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Net Worth 

Assets – Liabilities = Net Worth 
 
• Net Worth shows whether you are better off or 

worse off 
• Net worth results from the accrual basis of 

measurement, which.. 
• .. underpins all international systems of 

accounting and national income measurement 
(IFRS, IPSAS, SNA, GFS) 
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Illustrative Examples of Net Worth Impact 
Transaction(s) Impact on Cash Position Impact on Net Worth 
Borrow $1bn and hold 
proceeds in bank account 

Improves by $1b No change 

Invest $1bn in financial 
assets (bank stocks?) 

Declines by $1b No change 

Financial assets acquired for 
$1b lose 50% of their value 

No change Declines by $500m 

Borrow $1bn and spend 
proceeds on government 
services 

No change Declines by $1b 

Remunerate staff with 
$500m in salary payments 
and $250m in pension rights 

Declines by $500m Declines by $750m 
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Decisions? What decisions? 

• Investment and divestment decisions 
• Financing decisions 
• Risk management decisions 
• Production management decisions 
• Asset management decisions, including 

cash management 
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Without Net Worth Information… 

• Some decisions never addressed e.g. 
structure of balance sheet 

• Some decisions made poorly e.g. 
(ironically) cash management 

• Incentives are very different e.g. when to 
pay creditors 
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Real Examples of Decision Impact (1) 
ISSUE CASH TREATMENT ACCRUAL TREATMENT RESULT 
Ownership of 
commercial forests 

Received dividends from 
New Zealand Forest 
Products 

Significant volatility in value 
of assets, impacting net 
worth. 

Sale of most of the 
forests to remove 
exposure to 
commercial risk 

Settlement of Treaty 
claims 

Costs recognized as 
payments made over multi-
year period 

Recognized as liability and 
impacts net worth 
immediately when 
settlement reached. 

Greater focus in 
negotiating as full cost 
recognized 
immediately. 

Maintenance program for 
huts and tracks 

Cash outlays on track and 
hut construction and 
maintenance in the year 
they occur.  

Construction costs 
capitalized (recognized as 
assets) and depreciated; 
maintenance costs 
scheduled and charged to 
the year in which the work 
is carried out. 

More rational asset 
management– some 
facilities closed or not 
maintained, others 
invested in more 
heavily. 

Payment of invoices for 
services received 

Cost recognized when 
invoice paid. 

Cost recognized and 
reduction in net worth when 
the service is received. 

 Reduced scope for 
end of year 
manipulation. 
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Real Examples of Decision Impact (2) 

ISSUE CASH TREATMENT ACCRUAL TREATMENT RESULT 
Use of capital charge Treasury incurs interest 

costs 
Cost of capital levied on 
net worth of 
organization 

Rationalization of 
asset holdings – 
fine art to 
helicopters 

Asset replacement Cash appropriation 
required 

Flexibility within net 
worth constraint 

Asset replacement 
more systematic 
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Martin Wolf Sums It Up….. 
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In the US Context, at an Aggregate Level.. 
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Net Worth makes a Difference… 
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The Big Picture: 
 (for those who are short of time….) 
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Net Worth 

• A different view of 
the fiscal position 
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Why Are We Worse Off? 
 

Not in the operating cash 
flows, but in the value of 
some assets and liabilities 
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What’s the REAL 
Position? 

Both. 
The cash number 
reports cash result  
The net worth number 
reports overall position 
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So How Is It Going Then? 
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Key Net Worth Metrics 

• Net worth per capita   $NZ20,453 
• Net worth percentage of GDP      37.48% 
• Change in net worth (2014-15)    +14.30% 
• Average during 3 periods: 

o2000 – 2008   29.67% 
o2009 – 2012  -12.80% 
o2013 – 2015   15.56% 
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Good Fiscal Management at What Cost? 

• Economic Freedom 
 
 

• Social Progress 
 
 

• Corruption 

• Ease of Doing Business 
 
 

• Fiscal Space 
 
 

• Rule of Law 
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