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Treasury Report:  Budget 2019 Bilateral with Minister of Defence/for 
Veterans 

Date: 14 March 2019 Report No: T2019/652 

File Number: SH-14-1-1-0 

Action Sought 

 Action Sought Deadline 

Minister of Finance (Hon Grant 
Robertson) 

Note the suggested talking points 
for your meeting with the Minister of 
Defence. 

9.00am Tuesday 19 March 
2019 

Associate Minister of Finance (Hon 
Dr David Clark) 

Note the suggested talking points 
for your meeting with the Minister of 
Defence. 

9.00am Tuesday 19 March 
2019 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

 Analyst, Justice, Security 
& Government Services 

 (wk) N/A 

(mob) 

 

Colin Hall Manager, Justice, Security 
& 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: Budget 2019 Bilateral with Minister of Defence/for 
Veterans 

Executive Summary 

For Budget 2019, agencies sought operating funding per annum and  
of capital funding. The Treasury has assessed individual initiatives and moderated these 
assessments across teams to ensure a consistent approach. Overall, Treasury Vote teams 
support initiatives totalling $3.4 billion of operating funding per annum and $7.6 billion of 
capital funding. 

As Minister of Defence, Hon Ron Mark submitted initiatives seeking a total of 
 operating funding across the forecast period for Budget 2019 (no capital funding was 

sought). Of this amount, was sought to fund the cost pressures of the New 
Zealand Defence Force (NZDF), and was sought to fund the cost pressures 
of the Ministry of Defence (the Ministry). 

Of these initiatives, the Vote team supported a total of  operating funding 
across the forecast period, consisting of $148.685 million for NZDF and  for 
the Ministry. The draft Budget package includes $44.852 million of operating funding across 
the forecast period for the Defence portfolio (T2019/359 refers). 

As Minister for Veterans, Hon Mark submitted an initiative seeking a total of of 
operating funding across the forecast period and a total of of capital funding. 

The Vote team supported $0.945 million of operating funding across the forecast period, and 
no capital funding. The draft Budget package included the Vote team recommendation un-
altered as part of Priority E.  

Recommended Action 

We recommend that you note the suggested talking points for your meeting with the Minister 
of Defence. 
 
 
 
 
 
Colin Hall 
Manager, Justice, Security & Government Services 
  
 
 
 
 
Hon Grant Robertson  Hon David Clark 
Minister of Finance     Associate Minister of Finance 
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Treasury Report: Budget 2019 Bilateral with Minister of Defence/for 
Veterans 

Purpose of Report 

1. The purpose of this report is to provide background information and advice for your 
bilateral discussion with the Minister of Defence and Minister for Veterans, Hon Ron 
Mark, at 9:00 a.m. on Tuesday 19 March 2019. 

2. This report covers the Defence and Veterans portfolios. For each portfolio, this report 
covers: 

• portfolio specific initiatives and context 

• baseline prioritisation initiatives for these portfolios, and 

• talking points for your bilateral discussion. 

3. Attached to this report is an annex that provides more detail about the individual 
initiatives sought for each portfolio, and our assessment of these initiatives (Annex B). 

Portfolio Specific Information: Defence 

4. The Minister of Defence is responsible for the New Zealand Defence Force (NZDF) 
and the Ministry of Defence (the Ministry). These are dealt with separately below. 

New Zealand Defence Force 

5. The Minister of Defence has submitted a number of Budget 2019 initiatives to address 
non-discretionary operating cost pressures faced by NZDF totalling an average of 

 As context, below we have provided some background 
information on NZDF funding. 

The Defence White Paper 2016 indicative operating funding track 

6. The Defence White Paper 2016 (DWP16) included an indicative funding track that 
identified the amount of operating funding NZDF would require each financial year out 
to 2030. The DWP16 funding track was an updated version of the operating funding 
track that was developed in 2013 as part of the Defence Mid-point Rebalancing Review 
(DMRR). 

7. DMRR was a concerted attempt to forecast NZDF’s long-term operating cost 
requirements and was accompanied by a value for money review. The funding track 
that was developed provisioned for all forecast costs, including wage growth, new FTE, 
inflation, operating funding for new capabilities, and depreciation and capital charge. It 
also included a small efficiency gain that NZDF were required to achieve from 2013/14 
to 2018/19.  

8. The DMRR indicative operating funding track was updated as part of the DWP16 to 
reflect the marginal changes within it (for example, costs associated with new 
capabilities and FTE growth) and to reflect changed economic assumptions. However, 
it was not a comprehensive review of NZDF’s baseline and therefore it did not: 
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9. Agreement by Government to these indicative operating funding tracks put NZDF in a 
unique position compared with the rest of the public sector, and reflected a recognition 
of the importance of long-term planning for the Defence sector. In return, there was an 
expectation that NZDF would manage all its foreseen and unforeseen cost pressures 
within this funding track.  

10. NZDF has sought, and received, the operating funding identified in the indicative 
operating funding tracks included in DWP16 at each Budget.  

11. At the outset of the Budget 2019 process, NZDF informed Treasury that its cost 
pressures  
NZDF are seeking an average of . in operating costs through 
Budget 2019

 

Baseline uplift secured through Budget 2018 

12. During the Budget 2019 process, NZDF noted that, as a result of Budget 2018 
decisions, it would be receiving a significant baseline uplift in 2019/20 into out-years 

 As shown in the table 
below, this baseline uplift has made available approximately $60 million p.a. to offset 
NZDF’s cost pressures. 

($/million) 2018/19 2019/20 2020/21 2021/22 2022/23 
Budget 18 Funding 17.680 102.146 102.146 102.146 102.146 
Baseline Uplift from 2018/19  84.466 84.466 84.466 84.466 
Depreciation and Capital Charge  -24.652 -24.652 -24.652 -24.652 
Available to offset cost pressures  59.814 59.814 59.814 59.814 

 
13. We have added a column in the table in Annex B to show how NZDF have allocated 

the baseline uplift to offset some of the cost pressures in its initiatives. In deciding how 
to allocate this funding, NZDF explain it has prioritised sustaining output delivery from 
people, military equipment and ICT infrastructure. 

Vote Team assessment of NZDF’s Budget 2019 initiatives 

14. In its assessment of each NZDF Budget 2019 initiative the Vote team sought to identify 
and recommend funding only those cost pressures that it considered to be truly non-
discretionary. This required making a number of difficult judgements, including 
recommending funding not be provided for: 
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15. As a result of the Vote team’s interpretation of what was truly a non-discretionary cost 
pressure, it was able to  as set out in the table 
below. 

A more detailed breakdown of the Vote Team assessment of NZDF’s Budget 2019 
initiatives is provided in Annex B. 

16. 

Draft Budget 2019 Package 

17. The draft Budget 2019 package currently provides NZDF with $11.213 million p.a. of 
new funding for the Defence Estate initiative to address deferred maintenance 
[T2019/557 refers]. In addition, approximately $60 million p.a. is available to NZDF to 
offset their personnel and ‘other’ operating cost pressures because of the baseline 
uplift NZDF obtained through Budget 2018. 

Expected feedback from the Minister of Defence 

18. We understand the Minister of Defence will use the Budget Bilateral to advocate for an 
increase in funding for NZDF’s cost pressures. We understand the Minister of Defence 
will be seeking a total of  for NZDF’s cost pressures. The table 
below provides a comparison of funding sought and recommended. 

 Total new funding 
($m average p.a.) 

Vote team Assessment 
Draft Budget package  11.213 

 
19. We understand the Minister of Defence will explain the Draft Budget package will have 

the following impacts. 
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Ministry of Defence 

26. The Ministry submitted three non-discretionary cost pressure Budget 2019 initiatives 
totalling in operating across the forecast period: 

• New Defence Accommodation: $8.386 million operating funding across the 
forecast period  

• Personnel Cost Pressures:  operating funding across the forecast 
period, and 

• Improved Portfolio Delivery:  operating funding across the forecast 
period.  

New Defence Accommodation 

27. The Ministry has requested funding of $1.628 million in year one, increasing annually to 
cover the increased accommodation costs of moving to the new Defence House 
(currently Bowen State Building). These costs equate to around 11% of the Ministry’s 
existing baseline.  

28. 

29. While the Ministry has explored alternative accommodation options, the Ministry 
considers Bowen State Building is still its best option, in terms of both price and 
collaboration with NZDF (with which it shares ICT, security and facilities) and other 
partner agencies. 

30. 

31. The Vote team recommended that the Ministry receive the full funding for this bid. 
There is currently no allocation for this initiative in the Draft Budget 2019 package. 

Personnel Cost Pressures 

32. 

33. 

34. 
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Portfolio Specific Information: Veterans 

42. Hon Ron Mark is also the Minister for Veterans, and he may wish to use this 
opportunity to discuss and seek further funding for the Budget 2019 initiative he 
submitted in this capacity. 

43. The Minister for Veterans submitted a Budget 2019 initiative titled: “Promoting and 
supporting the health and wellbeing of veterans and their families”. The initiative sought 
an average of  in operating funding across the forecast period and a 
total of  in capital funding for Veterans’ Affairs New Zealand (VANZ) for 
the following sub-initiatives: 

•  

• improved communications and information channels (social media, website 
development, and 24 hour phone line) 

• providing more case worker FTEs to address existing volume-related pressures 

• 

• funding for proactive medical assessments for veterans (in particular to detect 
PTSD symptoms early to facilitate effective treatment), and 

•  
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44. VANZ has been directed by the Minister to embark on a work programme involving 
significant service and organisational transformation to respond to the 
recommendations of Professor Ron Paterson’s review of the operation of the Veterans 
Support Act 2014. This Budget initiative is intended to support the initial phase of the 
response to the review, 

 

45. 

46. 
 

47. We note the Vote Team recommendation has been included as part of Priority E of the 
draft Budget package. 

Prioritisation 

48. We have not recommended prioritisation for either the Defence or the Veterans 
portfolios.  

Defence Portfolio 

49. While the prioritisation exercise was to be completed by portfolio, NZDF and the 
Ministry conducted their own prioritisation exercises independently of each other. 

New Zealand Defence Force 

50. In identifying 1% of their share of the Defence portfolio for prioritisation, NZDF noted 
that its baseline was fully allocated and that any savings could only be achieved by 
reducing outputs.

Ministry of Defence 

51. Because of the minimal underspend of the Ministry, and in acknowledgement of the 
fact that the majority of savings are to be found only in the Ministry’s personnel costs, 
we have not recommended prioritisation.  

Veterans Portfolio 

52. The costs in scope for prioritisation in the Veterans portfolio were those relating to the 
operating costs of Veterans’ Affairs New Zealand (VANZ). VANZ is a small agency with 
a small baseline the majority of which are personnel costs. Prioritisation would require 

Accordingly, we did not recommend 
prioritisation.   
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Annex A: Suggested Talking Points  

We have prepared the following Talking Points you may wish to discuss with the Minister of 
Defence and Minister for Veterans, Hon Ron Mark, at your bilateral meeting with him. 

General/Summary Talking points 

• Throughout the Budget 2019 process we have made it clear that operating and capital 
allowances are oversubscribed. 

• In order to achieve the overall goals of the Government’s Wellbeing Budget, we have 
had to strike a balance between funding initiatives in the Priority areas and funding 
non-discretionary cost pressures. 

• As a consequence, it is natural many Ministers will feel dissatisfied with the funding 
provided for their Budget 2019 initiatives in the draft package. 

New Zealand Defence Force initiatives 

• It is not possible to fund the average of  of operating expenditure 
you sought for NZDF. 

• The draft Budget package includes $11.213 million p.a. of new funding for deferred 
maintenance in the Defence Estate, but that NZDF will also receive approximately $60 
million p.a. in new funding it can use to offset some of its cost pressures as a result of 
decisions in Budget 2018. 

• We also note NZDF has a Budget 2019 pre-commitment of $68 million p.a. for 
operating costs associated with the purchase of the Boeing P-8A Poseidon aircraft. 

Ministry of Defence initiatives 

• While there is currently no funding in the draft package for the Ministry’s cost 
pressures, Budget 2015 provided the Ministry with a significant increase in FTEs to 
build capability, particularly for capability acquisition projects. 

Veterans’ Affairs New Zealand initiative 

• We note this initiative sought funding to meet some of the recommendations identified 
in the independent review of the operation of the Veterans’ Support Act 2014, and that 
you are embarking on a programme of work to respond to it. 

• The draft Budget package provides some funding to meet volume-related cost 
pressures in the short-to-medium term 
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Annex B: Initiatives by Portfolio for Bilateral Discussion 

 
Minister of Defence – New Zealand Defence Force Initiatives: 
 

Title Description 

Baseline 
uplift 

allocation 
($m p.a.) 

Funding Sought by Agency Vote team assessment  Draft package 

Treasury Comment 
Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Generation of Army 
Capabilities to deliver 
Defence policy 

This initiative requests funding to sustain Army 
capabilities to achieve the levels of readiness for 
military operations and other tasks as directed 
by the Government. These capabilities include 
the generation and preparation of multi-
purpose, combat-capable land and special 
operations forces that are optimised for joint 
land combat and a wide range of security events, 
such as regional crises and non-combat inter-
agency operations and tasks in New Zealand. 

-0.822 - - 0 - 

This initiative is comprised of a number non-discretionary cost pressures being faced by the 
Army to sustain their capabilities and achieve the levels of readiness for military operations 
and other tasks direct as agreed with the Government. The constituent cost pressures that 
make up this initiative can be grouped together into four broad themes: sustaining outputs; 
price increases; maintenance, repair and overhaul; and capability-related cost increases. 

 

Generation of Navy 
Capabilities to deliver 
Defence outputs 

This initiative requests funding to sustain the 
generation of Navy capability to achieve the 
required levels of readiness of personnel, fleet 
and equipment for military operations, the 
delivery of outputs (now and into the future) and 
other tasks as directed by the Government. 
These capabilities include Naval Combat, Naval 
Patrol, Naval Projection and Sustainment. 

-4.377 - - 0 - 

This initiative is comprised of a number of line items of cost pressures that NZDF have put 
forward for funding. Broadly, these line items can be grouped together into four categories 
of cost pressures: sustaining output activity; capability delivery to Government policy 
settings; specialist certification of equipment and health and safety metrics; and suitably 
qualified and experienced personnel. 

 
 
 

Generation of Air Force 
Capabilities to deliver 
Defence policy 

This initiative requests funding to sustain the 
generation of Air Force capabilities to achieve 
the levels of readiness for military operations 
and other tasks as directed by the Government. 
These capabilities include air surveillance and 
response, naval operations, security and stability 
operations, and projection and sustainment. 

-13.189 - - 0 - 

This initiative is comprised of a number of line items of cost pressures that NZDF have put 
forward for funding. Broadly, these line items can be grouped together into four categories 
of cost pressures: increases in operating costs for each type of aircraft NZDF operates; 
protective clothing costs; training costs; and technical engineering costs. 

- - 0 - 

 
 
 
 
 
 
 

Generation of Defence 
Estate to support the 
delivery of Defence policy 

This initiative requests funding to sustain the 
Defence Estate, which supports NZDF in ensuring 
appropriate levels of readiness for military 
operations and other tasks as directed by the 
Government. The Defence Estate includes land, 
buildings and related infrastructure. 

0 - - 11.213 - 

This initiative is comprised of a number of cost pressures that NZDF have put forward for 
funding. The most significant cost pressure, comprising approximately two-thirds of this 
initiative, is to fund part of the significant backlog of deferred maintenance that has been 
identified in the Defence Estate . Other cost pressures include funding for increased 
construction costs , 
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Title Description 

Baseline 
uplift 

allocation 
($m p.a.) 

Funding Sought by Agency Vote team assessment  Draft package 

Treasury Comment 

Generation of Military 
Enablers to support 
delivery of Defence Policy 

This initiative requests funding to sustain a 
diverse range of supporting defence wide 
capabilities that are critical to enabling the levels 
of readiness for military operations and other 
tasks as directed by the Government. These 
include Defence Health, Military Police, ICT 
infrastructure concerns, strategic projects and 
military capabilities impacted by price increases 
for key commodities. 

-2.361 - - 0 - 

This initiative seeks funding to sustain a diverse range of supporting defence-wide 
capabilities that are critical to enable the readiness of NZDF for military operations. There 
are many line items put forward in this initiative for funding, but they can be grouped 
together in four broad categories: health and wellbeing initiatives; operating costs 
associated with the introduction into service of capabilities; business improvement to 
maintain critical business functions; and price increases for goods and services. 

 We recommend funding the scaled version of this initiative. 

Generation of People 
Capability to support 
delivery of Defence policy 

This initiative requests funding to enable 
targeted re-growth of personnel in critical 
military capabilities, and the maintenance of a 
remuneration strategy in line with Defence 
policy. The strategy promotes retention and 
attracts a skilled workforce that is necessary for 
maintaining the levels of readiness for military 
operations and other tasks as directed by the 
Government. 

-25.137 - - 0 - 

This initiative is comprised of a number of cost pressures that NZDF have put forward for 
funding. Broadly, these can be grouped together into two categories: workforce-related 
cost pressures (i.e. FTE growth); and remuneration-related cost pressures (i.e. annual 
remuneration increases and entitlements). 

 

 
 

. . 

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

[Withdrawn] 

[0] - - [0] - 

[Withdrawn] 

Total -59.814 - 37.172 - 11.213 -   
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Minister of Defence – Ministry of Defence Initiatives 
 

Title Description 

Funding Sought by Agency Vote team assessment  Draft package 

Treasury Comment 
Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Improved Portfolio 
Delivery 

Personnel Cost Pressures 

New Defence 
Accommodation 

This funding will allow the Ministry of Defenc

 - 2.097 - 0 - 

Not providing this funding would require a reduction of around 
 

While there may be some ability to fund some of the increase in costs through trimming some 
other costs, we accept that, 

Total - - -  

 
 
 
Minister for Veterans – Veterans’ Affairs New Zealand Initiative 
 

Title Description 

Funding Sought by Agency Vote team assessment  Draft package 

Treasury Comment 
Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Opex Avge 
($m) 

Capex Total 
($m) 

Promoting and supporting 
the health and wellbeing of 
veterans and their families 

This initiative requests funding to respond to the Independent 
Review of the Operation of the Veterans Support Act 2014. It 
has been developed to focus on the provision of a modern and 
responsive service and to meet statutory obligations. It 
includes a mix of capital investment

. This initiative has not been 
considered before. 

0.236 0 0.236 0 

In March 2018, Professor Ron Paterson submitted an independent review of the operation of the 
Veterans’ Support Act 2014. Its recommendations are wide-

The Minister 
for Veterans is currently working through its recommendations, and has submitted this initiative to 
improve capacity and address service gaps.

. 

Total 0.236 0 0.236 0  
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