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Office of Hon Or Wayne Mapp 
Minisler of Defence 

17 March 2011 

Hon Bill English 
Chair Expenditure Control Committee 

Dear Bill 

Late Paper for ECC on 22 March 

I seek your agreement to lodge a submission with Cabinet Office after the 
usual Thursday deadline. 

The paper's title is Vote Defence Force: Transfer of Funding from 2010/11 to 
2011/12. Its purpose is to transfer unspent funding to the next financial year to 
fund efficiency initiatives, priority capital projects, deployed operations, and 
strengthening the Ministry of Defence's policy capability. 

The paper is late because consultation between our respective officials has 
taken longer than anticipated. I am keen to take the paper to the 22 March 
ECG in order to align with the schedule for Budget 2011. 

Yours sincerely 

J. Wayn~ 
MINISTER OF DEFEN 

~ . .11. 
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March 2011 

Chair, 
Cabinet Expenditure Control Committee 

VOTE DEFENCE FORCE: TRANSFER OF FUNDING FROM 2010/11 TO 2011112 

Introduction 

1. This s.ubmission proposes that output funding for Vote Defence Force that was 
unspent 2010/11 be carried forward to the 2011/12 fiscal year. 

2. Funds carried forward will be used in two main ways: 

• They will be applied to meet delayed one-off operating costs that must be 
incurred to progress the NZDF's aggressive efficiency programme. 
Challenging ongoing savings targets can be realised, but achieving them 
will require significant one-off operating costs and capital costs; and 

• Unspent depreciation will be re-injected as a capital contribution. 

3. The unspent output funding comes from: 

• Savings realised to date being unspent as planned due to delays in the 
NZDF's efficiency programme; 

• Depreciation expenses in 2010/11 being less than forecast due to delays 
in the acquisition programme; and 

• Actual expenditure in 2010/11 on Departmental Output Expense: 
Operationally Deployed Forces being less than the amount appropriated. 

4. A fiscally neutral transfer between Vote Defence Force and Vote Defence is 
also being sought to strengthen the Ministry's ability to help ensure thaffuture 
defence spending achieves the best alignment between policy, capability and 
funding. 

Context 

5. In the DWP, Cabinet tasked the NZDF with achieying savings of $350 to $400 
million per annum in five years through major reform programmes that will realise 
efficiencies and shift resources to support front line capabilities. The NZDF has 
already implemented savings programmes to reduce annual operating costs and 
provide funding to offset the one-off costs of implementing the further efficiency 
programmes. Due to delays in the latter an operating under-spend in 2010/11 of 
$25.179 million is forecast. 

6. Defence is already contractually committed to a legacy development 
programme involving a number of major platforms. Those legacy commitments have 
first call on the funding that will be made available through delivery of the savings 
programme. 
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7. Substantial one-off costs and capital investments will be needed to deliver the 
savings programme. Those investments will deliver significant ongoing net savings. 
If the necessary funding for the initial investment is not available, however, the 
savings programme will be adversely impacted. 

8. In 2010/11, the NZDF spent less on depreciation than was forecast. This 
occurred because some current capital projects, such as the upgrade of the C 130 
Hercules and P3 Orion aircraft, are running behind schedule and delivery of the 
upgraded aircraft has been delayed; with a consequential downwards impact on 
depreciation expenses. 

9. The Government funds the extra costs associated with operational deployments 
through the departmental output expense Operationally Deployed Forces. These 
costs can be difficult to forecast but must always be appropriated. Expenditure in 
2010/11 is forecast to be $17.000 million less than was appropriated. 

Uses of the Funding Carried Forward 

Efficiency Initiatives 

10. I propose that $20.000 million of operating costs that were to be incurred in 
2010/11 be transferred to 2011/12 by way of expense transfer. Savings in 2010/11 
were to be redirected to fund the one-off costs of implementing a number of new 
savings initiatives identified in the Value for Money review. For the reasons provided 
below there have been delays in implementing the programmes and now the 
expenditure will fall in 2011/12. Initiatives impacted are: 

[2] 

a. Civilianisation of Regular Force Personnel; 

With an implementation date of 1 July 2011 it was assumed that 
redundancy and other project costs would fall into 2010/11. Due to the 
need to resolve legal, and force structure issues the programme has 
slipped. 

[2] 
b. 

c. Logistics and HR Savings Programmes 

These Defence Transformation Programmes (DTP) were already in train 
in 2010/11. The programmes have slipped as the DWP process and the 
Value for Money review have taken precedence and the results of both 
have impacted on the direction of the DTP. 
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Capital 

11. The NZDF faces a future shortage of capital funding to replace and upgrade its 
military assets and infrastructure as envisaged in the DWP. Existing within the 
funding limits of the capital plan without capital injections over the next 10 years will 
be challenging and only achieved through robust prioritisation and cost management. 

12_ [2] 

13. Due to delays in the delivery of the assets being acquired, however, actual 
expenditure on depreciation in 2010/11 has been less than forecast by $25.000 
million. I therefore propose that: 

• The depreciation not incurred in 2010/11 be converted to a capital injection 
for 2011/12, [2] and 
any other priority capital project approved by the Minister of Defence and the 
Minister of Finance; and, 

• For 2011/12 appropriations are increased to provide for the consequential 
increase in capital charge, funded by revenue Crown. 

14. Ongoing capital charge implications of the capital injection referred to above will 
be addressed in the individual project decisions. 

Operationally Deployed Forces 

15. Vote Defence Force Departmental Output Expense: Operationally Deployed 
Forces is managed separately to other NZDF Output classes. The appropriation 
exists specifically to fund the marginal costs of operational deployments and 
increases to appropriation, if required, are approved by Cabinet at the time of 
agreeing to a deployment or extension of a deployment. The appropriation will vary 
annually depending on the level of deployment activity. 

16. In 2009/10, a $17.000 million under-spend arose primarily through: 

• Renegotiated charges for health and support services in East Timor; 

• A reduction in the number of deployed personnel; 

• A reduction in planned air charters; 

• A reduction in allowances; and, 

• Avoiding base pay for reservists though deployment of more Regular 
Force personnel than planned. 

17. On the assumption that the current level of activity would continue, and a 
number of the savings were one-off, the Cabinet approved a transfer of the under 
spend to 201 0111 (Cabinet minute (1 0) 23/8 refers). However deployment costs for 
the 2010/11 year have fallen and the amount is surplus to requirements in the current 
fiscal year. 
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18. Notwithstanding this, the forecast cost of committed operations is forecast to 
exceed the appropriation for 2011/12 if the Government decides to extend 
New Zealand's commitment in Timer Leste. Future operational commitments are 
summarised in Annex A. I therefore propose that this amount of $17.000 million be 
carried forward again to 2011/12. 

19. The management of the Vote Defence Force Departmental Output Expense: 
Operationally Deployed Forces appropriation is currently being reviewe9 and a report 
is to be provided to Joint Ministers. 

Ministry of Defence 

20. As indicated in paragraph 4 above, the DWP signalled the Government's 
intention to strengthen the policy and evaluation functions of the Ministry of Defence. 
This strengthening will focus on depth rather than breadth, with a modest increase in 
the number of experienced staff. Vote Defence, however, is simply not large enough 
for the necessary additional costs to be funded by reprioritisation within that Vote. 

21. I propose, therefore, that Vote Defence be increased by $1.793 million in 
2011/12 and $1.693 million in outyears. I further propose this additional funding for 
2011/12 ($1. 793 million), 2012/13 ($1.693 million) and 2013/14 ($1.693 million) be 
met through a transfer of Vote Defence Force savings of $5.179 million in 2011/12. 
In 2014/15 and thereafter, Vote Defence Force would reduce by $1.693 million. 
These changes would be fiscally neutral between the two Defence Votes. 

Consultation 

22. Treasury has been consulted. 

Financial Implications and Resources 

23. The fiscal implication is that $50.179 million of operating funding that was 
unspent in 2010/11 will be transferred to 2011/12 and beyond. Of this amount 
$25.179 million will be used to fund operating expenses and $25.000 million will be 
converted into capital. 

Human rights, legislative implications, regulatory impact and compliance cost 
statement 

24. This paper has no inconsistencies with the Human Rights Act 1993. There are 
no legislative implications, regulatory impacts or compliance costs arising from the 
recommendations. 

Publicity 

25. No publicity is planned. 

Recommendations 

26. I recommend that the Committee: 
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1 Note that the broad approach to defence funding endorsed in the Defence 
White Paper is that resources realised from efficiencies will be reinvested 
in the front line capabilities of the NZDF; · · 

2 Note NZDF is projecting a $25.179 million under spend in 201 0/11 as a 
result of delays in the implementation of VfM savings initiatives; 

3 Agree that $20.000 million of the 2010/11 under spend above be 
transferred to 2011/12 to provide funding for delayed one-off operating 
costs of savings initiatives; 

4 Approve the following changes to appropriations to implement an 
appropriation transfer as described within recommendation 3, with no 
impact on the operating balance or debt; 

$m- increase/( decrease) 

2010111 2011/12 l 2012/13 2013114 
2014/15& 
Outyears 

I 

Vote Defence Force ! 

Minister of Defence l 
Departmental Output Expenses: 

Fixed Wing Transport Forces (1.769) 1.769 - -
(funded by revenue Crown) 

Land Combat Forces (3.431) 3.431 - -
{funded by revenue Crown) 

Land Combat Service Support (1.788) 1.788 - -
Forces 
(funded by revenue Crown) 

Land Combat Support Forces (2.410) 2.410 - -
{funded by revenue Crown) 

Maritime Patrol Forces {1.469) 1.469 - -
(funded by revenue Crown) 

Military Hydrography, and (0.052) 0.052 - -
Hydrographic Data Collection and 
Processing for LINZ 
{funded by revenue Crown) 

Mine Countermeasures (MCM) and {0.178) 0.178 - -
MCM Diving Forces 
(funded by revenue Crown) 

Naval Combat Forces (3.768) 3.768 - -
(funded by revenue Crown) 

Naval Helicopter Forces {0.716) 0.716 - -
(funded by revenue Crown) 

Naval Patrol Forces (1.342) 1.342 - -
(funded by revenue Crown) 

Naval Support Forces (1.327) 1.327 - -
(funded by revenue Crown) 

-

-

-

-

-

-

-

-

-
-

-
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Rotary Wing Transport Forces (0.600) 0.600 - -
(funded by revenue Crown) 

Special Operations Forces (1.150) 1.150 - -
{funded by revenue Crown) 
Total Operating (20.000) 20.000 - -
Total Capital - - - -

5 Note that NZDF is projecting an under spend of $25.000 million in 
depreciation expense due to project slippage 

-

-

-
-

-6 Approve the transfer of the under spend in recommendation 5 above as a 
capital contribution to Vote Defence Force to 2011/12 to be applied to the 
following capital projects: . 

• [~ andfur 

• Other priority capital projects approved by the Minister of Defence 
and the Minister of Finance; 

7 Approve the following changes to appropriations to put into effect 
decisions taken in accordance with recommendation 6 above, with no 
impact on the operating balance or debt; 

$m- increase/( decrease) 

2010/11 2011/12 2012/13 2013/14 
2014/15& 
Outyears 

Vote Defence Force 

Minister of Defence 

Departmental Output Expenses: 

Fixed Wing Transport Forces (2.211) - - -
(funded by revenue Crown) 

Land Combat Forces (4.289) - - -
(funded by revenue Crown) 

Land Combat Service Support . (2.234) - - -
Forces 
(funded by revenue Crown) 

Land Combat Support Forces (3.013) - - -
(funded by revenue Crown) 

Maritime Patrol Forces (1.837) - - -
(funded by revenue Crown) 

Military Hydrography, and (0.064) - - -
Hydrographic Data Coii!=Ction and 
Processing for Ll NZ 
(funded by revenue Crown) 

Mine Countermeasures (MCM) and (0.223) - - -
MCM Diving Forces 

I (funded by revenue Crown) 

Naval Combat Forces (4.710) - - -
(funded bY. revenue Crown) I 

-

-
-

-

-

-

-

-
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Naval Helicopter Forces (0.895) - -! 
(funded by revenue Crown) 

, Naval Patrol Forces (1.678) - -
(funded by revenue Crown) 

Naval Support Forces (1.659) - -
(funded by revenue Crown) 

-! Rotary Wing Transport Forces (0.749) -
(funded by revenue Crown) 

Special Operations Forces (1.438) - -
(funded by revenue Crown) 
Net Asset Schedule of New - 25.000 -
Zealand Defence Force: 
Capital Injection 
Total Operating (25.000) - -
Total Capital - 25.000 -

8 Agree to fund the capital charge implications of decisions in 
recommendation 6 above for one year only; 

-

-

-

-

-

-

-
-

9 Note ongoing capital charge implications of the capital injection in 
recommendation 6 above will be addressed in the individual project 
decisions; 

1 0 Approve the following changes to appropriations to fund capital charge 
identified in recommendation 8 above. with no impact on operating 
balance or debt 

$m- increasel{decrease 

2010111 2011/12 2012/13 2013/14 
2014115& 
Outyears 

Vote Defence Force 

Minister of Defence 

Departmental Output Expenses: 

Fixed Wing Transport Forces 0.200 - -
(funded by revenue Crown) 

Land Combat Forces 0.440 - -
(funded by revenue Crown) 

Naval Combat Forces 0.360 - -
(funded by revenue Crown) 

Total Operating - 1.000 - -
Total Capital - - - -

11 Note that there are projected under sp·ends in 2010/11 of $17.000 million 
in Vote Defence Force Departmental Output Expense: Operationally 
Deployed Forces Annual due to the transfer of e.xcess appropriations from 
2009/10; 

-

-

-
-

-

-

-
-

-

-

-

-
-
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12 Agree that $17.000 million in Vote Defence Force Departmental Output 
Expense: Operationally Deployed Forces Annual be transferred to 
2011/12; 

13 Approve the following changes to appropriations to fund future 
Operationally Deployed Forces Annual activity only, with no impact on the 
operating balance or debt; 

$m- increase/(decrease) 
2010/11 2011/12 2012/13 2013/14 2014/15 & 

Outyears 
Vote Defence Force 
Minister of Defence 
Departmental Output Expense: 

Operationally Deployed Forces 
Annual (funded by revenue Crown) (17.000) 17.000 - -

Total Operating (17.000) 17.000 - -
Total Capital - - - -

14 Note that the management of the Vote Defence Force Departmental 
Output Expense: Operationally Deployed Forces appropriation is currently 

· being reviewed and a report will be provided to Joint Ministers. 

15 Agree that $5. 179 million of the NZDF under spend identified in 
recommendation 2 above be transferred to 2011/12,2012/13 and 2013/14 
in order to offset the cost of funding a Ministry of Defence (Vote Defence) 
budget initiative entitled ''Strengthening the Ministry's Policy and · 
Evaluation C_apability"; 

16 Approve the following changes to appropriations between Vote Defence 
Force and Vote Defence to provide for the cost of strengthening the 
Ministry of Defence Policy and Evaluation Capability, with no impact on 
the operating balance or debt; 

$m- increase/( decrease} 
2010/11 2011/12 2012/13 2013/14 2014/15 & 

Outyears 
Vote Defence Force 
Minister of Defence 
Departmental Output Expenses: 

-

--

Fixed Wing Transport Forces (1.178) (0.384) 
(funded by revenue Crown) - - -
Land Combat Forces (2.271) 
(funded by revenue Crown) 

~ - - (0.741) 

Naval Combat Forces 
(funded by revenue Crown) (1.730) - - - (0.568) 
Total Operating (5.179) - . - (1.693) 
Total Capital - - - - -
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Vote Defence i ··--l 
Minister of Defence 
Departmental Output Expense 
Policy Advice ' 1.560 1.460, 1.460 1.460 
Departmental Output Expense 

·0.2331 
Audit and Assessment of 
Performance ; 0.233 0.233. 0.233 - ---·=-=-1.793 1.693 1.693[ 1.693 -

i Total Capital ~ ~ . . ~ 

17 Agree that the proposed changes to appropriations for 201 0/11 above be 
included in the 2010/11 Supplementary Estimates, and that, in the interim, 
the increases be met from lmprest Supply. 

;Jr 
Wayne Mapp 
MINISTER OF DEFEN 

A..£March 2011 



ANNEXA 

Financial Forecast- Operationally Deployed Forces as at 10 March 2011 

Forecast Operations (OOO's) 2010/2011 2011/2012 2012/2013 
Committed Uncommitted Committed Uncommitted Committed Uncommitted . .....---- ·""--··--·--··- -·---- ---· 

Afghanistan 53,710 - 18 605 29 287 - 45,440 
Solomon Islands 5 781 - 4,468 - 2,085 2,387 
Timor Leste 12,578 - - 13,761 - 13,784 

Other Missions2 5 030 1 553 3822 1,583 209 5,170 
Total Expected 7'7,099 1,553 26,893 44,631 2,294 66,781 

Appropriation 95,789 - 55,306 - 58,504 -
Funding Transfer- Govemment Agencies - - . (1,765) - (850) 
Revised Appropriation 95,789 53,541 57,654 

.... ·--
Under S~end I (Over Spend) 18,690 (1,553) 28,413 (46,396) 56,210 (67,631) 

~· -------·--· Under Spend/ (Overspend} 
Committed+ Uncommitted 17,137 (17,983) (11,421) 

2 Includes operations in the Middle East (NZDSU), Sinai (FARAD) and in support of the United Nations (Treasury Supervision Organisation). 




