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Action Sought 

 Action Sought Deadline 

Associate Minister of Finance (Hon 
Dr David Clark) 

Note the contents of this report 

 

Before 9:00am Thursday 25 
October 2018 

Minister of Finance (Hon Grant 
Robertson) 

Note the contents of this report N/A 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

 Senior Analyst, Justice, Security 
and Government Services 

(wk) n/a 

(mob) 

 

Colin Hall Manager, Justice, Security and 
Government Services 

(wk)  

(mob) 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 
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Treasury Report: Bilateral Discussion: Minister of Defence/for 
Veterans 

Executive Summary 

Minister Mark, covering the Defence and Veterans portfolios, may seek up to  in 
operating expenditure and  in capital expenditure over the Budget forecast 
period. The initiatives have been signalled as non-discretionary cost pressures. You may 
wish to ask how these initiatives align with the Government’s priorities for Budget 2019. 

Defence is currently undertaking a review of its existing Capability Plan, and the Minister of 
Finance is scheduled to meet with the Minister of Defence to discuss the shortlisted options 
on 30 October. Given the cost pressures signalled as part of the Budget 2019 process, 
Minister Clark may also wish to use the bilateral meeting to ask how the Capability Plan 
Review seeks to mitigate these pressures. 

Both the Ministry of Defence and the New Zealand Defence Force are in the early stages of 
the prioritisation process, and have therefore not yet provided specific cost-saving initiatives. 
Both have, however, signalled that any prioritisation would likely impact on service delivery of 
Government-directed outputs, particularly for capability projects. 

Recommended Action 

We recommend that you note the portfolio-specific talking points at the end of this report, 
and the general Budget messages attached in Annex Two.  
 
 
 
 
 
Colin Hall 
Manager, Justice, Security and Government Services 
 
 
 
 
 
Hon Grant Robertson Hon David Clark 
Minister of Finance Associate Minister of Finance 
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Treasury Report: Bilateral Discussion: Minister of Defence/for 
Veterans 

Purpose of Report 

1. The purpose of this report is to provide background information and advice for Minister 
Clark’s bilateral discussion with the Minister of Defence at 9:00 a.m. on Thursday 25 
October. 

2. This report has been prepared with the Ministry of Defence and the New Zealand 
Defence Force’s (NZDF) input. 

3. The report covers: 

• an indication of the baseline prioritisation for this portfolio  

• new initiatives for which funding is likely to be sought in Budget 2019  

• comments on cross-agency collaboration efforts 

• further contextual information for the portfolios 

• talking points for the discussion with the Minister of Defence. 

Baseline Prioritisation 

4. Following the prioritisation guidelines agreed by Cabinet, there is a total of $11.119 
billion in scope for prioritisation in Minister Mark’s portfolios over the period 2019/20 to 
2022/23.  This means the 1% prioritisation target is $111.192 million.  

5. At this early stage, the Ministry of Defence and NZDF have identified 1% for 
prioritisation within their respective votes. We have reiterated that for Budget, this will 
need to be presented by Portfolio. 

6. Annex One provides a breakdown of possible prioritisation initiatives. These figures 
may change following the completion of the October Baseline Update exercise.  

Table 1: Baselines in scope for reprioritisation by portfolio  
Portfolio Total in scope for reprioritisation 1% Target 

Portfolio: Defence 
Vote Defence 
Vote Defence Force 

$11,066.967 million 
$79.172 million 

$10,987.795 million 

$110.670 million 
$0.792 million 

$109.878 million 

Portfolio: Veterans 
Vote Defence Force 
Vote Social Development 

$52.256 million 
$49.591 million 
$2.665 million 

$0.523 million 
$0.496 million 
$0.027 million 

Total $11.119 billion $111.192 million 

7. [34]
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8. The Ministry of Defence has not yet identified specific areas for prioritisation but it has 
noted that, as a small agency, personnel costs make up over 80% of its baseline. Any 
savings would likely affect portfolio delivery and management, which would have a 
subsequent impact on the ability to deliver the capability investment pipeline.  

9. NZDF has not yet identified specific areas for prioritisation, but has signalled it is 
unable to make any short-term savings in capital charge, depreciation or personnel 
costs. The savings would come out of the remaining operating expenditure, which 
would mean a reduction of 3.5% of this spending. This could result in postponing 
certain projects or programmes. NZDF has made clear it would not look to defer 
scheduled maintenance, given the capability and cost issues this approach has 
presented previously.  

10. There has been no indication to-date of initiatives for the Veterans portfolio. 

New initiatives that may be submitted for Budget 2019  

11. We are aware of the following new and cost pressure initiatives that may be submitted 
for Budget 2019. This is based on our early engagement with the Ministry of Defence, 
which has completed its October check-in submissions, and discussions with NZDF. 

12. Minister Mark, covering the Defence and Veterans portfolios, may seek up to 
 in operating expenditure and  in capital expenditure, as per the 

table below. Annex One provides a breakdown of possible initiatives by portfolio and 
initiative type.  

Table 2: Overview of funding sought by Minister Mark for Budget 2019:  
Portfolio Operating (over forecast period) Capital (10 year total) 

Portfolio: Defence 

Vote Defence 

Vote Defence Force 

Portfolio: Veterans 

Total 

 

NZDF initiatives 

13. NZDF has indicated that it is looking to submit initiatives for each specific output 
priority, so that these can be assessed on individual merits. The total new funding 
being sought for cost pressures is  over the forecast period. This 
represents  from the Defence White Paper 
indicative funding track, and despite Defence receiving an increase of $324.118 million 
over the forecast period 2018/19 to 2021/22 in Budget 2018.  

14. The chart below compares an estimate of the funding track from Budget 2018 against 
the currently forecasted cost pressures. In 2019/20, cost pressures are approximately 

 the indicative funding track, which 
  Some of these cost pressures may be avoidable, but this chart provides 
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15. The above costs include the impact of the P-8A decision, which brought forward the 
associated depreciation and capital charge compared to the original DWP forecast. 
Excluding the P8 decision, cost pressures are around  in 
2019/20 and around  in 2021/22. 

16. Following the decision to purchase the P-8A aircraft earlier this year, which included 
capital injection of $1,705 million and a pre-commitment of $273.8 million over the 
forecast period against the Budget 2019 operating allowance, there was an expectation 
that the Defence Capability Plan Review would look at options for sequencing 
remaining projects to at least partially offset this. 

17. As we noted in our advice for the Budget 2018 bilateral meeting, 
 We will be working closely with 

Defence over the coming months to clarify the drivers behind these increases, 

18. We understand from NZDF that the Minister are looking to prioritise personnel 
wellbeing initiatives, . The initiatives also seek 
funding for cost pressures as a result of 

  

19. 

20. 
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21. When Cabinet considered the package of deployment mandate renewals in 
September,

 
The Ministers of Foreign Affairs 

and Defence are scheduled to provide strategic reassessments to Cabinet on both Iraq 
and Afghanistan in mid-2019, ahead of the mandate expiration. 

Ministry of Defence initiatives 

22. 

 This is to assist with delivery of the current pipeline of capability projects, 

 The Defence Capability Plan Review, currently underway, is 
seeking to smooth out the current pipeline to alleviate this pressure.   

23. 

 

 

Veterans Portfolio 

24. NZDF has signalled that the Minister may wish to submit a Veterans-related initiative 
for Budget 2019. You may wish to seek further details from the Minister during the 
meeting as to what activities this might relate to specifically. 

Cross-agency collaboration efforts 

25. The Minister of Finance indicated that collaboration will be a central feature of Budget 
2019. The initiatives in this portfolio require a high level of collaboration across 
agencies. 

[1]
[1]
[1]
[1]
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Further contextual information for these portfolios 

30. The 2016 DWP provided Ministers and Defence with a long-term view of the military 
capability and funding required to implement defence policy. It signalled an intended 
capital spend of $20 billion to 2030, and indicative operating funding increases of 
around  at each Budget.  

31. 

32. Personnel is a major driver of operating costs with around  new personnel currently 
scheduled to 2030 under the 2016 DWP (a  as NZDF is currently sitting 
at 14,770 personnel as at 2018), plus increases in wage inflation of between 2% and 
3.5% per annum. Operating costs will continue to increase as new equipment and 
capability are introduced, and due to inflation provisions of between 2% and 4% per 
annum. 

33. While additional capital charge and depreciation makes up the largest annual increase 
(averaging $60 million per annum), the size and timing of these increases are more 
variable due to the timing of particular projects. 

Defence Capability Review Plan 

34. As set out in the coalition agreement, Defence is currently undertaking a review of the 
existing Capability Plan established during the White Paper process in 2016, to ensure 
that planned investments to 2035 align with the Government’s defence policy and fiscal 
strategy. The Review focuses on the existing indicative capital funding envelope of $20 
billion to 2030, with indicative funding for capabilities to 2035. Defence is looking to 
smooth its capital injection requirements to 2030 through the Review, to better align 
with the Government’s fiscal strategy in the short term and through to 2035.  

35. The Review will also look to develop capability options for space, enhanced cyber 
capabilities and maritime awareness, which were highlighted as priorities in the revised 
Defence Policy Statement in July. The P-8 Cabinet paper in April noted that there were 
significant costs associated with future upgrades that were not factored into the 2016 
DWP costings, and that these would need to be factored into the Review.  

36. 
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Talking points for your discussion with Minister Mark 

37. In addition to the talking points related to the Budget process outlined in Annex Two, 
below are some potential discussion points for the bilateral meeting specific to the 
Minister Mark’s portfolios. 

•  

• 

• 

• 

• 

• 

• 

[33]
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Annex One: Funding Sought and Prioritisation review by Minister 
Mark by Portfolio  

Budget Initiatives for Defence Portfolio 

 $ millions 
Initiative Description Operating 

funding (total 
over forecast 

period) 

Capital funding 
(10 year total) 

Vote Defence: 
Property Funding 

This funding will allow the 
Ministry of Defence to relocate 
to permanent accommodation 
in the Bowen State Building 
(Defence House) 
 
The Ministry has been engaging 
with NZDF as the main tenant 

$9.193m - 

Vote Defence Force: 
Operating cost 
pressures 
 

 

Vote Defence Force: 
P-8A Cabinet decision 

 $273.8m - 

 

 

Total for non-
discretionary cost 
pressures 

 

Total for Defence 
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Prioritisation for Defence portfolio  

 Total 

Vote Defence $0.792m 

Vote Defence Force $109.878m 

Total Prioritisation  $110.670m 

 

Budget Initiatives for Veterans Portfolio 

 $ millions 

Initiative type  Description Operating 
funding (total 
over forecast 

period) 

Capital funding 
(10 year total) 

Vote Defence Force: 
Minister Initiative: 
Veterans Affairs 

Responding to 
recommendation

Total for Veterans Portfolio 

 

Prioritisation for Veterans portfolio  

 Total 

Vote Defence Force $0.496m 

Vote Social Development $0.027m 

Total Prioritisation  $0.523m 

 

 

[33]
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Annex Two: Generic Talking points for Budget 2019 Bilateral 
Meetings  

Purpose  

The purpose of each bilateral meeting is to:  

• go over some of the key requirements for Budget 2019 
 
• understand your priorities, what initiatives you are planning on submitting for Budget 

2019, how these relate to Budget priorities, and how you are working across portfolios 
and agencies on the initiatives, and 
 

• understand how you are approaching the prioritisation exercise for Budget 2019.  
 
Expectations and Requirements for Budget 2019  

Budget 2019 is our first Wellbeing Budget. For it to be successful, there are a number 
of changes for us as Ministers and for our agencies.  

• Budget 2019 will be anchored around five priorities, which were established based on 
analysis from the Living Standards Framework, sector understanding and engagement 
across the public sector. These will drive the development of initiatives and decision 
making, and ensure a wellbeing focus is embedded at the heart of the Budget.  
 

• While priority-aligned initiatives will be the main focus, non-aligned cost pressures 
where the Government has little discretion will also be within scope. A high bar will be 
set for any initiatives outside of these two areas. This high bar means that initiatives will 
need to achieve a strong assessment from the Treasury in the following areas:  

o Government direction and priority-alignment  

o wellbeing analysis and intervention logic  

o cost understanding, and  

o collaboration.  
 

• We cannot achieve any of the priorities without working across portfolios and agencies. 
As a result, collaboration between Ministers and across agencies is expected and will 
be a component of how Finance Ministers and the Treasury will look at and assess 
initiatives and Budget packages.  
 

• All initiatives will also be required to present a wellbeing analysis – something your 
agencies will be working on. This involves identifying the impacts of initiatives on the 12 
wellbeing domains, the four capitals and whether the initiative adapts to or absorbs risk 
and builds resilience. This wellbeing analysis will also play a role in how we consider 
packages and make decisions through the Budget process.  
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Budget 2019 allowances are tight.  
 
• It is important that we continue to stick to the Budget Responsibility Rules. But doing 

so, while also achieving our objectives for the Wellbeing Budget, will require 
considerable effort. 
 

• After pre-commitments, we have under operating funding per annum 
available for Budget 2019 (as at 15 October).  On the capital side, our shift to a multi-
year capital allowance will provide greater flexibility, but it will not increase the total 
amount of funding available. There have already been significant calls on the capital 
allowance as well.  

 
• The tight allowances are another reason why the prioritisation exercise of identifying 

low-value and non-priority aligning expenditure is important. We want to ensure that 
our focus is not just on marginal expenditure but also on ensuring existing expenditure 
supports this Government’s direction and priorities.  
 

• I also want to re-enforce that pre-commitments against these allowances only further 
reduce the amount that we have to spend for the Wellbeing Budget. These should only 
be considered where there is an urgent need for funding in 2018/19 and the BBC has 
been exhausted.  

 
Understanding each Minister’s approach to their initiatives for Budget 2019  

• The rest of this meeting is about you and your portfolios.  
 

• I am keen to understand your priorities, what is most important to you, and what 
initiatives you are developing with your agencies and other Ministers for Budget 2019.  
 

• I am also interested in how you are approaching the prioritisation exercise, and any 
high level areas you are considering with this.  
 

• Finally, I would like to understand how you have found the Budget process so far, and 
confirm that you have the information and support you need.  
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