $500,000 $550,000 

Nelson City, Tasman 
District, Tauranga City, 
Western Bay of Plenty 
District, Hamilton City, 
Waipa District, Hasting 
District, Napier City  

$550,000 $600,000 $500,000 $525,000 

Christchurch City, Selwyn 
District, Waimakariri District 

$550,000 $550,000 $500,000 $500,000 

Waikato District, Dunedin 
City  

$500,000 $550,000 $400,000 $425,000 

Rest of New Zealand $500,000 $500,000  
(No change)

$400,000 $400,000 
(No change)

 
77. Increasing the house price caps for FHL and FHG increases the set of dwellings 

available to households who qualify for the grant and is likely to increase uptake of the 
scheme. Increasing price caps may cause some inflation in the market. However, this 
impact is likely to be mitigated by the fact that demand will increase for only a sub-set of 
the market - homes priced between the current and proposed price caps. 

 Current Cap HUD proposed 
Cap 

Auckland  $650,000 $700,000 
Wellington City, Hutt City, Upper Hutt City, 
Porirua City, Kāpiti Coast District

$550,000 $650,000 

Nelson City, Tasman District, Tauranga City, 
Western Bay of Plenty District, Hamilton City, 
Waipa District, Hasting District, Napier City.  

$550,000 $600,000 

Waikato District, Dunedin City $500,000 $550,000 
Christchurch City, Selwyn District, Waimakariri 
District 

$550,000 $550,000 

Rest of New Zealand $500,000 $500,000 
(No change)
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The Historic Link Between House Prices and House Price Caps for First Home Products 
 
78. The predecessor to the FHG (and KiwiSaver HomeStart grant) was developed from 

2005 to 2009, alongside the introduction of KiwiSaver. The original income caps of 
$100,000 for one or two buyers and $140,000 for three or more buyers were set to 
ensure that: 

a. Households have sufficient income to service a mortgage for a lower quartile 
priced house in 2010 and beyond 

b. Households with sufficient income to service a mortgage without assistance are 
not eligible for the deposit subsidy 
 

79. These income caps were introduced alongside a house price cap of $400,000 for higher 
priced areas, and $300,000 for all other areas.2  

80. The table below compares the level of pre-tax income that a household is required to 
spend to service a mortgage (with a term of 30 years and a 10% deposit on average) 
for the household both:  

a. earning at the income cap; and  

b. purchasing a house at the highest price cap.  

The table compares these factors at historical, current and proposed income and 
property price caps.  Note that this comparison considers the different policy settings for 
First Home Products and approximate interest rates operating at that time.  

81. With the proposed increases to the income and price caps set out below, a household 
buying at the top of both caps would be spending an equivalent percentage, or slightly 
less, of pre-tax income on servicing their mortgage compared to original caps.  

Percentage of income (pre-tax) to service mortgage on house at highest price cap 

 
1 
Buyer 

2 
Buyer

3 
Buyers+

House price 
cap

Income cap Interest 
rate

2007 – caps 
first agreed 

38% 38% 27% $400,000 $100,000 1 -2 
buyers 
$140,000 3+ buyers

10.1% p.a.

2010 – grant 
introduced 

26% 26% 19% $400,000 6.2% p.a. 

2021 – 
current 
settings 

42% 27% 27% $650,000 $85,000 1 buyer 
$130,000 2+ buyers

4.5% p.a. 

2021 – 
proposed 
increase to 
income caps 
and price 
caps 

38% 26% 26% $700,000 $100,000 1 buyer 
$150,000 2+ buyers

4.5% p.a. 

82. When price caps were first implemented a one and two buyer household needed to 
spend 38% of their pre -tax income to service a mortgage (above the international 
benchmark of 30% for housing affordability). By 2010, due to falling interest rates and 
the availability of low deposit loans, this proportion decreased to 26% for one and two 
buyer households.  

 
2 There was no distinction between existing and new build properties at this time. A new build price cap was subsequently 

introduced in 2015. 
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83. Currently, one and two buyer households are experiencing different levels of 
affordability at the price and income caps. At the current and proposed settings 
two buyer households can service the mortgage for less than 30% of their pre-tax 
income. In contrast, under current caps one buyer households are at the 42% 
level. As such, a modest increase in the income cap for single households 
would not constitute a change from the programme’s mandate to support 
those requiring help to service a mortgage. 

Potential Cost and Impact of the Proposed Changes to First Home Products 
 
84. The impact of increasing the new and existing property house price caps are 

shown in the table below. It is important to note the numbers of homes purchased 
through First Home Grants and Loans, and the actual costs, are dependent on a 
number of variables. Our figures are approximate and a guide to what may 
happen:   

Price cap 
change 

Estimated 
number of 
additional uses 
of the First 
Home Grant 
(per year)

Estimated 
number of 
additional uses 
of First Home 
Loan (per year) 

Approximate 
cost (per year) 

New Properties 
only (NZ) 

520-540 75-85 $7.4 million 

Existing 
properties only 
(NZ) 

670 - 680 95 – 105  $4.9 million 

Both new and 
existing 
properties (NZ) 

1,190 -1,220 170 - 190 $12.3 million 

 
85. Increasing the income caps is likely to increase the cost of the FHG and FHL. 

Estimating this cost is complex. One of the main problems is that increasing the 
income caps does not actually increase the number of homes available below the 
income caps. Additionally, data suggests that the first home buyers are buying 
houses above the current house price cap.  

Construction sector capacity across regions 
 
86. Delivery of infrastructure will be key to increasing housing supply. In that light, we 

have provided high-level information about construction sector capacity across the 
regions, to absorb increased spending on infrastructure. Using this information to 
inform the design and spend rate of the proposed Infrastructure Fund will 
maximise its impact.   

 
87. Demand for infrastructure is high across New Zealand, driven by existing 

significant programmes of government investment. Spending on infrastructure is 
forecast to increase in Auckland and Waikato/Bay of Plenty and remain steady in 
Wellington, Otago and the rest of New Zealand (except for Christchurch) until 
2025.  
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88. Capacity in the civil construction sector is constrained across all regions. One 
indicator of this is a significant uptick in hiring in the sector. Nationally, the 
Household Labour Force Survey showed an annual increase of 21,000 people 
who identified their main job as being in the construction industry, up to 278,300 
people in the December 2020 quarter. Many of those workers recently hired are 
likely to be low-skilled, given the industry continues to report a significant shortage 
of skilled workers, especially at senior levels.    
 

89. The industry does not meaningfully track how capacity varies across regions. 
However, anecdotal evidence suggests that capacity is highly constrained in most 
areas. For example, we have heard that Northland is experiencing labour 
shortages, Manawatu is struggling to attract tenders for work, and social 
infrastructure investment in Wellington has driven up tender prices. There may be 
some short term capacity in Otago, before work starts on the Dunedin Hospital 
rebuild, and in Christchurch, as its significant transport investment programme 
winds down. We caution that this evidence is anecdotal only and more work is 
required to be confident in its accuracy.  

 
90. Given this context and the lessons learnt from the $3 billion Infrastructure 

Reference Group shovel-ready programme, we recommend that the proposed 
Infrastructure Fund be designed with targeted criteria, an efficient project 
application process of a manageable size, and a selection process driven by 
evidence and contestability and understanding of need. This will allow the market 
and local government to help reveal where capacity exists across regions, while 
ensuring that the Fund is focused on the areas of greatest housing need. Funding 
should be allocated over a long-term ‘sustainable glide path’ so that the sector 
has the necessary confidence to increase capacity across regions without 
excessive price escalation.  

 
91. A primary objective of the fund is to support expectations of a longer term pipeline 

of development ready land that can support the sector to scale up in a sustainable 
way. Housing and Business Capacity Assessments being developed under the 
National Policy Statement on Urban Development (NPS-UD) by the middle of the 
year will provide an important evidence base for the need for development 
capacity and where funds could be best deployed.  Using this evidence base and 
ensuring alignment with urban growth and place based partnerships will be 
important to ensuring our spend through the Infrastructure Fund is focused in the 
right places. Infrastructure is also more capital intensive, so providing greater 
certainty of the pipeline of infrastructure investment will support investment in 
capacity and new technologies as we saw through the roll out of Ultra-Fast 
Broadband with the introduction of new precision drilling technology.   
 

92. Officials will report further on construction capacity constraints, as part of the 
detailed design work around the Land Acquisition and Infrastructure Fund. 
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Appendix 1: Options to shift operating expenditure to capital: fuller analysis of accounting treatment 

 
Option Accounting Treatment Allowance Treatment Risks 

Crown owned 
assets (either 
Kāinga Ora or a 
standalone entity) 
through equity 
injection3 
 
 

• Asset could be booked if  
o Cash generating  
o Risks and rewards remained with 

Kāinga Ora (e.g. maintenance 
and costs) 

o Any vesting of the asset through 
a lease arrangement at a later 
date doesn’t trigger a finance 
lease. 
 

• Capital allowance in line 
with capital injection into 
other entities 

• New institutional arrangement for operating 
water infrastructure could interfere with three 
waters reform currently underway. 

• Ability to charge council to use infrastructure 
at a rate that covers costs (depreciation, 
maintenance etc.)  

• Crown taking on maintenance obligations on 
assets currently in Local Government domain. 

• If owned through KO or another entity with 
multiple roles: risk of conflicted interests (e.g. 
with KO, conflicts with their role as a 
developer and property owner), lack of 
transparency, and lack of influence and 
oversight over trade-offs which may be made 
internally. 

 
Establishing a 
Special Purpose 
Vehicle (SPV) 

• Depending on split of investment 
could require differing accounting 
treatments  
o Fully line by line consolidation of 

the SPV (more likely as the 
control over the direction and 
protecting core crown 
investment) 

o Equity injection in SPV 

• Capital allowance in line 
with capital injections into 
other agencies. 

• Depending on the 
structure of the loan 
financing (see below on 
loan to council treatment) 
there may be an 
operating allowance 
impact. 

• Crown unlikely to be able to exit ownership 
without significant write-off impacting the 
OBEGAL given weak negotiating position and 
councils’ inability/unwillingness to pay for 
asset at capital value. 

• Could be difficult to manage given the 
numerous councils involved – having an SPV 
for each investment would be burdensome. 

 
3 This is for the $1.5 billion of the fund – not the LSPs. These have a set of risks around capitalising land values which we need to call out.  
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 • Would require some form of loan to the SPV 
(as the councils are unlikely to have capital 
upfront to invest) 

• New institutional arrangement for operating 
water infrastructure could interfere with three 
waters reform currently underway. 

• Ability to access the revenue sources to 
service the loan will need to be worked 
through (IFF type model). 

Loan to council 
(interest free or 
discounted 
interest) 

• The loan will be discounted to NPV 
impacting the operating balance at the 
time of the loan signing. If long term 
and large interest discount – the 
operating balance impact would be 
extremely close to the nominal loan 
value  

• If loan is repayable 
(usually within 10 years, 
noting PHO has 
exception for 15 years), 
it) would not impact the 
Capital allowance. 

• Concessionary element 
of the lending charged 
against operating 
allowances, though non-
cash impact. Note the 
PHO scheme only 
charged the 
concessionary element 
within the forecast period. 

• Large disparity between OBEGAL impact and 
treatment of operating allowances.  

• Inability / unwillingness of councils to service 
the loan and accommodate through their 
borrowing limits. 

Capitalisation of 
Kāinga Ora’s 
development costs 

• Costs could be capitalised if they are 
required for the development to be 
able to proceed. 

• The resulting assets would have to be 
reviewed for impairment; if costs 
exceed the value uplift in Kāinga Ora’s 
assets, the assets should be written 
down and this would flow through to 
OBEGAL. E.g. if $1m is capitalised 

• Capital allowance. 
• If risk of 

overcapitalisation occurs, 
the writing down of 
Kāinga Ora assets would 
impact OBEGAL. 

• Notable risks of OBEGAL impact through 
overcapitalised assets, and costs that are not 
necessary or not directly attributable to the 
development and do not create an asset,  



   

    24 

into land previously valued at $10m, 
and the new value of the land is 
valued at $10.6m, the difference of 
$0.4m between the costs incurred and 
value added would come off 
OBEGAL. 

 
 
 


