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Executive summary

2

This paper seeks agreement to undertake due diligence on a set of further proposals for
change in the machinery of government. It is a companion paper to the.paper Public
services to meet the needs of 21" century New Zealand, which provides an overview of
the proposed direction of change [CAB Min (11) 13/12 refers]. b

This paper outlines a further set of machinery of government changes to ensure that
government administration is efficient, well organised and resilient. They are part of the
wider programme of reforms to build a better pubhc serV1ce announced by the Minister
of Finance on 29 March 2011. ¢ Sy

These proposals build on steps the Governm
be more accountable and transparent. Th
performance, eliminate waste and find sav

it has élready taken requiring agencies to
proposals are part of our plan to improve

Currently there are 39 government de artments, over 150 Crown entities of various types
(not including school boards of trus ees) and more than 200 other agencies (from State-
Owned Enterprises to Fish and: Game Councils).

We are seekmg agreement; that a due diligence process be applied to proposals for
changes in the Education sector, Arts Culture and Heritage sector, and a set of seven
Crown entities and thl:ee tribunals. Following due diligence, officials will report back on
financial and leglslatwe implications of proposals, including recommendations for
issuing drafting instructions where legislative changes are needed. We will report by
August 2011 for the proposals relatmg to the Education sector, and by early July 2011 for
Our expectat1on is that the proposed changes will happen; unless the
due dlhgence" process results in better alternatives, and/or there are compelling reasons
rmeed with the proposed changes.

Context

s ‘We want to give New Zealanders — and ourselves — greater confidence that the way
- government works and the services we provide will meet the needs of 21st century New

Zealand. In particular, that it represents value for money. This means focusing the State
sector on the things that matter most to New Zealanders: easy access to government and
high quality frontline services.

In combination with our publicly stated objective of returning to fiscal surplus by
2014/15, it means focusing hard on doing the things that matter most, and making sure
we are doing them well. In short, it means smaller and better government.
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Comment

11
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The State sector that meets the needs of 21st century New Zealand is one based on the
following principles:

. clear priorities: we will focus our efforts, and government funding, on the things
that matter most to New Zealanders today and in the future

. high quality services: we will ensure that public services are modern, responsive
and provide good value for money

. reducing waste: we will ensure that government administration is efﬁment well
- organised and resilient.

Getting better public services is not a quick or 51mp1e objective. It will require time,
strong leadership and substantive progress on several fronts. Structural changes are one
part of the picture. We have already undertaken a number of amalgamations (for
example, the Ministry of Agriculture and Forestry, and the NZ Food Safety Authority;

National Library, Archives NZ and the Department of Internal Affairs; the Ministry of
Research. Science and Technology (RST) and the Foundation for'RST ifto the new
Ministry of Science and Innovation). We have also recently announced ‘the merger of the
Ministry of Fisheries with the Ministry of Agriculture and For y; The proposals in
this paper continue the programme of structural change.

We expect to see more consolidation of agencies and functions 6ver the next two or three
years, where those changes have the potential to improve the direction, focus and results
of the public service as a whole. We need to reduce. clutter, duplication and waste in
order to deliver the results New Zealanders want. 'i‘he fiscal pressures ahead simply
sharpen the case for change. The priority will be front-line services New Zealanders
need. Beyond that, we have choices about. where to focus our efforts, which will involve
moving resources to ‘support these pnomles Our approach will be pragmatlc doing

This work supports the objective.of ensuring that government administration is efficient,
well organised and resilient. . This includes reducing clutter and bureaucracy: stopping
doing things that are periphéral to government and reducing the number of agencies
doing overlapping things.’ It is also about injecting the right incentives for continuous
improvement. There are several initiatives already under way in this space: Better
Administrative and Support Services (BASS), joint procurement, ICT Directions and
Priorities, and Serv1ceL1nk

“"tlﬁed opportunities for improving service delivery and reducing duplication
of capability in the Education sector. Ministers have noted a lack of coordination in the
development area, and opportunities for reducing fragmentation in education

quaIity assurance.

213 : :We have also identified further opportunities for reducing the number of standalone

" entities. We now have over 80 statutory Crown entities with over 450 board members, ,

more than 110 other organisations associated with Ministerial portfolios, and 47
tribunals, several of which hear nil or very few cases per year. If we are serious about
reducing waste, then an immediate step we can take is to undertake a deliberate
programme of reducing the number of standalone agencies. As this programme expands,
there will be more sophisticated tools available to us, for example greater use of agency
clusters, fewer votes and more contestability, where this makes sense.
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ibilities under Vote
Employment, and the Ministry of Education’s functions in:telation to Vote Tertiary
Education. We propose that as well as more general options, the due diligence
specifically report on transferring labour market information and analysis, related policy
advice and some operational facilitation, funded by Vote: Employment, from the
Department of Labour to a renamed Ministry of Education. Vote Employment amounts
to $14.201%and represents a substantial component of the Department of Labour’s policy
capability. — =

One major division is between the Department of Labour’s resp oris

soua)(:])ﬁ)

Quality assurance

28

The due diligence process should also consider the scope for rationalisation in the quality
assurance functions in the Education sector. Two agencies, ERO and NZQA, perform
quality assurance roles in the schooling and tertiary education (except for university)
areas respectively. There has been considerable cross-fertilisation of ideas and
approaches between these agencies arising from the closely aligned nature of their major

functions. S g (QX(QX(‘(\[\ o S C{(QB(j) (\13

ERO is a department of the Public Service while NZQA is a Crown entity. Ministers are
of the view that quality assurance functions in the Education system should continue to
be independent and therefore separate from policy and operational delivery agencies.

4
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Due diligence process
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This paper recommends that we build on earlier work by addressing a set of proposals to
exit from, transfer or merge all or part of the functions from a selected group of
organisations. These changes will not be cost free. Within the context of our larger goal
of smaller and better government, they provide a good place to continue the momentum
we need over time to achieve better value for taxpayers.

In developing proposals for change, officials took into account the views of Ministers,
chief executives of monitoring departments, the results of applying a consistent set of
tests to all statutory Crown entities, and a range of other available information to inform
their judgements. Some of the proposals put forward by officials will not be proceeding,
at this time and these are detailed in Appendix 2.

We recommend that the proposals below be agreed subject to a due diligeﬁé‘:efvprocess
involving wider consultation and information-gathering.

The due diligence process will involve gathering financial and other-information from
relevant departments and entities, and obtaining the views of chief executives, Board
chairs, appropriate staff and key stakeholders on the opportuniti and risks arising from
the proposed change. The PSA will also be invited to comment on proposals on a
confidential basis. Officials will report back on the financi 1d legislative implications
of proposed changes, on regulatory impacts, wider implications for all the organisations
concerned, on any compelling reasons for the proposals to be varied, and on appropriate
processes and timing for the changes. The report will'include plans for implementation.
We expect the changes to happen, unless the due“diligence process produces better
alternatives and/or there are compelling reasons not to proceed with the proposed
changes. oy

In the case of the Education sector prqposals outlined in paragraphs 21-31, officials will
specifically canvass a range of Va;iatiags on the proposed changes, so that Ministers can
be presented with the full range of options.

Officials will report back to Ministers by August 2011 on the Education sector proposals,
by early July 2011 on the Arts Culture and Heritage, Crown entity and tribunal proposals.

The SSC will lead the due.diligence process, and plans to contract in specialist financial
expertise. Should Cabinet decide that the due diligence is to be undertaken on a
confidential basis, then we propose that SSC be exempt from the mandatory rule that
open tenders'are to be advertised on the Government Electronic Tenders Service (GETS)
when proc oods and services valued at over $100k.

Education sector proposals

21 We, propose machinery of government change in the skills development area, and a
change in the location of quality assurance functions in the Education sector. These

. proposals involve mainly, but not exclusively, the reallocation of resources and functions

~+.. among Public Service departments. Each proposal is set out below.

Skills development

22 Increasing the skill level of the New Zealand workforce is one of the key pillars of

achieving higher living standards. The performance of agencies involved with skills
development is very important to achieving this aim. At present this area of activity is
fragmented between different agencies, including the Ministries of Education, Labour,
Economic Development, Social Development, and the Tertiary Education Commission
(TEC), and the two education quality agencies, Education and Review Office (ERO) and
the New Zealand Qualifications Authority (NZQA).

3
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The due diligence process in the Education sector
31
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32 We propose establishing a Group of Ministers‘to oversee the due diligence process in the
Education sector. This would consist*of the Ministers of Finance, State Services,
Education, Tertiary Education, and Social Development and Employment.

Arts, Culture and Heritage pr‘gpv;bs,}t s

33  Much rationalisation has aIrcady occurred in the Arts, Culture and Heritage area and is
on-going. The Arts Council of New Zealand Toi Aotearoa Bill is currently before the
House and will replace Creative New Zealand’s four governing and funding bodies with
a single council of 13 members.

34 We propose a set'of further reforms in this sector to improve efficiency and coordination,
subject to.a ?du%‘} Ldixligesnce process involving further investigation. They are:

{
qa%‘teafew Zealand Film Commission (a Crown entity) and Film New Zealand
“(an'independent industry-led trust). For a country the size of New Zealand trying
“» "to compete internationally, multiple organisations supporting screen production
~ cause confusion. While this proposal would not realise substantial savings it could
generate greater efficiency and effectiveness across the screen production sector.

a)(g4))

. Consolidateu}t}ost/all audiovisual archival functions within the Film Archive. Work

is already under way on consolidating audiovisual archival functions from the New

Zealand Film Archive, Radio New Zealand, and Television New Zealand within

the Film Archive (an independent trust). Legal, financial, governance and other
implications will be explored further as part of the due diligence process. l ~
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Other Crown entities and tribunals proposal‘
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. Consolidate management of heritage property portfolios. The New Zealand
Historic Places Trust (NZHPT) manages a number of heritage properties across
New Zealand. Other agencies, primarily the Department of Conservation (DoC),
also manage heritage buildings, some of which have no relationship to
conservation (eg Victoria University Law Buildings). Rationalising property
management functions between NZHPT and DoC (and potentially others in the
arts, culture and heritage sector) should be investigated. Financial efficiencies are
possible.

s al2) (£) C‘w\

In addition, we propose that a significant reform of media standards: i’zuthoritieLss)oe
investigated. New Zealand has several media complaints and regulatory agencies such as
the Broadcasting Standards Authority, the Advertising Standards Authority, the Press
Council and the Office of Film and Literature Class1ﬁcat1on

qf?)(j)( l>
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The Crown Entities Act 2004« provrdes a consistent legal framework for the
establishment, governance and operaﬂon of Crown entities, and clarifies accountability
arrangements between Crown en\_ ies, their board members and responsible Ministers.
However, while the Crown Entitiés Act provided much greater clanty about the Crown
entities sector, its 1ntroductwn ‘was not accompanied by any review of the allocation of
functions to the entities:.

Currently, there are 84 statutory Crown entities (ie Crown agents, including 20 District
Health Boards, Autonomous Crown entities, and Independent Crown entities). There are
also 11 Crown entity companies, including eight Crown Research Institutes, and
numerous school Boards of Trustees, Crown entity subsidiaries and Tertiary Education

This - paper seeks decisions on reducing unnecessary duplication through reducing the

. number of statutory Crown entities, and eliminating a small number of their functions. In
il addition, it proposes changes to a small number of tribunals based on a previous review.

39 Officials considered all of the statutory Crown entities and tested each using the

questions outlined below. One of the lessons from recent international experience with
reducing the number of agencies (such as in the U.K.) was to be clear on the tests used,
how they are being applied, and that they being applied consistently. Therefore we
developed a set of tests and applied them to entities in a central process as part of
forming judgements on an initial cut and appropriate phasing (see appendix 1).

Officials also noted the 2008 review of tribunals undertaken by the Law Commission and
the Ministry of Justice, which included proposals to rationalise the number of tribunals,
including disestablishing some of them. More recently, the Ministry of Justice has begun
further work on options for streamlining tnbunals and improving efficiency.
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_reduce duplication and stop functions that government no longer needs to deliver. They
* ‘are an important part of the larger programme of reforms to build a better public service

45

Drawing on the work of central agency officials, we have identified a set of seven
proposals for machinery of government change to other Crown entities and tribunals,
mainly in the Health and Justice sectors, subject to a due diligence process involving
wider consultation and information-gathering:

. disestablish the Alcohol Advisory Council of New Zealand (ALAC) and transfer its
functions to an arm’s-length health promotion entity (combining relevant functions
from ALAC, the Health SponsQrship Council, and the Ministry of Health)

. disestablish the Health Sponsorship Council (HSC) and transfer its functions to an
arm’s-length health promotion entity (combining relevant functions from ALA(
HSC, and the Ministry of Health)

liabilities to the Mlmstry of Health, and determine the best: .ﬁl
property management ‘

. delegate the Mental Health Commzsszon s coordmatlon and ‘bmtormg functions to

. disestablish the Charities Commission and transfer its functions to the Department
of Internal Affairs (while ensuring that regmtra_tmn decisions remain separate from
Ministers) ,

. integrate the back offices of the iy cy Commissioner and the Human Rights
Commission, | q Q C.@X (,l V) o & (&)(\4‘)(1)

. disestablish three tribuna the Health Act Boards of Appeal; the Maritime
Appeal Authority; and nd Valuation Tribunals — and transfer their functions
to the District Court, in'the context of further work led by the Ministry of Justice to
streamline tnbunais and improve administrative efficiency.

Appendix 3 summanses the “vital statistics’ for organisations that are the subject of the
proposals, 1nc1udmg the enabling legislation, the annual revenue (and the Crown
contnbutlon) the number of board members, and the number of staff, as applicable.

We will ,aIsQ I onsider connections with work already under way on other agencies
associated with Ministers to ensure consistency and enable us to focus our efforts
effecnvely‘

Implementmg this set of proposals will continue the programme of structural changes to

we announced on 29 March 2011,

() (YGv)
Q- ~
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A series of change proposals
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Consultation

50
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The proposals set out in this paper focus on:

. opportunities to combine some agenmes and functions, reducmg fragmentation and

layers of governance and/or improving coordination of service dﬁﬁ:e 3

. improved critical mass and resilience for small entities
. initial moves towards longer term changes.

Subsequent sets of proposals are likely to focus on departmams and Crown entities
within broader sectors, building on current work in progress. Subject to further analysis
and due diligence, they may focus on opportunities for' ‘

. better services for Ministers and citizens across sectors QLQ)(@Y,C\V ) ,

. potential savings from stopping soma ﬁmctlons streamlining programmes, and
shared back offices i 9

. enhancing services to business

In October 2010, the Minister of State Services invited Ministers responsible for
monitoring departments to talk to their departmental chief executive about proposals for
machinery of government change among the Crown entities they monitor, and to provide
advice of any proposals later that year. Eleven Ministers provided responses.

In early 2011, SSC ofﬁmals met with monitoring department chief executives (or their
nominated delegates) to talk about proposals for Crown entities reform among the
entities th.eymomtor These discussions helped inform advice on the majority of the
proposals in-this paper. Discussions among Ministers also resulted in further proposals
for reform. The chief executives of the Ministry of Education, the Department of
Labour, the Education Review Office and the NZ Qualifications Authority were

informed of the Education sector proposals.

“‘5;2.\;‘2;0fﬁ01als from the Department of the Prime Minister and Cabinet, State Services

Commission and the Treasury have been involved in the development of the proposals.

Financial implications

33

54

The costs of the due diligence process, including financial and business analysis
expertise, will be met from SSC’s baseline.

It is expected that up-front costs of change will be offset by efficiency savings in future
years (as for other recent State Services amalgamations). These costs and savings will be
analysed as part of the due diligence process described above.
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The intention is for transition costs to be met within current baselines. For example, any
up-front costs for mergers in health sector entities can be met from currently forecast
2010/11 underspends in Vote Health or the Vote’s risk reserve. The availability of
resources from applicable Votes to meet these costs will be assessed as part of the due
diligence process.

Human rights

56

Legislative implications

57

58

59

60

61

62

There are no human rights implications from the recommendations in this paper.

Tribunals and Crown entities are established by statute. They can only be disestablishe
by statute. Crown entlty functions and powers remain the respons1b111ty of the; Crown

governed by a trust deed, which must be taken into account in any prgpo
The agreement of the trust board is also requlred

Following the due d111gence process, we will re(p(}rtx ack to Cabinet with
recommendations on the detail of the legislative amendments ‘that would be required to
implement these proposals, inviting the Minister of Staté Services to issue drafting
instructions to give effect to Cabinet’s decisions. We propose that the legislative changes
be included in a single omnibus bill to be introduced by September 2011.




Regulatory impact analysis

63

Gender implications

Some of the proposals in the paper would require legislative change if progressed. The
paper has qualified for an exemption from the regulatory impact analysis requirements as
the proposals are predominantly about moving functions between agencies and therefore
have no or only minor impacts on businesses, individuals or not-for-profit entities. If the
proposed due diligence exercise raises options that will have a substantive impact on
functions then a regulatory impact statement will be provided when final decisions are
sought.

64  There are no gender implications of the proposals.
Publicity
65 We propose to discuss options for communicating the due diligence process and

Recommendations

66

decisions as appropriate. This will be done as soon as possible after Cabfk,, decisions
to reflect the importance of timely communication -and accurate - ‘information in
maintaining the confidence of the public, and of agency employees. .

It is recommended that Cabinet:

1 note that the recommendations below for struc’mral reform are consistent with the
following broad principles: clear priorities, high quality services and reducing
waste

2 note that the tests that have been appll‘ n'the case of Crown entities are:
. Is there a role for Governmy t? ‘
_s—length from Ministers?

. Does this need to be standx alone?

. Does this need to be a -

Change proposals

3 note that after considering the views of Ministers and chief executives of relevant
departments, -applying the tests set out in recommendation 2 above to Crown
entities, and consulting with the State Sector Ministerial Group, we have developed
proposals for reform involving selected agencies in the Education sector; Arts
Culture-and Heritage sector; and a set of seven Crown entities and three tribunals,

the pext step in an ongoing programme of structural reforms

direct officials from the State Services Commission, in consultation with the
*Treasury to report back to Cabinet following “due diligence” for the sets of
machinery of government proposals outlined in recommendation 5 below,
including:

. the views of relevant chief executives, Board chairs, key staff as required,
and key stakeholders (including the PSA) on the opportunities and risks
which arise from this

. the financial implications of the proposed changes
. the legislative implications of the proposed changes
. the regulatory impacts of the proposed changes

. wider implications for the organisations concerned

10




. any compelling reasons for the proposals to be varied, including alternative,
better proposals

. appropriate processes and timing for the changes

. (in the case of the Education sector) a full range of options to improve the
Government’s contribution to skills development, and Education sector
quality assurance

5  agree that the due diligence process outlined in recommendation 4 be apphed to
the following machinery of government proposals: -

Education sector

5.1 transfer work within Vote Employment, which currently mcludes ‘fabour
market information and analysis, related pollcy advice and some» operatlonal
facilitation, from the Department of Labour to the Mlmstry f Education

q L&)C«ﬂ Ov)

5.2 merge the Education Review Office and the New aldﬂd Qualifications
Authority into an education quality assurance agency, and consider what
should happen with the non-quality assurance fun ons of NZQA

Arts, Culture an\%Hentage Sector
53 )

he New Zealand Film Commission (a Crown entity) and Film New
Zealand (an independent industry-led frusi)

5.4 consolidate n)ost/all audiovisual.. archzval Sfunctions from the New Zealand
Film Archive, Radio New Zealand and Television New Zealand into the
Film Archive (an independeﬁ' trust)

5.5 consolidate management heritage property portfolios between the New

Zealand Historic Places Trust, the Department of Conservation and
potentially other ¢ agﬁenqles in the arts, culture and heritage sector

5.6

aa) (B Civ)

A\ vest1gate opportunities to reform media standards authorities )(the
' Bi'oadcastmg Standards Authority, the Advertising Standards Authority, the
.+ Press Council and the Office of Film and Literature Classification) including

the option of consolidation into a single organisation

" Other Crown entities and tribunals

5.8 disestablish the Alcohol Advisory Council of New Zealand (ALAC), and
transfer its functions to an arm’s-length health promotion entity (combining
relevant functions from ALAC, the Health Sponsorship Council, and the
Ministry of Health)

5.9 disestablish the Health Sponsorship Council (HSC) and transfer its functions
to an arm’s-length health promotion entity (combining relevant functions
from ALAC, HSC, and the Ministry of Health)

L) (S)6) « See Lootnotes L) (2), a (3) LQSFQLJ\MQ[:,.

11



5.10 disestablish the Crown Health Financing Agency (CHFA) and transfer its
District Health Board lending function either to the Ministry of Health or to
the Debt Management Office, transfer the management of residual Area
Health Board liabilities to the Ministry of Health, and determine the best
future location for property management

5.11 delegate the Mental Health Commission’s coordination and monitoring
functions to the Ministry of Health and its advocacy function to the Health
and Disability Commissioner, or bring forward the date it is due to cease
functioning (31 August 2015)

5.12 disestablish the Charities Commission and transfer its functions to ith
Department of Internal Affairs (while ensuring that registration deci
remain separate from Ministers)

5.13 integrate the back offices of the Privacy Commissioner an

Rights Commission, 4 () ( ‘@) (v 3 &~ A C&

5.14 disestablish three tribunals — the Health Act Boards of ./ ppeal the Maritime
Appeal Authority; and the Land Valuation T rzbunais — and transfer their
functions to the District Court, in the confext: Qf further work led by the
Ministry of Justice to streamline trlbunals -and improve administrative
efficiency 5,

7 agree that a Group of Ministers be established to oversee the due diligence process
in the Edwcatlon sector, consisting of the Ministers of Finance, State Services,

ol

Educat on, Tertiary Education, and Social Development and Employment.

8 fficials to report back on the due diligence process described in
_;recommendatlon 4 above by August 2011 in respect of recommendations 5.1 and
;5 .2'above, and by early July 2011 in respect of recommendations 5.3 to 5.14.
AHLY)  « aR)=)0)
Further proposals

10 note that further proposals for reform will focus on whole sectors, and build on

current work Q(a) (Q) @Y 3

12



Financial implications
11 note that the costs of due diligence will be met out of SSC’s baseline
12 note that it is intended that transition costs are met within current baselines

13 note that the costs and savings of the proposals have not been determined at this

point, but will be quantified as part of due diligence process, and reported back to
Cabinet following due diligence

Legislation

14 note that following the due diligence process, the Minister of State Services Will-
report to Cabinet with recommendations on the detail of the legislative
amendments requlred to give effect to decisions relating to the Crown enttties’and
tribunals referred to in recommendations 5.3 — 5.14, so that drafting instructions
can be provided to the Parliamentary Counsel Office

15 note that we intend that the legislative changes be included F‘Smgle omnibus
bill, to be introduced into the House and referred to Select Committee by

September 2011

Publicity } |

16  discuss options for communicating the due il 1gence process and decisions as
appropriate

17  indicate whether, to maintain conﬁdennahty, SSC should be exempt for this due

dlhgence process from the mandatqry;v

Hon Tony Ryall

Hon Bill English ity S
Deputy Prime Minister = Minister of State Services

+,.5 /2

13




Appendix 1: Tests applied for statutory Crown entities

Test one: Is there a role for Government?

Applying this test involves considering how important entities’ functions are for government,
the rationale for their establishment, the capability of other potential providers, and the
appropriate mix of delivery between central and local government.

Test two: Does this need to be at arm’s-length from Ministers?

Applying this test involves considering the current assignment of statutory Crown entities to
categories, as follows: ‘

Test three: Does this need to be stand-alone?
Applying this test involves considering strategit

for Crown agents, the general presumptiotﬁ7il that they do not need to be at arm’s-length
from Ministers. They are nevertheless required to give effect to government policy. In
some cases, Ministers may need to remain separate from decision-makin and/or the
Board may be considered necessary to bring valuable skills and expem' nce: |

there is no general presumption for Autonomous Crown Entities, w ch are required to
have regard to government policy. They need to be considered on a case by case basis.
Relevant considerations include their relationship with the sector and strategic risks to
the Crown.

for Independent Crown Entities, the general presumptlon” hat they must be at arm’s
length from Ministers and generally independent of g Vemment policy as they undertake
quasi-judicial, adjudicative and regulatory functions

with other entities or departments, overlap

or conflict between functions, impact on ﬁmﬁﬁons of alternative options, resilience, efficiency
and whether benefits outweigh costs of change over time.

('73 19, 'ﬁf\L ﬂQJ’\C?J}QJ PI\Q-—‘SU"V\PW ™A al—?(gj ﬁ
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Appendix 2: Proposals not proceeding at this time
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