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24 September 2010  

Budget Report: An Expenditure Savings Target as part of Budget 
2011 process 

Executive Summary 

Treasury’s advice on indicative allocations does not allow for an Emerging Priorities 
Contingency and suggests that it will be necessary to reprioritise current spending to create 
headroom for Budget 2011 and help manage pressure in outyears. 
 
Including a savings target in the Budget Process 
 
Changing the Budget process to incorporate an expenditure savings target has the potential 
to give Budget Ministers a greater degree of choice and would also support a move towards 
multi-year planning. It would encourage decisions that reduce total spending and so should 
not widen the gap between baselines and future pressures. 
 
It would help drive efficiency and effectiveness in the public sector by incentivising: 
 
• efficient administrative and support services and functions; 

• efficient front-line services; and 

• less expenditure on ineffective back-office and front-line programmes (service 

change). 

 
While the focus of savings should be on efficiency rather than scope of service provision, 
there will inevitably be some impact on services. Including a savings target within the 
Baseline Alignment Proposals (BAPs) will give Ministers the opportunity to ensure the focus 
remains as far as possible on efficiency. The savings target might be best presented as an 
efficiency dividend to ensure focus is placed on getting more efficient rather than doing less.  
 
It is, however, a crude approach and lead to risks of unforeseen service failure, possible 
reductions in agency capacity and headcount, an increased administrative burden on the 
budget process and reduced flexibility in the future. 
 
Should you not wish to introduce a savings target, an alternative would be to ask Vote 
Ministers to identify and offer up savings in a similar way to Budget 2009.  We consider this 
less likely to succeed. 
 
Design choices for implementing a savings target 
 
Should you choose to introduce a savings target, we would advise that: 
 
• it is as broad as possible – for maximum flexibility and equity across votes; 

• the rate is not set too high – to better manage the uncertain risks; 

• it runs for an extended period – reducing over time. We consider that a savings target 

of 2% in 2011/12, followed by 1% in each of 2012/13 and 2013/14 is most likely to be 

sustainable.  Including the effect of inflation, this would amount to an approximate 10% 

reduction in real terms over the period. 
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Initial estimates suggest that a savings target along these lines could release cash of a 
maximum of $320 million per annum from 2011/12.  In practice, savings are likely to be 
lower.  Any savings target can be scaled up or down to some degree. 

Recommended Action 

We recommend that you: 
 
a note that Treasury’s advice on indicative allocations within the operating allowance for 

Budget 2011 does not allow for an Emerging Priorities Contingency, as discussed by 
Budget Ministers on 21 September 2010; 

 
b note that an expenditure savings target has the potential to create headroom for 

priorities in Budget 2011, to help manage pressures in outyears, and return to surplus 
earlier than would otherwise be the case; 

 
c note that including a savings target will: 
 

1. help shift the focus to a four year strategy; 

2. help drive efficiency and effectiveness in the state sector; and 

3. give Ministers more options to change, reduce or stop programmes; 

 
d agree to 

 

1. a savings target as part of Budget 2011 (recommended option); 

 
 Agree/disagree. 

 
Or 
 
2. ask Ministers to include in Baseline Alignment Proposals (BAPs) their lowest 

priority spending as potential savings for re-allocation by Budget Ministers; 

 
 Agree/disagree. 

  
e agree that a savings target is incorporated into the BAP template (a draft of which is 

attached); 
 

Agree/disagree. 
  
Continue with recommendations f to l only if you have agreed to recommendation 
d(1): 
 
Scope 
 
f indicate the scope to which a savings target should apply: 
 

Options  Indicate  
1. Administrative and support (A&S) services  

2. Departmental expenses  

3. All output and other expenses (recommended option)  
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g agree that those sectors receiving an indicative allocation in Budget 2011 (Health, 
Education and Justice) will not be subject to the savings target; 

 
 Agree/disagree. 
 
h agree to exclude Vote Defence Force as a result of the recent review by Dr Roderick 

Deane; 
 

Agree/disagree. 
  
Rate 
 
i agree to apply a savings target at the following rates: 

 
1. 2011/12  2% 
2. 2012/13  1% 
3. 2013/14  1% 

 
Agree/disagree. 

 
j note that an appeals process will be necessary to mitigate unforeseen effects of a 

savings target; 
 

k direct Treasury to include reference to a savings target in the draft Budget Strategy 
Cabinet paper; 
 
Yes/no. 
 

l refer this report to the Prime Minister and the Minister of State Services. 
 

Yes/no. 
 
 

 
 
 
 
Colin Lynch 
Deputy Secretary 
for Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Budget Report: An Expenditure Savings Target as part of Budget 
2011 process 

Purpose of Report 

1. This report is in two parts. 
 

2. Part One:  
 

a. recommends that you adopt a savings target to help you achieve your fiscal 

strategy for Budget 2011 and as part of future budgets;  

b. shows how a savings target would affect the Budget process, particularly the 

Baseline Alignment Proposals (BAPs); and 

c. seeks a decision on whether to:  

• adopt a savings target for Budget 2011; or 

• ask Vote Ministers to offer up savings in their BAPs for re-allocation by 

Budget Ministers. 

 
3. Part Two outlines detailed design options for implementing a savings target. It also 

provides an indication of the level of expected savings.  

Part One: Including a savings target in the Budget process 

Need for a savings target 

4. In their meeting on 21 September, Budget Ministers agreed that Budget 2011 BAPs 
would have a four year strategic focus.  Ministers also discussed other potential calls 
on the Budget operating allowance, for example the absence of an Emerging Priorities 
Contingency.  Further potential calls of any size cannot be incorporated within the 
current operating allowance unless other items are reprioritised. 
 

5. Treasury’s Briefing for First Budget Ministers’ Meeting [BR2010/16] set out our 
recommended indicative allocations.  We recommended allocations for the Health, 
Education and Justice sectors and that the rest of the allowance is set aside for FMA 
revisions and a contingency.  This does not leave Ministers with any scope for new 
initiatives without savings or reprioritisation within votes.  A savings target would allow 
Ministers some scope for reprioritisation across votes and would free up funding for 
other priorities. Treasury’s advice continues to be that we should return to surplus as 
soon as possible. 
 

6. If genuine savings are realised, this would also contribute to emerging pressures in 
outyears and potentially to an earlier return to surplus. However, it will not completely 
resolve future spending pressures.  A better way to manage the impact of a tight fiscal 
strategy on its priority outcomes could be to set an expenditure direction that better 
aligns expenditure with priorities [T2010/1446 refers].  However, in the short term a 
savings target is the most practical alternative. 
 

7. Should the savings target be multi-year, it will also help shift the focus to a four year 
strategy by prompting Ministers and agencies to plan for reduced baselines in future 
years.  A multi-year target can also be embedded more easily within the budget 
process.  
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8. In addition to assisting with fiscal strategy, a savings target will also help drive 

efficiency and effectiveness in the public sector by incentivising: 
 

• efficient administrative and support services; 

• efficient front-line services; and 

• less expenditure on ineffective and low value back-office and front-line 

programmes (service change). 

 
9. A savings target will help expose choices and trade-offs.  Requiring Ministers to offer 

up their least efficient or effective expenditure will go some way toward revealing the 
level of inefficiencies within the vote.   

 

How a savings target will affect the Budget process 

10. Anecdotal evidence suggests that many agencies will not be surprised by a savings 
target.  If you are prepared to consider a savings target, announcing it now would give 
agencies as long a lead time as possible to factor savings into their plans. 
 

11. The Budget process is the most appropriate vehicle through which to implement a 
savings target.  Information on how the savings target would be implemented would be 
collected through the BAPs.  A savings target will be mandated through a reduction in 
appropriations and agencies will be asked to outline the changes that will be made to 
live within the new baselines and the risks they face.   
 

12. We anticipate that the purpose, expectations, rules and processes around a savings 
target would be covered in Budget 2011 guidance.  Budget guidance would set out 
specifics on the types of appropriations that the target applies to and a set of rules for 
exclusion of appropriations that do not lend themselves well to a savings target (e.g., 
finance costs and debt impairments).  It would in particular flesh out many of the points 
around the definition of savings in paras 53-58 below. 
 

13. When BAPs are submitted, you and the other Budget Ministers will have the 
opportunity to accept or reject proposed savings. You will also have the opportunity to 
ask Ministers to have another look at the savings they have offered if you think they 
are undesirable or unrealistic. Alternatively, you could ask them to come back to 
Cabinet with revised savings proposals.  
 

14. We have attached a draft BAP template (Annex 1) to show you how a savings target 
could work in practice to help you achieve your objectives for Budget 2011.  We 
recommend that you agree to adopt a savings target and that it be progressed through 
the BAP process.  If you agree, we will include guidance on a savings target in the 
BAP guidance which will be published with the general Budget 2011 guidance in early 
October. 
 

15. Final decisions on the savings will be made through the Budget process. The SEG will 
have an opportunity to review draft BAPs and provide feedback to their Chief 
Executive colleagues.  The second Budget Ministers meeting will be an opportunity to 
decline and accept some savings proposals early and signal which proposals you 
would like to see brought before Cabinet for further consideration. Budget Ministers 
may want to ask for more options or make suggestions about what further detail might 
be brought to Cabinet.  Alternatively, you may want to recommend that Cabinet 
commission an external review, such as that recently carried out by Dr Roderick 
Deane on the New Zealand Defence Force. 
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Alternative to a savings target as a part of Budget 2011 process 

16. If you choose not to adopt a savings target for Budget 2011, we recommend that 
instead you ask Vote Ministers to offer up savings in their BAPs for re-allocation by 
Budget Ministers.  Without a strong signal that savings are required, we do not expect 
that significant savings will be found, though it may free up funding in some Votes. 
 

17. This is not Treasury’s preferred option because we do not think it will drive efficiencies 
sufficiently hard.  We consider it likely that on receipt of the BAPs you would face 
funding bids in excess of the available operating allowance.  To meet your fiscal 
strategy you would then be faced with attempting to introduce a savings target at short 
notice or reprioritising spending across existing services in a less systematic way. 

Risks 

18. Risks associated with a savings target that can partly be addressed through careful 
design of the target include: 

 
• Inability to identify sufficient savings, particularly in later years when the easiest 

wins are exhausted; 

• Conversely, the savings target may be set too low – meaning that savings which 

could have been identified are missing; 

• Administrative burden – on Ministers, agencies and the Treasury, particularly if a 

high level of appeals for special treatment are received; 

• Budget Ministers may choose not to accept savings offered; and 

• Relationship breakdowns - for example, industrial relations issues or the risk that 

agency management may resign rather than seek further savings. 

 
19. Other risks will be more difficult to address: 

 
• Unforeseen service failure – agencies may not be able to accurately predict the 

impact of savings and the precise point at which they will hit the ‘frontline’ and 

may choose to carry increased levels of risk.  This is particularly the case for 

agencies that are already relying on internal efficiency reviews to mitigate 

pressures in outyears; 

• The level of savings required is likely to lead to real cuts in agency capability and 

to a reduction in headcount; 

• There will be mismatched incentives between Budget Ministers and agencies.  

Chief Executives could seek to offer up impractical savings ideas, to manipulate 

the savings definition or to trade off between high priorities; 

• A savings target may be seen as a crude, ad-hoc measure; and 

• Savings measures agreed may reduce the flexibility for future, more wide 

ranging policy choices – for example, through the lack of capability to make 

service delivery reforms or changes to the way in which administrative and 

support services are delivered. 

 

20. We suggest that careful communication of the Government’s expectations can mitigate 
these risks to an extent.  
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21. As a savings target is unlikely to be agreed immediately, the Budget Process will 
potentially need to be delayed to allow Ministers and Chief Executives sufficient time to 
complete BAPs.  

Part Two: Design choices for implementing a savings target 

Continue with Part Two only if you are considering implementing a savings target 
 
22. There are three key features that need to be considered when designing a savings 

target. These are:  
 

a. Scope – how broadly the target applies; 

b. Rate – how much spending will reduce; and 

c. Timeframe – one off reduction or multi-year track. 

 
23. The type of target and amount of savings generated are dependent on choices made 

on these variables. 

Scope 

24. Given the nature and policy settings that govern some areas of expenditure, treating 
all baselines and appropriation types in the same way is not the best way to achieve 
the objectives of a savings target.  This section assesses whether a savings target is a 
useful and suitable way to incentivise efficiency gains and find savings for:  

 
• different types of expenditure; 

• the balance sheet; and 

• different sectors. 

 
Types of expenditure  
 
25. We recommend appropriations rather than Core Crown expense categories as a basis 

for applying a savings target because decision rights and accountability lines are 
structured around appropriations rather than expense categories.  A savings target on 
votes and appropriations would therefore be simpler to communicate, monitor and 
implement.  Annex 2 provides a summary of the types of appropriations, an 
assessment of the applicability of a savings target and an indication of the level of 
savings that could be sought through a savings target if it were applied.  The 
assessment suggests that there are three broad options for the type of expenditure to 
which a savings target could logically apply – administrative and support services, 
departmental expenses only or all output and other expenses. 

 
Balance sheet  
 
26. An operating savings target would also incentivise agencies to reconsider efficient use 

of capital as reducing the operating costs of capital (depreciation and capital charge) 
would count against the savings target.  Agencies could choose to lower their forecast 
capital expenditure or to dispose of surplus assets to lower depreciation funding 
requirements and capital charge.  With the operating costs of capital within the scope 
of the savings target, agencies can choose between adjusting their capital or labour 
resources to find efficiencies to meet the operating target.  
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27.                                                                                    
                                                                               
                                                                               
                     

 
28. Capital charge already provides some incentives for agencies to use their capital 

resources efficiently.  A savings target is consistent with and reinforces recent capital 
charge decisions.  

 
Sectors  
 
29. All sectors warrant efficiency incentives but not all sectors or votes should necessarily 

see an overall reduction in appropriations, particularly those that will receive an 
allocation through the Budget.  The three major sectors (Health, Education, Justice) 
are not obvious candidates for significant fiscal savings because we will keep investing 
in them given the pressures they face. 

 
30. The choice to treat the big sectors differently does not presume we do not consider 

there to be no efficiency gains in these sectors.  On the contrary, the big sectors have 
the greatest potential to ease pressure on the Budget allowances and there is 
definitely room for efficiency and effectiveness improvements.  

 
31. Instead of a savings target, we see a tight budget constraint as the most effective 

mechanism for driving efficiencies and living within the fiscal strategy in these sectors.  
A tight allocation will put pressure on the Vote Minister and Chief Executive to manage 
efficiently and effectively.  The indicative allocations recommended under the current 
fiscal strategy [BR2010/16 refers] will likely require either savings or efficiencies to be 
found to enable them to meet their pressures and live within their funding track.  

 
32. We would, however, recommend including departmental appropriations for the big 

sectors, particularly if they are not likely to receive an increase in funding (such as 
Vote Health departmental expenses). Savings from departmental expenditure for the 
big votes would be returned to the centre.  

 
33. Sectors that have recently undergone external review leading to efficiency savings 

greater than that envisaged by the savings target are also strong candidates for 
exclusion.  The obvious example is the recent review of the New Zealand Defence 
Force by Dr Roderick Deane. 

 
Summary of scope options 
 
34. This leaves three broad options for the scope of a savings target. The pros and cons of 

the options are outlined in the table on the following page.  

[2]
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Savings 

Target scope 

Targeted baseline Pros Cons 

Option 1 

Administrative 

and Support 

(A&S) Services  

All public and non-

public service 

departments, Crown 

agents and other 

Crown Entities 

excluding DHBs, 

schools and Tertiary 

institutions 

• Good information base 

that indicates some low 

value spending 

• Lower risk of service 

failure 

• Relatively simple to 

administer 

• Demonstrates ‘quick 

wins’ from Better 

Administrative and 

Support Services (BASS) 

process 

• Coverage and incentives to find 

efficiencies limited to A&S 

services 

• Hence, does not fully incentivise 

capital use efficiency 

improvements (excludes capital 

charge) or efficient frontline 

services 

• Risk of debate around exact 

definition of A&S 

• Could be difficult to assess the 

nature of the savings 

• Agency specific savings could 

make longer term wins from 

moving to whole of government 

processes more difficult in 

medium term 

• Will reduce degree of 

collaboration in BASS process  

Option 2 

Departmental 

expense 

appropriations 

All departmental 

appropriations for all 

Votes 

• Consistent with focus on 

core government 

administration 

• Some inconsistency in treatment 

of “front-line” and “back-office” 

services 

• Errors in appropriation 

classifications likely to lead to 

incomplete coverage across 

departments 

• Does not lead to efficient “front-

line” services 

• Coverage limited – captures part 

of A&S services and includes 

some front-line services 

Option 3 

All 

departmental 

and non-

departmental 

output and 

other 

expenses  

 

(recommended 

option) 

All output and other 

expenses for all Votes 

except areas which 

we expect to grow 

(non-departmental 

health and education 

expenditure)  and 

appropriations which 

are similar to benefits 

or borrowing costs 

• Incentivises efficiency 

and effectiveness gains 

across large service area 

• Largest potential savings 

level 

• Consistent with 

responsibility model for 

Chief Executives 

• Most complex design options 

• Greatest risk of service failure 

• More programmes will be 

affected, with greater agency 

and ministerial incentives to 

seek exemption 

• Potentially high administrative 

cost as the number of appeals 

(particularly for other expenses) 

could be high 

• Excludes largest spending areas 

(health & education) but 

pressure could be replicated 

through tight budget constraint 

 



 

11 
 

35. On balance, Treasury recommends option 3 because it incentivises efficiency over the 
greatest practical amount of spending.  This would cover departmental and non-
departmental output and other expense appropriations, excluding sectors receiving an 
indicative allocation and Vote Defence Force.  

 
36. There will be some appropriations which do not lend themselves well to a savings 

target (i.e. finance costs) or which are already efficient.  An appeals process could be 
established to manage these exceptions; this is discussed in more detail at para 52 
below. 

Rate 

37. The rate should depend on a combined assessment of: 

a. likely inefficiencies in the system and potential for productivity improvement; and  

b. the level of savings that is sought for new initiatives.    

 
38. Agencies will have different starting points.  If Treasury’s information base was 

sufficiently robust we would recommend variable rates to take account of this.  
Variable rates would more closely represent the level of inefficiency in the vote and be 
more likely to put the right level of incentives on agencies.  However, we are not well 
placed to make fine judgements between votes and the incentives for agencies would 
be to reduce the target applied to them rather than find savings.  This option would 
also have more complex administration costs.  For these reasons we do not consider a 
variable target to be desirable. 

 
39. However, recognising that agencies do come from a different starting point is 

important.  We recommend allowing agencies to appeal the target in cases where it is 
not easy or possible to get efficiency savings out of some appropriations. 

 
Assessment of inefficiency 
 
40. The BASS programme has measured the performance (cost and quality) of A&S 

services in 14 agencies.  Extrapolating across the state sector suggests estimated 
potential savings of $475 million annually, with strong indicators of potential savings for 
some functions (ICT, HR and property).  Realising the full extent of these savings will 
take some years.    
 

41. Empirical evidence suggests public sector productivity could plausibly range between  
-0.3% and 0.7%1. Treasury assumed a mid-point estimate of 0.3% public sector 
productivity in the Long Term Fiscal Statement.  
 

42. The current fiscal position has led to significant work being done across countries to 
find savings and to improve government debt positions. The size of fiscal adjustments 
announced by governments ranges from 3.2% to 11.3% of GDP (T2010/1653 refers).  
Most of these adjustments include a savings component although the details are not 
necessarily clear.  

 
43. In 2007/08 HM Treasury introduced a 3% year-on-year (over 3 years), net, cash-

releasing savings target for all Government departments.  Departments were required 
to complete value for money plans highlighting the intended efficiencies, for approval 
by HM Treasury in line with guidance and methodology.  The target resulted in £30 
billion of value for money savings, later increased to £35 billion by 2010/11. 

                                                
1
 Challenges and Choices: New Zealand’s Long-Term Fiscal Statement, page 33. 
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44. While the focus of savings should be on efficiency rather than scope of service 

provision, there will inevitably be some impact on services. Within New Zealand, fixed 
nominal baselines imply efficiency gains of at least inflation. However, in the past New 
Zealand has often compensated sectors for wages and inflation (as well as 
demographic change).  
 

45. A savings target would operate cumulatively, so high levels of savings would not be 
feasible for long periods of time.  That suggests that the level at which a target is set 
should be time-specific and modest.  A savings target of 2% in 2011, followed by 1% in 
each of 2012 and 2013 would, for example, amount to a cut in real terms of around 
10% at a 2% inflation rate. 

 
46. The table below summarises the potential maximum savings that Treasury considers 

could be sought from different savings rates for the three scope options outlined 
above. The maximum savings indicated are less than the total shown for appropriation 
classes in Annex 2 as we do not recommend that a savings applies to all appropriation 
classes. 

 

Savings Target 

options  
Targeted baseline 

Target 

level 

options 

Approx. 

maximum 

savings per 

annum
2
 

Option 1 

Administrative and 

Support Services  

All public and non-public service 

departments, Crown agents and other 

Crown Entities excluding DHBs, schools 

and Tertiary institutions 

3% $70m3 

5% $117m 

Option 2 

Departmental expense 

appropriations 

All departmental appropriations for all 

Votes 

1% $125m 

2% $250m 

3% $375m 

Option 3
4
 

All departmental and 

non-departmental 

output and other 

expenses  

All output and other expenses for all 

Votes except areas which we expect to 

grow (non-departmental health and 

education expenditure) and 

appropriations which are similar to 

benefits or borrowing costs. 

1% $160m 

2% $320m 

3% $480m 

 
47. Overall, we recommend taking a broad base but relatively low rate.  Our judgement is 

that a savings target of 2% in 2011/12, followed by 1% in each of 2012/13 and 2013/14 
is most likely to be sustainable.  We would recommend that you review all aspects of 

                                                
2
 These savings are the maximum possible level of savings. Actual savings from a target of this level 

and scope will likely be lower as a result of appeals and after taking into account reviews in progress 
and decisions already made.  
3
 Option 1 savings are estimated on FY 2008/09 data from 14 agencies. These findings may not 

reflect the current performance of agencies across the State sector if (i) significant improvements 
have been made in FY 2009/100 or (ii) the measured agencies do not represent the performance of 
the wider group of agencies to which BASS has extrapolated. The estimates are also sensitive to the 
variability in the results in measured agencies.  
4
 Note the figures for Option 3 are somewhat lower than in Aide Memoire: A Savings Target for 

Budget 2011 (15 September 2011) because we have excluded potential savings for expenditure in 
Votes Revenue, Finance and Social Development similar in nature to benefits and borrowing 
costs/debt impairments.  We have also excluded the Justice sector from these numbers as they are 
likely to get a baseline increase, and Vote Defence force as it has recently undergone an efficiency 
review.  
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the savings target before committing to including the additional reductions in Budgets 
2012 and 2013.   

Timeframe  

48. The most appropriate timeframe for a savings target will depend on whether you see 
the main purpose of the target as being to meet your current fiscal strategy for Budget 
2011 only or to drive for efficiency in the state sector.  A short term target (one-year) is 
likely to achieve quick wins but may not lead to a shift in culture towards greater 
efficiency in service delivery within the public sector.  The table below outline the pros 
and cons of a one-year versus a three-year savings target. 

 
Timeframe 
options 

Pros Cons 

One-year 
savings target  
 

• Would help manage the fiscal 
costs of Budget 2011  

• Would mostly achieve quick-wins 

• Not likely to get much of a 
culture shift towards a 
more efficient state sector 

• Appears ad-hoc 
• May make hard policy 

choices more difficult in 
future years if savings 
remove options 

Savings target 
for 3-years 
 

• Can be viewed as integral to 
budget process 

• Would start to see a culture 
change towards greater 
efficiency 

• Would likely start to see some 
shifts in service delivery 
mechanisms 

• Consistent with multi-year 
planning 

• Pressures are only likely to 
intensify over time 

• Savings would become 
progressively more 
difficult to find in later 
years 

• Forcing efficiencies now 
may be inconsistent with 
the longer-term objectives 
of BASS for whole of 
government solutions. 

 
49. While a longer timeframe is possible, the rate may need to be lowered and it could be 

argued that maintaining flat nominal baselines would be sufficient for a long-term drive 
towards greater efficiency.  

 
50. Overall we recommend a three year timeframe because it gives sufficient lead time to 

become embedded in the Budget process and pressures in future years are likely to 
intensify.   

Appeals Process 

51. The Budget process is the most appropriate vehicle through which to implement a 
savings target, and this is discussed at paras 10-15.  There are however design issues 
to consider around any appeals process. 
 

52. We anticipate that a savings target will create a substantial administrative workload for 
Ministers, agencies and the Treasury.  There will be substantial push back, which for 
some appropriations will be justified.  We recommend establishing a process of appeal 
to recognise that there may be some appropriations which should be excluded from 
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the savings target and that sectors have different starting points.  That appeals 
process should not appear to be an attractive alternative to finding savings.  We 
recommend a two stage process of appeal: 

 
a. Mechanical appeals: Treasury could agree to exclude appropriations which are 

clearly not suited to a savings target (such as benefits and finance costs which 
agencies have very little ability to control).  

b. Appeals requiring judgement: these will primarily be against the level and base of 
the target – where an agency does not find sufficient efficiency savings.  We 
suggest in this case that Treasury and SEG recommend to Cabinet whether the 
target should apply.  If the target is not applied, Cabinet could explicitly consider 
whether an external review (such as that of the Defence Force by Dr Deane) 
should be commissioned as an alternative. 

Savings Rules and Criteria 

53. There is a risk that items which are not true savings will be claimed as meeting the 
target.  To prevent this, we will need to provide guidance on the type of savings and 
changes sought.  Some general rules and considerations:  

 
• The savings target will also need to be consistent with previous decisions which 

have required agencies to absorb costs. 

• Changes must be real and cash-releasing – agencies will be required to manage 

within reduced levels of appropriations. Cost avoidance or managing pressure 

does not count as a savings. 

• Savings and changes must be ongoing, not one-off, as the target would lead to a 

permanent reduction in baselines. This would mean underspends would not 

count against the target.  

• There will need to be some rules around technical details such as how cost-

recovered services and expenses are treated and acceptable levels of levy 

increases.  

 
54. There are a number of decisions pending which could require agencies to absorb 

pressures without compensation.  For consistency with the overall objectives of a 
savings target, and to ensure that the target is as equitable as possible, any decision 
to require agencies to absorb real costs should consider the impact on the savings 
target and ensure consistency with the overall approach. In general we would expect 
decisions not to devolve funding or compensate agencies for initial or baseline impacts 
would count against the savings target. However, future or ongoing changes and 
pressures (inflationary-type pressure) would need to be managed by agencies as any 
other payroll or inflation expense. 
 

55. One decision which potentially falls into this category of which we are aware is around 
the Government Superannuation Fund (GSF).  The Government has agreed to fund 
the 2010/11 increase in employer contributions but not the increase for the outyears 
[CAB Min (10) 13/5 refers].  One option is for any funding required beyond 2010/11 to 
count towards the savings target. 

 
56. There are also a number of options around the present centralised funding that is 

provided for the State Sector Retirement Savings Scheme (SSRSS) and KiwiSaver. 
Funding for these schemes is not part of departmental baselines and is instead funded 
through Vote State Services. Options around this present centralised funding include: 
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• Devolving the present level of centralised funding ($180 million approximately in 

2010/11) to agencies and requiring them to absorb any increases within 

baselines (with these increases counting, or not counting, towards the savings 

target); 

• Devolving responsibility for funding the SSRSS and KiwiSaver employer 

contributions to agencies, without any compensatory funding increase. There are 

significant differences in the impact of such a change due to different levels of 

enrolment or the provision of alternative schemes in some departments or Crown 

agencies. The resulting impact would count towards the savings target for these 

agencies. 

 
57. There are also a number of reviews underway, such as the Review of Policy Advice 

led by Graham Scott, and the BASS programme, which may lead to decisions to 
reduce expenditure or provide information on areas where departments can find 
savings.  Again, for equity reasons: 

  
• Decisions from these reviews which lead to savings will count against the 

savings target;5  and  

• Agencies can choose to make changes based on information from the reviews 

and BASS and they can count any resulting cash releasing savings towards the 

target.   

 
58. Treatment of cost-recovered services and expenses, and levies will need to be 

considered separately.  Passing additional costs on to users is not in itself a saving – 
in general we would seek to maintain current principles and ratios.  If services can be 
provided more cheaply then the amount of cash released would count as a saving. We 
will refine this treatment before the introduction of any savings target. 

 
 

                                                
5
 If these reviews identify savings above the 2% target level for 2011, we would recommend these be 

retained in the vote to help manage pressures.  They would be expected to be identified for the 
second or third year of the savings target. 
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Section 1: New Baseline and Summary of Changes 
 
New Baseline for Budget 2011 
 
$m 2010/11 2011/12 2012/13 2013/14 2014/15 

Current Baseline  
xxx xxx xxx xxx xxx 

2011 Savings target / indicative 
allocation: - (xxx) or xxx (xxx) or xxx (xxx) or xxx (xxx) or xxx 

New baseline 
xxx xxx xxx xxx xxx 

 
Indicative Baseline for Budgets 2012 and 2013 
 
$m 2011/12 2012/13 2013/14 2014/15 

2012/2013 savings targets / assumed 
indicative allocation xxx xxx xxx xxx 

New baseline 
xxx xxx xxx xxx 

 
[The paragraph below has been prepared on the basis that you agree to 
recommendation d (1)] 
 
The savings target is planned to apply for a period of three years: an initial target of 2% in 
2011/12, followed by 1% in each of 2012/13 and 2013/14.  It is to be applied to all votes 
except those receiving an indicative allocation or otherwise excluded due to external review.6  
The target is set at the vote level but the calculation will be done on the basis of 
departmental and non-departmental output and other expense appropriations with some 
technical exceptions for some appropriations (see Budget guidance for details). Votes that 
received an indicative allocation in Budget 2011 may assume the same indicative allocation 
in outyears but note that this funding is not guaranteed.  The target is not explicitly related to 
capital, but captures any changes to forecast capital expenditure and/or surplus assets via 
the impact on capital charge and depreciation expenses. 
 
 
 
Summary of Proposed Changes 
 
Describe what will be new or different in the Vote(s) for the forecast period within your new 
baseline: 
 
Programme (name and brief description)  Impact ($000s) 

2010/11 2011/12 2012/13 2013/14 2014/15 
Priority 1 xxx xxx xxx xxx xxx 

Priority 2 xxx xxx xxx xxx xxx 

… xxx xxx xxx xxx xxx 

Pressure 1 xxx xxx xxx xxx xxx 

Pressure 2  xxx xxx xxx xxx xxx 

… xxx xxx xxx xxx xxx 

Reprioritisation 1 (xxx) (xxx) (xxx) (xxx) (xxx) 

                                                
6
 Vote Defence Force is the only vote in this latter category. 
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Reprioritisation 2 (xxx) (xxx) (xxx) (xxx) (xxx) 

… (xxx) (xxx) (xxx) (xxx) (xxx) 

Total (should equal the savings target or 
indicative allocation from table above) 

(xxx) (xxx) (xxx) (xxx) (xxx) 

 
Summary of changes to meet Budgets 2012 and 2013 targets 
 
Briefly describe how you intend to meet the indicative targets for Budgets 2012 and 2013. 
 

• What will be new or different? 

• What will stop or reduce? (i.e. impact on FTE numbers, service delivery and risks) 

 

Capital 

List the capital projects that are seeking funding in Budget 2011 (note that associated 
operating funding should be in the table above as a pressure): 
 
Project (name and brief 
description) 

Purpose (i.e. replacement 
asset, meet demand) 

Impact ($000s) 

2011/12 2011/12 2011/12 2011/12 

  xxx xxx xxx xxx 

  xxx xxx xxx xxx 
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Section 2: Alignment to Government Priorities and Vote Strategy 
 
Use this section to set out your priorities for the Vote over 2011/12 and the next three 
financial years. 
 
Please keep the discussion at a high level (1-2 pages of plain English) so your colleagues 
can understand and test your priorities and why those priorities and trade offs have been 
chosen. 
 
The information in this section will be used to assess the merit of the proposals for 
reprioritisation and efficiency and effectiveness savings in section 4. 
 
Please discuss: 
 
Priorities 
 
1. What you intend to achieve over the next four years (as outlined in the priorities letter 

agreed with the Prime Minister and as presented to ECC). 

2. How they link to the Government’s fiscal strategy and the Government’s priorities? 

3. What are the activities within your vote that contribute least to Government’s priorities? 

Strategy 

1. What are the critical things that have to happen to achieve your intentions? This explains 

the logic of how you will achieve your priorities. 

2. What are you choosing to stop? And why?  

3. What risks (fiscal and policy) do these changes give rise to and how will you mitigate 

them?
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Section 3: Pressures 

Use this section to set out the fiscal pressures facing the Vote(s) over the forecast period.  

This section should cover pressures facing both operating and capital expenditure.  

Operating expenditure 

Please discuss: 

1. The pressures facing the Vote(s) over the forecast period. 

2. The drivers of costs in the Vote(s) (e.g. inflation/price pressure, demographic changes, 

one-off pressures). 

3. What are the consequences of not funding these pressures with new money? 

4. The measures being put in place to manage these pressures.  

Capital 

Please discuss: 

1. The capital pressures facing the Vote(s) (for capital intensive agencies you can use what 

you have prepared for your capital intentions report). 

2. The scale and type of pressures facing the Vote(s) (e.g. meet demand, replacement of 

existing assets etc). 

3. What are the consequences of not funding these pressures with new money? 

4. How these pressures could be managed within the Vote(s) (e.g. balance sheet 

management).  
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Section 4: Proposed Changes (Reprioritisation) 
Use this section to set out in detail what reprioritisation is needed in the Vote to achieve your 
priorities within the total operating and capital funding (new baseline) available to the Vote.  
 
What would be new or increased? 
 
Please include 1-2 paragraphs for each new or increased activity that you propose within the 
Vote. 
 
For each new or increased activity, please discuss: 
 
1. What exactly is new or different compared to what is currently being delivered? 

2. The contribution of the activity to your priorities (i.e., as set out in section 1). 

3. Summary of information supporting the proposed changes (see next paragraph). 

For the information referred to in point 3 (above), the analysis that supports a proposed 
change in activity should be appropriate to the significance of the proposal. This analysis 
does not need to be included in full in this template.  Analysis supporting a proposed change 
should cover the basic questions of intervention logic; options analysis; and how the new 
activity will be implemented and evaluated. In some cases, a full business case will be 
appropriate.  
 
What would be different? 
 
Please include 1-2 paragraphs for each activity that you propose to change and/or make 
more efficient or effective. 
 
For each activity, please discuss: 
 
1. How efficiencies can be made (eg, how the activity can operate with reduced funding);  

2. Why the activity could be reduced while still being effective; and 

3. What are the effects of changing or decreasing the activity? Are there risks and if so, do 

they need to be mitigated? 

What would stop or decrease? 
 
Please include 1-2 paragraphs for each activity that you propose to cease or decrease within 
the Vote. 
 
For each activity, please discuss: 
 
1. The reason why the activity is not effective, of lower value or not aligned with priorities (ie, 

why it does not align with the priorities in section 1). 

2. What are the effects or stopping or decreasing the activity? Are there risks and if so, do 

they need to be mitigated? 
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Section 5: Summary of Financial Movements 
 
This section details the changes to appropriations (including new appropriations) which are 
required to deliver the savings and reprioritisation set out in section 3.  
 
Departments should generate this report from CFISnet. 
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Annex 2: Assessment of expenditure by area and appropriation type 
 
Areas of expenditure Explanation Comment – appropriateness for a savings 

target 
Savings Target7 

3% 
($000) 

5% 
($000) 

Administrative and 
Support (A&S) Services 

Operating expenditure of 
public service and non-public 
service departments. 

Departments have significant control over A&S 
services.  The BASS project has good data 
outlining distance from best practice for a 
subset of agencies.  A target would apply only 
to administrative and support services (back-
office type services) but would be across most 
of the state sector.  

70, 0008 117, 000 

Appropriation Types Explanation Comment – appropriateness for a savings 
target 

1%  
($000) 

2% 
($000) 

3% 
($000) 

Output expenses 

Departmental Output 
expenses 

Incurred by a department in 
supplying goods and 
services, over which they 
have significant control and 
chief executives have 
decision rights. 

Covers some but not all agencies covered by 
A&S baseline and captures wider scope of 
spending.  Somewhat equivalent to savings 
target for core government administration but 
includes some ‘front-line’ expenses such as 
police wages and excludes most Crown 
entities. Departments exercise significant 
control over most of this spending as 
purchaser.   

123,843 247,686 371,529 

Non-departmental 
Output expenses 

Incurred by the Crown in 
purchasing goods or services 

This is expenditure where departments 
exercise control mostly as purchasers and 

213,151 426,302 639,454 

                                                
7
 These amounts are the level of savings that would be sought in Budget 2011 if a savings target were applied to all of these baselines. The profile of the 

savings would not be exactly flat (as they would be a % of the currently agreed baseline). An additional savings target in years 2 and/or 3 would generate 
slightly lower savings.  
8
 A&S savings are estimated on FY 2008/09 data from 14 agencies. These findings may not reflect the current performance of agencies across the State 

sector if (i) significant improvements have been made in FY 2009/100 or (ii) the measured agencies do not represent the performance of the wider group of 
agencies to which BASS has extrapolated. The estimates are also sensitive to the variability in the results in measured agencies.  
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from third parties. contract administrators.  There are 
opportunities to influence price and volume but 
less direct control.   

Benefits and Other 
Unrequited expenses 

Incurred by the Crown, 
generally as resource 
transfers to individuals. 

These are demand driven payments based on 
policy settings.  Not appropriate for a savings 
target but could be included in other reviews. 

218,615 437,229 655,844 

Intelligence and 
Security Department 
Expenses and Capital 
Expenditure 

Incurred by the intelligence 
and security agencies. 

The main difference for security agencies is 
secrecy in the public interest.  Security 
agencies and expenditure (excluding capital 
expenditure) are still appropriate for a savings 
target from an efficiency perspective.  

1,067 2,135 3,202 

Non-departmental 
Borrowing Expenses 

Incurred through interest or 
other financing expenses for 
loans made to the Crown 
(excluding departments). 

It would be difficult to reduce finance costs 
without changing policy settings. Therefore, not 
appropriate for a savings target but could be 
included in other reviews. 

30,674 61,349 92,023 

Other expense appropriations 

Departmental Other 
expenses 

Incurred by a department for 
expenses that are not 
outputs.  

Residual appropriations in this category are 
variable.  A good starting assumption is to 
include them, with a simple appeals process 
where not appropriate (e.g. loan write downs 
and finance costs).  

16 33 49 

Non-departmental Other 
expenses 

Incurred by the Crown but not 
managed or structured as 
other expense types. 

139,911 279,822 419,732 

Capital expenditure appropriations 

Departmental capital 
expenditure 

Incurred by a department to 
purchase assets 

Difficult to apply to appropriations, because 
they are not ongoing.  Better dealt with through 
balance sheet management or a freeze on new 
capital. Capital charge already acts as an 
incentive (albeit subtle) for agencies to reduce 
capital levels.  An operating target that 
included capital charge and depreciation 
expenditure would incentivise agencies to 
consider their asset base.  

22,920 45,839 68,759 

Non-departmental 
expenditure 

Incurred by the Crown to 
acquire or develop assets, 
including purchase of equity 
or making a loan 42,633 85,266 127,900 

Total   792,830 1,585,661 2,378,491 
 


