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4 November 2025 

 

 

Hon Simon Watts 

Minister of Revenue 

Parliament Buildings 

 

Dear Simon 

 

Budget 2026 is taking place in a tight fiscal environment and global uncertainty and 

therefore, it is crucial that we continue to maintain fiscal discipline to achieve a better 

future for New Zealand.   

 

On 29 September, we collectively agreed at Cabinet that Budget 2026 will progress the 

Government’s overarching goals in the following way [CAB-25-MIN-0340 refers]:  

• Most agencies and Ministers will need to manage cost pressures and other 

commitments within existing baselines  

• There will be limited funding for new initiatives and cost pressures, with a focus 

on meeting outstanding coalition commitments, and  

• Sufficient savings will need to be identified to fund the above priorities within or 

below the net $2.4 billion operating allowance. 

 

Following Cabinet, Budget Ministers have met and agreed on which initiatives to invite 

into Budget 2026. I am writing to you to outline the initiatives you have been invited to 

submit. 

 

Spending 

 

Budget Ministers are not inviting you to submit any spending initiatives and/or capital 

investments in Budget 2026 outside of those related to the Tax and Social Policy Work 

Programme. Although we recognise that your agency may be facing pressure on 

services and outputs, we consider that these pressures can be managed within your 

agency’s baseline. This includes any costs associated with the increase in KiwiSaver 

employer contributions.  

 

Tax and Social Policy Work Programme  

 

You and I last received advice on the Tax and Social Policy Work Programme (TSPWP) 

on 9 October. As part of that update, officials provided an indicative timeline of 

upcoming advice on the TSPWP items to support our consideration of what will be 

included in Budget 2026. 

 

These initiatives include a number of savings workstreams, such as shareholder loans, 

charities and bank-related tax policies. Treasury and the relevant agencies will work 

together to ensure that submissions reflect decisions made by relevant Ministers. 
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Treasury officials will include any invited streams of TSPWP work as part of the 

ongoing Budget process and incorporate any fiscal impacts as part of reporting on the 

overall Budget package.  

 

Working for Families  

 

You and I have received advice from officials on options for reform in Working for 

Families. Across reforms in welfare, Working for Families, and social housing, Budget 

Ministers are targeting to generate savings of  The Treasury and 

relevant agencies will work together to ensure that submissions reflect decisions made 

by relevant Ministers. 

 

Baseline reductions 

 

Budget Ministers have agreed to a baseline reduction of 2 per cent at Budget 2026 for 

most agencies. Annex A includes your savings target, outlines how targets have been 

calculated, and sets out guidance for how these targets should be met. We appreciate 

your ongoing work to identify credible options to deliver these savings. 

 

Further baseline reductions 

 

Beyond the 2026/27 financial year, and this initial baseline reduction, Ministers will 

need to continue work to achieve lower departmental costs in later years. 

 

This will require effort to, wherever appropriate, adopt modern digital delivery 

approaches – including the use of AI for more efficient service delivery, combining and 

streamlining back-office functions across agencies to reduce costs, enhancing 

workforce productivity rather than increasing personnel numbers, and stopping 

functions that do not directly improve public service delivery. 

 

The Public Service Commission has initiated a programme of work to support this 

reform across agencies. 

 

I am considering inviting other baseline reductions in outyears as part of this process, 

informed by the development of performance plans. The Minister for the Public Service 

and I will follow up with more detail shortly. 

 

Next steps  

 

The Treasury will be issuing guidance and templates for agencies shortly, which will 

include more detailed requirements for the Budget 2026 process, including my 

expectations around departments’ personnel expense growth.  

 

I invite you to write to me by Friday, 19 December providing a brief summary of your 

spending and/or savings submissions. I ask that your agency also submits initiatives 

(including those we have invited from the TSPWP) into the Treasury’s system by 1pm 

Friday, 19 December.  

 

The contents of this letter are Budget-Sensitive, and a reminder of Budget information 

security guidelines are annexed to this letter.  

 

[33]
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Thank you for your continued commitment to getting the Government’s books back in 

order and ensuring spending represents value for money. I look forward to receiving 

your submissions in December.  

 

Yours Sincerely,  

 

 
 

Hon Nicola Willis 

Minister of Finance 

 

Cc Peter Mersi, Commissioner and Chief Executive, Inland Revenue Department 
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Annex A – Budget 2026 savings parameters and invited initiatives – Inland 

Revenue 

Baseline Reduction 

As part of the Budget 2026 strategy and process, Cabinet authorised Budget Ministers 

to agree the parameters of a baseline reduction target [CAB-25-MIN-0340]. Budget 

Ministers have agreed to implement a baseline reduction of 2 per cent at Budget 2026.  

Your 2 per cent savings target is $15.8 million per annum. 

Options to achieve your savings target should: 

a. be presented as an individual savings initiative upon submission,  

b. include details on what the scaled or closed activities and programmes will 

be, and  

c. what appropriation changes are required to implement the savings. 

 

It is expected that this target will be implemented from the 2026/27 financial year 

onwards with a flat profile.  

Baseline reduction targets are based on the average baseline spend across the 

forecast period (2026/27 to 2029/30), as presented at Budget 2025, with certain 

expenditure areas excluded. This forms the agency’s eligible base. The methodology 

for exclusions is detailed below. 

Methodology for baseline reduction targets 

The following methodology has been used to calculate agency’s eligible bases, from 

which baseline reduction targets are derived: 

a. All departmental and non-departmental operating expenditure is in scope. 

b. The following non-discretionary or unsuitable expenditure areas are 

excluded from scope across all agencies: 

• Benefits or Related Expenses 

• Finance Costs  

• Permanent Legislative Authorities 

• Capital  

• Departmental third-party revenue/levy-funded, departmental revenue 

from other departments/State Owned Enterprises/Crown Entities, and 

other cost-recovered expenses (where these are known)  

• Most “Other Expenses” appropriations (except for where these have 

been identified as discretionary)  

• By exception, other case-by-case amounts of spending deemed 

unsuitable for including in an eligible base 
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c. Departmental depreciation has not been excluded up-front, and your 

agency will need to work with the Treasury to exclude the appropriate 

amount. 

Savings can be found from across the Vote.  

Areas to consider for identifying savings options 

The Government is committed to delivering a leaner, efficient public service by 

modernising operating models, digitising services, and focusing resources where they 

deliver the greatest value.   

In line with these goals, it is Budget Ministers’ strong expectation that targets should 

be, in the first instance, met from reductions in agencies’ operating costs, for example, 

through:  

a. Structural changes through consolidating Crown entities or back-office 

functions,  

b. Scaling or closing lower-value programmes or those not aligned with 

Government priorities, 

c. Departmental efficiencies (such as through realising benefits from 

digitisation or automation, reducing contractor and consultant spending), 

and  

d. Invest-to-save initiatives (where these are realistic, can be booked, and 

result in overall savings over the forecast period and that are ongoing). 

You can also put forward savings from third-party providers, but I expect you to 

carefully consider any reductions that may impact frontline services.
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Annex B: Information security guidelines  

 

Agencies providing advice to the Government in the interests of the New Zealand economy have the 

responsibility to ensure that information passing through their hands is actively managed in line with 

the sensitivity of the content, and complies with both the Protective Security Requirements (PSR) and 

the New Zealand Information Security Manual (NZISM). Improper exposure of Budget information 

impacts on the Government of the day, the political process, and departments.  

 

It is the responsibility of agencies to ensure that they have designed sufficient processes to manage 

the handling of BUDGET-SENSITIVE information. 

  

Correctly classifying Budget information  

 

Most Budget information should be IN-CONFIDENCE or BUDGET-SENSITIVE. It is important to 

avoid overclassifying information as classifications can become devalued or ignored if everything is 

overclassified.  

 

For instance, some information relating to Budget may be more appropriately classified as IN-

CONFIDENCE rather than BUDGET-SENSITIVE, such as information on individual initiatives that do 

not make reference to the overall Budget package, strategy and priorities, and is not otherwise 

sensitive.  

 

A high-level overview of the difference between the IN-CONFIDENCE and BUDGET- SENSITIVE 

classifications is provided in the table below.  

 

IN-CONFIDENCE   BUDGET-SENSITIVE   

IN-CONFIDENCE classification should be used 

when the compromise of information is likely to:   

• prejudice the maintenance of law and order;   

• impede the effective conduct of government; 

and   

• adversely affect the privacy of New Zealand 

citizens.   

  

The SENSITIVE security classification should be 

used when the compromise of information is 

likely to damage New Zealand’s interests or 

endanger the safety of its citizens. For instance, 

where compromise could:   

• endanger the safety of any person;   

• seriously damage the economy of New 

Zealand by prematurely disclosing decisions 

to change or continue government economic 

or financial policies; and   

• impede government negotiations (including 

commercial and industrial negotiations).   

 

More information can be found in the following resources:   

 

• Security classifications for policy and privacy information | Protective Security Requirements  

 

• PSR Guidelines for the Protection of Official Information: PSR Classification Quick Guides 

 

 

https://protectivesecurity.govt.nz/classification-system/overview/classifications/
https://protectivesecurity.govt.nz/assets/Classification/PSR-Classification_QuickGuides.pdf
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