Non-Departmental Financial Statements 
and Schedules

For the year ended 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000

	
	Summary
	

	19,036,214
	Expenditure and appropriations
	20,124,547 

	79,418
	Revenue
	77,665 

	585,055
	Capital receipts
	609,780 

	1,176,364
	Assets
	1,339,447 

	395,802
	Liabilities
	456,770 

	538
	Trust monies
	588


The following non-departmental statements and schedules record the expenses, revenue and receipts, assets and liabilities the Ministry manages on behalf of the Crown. The Ministry administered $20.125 billion of non-departmental payments, $687.4 million of non-departmental revenues and receipts, $1.339 billion of assets and $456.8 million of liabilities on behalf of the Crown for the year ended 30 June 2011. 

Further details of the Ministry’s management of these Crown assets and liabilities are provided in the Statement of Service Performance section of this report.

These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.
Statement of Accounting Policies: 
Non-Departmental

For the year ended 30 June 2011

Reporting entity

These non-departmental schedules and statements present financial information on public funds managed by the Ministry on behalf of the Crown.

These non-departmental balances are consolidated into the Financial Statements of the Government. For a full understanding of the Crown’s financial position, results of operations and cash flows for the year, reference should be made to the Financial Statements of the Government.

Basis of Preparation

The non-departmental schedules and statements have been prepared in accordance with the Government’s accounting policies set out in the Financial Statements of the Government, and in accordance with relevant Treasury Instructions and Treasury Circulars.

Measurement and recognition rules applied in the preparation of these non-departmental schedules and statements are consistent with the New Zealand generally accepted accounting practice for public benefit entities.

Changes in accounting policies

There have been no changes in accounting policies during the financial year.

Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in these financial statements. 

Budget figures

The budget figures are consistent with the financial information in the Main Estimates. In addition, these financial statements also present the updated budget information from the Supplementary Estimates.

Revenues 

The Ministry administers revenue on behalf of the Crown. This revenue includes Student Loan administration fees, Student Loan interest unwind, interest revenue and maintenance capitalisation. 

Student Loan administration fee revenue is recognised when the eligible Student Loan application has been processed.

Student Loan interest unwind is the interest income arising from the initial fair value write-down of the Student Loan. It is calculated using the original effective interest rate as defined in NZ IAS 39.

Interest revenue relates to interest on Major Repairs Advance. This relates to advances on repairs or maintenance for clients’ homes. 

Maintenance capitalisation records the re-establishment of historical maintenance debt previously written off. Up until 30 June 1992, a person who had custody of a child could seek financial support (ie maintenance) from the non-custodial parent. The Child Support Scheme replaced this scheme. It was introduced in 1992 and is managed by the Inland Revenue Department.

Expenses

Expenses are recognised in the period they relate to.

Welfare benefits are recognised in the period when an application for a benefit has been received and the eligibility criteria met.

Where grants and subsidies are discretionary until payment, the expense is recognised when the payment is made. Otherwise, the expense is recognised when the specified criteria have been fulfilled and notice has been given to the Crown.
Foreign Currency

Transactions in foreign currencies are initially translated at the foreign exchange rate at the date of the transaction. Foreign exchange gains and losses, resulting from the settlement of such transactions and from the translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies, are recognised in the Schedule of Non-Departmental Income or the Schedule of 
Non-Departmental Expenses. For information on foreign currency risk management, refer Note 4.

Financial Instruments

Financial assets

Cash and cash equivalents includes cash on hand, cash in transit, bank accounts and deposits with a maturity of no more than three months from the date of acquisition.

Debtors and other receivables are initially measured at fair value and are subsequently measured at amortised cost using the effective interest rate less any provision for impairment, except for social benefit debt receivables.

Social benefit debt receivables, relates to benefit overpayments, advances on benefits and recoverable special needs grants, refer Note 3. They are initially assessed at nominal amount or face value. These receivables are subsequently tested for impairment.

The impairment of a receivable is established when there is objective evidence the Ministry will not be able to collect amounts due according to the original terms of the receivable. Significant financial difficulties for the debtor, a probability the debtor will enter into bankruptcy and defaults in payments are considered indicators the debt is impaired. The amount of the impairment is the difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted using the effective interest rates. The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the loss is recognised in the Schedule of Non-Departmental Expenses. When a debt is uncollectible, it is written off against the allowance account for debtors. Overdue receivables that are renegotiated are reclassified as current (ie not past due).

Student Loans are recognised initially at fair value plus transaction costs and are subsequently measured at amortised cost using the effective interest rate method, less any impairment loss, refer Note 2.

Financial liabilities

The major financial liability types are accounts payable and tax payable. Both are designated at amortised cost using the effective interest rate method. Financial liabilities entered into with a duration of less than 
12 months are recognised at their nominal value. 

Derivatives

Foreign exchange forward contracts are recognised both initially and subsequently at fair value. They are reported as either assets or liabilities depending on whether the derivative is in a net gain or a net loss position respectively. These derivatives are entered into for risk management purposes.

Goods and services tax

All items in the financial statements, including the appropriation statements, are stated exclusive of GST, except for receivables and payables, which are stated inclusive of GST. In accordance with Treasury Instructions, GST is returned on revenue received on behalf of the Crown, where applicable. An input tax deduction is not claimed on non-departmental expenditure. Instead, the amount of GST applicable to non-departmental expenditure is recognised as a separate expense and eliminated against GST revenue at the consolidation of the government financial statements.

Commitments

Future expenses and liabilities to be incurred on non-cancellable contracts entered into at balance date are disclosed as commitments to the extent there are equally unperformed obligations.

Cancellable commitments that have penalty or exit costs explicit in their agreements are included in the Statement of Commitments at the value of that penalty or exit cost.

Contingent Assets and Liabilities

Contingent assets and liabilities are disclosed at the point the contingency is evident.

Schedule of Non-Departmental Expenses

For the year ended 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	
	VOTE SOCIAL DEVELOPMENT
	
	
	

	313,094
	Non-departmental output expenses
	339,234
	307,812
	348,107

	924,805
	Non-departmental other expenses
	1,072,174
	946,856
	1,185,253

	1,701,491
	Non-departmental capital expenditure
	1,726,389
	1,795,175
	1,785,976

	15,847,433
	Benefits and other unrequited expenses
	16,735,228
	16,900,354
	16,888,032

	4,934
	Loss on foreign exchange
	- 
	- 
	- 

	56,208
	Other operating expenses
	64,388
	50,282
	91,652

	18,847,965
	Total Vote Social Development
	19,937,413
	20,000,479
	20,299,020

	
	VOTE VETERANS’ AFFAIRS - SOCIAL DEVELOPMENT
	
	
	

	179,230
	Benefits and other unrequited expenses
	178,048
	179,649
	178,972

	179,230
	Total Vote Veterans’ Affairs - Social Development
	178,048
	179,649
	178,972

	
	VOTE YOUTH DEVELOPMENT
	
	
	

	9,019
	Non-departmental output expenses
	9,086
	8,871
	9,141

	9,019
	Total Vote Youth Development
	9,086
	8,871
	9,141

	19,036,214
	Total non-departmental expenses
	20,124,547
	20,188,999
	20,487,133


These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Statement of Non-Departmental Expenditure 
and Appropriations

For the year ended 30 June 2011

	ACTUAL

2010

$000
	TYPE OF APPROPRIATION
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	
	VOTE SOCIAL DEVELOPMENT
	
	
	

	
	Non-departmental output expenses
	
	
	

	901
	Assistance to Disadvantaged Persons
	1,447
	1,450
	1,450

	2,157
	Children’s Commissioner
	2,157
	2,157
	2,157

	4,109
	Connected Communities
	4,605
	4,753
	4,753

	17,728
	Counselling and Rehabilitation Services
	17,793
	17,859
	17,859

	8,893
	Education and Prevention Services
	8,451
	8,762
	8,762

	7,770
	Families Commission
	7,947
	7,770
	7,947

	69,185
	Family Wellbeing Services
	70,792
	71,028
	71,017

	488
	Life Skills and Employment-Related Training Activities
	541
	543
	543

	5,682
	Retirement Commissioner
	5,782
	5,782
	5,782

	3,382
	Strengthening Providers and Communities
	3,145
	3,162
	3,162

	100,938
	Strong Families
	126,451
	94,426
	134,455

	4,276
	Student Placement Services
	3,611
	3,512
	3,612

	87,585
	Vocational Services for People with Disabilities
	86,512
	86,608
	86,608

	313,094
	Total non-departmental output expenses
	339,234
	307,812
	348,107

	
	Non-departmental other expenses
	
	
	

	- 
	Canterbury Earthquake Support
	199,250
	- 
	260,600

	363
	Contingency and Innovations Fund
	- 
	- 
	- 

	791,799
	Debt Write-downs
	739,338
	828,285
	781,488

	109,062
	Employment Assistance
	112,624
	95,552
	121,396

	1,434
	Job Support Scheme
	- 
	1,292
	42

	3,620
	Mainstream Supported Employment Programme
	3,198
	3,472
	3,472

	18,527
	Out of School Care Programmes
	17,764
	18,255
	18,255

	924,805
	Total non-departmental other expenses
	1,072,174
	946,856
	1,185,253

	
	Non-departmental capital expenditure
	
	
	

	176,466
	Recoverable Assistance
	162,185
	179,031
	167,496

	1,525,025
	Student Loans
	1,564,204
	1,616,144
	1,618,480

	1,701,491
	Total non-departmental capital expenditure
	1,726,389
	1,795,175
	1,785,976

	
	Benefits and other unrequited expenses
	
	
	

	1,153,610
	Accommodation Assistance
	1,196,717
	1,220,758
	1,212,838

	45,041
	Benefits Paid in Australia
	39,519
	39,272
	39,550

	178,145
	Childcare Assistance
	188,107
	190,062
	195,696

	411,466
	Disability Assistance
	409,262
	421,052
	411,779

	1,693,401
	Domestic Purposes Benefit
	1,757,286
	1,756,450
	1,774,469

	18,591
	Employment Related Training Assistance
	10,990
	19,797
	19,797

	599
	Family Start/NGO Awards
	550
	705
	705

	270,376
	Hardship Assistance
	272,396
	288,475
	283,757

	19,185
	Independent Youth Benefit
	15,975
	19,395
	16,495

	1,303,110
	Invalid’s Benefit
	1,305,864
	1,319,236
	1,313,053

	8,289,830
	New Zealand Superannuation
	8,830,246
	8,822,221
	8,848,186

	101,165
	Orphan’s/Unsupported Child’s Benefit
	107,618
	107,403
	108,441

	3,675
	Redundancy Assistance 

	801
	428
	817

	709,786
	Sickness Benefit
	742,678
	760,431
	747,567

	26
	Special Annuities
	- 
	- 
	- 

	14,174
	Special Circumstance Assistance 

	32,320
	14,445
	34,673

	- 
	Special Compensation Payment for GST increase
	131,376
	159,941
	137,013

	- 
	Special Payment Mechanism for 1 October 2010 Tax Package
	- 
	- 
	50

	570,396
	Student Allowances
	620,243
	656,272
	634,751

	39,755
	Study Scholarships and Awards
	33,614
	36,241
	39,241

	22,078
	Transition to Work
	22,566
	26,157
	23,367

	930,260
	Unemployment Benefit and Emergency Benefit
	942,840
	969,194
	971,173

	72,764
	Widow’s Benefit
	74,260
	72,419
	74,614

	15,847,433
	Total Benefit and other unrequited expenses
	16,735,228
	16,900,354
	16,888,032

	18,786,823
	Total Vote Social Development
	19,873,025
	19,950,197
	20,207,368

	
	VOTE VETERANS’ AFFAIRS - SOCIAL DEVELOPMENT
	
	
	

	
	Benefits and other unrequited expenses
	
	
	

	179,230
	Veterans’ Pension
	178,048
	179,649
	178,972

	179,230
	Total Vote Veterans’ Affairs - Social Development
	178,048
	179,649
	178,972

	
	VOTE YOUTH DEVELOPMENT
	
	
	

	
	Non-departmental output expenses
	
	
	

	8,133
	Services for Young People
	7,884
	7,982
	7,885

	- 
	Trialling New Approaches to Social Sector Change
	318
	- 
	367

	886
	Youth Development Partnership Fund
	884
	889
	889

	9,019
	Total Vote Youth Development
	9,086
	8,871
	9,141

	18,975,072
	Total non-departmental expenses
	20,060,159
	20,138,717
	20,395,481


Explanations of significant variances against budget are detailed in Note 1. 

These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Statement of Unappropriated Non-Departmental Expenditure and Appropriations

For the year ended 30 June 2011

	Pre-approval UNAPPROPRIATED

EXPENDITURE

2010

$000
	TYPE OF APPROPRIATION
	PRE-APPROVAL

UNAPPROPRIATED

EXPENDITURE

2011

$000
	APPROVAL UNDER

SECTION 26B

PUBLIC FINANCE

ACT 1989

2011

$000
	UNAPPROPRIATED

EXPENDITURE

2011

$000

	
	VOTE SOCIAL DEVELOPMENT
	
	
	

	
	Benefits and other unrequited expenses
	
	
	

	 - 
	Transition to Work
	 - 
	 400 
	- 

	 38 
	Redundancy Assistance
	 - 
	 - 
	- 

	 - 
	Widow’s Benefit
	 - 
	 300 
	- 

	 38 
	Total
	 - 
	 700 
	- 


The demand-driven nature of Benefits and Other Unrequited Expenses (BOUE) and Non-Departmental Capital Expenditure appropriations means it is forecast on a mid-point average basis during the year. Under this method of forecasting, it was expected the actual expenditure on some of the forecast items would be more than the mid-point forecast and on other forecast items less than the mid-point forecast. As an appropriation is a legal upper limit on expenditure, using a mid-point forecast to determine the amount of the appropriation inevitably means there will be unappropriated expenditure for some forecast items requiring separate ministerial approval. 

To reduce the likelihood of unappropriated expenditure, each item in the 2010/2011 Supplementary Estimates included forecasts set within reason at the higher end of their forecast range. In addition the Ministry identified and sought approval under section 26B of the Public Finance Act 1989 for demand-driven expenditure likely to exceed (but within the scope of the appropriations) the forecasts prepared for the 2010/2011 Supplementary Estimates.

Approval was received before 30 June 2011 from the Minister of Finance for two section 26B approvals under the Public Finance Act 1989. However, there were no instances of unappropriated expenditure in 2010/2011 as all appropriations were within their Supplementary Estimates at year-end. These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Schedule of Non-Departmental Income

For the year ended 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	21
	Interest revenue
	30
	- 
	- 

	483
	Maintenance Capitalisation
	142
	168
	264

	155
	Gain on foreign exchange
	1,535
	- 
	- 

	10,532
	Student Loan - Administration Fee
	11,959
	12,581
	12,020

	68,227
	Student Loan - Interest Unwind
	63,999
	65,511
	64,159

	79,418
	Total non-departmental income
	77,665
	78,260
	76,443


These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.
Schedule of Non-Departmental Capital Receipts

For the year ended 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	238,027
	Benefit Recoveries - Current Debt
	245,240
	248,371
	249,246

	1,894
	Benefit Recoveries - Liable Parent Contributions
	1,629
	1,712
	1,624

	78,589
	Benefit Recoveries - Non-Current Debt
	78,429
	76,351
	81,138

	164,382
	Overseas Pension Recoveries
	173,546
	175,063
	173,940

	102,163
	Student Loans - Repayment of Principal
	110,936
	112,368
	103,455

	585,055
	Total non-departmental capital receipts
	609,780
	613,865
	609,403


These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Schedule of Non-Departmental Assets

As at 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	
	Current assets
	
	
	

	39,456
	Cash and cash equivalents
	102,017
	91,812
	39,456

	1,315,689
	Student loans advanced 

	1,338,787
	1,332,511
	1,401,307

	(630,389)
	Provision for doubtful debts - student loans
	(569,698)
	(590,600)
	(591,679)

	186,601
	Accounts receivable - benefits and allowances
	188,632
	305,461
	238,272

	1,169
	Prepayments - benefits and allowances
	834
	127
	1,169

	912,526
	Total current assets
	1,060,572
	1,139,311
	1,088,525

	
	Non-current assets
	
	
	

	774,302
	Accounts receivable - benefits and allowances
	833,529
	725,019
	773,834

	(510,607)
	Provision for doubtful debts - benefits and allowances
	(556,039)
	(558,889)
	(550,606)

	143
	Advances - benefits and allowances
	125
	130
	116

	- 
	Foreign currency forward contract
	1,260
	4,887
	- 

	263,838
	Total non-current assets
	278,875
	171,147
	223,344

	1,176,364
	Total non-departmental assets
	1,339,447
	1,310,458
	1,311,869


These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011. 

Schedule of Non-Departmental Liabilities 

As at 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000

	
	Current liabilities
	
	
	

	311,238
	Accruals - other than government departments
	384,567
	296,292
	346,869

	83,616
	Tax payable
	71,855
	81,966
	74,118

	900
	Other current liabilities
	348
	- 
	- 

	48
	Foreign currency forward contract
	- 
	- 
	48

	395,802
	Total non-departmental liabilities
	456,770
	378,258
	421,035


These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Schedule of Non-Departmental Commitments 

As at 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000

	
	Operating commitments
	

	73,399
	Less than one year
	95,339

	- 
	One to two years
	163

	- 
	Two to five years
	- 

	- 
	More than five years
	- 

	73,399
	Total operating commitments
	95,502


The majority of the commitments disclosed above are with non-government organisations delivering community-based outcomes within New Zealand.

These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Schedule of Non-Departmental Contingent Liabilities and Contingent Assets 

As at 30 June 2011

Unquantifiable contingent liabilities

The Ministry on behalf of the Crown has no unquantifiable contingent liabilities.

Quantifiable contingent liabilities

There are no quantifiable cases (2010: nil) lodged against the Ministry that remain unresolved as at 30 June 2011. 

Contingent assets

The Ministry on behalf of the Crown has no contingent assets (2010: nil).

These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Statement of Trust Monies

For the year ended 30 June 2011

The Ministry operates trust accounts as the agent under section 66 of the Public Finance Act 1989. The transactions through these accounts and their balances at 30 June 2011 are not included in the Ministry’s own financial statements. Movements in these accounts during the year ended 30 June 2011 were as follows:

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000

	
	Australian Debt Recoveries
	

	4
	Balance at 1 July
	4

	43
	Contributions
	87

	(43)
	Distributions
	(88)

	- 
	Revenue
	- 

	- 
	Expenditure
	- 

	4
	Balance at 30 June
	3

	
	Australian Embargoed Arrears
	

	481
	Balance at 1 July
	491

	5,088
	Contributions
	4,342

	(5,078)
	Distributions
	(4,325)

	- 
	Revenue
	- 

	- 
	Expenditure
	- 

	491
	Balance at 30 June
	508

	
	Maintenance
	

	55
	Balance at 1 July
	41

	732
	Contributions
	644

	(746)
	Distributions
	(614)

	- 
	Revenue
	4

	- 
	Expenditure
	- 

	41
	Balance at 30 June
	75

	
	Netherlands Debt
	

	1
	Balance at 1 July
	2

	66
	Contributions
	27

	(65)
	Distributions
	(27)

	- 
	Revenue
	- 

	- 
	Expenditure
	- 

	2
	Balance at 30 June
	2

	538
	Total trust monies
	588


Australian Debt Recoveries Trust Account

An agreement exists between the Australian and New Zealand governments for the Ministry to deduct monies from customers in receipt of a benefit in New Zealand for debts owing in Australia. The trust account records these transactions and transfers the amounts held in the trust account to the Australian government on a monthly basis.

Australian Embargoed Arrears Trust Account

Under the reciprocal agreement between the Australian and New Zealand governments, the New Zealand government is required to make regular contributions to any former New Zealand residents living in Australia in receipt of a benefit in Australia. The trust account has been established to record any one-off arrears payments.

Maintenance Trust Account

The Ministry is responsible for collecting maintenance arrears owing as at 30 June 1992. Amounts are collected from the non-custodial parent and deposited into the trust account. These amounts are then paid into the custodial parent’s bank account.

Netherlands Debt Trust Account

An agreement exists between the Netherlands and New Zealand governments for the Ministry to deduct monies from customers in receipt of a benefit in New Zealand for debts owing in the Netherlands. The trust account records these transactions and transfers the amounts held in the trust account to the Netherlands government on a monthly basis. 

These non-departmental balances are consolidated into the Financial Statements of the Government, and therefore readers of these statements and schedules should also refer to the Financial Statements of the Government for 2010/2011.

Notes to the Non-Departmental 
Financial Statements

For the year ended 30 June 2011

Note 1: Explanation of major variances against budget

Changes in actual results and Supplementary Estimates 

Explanations for major variances from the Ministry’s supplementary figures are as follows:

	
	ACTUAL

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000
	VARIANCE

2011

$000
	EXPLANATION

	VOTE SOCIAL DEVELOPMENT
	
	
	
	

	Non-departmental other expenses
	
	
	
	

	Canterbury Earthquake Support
	199,250 
	260,600 
	61,350 
	The decrease relates to:

-
actual applications for the Earthquake Support Subsidy were lower than anticipated. 

	Debt Write-downs
	739,338 
	781,488 
	42,150 
	The decrease relates to:

-
a better student loan revaluation result than expected.

-
in addition lower numbers of new issues of student loans compared to budget reduced the size of the debt write-down required.

	Non-departmental capital expenditure
	
	
	
	

	Student Loans
	1,564,204 
	1,618,480 
	54,276 
	The decrease relates to:

-
total loans granted for the year were down from the previous fiscal year. This mainly related to the June quarter where loans granted were 9% fewer than expected.

	Benefits and other unrequited expenses
	
	
	
	

	Unemployment Benefit and Emergency Benefit
	942,840 
	971,173 
	28,333 
	The decrease relates to:

-
average number of recipients was lower than projected. This was mainly because the impact of the Christchurch earthquake on recipient numbers was less than expected. In addition, the economy is doing much better than expected. GDP grew by 0.8% in the March quarter, compared to the 0.3% contraction forecast in the 2011 Budget, while the 52 week reassessments for UB clients also contributed to the lower UB numbers.


Changes in appropriations

The table below summarises the material changes in appropriations between the Main Estimates and the final Supplementary Estimates for the 2010/2011 financial year.

	
	MAIN

ESTIMATES

2011

$000
	SUPPLEMENTARY

ESTIMATES

2011

$000
	VARIANCE

2011

$000
	EXPLANATION

	VOTE SOCIAL DEVELOPMENT
	
	
	
	

	Non-departmental output expenses
	
	
	
	

	Strong Families
	94,426 
	134,455 
	40,029 
	The increase relates to:

-
Community Response Fund draw downs ($41.392 million)

-
with the above offset by an expense transfer from 2010/2011 to 2011/2012 to extend the Community Response fund for one year ($1.629 million).

	Non-departmental other expenses
	
	
	
	

	Canterbury Earthquake Support
	- 
	260,600 
	260,600 
	This is a new appropriation in 2010/2011 to provide financial support for employers, and those employed on 22 February 2011, affected by the Canterbury Earthquake.

	Debt Write-downs
	828,285 
	781,488 
	(46,797)
	This decrease relates to:

-
a reduction in Student Loan borrowing and a decrease in the Student Loan initial fair value write-down ratio.

	
	
	
	
	

	Employment Assistance
	95,552 
	121,396 
	25,844 
	This increase relates to:

-
funding for the Extension of the Community Max programme ($17.4 million)

-
a fiscally neutral transfer of funding to Reconfigure Training Opportunities Support ($15.595 million)

-
the above offset by an expense transfer from 2010/2011 to 2011/2012 to fund the Youth Opportunities and Community Max initiatives ($7 million).

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Benefits and other unrequited expenses
	
	
	
	

	New Zealand Superannuation
	8,822,221 
	8,848,186 
	25,965 
	This increase relates to:

-
a higher than expected number of recipients. This is partly offset by a lower than expected average payment rate (before indexation) and cost of living adjustment.

	
	
	
	
	

	Special Circumstance Assistance
	14,445 
	34,673 
	20,228 
	This increase relates to:

-
Civil Defence emergency payments associated with the recent Christchurch earthquakes.

	
	
	
	
	

	Special Compensation Payment for GST increase
	159,941 
	137,013 
	(22,928)
	This decrease relates to:

-
lower than expected demand for the compensation for the increase in the rate 
of GST between 1 October 2010 and 
31 March 2011.

	
	
	
	
	

	Student Allowances
	656,272 
	634,751 
	(21,521)
	This decrease relates to:

-
a lower than expected average payment (before indexation) and a lower number of Student Allowance recipients. 

	
	
	
	
	


Note 2: Student Loan advances

Source: Ministry of Education – Student Loan Scheme

Student Loans are stated at the carrying value as determined in NZ IAS 39 under the loans and receivables category. Independent advice from PriceWaterhouseCoopers was sought to help determine the carrying value of the Student Loan portfolio under NZ IFRS requirements. The Ministry of Social Development is responsible for the lending and the initial administration of Student Loans. Students can borrow for course fees, course-related costs and/or living costs. In March of each year, the majority of the balance of the loans is transferred to the Inland Revenue Department (IRD).

Student Loan nominal value

The nominal balance is the total obligation borrowers have including loan principal and penalties. The change in nominal value from year to year reflects the net growth of the portfolio through new lending less repayments and other adjustments such as write-offs due to death and bankruptcy. The nominal value is the basis for other values such as the carrying value and fair value.

Student Loan carrying value

Student Loans are initially recognised at fair value plus transaction costs and are subsequently measured at amortised cost using the effective interest rate method less any impairment loss.

Fair value on the initial recognition of Student Loans is determined by projecting forward expected repayments required under the scheme and discounting them back at an appropriate discount rate. The subsequent measurement at amortised cost is determined using the effective interest rate calculated at initial recognition. This rate is used to spread the interest income across the life of the loan and determines the loan’s carrying value at each reporting date.

The valuation model has been adapted to reflect the current Student Loan policy. The carrying value is also sensitive to changes in a number of underlying assumptions, including future income levels, repayment behaviour and macroeconomic factors such as inflation and discount rates. The significant assumptions are included in the table Carrying value of Student Loans as at 30 June 2011.
Student Loan fair value

Fair value is the amount for which the loan book could be exchanged between knowledgeable, willing parties in an arm’s-length transaction as at 30 June 2011. It is determined by discounting the estimated cash flows at an appropriate discount rate. The estimated fair value of the Student Loan debt at 30 June 2011 has been determined to be approximately $778.0 million ($671.0 million at 30 June 2010). 

Fair values will differ from carrying values due to changes in market interest rates. The carrying value is not adjusted for changes in market interest rates, whereas the fair value was calculated using a discount rate current as at 30 June 2011. At that date, the fair value was calculated on a discount rate of 7.10 per cent, whereas a weighted average discount rate of 7.11 per cent was used for the carrying value. The difference between fair value and carrying value does not represent an impairment of the asset.

The fair value interest rate sensitivity is included in the table Carrying value of Student Loans as at 30 June 2011.

Impairment

Allowances for estimated irrecoverable amounts are recognised when there is objective evidence the loan is impaired. Impairment losses are incurred if there is objective evidence of impairment as a result of one or more events that occurred after the initial recognition of the loan, and if a ‘loss’ event (or events) has an impact on the estimated future cash flows of the Student Loan book that can be reliably measured.

Carrying value of Student Loans as at 30 June 2011

	ACTUAL

2010

$000
	
	ACTUAL

2011

$000

	
	VOTE SOCIAL DEVELOPMENT
	

	
	Student loans
	

	1,150,732
	Opening nominal balance
	1,315,689

	1,525,025
	New lending
	1,564,204

	(102,163)
	Repayment
	(110,936)

	(1,268,435)
	Loan balance transfer to IRD
	(1,442,129)

	10,532
	Administration fee
	11,959

	(2)
	Other movement in nominal value
	-

	1,315,689
	Closing nominal balance
	1,338,787

	(487,960)
	Cumulative fair value write-down
	(675,485)

	3,600
	Cumulative impairment
	(22,504)

	60,552
	Cumulative interest unwind
	67,600

	(727,751)
	Fair value write-down of new lending
	(713,233)

	(22,504)
	Impairment
	30,000

	68,227
	Interest unwind
	63,999

	475,447
	Loan fair value adjustment transferred to IRD
	679,926

	- 
	Other movement
	(1) 

	685,300
	Net carrying value of student loans
	769,089

	
	Significant assumptions behind the carrying value are:
	

	6.97%
	Weighted average interest rate for calculating impaired value
	7.11%

	6.7%-6.8%
	Interest rate applied to loans for overseas borrowers
	6.6%-6.7%

	2.4%-3.0%
	CPI
	2.5%-2.8%

	3.0%-3.5%
	Future salary inflation
	3.5%-3.7%

	
	The estimated fair value of the Student Loan portfolio and key assumptions underpinning the fair valuation are:
	

	671,000
	Fair value 

	778,000

	7.67%
	Discount rate
	7.10%

	(41,000)
	Impact on fair value of a 1% increase in discount rate
	(43,000)

	46,800
	Impact on fair value of a 1% decrease in discount rate
	50,000


Student Loans are transferred to the IRD for collection each year. Interest rate risk and credit risk on those loans are held with the IRD. The Ministry has an interest rate risk and credit risk on the balance not transferred at year-end. 

The Ministry’s interest rate risk and credit risk is consistent with those of the IRD.

Note 3: Accounts receivable – benefits and allowances

Balances owed to the Ministry are made up of benefit and allowances overpayments, recoverable assistance and fraud repayments. Interest is not charged on benefit recovery and demands for repayment are restricted to prevent client hardship.

The carrying value and fair value are the same for these amounts. Since there is no market comparison, the fair value is determined by discounting the expected future cash flows by appropriate interest rates at year-end. The effective interest rates applied at year-end were between 4.41–6.65 per cent (4.67–6.7 per cent at 30 June 2010).

The fair value of the portfolio as at 30 June 2011 is $466 million ($450 million at 30 June 2010).

Social benefit receivables as at 30 June 2011
	ACTUAL

2010

$000
	
	ACTUAL

2011

$000

	
	By type
	

	450,296 
	Social benefit receivables
	466,122 

	143 
	Advances - benefits and allowances
	125 

	450,439 
	Total receivables
	466,247 

	
	By maturity
	

	186,601 
	Expected to be realised within one year
	188,632 

	263,838 
	Expected to be held for more than one year
	277,615 

	450,439 
	Total receivables
	466,247 

	
	Social benefit receivables
	

	960,903 
	Gross social benefit receivables
	1,022,161 

	(510,607)
	Impairment of social benefit receivables
	(556,039)

	450,296 
	Total social benefit receivables
	466,122 

	
	Impairment of social benefit receivables
	

	(478,890)
	Balance at beginning of the year
	(510,607)

	(31,717)
	Impairment losses recognised on receivables
	(45,432)

	- 
	Amounts written off as uncollectible
	- 

	(510,607)
	Balance at end of the year
	(556,039)

	(510,607)
	Collective impairment allowance
	(556,039)

	- 
	Individual impairment allowance
	- 

	(510,607)
	Balance at end of the year
	(556,039)

	
	Significant assumptions behind the carrying value are:
	

	4.67%-6.70%
	Effective interest rate
	4.41%-6.65%

	
	The estimated fair value of the Social Benefit Debt portfolio and key assumptions underpinning the fair valuation are:
	

	450,296
	Fair value
	466,122

	(13,972)
	Impact on fair value of a 1% increase in discount rate
	(14,855)

	15,515
	Impact on fair value of a 1% decrease in discount rate
	16,520


Impairment is calculated on a collective basis, not on an individual basis. There was a net movement in impairment losses of $45.4 million during the 2010/2011 year.

The fair value is sensitive to the discount rate and the expected future cash flows. A one per cent increase in the discount rate would decrease fair value by approximately $15 million, whereas a one per cent decrease in the discount rate would increase fair value by approximately $16.5 million. Since there are no contractual repayment terms, future cash flows assume existing cash flow receipts will continue. These are adjusted for likely negative future events such as death.

Interest rate risk is the risk that the fair value will fluctuate due to changes in interest rates. The effective interest rate range applied to determine the fair value has moved by between 0.26 per cent and 0.05 per cent from 1 July 2010 to 30 June 2011.

Credit risk is the risk that the benefit debt is not repaid before the borrower dies. Benefit policy does not require recipients to provide any collateral or security to support advances made. As the total benefit debt is dispersed over a large number of borrowers, there is not any material individual concentration of credit risk. The credit risk is reduced by compulsory deductions from benefit and superannuation payments, provided hardship is not caused. 
Note 4: Financial instrument risks

Financial instrument risks

Classes and categories of financial assets

	as at 30 June 2010

Designation
	
	as at 30 June 2011

Designation

	Amortised cost

$000
	Loans & receivables

$000
	Held for trading

$000
	Fair value through P&L

$000
	Total

$000
	
	Amortised cost

$000
	Loans & receivables

$000
	Held for trading

$000
	Fair value through P&L

$000
	Total

$000

	 - 
	 39,456 
	- 
	- 
	39,456 
	Cash and cash equivalents
	 - 
	 102,017 
	 - 
	 - 
	102,017 

	 685,300 
	- 
	- 
	- 
	685,300 
	Student Loans
	 769,089 
	 - 
	 - 
	 - 
	769,089 

	 - 
	- 
	- 
	- 
	- 
	Foreign exchange contract
	 - 
	 - 
	 1,260 
	 - 
	1,260 

	685,300 
	39,456 
	- 
	- 
	724,756 
	Total financial assets by designation
	769,089 
	102,017 
	1,260 
	- 
	872,366


Classes and categories of financial liabilities
	as at 30 June 2010

Designation
	
	as at 30 June 2011

Designation

	Amortised cost

$000
	Held for trading

$000
	Fair value through P&L

$000
	Total

$000
	
	Amortised cost

$000
	Held for trading

$000
	Fair value through P&L

$000
	Total

$000

	 312,138 
	 - 
	 - 
	 312,138 
	Accounts payable
	 384,915 
	 - 
	 - 
	 384,915 

	 83,616 
	 - 
	 - 
	 83,616 
	Tax payable
	 71,855 
	 - 
	 - 
	 71,855 

	 - 
	 48 
	 - 
	 48 
	Foreign exchange contract
	 - 
	 - 
	 - 
	 - 

	395,754 
	 48 
	 - 
	395,802 
	Total financial liabilities by designation
	456,770 
	- 
	 - 
	456,770


Foreign currency risk management

	as at 30 June 2010
	
	as at 30 June 2011

	NZD

NZ$000
	AUD

NZ$000
	Other

NZ$000
	Total

NZ$000
	
	NZD

NZ$000
	AUD

NZ$000
	Other

NZ$000
	Total

NZ$000

	 36,845 
	 2,495 
	 116 
	 39,456 
	Cash and cash equivalents
	 87,307 
	 13,976 
	 734 
	 102,017 

	 685,300 
	 - 
	 - 
	 685,300 
	Student Loans
	 769,089 
	 - 
	 - 
	 769,089 

	 - 
	 - 
	 - 
	 - 
	Foreign exchange contract
	 1,260 
	 - 
	 - 
	 1,260 

	722,145 
	2,495 
	116 
	724,756 
	Total financial assets
	857,656 
	13,976 
	734 
	872,366 

	312,138 
	- 
	- 
	312,138 
	Accounts payable
	384,915 
	- 
	- 
	384,915 

	83,616 
	- 
	- 
	83,616 
	Tax payable
	71,855 
	- 
	- 
	71,855 

	48 
	- 
	- 
	48 
	Foreign exchange contract
	- 
	- 
	- 
	- 

	395,802 
	- 
	- 
	395,802 
	Total financial liabilities
	456,770 
	- 
	- 
	456,770


The Ministry needs to reimburse the Australian government for income support assistance provided to New Zealanders eligible under the 1994 Reciprocal Agreement. The reimbursement is paid in Australian dollars. The Ministry has bought foreign exchange forward contracts with the New Zealand Debt Management Office (NZDMO) to hedge the currency risk.

At balance date, the Ministry had a series of foreign exchange forward contracts which entitles the Ministry to exchange NZ$69.789 million with NZDMO for AUD$55.891 million. On 30 June 2011, the market value of these contracts was an asset of NZ$1.260 million (2010: liability of NZ$0.048 million).

Credit risk management 

	as at 30 June 2010
	
	as at 30 June 2011

	AAA

$000
	AA

$000
	A

$000
	Non-rated

$000
	Total

$000
	
	AAA

$000
	AA

$000
	A

$000
	Non-rated

$000
	Total

$000

	 - 
	39,456 
	- 
	- 
	39,456 
	Cash and cash equivalents
	 - 
	 102,017 
	 - 
	 - 
	102,017 

	 - 
	- 
	- 
	685,300 
	685,300 
	Student Loans
	 - 
	 - 
	 - 
	 769,089 
	769,089 

	 - 
	- 
	- 
	- 
	- 
	Foreign exchange contract
	 - 
	 - 
	 - 
	 1,260 
	1,260 

	 - 
	39,456 
	- 
	685,300 
	724,756 
	Total financial assets
	 - 
	102,017 
	 - 
	770,349 
	872,366


Credit risk is the risk that a third party will default on its obligation to the Ministry, causing the Ministry to incur a loss. In the normal course of the Ministry’s business, credit risk arises from debtors, deposits with banks and derivative financial instrument assets.

The Ministry is only permitted to deposit funds with Westpac, a registered bank, and to enter into foreign exchange forward contracts with the NZDMO. These entities have high credit ratings. 

For its other financial instruments, the Ministry does not have significant concentrations of credit risk.

Credit risk has a significant impact on the valuation of social benefit receivables and Student Loans. The credit risk factor has been built into the valuation models to calculate the fair value of these two assets.

Concentration of credit exposure by geographical area

	as at 30 June 2010
	
	as at 30 June 2011

	New Zealand

$000
	Australia

$000
	Europe

$000
	Other

$000
	Total

$000
	
	New Zealand

$000
	Australia

$000
	Europe

$000
	Other

$000
	Total

$000

	 36,845 
	2,495 
	116 
	- 
	39,456 
	Cash and cash equivalents
	 87,307 
	 13,976 
	 734 
	 - 
	102,017 

	 685,300 
	- 
	- 
	- 
	685,300 
	Student Loans
	 769,089 
	 - 
	 - 
	 - 
	769,089 

	 - 
	- 
	- 
	- 
	- 
	Foreign exchange contract
	 1,260 
	 - 
	 - 
	 - 
	1,260 

	722,145 
	2,495 
	116 
	- 
	724,756 
	Total financial assets
	857,656 
	13,976 
	734 
	 - 
	872,366


Liquidity risk management

	as at 30 June 2010
	
	as at 30 June 2011

	Carrying value

$000
	Contractual cash flows

$000
	0-12 months

$000
	1-2 years

$000
	> 2 years

$000
	
	Carrying value

$000
	Contractual cash flows

$000
	0-12 months

$000
	1-2 years

$000
	> 2 years

$000

	312,138 
	312,138 
	312,138 
	- 
	- 
	Accounts payable
	384,915 
	384,915 
	384,915 
	 - 
	- 

	 83,616 
	83,616 
	83,616 
	- 
	- 
	Tax payable
	 71,855 
	 71,855 
	 71,855 
	 - 
	- 

	 48 
	48 
	- 
	48 
	- 
	Foreign exchange contract
	 - 
	 - 
	 - 
	 - 
	- 

	395,802 
	395,802 
	395,754 
	48 
	- 
	Total financial liabilities
	456,770 
	456,770 
	456,770 
	- 
	- 


Fair value hierarchy risk management

	as at 30 June 2010
	
	as at 30 June 2011

	Quoted market price

NZ$000
	Observable inputs

NZ$000
	Significant non-observable inputs

NZ$000
	Total

NZ$000
	
	Quoted market price

NZ$000
	Observable inputs

NZ$000
	Significant non-observable inputs

NZ$000
	Total

NZ$000

	 - 
	 - 
	 - 
	 - 
	Foreign exchange contract
	 - 
	 1,260 
	 - 
	 1,260 

	- 
	- 
	- 
	- 
	Total financial assets
	- 
	1,260 
	- 
	1,260 

	- 
	48 
	- 
	48 
	Foreign exchange contract
	- 
	- 
	- 
	- 

	- 
	48 
	- 
	48 
	Total financial liabilities
	- 
	- 
	- 
	- 


�   Redundancy Assistance is paid for a limited time to people made redundant under the conditions and criteria set out in the ReStart Transitional Relief Ministerial Welfare Programme 2008 and the Social Security Act 1964. The demand for the assistance did not reduce as rapidly as expected causing an overspend of $9,000 in October 2010. Subsequent approval was received to increase the budget to avoid further breaches.


�    A significant increase in the demand for civil defence payments by people affected by the 22 February 2011 Christchurch earthquake resulted in the Special Circumstance Assistance appropriation to be exceeded by $7.562 million by the end of March 2011. The civil defence payments are non-taxable, not subject to income and asset testing and do not have an impact on eligibility to any other form of social assistance. The payments cover temporary accommodation, food and clothing, and loss of livelihood. An approval was received in April 2011 to increase the budget to avoid further breaches.


�  The Student Loan scheme is administered by the Ministry of Social Development in conjunction with the Ministry of Education and the Inland Revenue Department. The Ministry’s role is to assess and make payments to students undertaking tertiary education. The Student Loans advanced, including any early repayments, interest and administration fees charged, are transferred to the Inland Revenue Department in March and April each year for collection.


�   The Student Loan fair value for 2009/2010 has been restated due to a change in methodology for calculating the fair value by PricewaterhouseCoopers in the current year. The result is a more consistent approach with other elements of the valuation.





The Statement of Accounting Policies: Non-Departmental on pages 2 to 4 and Notes 1 to 4 on pages 18 to 25 form part of these financial statements.
1

