MINISTRY OF SOCIAL DEVELOPMENT
Te Manatu Whakahiato Ora

Bowen State Building, Bowen Street, Wellington 6011, PO Box 1556, Wellingtor: 6140 ¢ Facsimile: 0-4-918 0099

29 NOV 201

Mr Ken Allen
fvi-request-2127-dcbdc15b@requests.fvi.org.nz

Dear Mr Allen

On 23 October 2014 you emailed the Ministry requesting, under the Official Information
Act 1982, the following information:

¢ Copies of correspondence between the Ministry of Social Development and the
following other parties: The Salvation Army, the Bank of New Zealand, Good
Shepherd Microfinance New Zealand, and the Minister of Social Development,
and reports on, the establishment of a low income loan scheme in New Zealand.
The relevant dates are from 1 July 2013 to 13 August 2014,

On 13 August 2014 the Government announced the Community Finance Pilot scheme.
The scheme has begun with a one-year pilot in South and West Auckland with the
Ministry of Social Development contributing to the running costs of the not-for-profit
organisations that provide the interface with clients.

The Community Finance Pilot responds to a recommendation made through the report
of the Expert Advisory Group on Solutions to Child Poverty for a public-private
partnership micro-financing model with the banking section and community groups. The
aim of this initiative is to provide modest low-interest and zero-interest loans, as a
mechanism to help low-income families access affordable credit and to effectively
manage debt.

tn November 2013, the Office of the Minister for Social Development wrote to the
Bankers Association requesting an expression of interest from any financial institutions
wanting to partner with the government and an NGO in the Pilot scheme.

The Bank of New Zealand (BNZ) was chosen as the preferred partner for the Pilot (note
that this does not exclude other financial institutions in the future) and Good Shepherd
was confirmed as BNZ's preferred NGO partner. The Salvation Army will function as an
on- the-ground community provider through:

+ providing loan application assistance and on-going support to borrowers
¢ providing financial management education
¢ monitoring and reporting on progress

The early decisions on the Community Finance initiative are contained in the Cabinet
Social Policy Committee paper - Expanding the Reach of Microfinance, dated 31
October 2013 which is publicly available on the Family Services website and can be
accessed here: http://www familyservices.govt.nz/documents/my-family/everyday-family-
life/expanding-the-reach-of-microfinance-cabinet-paper.pdf
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This paper replaced an earlier draft version Social Policy Committee paper (dated 25
September 2013), that was withdrawn and is referred to in the key issues section of the
aide memoire, dated 1 November 2013.

Minute SOC Min (13) 24/7, dated 6 November 2013 is publicly available on the Family
Services website and can be accessed here:

http:/fwww familyservices. govi nz/documents/my-family/everyday-family-life/expanding-
the-reach-of-microfinance-cabinet-minutes. pdf

I have enclosed the following documents that respond to your request for all advice
regarding the "Step Up" low-interest loans pilot and the selection process of the
providers for the Pilot:

» Aide-Memoire for Cabinet Social Policy Committee, Expanding the reach of
microfinance, dated 1 November 2013

« Report to the Minister for Social Development, Update on microfinance initiative,
dated 31 January 2014

e Report to Minister's for Social Development (and Minister of Finance),
Microfinance / Community Finance Update, dated 8 August 2014

You have requested all correspondence between the Ministry of Social Development
and The Salvation Army, the Bank of New Zealand, Good Shepherd Microfinance New
Zealand, and the Minister of Social Development. To locate and prepare all the
information within the scope of this part of the request would remove Ministry staff from
their duties. | am therefore unable to provide you with the information requested under
section 18(f) of the Official Information Act. This section allows me to refuse a request
where substantial collation and research is required to find the information requested.

I have considered whether the Ministry would be able to respond to your request given
extra time, or the ability to charge for the information requested. | have concluded that,
in either case, the Ministry’s ability to undertake its work would still be prejudiced.

A small amount of information is being withheld from the Reports to the Minister for
Social Development (and Minister of Finance) under section 9(2)(A(iv) of the Official
Information Act as the information is still under active consideration. This section of the
Act allows for information to be withheld in order to protect the confidentiality of advice
tendered by Ministers and officials. The public interest in the release of this information
at this point in time is outweighed by the greater public interest is in the constitutional
convention allowing the information to be considered confidentially before decisions are
made.

Also, a small amount of information within the documents is being under withheld under
section 9{2){g){i) of the Act as the material contains the free and frank expression of
opinions between officials. The need to maintain the effective conduct of public affairs
outweighs any public interest in releasing this information.

Within the Aide-Memoire, the Ministry's communications plan for announcing the

initiative is withheld under 9(2)(g)(i) of the Act. The public interest is met through the
Minister's announcement of the Pilot on 13 August 2014.
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t hope you find this information on the Community Finance Initiative helpful. You have

the right 1o seek an investigation and review of my response by the Ombudsman, whose
address for confact purposes is:

The Ombudsman

Office of the Ombudsman
PO Box 10-152
WELLINGTON 6143

Ty

Mywtay Edridge /\
Deputy Chief ExXecutive Community Investment
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cabinet paper

Date: 1 Nevember 2013 Security Level:  Budget Sensitive

For: Hon Paula Bennet!, Minister for Social Deveiopment

File Reference: AT 126093 @ /(D&
Xa =)
Expanding the Reach of Microfinance & %

Cabinet Committee  Social Poiicy %@ />
i %{

Date of mesting 8 November 2013
Minister Hon Paula Bennett, Minis
Key issues Microfinance was e;iésc@(}5

58

wanied more det@
Since then, officia work

detail of what a pilot of a

car loan prog ook starting point of a
mscrofma ershlp ive a stronger steer for
negotl pote rs from the financial and
com ors, des clearer expectations of the NGO:

suppoﬁ people to find cut about, get and
ack a buiid financial skills

S/ dicay - 200 loans in the first six months and 400
loans in ; cond six months

er i ent to negotiate a price to part-fund the NGO's

e up to $250,000 for a 12 month pilot - this is a
g -lv ct;an in the upper limit from the previous paper.
% tHing
This paper has a different approach to funding than the previous
% version. Negotiations will determine the exact contributions of
government, the financial institution and NGO to resourcing the
% pilot, inciuding through in-kind contributions.

It is proposed that government’s contribution is no more than
$250,000 for a 12 month pilot. This will be met through:
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Financial year Funding source

201314 350 000 transfer from Volte

$120,000 to get the piot Finance confingency

underway Up to $70,800 from reprioritisation

First 3 months of existing M3D baseline funding,
to be confirmed by joint Ministers'
decision in February. MSD wouid
fook initially to fund this through
any underspend in funding of
services that strengthen and
support communitte%

201415 To be conside;’e{ﬁh@?SD's
Sudgef 2

. four year plan-an
$130,000 for the rest of the pilot Drocess. g%

Remaining & months

U}é
S

U
S

>

('“_’//"}\ “\ < ;% /
This is an approximately $350 COSH{0¢ "\’eKﬁmen,t»peajo\an ich
is equivalent to the target rate/petglientfor cont ib@?ﬁ%ding of
budget services. NN RN
Funding will aiso be requi(,éd#o\r\:ajny“aite@éﬁ:{e\pﬂbﬁng approach
or, at the conclusion a@h}aﬁpﬂp@ény tramsitioh.of support for
borrowers with outsfanding-loans. This'Wil Be considered through
ME‘TD ) f::}u.r—year ,\p;lg\'\ _ E\Budg{f\g\g}ﬁ\b\lﬁmesa
Joint Ministers to\ﬁ}’ﬁhse ds Y
This versieﬁ(ﬁr‘qb\pses that\/ M,@Yhe Minister of Finance finalise
decisions’ ﬁx?he/paﬁnp@m\ eement and pilot details, The

Winistefigl Cohfmittee(on Poyerty will be updated on progress. The
e ot ehanged substantially you would Dring

p@ ‘What i
tr jigf»:;)osal b
Q

Next steps
¢ Cabinet agreement to high level parameters.

e MS[ negotiates with potential financial and community sector
pariners on how they can work with government to pilot a car
loan product as the starting point of a medium term
partnership.

» Parinership agreement and pian for pilot reported to joint
Ministars in February.




Key new material  Setling expectations through a target, paras 5 7.

More clarity aboutf what it means to not replicate or substitute for
Work and Income assistance, paras 26 — 27.

More clarity that the provider of capital will be expected to
acknowledge that loans will not be underwritten by government,
para 28,

Delegation to joint Minisiers for final decisions, though returning fo
Cabinet if the pilot proposal changes substantially. MSD, rather
than MBIE, leading on negotiations, para 50.

Financial implications, paras 80 — 85,
7 &




MINISTRY QF
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Te Manatny Whakahieto Ora

bate: 31 January 2014 Security Level:  IN CONFIDENCE

To: Hon Paula Bennett, Minister for Sgcial Deveiopment

Update on microfinance initiative | % @9&
Purpose of the report &\> %@

1 This report updates you on the: 0 %
¢ outcomes of engagements to date in respect of t @r microf’@ roduct
pilot, and %
e negotiation process that the Ministry of Sopmé il underiake to

secure a parinership agreement. §
Executive summary QO %i\ %

2 in Budget 2013, the Governmefit'a \x:»unc:ed it ,‘QPQ re ways o support allernative
financing options for fow in e 1o sifstainable debt and alleviate its
impacts, On 11 Novemnb inet the pitot, pending negotiations with

potential partners, wn;/aidgb ioan/@\ TEHCAB Min (13) 39/5 refers].

3 MSD iniends to \o@a}a pilot \r%:/;hep with the Bank of New Zealand (BNZ)
through direct ne‘%ﬁhws an @e« Ur approval of a parinership agreement by the

‘vrf/‘ic explore the potential for other microfinance products, and proposes
on thiS r i December 2014,

nm‘;e tencfs to work toward a car loan product pilot in parinership with BNZ

4 MSD so in

MSD will contact BNZ, Kiwibank, and ASE to inform them of that outf*ome

tha! Cabinet authorised the Minister of Finance and the Minister for Social
veiobmﬁn‘z to finalise the partnership agreement and pilot details

4  note that MSD will seek approval from joint Ministers for a pilot partnership agresment by
the end of March 2014

5 note that MSD considers that the present focus should be on developing and
implementing a microfinance pitot for car loans, with a view to using the lessons learned
to Inform any future initiatives

Bowen State Bullding, Bowen Streat, PO 8ox 1556, Wellington ~ Telephone 04-816 3300 ~ Facsimile 04-018 0099



8 note that MSD will update you on this broader work in Aprit 2014,

Murray Edridge Date t
- Deputy CE Family and Community Services

W Y

Hon P:aula Bennett

s =
Minister for Social Development Eﬁaw\/ %
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Background

5 in 2012, the Expett Advisory Group on Solutions to Child Poverty recommended that
government investigate and implement a public-private-partnership micro-financing model,
as a mechanism to help low-income families access affordable credit and effectively
manage debt.

6 In Budget 2013, the Government announced it would explore ways 1o support alternative
financing options for low income people to prevent unsustainable debt and alleviate its

impacts.
Cabinet decisions v/\
/P
7  On 11 November 2013, Cabinet agreed that the government’s intere anc w;ﬂ\‘/
be within the foliowing high-level parameters [CAB Min (13) 39/5 p z?rs <v\
s the microfinance scheme will be targeted at low income ie W\P@ are v le
unsustainable debt and unable to access suitabie fina c@cm\reputab

e the microfinance scheme should not replicate or (\ r assi \ﬂded by
Work and income

¢ government will not provide capitai or gu Wnd th@ capital wilt be
expected to acknowledge this %
« the government will contribute to Q?@; osts if %
% a microfinance scheme

« financiat education wilt be i ted into th
» governrment must hay racttq&”@ and monitoring outcomes
s ihe mscrofmance/é st bess
s the microfinan eeﬁe is w@ erm commitment.
8 Cabinet al
he pre d ijot, pendlng negotiations with potential partners, is fora
c)du an area with a high number of people on low incomes,
;“eci 32%6 andg supportive community organisations
ree wﬁh negotiations for a microfinance partnership and pifol

% e partnership model would be initially with one financlal institution and
vernmental organisation

utherised the Minister of Finance and the Minister for Social Development to finglise
e parinership agreement and pilot details.

\‘Jmﬁ)te on discussions with financial institutions and interested parties
9 To prepare for negotiations for a car lean product pilot, MSD has:

e held initial discussions with interested financial institutions

Update on microfinance initiative 3



« mef with organisations currently invoived in the planning or delivery of microfinancing
initiatives.

The Retirement Commissionar

10 At vour reqguest, the Retirement Commissioner, Diane Maxwell, angaged with potential
partners and led the thinking about & car loan product.’ Diane Maxwell envisages a
product based om:

s 37 to $8,000 average loan {with a maximum of $10,000)

e 3-5 year payback

>
s repayment plan to include on-road costs, registration, insurance and éd@;s,d /‘
maintenance i\\ C/‘}
> g/

+ other terms and conditions, such as purchase from an apprm@{m provider.<§

N
O 3

0713, request '
artner{with government
s heldQigtyssiohs with

BNZ, Kiwibank and ASB. @) \
12 The posilion following initial discussions is @ /b\

e BNZis developing a car loan prcdﬁ&@ iSitere

P
e \&nering with government
10 deliver this product /Sj\i

Financial ingtitufions

11 Your Office wrote to the Bankers Association on 18 Nov je
expressions of interest from any financial institutions waat
and an NGO in the pilot scheme. As a consequer/geer,

-/ («\\_\: -

- P
. Ks’wibak has expressed irdefes 92)(9&% NN
FLeng ) \
@ ()
\\__.,.

e ASB has @) > "
@0 NP

2) O |
<
+ No t:nthéj’@> ! itutio% tacted MSD o express interest.

Other organisa

N
13 M& so/met with th Zealand Council of Christian Social Services and the
F ig Famityé'i g Services, These organisations have reiterated the need
:

k& dgcount &\\BQ g vehicle maintenance and operational costs.
QN N
12 @19 December, fhe‘meeting with Kiwibank, was also attended by representatives from
“and Good Shepherd. The discussion included a description of the
operati 2 Nga Tangatz scheme {Kiwibank and Nga Tangata Trust), which has a

di lénding focus and way of operating. For example, the focus is on debt
3] S?Ei jon and no interest loans are offered on the basis that if interest is charged,

S)
* Diane Maxwell has engaged with:

« financial institutions: BNZ, ANZ, Kiwibank, ASB, Westpag, New Zealand Bankers' Association, New
Zealand Association of Credit Unions, and Financial Services Federation Board
=« communify and other organisations: Nga Tangata Trust, Good Shepherd, Budgeting Services, Veda

Advantage, Maori Wornen's Development League, Pacific Island community representatives, the
Children's Commissione:.

Update on microfinance initiative 4



regisiration of Nga Tangata as a financial institution would be required. We will maintain a
watching review of their activities.

Working toward a pilot partnership with BNZ

15 MSD ivtends to work toward a pilot partnership with BNZ, as the preferred pariner,
through direct negotliations.

16 Direct negotiations are suftable for situations where MSD is purchasing a service that fits
with another service that is either already in operation, or an extension of an existing
service deliverad by the provider. BNZ has indicated it is intending {o éevelo;} a car loan
product,

JE

17 MSD will directly engage with BNZ based on a minimum scope of the se es.
These outcomes are in development, but are likely o focus on the tar Qg;*rz}u &/s

responsible lending, aligning with government objectives and existi grz*t éf\w% and é%

evaiuation of the pilot. .
18 There is a risk that direct negotiations may be perceived as MGmgé’faar §ﬂd
transparent process. However, the success of the piot d ;SENd 7;7 pamcufﬁ
willingness of the financal institution o provide loan czgz);aixm a def ng fo
take overafl responsibility for the ioan scheme, mcluds MHRsng dg t aﬁé! managmg
the complex end of the collections process.

19 BNZ has indicated it is committed to a car loan k\ /t/and jhaé il go ahead
whether it is in parthership with governmen or Tight nm‘qﬁ@,rnes assoclated with the
pilot, as well as the complexity of the car isan @duct *rfe :
organisation that has already compie e@k;an acar

l\ﬁ% par’mermg with an
Uct is desirable.

\ \

20 The choice of financial mstnmt;on/ m\e pilof wi onﬁ@@dude other financial institutions
from being considered in fui nge the pilotls b!éted if a decision is made by

Cabinet to expand the mnt m pMSD gm St riake @ competitive dialogue
process, which wouid theyo,n ;é ial pariner.
21 MS8D also considered Qséd Req@x\% Proposal process. While this would ensure
uld take a relatively tong period of time, could

the sefection pro CGmp
compromise x:b f bund and does not recognise that the main financial
&% I institution

Comm \mx\t&@of d§j\ ,
2 AWQ insta S will contao‘{BNZ Kiwibank, and ASB {o inform them of the

(Puteorie of
N
23 D wi y ort your Office to announce the partnership once an agreement has
hee

Tim &g
N _ |
@ following indicative timeframe was provided in the November Cabinet paper:

e January 2014 — negetiation and contracting process for an NGO partner for the
detivery of the piict,

e February 2014 — Ministers confirm partnership agreement and government’s funding
of pilot, partnership agreement signed.

Undate on migrofinance initiative ) 5



25

= First half 2014 ~ piiot begins, update Ministerial Committee on Poverty on progress.

MSD is alming to implement the pitot in the first haif of 2014, However, to aliow sufficient
time 10 negotiate a car ioan product that meets government’s objectives, MSD proposes
seaking approval to the partnership agreement in March 2014,

Other maiters

26

27

28

29

30

Next steps &\J/’ \ \&

92 1

31

&

Microfinance has the potential to improve financial cutcomes for iow income people who
are at risk of unsustainable debt and have poor financial literacy. |

SRV

S2)(Bivy g\ /<>/

NS @

MSD considers that the present focus should be on deveiopin am ementi
microfinance product for car loans, with a view to using the ns leafhed M fOCESS
to identify products for which microfinance would be suit ; o

MSD therefore proposes progressing work on k}t’{:vade{.gj s alo @ k on the
car loan product, and will update you on this wori;/f’@g 4. x
MSD will also ensure the Ministeriai Commi eWW i &mecﬁ as ihe car

toan pilot progresses.

fpv S
7S

&

o
Ny
O

A
©°
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%@g MINISTRY OF SOCIAL
 DEVELOPMENT

TE MANATL WHAKAMIATO ORA

Date: & August 2014 : Security Level:  IN CONFIDENCE
Tos Hon Pauiz Bennett, Minister for Social Development @
Hon Bill English, Minister of Finance <\x
\\f’/

Microfinance/Community Finance Updale

x@\@
XS

Purpose of the report

1 This report: @

e sets out the negotiation process %d{?@ afect the, p‘am in the community finance

initiative’, which have been m’ﬁg\o‘*{)?\éew Zealand (BNZ), Good
Shepherd New Zealand (GENZ) /%e Sa‘ \mﬁg\%,f {3A)

« describes the p{opo;?a Tk und he partners wilt operate and oullines

the proposed operat) oft (pllot details}, and

e seaks your app{ @‘:92 sﬁ#d the proposed paramelers of the Quicome
Agreement cur & d by the Ministry of Social Development (MSD) in
negotiation rih 8 NZ as required, i SOC Min. (13) 24/7.

bio Meﬂi announced it would explors ways to support alternative
c/g opti income people to prevent unsustainable debt and alleviate its
i CHT % vember 2013, Cabinet Social Policy Commitiee agreed that the pilot,
&gé?{d ng ﬁé@\ﬁs with potential pariners, would be a car loan product [SOC Min (13)
4/7 3
</
anuary 2014, we advisaed you (Minister Bennetl) that MSD would continue to
\mm BNZ as the praferred financial institution pariner, through direct negetiations.

@Q‘\ef further discussions, | can now confirm that BNZ, GSNZ and SA are the pariners in
iz initiative with MS[D. Each has its own distinct role ang function. MSD will contribute

funding to GSNZ and monitor and evaluate progress. BNZ will provide capital of $10
million over five vyears, design the loan products and approve low-interest loan
applications. GBNZ will establish the systems and processes to suppoert this initiative and
provide SA accreditation. SA will be the ‘face’ of the initiative providing loan application
assistance, on-going support and financial management education to borrowers.

' Formerly referred to as the microfinance pilot

Bowen State Building, Bowen Street, PO Box 1556, Wellington - Telephone 04-916 3300 - Facsimile 04-218 0099



&  An announcement about the parinership was made on 5 May. A full ministerial launch of
the initiative is planned for 13 August.

§ A number of enhancements to the original November 2013 Cabinet Social Folicy
Commitiee paper (November paper) are proposed as a result of negotigtions with the
partners. Thase include & focus away from solely & low-interest car loan product to two
loan products being iniroduced concurrently. a no-interest foan for essential new
household goods and services; and a low-interest loan for other higher-cost assets in
addition to cars. The no-interest loan product will provide a more stepped approach for
asset building and provide & nathwav from which to progress no-interest loan ‘araduates’
to the low-interest ioan, F219)

i _ ﬁﬁ | &
7 The ioans will be introduced in two Auckiand locations based o ée@ﬂanu&,afw@i
and Henderson, Waitakere. <\ '\\\/)

-

8 | sesk vour approval to the proposed parameters of e ntractua! arréx%e?ents
currently being developed by MSD in negotiation with BSNZ, “ag outiingd. jn this repori.
MED had a one year Grant in place with GSNZ for 2013714, which is{é‘%?@}iowsd by a
three year Outcome Agreement with GSNZ (for the pe ”d”}gﬁuty 2OTANG3T June 2017).
The Outcome Agreement will be based on the M@ﬁﬁsfw\ of Bdm\negé\b Tnnovation and
Employment (MBIE) contracting framework. H-withl \{ﬁu{come@}aiédic enable flexibility
and innovation. GSNZ will then sub-acontga{;g%@z‘g s to /{3\\/ Ar. Bgreement solely with
GSNZ will ensure ua%ﬁx,asaumme&ag_@@&h@f tendin: \.{f@@essanﬁﬁsga‘labﬂmtm

S g N T

initiative. @)@ SN
initiative.  PehdAl] - PN
. T \ 4

¢ 320,000 in fine with SOC Min (13)

24/7. The Outcome Agreement will inclide funding-of $375,000 for 2014/15, $297,500
for 2015/16 and $200,000 i 6%1? to comie fr \n& 3D Baseline2(2)(g)() |

§  The 2013/14 Grant includes avafiable funding of-

10 MSD has sigred non-i g@mg L@f Atent with BNZ, GSNZ and SA outfining

how the respective partn and <9/ i ether.
(<

11 Next steps wi?iﬁm{gﬁ@mgl %& he initiative, with the first loans expected 1o be
provided from i&é%wﬁioca%’ kland by August 2014; reporting back on progress
ir pgc;emb(eji/g{}&é and on ?@opﬁons at the completion of the 12-month pilot; and
EERI o . |

< >
AN \/
iecw aciaga?
g nde :
é-eng f i 7
1 gte the\f\i\ﬂémsg@ of Social Development (MSD) has a confirmed co mmunity finance

péﬁn@@éﬁ&\ﬁ&r"gank of New Zealand (BNZ), Good Shepherd New Zealand (GSNZ) and
The SékatiomArmy (SA)

s
2/_Q ié\/%he proposed partnership framework includes two non-government organisations

ONG@s) ~ GSNZ and SA
\;1//
3o

te MSD intends contracting with only GENZ, and GSNZ will sub-contract services to SA

4 note the initiative will be enhanced to include a no-interest loan product in addition fo a
low-interest loan product

S mnote the Jow-interest foan product will include other high-cost assets in addition to cars

6 note the loans will be introduced in two Auckland locations where need is high — Manuikau
City and Henderson, Waitakere

Microfinance/Community Finance Update Z



7 note MSD has signed non-legaily binding Letters of Intent with BNZ, GSNZ and SA

8 note that Cabinet Social Policy Committee authorised the Minister of Finance and the
Minister for Social Development o finalise the partnership agreement and pilot details
ISOC Min (13) 24/7 refers]

9 note MSD had g one year Grant in place with GSNZ to 30 June 2014 for $120,000 (in line
with SOC Min (13) 24/7) to cover establishment costs Wthh will support the
implementation of the community finance initiative

being developed by MSD in negotiation with GSNZ for the period 1 Jul 14 10 30 Ju
2017 for the on-going implementation of the comimunity finance initial) out
report and required in SOC Min (13) 24/7. \)

10 agree to the pilot details and proposad parameters of the Cutcome Agreement currently/\a

K;s

| 5 3108]]
Hon Pauiauaﬁn;‘;eﬁ =
Minister T6r Soci

'Da’te

féﬁ

tak
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Background
Govermment and Cabinet Social Policy Committee decisions

12 in 2012, the Expert Advisory Group on Solutions to Child Poverty recommended that
government investigate and implement a public-private-parinership micro-financing
model, as a mechanism o help low-income families access affordable credit and
effectively manage debtf. -

13 In Budget 2013, the Government announced it would explore ways fo port aktemm&
financing options for low-income people to prevent unsustainable \y ai!ev; its
impacts. @

e

14 COn 11 November 2013, Cabinet Sccial Policy Committee adréedthat the govdinmient's
interest in microfinance will be within the following high-iev%%meter SOCG\MiIn (13)
2417 refersl.

e the microfinance scheme will be targetad at mé pe
io unsustainable debt and unable ic abgks '

Ry
re vulnerable

nce) from reputable

sources e
e the microfinance scheme should nc@ / ors for assistance provided
¢l Wi =
by Work and Income (W ’\aﬁ ) ‘b/,\?
s government will not provide ab@i\ guara Aa@nd the provider of capital will
be expected to acknowledge tis

e the government will c@e fc oper @’i; if appropriate

e financial education/will bevftegra @ delivery of a microfinance scheme
e government role i eat learning and monitoring outcomes
tce 5

e the microfina C&C ems scalabie

= the mi ro schx dium-term commitment.
15 Cabinet Sedigl Policy Commities’also: :
hat =
a

8 w g:@ mé‘fa@%d pilot, pending negotiations with potential partners, is for a
gr.idan pro
i

Toffered in an area with a high number of psople on low incomes,
ve p tﬁ{{ié’ﬂders and suppoertive community organisations

@ agre; "@%eed with negotiations for a microfinance partnership and piiot

%\e@ t the partnership model would be initially with one financial institution
éfg?zé o non-governmental organisation

awthorised the Minister of Finance and the Minister for Social Development to
finalise the partnership agreement and pilot details.

@nance in New Zesaland

16 Microfinance is an emerging social and economic policy lever that removes barriers for
low-income peopie to access affordable credit. A number of small and scattered
initiatives dotted around New Zealand have developed to respond to local community
ngeads,

17 Challenges facing existing microfinance operators include: improving access to lending;
lifting the volume of lending, increasing the velue of lending (e.g. to support asset
building), and gathering information to inform development of microfinance within the
New Zesland context.
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Partnership negotiation process

18  As advised in our report to you (Minister Bennett), dated 31 January 2014

e at your requast, the Retirement Commissioner, Diane Maxwell, engaged with
potential pariners and led the thinking about a car loan product.’

e MSD held initial discussions with BNZ, Kiwibank and ASB in response to vour
Office writing to the Bankers Association on 18 November 2013, reguesting
expressions of interest from any financia!l institutions wanting to parner with
government and an NGO in the pilot scheme.’

e From those initial discussions: BNZ was inferested In partnering \Wi‘eh gavem
o deliver a car loan product, Klwgbank expressed interest in a\ﬁu{m paﬁ;mersmp j;zu%
B2y _and we undertook to ke&pxé\Wa{chsng ba\ef /éﬁ
then; activities; and ASB indicated l9{2 e N /
| lwanted to be kept up to date. No other financial W;&[ﬁ conﬁaat&d\f&S@ to

express interast in 5 plict scheme.

e  MSD confinued to work with BNZ as the pr@f@’r:ﬁad\ﬂnanmawr&ﬁlm partner,
through direct negotiations. BNZ had mmcated m@as ntewﬁhg\o\aﬁve fop a car
ioan product whether i was in pa{‘mershsp\mt}:r gg;v’mm nh or rspt This, coupled
with the tight timeframes associated w@t’f %?:téi/pﬂot an,d\ \ccmpiexst‘v of the car
loan product, meant that partneri W ) &n O@a \E{Qﬂ that had already
completed work on a car loan proquc\.i\ a\s\dés rabé&

19  Since that 31 January 2014 repot ami\fth;ther dls sions to daie, other partnership
members have now been confsrm@si\"(hese are quﬁ&pherd New Zealand, as BNZ's
preferred NGO partner ang--the Salvatio /Anmy Ras the on-the-ground community
provider. Their various roieS/\a{e b\overed Iat %repari

20  The partners continus {@\n@;\égu a{EQ o S}J port the successful implementation of the
ovided by August 2014,

initiative, with the firs ns\ef%ﬁec ﬁ
21 An anneounhce mﬁéf@ut/he was made on 5 May. A full ministerial launch of

the initiativ arimed for
{@ \) \/
Positive ‘K“ enw
Loan@? ®
NS

ﬁ\ \}ilscuss” @% Wity partners progress, there has been a positive enhancement made to
oag?pmﬂiu&:ﬁs to that originally envisaged in the November 2013 Cabinet Social
?otéc{\y mﬁr;@e*g paper (November paper), ‘Expanding the Reach of Microfinance’ [SOC

@ 24}7 refers].

? Retirement Commissioner engaged with:

« financial institutions: BNZ, ANZ, Kiwibank, ASE, Westpac, New Zesland Bankers' Association, New
Zealand Association of Credit Unions, and Financial Services Federation Board

¢ community and other organisations: Nge Tangate Trust, Good Shepherd, Budgeting Services, Veda
Advantage, Maori Women's Davelopment League, Pacific Island community representatives, the
Childrer’'s Cornmissioner,
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24

25

26

As per my verbal update to you {Minister Bennett) on 16 April 2014, two loan products
{not one} will be offered. The ne-interest loan will be for up to $1,000, over a term of up
to 18 months, for new essential housshold goods and services, The low-interast loan
will be for $1,000 to $5,000, at a rate of 6.99% for up to three years for cars and other
higher-cost assets,

The maximum value of 5,000 for the low-interest loans is lowsr than the $10,000
mentioned in the Novembser paper. Calcuiations have shown that a loan as high as
$10,000 would be unaffordable for people on low incomes, Whereas, $5,000 over three
years equates o an affordable payment of $36 per week,

As noted in the November paper, ressarch commissioned by the of Consum&
Affairs in 2007 found that among Pacific consumers in Souih Auckia ,\vszaf ann

the second most common form of loan obiained from fringeﬂq ﬁ%\{’éﬁes oa\ns ‘f;f)
purchase of everyday items). The community financs pr,@ ~will be a

people who are alienated from financial mstztut!ons/bank vu rferabie to reﬁa‘tory
fringe lenders.,

Discussions with pariners have also highi ighted jh@ \f%% of \avaliable two
complementary loan products to fit the diversel &reﬂm&tancgs\ %}«v income peaple.
This suite of products provides more of a oOan/of sy@bo%?o Jrfproved financial
management by having a stepped approa@ﬁ%s}snstaﬁo@s from the no-interast

loan and ‘graduating’ to the low- ;nterestAQaQ\ <\

in keeping with the November paper, ﬁ%\wm ensn\ ‘e\t%‘ the existing assistance being
provided via Wi Special Needs Grahts SNGQ &haf is heing proposed under the
i%m

cornmunity finance scheme Mcc ma;eﬁgb duplicated).

Those accessing SNGs v Wycﬁlenm not necessarily receiving a benefit but
are in a crisis situatiorhar am me re éi of assistance. Community finance loans
are expecied fo be/ y joped, mbmefpeopie not requiring crisis interventions, but
who are assei bu; ,a;hc: resp l{{g to life situations, such as seeking employment.
in terms of a ; urn of e SNGs are at the financial crisis end, while
communit a}\é’)Ms”furth e financial stability spectrum.

The Gan cts %o ered in two Auckiand locations — Manukau City and
aitakere

SN

©

6

&
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Parinership framework

30 The proposed framework pictured below shows the various relationships between the
four pariners and is based on the National Austraiia Bank / Good Shepherd Microfinance
Australian model. It is different from the thres-wav partnership envisaged in the
November paper.

-

Bitbrnontract

L MINIS TRY. OF SOCIAL
DEVELOPMENT -

ded under the community finance initiative and Wi

)
31 MSD will: / \»
e }é/ﬁ' i operating (sei-up and on-going) costs
o \-\3

gl inta?/f\a e with Wi, for example, where employment opporiunities have

'dentiffi;tb\%\ﬁ'géuére private fransport

AV . , . .
nitor evaluate progress in the first 12-month pilot period to understand
@ successAnd hivw best to scale up the initiative

esearch and evaluation programme that will inform future work in this
B

@ provide capital f:otaliing 510 million (over five vears)

design the loan products
e get business parameters for the loan products
» approve loan applications (for the low-interest product)
« support financial management aducation

« eslablish a communily finance team to support this initiative and work closely with
sommuhity pariners.
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35

36

GSNZ will:
» esiablish the systems and processes o support this initiative
e provide quality assurance through accrediting the community service provider (SA)
e provide training and support to SA
e« monitor and report on progress

¢ contribute to & research and evaiustion programme.

SA will:
¢ provide loan application assistance and on-going support to bor
+ provide financial management education
« monitor and report on progress.

The established partnership framework aliows for fut =) sca ility e pr{(f/ This
inchides the ability 0 add products {such as sawvi ngs’ (ﬁébt conso zdéf“ insurance)
and expand the reach of the community interface ,@b}f m\ &t of locations
and NGOs delivering the service). By establis u*ig /b Ckban @g& isation {GSNZ),
scalability of the piiot can be achieved while ;m/a W&sks \” —/

Al four partners will work {ogether to deveﬁ:\ \/ earc s fuation programme that

will inform future community finang W@e aevel ‘T@e?xt; he expectation is that

issues and opportunities will arise;\i’Q nitial v %é\of\ inpiementation and there will
8

need tc be a rigorous process Mmg, w\énpoﬁumtles and refining the

initiative in place. Q @
Proposed agreement pa @

37

38

MSD has sxgned (7 mte BNZ GSNZ and SA. These oulline how MSD
intends worki faith w e partners but do not create any legally binding
abligations,

In terms™of degally bmdm ractua arrangements, MSD had a one year Grant in
lacé\{gﬁh Zto \Lun 2614 for $120,00C (in fine with SOC Min (13} 24/7) to cover

@ nt cqﬁgw c\:’a’wr!l support the implementation of the community finance
V.

The A olt Qutcome Agreement with GSNZ is under development. The

@& Qf that OQuicome Agreement between MSD and GSNZ, to which
|, inciude;

ek o r
ﬂ‘xzr term from 1 July 2014 to 30 June 2017 covering on-going
g{ &@wta‘tion support throughout the term of the loans (three vears in total) in
épmg with the medium- to long-term intention of the initiative.

Furzdlng from MSD Baseline of $375,000 for 2014/15, $287,500 for 2015/16 and
200,000 for 2016/17.
C)

Further funding and the source of any further funding will be considered during the
review of the pilot

d} Delivery of a no-interest loan product (up to $1,000, for up to 18 months for new
essential household goods and services) and a low-interest loan product (between
31,000 to $5,000 at a rate of 6.99% for up to three years for cars and other higher-
cost assets).

e) Delivery of the loans in two Auckland locations — Manukau City and Henderson,
Wailakere.
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43

44

45

468

A three vear Outcome Agreement solely with GSNZ (who will then sub-contract services
to SA to provide the interface with borrowers) will ensure qualily of service, consistency
of lending process, and fuiure scalability of the initiative. As the main party, GSNZ will
be accountable for ensuring s sub-contracted party (SA) complies with any intelleciual
Property and tegal requirements, such as Anti-Money Laundering (AML} legislation.

The Outcome Agreement will be based on the MBIE streamlined contracting framework
and will be outcomes based {as opposed to culputs based) io snable flexibility and
innovation. The framework is used in confracting between government agencies and
NGCs, and is aimed at reducing duplication by government agencies and the
compliance cost burden on NGOs,

0
All partners in this initiative, including Government, have com é{:é/ﬁe pmg/ r%
microfinance in New Zealend. The substantial investment in % by B!\{Z\a
GSNZ in terms of capital and inteliectual Property is evadeqi/) ompla/‘{: N‘%ﬁt
1Z2-month pilot, if Government decides to re-evaluate K~ \aé' a pas’trre the
community finance initiative, this would need to be signailed™g the ers o allow
them to make adjustments for any business impacts. O =

Next steps @ % /
You (Minister Bennett) are launching the i @n 13 A@

gard!ng the launch.

MSD will continue to work with your W fster .\
in December 2014, MSD will prov paai 4

%ss to vou (Minister Bermett).

MSD will also provide a r% i 1 ennett} and Minister English at the
compietion of the prfot ’{ure

Future work wiil un{@g@ ua‘zm C’J fean product as agreed by Cabinet Social
Policy Commi e W|§I ms;ght infc whether the introduction of other

potential avyg under way on putting in place a structure fo inform
this eval

W\M” der the on-going role Governmerd shouid have in the
ce is fikely to be informed by the scale and nature of the problem

re%he ‘a% re in the New Zealand market.

specialised m euld be suitable in the lfong term, including a
Rs&;ﬁroduct
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