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Executive Summary 

Introduction 

Defence is a major holder of assets.  The assets of the New Zealand Defence Force (NZDF) 
have a net book value in excess of $4 billion, with annual depreciation of over $230 million.  
Quite appropriately, the Government is concerned to see that these assets are well managed 
and are delivering value for money. 

On 10 May 2006, the Cabinet Policy Committee, inter alia, approved the terms of reference 
of the Defence Capital Asset Management Practice Review (DCAMP) [POL Min (06) 8/4 and 
EXG (06) 5 refer].  DCAMP is one of a number of public sector expenditure reviews 
approved by Cabinet in May 2006.  The DCAMP review, led by Defence agencies with 
Treasury input, is intended to complement two components of the Capital Asset 
Management Review (CAMR) also approved by Cabinet.  It also builds on the substantial 
body of work that was undertaken for the Defence Capability and Resourcing Review 
(DCARR), which was completed in February 2005, and the consequential Defence 
Sustainability Initiative (DSI), which was announced by the Government in May 2005. 

DCAMP’s aim has been to identify changes to Defence capital asset management practices 
that will improve capital asset management performance and value for money.  Specifically, 
the review was required to: 

♦ consider approaches to providing clarity on the results of existing spending 

♦ consider approaches to providing clarity on the costs of outputs delivered 

♦ provide Ministers with a range of realistic options regarding future funding levels 
within existing funding agreements 

♦ recommend intervention mixes to achieve the desired results within agreed policy 
settings 

♦ establish a framework for assessing future performance 

♦ identify future information requirements 

♦ recommend whether any changes in institutional arrangements are appropriate 

♦ identify efficiency issues that might be further investigated. 

The review was undertaken by 10 senior staff drawn from the NZDF and Ministry of Defence 
(MoD), led by a Project Manager, and assisted by consultants.  Oversight of the project was 
provided by a Steering Committee that consisted of representatives from NZDF, MoD, 
Treasury, the State Services Commission, and the Department of the Prime Minister and 
Cabinet. 

Background 

Because defence assets generally exist to neutralise threats to national sovereignty and 
security, their efficient and effective management needs to be interpreted in terms of 
maximising their availability for use at least cost.  The DCAMP considered the many issues 
associated with selecting and acquiring the “right” assets, and all the key processes and 
activities that contribute to ensuring that those assets are available for use.  In summary, the 
DCAMP has reviewed every material aspect of asset management within a defence context.  
It has developed a number of recommendations aimed at improving the quality of asset 
management and delivering better value for money within the funding parameters already 
established by the Government. 
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A key consideration in undertaking the DCAMP review was the fact that the DCARR made a 
number of recommendations to improve overall management in the NZDF, and the DSI 
programme took up those recommendations in a substantial programme of work.  The 
DCAMP review revisited many matters that were already under action in the DSI work 
programme and often concluded that the desired results would be achieved if the work 
already in train were simply completed as planned.  As such, one of the overarching themes 
of the DCAMP is that, in the main, adequate asset management processes, structures and 
frameworks either have already been, or are being, put in place within Defence, albeit at 
different levels of maturity and stages of development.  

The majority of DCAMP’s key findings and recommendations are therefore focused around 
clarifying, reshaping, enhancing and building on existing management processes and 
structures.  The challenge for Defence is to ensure that, in addition to adopting and 
implementing DCAMP’s recommendations, progress continues to be made in ensuring that 
the initiatives that flowed from the DCARR and DSI are completed, embedded, understood, 
and followed, and that progress in these respects continues to be the subject of regular 
monitoring and reporting. 

Issues for Ministers 

While most of the DCAMP’s key findings and recommendations, outlined below, are primarily 
aimed at improving asset management processes, structures, and systems within Defence, 
there are some issues that DCAMP has identified which require Ministerial consideration.  
The key issue relates to meeting Ministers’ expectations that they will be provided with a 
range of realistic options regarding future funding levels within existing funding agreements. 

Prioritisation and Budgeting 

Until now, Defence has made separate approaches to Ministers for decisions concerning its 
operational and capital expenditure – the former in the context of budget processes, the 
Estimates and annual Output Plan and the latter through updates of the Defence Long-Term 
Development Plan (LTDP).  However, because of its sheer scale, Defence capital 
expenditure has significant consequential implications for operating expenditure.  This 
creates risks in continuing with separate exercises.  DCAMP recommends that, in future, 
both capital and operating expenditure proposals be addressed in a single, comprehensive 
submission, within the fiscal cost of the Defence Funding Package and LTDP.  The 
objectives are: 

♦ to provide Ministers with a comprehensive picture of current defence expenditure 
plans and forecast future commitments; 

♦ to improve the information available to Ministers when making key decisions 
concerning NZDF operational deployments, the consequential implications for military 
capability regeneration and development, and the selection and acquisition of capital 
assets (especially specialised military equipment – SME); and 

♦ to mitigate the risks associated with taking decisions on capital expenditure in the 
absence of information on the consequential implications for operating expenditure – 
and vice versa. 

Delegations 

Defence has previously divided capital expenditure into two categories – “Minor” and “Major” 
– depending on whether the cost of a particular capital item fell within or exceeded the 
delegated authority of the Chief of Defence Force.  “Major” items of over $7 million were 
routinely referred to Cabinet.  DCAMP proposes that in future the point of distinction between 
“Minor” and “Major” should be the Minister’s delegation limit of $15 million and that, in 
general, only items exceeding the Minister’s delegation would be brought to Cabinet.  This 
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will help reduce the number of relatively minor investment decisions being brought to 
Cabinet. 

Foreign Exchange Management 

The purchasing power of NZDF’s capital funding can be affected significantly by movements 
in the foreign exchange rate.   DCAMP sees scope for a more effective approach in hedging 
against adverse forex movements to better manage this risk.  It recommended that Ministers 
be invited to direct officials to explore the options in more detail and report back to Ministers 
with conclusions and specific recommendations. 

Depreciation 

Because of the value of its assets, the NZDF incurs very significant depreciation. This 
remains “on the books” although it is not available for purposes other than future capital 
expenditure.  The objectives of depreciation management include: 

i ensuring that sufficient capital funding is available to purchase the assets needed to 
establish and maintain military capability 

ii ensuring Ministers are adequately informed about current capital expenditure 
proposals and likely future requirements 

iii avoiding and/or smoothing funding “shocks” that arise when clusters of expensive 
capital purchases need to be made close together in time. 

It is a characteristic of defence capital expenditure that the assets needed for replacement 
capabilities are almost invariably more expensive than the assets being replaced.  It is also 
not uncommon to experience episodes of block obsolescence.  DCAMP explored options for 
managing depreciation that might better achieve the objectives listed above. 

One alternative would involve establishing categories of assets and requiring that 
depreciation could only be applied to purchasing assets in the same general category as the 
assets that generated it.  A potential downside is that such an approach could introduce 
undesirable funding rigidities.  DCAMP concluded, on balance, that the single 
comprehensive annual submission suggested above to address capital and operating 
expenditure proposals together should provide Ministers with the information needed to avoid 
surprises and to manage predictable funding shocks.  DCAMP proposed that this issue be 
considered further as part of the evaluation of the LTDP – and the development of options for 
its replacement – as directed by ERD on 6 September 2006. 

Key Findings 

As indicated above, the majority of DCAMP’s key findings relate to internal defence 
management processes, systems, and structures. 

Asset Performance 

Achieving efficient and effective asset management in a defence context requires that: 

♦ the “right” assets have been selected – those that are consistent with Government 
policy and the achievement of Government outcomes, and cover the widest range of 
foreseeable threats and contingencies for the least cost 

♦ the asset management regime maximises that proportion of time that the assets are 
either being used or are available to be used 

♦ all the subsidiary factors and functions that render an asset available for use – 
personnel, maintenance, logistical support – are also well-managed in a cost efficient 
and cost effective way. 
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An important tool in achieving better asset management is the development of strategic 
management plans for key assets or classes of assets.  In DCAMP’s view, the metrics for 
asset efficiency and effectiveness should be developed around these issues: 

♦ utility and fitness for purpose (as assessed against Government outcomes) 

♦ whole-of-life cost 

♦ factors affecting asset availability, including maintenance, personnel, logistical 
support 

♦ estimated balance of useful life. 

Life Cycle Management 

Life cycle management regimes for physical assets can be regarded as consisting of five 
phases: 

♦ a Capability Definition and Selection phase – working out what assets to acquire 

♦ an Acquisition phase – seeking tenders for and purchasing the asset 

♦ an Introduction into Service phase – undertaking the work of bringing the asset into 
service, including recruiting and training the necessary personnel, and establishing 
the necessary maintenance and logistic support 

♦ an In Service phase – operating and maintaining the asset throughout its life 

♦ a Disposal phase – quitting the asset and maximising its residual value. 

Capability Definition and Selection 

The task of selecting the right assets and of pursuing greater cost effectiveness would be 
helped by the development of coherent, measurable outcomes across the whole defence 
and security sector.  There would be merit in the NZDF researching the intervention logic that 
links defence outputs to security outcomes.  Furthermore, the capability development system 
of the Capability Management Framework (CMF) could be enhanced in the following areas: 

♦ the management of capability development from an overall defence perspective 

♦ a coherent system for assessing capability requirements 

♦ provision of more top down guidance to focus the capability development effort 

♦ provision of a single set of scenarios, frequently reviewed and updated, to guide 
capability development 

♦ assessment of capability requirements in the context of forecasts of capabilities and 
capability gaps over the full planning horizon 

♦ integration between the CMF and other planning frameworks. 

Acquisition 

Although the management of acquisition projects is important, it is ultimately more important 
that the acquisition phase should focus on outcomes to be achieved and the capability to be 
acquired rather than simply delivering the project on time and within budget.  This would be 
enhanced by commencing development of strategic asset management plans for each major 
asset or group of assets.  These would include, among other things, life cycle cost (LCC) 
estimates, performance targets, and benefits realisation plans. 
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The provisions of the Public Finance Act 1989 prohibit departments from borrowing or 
entering into finance leases (deemed to be a form of borrowing) unless approved by the 
Minister of Finance.  Nonetheless, DCAMP sees merit in considering different procurement 
options during the acquisition phase such as leasing, private financing and private 
provision/out sourcing.  Where these appear to have merit, they should be taken to Ministers 
for decision. 

DCAMP sees value in the intended capability project teams being formed early in order to 
better serve their wider brief rather than be primarily focussed on acquisition.  Other relevant 
issues include consequential personnel issues, planning for introduction into service and 
through-life management, and involvement in planning for the phasing out and disposal of 
equipment being replaced.  This wider brief would entail a broader skill set. 

There is a need for richer reporting on acquisition projects that goes beyond compliance and 
meeting current targets.  This would involve a flow of contextual information to customers 
and stakeholders and a future focus on whole of life benefits and on final delivery. 

Introduction into Service (IIS) 

IIS planning is generally well managed by the Service receiving the capability.  Areas where 
improvements could be made include: 

♦ infrastructure capital expenditure associated with the new capability is not always 
considered and funded simultaneously with the acquisition of the SME 

♦ life cycle costing is not as robust as it could be 

♦ changes in project timing, including the resultant impact upon operating budgets and 
the need to continue to operate current equipment longer to bridge the gap through to 
the delivery of the new capability, are not well integrated into the acquisition phase 

♦ acceptance should be undertaken and any deficiencies made good before the 
capability is released into service. 

In Service 

Appropriate policies and procedures are generally in place for the through-life management 
of the NZDF’s specialist military equipment.  Although some equipment is maintained well 
past its life expectancy, planning processes are in place for the replacement of assets.  In-
service use is generally well-planned and there are well-defined policies and processes for 
integrated logistics support management and configuration control. 

The capacity to undertake supply chain and logistics optimisation analysis NZDF-wide could 
be strengthened and integrated.  Where problems are encountered, root cause analysis in 
Navy and Air is highly structured due to their focus on platform assets.  However, in Army 
such analysis is less structured. 

There is no standard LCC model – a different model is built for each acquisition depending 
on its complexity and each Service is responsible for developing its own model.  There 
should be clear requirements in the strategic management plan for each asset about what 
cost and performance information should be acquired.  This will also assist in making a 
determination about when that asset has reached the end of its useful and/or economic life. 

The training and documentation supporting the maintenance function is generally well 
developed, albeit initially heavily based on manufacturers’ recommended maintenance 
schedules. 

Equipment fleet replacement policies and processes now put more emphasis on addressing 
the capability requirements holistically rather than simply the equipment replacement. 
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Resourcing for the in-service management of equipment is limited within Army, resulting in 
small numbers of personnel being responsible for the fleet management of a very large and 
complex range of equipment.  This will be further accentuated as Army continues to move to 
a higher level of technology within the equipment fleets. 

Whole-of-life management requirements are often ill-defined (e.g. spare parts) and the costs 
of operating capabilities throughout their lives have not matured.  This leads to pressure on 
operating funding in out years. 

Inventory holding limitations restrict the ability to optimise the inventory to support equipment 
and therefore capability.   Management of inventory levels also needs to be more accurate. 

Army’s equipment maintenance system (MEMS) is not being applied consistently and hence 
is not providing the level of management information that it could or should provide to 
decision-makers.  Data are often not available on changes in costs that would affect a repair 
or replace decision.  Training is also lacking on MEMS. 

Although minimum standards of maintenance have been established for NZDF-wide 
buildings and facilities, the process to manage the gap between the current level of 
maintenance and an appropriate standard of maintenance is not fully matured. 

Disposal 

When disposing of an asset, the financial return should be maximised and this return should 
be planned for and incorporated into projected budgets.  This occurs in most cases currently 
for both LTDP and Capital Programme (CP) Minor projects.  However, there is no review 
process to test whether proceeds are maximised and in many cases estimating both the 
amount and timing of proceeds has proven problematic.  In some cases, assets are seen as 
providing a wider social benefit and proceeds are not maximised.  However, the process for 
managing these decisions is transparent. 

Defence Technology Agency (DTA) 

The DTA is an important resource for maintaining defence assets throughout their life.  DTA 
contracts internally, however, to undertake this work and revenue streams are not assured.  
There is a case for reviewing the governance, accountability, and administrative 
arrangements concerning the DTA. 

Personnel Forecasting and Management 

Personnel availability is critical to efficient and effective asset management.  There needs to 
be sufficient personnel to operate the assets and they need to be appropriately trained.  This 
implies both a reliable method of determining personnel targets and forecasting future 
personnel requirements.  There is a good case for developing and extending the Personnel 
Capability Planning Model (PCPM) and for rationalising personnel modelling and forecasting 
by the single Services. 

Financial Forecasting and Management 

Defence has established systems for the capture, analysis and reporting of financial 
information for proposed and existing capabilities and other assets.  The maturity and 
effectiveness of these systems vary from relatively immature, e.g. life cycle costing, to well-
established, e.g. financial policy, accounting and the LTDP.  The systems collectively provide 
a sound base and have the potential to deliver the quality of financial information to manage 
NZDF resources effectively.  However, a range of improvements is required. 
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The capital programme should be managed as a whole, not through arbitrary allocations 
between CP Major (LTDP) and CP Minor acquisitions.  

Because of the value of its assets, the NZDF incurs very significant depreciation expenses.  
These need to be better managed.  There are two main options: (a) inviting the Government 
to introduce a regime for withholding depreciation on SME until the purchases of such assets 
requires its release; and (b) sequestering the depreciation charged of corporate and 
infrastructural assets to ensure that there is funding for their replacements. 

The process currently adopted for prioritising the LTDP and securing Cabinet endorsement 
should be improved.  The NZDF and MoD should discuss with Ministers the advantages of 
extending the process currently used for updating the LTDP to involve a comprehensive 
examination of the full capital programme and the consequences for the availability of both 
capital funding and operational expenditure. 

Management Frameworks 

There is a good case, as resources allow, for undertaking an exercise to harmonise and 
integrate the existing management frameworks and for implementing a system of ongoing 
framework management.  This would cover the following: the CMF, the Defence Planning 
Framework (DPF), Defence Performance Management System (DPMS), the Risk 
Management Framework (RMF), the Knowledge Management Framework (KMF), and the 
Strategic Human Resource Management Framework (SHRPF). 

The revised CMF still requires some improvement, including the introduction of a 
requirement that any existing acquisition or force development projects subject to the CMF 
that were initiated before the CMF was introduced be subject to a programme of transition so 
that the remainder of the project can be governed by and comply with CMF requirements. 
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1 Background to the Review 

Introduction 

1.1 Defence is a major holder of assets.  The NZDF’s assets have a net book value in 
excess of $4 billion with annual depreciation of over $230 million.  Quite 
appropriately, the Government is concerned to see that these assets are well 
managed and are delivering value for money.  That is a complex issue and is the 
subject of this report. 

1.2 The NZDF’s asset holdings are dominated by Specialist Military Equipment (SME), 
which comprises almost 80% of the net book value and over 80% of depreciation 
expense.  SME has some unique characteristics that make it difficult to assess 
performance using conventional metrics. 

♦ They are held against a range of possible future contingencies and are not 
always “consumed” annually in the production of outputs in the normal 
fashion. 

♦ They are frequently used in a range of contexts, not all of which were 
envisaged when the assets were purchased.  This can include operation in 
extreme environments and for extended periods, followed by long periods of 
relative inactivity. 

1.3 There is another characteristic of SME that differs from many other asset types.  With 
conventional assets, replacements can often be wholly or very largely funded from 
accumulated depreciation.  In the case of SME, especially major weapons platforms, 
that is rarely if ever possible.  Notwithstanding depreciation, the NZDF will always 
need ongoing capital contributions to fund the replacement of its SME assets over 
time.  This is a natural consequence of both the long operational lives of such assets 
and the rate of technological development.  It is unrelated to the NZDF’s performance 
in managing either the SME assets themselves or their depreciation. 

1.4 Other asset types used by Defence still represent a net book value of $1.4 billion and 
incur depreciation of almost $50 million p.a.  Traditional performance measures 
applicable to assets such as IT, vehicles, and buildings are also generally applicable 
to these assets, notwithstanding that some have unique military uses. 

The Establishment of DCAMP 

1.5 On 10 May 2006, the Cabinet Policy Committee, inter alia, approved the terms of the 
Defence Capital Asset Management Practice Review (DCAMP) [POL Min (06) 8/4 
and EXG (06) 5 refer].  DCAMP is one of a number of public sector expenditure 
reviews approved by Cabinet in May 2006.  The DCAMP review, led by Defence 
agencies with Treasury input, is intended to complement two components of the 
Capital Asset Management Review (CAMR) also approved by Cabinet.  DCAMP’s 
aim has been to identify changes to Defence capital asset management practices that 
will improve capital asset management performance and value for money.  
Specifically, the review was charged to: 

♦ consider approaches to providing clarity on the results of existing spending 

♦ consider approaches to providing clarity on the costs of outputs delivered 

♦ provide Ministers with a range of realistic options regarding future funding 
levels within existing funding agreements 

♦ recommend intervention mixes to achieve the desired results within agreed 
policy settings 

♦ establish a framework for assessing future performance 
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♦ identify future information requirements 

♦ recommend whether any changes in institutional arrangements are 
appropriate 

♦ identify efficiency issues that might be further investigated. 

1.6 DCAMP follows a recent and substantial exercise, the Defence Capability and 
Resourcing Review (DCARR), and the consequential Defence Sustainability Initiative 
(DSI) announced by the Government in May 2005.  Besides its immediate context as 
one of the public sector expenditure reviews, DCAMP also needs to be seen in the 
context of both DCARR and the DSI. 

1.7 DCARR was commissioned by the Ministers of Defence, Finance and State Services 
in December 2003 and was completed in February 2005.  It undertook an 
assessment of the optimum capability configuration and resource requirements of the 
NZDF to undertake the roles and tasks set out in the Government’s statements of 
defence policy, and in the Defence LTDP.  The assessment also examined the 
capability of the Ministry of Defence to support government policy processes. 

1.8 DCARR concluded that as a result of many years of under-investment, and 
notwithstanding the implementation of the LTDP, the capacity and capability of the 
NZDF in some areas was below the requirements of government policy: 

♦ personnel numbers in the three services, Headquarters NZDF, and 
Headquarters Joint Forces New Zealand were below the levels required, and 
could not be rapidly increased to the required levels 

♦ in some trades the number of personnel and their trained state were deficient 

♦ some major weapons platforms require upgrading or replacement, although 
the LTDP would address that 

♦ some military equipment (other than major weapons platforms) no longer met 
the required standard 

♦ contingency reserve stocks (ammunition, fuel, and spares) were depleted 

♦ there was a backlog of maintenance and capital expenditure in the Defence 
Estate, which could not be addressed fully in the short term 

♦ aspects of corporate management capability were depleted. 

1.9 DCARR found a number of reasons for the capability gaps.  The most significant 
were: 

♦ prolonged period of fiscal constraint throughout the 1990s 

♦ a higher operational tempo since 1998 

♦ equipment continuing in service beyond its economic life 

♦ a strong labour market affecting the ability to recruit and retain key personnel 

♦ a reduction in NZDF Headquarters and support capabilities due to the 
requirement to support force elements. 

1.10 DCARR nevertheless determined that it would be possible to maintain operational 
tempo (the combination of what capability is delivered, and how much) while the 
NZDF rebuilt its capability to the levels required by government within the constraints 
of: 

♦ the pace at which capability can practically be regenerated 
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♦ future planned upgrades 

♦ the likely available future funding. 

Doing so would require a recovery programme spread over several years. 

1.11 Acting on the DCARR recommendations, the Government approved the DSI, which 
increased the NZDF’s resources and initiated a programme of work in a number of 
priority areas, including corporate and management capability.  Many of the areas 
addressed by DCAMP have already seen considerable work been undertaken 
pursuant to the DSI.  DCAMP has provided a useful opportunity to review this work 
and fine-tune the settings. 

Capital Asset Management Review 

1.12 The specific objectives of the CAMR, led by Treasury, have been to: 

♦ recommend changes to capital asset management practices and incentive 
regimes with a view to improving value from Crown, departmental, and Crown 
entity balance sheets 

♦ at the systems level, examine the effectiveness of existing capital 
management regimes whose purpose is to incentivise public sector managers 
and boards to make best possible use of their available capital resources 

♦ at the agency level, examine the extent to which asset management practices 
meet best practice according to internal public sector standards. 

1.13 The objectives at an agency level were to examine the extent to which asset 
management practices of selected departments or sectors meet best practice 
according to international public sector standards, considering: 

♦ the robustness of decision-making processes 

♦ consistency of acquisition plans with the Government’s policy objectives and 
specific needs 

♦ options analysis and evaluation 

♦ systems for implementation and delivery 

♦ operation, utilisation, and disposal of physical assets 

♦ scope for future capital requirements to be funded from the sale of surplus or 
non-strategic assets. 

1.14 The review of the defence sector was to consider in particular: 

♦ recent progress in improving defence procurement and asset management 

♦ the scrutiny and approval processes 

♦ the management of depreciation flows 

♦ the management and development of the LTDP, especially in relation to 
capability trade-offs and the sustainability of the Defence Funding Package. 

Defence Capital Asset Management Practice Review 

1.15 The DCAMP Terms of Reference are provided in Appendix 2.  DCAMP’s objectives 
were to identify opportunities to improve performance and value for money, and to 
develop recommendations for Ministers which, if approved and implemented, would: 
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♦ provide clarity on what is being delivered through existing spending and the 
results that are being achieved 

♦ enable Ministers to clarify the results they want from Defence capital asset 
management by providing transparent statements of cost related to outputs 
delivered 

♦ provide Ministers with a range of realistic options regarding future funding 
levels with options within the envelope of the DSI on alternative scheduling of 
capital purchases and/or allocating operating expenditure to reduce costs 

♦ recommend intervention mixes to achieve the desired results with any 
alternative intervention mixes to remain within existing government policy 
settings 

♦ establish a framework for assessing future performance 

♦ identify future information requirements 

♦ recommend whether any changes in institutional arrangements are 
appropriate 

♦ identify efficiency issues that might be further investigated. 

1.16 A team of 10 senior staff drawn from the NZDF and MoD, led by a Project Manager, 
and assisted by consultants, undertook DCAMP.  Oversight was provided by a 
Steering Committee that consisted of representatives from NZDF, MoD, Treasury, the 
State Services Commission, and the Department of the Prime Minister and Cabinet. 

1.17 DCAMP drew on a wide range of information, including DCARR and DSI working 
papers, previous internal and external audit reports, interviews with senior staff, 
questionnaires completed by a range of NZDF and MoD personnel and external 
stakeholders, and the Team’s own experience and analyses of financial and 
performance data. 

 

 



14
    

2 Efficiency and Effectiveness in a Defence Context 

Introduction 

2.1 This chapter provides a brief treatment of some of the concepts discussed in this 
report.  A key objective of both the CAMR and DCAMP has been to improve the 
efficiency and effectiveness of government expenditure.  This chapter analyses 
exactly what that means in a defence context.  The analysis is fundamental to what 
follows.  When pursuing efficiency and effectiveness, there is no more certain way of 
arriving at a perverse outcome than by choosing the wrong metrics. 

2.2 The terms “cost-efficient” and “cost-effective” are often used in this context – perhaps 
somewhat loosely.  They are not equivalent and, in a defence context, one is much 
easier to apply in practice than the other. 

Cost Efficiency 

2.3 Cost efficiency describes the relationship between two or more methods of securing a 
particular defined benefit.  Suppose two different courses of action, A and B, both 
achieve the same payoff.  If A costs less than B, A is said to be more cost-efficient 
than B.  To take a relevant example, suppose a specific security objective (e.g. 
comprehensive surveillance of NZ’s EEZ), could be achieved in one of two ways: (A) 
by Orion patrols costing $150 million p.a. or (B) by satellite surveillance costing $100 
million p.a.  Since B costs less than A, B is the more cost efficient approach. 

2.4 Applying the concept of cost efficiency is often complicated by the implicit assumption 
that all other things are equal – that the alternative courses of action realise only the 
stated benefit and affect nothing else.  In practice, it is very unlikely to be true.  To 
take the example in paragraph 2.3 above, Orion patrols have numerous possible 
uses other that simple surveillance. 

Cost Effectiveness 

2.5 Cost effectiveness describes the relationship between a defined amount of 
expenditure and the value of measurable benefits that follow.  Suppose $100 million 
could be expended on two alternative courses of action A and B, thereby realising 
benefits valued at $250 million and $200 million respectively.  Since $250 million is 
the greater benefit, A is said to be more cost effective than B. 

2.6 The concept of cost effectiveness has an appealing simplicity but, without significant 
technical development, its usefulness as an analytical approach in a defence context 
is limited.  A number of almost insurmountable complications are encountered in 
practice, including the following: 

♦ the difficulty in measuring and comparing benefits 

♦ the difficulty in determining which costs and benefits should included in the 
analysis 

♦ the difficulty in quantifying the time dimension 

♦ the analytical treatment of uncertainty. 

2.7 For Defence investments, these complications can cause extreme analytical 
difficulties.  To illustrate, consider the analytics of investing in military equipment that 
would either permit or preclude intervening to support a failing State in the Pacific 
region.  Should the assessment consider the costs and benefits to the State in 
question, to both the State and NZ, or to the Pacific region as a whole?  How might 
the benefits be valued?  Given that such an intervention would result in an 
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unpredictable chain of successor events, how might the timing and uncertainty issues 
be handled? 

Outcomes 

2.8 Given that cost effectiveness is defined as achieving the best value (of outcomes) for 
a fixed amount of expenditure, the outcomes in question must be adequately 
specified so that alternative outcomes can be distinguished and value comparisons 
can be made between the alternatives. 

2.9 This consideration has implications for the wider Foreign Affairs, Defence, and 
Security sector.  Defence policy does not stand in isolation: it is one component of the 
Government’s overall foreign policy suite.  The issue of outcome specification will be 
developed further in Chapter 5. 

Metrics for Asset Management in a Defence Context 

2.10 The assets of commercial companies are acquired to produce a profitable revenue 
stream.  Best practice for the management of commercial assets focuses on 
achieving the best possible net profit.  Defence assets, however, are acquired to 
mitigate risks and neutralise threats to a country and its national interests.  Asset 
management metrics in the defence sector therefore need to reflect this fundamental 
difference. 

2.11 Defence assets have many features in common with other assets that exist to 
mitigate risk.  The assets themselves must be fit for purpose and well maintained, 
and be operated by sufficient trained personnel.  During any downtime, for whatever 
reason it occurs, a defence asset ceases to have any immediate value because it is 
unavailable for the primary purpose for which it was acquired.  It should therefore be 
managed to maximise the proportion of time that it is actually being used or is 
available to be used. 

2.12 The process of managing defence assets also needs to deal with some characteristic 
complexities not usually found with other risk-mitigating assets.  First, the nature of 
the risks and threats is often much harder to define.  Thus, whereas the capabilities 
needed to deal with many physical risks (such as floods or fires) are well understood, 
the capabilities needed to address threats arising from future military developments 
(such as asymmetric warfare) are much harder to anticipate and analyse.  Second, 
any individual military asset is generally deployed together with a range of other 
assets as part of a complex system of force elements.  This system may also include 
the force elements of defence partners.  The utility of any particular asset is therefore 
materially influenced by the overall utility of the system of which it forms a part. 

Efficiency 

2.13 The Defence departments are extremely conscious of the need to be both efficient 
and effective.  Indeed, the NZDF in particular is charged under the DSI programme 
with pursuing a significant programme to identify efficiencies.  There are at least three 
main avenues to explore: 

♦ direct asset and asset-related costs 

♦ supply chain management 

♦ personnel numbers and composition. 

2.14 A key determinant of the utility of defence assets is their availability for use and given 
that such availability involves all three factors bulleted in the paragraph above, all 
three are addressed in this report. 
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2.15 DCAMP has identified the following key management questions that collectively 
would establish that defence assets were being managed efficiently and effectively. 

♦ Is the asset the right one – does it maximise New Zealand’s ability to deal with 
the most significant threats (in comparison with alternatives)? 

♦ Is the asset being acquired and managed for the lowest whole-of-life cost? 

♦ Is the asset being managed so as to maximise its availability? 

♦ Are personnel requirements being forecast and managed so as to maximise 
the asset’s availability? 

♦ Are maintenance regimes and logistic support regimes being managed so as 
to maximise the asset’s availability? 

♦ Is the utility of the asset reviewed regularly to reconfirm its continued fitness 
for purpose? 

♦ Is the asset disposal occurring at the end of the asset’s useful life (not just its 
operational life)? 

2.16 In DCAMP’s view, the metrics for asset efficiency and effectiveness should be 
developed around these issues. 

Recommendation 1 

That the NZDF and MoD jointly develop a set of metrics for asset performance that 
will form a component of the Defence Performance Management System (DPMS).  
The metrics in question should address the dimensions of: 

♦ utility and fitness for purpose (as assessed against Government outcomes) 

♦ life cycle cost 

♦ factors affecting asset availability, including maintenance, personnel, logistic 
support 

♦ estimated balance of useful life. 
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3 Chapter 3 – Existing Defence Management Institutions, 
Frameworks, and Processes 

Introduction 

3.1 The subsequent chapters of this report refer to a range of Defence management 
processes and frameworks.  In this chapter, those processes and frameworks are 
introduced and described in brief summary. 

Defence Planning Framework (DPF) 

3.2 The DPF translates the Government’s strategic policy into relevant corporate 
strategic goals, force structures, equipment, infrastructure, and activities.  It consists 
of a 5-20 year strategic guidance, a five-year strategic horizon and annual plans.  It is 
supported by key component frameworks described below. 

3.3 The DPF was developed under the DSI and guides and informs all major NZDF 
planning and resource activities.  The DPF is still under development but has reached 
the stage of a working prototype.  It is directly linked with the establishment of the 
NZDF Planning Branch, which monitors the overall function of the DPF and its 
outcomes. 

3.4 Component frameworks include the Capability Management Framework (CMF), the 
Strategic Human Resource Planning Framework (SHRPF), the Knowledge 
Management Framework (KMF), the Financial Management Framework (FMF), the 
Defence Estate Strategic Plan (DESP), the Operational Preparedness Framework 
(OPRES), the Risk Management Framework (RMF), and the Defence Performance 
Measurement System (DPMS). 

Capability Management Framework (CMF) 

3.5 The CMF is a governance and management system that imposes a transparent and 
robust process for ensuring appropriate long-term investments in defence 
capabilities.  It provides clarity about responsibilities, accountabilities and processes 
for defence policy development, capability definition, acquisition, introduction into 
service, and disposal. 

3.6 The CMF is prescriptive, mandating a series of processes, documents, and approval 
steps that must be followed.  It encapsulates an integrated approach to capability 
development, defining sole, prime, and joint responsibilities between the MoD and 
NZDF.  Both Chief Executives approved the CMF in May 2004.  A revision of the 
CMF initiated under the DSI programme is currently nearing completion, with the draft 
revision circulated for internal consultation in July 2006. 

Strategic Human Resource Planning Framework (SHRPF) 

3.7 The SHRPF, approved in December 2005, was a DSI initiative.  The SHRPF stated 
goal was to develop a plan for managing the NZDF’s future human resources.  It is 
based on the need for a strategic vision that identified the kind of capabilities that the 
NZDF would need in the future, the best way to provide those capabilities, and the 
changes in human resources (HR) planning that would be required to support these 
capabilities. 
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3.8 The resultant SHRPF provides the overarching guidance for the development, 
implementation, administration, and evaluation of HR planning, policy, and practice 
within the NZDF.  It outlines the principles and key processes that connect 
components of the HR system to deliver capability through people now and into the 
future.  It seeks to ensure that HR planning aligns with broader Defence goals and 
with the plans of the single Services.  The resulting policies and plans will enable 
delivery to be resourced, managed, and monitored. 

Defence Estate Strategic Plan (DESP) 

3.9 The DESP is intended to provide an overall strategy for Defence property, 
infrastructure, and associated management.  Development of the plan was initiated 
under the DSI to address a major recommendation of the DCARR report on the 
requirement to strengthen strategic management of the considerable defence estate 
portfolio. 

3.10 The DESP provides a roadmap that sets out the key upcoming real estate decisions 
for the NZDF.  When completed, the DESP will provide a long-term strategic plan for 
NZDF property and infrastructure, a forecast of capital expenditure on infrastructure, 
a ten-year maintenance plan, and clear guidance for the development of bases and 
camps.  It will also assist the development of a more comprehensive assessment of 
the costs linked to capabilities by clearly identifying the associated infrastructure 
costs. 

Operational Preparedness Reporting System (OPRES) 

3.11 OPRES is the NZDF tool for evaluating and reporting the operational preparedness of 
force elements in terms of level of capability.  It informs the allocation of resources for 
the efficient delivery of outputs, as well as the maintenance and improvement of force 
structure components of military capability. 

3.12 OPRES uses eight selected Employment Contexts (ECs) to establish the benchmark 
for relevant force element requirements.  It measures capability in terms of specified 
levels of capability in four key measurement areas: readiness; combat viability; 
deployability; and sustainability.  Each of these is assessed against four standards: 
manpower, trained state, equipment, and equipment condition.  Where OPRES 
identifies a level of capability below the directed level, the deficiency is described in 
terms of the resulting increase in response time. 

3.13 At present OPRES measures the current levels of operational capability, evaluates 
the level of preparedness achieved by force elements, assesses the future level of 
capability, and projects the military capability available in the next 12 months to meet 
operations and the Employment Contexts.  It also allows risks to output delivery to be 
defined within key measurement areas. 

Long Term Development Plan (LTDP) 

3.14 The LTDP is the key capital plan document for Defence, listing acquisitions valued at 
more than $7 million.  The LTDP was first issued in 2002 covering the period 2002-
2012.  It is periodically reissued covering a ten-year rolling period.  It includes the 
replacement of old and obsolete equipment, upgrades to existing assets, and 
acquisition of new capability. 
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3.15 The LTDP links the Government’s defence policy objectives, which were set out in 
2000 in The Defence Policy Framework, with the capability requirements announced 
in the 2001 Government Defence Statement.  Its intent is to ensure that individual 
defence acquisitions are properly considered in terms of government policy, 
affordability, and the Government’s financial parameters.  Each project brought 
forward for individual approval is considered in more than just affordability terms. 

3.16 The LTDP outlined the acquisitions necessary to achieve government policy 
objectives, and committed $3 billion over ten years (including a $1 billion capital 
injection and the proceeds on sale of Defence assets).  In 2005, the Government 
announced that an additional $209 million would be injected into the LTDP through 
the DSI. Cabinet also agreed that the LTDP would be updated as new and more 
accurate information became available.  There have been updates in 2003, 2004, and 
2006. 

Defence Financial Planning and Budgeting Processes 

3.17 The Defence financial planning system employs an on-line analytical processing 
software package, iTM1.  The package enables “what if” options to be developed as 
financial plan scenarios.  Outputs from the system include five or ten year operating 
plans, ten-year capital plans, and ten-year cash flows and forecast output costs.  
iTM1 is also used to integrate, consolidate and report all NZDF strategic financial 
plans.  The financial data for capability and investment projects and other initiatives 
come from the Project Costing Model (PCM).  PCM costings are prepared on an 
incremental cost basis in both accrual and cash terms.  Discounted cash flow 
analysis is used to compare the costs of all options.  The PCM is integrated into the 
NZDF strategic financial planning models through being the approved input form. 

3.18 Fixed assets (over $5,000) initially are recorded on a historical cost basis, or 
valuation if acquired before 1991.  The majority are regularly revalued to fair value. 
Revaluations use a market-based approach where appropriate.  Specialised assets 
that seldom, if ever, trade on the open market use the optimised depreciated 
replacement cost (ODRC) to determine fair value.  Valuations are either conducted or 
reviewed by an independent valuer. 

3.19 Depreciation is charged on all fixed assets, generally as straight-line amortisation 
over the asset’s remaining useful life.  Inventories are valued at weighted average 
cost, less a provision for obsolescence, and are expensed on issue to a consumer 
unit.  If any part of an asset’s book value is recovered at the time of disposal, this may 
be used to purchase other assets in the same financial year. 

3.20 Sales and purchases of major assets are usually effected in foreign currency.  Risk 
due to transaction exposure is minimised by identifying and covering all material 
foreign exchange transaction exposures on a timely basis.  From 1 July 2006, foreign 
exchange transactions are recorded at the spot rate applying at the time of the 
transaction. 

3.21 The primary source of funding for capital expenditure is Crown Revenue received in 
payment of depreciation expense.  However, depreciation only recovers the current 
book value of an existing asset when replacement equipment can cost substantially 
more.  Government provides the additional funding required through capital injections 
in the appropriations.  A capital charge is levied on the Crown’s investment in 
government departments.  The Crown sets the capital charge rate annually.  The 
annual appropriation provides revenue to cover the capital charge.  This revenue is 
generally adjusted for any changes to the capital charge rate, impact of asset 
revaluations, accounting policy changes, and/or capital injections or withdrawals. 
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4 Managing Assets Throughout their Life 

 

Introduction 

4.1 In a defence context, life cycle management regimes for physical assets can be 
regarded as consisting of five phases: 

♦ a Capability Definition and Selection phase – working out what assets to 
acquire 

♦ an Acquisition phase – seeking tenders for and purchasing the asset 

♦ an Introduction into Service phase – undertaking the work of bringing the 
asset into service, including recruiting and training the necessary personnel 
and establishing the necessary maintenance and logistic support 

♦ an In Service phase – operating and maintaining the asset throughout its life 

♦ a Disposal phase – quitting the asset and maximising its residual value. 

4.2 These phases are often presented as a sequence of discrete steps, so that one 
phase ends before the next begins.  That is generally a useful simplification and will 
be used in the structure of this report.  However, it falls short of being completely 
accurate in two important ways: 

♦ Phases overlap and usually don’t have clear start and end points.  For 
example, greater consideration should be given to the personnel implications 
of an acquisition during the Capability Definition and Selection phase.  It may 
be necessary to begin to acquire or train the necessary personnel many 
months or even years before the acquisition is completed.  Similarly, 
consideration of the Disposal phase during the Acquisition phase is 
necessary, particularly if a foreign government imposes conditions on the 
disposal. 

♦ Generally, it is preferable to regard large weapons platforms as “systems of 
systems” rather than as a single item.  Those systems may be upgraded or 
replaced as necessary during the life of the platform.  Thus, although a ship or 
an aircraft might appear superficially to be unchanged, it may well be 
continuously and substantially altered a number of times before it is finally 
considered obsolete. 

4.3 In this report, we address each phase in turn and organise our conclusions and 
recommendations accordingly.  Nonetheless, we have been acutely conscious of the 
analytical risks that derive from breaking up into discrete steps what is actually an 
integrated and seamless process.  These risks are not just analytical; they also apply 
in practice.  To mitigate them, DCAMP recommends that the life cycle management 
of key assets be integrated through the use of a strategic asset management plan. 

Recommendation 2 

For each significant asset or group of assets, the NZDF should develop a strategic 
asset management plan that describes how the asset or assets will be managed.  
Among other things, the plan should: 
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♦ describe the purpose for which the asset was acquired and the criteria against 
which its continued utility should be assessed 

♦ set out the expected maintenance and upgrade schedules 

♦ detail the benefits expected from the acquisition of the asset and the way in 
which those benefits will be realised 

♦ detail the asset performance measures to be used and the maintenance and 
cost information to be captured 

♦ schedule key reviews of performance and management and of the asset’s 
continued utility. 

 

Summary of Developments and Issues 

4.4 Since the completion of the DCARR, Defence has implemented a range of initiatives 
to improve overall asset management.  A new capability framework has been 
developed and further reviewed, a project reporting system and a dedicated capability 
support directorate have been established, the Joint Logistics Support Organisation 
has been set up, and the Joint Engineering Management System is currently under 
development.  A new Corporate Planning Branch has been established and 
populated with a mix of military and civilian staff.  In addition, the DPF is being 
enhanced and strengthened through a NZDF Strategic Plan that links well with single 
Service plans and with human resource, capital, and operating plans.  A new Defence 
Performance Management System (DPMS) now underpins the DPF.  Furthermore, 
investment in supporting capability is well underway with the allocation of additional 
funding to the minor capital programme for replacement and upgrading of military 
equipment, infrastructure, and IT.  

4.5 Governance processes have also been expanded with the establishment of an 
Executive Leadership Team (ELT) with added responsibilities for strategic planning 
and organisational support.  These processes have been complemented by the 
establishment of an Organisational Support Branch and the formation of a Strategic 
Capability and Analysis Branch within the MoD. 

4.6 Both the MoD and NZDF have well-documented policies for acquisition and through-
life management.  Policies and processes have been developed for through-life 
support and life cycle costing with subsequent training completed, and integrated 
project teams have been successful in managing large and complex projects.  

4.7 As the organisational capability of both entities is strengthened through the 
achievement of key priority projects within the Defence Funding Package, the current 
asset management frameworks, processes, and linkages to other systems will 
continue to evolve and mature.  This process could be enhanced further with 
consideration of the following key themes arising out of this review: 

♦ enhancing Defence’s strategic asset management processes to better 
integrate and link operational and organisational support requirements 

♦ all capital projects being supported and resourced under the one set of 
strategic priorities arising from a single strategic planning process 

♦ customising generic good practice methodologies and procedures specifically 
for the defence context 

♦ fostering of a closer strategic partnership between the MoD and NZDF with 
the aim of delivering equipment with a clearer customer focus and within 
agreed performance objectives 
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♦ enhancing relationships with key external control agencies to ensure advice 
delivered during the acquisition process meets performance objectives and is 
presented in a way that is most useful for Government 

♦ enhancing strategic industry contractor and supplier relationships to ensure 
that, wherever possible, Defence acquires equipment and inventory for the 
lowest possible total cost of ownership 

♦ ensuring sufficient resource support to capability project teams (CPTs) having 
regard to the specific requirements of a capital acquisition project, including 
integrated logistic and business skills support at the start of the acquisition 
cycle 

♦ ensuring capture and feedback of lessons learned from capital acquisition and 
infrastructure projects. 

4.8 Note that this statement of objectives applies generally to the capital projects of both 
the NZDF and MoD.  It should not be taken as implying that none of these things 
happen now.  In fact, they do happen frequently, but should happen in all cases.  For 
example, when resourcing CPTs, MoD Acquisition routinely engages legal and risk 
consultants as well as subject matter experts whenever the Services are not able to 
provide that expertise.  Similarly, MoD Acquisition routinely produces closure reports 
at the completion of each acquisition that captures lessons learned. 

New Zealand Defence Industry 

4.9 As part of its work, DCAMP sought the views of the New Zealand Defence Industry.  
Both the Defence Industry Committee and the Defence Industry Association were 
canvassed on their experiences with Defence's management of its capital assets, 
including acquisition, through life management, and disposal.  Their responses are 
summarised below. 

General Comment 

4.10 One of the main concerns of New Zealand Defence Industry members is the 
application of Government Guidelines and Rules for Procurement of capital assets by 
Defence, and specifically the interpretation of officials as to how they should be 
applied and the inability of tenderers/suppliers to question decisions because the 
conditions of tender allow Defence a free hand in determining the successful supplier. 

[DCAMP observes that any direct involvement of industry in tender selection would 
create a clear conflict of interest and may stand in conflict with the Public Finance 
Act.] 

4.11 In the case of large capital acquisitions the industry felt there is a case to be made 
that, if a MoD project management team produces the specifications and manages 
the project, then an independent panel should review the responses and prepare the 
recommendations for the Tenders Board to determine the successful tenderer.  The 
MoD contract management team would then negotiate the contract; this process 
would remove the perception of undue influence or bias on behalf of the acquisition 
project management team. 

Acquisition, Through Life Management and Disposal 

4.12 Industry members report that relationship management with Defence is generally well 
done and information flow is effective.  While contract negotiation processes and their 
application are sound, management of tendering processes sometimes causes 
difficulties.  Some members reported that, given the widespread nature of Defence, 
different tendering approaches are taken by various parts of NZDF. 
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4.13 Administration of final contracts and introduction into service and disposal issues 
were all generally well conducted.  Members reported, however, a need for 
improvement in contractor support, including integrated logistical support.  This 
comment generally relates to the level of involvement of the contractor at all stages of 
the activity.  Members report that there have been instances where a course of action 
has been decided on and then has been adjusted or amended following contractor 
inputs.  Members prefer to operate partnering type contracts based on long-term 
relationships.  DCAMP believes that this process along with the formal contract 
agreement allows for appropriate dispute resolution processes that are fair to all 
parties. 

4.14 Financial management and through-life costing was generally considered to be well 
done.  Nevertheless, DCAMP believes that better financial management and more 
accurate costings could be achieved if contractors were more involved. 

4.15 In respect to project management and communication, members report that they 
believe they have sound relationships across NZDF and single services and lines of 
communication are effective mainly due to individual and corporate relationships.  
This said, one problem that the NZDF is always presented with is the turnaround of 
uniform staff that at times does not assist continuity in long-term projects.  This can 
lead to issues regarding lessons learnt from previous projects as the knowledge 
moves on with individuals. 

4.16 Although project management was generally done well, members report instances 
where there has been a disjointed approach between the contracting party, NZDF, 
and the single service end user.  This is evidenced by the lack of knowledge of what 
contracted party will be delivering in terms of equipment data, trials, and, more 
importantly, the provision of in-service support.  An opportunity for improvement is the 
greater use of communication and joint teams, including industry, through all phases 
of a project. 

Facilities Management 

4.17 New Zealand Defence Industry considers that Defence has considerably improved its 
capital asset management practices and policies over the last 10 years.  Formalising 
the involvement of the facilities management contractor in the design, construction, 
and handover of building and facilities related capital projects can make further 
improvements. 

4.18 There is scope for a greater focus on whole-of-life considerations of buildings and 
facilities capital projects.  This will result in overall cost reductions for an asset over its 
life. 

4.19 There has been a significant increase in risk transfer to contractors.  This is 
considered reasonable provided the principle that the party in the best place to 
manage the risk has responsibility for the risk is followed. 

4.20 The development of asset management plans is considered an important component 
for optimising both capital and ongoing maintenance expenditure for defence building 
and infrastructure assets. 
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5 Capability Definition and Selection 

 

Introduction 

5.1 The Terms of Reference require DCAMP to consider: 

♦ the robustness of decision-making processes 

♦ consistency of acquisition plans with the specific needs of Government’s 
policy objectives 

♦ options analysis and evaluation. 

5.2 Determining the best areas for capability investment is an extremely challenging task.  
The uncertainty that surrounds capability requirements creates considerable risks that 
must be confronted by preparedness to address the full range of options, compare 
their respective value, and undertake critical examination to ensure that the best 
options are presented to the Government for consideration.  A critical task is the clear 
presentation of the tradeoffs involved in the selection of capability options.  This will 
be greatly helped by improvements to the capabilities-based planning processes and 
the measurement of contributions of capabilities to defence and security outcomes. 

Assessing Requirements 

5.3 The critical issue for achieving value for money from defence assets lies in selecting 
the “right” assets.  To restate a point made in Chapter two, defence assets are 
acquired to mitigate risks and neutralise threats to the country and its national 
interests.  The right assets are those that can best mitigate risks and neutralise 
threats for the least cost.  “Best” in this context needs to be assessed against both 
the likelihood and the severity of the threat. 

5.4 Military assets, especially major weapons platforms, typically have long service lives. 
The lead times needed to acquire them are also generally long.  Defence planning 
and the selection of capabilities and assets necessarily must forecast across an 
extended time period.  This involves not only matching capabilities to predictable 
threats, but doing so while having regard to the lead times necessary to acquire those 
capabilities.  

5.5 Military capabilities are also tools of the Government’s foreign policies and need to be 
selected having regard to the Government’s wider foreign policy stance and the 
outcomes that the Government is seeking to achieve. 

5.6 In the light of these considerations, and recalling that a precise definition of outcomes 
is essential for assessing cost effectiveness, DCAMP gave a considerable amount of 
attention to both the specification of defence outcomes and the selection of defence 
capabilities. 

Government Policy 

5.7 In 1999, the incoming Government identified a clear mismatch between defence 
policy goals and available resources.  Defence resources were spread over a range 
of capabilities with the result that some were not being maintained at an effective 
level.  The Government’s response was a rebuilding of the NZDF with a focus on 
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depth rather than breath.  A prioritisation of investment in defence capability decisions 
was required to ensure that the NZDF was able to do what was needed to be done, 
and do it well. 

5.8 The June 2000 Defence Policy Framework sets out the enduring security interests 
and obligations that form the basis for consideration of capability choices.  The 
framework set the five key objectives for defence policy in terms of geographic 
regions to: 

♦ defend New Zealand and to protect its people, land, territorial waters, EEZ, 
natural resources, and critical infrastructure  

♦ meet our alliance commitments to Australia by maintaining a close defence 
partnership in pursuit of common security interests 

♦ assist in the maintenance of security in the South Pacific and to provide 
assistance to our Pacific neighbours 

♦ play an appropriate role in the maintenance of security in the Asia-Pacific 
region, including meeting our obligations as a member of the Five Power 
Defence Arrangements 

♦ contribute to global security and peacekeeping through participation in the full 
range of UN and other appropriate multilateral peace support and multilateral 
relief operations. 

5.9 To meet the above objectives, the Defence Policy Framework indicated that the 
NZDF must be able to offer an adequate range of capabilities that are realistically 
attainable.  The core requirement was identified as a “well equipped, combat trained 
land forces which are also able to act as effective peacekeepers, supported by the 
Navy and Air Force”. 

5.10 The Government has moved to ensure that these policy objectives were obtained 
through the dedication of considerable capital and operating funds through the LTDP 
and the DSI.  The LTDP sets out a major programme of equipment acquisition and 
upgrade over a ten-year period that enables decisions to be taken in the context of 
policy, priority, and affordability.  The DSI sought to ensure that capabilities were 
being adequately resourced through a $4.4 billion increase in operating expenditure 
over the next ten years plus an additional capital injection of $209 million. 

5.11 The challenge for Defence is to ensure that the funds provided under the LTDP and 
DSI are directed towards the capability areas that are most cost-effective in achieving 
policy objectives.  The five key objectives provide the fundamental framework for the 
determination of capability requirements and evaluation of capability options.  
Defence needs to develop appropriate mechanisms to translate the Government’s 
policy objectives into detailed capability requirements.  This will enable Defence to 
assess the relative utility and value-for-money of capability options in terms of the 
extent to which they mitigate risks to the achievement of Government policy. 

Defence and Security Outcomes 

5.12 As with all government spending, defence assets are acquired to facilitate the 
achievement of Government outcomes.  In the final analysis, it is against outcomes 
that the utility of such spending must be judged.  Under the Public Finance Act, 
government departments must state specific impacts, outcomes, or objectives that 
will be sought through operations and provide the main measures and standards for 
the attainment of their achievement and the cost effectiveness of the interventions.  
Well-defined outcomes supported by a clear intervention logic provides a mechanism 
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to evaluate the degree to which investment represents value in terms of the military 
capabilities provided. 

5.13 The MoD and NZDF are tasked to work in cooperation in the generation and 
employment of military capabilities through interlinked responsibilities allocated 
between the two Chief Executives.  However, both organisations use different 
outcome statements.  DCAMP concluded that a closer alignment between the MoD’s 
and NZDF’s outcomes and measures is essential, in order to provide a common 
framework for assessing the utility of investments in military capability. 

5.14 DCAMP carefully reviewed the outcome statements of both the MoD and NZDF, and 
also the outcome statements of other departments that contribute to the defence and 
security sector.  DCAMP concluded that the MoD’s outcomes do not provide a 
suitable basis for determining the extent to which policy objectives are achieved and 
investments in capability are cost-effective.  However, the NZDF has developed a 
much clearer specification of Defence outcomes based on the security objectives set 
out in Government policy.  The NZDF’s outcomes do provide an appropriate basis to 
consider the cost-effectiveness of investments.  DCAMP’s view is supported by an 
independent review of departmental Statements of Intent (SOI) carried out by the 
consultancy firm Parker Duignan in 2004, which gave a positive assessment of the 
NZDF outcome statements, and by Audit New Zealand, which was critical of the 
MoD’s outcome statements and SOI. 

5.15 In relation to the NZDF’s outcomes, Parker Duignan identified the absence of high-
level measures as an area requiring further work.  DCAMP concurs.  The NZDF’s 
definitions of outcomes and the supporting intervention logic provide an appropriate 
basis for assessing the value of capability investments but, if a meaningful 
assessment of cost-effectiveness in the defence and security sector is ever to be 
possible, quality outcome measures will be needed. 

5.16 The NZDF argued that measures of defence outcomes will be inadequate until they 
can be placed in a whole-of-government context.  Again, DCAMP concurs.  The 
NZDF works in conjunction with a range of other government agencies in defending 
the security of New Zealand and the protection of its external interests that 
complicates the assessment of contributions to outcomes.  Each agency measures its 
outputs in terms of distinct outcomes.  Not only does this generate different, agency-
centric priorities and foci, it also complicates a comparison of the different 
contributions in terms of their relative value.  DCAMP sees a need for greater 
coordination to identify any overlaps of effort or, more seriously, any gaps.  The 
Officials Domestic and External Security Committee (ODESC) would appear to 
provide a suitable forum for commissioning and overseeing this work. 

5.17 Where several agencies contribute to common outcomes, a key policy question is 
how to determine the best balance of investment between agencies.  This is a very 
complex question and a detailed treatment is beyond the scope of this paper.  
However, good impact measurement is an essential prerequisite to developing a 
clearer understanding of each agency’s contribution. 

5.18 Measurement of outcomes is challenging and the Defence sector poses particular 
difficulties.  For example, how might one assess the NZDF’s contribution to deterring 
a military threat that didn’t eventuate?  Nonetheless, the NZDF has developed a 
robust intervention logic that provides a good basis upon which to begin the work. 
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Recommendation 3 

That a co-ordinated exercise be conducted by departments and agencies in the 
defence and security sector, under the oversight of ODESC, to develop outcome 
statements that are mutually aligned, coherent, comprehensive, and measurable.  As 
part of the exercise, departments should seek to develop further the intervention logic 
of defence and security outputs and methods for measuring defence outcomes. 

 

Uncertainty surrounding present and future capability requirements 

5.19 The NZDF outcomes provide a framework for assessing the value of capabilities in 
offsetting the threat posed by the possible occurrence of security events.  However, it 
isn’t possible to reliably forecast either the timing or nature of security events that 
might require the deployment of NZDF capabilities.  Defence planning must therefore 
be undertaken in the context of significant uncertainties over the type and level that 
will be needed.  Capability investments need to be considered in the context of risk 
and maintenance of a balanced force structure. 

5.20 The longer the period covered by a forecast, the greater the uncertainty.  Decisions of 
security partners, technological developments, and geopolitical changes inevitably 
alter the type of environments and missions that the NZDF must confront.  Equally, 
the military capabilities of possible combatants will change.  

5.21 The NZDF uses ECs to provide a linkage between outputs and the contribution to 
outcomes.  ECs are illustrative security events for which there is the likelihood that 
the government would be expected to make a response.  The ECs are selected on 
the basis of likelihood in the near and longer terms and the significance of the NZDF 
being unable to provide an appropriate response.  They provide a focus on 
representative challenges that test NZDF capabilities across the spectrum of possible 
missions from aid to the civil power and peace support operations, to high intensity 
conflict.  DCAMP considers that the ECs1 provide a suitable mechanism for the 
evaluation of the value of capabilities in responding to potential security events. 

5.22 The risk posed by a security event derives from an inability to respond adequately, or 
at all.  The former implies that insufficient capability was used, with a consequent 
failure to achieve the intended objectives or with the incurring of unnecessary losses 
and costs.  The latter indicates that insufficient capability existed to deter or manage 
the event. 

5.23 The risks posed by an inadequate response can exceed those of a failure to respond.  
For example, the deployment of force elements ill-equipped or ill-prepared could 
result in causalities that were completely disproportionate to the objectives being 
pursued.  Military planning must assess not only the ability to make a response but 
also the extent to which effective responses can be made at an acceptable cost.  And 
this relates not just to individual force elements but to the deployed force as a whole. 

5.24 Assessing risks to defence and security outcomes must also be undertaken in the 
context of multiple simultaneous security events and threats.  Investment in defence 
capabilities represents a balancing of risks across different security events as well as 
within a specific security event.  Capability investments must be guided by the 
possibility of concurrent events. 

                                            
1
  The ECs are currently being reviewed and updated. 
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5.25 In summary, assessment of the risk to defence and security outcomes requires a 
balancing of the risks arising from individual security events, and from multiple 
simultaneous security events and the uncertainty surrounding the nature of threats, 
both in the immediate future and the longer-term. 

Capabilities–Based Planning 

5.26 Capabilities-based planning is a method of assessing the optimum capability 
investments needed to address risks posed by security challenges.  It is regarded as 
best practice by New Zealand’s main defence partners.  New Zealand has followed 
the United States, the United Kingdom, Australia, and Canada in committing to 
capability-based planning systems as the basis for long-term planning of future 
defence force structures. 

5.27 Capabilities-based planning is a systemic approach that seeks to advise on the most 
appropriate force options to meet government priorities, by initially considering 
requirements in terms of capabilities at a conceptual level rather than immediately 
proceeding to specific solutions.  The process starts by asking questions regarding 
“what do we need to do” rather than “what equipment are we replacing”. 

5.28 DCAMP examined the systems used by each of those four partners to assess the 
degree to which the New Zealand system represents best practice.  The planning 
processes of each of the partners have unique features that reflect different 
organisational and national requirements.  Nonetheless, each of the systems has 
common features that represent best practice in identifying and defining capability 
requirements.  These features provide a useful template for the assessment of the 
processes currently used by New Zealand in the proposal and selection of capability 
options. 

New Zealand’s Capability Development System 

5.29 The NZDF and MoD have committed to the implementation of capabilities-based 
planning with the introduction of the CMF in 2004.  The CMF is a governance and 
management system that provides a transparent and robust process for ensuring 
long-term investments in defence capabilities.  The process is evolving under a 
continuing effort to improve practices.  A DSI project has undertaken a substantive 
rewrite of the CMF.  DCAMP reviewed the proposed revision rather than the current 
approved version. 

5.30 The development of capability occurs within three progressive stages that reflect the 
timeframe for the implementation of capability change: 

♦ identification of long-term capability requirements through the Strategic 
Capability Planning Process (SCPP) 

♦ definition and prioritisation and of capability options in the LTDP 

♦ resourcing existing capabilities through identification of possible capability 
shortfalls using OPRES and Joint Mission Essential Task List (JMETLs). 

5.31 Although it falls outside the processes of the CMF, actively assessing and managing 
existing capabilities is critical to ensuring that value is achieved from capability 
investments and that any capability gaps identified are fed back into the CMF 
processes. 
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5.32 The SCPP aims to translate government policy into capability requirements for 
inclusion on the LTDP.  It is a long-range approach to the force development process, 
with a focus of up to 30 years.  This timeframe enables force structures to be 
redesigned to meet future demands and to reflect fundamental shifts in technology 
and demographics. 

5.33 The LTDP provides a rolling ten-year investment plan that enables decisions on 
major defence acquisitions to be taken in the context of defence policy, project 
priority, and affordability.  Earlier versions of the LTDP were determined by a 
consensus approach.  The current version used transparent and auditable criteria to 
analyse the relative utility and impact of each capability on the LTDP, and then 
adjusted the indicative priorities by consensus. 

5.34 DCAMP assessed the new reprioritisation process.  While recognising that it 
represented a significant step towards a more robust system, DCAMP identified some 
issues and scope for improvement. 

Recommended changes to the capability development system 

5.35 Of the systems of capabilities-based planning that it reviewed, DCAMP did not 
conclude that any system was clearly more advanced that any other.  NZDF’s 
capability development system contains several key elements of a “generic” 
capabilities-based planning system.  Nonetheless, the application of those elements 
is not yet comprehensive or uniform.  Each of the three stages of the NZDF system 
uses different aspects of capabilities-based planning.  The result is a certain lack of 
coherence in the system risks weakening its ability to provide clear information to 
decision-makers on the respective value of different areas for capability development.  
This, in turn, makes the consideration of trade-offs between options more 
problematic.  DCAMP identified seven key areas for strengthening the capabilities-
based planning system, which are reflected in the following recommendation. 

Recommendation 4 

That the MoD and NZDF continue to enhance the capability development system of 
the CMF in the following areas: 

♦ the management of capability development from an overall defence 
perspective 

♦ the provision of a coherent system for assessing capability requirements 

♦ the provision of more top down guidance to focus the capability development 
effort 

♦ the provision of a single set of scenarios, frequently reviewed and updated, to 
guide capability development 

♦ the assessment of capability requirements in the context of forecasts of 
capabilities and capability gaps over the full planning horizon 

♦ the integration of the CMF and other planning frameworks. 
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6 Acquisition 

 

Introduction 

6.1 This section covers the acquisition stage of asset management.  Under the Defence 
Act 1990, the acquisition of “significant” military assets is the responsibility of the 
Secretary of Defence and is undertaken by the Acquisition Division of the MoD.  The 
distinction between “major” and “minor” assets is made on the basis of the total cost 
of the acquisition.  Major assets are those with a total cost of more that $7 million and 
their acquisition must be approved by either the Minister of Defence (total cost < $15 
million) or Cabinet.  Minor assets are those with a total cost of less that $7 million and 
their acquisition can be approved by the Chief of Defence Force (CDF) under 
delegated authority.  The Acquisition stage represents the period from the approval to 
purchase to the delivery of the asset for introduction into service. 

6.2 Assets are handled internally in two funding programmes, depending on whether they 
are “major” or “minor”.  Major acquisitions are prioritised through the LTDP process 
that involves both the MoD and NZDF.  Minor acquisitions are managed within the 
NZDF through its CP Minor programme. 

6.3 Irrespective of whether they are “major” or “minor” assets, all capital acquisitions are 
managed as individual projects.  The assessment of acquisition in Defence is 
therefore largely an assessment of project management. 

6.4 The notional classification of assets as “major” or “minor” occurs pursuant to a 
schedule of Cabinet delegations last determined in 1999.  There may be a case for 
reviewing the delegation limits but DCAMP saw this as an issue best handled by 
Treasury’s CAMR.  DCAMP confined itself to considering the effects of the current 
delegations.  DCAMP was not persuaded that acquisitions that fall outside, but not 
much outside, the $7 million limit should routinely be referred to Cabinet for decision, 
as happens at present.  However, subject to the Minister’s approval, the CP Minor 
programme could be taken to include those items within the Minister’s delegation. 

Recommendation 5 

That the NZDF discuss with the Minister of Defence that the distinction between CP 
Minor and CP Major be determined by the limits of the Minister’s delegation (i.e. $15 
million). 

 

Policy & Procedures 

6.5 The acquisition of large-scale SME is governed by the CMF and, as required by 
legislation, is undertaken within the MoD under the guidance of the Ministry’s 
Acquisitions Manual.  The NZDF is developing an analogous manual for its own 
purposes and currently uses the Project Management Body of Knowledge, project 
templates and other tools to assist personnel and staff managing projects.  DCAMP 
identified processes, some discrete and some duplicated, that could be improved 
through improved alignment of these manuals. 
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6.6 To date, no projects have been fully completed under the CMF processes and the 
CMF has recently been reviewed.  The review was seen as fine-tuning rather than 
addressing substantive gaps or failings in the current system.  The review detected 
no significant impetus for change in procedures for major projects, although there 
was an expressed desire to see less complexity and better guidance in subsidiary 
processes below the level of the CMF. 

Skills 

6.7 Military officers receive a certain amount of generic project management training and 
some also receive specialist project management training.  Essentially, military/user 
representation on project teams is left to the discretion of single Services.  It is clear 
from feedback given to DCAMP that Services regard these roles as important and 
assign high calibre staff to project teams, albeit sometimes at the expense of other 
priorities. 

6.8 The MoD expressed to DCAMP a high degree of satisfaction over the personnel and 
input that NZDF provides to acquisition projects.  However, the need to satisfy career 
management requirements sometimes means that military personnel are moved off 
projects earlier than is desirable.  As observed elsewhere, this creates risks. 

Governance 

6.9 CMF projects are governed through the Executive Capability Board (ECB) and the 
Integrated Capability Management Committee (ICMC).  CP Minor projects are 
managed through the NZDF’s Development Branch but with dual reporting to single 
Service Chiefs.  Project charters are produced for CP Minor projects, which define 
project responsibilities.  Risk management reporting is evident along with time and 
cost reports. 

6.10 Purchase decisions are governed by the tenders board(s) and the process and 
management surrounding this appears to be sound.  Ministers are kept informed as 
major projects progress, although there are suggestions that more and better 
information could be provided. 

Project delivery 

6.11 For capital acquisition projects, there is a strong culture of budgetary control and the 
need for projects to be completed within budget.  DCAMP believes that similar 
controls are needed over time, scope and the capability actually delivered by the 
project. 

6.12 Project teams are generally believed to be at least adequately resourced.  For 
obvious reasons, the level of resourcing varies according to the size and complexity 
of the project, so that major acquisitions are generally well resourced.  DCAMP 
believes that more financial, project management, and overall experience are 
desirable. 

6.13 For all acquisitions, both Major and Minor, the process of handing over to “business 
as usual” (BAU) needs to be handled carefully.  The sign-off needs to acknowledge 
that contractual conditions have been fulfilled and also that the user’s other needs are 
satisfied to the extent possible.  This includes ensuring that sufficient knowledge has 
passed from the project to BAU. For example, the existing transition between the 
acquisition and introduction into service phases is more effective when there is a 
period of overlap, rather than a sharp break at the time of acceptance and the 
issuance of a closure report. This desirable overlap often occurs, but not always. In 
the case of major acquisitions, projects have teams with staff specifically involved in 
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the management of the information flow from the acquisition contract activities to 
introduction into service and TLS. 

6.14 MoD Acquisition remains involved through the maintenance period and in cases 
where there are latent defects.  For example, the LAVs were delivered two years ago 
and MoD Acquisition remains involved with the management of latent defects and 
with purchasing some supplementary equipment. 

Good Practice 

6.15 Good practice in acquisition would stress: 

♦ A focus on outcomes and capability rather than simply on delivering the 
project on time and within budget.  This would be manifest in through-life 
management plans and costs, with performance and capacity targets, and a 
benefits realisation plan. 

♦ Different procurement options being considered such as leasing, private 
financing and private provision/out-sourcing. 

♦ The need for capability project teams to form early to meet their complete brief 
that addresses more than acquisition, such as planning for introduction into 
service and through-life management, and involvement in planning for the 
phasing out and disposal of equipment being replaced.  This would entail a 
broader skill set. 

♦ The need for richer reporting that is beyond compliance and meeting current 
targets.  This would involve a flow of contextual information to customers and 
stakeholders and a future focus on whole of life benefits and on final delivery. 

♦ That the three elements of time, cost and performance must all be managed 
to optimise overall performance.  Scope changes would be clearly mandated 
and be the result of value engineering undertaken early to identify options for 
where any future trade-offs will fall. 

6.16 A number of weaknesses were previously identified through DCARR and the DSI. 
Steps are already being taken to address them.  DCAMP is strongly persuaded that 
the following issues on existing work programmes must remain foci of attention: 

♦ The NZDF continuing to strengthen its existing project reporting, particularly 
through the use of a single system for CP Minor projects, through tighter 
control over scope changes and through more forward-looking reporting 
focused on project outcomes. 

♦ The MoD and NZDF continuing to strengthen their existing relationship, with 
an emphasis on shared responsibility and incentives.  Where appropriate, 
both departments should use common or compatible systems to facilitate the 
sharing of relevant information, which should be exchanged freely wherever 
practicable. 

♦ Life cycle costs estimation and through-life management issues continuing to 
be accorded high priority at the project stage.  Performance targets for them 
should be developed during the project for incorporation into the strategic 
asset management plan (see also Recommendation 2).2 

 

                                            
2
  The Controller and Auditor-General is reviewing those major capability acquisition projects that are in the 

contract/delivery phase.  This review, modeled on an approach used by the United Kingdom National 
Audit Office, will assess whether projects are being delivered as forecast at their commencement.  This 
will include assessment of the accuracy of project forecasts against actual cost.  The review is expected 
to be completed in late-2006. 
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7 Introduction Into Service (IIS) 

 

Introduction 

7.1 The IIS phase consists of: 

♦ transferring deliverables following formal acceptance and the provision of 
initial spares, services, and initial training from MoD to the NZDF 

♦ operational testing and evaluation (OT&E) of the Capability System 

♦ organising force structure requirements 

♦ providing whatever operational and logistic support requirements, including 
infrastructure, were not already secured during the acquisition phase 

♦ identifying individual training requirements 

♦ identifying collective training requirements to achieve the NZDF Directed 
Level of Operational Capability (DLOC) 

♦ managing and administering the residual warranty and guarantee clauses in 
the contract. 

7.2 This phase of the capability development process is the sole responsibility of the 
relevant Service Chief.  The responsibilities include managing organisational change, 
the disposal of the capability being replaced, and managing any surplus capacity that 
may emanate from the introduction of new or replacement capabilities.  The IIS Team 
normally undertakes the necessary tasks on behalf of the Service Chief concerned. 

7.3 The MoD and the NZDF work together during the IIS phase to ensure that the total 
capability is delivered but each with a different focus.  The Service focus is on the 
personnel-related aspects, operational employment and logistic support of the 
capability throughout the life of type, while the MoD has prime responsibility for the 
provision of major equipment, platforms, sub-systems, initial spares, and initial 
operator and maintainer training, to be certified by the ECB as meeting NZDF 
requirements.  On successful completion of the acceptance trials, the Service 
formally accepts the equipment from the MoD and conducts a series of operational 
evaluations before introducing the full capability into service. 

Process Strengths 

7.4 This part of the CMF was generally regarded as providing a reasonably clear and 
straightforward framework, which allows for a consistent, repeatable process to be 
applied across the three Services.  The MoD/single Service interface for the IIS 
phase is seen as sound in terms of mutual understandings of respective 
responsibilities. 

Process Weaknesses 

7.5 The IIS phase does not appear to be an issue for information technology, 
infrastructure or CP Minor projects.  However, some refinement of current practice is 
needed in respect of SME acquired under the LTDP and managed under the CMF. 
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7.6 IIS issues and requirements for major items of military equipment were not taken into 
account early enough in the overall CMF.  Many factors crucial to the successful IIS 
of a capability being acquired required a lead-time longer than that provided between 
contract signature and equipment delivery, for example, personnel resourcing or 
commissioning new infrastructure.  It is arguable that the concept development stage 
is being the appropriate point to start addressing IIS issues. 

7.7 MoD’s Acquisition Branch stipulated responsibility for managing the equipment 
acquisition process was not seen to be well-aligned with the NZDF’s broader needs 
to introduce a capability into service and support it through its life in an effective and 
efficient manner.  The MoD’s task is seen to be complete upon delivery of the 
equipment – that is, MoD responsibility ends with acquisition, all else is the 
responsibility of Service Chiefs.  However, the successful introduction of a capability 
into service is often closely linked with the acquisition phase and may be affected by 
trade-off decisions made during the management of the acquisition contract. 

7.8 There is a perception that, when acquisition budgets are under threat, cuts are made 
in areas that may compromise both the IIS and through life-support.  This perception 
asserts that, because acquisition projects tend to focus on delivering the item 
according to specification, on time and within budget, limitations on focus may place 
at risk the capability itself and its through-life operating costs.  The alternative view is 
that capability requirements are well-defined before the contract is concluded.  The 
desire to complete the acquisition should not therefore impact on that capability. 

7.9 Performance measures currently concentrate upon acquisition of equipment.  
Performance measures should be in place for all aspects of a capability, including the 
total cost of ownership, inclusive of logistics and whole-of-life support, not just the 
purchase cost.  Devising a complete set of measures could begin in the capability 
development phase, addressing issues such as policy objectives and the time 
needed to reach DLOC. 

7.10 As with acquisition, NZDF faces challenges in finding sufficient people with the right 
skills to staff IIS without diverting staff from other high-priority areas and adversely 
affecting BAU productivity. 

7.11 DCAMP believes that there are sometimes unrealistic expectations about the lead 
time needed between the delivery of equipment and its introduction into service.  The 
two seldom occur simultaneously.  Tensions are created if the NZDF is expected to 
press recently-delivered equipment into operational service too early.  These tensions 
can be mitigated if the planning process is better integrated and work on the 
personnel consequences of the acquisition are properly sequenced. 

Good Practice 

7.12 Good practice sees a strategic management plan being prepared during the 
tendering and acquisition phase which, among other things, specifically addresses 
the IIS phase including: 

♦ infrastructure requirements 

♦ training programme for staff 

♦ either user acceptance testing or requiring a contractor to demonstrate 
performance in compliance with the contract 

♦ maintenance plan. 

Note that these requirements of good practice are generally present already. 
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7.13 The strategic management plan should cover the support and maintenance of the 
capability and should be costed.  Costings should be reviewed periodically and 
updated as new information is made available by the manufacturer or is derived from 
the experience of operational use. 

7.14 Acceptance should be undertaken and any deficiencies made good before the 
capability is released into service. 

Findings 

7.15 DCAMP concluded that IIS planning is generally well managed by the Service 
receiving the capability.  Areas where improvements could be made include: 

♦ infrastructure capital expenditure associated with the new capability is not 
always considered and funded simultaneously with the acquisition of the SME 

♦ life cycle costing is not as robust as it could be 

♦ changes in project timing, including the resultant impact upon operating 
budgets and the need to continue to operate current equipment longer to 
bridge the gap through to the delivery of the new capability, are not well 
integrated into the acquisition phase. 

Recommendation 6 

That the NZDF continue to develop and use generic methodologies and checklists to 
assist in the planning and preparation for the IIS of a new capability. 
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8 In Service Phase 

 

Introduction 

8.1 The in-service phase covers the operational life of the introduced capability or 
equipment and the possibility of a rolling/progressive upgrade to maintain capability 
throughout its life until final disposal.  It also includes analysis of information from 
operators who report capability gaps identified by deployments, operations, 
exercises, new technology, or measures.  

Current Process 

8.2 A MoD Evaluation Division report on the management of NZDF SME prepared in 
2005 (Report 15/2005) concluded that appropriate policies and procedures were 
generally in place for the introduction and through-life management of the Services’ 
SME.  Updating of some documentation was required and although some equipment 
was maintained well past its life expectancy, planning processes were in place for the 
replacement of assets. 

8.3 During their annual audit for the financial year 2004/05, Audit New Zealand found that 
the NZDF had appropriate procurement policies and procedures in place and that 
Defence Force Order 52 – Manual of Materiel Management – was consistent with the 
best practice guidelines promulgated by the Ministry of Economic Development and 
the Office of the Auditor-General. 

8.4 All fixed assets are tracked on SAP and spare parts are registered into the inventory 
system.  Generally, well-defined processes exist for Integrated Logistic Support (ILS) 
management and configuration control. 

8.5 In-service use is generally well planned.  Upgrades in general are well planned and 
managed.  The adoption of Logistic Support Agreements (LSA) will, over time, further 
enhance in-service management. 

8.6 A strength of the Air Force is their use of the airworthiness framework for aviation-
related equipment.  This provides a robust structure from which to manage in-service 
capabilities. 

8.7 The training and documentation supporting maintenance functions is well developed, 
albeit initially heavily based on the manufacturers recommended maintenance 
schedules. 

8.8 Maintenance programmes are governed by budgetary constraints.  Services have the 
ability to undertake predictive and preventative maintenance planning, however, there 
is a lack of resources to allow the full impact of this to be assessed.  Often, the 
decision is what can be deferred as priorities are based on operational demand.  The 
impact of deferring is often not quantified, aggregated or integrated with other 
systems.  If maintenance is not carried out or is deferred, what are the risks to be 
managed if assets are deployed? 

8.9 The NZDF is currently in the process of migrating single Service engineering 
management systems to JEMS – the Joint Engineering Management System.  When 
fully operational, JEMS will deliver: 
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♦ a fully integrated and deployable engineering capability 

♦ a joint, standardised engineering processing and management environment, 
incorporating single Service requirements 

♦ a foundation for operational planning, strategic corporate planning, and day-
to-day engineering management and decision support 

♦ a foundation for through-life support systems, processes, and reporting, 
including integrated logistics support, life cycle costing, and life cycle cost 
analysis 

♦ effectiveness and efficiency gains from the benefits of Integrated Logistic 
Support.  

8.10 Implementation of JEMS has been slow due to resourcing and other priorities.  
However, it does have the potential to deliver more effective and integrated asset 
management if integrated with other systems such as capital and operating 
programmes. 

8.11 Both DCARR and a MoD Evaluation Division report on the management of NZDF 
Land and Facilities prepared in March 2005 (Report 5/2005) observed a lack of long-
term planning for NZDF real estate and noted that management structures could be 
strengthened.  The Evaluation report also found that the contribution of the NZDF 
estate portfolio and the consequences of deferring property maintenance were not 
identified. 

8.12 The NZDF now has a strategic real estate plan and selected short-term action items 
are currently being implemented.  A project has been established to progressively 
identify the estate configuration that best supports Defence capability in the longer 
term, as well as a logical approach to the estate maintenance plan.  To underpin the 
latter, an Integrated Land Facilities Management System is currently being populated 
with data that will allow full transparency and management of property management 
costs.  The system, once fully operational, will compare and prioritise NZDF 
infrastructure in relation to overall condition, the consequence of not undertaking 
maintenance work, and the contribution of the asset to outputs. 

Impact on Outputs 

8.13 The impact of in-service asset management on the delivery of NZDF outputs is 
reported by OPRES.  The key measurement areas most affected by equipment 
maintenance and repair issues are readiness and sustainability – the ability to be able 
to deploy within designated response times and support a force throughout the 
duration of an operation.  The target performance requirements for equipment 
condition and inventory to achieve directed and operational levels of capability are 
prescribed in Schedule 4 to the NZDF Output Plan.  

8.14 Generally, in-service asset management has enabled force elements to meet the 
required outputs as specified in the NZDF Output Plan.  There are, however, ongoing 
issues with equipment serviceability and reliability, which are mainly the result of 
inadequate resourcing and obsolescence.  Issues of note by Service are set out in 
the following sections. 

♦ Navy.  Current equipment and stores support are being maintained as 
specified in the Master Equipment Index and Consolidated Onboard Stores 
Listing.  There is some logistical risk being carried across the ANZAC frigates 
and shore infrastructure.  While there are some risks with the sustainability of 
munitions, current levels enable the Naval Combat Force to achieve the 
required operational outputs. 
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♦ Army.  Ongoing equipment refurbishment and replacement requirements 
have limited the support available for DLOC and OLOC generation.  There 
remain shortages in a range of protective equipment, tentage, radios, and 
night vision equipment.  There are also limitations on the ability to respond to 
contingencies involving a higher threat environment, due to deficiencies in 
communications, mobility, and combat field engineer equipment.  Equipment 
shortfalls are presently being quantified as part of the Army Table of 
Establishment project and will be addressed as part of the Defence Funding 
Package.  A project to identify and optimise inventory requirements is also 
underway, however this will require investment over time. Munitions, 
expendable and technical stores could be provided from within total Army 
resources. 

♦ Air Force.  Spares support for the existing mission systems for the P-3K 
Orion aircraft is becoming increasingly problematic with increasing 
maintenance and logistic support overheads.  Interim capability 
enhancements are becoming increasingly problematic to support due to 
partial fleet configurations and limited spares support.  The Maritime Patrol 
Force has insufficient expendables and technical stores to maintain OLOC for 
other than surveillance roles in low threat environments.  The limited 
availability of rotable spares has had an adverse effect on serviceability for the 
C-130 Hercules fleet.  Spares for the Boeing 757 aircraft have not always 
been available within the required timeframe.  Nevertheless, this is improving 
with the introduction of a “one stop shop” for rotables.  Poor vendor support by 
the manufacturer has reduced the availability of the Seasprite helicopter for 
embarked operations.  In addition, the composite main rotor blade program for 
the Seasprite remains problematic – increasing the number of assets required 
in the pool.  There has also been reluctance on the part of the original 
equipment manufacturer to engage in a performance-based logistics contract.  
These issues have major implications for the cost of providing ongoing logistic 
support for the Seasprite and may ultimately impact on the operational viability 
of the aircraft. 

8.15 OPRES is an effective performance measurement system and OPRES information is 
now incorporated into the DPMS. Links are being developed between operational 
risks to outputs and mitigation initiatives such as LTDP projects, minor capital 
acquisitions and other NZDF programmes.  DCAMP concluded that it would be useful 
if the DPMS could capture and retain information on decisions taken to correct 
deficiencies in capabilities, including the decision-maker, details of orders, estimated 
time to correct, estimated cost, person(s), accountable, inter-dependencies, and 
updates on progress.  The DPMS combined with balanced scorecard approaches is 
addressing this need. 

8.16 Evaluation of OPRES information should also include: 

♦ current DLOC status of force elements 

♦ current deficiencies in capabilities 

♦ root cause analyses of deficiencies in capabilities 

♦ forecasts of future DLOC status of force elements (using information relevant 
to both the time needed to correct the deficiencies and issues that will cause 
future deficiencies – e.g. cyclic maintenance or the future separation of key 
personnel) 

♦ identification of options for correcting deficiencies. 

♦ analysis of both strengths and deficiencies to identify possible alternative 
combinations and recombinations of force elements – which, in turn, inform 
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assessments of possible responses to credible threat scenarios in a real time 
strategic management system. 

Good Practice 

8.17 Good practices for in-service management are as follows: 

♦ a single fixed asset register with standard capitalisation policies and proactive 
monitoring and assessment of assets to develop effective maintenance 
strategies for each asset 

♦ a single plant maintenance system providing oversight of the through-life 
management of the asset and clear linkages back to capability management 

♦ identification of the cause of major breakdowns 

♦ extrapolation of root causes to determine possible effect on the fleet 

♦ proactive interventions applied fleet-wide based on outcomes of root cause 
analysis 

♦ central purchasing and procurement with automated vendor management 

♦ efficient and effective management of inventory levels, costs and risk 

♦ a single inventory management system 

♦ appropriately-trained personnel 

♦ proactive management of inventory, looking at usage patterns, demand, 
supply, etc 

♦ use of supply chain planning practices such as materials requirements 
planning to generate clear inventory triggers. 

Findings 

8.18 Appropriate policies and procedures are generally in place for the through-life 
management of the NZDF’s specialist military equipment.  Although some equipment 
is maintained well past its life expectancy, planning processes are in place for the 
replacement of assets.  Key findings are: 

♦ The in-service use is generally well planned. 

♦ There are well-defined policies and processes for integrated logistics support 
management and configuration control. 

♦ The capacity to undertake supply chain and logistics optimisation analysis 
NZDF-wide could be strengthened and integrated. 

♦ Where problems are encountered, root cause analysis in Navy and Air Force 
is highly structured due to their focus on platform assets.  However, such 
analysis in Army is less structured. 

♦ There is no standard LCC model – a different model is built for each 
acquisition depending on its complexity and each Service is responsible for 
developing its own model. 

♦ The quality of preparedness and sustainability is affected by availability and 
reliability of equipment, rotables, inventory, and contingency reserve stocks 
(CRS). 

♦ The training and documentation supporting the maintenance function is 
generally well developed, albeit initially heavily based on manufacturers’ 
recommended maintenance schedules. 
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♦ Equipment fleet replacement policies and processes now put more emphasis 
on addressing the capability requirements holistically rather than simply the 
equipment replacement. 

♦ Resourcing for the in-service management of equipment is limited within 
Army, resulting in small numbers of personnel being responsible for the fleet 
management of a very large and complex range of equipment.  This will be 
further accentuated as Army continues to move to a higher level of technology 
within the equipment fleets. 

♦ Whole-of-life management requirements are often ill defined (e.g. spare parts 
requirements) and the costs of operating capabilities throughout their lives 
have not matured.  This leads to pressure on operating funding in out-years. 

♦ Inventory holding limitations restrict the ability to optimise the inventory to 
support equipment and therefore capability.  Also, management of inventory 
levels needs to be more accurate. 

♦ Army’s equipment maintenance system (MEMS) is not being applied 
consistently and hence is not providing the level of management information 
that it could or should provide to decision-makers.  Data are often not 
available on changes in costs that would affect a repair or replace decision.  
Training is also lacking on MEMS. 

♦ Key sections of DFO 32 – Defence Force Orders for Facilities and Property 
Management – have been updated, but not the entire manual 

♦ Although minimum standards of maintenance have been identified for NZDF-
wide buildings and facilities, the process to manage the gap between the 
current level of maintenance and an appropriate standard of maintenance is 
not fully mature.  

Recommendations 

Recommendation 7 

That the NZDF and MoD jointly review the standard LCC model template and, 
wherever possible, use it in capital acquisition projects. 

 

Recommendation 8 

That the NZDF review the way in which the in-service costs of major SME capabilities 
are captured to ensure that the information is sufficient and accurate enough to 
inform future management decisions. 

 

Recommendation 9 

That the NZDF continue to develop the DPMS to integrate its systems for identifying, 
tracking and managing risks to preparedness, equipment, and inventory. 

 

Recommendation 10 

That regular assessments of preparedness should address material cost changes, 
the ability to deliver outputs over time, and linkages with resource allocation. 

 

Recommendation 11 

That, where possible, negotiation of the maintenance contract for equipment being 
acquired should take place at the same time as, and as part of, the negotiation of the 
acquisition contract. 
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Recommendation 12 

That, as expenditure priorities allow, the NZDF seeks to adopt better practices for 
fleet management. 

 

Recommendation 13 

That, where possible, personnel used in the development phase need to follow the 
task through to the implementation – at least for the first phase (up to two years). 
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9 Disposal Phase 

 

Introduction 

9.1 Disposal of NZDF assets is covered by two documents – the CMF and DFO 52.  The 
CMF provides a framework for “capability disposal” as part of the capability definition, 
acquisition, in-service, and disposal cycle, whereas DFO 52 provides the rules, 
regulations, and delegations that control disposal of assets. 

DFO 52 

9.2 DFO 52 Chapter 12 prescribes the procedures for the disposal of surplus stores and 
applies to all Services.  It does not prescribe any value limits, leaving the disposal to 
the respective Service Chief.  The DFO provides for a variety of disposal methods as 
deemed appropriate by the Service Chief or delegate.  It does note that “gratuitous 
disposal” is a valid method, and Section 9.17 provides delegations, whereby items to 
be gifted and valued over $20,000 require Ministerial approval. 

9.3 At the time of writing, the MoD’s Evaluation Division were undertaking a review of the 
disposal of major NZDF equipment.  While their final report is yet to be released, 
indications are that there is little wrong with what the Services are doing as far as 
process goes, but there is a need for earlier communication with the Minister to 
establish any “community benefit” directions – which differ from the “best monetary 
return” philosophy currently used by NZDF and Treasury – and to provide policy 
advice on options.  There appears to be a gap in some aspects of the NZDF's internal 
policy guidance as well. 

9.4 Comments from the questionnaires and interviews conducted by DCAMP generally 
agreed that the process outlined in DFO 52 is robust, well understood, and appears 
to work well.  There was some concern that it is not applied uniformly across all 
Services and suggestions that this might be solved by a central, joint disposal 
agency.  There was greater concern over disposal of large assets, which requires 
better planning, management, and oversight to mitigate potential risks. 

9.5 DFO 52 does not provide a process for identifying when an asset is “surplus” and to 
be disposed.  It states (12.2) that “Single Service stores accounting instructions are to 
include procedures covering the identification of and disposal of surplus stores.”  
Whether larger assets (e.g., a ship) come under this DFO is not clear. 

Review of DFO 52 

9.6 Questionnaire comments noted that implementation of DFO 52 varied between the 
Services and possibly even between bases of the same service.  Being able to 
identify clearly when assets (especially larger items) should be disposed of is 
important.  Significant assets or groups of similar assets should have a strategic 
asset management plan that optimises both the in-service operating/maintenance 
costs and the disposal benefits. 

9.7 The establishment of the Joint Logistic Support Organisation (JLSO) is an opportunity 
to review DFO 52 to ensure a more strategic approach to disposal.  This review could 
examine whether there are efficiencies in a central disposal group, and whether this 
would enhance the identification of all risks associated with disposals, including 
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military, fiscal, legal and political risks.  Like acquisition, disposal is a specialised skill, 
and should be considered as part of the capability replacement process.  The letter of 
expectation from the Minister of Defence to the incoming CDF dated 27 June 2006, 
has directed review of asset disposal procedures within the NZDF. 

Disposal under the CMF 

9.8 The current CMF (May 2004 version) mandates a process for the development of a 
disposal strategy (CMF Chapter 6).  It envisages an ongoing process (CMF 6.1) 
beginning when the new capability is first defined (CMF 6.2), and updated during the 
Acquisition (6.3), Introduction into Service (6.5), and In-Service (6.7) phases.  It 
requires detailed plans, identification of the costs of disposal and the resources 
required for disposal.  It identifies the Service manager (6.7) as responsible for the 
disposal of capability at the end of its service life. 

Identifying end of Operational and Economic Life 

9.9 For any item of SME, there are three possible “ends of life”: 

♦ end of useful life, which can occur at any time after acquisition – for example if 
the associated capability is withdrawn or the asset is rendered technologically 
obsolete 

♦ end of operational life, which occurs when the asset’s effectiveness decreases 
to the point where it can no longer be relied on to be serviceable 

♦ end of economic life, which occurs when it ceases to be cost-efficient to keep 
the asset in service due to escalating maintenance, repair, or operating costs. 

9.10 Information on any rising cost of maintenance and/or declining operational availability 
can be obtained from NZDF financial systems and from OPRES.  Regular 
comparison of this data would give an indication of when an “end of life” is being 
reached.  However, this process can generally only identify ex post when the asset 
should be withdrawn from service.  It is unlikely to give a prior indication sufficiently 
far in advance to provide the lead-time needed for purchasing a replacement and 
introducing it into service. 

The Need to Plan in Advance for Disposal 

9.11 Although the CMF requires a disposal strategy to be developed and updated, it does 
not provide a process to identify in advance when an asset should be considered for 
disposal.  More analysis is required on this aspect, including development of through-
life asset management plans, and developing cumulative cost and effectiveness 
curves.  Whether the asset should be replaced, and with what, is a separate process 
that should follow the CMF framework. 

9.12 A key risk to disposal that needs to be addressed during acquisition derives from 
obtaining the permission of the exporting country to dispose of military equipment to a 
third party.  This is a key barrier to the success of a disposal.  It is sometimes 
unavoidable, since the stark choice may be between having the asset through its life 
or having the freedom to maximise its disposal value. 

Impact on NZDF Finances of Asset Disposal 

9.13 In general, the financial return on an asset disposal should be maximised and this 
return should be planned for and incorporated into projected budgets.  This occurs in 
most cases currently for both LTDP and CP Minor projects. 



44
    

9.14 There is no review process to test whether proceeds are maximised and in many 
cases, estimating both the amount and timing of proceeds has proven problematic.  
In some cases assets are seen as providing wider social benefits and proceeds are 
not maximised.  An example is the sinking of frigates as maritime attractions.  
DCAMP considers that the process for managing these decisions is transparent. 

 

Recommendation 14 

That the CMF revision include a procedure for assessing when end of life, both 
operational and economic, has been reached, regardless of whether the asset is to 
be replaced.  This determination should be made pursuant to an analysis of financial 
and OPRES data. 

 

Recommendation 15 

That the disposal policy be reviewed to achieve a strategic approach to disposals. 
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10 The Role of DTA 

Introduction 

10.1 The Defence Technology Agency (DTA) is the NZDF’s prime source of research and 
technology advice.  DTA is structured around two key functions: (1) maintaining in-
house capability and knowledge to support planned future acquisitions, and (2) in-life 
support of existing assets to maximise utility and life.  A recently completed draft 
Defence Science & Technology Strategic Plan outlines the future requirements for 
DTA to support the LTDP, but does not address DTA’s key role in support of existing 
capability. 

In-life Support 

10.2 According to the Director of DTA, about 40% of DTA’s resources are committed to 
providing in-life support for NZDF assets and current force operations.  This work 
includes researching the cause of material failures, undertaking research on the most 
effective repair, monitoring operational conditions in plant and equipment, through to 
routine analysis of oil and fuel.  DTA has accumulated specialist knowledge of NZDF 
equipment, enabling them to provide timely advice and solutions to maintenance and 
operational issues.  DTA can be a critical factor in effecting some repairs, and they 
shorten the downtime in others. 

10.3 DTA’s knowledge often goes beyond that available from the original equipment 
manufacturer (OEM), especially for older assets approaching or being kept 
operational beyond life of type.  Without DTA, some NZDF assets would not be 
operational, or would be subject to long maintenance turn-around times.  Some 
maintenance has been an ongoing issue until DTA diagnosed the actual cause and 
reported this to the OEM. 

10.4 For some of the larger asset types, the Services might be expected to maintain 
specialist repair skills.  DTA reports that the Services (especially Navy and Air Force) 
have lost some of these critical skills due to restructuring and retirements and 
consequently DTA has been expected to provide these resources.  There are, 
however, some efficiencies to be gained by maintaining a critical mass of materials 
engineers and scientists at DTA who can work across all NZDF assets.  These 
specialists are well connected to similar organisations in Australia, US, UK and 
Canada and they have access to people and knowledge through participation in the 
Technical Co-operation Programme.  A small number of specialists in each Service 
may not be as effective. 

Issues 

10.5 The in-life support provided by DTA is funded on a project-to-project basis from each 
Service.  This provides transparency of accounting and each project charter defines 
the work required. Nevertheless, there are some risks with this strategy.  DTA must 
estimate in advance its likely workload for the year and commit resources 
accordingly.  To date, Services have seldom had critical research delayed due to 
unavailability of resources.  However, such delays are more likely in the future, 
especially as materials failures increase in older assets.  The alternative of input 
funding does not promote efficiencies and may still lead to a shortage of resources at 
critical times. 

10.6 The in-service support provided by DTA is largely reactive to problems as they arise. 
DTA could be involved in more long-term maintenance planning if the resources were 
available, assisting with the development of maintenance schedules, and calculating 
mean time to failure in support of reduced maintenance costs and longer asset life.  



46
    

More extensive use of DTA in monitoring asset performance should be investigated 
as this could lead to reduced repair costs and improved asset performance, but for 
DTA this would need to be within a balanced programme of current and future force 
requirements. 

10.7 The current version of the CMF recognises DTA’s role in capability definition and 
acquisition options, but it does not adequately cover DTA’s role during the in-service 
phase in asset maintenance, repair and monitoring.  This should be addressed.  
DCAMP notes that the role of DTA through the asset life cycle has been reduced or 
de-emphasised in the revision. 

Recommendation 16 

That the NZDF review the funding and accountability arrangements for the DTA to 
help ensure that: 

♦ maintenance and through-life support of military equipment is undertaken in a 
cost-efficient manner 

♦ the DTA has sufficient certainty of funding and revenue for personnel and 
administrative planning. 

 



11 Personnel Issues 

Introduction 

11.1 As observed in Chapter two, defence assets cease to have any utility unless they are 
being used or are available to be used.  Availability for use implies, among other 
things, that there are sufficient trained personnel to use them.  Good personnel 
planning is therefore fundamental to the delivery of military capability.  Given its 
importance, DCAMP devoted a considerable amount of attention to personnel issues. 

Overview of NZDF Personnel Planning 

11.2 NZDF has an overarching Strategic HR Plan to guide the development of its 
personnel requirements.  Single Service Chiefs have responsibility under the Defence 
Act to raise, train, and maintain the capability of each of the three Services.  Each 
Service undertakes its own workforce forecasting and planning, with an overarching 
strategic force development function in HQNZDF.  The current force development tool 
is the PCPM.  The PCPM was developed over approximately six years, and is the 
third of three successive “prototypes” – the first being the 1995 Manpower Required 
in Uniform studies (MRU) and second being the 1998 Optimum Personnel Required 
in Uniform (OPRU) studies, each of which were undertaken by the single Services.  
The MoD’s Evaluation Division evaluated the two earlier prototypes and both were 
found to have deficiencies. 

11.3 These tools shared a common purpose – to estimate the minimum number of military 
personnel required by each Service to address particular military scenarios.  The 
focus of all three was on estimating the number of personnel and not the number of 
establishment posts. 

Personnel Capability Planning Model 

11.4 The PCPM is the model currently used for calculating each Service’s “personnel 
capability required in uniform to meet outputs”.  The PCPM differs from its 
predecessors in that it has been made mandatory by DFO 10/2001 and formed part 
of the Defence Planning System.  There is a clear expectation that the PCPM will be 
used for personnel planning. 

11.5 DCAMP reviewed the PCPM in detail and, like MoD Evaluation did with its two 
predecessors, identified some deficiencies.  DCAMP considers that the major 
problem with the PCPM is the lack of clarity around its purpose.  On the one hand, it 
is used to determine “the size, shape and depth of the personnel structure required 
over time” and “is an integral part of the Defence Planning System.  On the other 
hand, it is held to be a “strategic macro-planning tool” that “can only provide 
indicators of the general size and shape” of personnel “for a given force structure” 
and therefore “is not designed to define detailed unit or sub-unit organisations.” 

11.6 In addition, DCAMP considers that, with estimates derived from the PCPM, there is 
uncertainty over the timeframe to which the estimates apply.  The PCPM is used to 
calculate the “personnel structure required over time” so that “current and future 
Defence outputs” are met.  Conversely, the PCPM is to be based on scenarios that 
are “consistent with Defence Outputs for the year”, with the planning assumption that 
a deployment will last for a “period of up to 12 months”.  The PCPM does not assume 
that the core work of the Service must be sustainable during the deployment.  Such 
sustainability was not included in either the MRU or the OPRU. 



11.7 However, DCAMP believes that the PCPM contains one clear advantage over the 
earlier OPRU model, inasmuch as the vexed issue of concurrent deployment is at 
least raised through the instruction that “Services must determine the concurrency of 
deployment of two or more force elements and supporting units” within the scenario, 
as well as the instructions that: 

♦ allowance be made for appropriate responses to concurrent low-level security 
challenges in New Zealand and the South Pacific where New Zealand might 
be required to operate independently 

♦ the NZDF continues to train 

♦ the NZDF continues to meet other commitments such as providing personnel 
to peace keeping/support operations globally. 

11.8 Nonetheless, DCAMP believes that the PCPM still has some important weaknesses 
that derive from scenario-based assumptions.  Each scenario used by a Service is 
based on one EC.  The PCPM does not envisage any requirement for concurrent 
deployments to more than one EC.  Nor does it appear to contemplate cases where 
more than one concurrent deployment is required to the same EC but in different 
locations. 

11.9 Setting aside these problems with the underlying scenario assumptions, DCAMP 
believes that the PCPM needs further development to be useful as a force 
development tool.  The most serious problems with the current version are a lack of 
accuracy in rank/trade estimates, and a lack of sustainability estimates in the model. 

11.10 Associated with these issues is the over-arching imperative for the NZDF to achieve 
greater efficiency and effectiveness.  Personnel costs amount to approximately 50% 
of the NZDF’s operating costs.  If personnel resources are inadequate in numbers, 
composition or trained state to deliver the requisite capability, defence is neither 
efficient nor effective.  The “teeth to tail” ratio is also important to avoid inefficiencies 
in support functions. 

Improvements Required in the PCPM 

11.11 DCAMP concluded that the probable reason for the problems associated with the 
PCPM (and the previous MRU and OPRU) is an apparent confusion between 
estimating minimum, verified numbers of personnel as opposed to summing 
aggregate counts of extant personnel.  The latter method is closest to that actually 
used by the MRU, OPRU, and PCPM, whereas the former method is the one required 
for force development.  Specifically, force development requires the ability to 
accurately: 

♦ estimate the current number of required military personnel in a Service at 
branch/trade/rank level 

♦ forecast the future number of required military personnel, again at 
branch/trade/rank level. 

11.12 DCAMP believes that such a force development tool is essential and that the PCPM 
should become that tool.  DCAMP also believes that HQNZDF needs a method and 
procedure to validate the personnel numbers assumed in single Service plans and 
forecast the personnel numbers required for NZDF to meet its outputs. 



 

Recommendation 17 

That, as an important component of its efficiency and effectiveness initiatives, 
HQNZDF should, through the Personnel Branch: 

♦ Be the centre of PCPM expertise, both in providing technical assistance to 
individual Services in developing their models and in providing objective 
assessments of those models 

♦ Undertake a programme of work to develop the PCPM into a quality force 
development tool.  In particular, the developments should enable the PCPM to 
estimate: 

• the number of military personnel needed to meet the requirements of 
output plans and the requirements of force sustainability 

• the number of civilian personnel required  

• the effects of capital asset acquisitions and disposals on personnel 
requirements 

♦ Update DFO 10/2001 to incorporate the revised PCPM model. 

 

Service Workforce Modelling 

11.13 In 2004, as part of its review, DCARR commissioned the New Zealand Institute of 
Economic Research (NZIER) to assess the use of workforce planning models at the 
Service level.1  The NZIER report looked at ten aspects of the modelling: the starting 
population; future requirements for personnel; promotion; retention profile; intakes; 
category management; the prediction of civilian and other numbers; software; fitness 
for purpose; and requisite levels of judgement and model documentation.  Overall, 
the NZIER assessment of workforce planning was positive. 

11.14 In general, DCAMP concurs with the NZIER’s conclusions, but differs on one material 
point.  The NZIER noted that, while the single Services created projections for civilian 
staff for use in long-term planning, there was no workforce planning applied to these 
staff.  NZIER concluded that “[t]here is unlikely to be any substantial gains in 
accuracy from collecting and processing additional data on this sub-population” 
possibly because “the primary focus of Ministers and officials…is likely to be on the 
uniformed component”.2 

11.15 In DCAMP’s view, this recommendation ignores two realities: (1) the NZDF has a 
reasonably large reliance on civilian staff within the single Services and (2) there is 
very little strategic HR planning for civilian staff.  As at 1 August 2006, Air Force 
employed 412 civilian Full Time Equivalents (FTEs), Navy employed in excess of 392 
civilian FTEs, and Army employed almost 800 civilian FTEs.  These civilian positions 
represent a sizeable amount of the NZDF’s personnel budget.  In addition, the part 
played by civilians in maintaining military capability is becoming increasingly 
important.  

11.16 Anecdotes from HQNZDF and HQ single Services staff suggest a general lack of 
career planning for civilian staff, combined with a lack of internal promotion 
opportunities and/or policies for civilian staff.  NZIER does not consider these points 
in its report. 

                                            
1
  NZIER (July 2004). Workforce planning: verification of existing models. Report to the New Zealand 

Defence Force. 
2
  Ibid, p. 19. 



11.17 DCAMP believes that workforce modelling and strategic planning of civilian positions 
would improve the NZDF’s workforce planning overall. 

Recommendation 18 

That each of the Services include civilian positions in their overall personnel 
forecasting and modelling. 

 

11.18 The task of modelling and forecasting personnel requirements within the Services is 
undertaken using computer software, generally either the workhorse spreadsheet 
software Excel or the system dynamic modelling software Powersim. 

11.19 NZIER did not draw any overall conclusions about the superiority of modelling 
software (Powersim versus Excel) stating simply that “[b]oth models have limitations 
and advantages depending on the complexity of the functions being performed.”3  
NZIER concluded that the models are generally fit for purpose, although they note 
three main failings: 

♦ a lack of fit with financial data – for example the models do not allocate 
personnel by cost centre 

♦ a general lack of explicit information on the estimation of future personnel 
requirements (i.e. established posts) 

♦ insufficient documentation on the models, although notes, annotations, and 
descriptions existed within the modelling software. 

In DCAMP’s view, these criticisms remain valid. 

Current Workforce Planning: Navy 

11.20 Navy uses three models for workforce planning, each of which has a different 
purpose. 

♦ The CatMaNZ model is used to determine sustainable structures and enable 
theoretical testing of the impacts of changing trade structures.  The model 
does not influence personnel numbers per se. 

♦ The Strength Prediction model is a simple tool that shows the aggregate 
military personnel number.  This model is updated monthly, and forecasts out 
to ten years.  It is used for general information about personnel numbers, and 
for activities such as personnel budgeting. 

♦ The Personnel Inventory (PSI) model, an Excel-based analysis, is the detailed 
workforce-planning tool.  Developed in-house, it is designed to predict the 
number of Naval personnel at group, branch, and/or trade level, by rank, over 
a ten-year period.  Separate PSI models have been constructed for Officers 
and Other Ranks. 

11.21 The PSI does not estimate establishment.  Navy establishment is calculated initially 
from the number of sea-going billets, to which shore billets (which also enable a 
minimum sea shore ratio to be maintained) and pro rata contributions to Defence 
billets such as HQNZDF and HQJFNZ are added.  The establishment figures are also 
set at the trade/rank level, for each year of the model’s ten-year focus, enabling 
detailed analysis of personnel flows to be conducted. 

                                            
3
  Ibid, p. 20. 



11.22 Besides the baseline and forecast billet calculations, the PSI model takes appropriate 
account of other important factors that influence forecast personnel numbers at 
rank/trade and rank/branch level, such as historical “manpower not effective” levels, 
average years to promotion to each rank, annual intake, and promotion flows.  At this 
stage, it is difficult to see how the PSI model could be improved. 

11.23 DCAMP consider that the Navy’s reliance on PSI carries some risks.  The issue is not 
the model itself, but the software in which the modelling is performed.  The reliance 
on Excel-based models is not good practice for two main reasons.  First, Excel has 
weaknesses as a modelling tool in this situation because it generates a model that is 
complex and difficult to update.  Second, the manual processes used to update the 
sheets in Excel, in combination with the volume of sheets, creates the situation where 
undetected errors are easily introduced.  Use of simulation software should mitigate 
this risk. 

Current Workforce Planning: Air Force 

11.24 Air Force has a similar approach to Navy.  In general terms, the numeric modelling of 
personnel is performed routinely, and Officers and Other Ranks are modelled 
separately.  Air Force use an adapted version of one of Army’s models for personnel 
forecasting, using PowerSim software. 

11.25 Like Navy, Air Force models require the construction of establishment positions at the 
trade level, with rank creating the within-trade structure.  In combination with other 
data such as attrition rates, average years to promotion in each rank, recruit intakes, 
and promotion flows, the establishment information, enables the model to forecast 
into the future (20 or more years, and this can be adjusted within the model as 
required). 

11.26 However, unlike Navy, which models all trades, Air Force only models the largest 
trades, such as aircraft and avionics technicians, and supply clerks in the Airmen and 
Airwomen ranks.  Within the Officer trades, the largest is Pilot, and Air Force has 
been attempting to model this trade. 

11.27 While Air Force has an overall regular force establishment of almost 2000 posts, a 
number of the trades are extremely small and therefore not amenable to accurate 
workforce modelling.  Air Force has a number of trades of fewer than 20 established 
posts and some fewer than ten.  Given the training and experience required for many 
of these trades, most rank mobility will be within the trade itself, with commensurate 
difficulties associated with modelling rank progression, time to promotion, and rank-
based attrition rates. 

11.28 The “small trades” problem is even greater for Officers.  Ignoring the “under training” 
establishments, there are 25 Officer trades.  Only two of these trades, Pilot and 
Engineer, have more than 100 established posts.  Fifteen of the 25 trades have less 
than ten established posts. 

11.29 Air Force has clearly spent considerable time and effort in establishing their 
Powersim models and the work has been done well.  DCAMP reviewed the models 
and could not identify any obvious areas for improvement. 



Current Workforce Planning: Army 

11.30 Army have seven workforce models, although not all are in current use.4  Two that 
are currently used are the PCPM and the Excel-based Daily Strength Model (DSM).  
The DSM calculates daily Regular Force (RF) numbers, and forecasts the RF 
strength in the current and next financial years, although amendments were made to 
undertake specific tasks.  Army intends to improve its workforce planning with the 
introduction of a Powersim model and the Army Sustainment Model. 

11.31 The DSM is crucially important in the Army budgeting process for personnel, and 
therefore the DSM figures include civilians, Territorial Force (TF), and army posts as 
well as in-Service RF.  The DSM is used forecast RF positions and associated 
workforce planning (e.g. recruiting), as the PCPM merely calculates an end-state for 
personnel numbers. 

11.32 In December 2003, Army produced a PCPM-based report on workforce planning.  
Using a mid-intensity interstate conflict scenario as the base assumption,5 Army 
calculated a RF workforce requirement of 6,381 positions, split between 962 Officers 
and 5,419 other ranks6.  This figure was reviewed and accepted by the PCPM Review 
Board in August 2004 and was used by DCARR to estimate the level of under-staffing 
in Army RF.7  

11.33 The gap between the PCPM estimate of 6,381 and the future funded level is 981 RF, 
or 15.4% of the PCPM estimate.  Theoretically, increased use of TF could close or 
narrow this gap.  However, some of the gaps are in skilled trades where TF are 
unsuitable for use, for example in the Ammunition Technician and Armourer trades.  
These trades have small personnel numbers so that, even assuming all the exits from 
these trades entered the TF, there are unlikely to be sufficient TF available to meet 
the required strength for deployment under the PCPM estimates. 

11.34 A second option, proposed within the PCPM study, is to decrease the required RF by 
reducing rotation requirements, so that some units would only deploy once, and that 
the rotated units would have reduced combat viability.  Under this proposal, the 
required number of RF, again using the PCPM, would be 5,052 rather than 6,381.  
However, this proposal would also mean that Army would be unable to meet its 
obligations under the Output Plan. 

11.35 DCAMP concluded that the PCPM exercise has apparently created some stretch 
targets within ranks and trades that appear difficult to achieve (based on historical 
trends).  This conclusion is supported by the findings summarised in the DCARR 
report. 

11.36 DCAMP has also been conscious of the very good work undertaken by Army in the 
context of the Army Configuration Review (ACR) and the Army Transformation Plan 
(ATP).  If the Minister of Defence approves the proposed work on the ACR, Army will 
need to develop and cost options for future force configurations.  DCAMP believes 
that this will very likely mean reconsidering the PCPM numbers forecast for DCARR. 
If so, the exercise should be zero-based and should ideally make use of the 
development of the proposed PCPM approach (and also, if available, the Army 
Sustainment Model). 

                                            
4
  Models “not currently used” include both models that are no longer used and models still in development. 

5
  The number and nature of military personnel required can be inferred directly from the relevant Output 

Classes and Output Expenses in the NZDF Output Plan 
6
  Figures exclude officer ranks of Colonel and up, and exclude all SAS staff. 

7
  However, the Table in the DCARR report under the section “Summary of Required Strength” suggests 

that 6936 RF positions are required in Army for 2015. 



Recommendation 19 

Subject to Ministerial approval of the Army Configuration Review, Army undertake a 
zero-based review of its personnel requirements – Regular Force, Territorial Force, 
and civilian – in terms of both numbers and composition by rank and trade as part of 
the work on the Army Transformation Plan. 

 

Deloitte Report to DCARR 

11.37 In August 2004, Deloitte produced a report entitled DCARR – Assessment of 
Systems to Support Decision Making, which summarised their gap analysis findings 
across six areas of Defence corporate activities, including human resource 
management.  As well as providing a detailed gap analysis, the report made three 
key observations on HR: 8 

♦ There was a single Service focus on HR management and strategy, with 
limited sharing of information and practices between the Services, possibly 
causing inefficiencies. 

♦ There was no overall NZDF workforce strategy, which equated to the absence 
of “an over-arching process for integrating long-term workforce planning with 
strategic management planning processes.” 

♦ The role of civilians was not optimised, with a concomitant lack of career 
planning for civilians.  In addition, the rotation policy for military HQNZDF 
positions caused possible inefficiencies, loss of corporate knowledge, and 
loss of staff continuity. 

11.38 From the perspective of DCAMP, some gap analysis findings are especially pertinent.  
These findings cut across the initiatives, and can be summarised into the three 
related themes of PCPM, civilian employees, and capital asset management. 

11.39 Deloitte saw the PCPM as problematic.  Its report states that the “PCPM is 
considered to be useful” but then points out that “the output is often ignored because 
of budget caps.”  It is critical of the modelling method used by the PCPM, particularly 
the lack of robust “what if” analyses, the omission of civilian staff from the models, 
and the obviously heavy reliance on the accuracy of the scenario(s) used as the basis 
for the PCPM models.  Deloitte noted that “recent deployments have been widely 
different to the output statement expectations”.  The implication is a mismatch 
between the deployment scenario(s) used in the Output Plan and PCPM, and the 
actual deployments undertaken in practice.  This mismatch has continued post 
DCARR. 

11.40 Deloitte considered that civilian workforce planning was sub-optimal, as workforce 
development plans usually focussed on military personnel only.  Employee 
recruitment processes were different for military and civilian personnel, whereas best 
practice suggests there should be an integrated recruitment approach.  HR 
programmes and plans were typically designed for military – rather than civilian – 
personnel.  There were no career development frameworks for civilians.  There was a 
lack of strategic planning around the issue of civilians in management roles, perhaps 
due to ongoing debate on this topic. 

11.41 Deloitte considered that capital asset acquisition had not been adequately linked to 
workforce planning.  The introduction of new equipment had not been suitably linked 
to workforce planning for the personnel skills required by the equipment.  While the 

                                            
8
  Deloitte (2004). DCARR – Assessment of Systems to Support Decision Making, p. 7. 



CMF recommends that future training needs be considered during capability 
acquisition, this does not appear to have been translated into activities to ensure the 
adequacy of specific training programmes.  HR investments are not strategically 
linked to equipment and capital investments in business planning.  It is possible that 
the apparent general reluctance for using civilians in management-type roles, in 
combination with the NZDF rotation policy for military personnel, has helped create a 
system whereby flaws in capital asset acquisition processes are inherent in the 
design. 

11.42 Pursuant to the Deloitte findings and DCARR’s recommendations, the NZDF 
undertook the development of a Strategic Human Resource Plan and a Strategic 
Human Resource Planning Framework.  DCAMP considers both documents are 
creditable efforts but both are capable of further development.  This issue will be 
addressed further in Chapter 15 of this report. 

Deloitte Report to DCAMP 

11.43 DCAMP contracted Deloitte to undertake a literature search on best practice 
personnel planning in the private sector, with a focus on planning related to asset 
management.  It turned out that there was very little available.  Clearly there are 
some organisations that are achieving best practice workforce planning, but their 
activities are not publicly released.  Deloitte collated the small amount of publicly 
available information into a document entitled Ministry of Defence: Best Practice 
Personnel Planning. 

11.44 The literature review found ten documents spread across four themes: 

♦ personnel forecasting methods 

♦ personnel planning methods for predicting operational availability of physical 
assets 

♦ organisational management of uncertainty in personnel forecasting 

♦ use of talent management tools (a theme identified by Deloitte, rather than 
specified in the contract). 

11.45 The Deloitte exercise did not identify any information on the use of early warning 
indicators to predict under-utilisation and/or over-utilisation of personnel.  With the 
documents identified, there was little of practical value. 

Conclusion 

11.46 Due to the importance of personnel issues for the efficient and effective use of 
Defence assets, DCAMP gave them considerable attention. 

11.47 DCAMP considers that the current PCPM model should be further developed into the 
workforce-planning tool that the NZDF needs.  The workforce modelling and planning 
undertaken by the Services for their military personnel requirements is generally 
good.  But this work should be extended to include their civilian workforces.  Given 
that the Army proposes a relatively significant reconfiguration and force development 
exercise under its ACR/ATP proposals, it should undertake a zero-based exercise to 
review its requirements. 

11.48 DCAMP notes the useful work undertaken by the NZDF Personnel Branch in 
developing its Strategic Human Resource Plan and SHRPF and encourages 
Personnel branch to continue with their development. 



12 Fiscal Issues: Funding, Forecasting, Managing Cash Flows 
and Making Decisions 

Introduction 

12.1 A critical component of Defence capital asset management is the quality of its 
financial planning and management.  A high standard of asset management cannot 
be achieved without a high standard of financial management.  A top quality financial 
system (in the broadest sense of that expression) is essential to support decision-
making and ultimately to achieve best value for money in the context of uncertainty 
and risk. 

12.2 By public sector standards, the NZDF manages a very large asset base.  Not only is 
the amount of capital expenditure (capex) substantial in its own right, but the 
associated depreciation forms a significant component of the operational expenditure 
(opex) of Vote Defence Force.  Both the capex itself and the associated opex need to 
be managed carefully to minimise overall costs to the Crown. 

12.3 In this chapter, we report DCAMP’s conclusions and recommendations relating to the 
NZDF’s financial systems and financial management processes.  We examine, in 
particular, aspects of: 

♦ accounting 

♦ costing 

♦ financial planning 

♦ funding. 

12.4 In making our assessment, we needed to test the current systems against some set 
of expectations.  Deciding on what those expectations should be was clearly an 
important step.  In this respect, we agreed with the stance adopted by the earlier 
DCARR review that “best” practice is not necessarily the “right” practice.  “Best” 
practice, by definition, is the practice adopted by leaders and exemplars in the field.  
It may not necessarily be appropriate for all organisations.  For example, a small 
business would not need, and would be wrong to adopt, the sophisticated practices of 
a multi-national corporation.  DCAMP therefore adopted the approach of assessing 
current practice against “right” practice (i.e. what was right for the NZDF) and in 
general followed the same definitions used by DCARR and the consultants to 
DCARR, Deloitte. 

NZDF Financial Systems 

12.5 Defence has established systems for the capture, analysis, and reporting of financial 
information for proposed and existing capabilities and other assets.  The maturity and 
effectiveness of these systems vary widely, from the relatively immature (e.g. life 
cycle costing) to the well established (e.g. financial policy, accounting and the LTDP).  
Collectively these systems offer a sound base and have the potential to deliver the 
quality of financial information needed to manage NZDF resources effectively.  
However, improvements are required.  

12.6 DCAMP assessed the financial systems comprehensively by: 

♦ documenting the existing policies, processes, and technology 

♦ assessing the results of reviews and audits undertaken in the last 2 years 

♦ reviewing relevant literature from overseas defence forces and other 
government agencies 



♦ reviewing reports and findings from consultants (Saha International) 

♦ holding discussions with a visiting costing expert from the Canadian Defence 
Force 

♦ conducting a survey on the perceived standard of financial systems 

♦ developing broad requirements for a “best practice” system 

♦ documenting the gap between current and best practice, and developing 
recommendations for improvement. 

Accounting 

12.7 To be effective, accounting policy and control systems need to be designed to 
achieve two basic objectives: 

♦ meeting statutory reporting requirements 

♦ satisfying the internal need for useful management information. 

12.8 The accounting system contributes to capital asset management through the 
collection and reporting of transactional data and asset and liability valuations in a 
form that supports asset and working capital management decision-making.  Within 
the capital-intensive Defence environment, the accounting policies critical to success 
are those relating to asset and inventory accounting and to valuation. 

12.9 DCAMP considers that the the “right” accounting system for the NZDF needs to 
exhibit, among other things, the following characteristics: 

♦ reporting must meet statutory requirements 

♦ the information collected and maintained within the system must have a high 
level of accuracy 

♦ the information reported must be timely, accessible, and useful for decision-
making. 

12.10 DCAMP’s assessment of the current system is that: 

♦ The system largely meets “right practice” standards.  

♦ Meeting statutory reporting requirements sometimes compromises the 
usefulness of financial information for internal reporting purposes.  For 
example, the requirement to expense forward exchange gains and losses in 
the year they occur creates a disconnect between asset acquisition budgets 
and final asset cost. 

♦ Although the financial system may contain the necessary data, they are not 
always easily accessible or presented in a meaningful way.  Initiatives are 
already in train to implement the SAP data warehouse and other improved 
business reporting enhancements.  These will significantly improve the quality 
of information available. However, further improvements are possible and 
should also be pursued. 

♦ The NZDF has still not realised all the capability available within SAP to 
integrate all engineering functions, through life support and LCC reporting.  
The Joint Engineering Management System (JEMS), which is scheduled to be 
delivered in November 2006, will extend considerably the capabilities of the 
system.  However, further developments may be required. 



 

Recommendation 20 

That, subject to the provision of a robust business case and other organisational 
priorities, SAP development should be accelerated to provide support for all NZDF 
acquisitions, life cycle costing, and through life support decision-making, and, in 
particular: 

♦ the engineering functionality should be extended to cover all Service 
requirements 

♦ SAP Business Warehouse should be extended to become the standard data 
warehouse and reporting tool for all business functions. 

 

Recommendation 21 

That the implementation of the Programme Reporting System should be reviewed to 
ensure that the quality of information provided supports effective working capital 
management. 

 

Costing 

12.11 In the context of capital asset management, costing involves the gathering and 
reporting of financial information to support options analysis, acquisition decisions, 
business cases, prioritisation decisions, and the economic optimisation of LCC. 

12.12 Accurate costing of major capital acquisitions is difficult in the defence environment, 
for two reasons: 

♦ typically there is a long lead-time between concept development and delivery 
of the capability (during which costs may change) 

♦ the equipment being acquired may be bespoke and will almost always be 
unavailable on the open market. 

These considerations make cost estimation difficult until a formal tender process has 
been completed. 

12.13 The final LCC of a new capability can be significantly affected by decisions made 
prior to tendering and selection. In addition, the lack of market information creates 
significant uncertainty. It is therefore imperative that costing systems within Defence 
are robust. 

12.14 DCAMP considers that the requirements for “right practice” in a Defence costing 
system are that: 

♦ the capture of cost information should be as complete and accurate as 
possible given the environment of uncertainty 

♦ cost information should be delivered in a timely manner for inclusion in 
forward plans 

♦ cost information should be meaningful and relevant to decision-makers and 
should be presented in an accessible manner 

♦ decisions should be made not on the basis of purchase price but on the basis 
of best value from a whole-of-life perspective 

♦ the system should be operated by personnel with suitable qualifications and 
skills. 



12.15 DCAMP’s assessment of the current system is that: 

♦ Sound costing policies are in place. These prescribe the requirements for a 
project costing model that must form part of the business case for all capital 
projects and other business initiatives. In addition, for capital purchases in 
excess of $7m (including GST): 

• NZDF policies require the development of a full LCC model at various 
stages of the acquisition process and subsequently during the life of 
the asset 

• Cabinet requires a business case, including financial information, for 
all major new purchases. 

♦ The current policies provide for finance personnel to be included during the 
development of LCC models from early in the concept phase for major capital 
projects. 

♦ A suitable pool of qualified finance personnel is available at both the Service 
and Headquarters level. However, they are not being included in Capability 
Project Teams to produce, or peer review, financial information. In addition, 
the financial training given to other project staff needs to be improved. 

♦ Compliance with costing policies is inadequate, especially in the early stages 
of major capital projects. 

♦ There is a tendency to understate costs in the early stages of a project. This is 
generally due to: 

• weaknesses in the development of cost models, which may be 
incomplete or inaccurate (or both) 

• external and internal pressure to fit within funding ceilings and 
expected norms 

• the use of point estimates that do not adequately allow for the inherent 
uncertainty underpinning the cost estimate. 

♦ The prospective cost of an acquisition tends to change significantly up to the 
date on which the contract is signed.  These changes arise from: 

• additional or changed specifications of requirements 

• normal cost inflation 

• foreign exchange movements 

• incomplete and inaccurate costs 

• a focus on obtaining the platform rather than the capability. 

♦ At present, single point cost estimates are presented to external stakeholders 
(including Ministers) without signalling the extent of uncertainty and risk.  
These should be replaced by cost estimates that indicate the range within 
which the cost is expected to fall.  Initially, that range may be quite wide.  But 
it should reduce over time during the acquisition process as more information 
is acquired and the level of certainty increases. 

♦ Risk analysis needs to be improved at the detail level, including contingency 
related to uncertainty. 

♦ MoD and NZDF staff appear to differ in their perceptions of the possibility of, 
and importance of, collecting and sharing detailed financial information. 



Recommendation 22 

That for all major capital projects: 

♦ LCC should be implemented in accordance with the policy contained in the 
CMF and DFO 77 

♦ Capability Project Teams should be established from the commencement of 
the concept phase of an acquisition project in accordance with the existing 
policy contained within the CMF 

♦ business cases should be prepared in accordance with the policy contained 
in the CMF and Cabinet Office Circular CO (02) 17 “Guidelines for Changes 
to Baseline”, including both acquisition and through-life support elements 

♦ the adequacy of costing skills, training and tools available within Defence to 
support high quality LCC should be reviewed 

♦ risk analysis requires considerable improvement to a detailed level with 
sensitivity analysis, and contingency and cost ranges being applied to LCC 
models 

♦ all costings distributed to external agencies and Ministers should: 

� be based on full life cycle cost 

� quantify the level of financial risk 

♦ all project costings should be reviewed by the NZDF and MoD Chief 
Financial Officers before they are provided to the ECB, external agencies, or 
Ministers 

♦ wherever possible, the scope of all Requests for Tender should cover the 
total cost. 

 

Recommendation 23 

The Ministry of Defence should: 

♦ require tenderers to provide information to support LCC modelling where 
possible 

♦ base acquisition decisions on optimisation of LCC as opposed to initial capital 
cost 

♦ provide authorised NZDF personnel with access to appropriate financial 
information pertaining to a project, including contract information categorised 
as “Commercial In Confidence”. 

 

Recommendation 24 

The CMF business case provisions should be reviewed to ensure they are also 
compliant with Treasury guidelines. 

 

Recommendation 25 

For CP Minor projects, the Project Costing Model should be used for all proposals 
and investment cases in accordance with DFO 77. 

 



Planning 

12.16 Financial planning contributes to good capital asset management through the 
provision of timely and accurate forecasts of future costs.  This is critical to the 
effective management of defence because of the long lead times to replace 
capabilities, the consequent financial risk, and the impact of new acquisitions on 
future operating costs. 

12.17 DCAMP considers that the requirements for a “best practice” financial planning 
system are: 

♦ plans are integrated with the organisation’s strategic operational and business 
plans and in-year reporting and budgets 

♦ systems integrate operating and capital and accrual and cash reporting 

♦ reporting is flexible with the ability to produce “what if” scenarios quickly and 
efficiently 

♦ there is “one version of the truth” with the ability to cater for numerous 
scenarios and versions 

♦ planning horizons allow sufficient time for management to take required action 

♦ reporting is accessible, meaningful, and relevant for the user 

♦ input is flexible and efficient, providing for electronic upload of information. 

12.18 DCAMP’s assessment of the current system is that: 

♦ Generally, the system meets “best practice” standards.  However, the 
integration between operating and capital could be improved. 

♦ Defence has a strong culture of delivering projects within budget.  It is 
important that dimensions of performance and time are also given sufficient 
prominence. 

♦ The efficiency of current models may not be optimal.  In particular, the level of 
detail and the linkages between NZDF and subsidiary versions require review. 

♦ Historically, forecasts have been provided ignoring inflation, foreign exchange 
and other financial risks.  This has resulted in significant underestimations of 
cost, particularly in relation to major capital acquisitions where there is often 
five or more years between the capability appearing on the LTDP and the 
acquisition actually occurring.  This has been partly rectified by including 
inflation and forecast exchange rates in the latest version of the LTDP. 

♦ Time horizons for forecasting operating and capital cost forecasts fall short of 
the 10 and 20 years required respectively to provide the necessary lead time 
for the effective strategic management of Defence.  

Recommendation 26 

That the NZDF review the existing strategic financial planning and budgeting models 
to ensure that they: 

♦ include provision for cost inflation at agreed levels 

♦ are prepared on the basis of agreed forecast forward exchange rates 

♦ are prepared with due consideration given to the financial risk associated with 
each major capability project 

♦ cover 10 year operating and 20 year plans for capital and statements of 
financial position. 

 



Funding 

12.19 Funding is the provision of finance for capital investment and ongoing operations. 
Funding levels need to be sufficient to allow the effective ongoing delivery of military 
capability and to encourage sound capital asset management decision-making. 

12.20 DCAMP considers that the requirements for “best practice” funding are: 

♦ funding levels should minimise cost in the long term and provide “best value” 
to the Crown, not “least cost” 

♦ best use should be made of planned funding 

♦ Foreign exchange risk should be managed effectively 

♦ funding mechanisms should encourage good management decision making. 

Foreign Exchange 

12.21 Most SME is purchased using foreign currency.  Foreign exchange movements can 
therefore materially affect both the cost and value-for-money of defence capital 
acquisitions.  DCAMP examined this issue. 

12.22 Under the provisions of the Public Finance Act 1989, foreign exchange transactions 
(which are deemed to be derivative transactions) are tightly controlled.  The Crown 
has an overall policy of adopting a conservative approach to risk.  In general, a 
department's foreign exchange exposure management is conducted in accordance 
with its Departmental Foreign Exchange Exposure Management Policy, and operates 
on the basis of delegation from the Minister of Finance through the Treasury. 

12.23 Unless the Minister of Finance and a Responsible Minister agree otherwise, a 
department’s policy must accord with the Treasury guidelines entitled The 
Management of Departmental Foreign-exchange Exposure.  The Treasury guidelines 
are based on the underlying principles that government should (1) be risk averse, and 
(2) minimise foreign-exchange exposure.  They were developed with the intention of 
ensuring that the risk faced by the Crown due to transaction and counterparty9 
exposure is minimised. 

12.24 The Treasury guidelines provide, inter alia, that Chief Executives are accountable for 
their department’s foreign-exchange exposure management.  This includes: 

♦ designing and implementing their department’s foreign-exchange policy 
document 

♦ identifying and covering their transaction exposure, with approved instruments 
and counterparties 

♦ managing the funding and operation of their foreign-currency bank accounts; 

♦ monitoring credit and transaction exposure limits 

♦ reporting on all aspects of foreign-exchange exposure as part of their normal 
financial reporting. 

12.25 The Treasury guidelines further provide that, in the case of extraordinary exposures 
related to transactions that fall outside the normal course of business (e.g. the 
acquisition of major capital assets), the Minister of Finance may recommend to 
Cabinet that the associated foreign currency transaction(s) be managed by the DMO. 
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  A counterparty is an organisations with a department contracts to provide foreign exchange cover. 



12.26 The Treasury guidelines generally envisage two types of instruments that may be 
used to cover foreign-exchange exposure: 

♦ Spot Foreign-Exchange Contract – for not more than two-business-day 
settlement. This is used where a department needs to buy or sell currencies 
immediately (e.g. to pay an invoice). 

♦ Forward Foreign-Exchange Contract – for settlement at a future date. This is 
used when a department has identified a foreign-exchange transaction 
exposure but does not need to buy or sell the cash until a future date (e.g., a 
contract is agreed to purchase goods in six months time in some foreign 
currency). 

12.27 The current MoD Foreign-Exchange Covering Policy for Transaction Exposure 
conforms to the DMO guidelines and is, accordingly, risk averse.   At present, the 
MoD takes out forward cover once an acquisition contract is finalised.  In the period 
prior to finalisation, however, exchange rate movements can substantially increase 
the purchase price in $NZ.  As was illustrated in the case of the NH 90 helicopters, 
some of these movements are both expensive and reasonably predictable. 

12.28 DCAMP did not see it as appropriate for Defence to engage in forex speculation.  
Defence staff do not purport to have skills and expertise superior to those of the 
DMO.  However, DCAMP did consider that a more flexible approach could be useful 
to manage the risk better, thereby enabling any savings to be reallocated (e.g. to 
other asset purchases). 

12.29 One option for a more flexible approach to forex could involve, on a case-by-case 
basis, entering forward exchange contracts earlier in the planning or the acquisition 
process.  It would be an important prerequisite that there was relative certainty about 
the currency of the prospective purchase.  The NH 90 purchase provides an example 
of where such an approach might have been used. 

12.30 At present, Ministers have committed to a capital purchase programme that is subject 
to a cap in NZ dollars.  Defence’s total capital expenditure is upper-bound by the 
value of its accumulated depreciation and by Cabinet decisions concerning future 
capital contributions to be made pursuant to the LTDP and DSI.  If foreign exchange 
movements are adverse, the cap in NZ dollars means that the NZDF cannot 
purchase as many assets. 

12.31 Whatever regime is adopted for managing foreign exchange, it needs to be a good fit 
with other aspects of the overall regime for capital purchases.  This is a complex 
issue and depends in part on decisions that have yet to be made.  The overall capital 
management regime is potentially subject to change.  ERD has directed officials to 
report back to the Ministers of Finance and Defence by 30 November 2006 with 
options to inform the replacement of the LTDP (which ends in 2012) in the context of 
the Statement of the Long-Term Fiscal Position [ERD Min (06) 9/1 refers]. 

12.32 Without pre-empting the outcome of that exercise, there are different ways that the 
fiscal cap can be set and be applied which have consequential incentive effects.  At 
present, capital expenditure (and its related operating expenditure) under the LTDP is 
allocated to the highest priority projects and bound by an upper fiscal limit over a time 
horizon.  Decisions should consider the total through-life cost and risk of the asset, as 
well as the implication for the funding period under consideration and future funding 
periods.  The incentives underlying the cap must be explored so that risks like foreign 
exchange are appropriately identified and managed. 

12.33 In the time available, DCAMP was not able to advance its consideration of forex 
issues to the point of developing detailed recommendations.  However, the issue 
needs to be further explored.  This work could be undertaken in the review of the 
LTDP. 



12.34 DCAMP therefore recommends that Ministers be invited to direct Defence and 
Treasury officials to explore the forex issue further and report back with conclusions 
and detailed recommendations.  Any proposed changes would need to remain within 
the current provisions of the Public Finance Act and would not disturb the accepted 
accountabilities. 

Recommendation 27 

That Ministers be invited to direct the NZDF, MoD and Treasury jointly to investigate 
and report back by 30 May 2007 on whether, and if so how, changes could be made 
to the current foreign exchange regime for Defence capital purchases in order to 
better manage this risk. 
 

12.35 Exchange rate risk is only one element of financial risk to capital projects.  In part, 
Defence has adopted a risk-adverse approach and has sought to transfer as much 
risk as possible to the contracting party.  This has been the benefit of providing 
certainty of cost at an early stage.  It may not, however, be the most cost-effective 
result for the Crown. 

Recommendation 28 

That Defence should negotiate with Ministers their wishes concerning risk 
management on a project-by-project basis. 

 

Depreciation 

12.36 This section deals with funding provision for asset replacement – the management of 
cash flows rather than the assets themselves. 

12.37 Defence is a major holder of assets.  The NZDF’s assets have a net book value in 
excess of $4 billion, with annual depreciation of over $230 million.  Depreciation from 
these assets remains “on the books”, although it is not available for purposes other 
than future capital expenditure.  In response to Ministers’ specific request, DCAMP 
considered how such depreciation should best be managed.  An important objective 
of depreciation management is to help smooth, where possible, capital injections that 
would otherwise be large and lumpy. 

12.38 Depreciation both spreads the cost of an asset over its useful life and provides the 
“pool of funds” necessary to replace the asset at the end of its life, provided that the 
asset is fully depreciated and the cost of a replacement is similar to the cost of the 
original asset.  However, this basic approach ceases to be useful where the cost of 
the replacement asset has increased, for whatever reason, since the original 
purchase.  Such increases are commonplace and most often occur as a result of 
price inflation or increasing technological sophistication (or both).  The longer the life 
of the asset, the more pronounced such price increases tend to be. 

12.39 The NZDF is not unique in holding assets that have very long lives (e.g. Housing NZ 
Corporation, Education, Justice sector) or being subject to significant technological 
change (e.g. Health).  However, cost increases for SME have historically been 
significantly higher than Consumer Price Index changes.  As an example of the 
replacement funding problem this creates, a military platform with a life of forty 
years,10 initial cost of $10 million, and a rate of replacement cost increase of 7% pa 
will cost $160 million to replace at the end of its life and will have incurred 
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  For example, a ship or aircraft. 



depreciation of only $60 million if it is re-valued annually to the current replacement 
cost11.  The reason for this is that the accumulated depreciation does not compound. 

12.40 This issue can be illustrated with example of the fleet auxiliary vessel HMNZS 
Endeavour.  The original purchase in the early 1990s cost $26 million.  Accumulated 
depreciation is currently $19.7 million with a net book value of $9.7 million12.  If there 
were to be a replacement, the estimated costs would be approximately $350 million 
and the replacement vessel would doubtless have additional capabilities.13  The 
inadequacy of the depreciation stream to fund the replacement is self-evident.  The 
situation is further complicated by the acquisition of $4.2 million of additional 
equipment for the vessel subsequent to the initial purchase. 

12.41 There is an additional problem with the reliance on the depreciation stream.  Many 
assets currently being replaced were acquired before the commencement of the 
current financial management regime in 1989.  As a consequence, no depreciation 
has been accumulated for a considerable part of their life. 

12.42 The NZDF routinely re-values its two largest asset types: SME; and land and 
buildings.  Together these make up 96% of NZDF assets.  This might imply that, over 
time, the NZDF’s total depreciation expenses would increase in line with inflation as a 
result of valuation changes.  However, as can be seen from the following graph, this 
has not happened:  
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Graph 1: NZDF Depreciation Expense 

12.43 This means that the NZDF has not been developing a “pool” of accumulated 
depreciation that reflects the increased cost of replacement assets.  The only two 
possible explanations are that the overall stock of assets has been falling, or the 
value of the stock has experienced offsetting rises and falls. 
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  i.e. re-valued by 7% pa.  SME is currently re-valued to an ODRC value. 
12

  The difference is net revaluation. 
13

  Some of the additional capability is driven by changes in international maritime requirements. 



12.44 The inescapable conclusion is that, notwithstanding depreciation, the NZDF will 
always need ongoing capital contributions to fund the replacement of the existing 
stock of assets over time.  This is a natural consequence of the long-term nature of 
most Defence assets and of technological advancement over time.  It is unrelated to 
the quality of management by the NZDF. 

Incentives Drive Behaviour 

12.45 An ongoing shortage of capital can be seen as an advantage to the promotion of 
effective capital management in that it: 

♦ drives efficient management of working capital 

♦ encourages disposal of assets of lesser utility 

♦ promotes trade-offs within organisations between capital and labour/ 
operating, and between funding injections and other sources of finance such 
as leasing and external provision 

♦ leads to formal and thorough consideration of major equipment replacement 
due to the level of scrutiny accorded to capital injections. 

12.46 However, these incentives can also lead to inappropriate behaviour, for example 
where: 

♦ organisations self-fund lower quality expenditure and bid externally for those 
items which have strong justification 

♦ internal trade-offs are made to fund urgent or desirable purchases at the 
expense of the long-term erosion of other capability 

♦ assets are retained beyond their optimal lives because of a shortage of 
capital. 

NZDF Initiatives 

12.47 While some issues with funding for asset replacement are acknowledged, the NZDF 
has also taken a number of positive steps: 

♦ Considerable rationalisation of assets has occurred over more than a decade 
including disposal of surplus land and bases (Fort Dorset and Shelly Bay), 
and of equipment (such as the Andovers). 

♦ Leasing, outsourcing and private provision has been pursued.  Examples 
include the Naval dockyard, Serco maintenance of bases, leasing of training 
aircraft, and outsourcing aircraft maintenance. 

♦ Systems for cash management have been improved.  For example, in the 
2005-06 year, the target cash balance has been lowered and funding not 
required in the current year was returned to the Crown. 

12.48 Evidence of the need for better application of cash management would include 
working capital management and prioritisation of available funds.  Historically, there 
has been high levels of cash on hand and over-estimation of the ability to spend it 
each year. 



Table 1: NZDF Forecasting of Cash Flows 

Financial 
Year 

Forecast 

Balance 

$000 

Actual 

$000 

Variance 

$000 
% Variance 

1991/92 165,300 175,043 9,743 6% 

1992/93 336,179 349,372 13,193 4% 

1993/94 438,147 493,195 55,048 13% 

1994/95 276,322 283,278 6,956 3% 

1995/96 229,152 260,652 31,500 14% 

1996/97 256,869 259,375 2,506 1% 

1997/98 284,377 290,394 6,017 2% 

1998/99 289,290 290,424 1,134 0% 

1999/00 231,209 234,145 2,936 1% 

2000/01 295,125 277,958 -17,167 -6% 

2001/02 109,460 186,378 76,918 70% 

2002/03 186,378 235,451 49,073 26% 

2003/04 186,739 268,967 82,228 44% 

2004/05 120,769 135,063 14,294 12% 

2005/06 35,052 14,792 -20,260 -58% 

12.49 For the NZDF, until changes in the 2005/06 year to improve cash management, the 
forecast cash balance had not been under $100 million since the advent of Public 
Sector Management reforms.  During that period, there was more cash on hand than 
expected in every year except one, with actual year-end balances ranging between 
$135 million and $493 million.  The best year in the series was 2004/05, which 
suggests that improved management is occurring. 

12.50 Large capital purchases are managed through the MoD.  The following table shows 
actual spend against appropriation for the same period. 

Table 2: Vote Defence Forecasting of Crown Payments for SME 

Financial 
Year 

Voted 

$,000 

Actual 

$,000 

Variance 

$,000 
% Variance 

1991/92 189,600  168,701  20,899  11% 

1992/93 180,795  150,944  29,851  17% 

1993/94 230,297  184,660  45,637  20% 

1994/95 255,000  239,465  15,535  6% 

1995/96 307,752  162,579  145,173  47% 

1996/97 293,001  180,840  112,161  38% 

1997/98 261,236  165,366  95,870  37% 

1998/99 222,128  197,388  24,740  11% 

1999/00 248,534  214,820  33,714  14% 

2000/01 342,488  316,435  26,053  8% 

2001/02 177,361  128,119  49,242  28% 

2002/03 405,812  363,978  41,834  10% 

2003/04 335,870  301,466  34,404  10% 

2004/05 377,184  313,075  64,109  17% 

2005/06 492,490  414,639  77,851  16% 



12.51 The voted amount is, of course, an upper limit on what can be spent in each year, not 
the mid-point of a forecast.  Nevertheless, in the past 15 years the best result has 
been $15 million below that permitted with all but two years being 10% or more 
under-spent.  While there are forecasting difficulties with large flows such as these, 
there is also an opportunity in the Supplementary Estimates to revise current year 
forecasts. 

12.52 The net result of the above can be seen as a windfall benefit for the Crown each year 
in terms of money it did not need to spend in that year.  To Defence, this represents a 
loss of opportunity in not maximising asset replacement. 

12.53 While the closing cash balance for NZDF in 2005/06 (of $14.8 million) is good, it was 
achieved by deferring potential cash draw-downs through having a Debtor Crown at 
year end (un-drawn funds) of $63 million and relinquishing an appropriation for $210 
million that was not required. 

12.54 The conclusions of the above are that: 

♦ working capital management is improving, at least in NZDF 

♦ considerable opportunities have been forgone in the past to invest in capital 
without seeking additional appropriation. 

12.55 Another potential issue is in running down some assets to fund others.  In many ways 
this is a deliberate feature of the public sector management system in encouraging 
Departments to make trade-offs internally before seeking funds from Government. 

12.56 A useful rule of thumb is that asset classes should be less than 80% depreciated14.  
Any higher level represents an aging group of assets and a looming block 
obsolescence problem.  Classes of assets in NZDF are within the acceptable level, 
suggesting that replacement of most assets is occurring. 

12.57 In the NZDF, one area where asset condition has eroded over time is buildings and 
related infrastructure.  This run-down, noted by DCARR, resulted from the deferral of 
both maintenance and replacement over a long period.  This issue is shared with a 
number of other departments.  In the NZDF, it is being addressed through the DSI 
and the DESP. 

12.58 For many departments, schools, courthouses and prisons are the key assets used for 
the delivery of outputs.  For Defence, buildings are largely secondary, with SME 
being the key assets used to deliver military outputs and capability.  It is therefore 
unsurprising and not inappropriate that buildings were afforded lower priority. 

Possible Systemic Responses 

12.59 In DCAMP’s view, this issue resolves itself into two questions: 

♦ Does the current approach provide appropriate and timely information to 
Ministers? 

♦ Does the current approach facilitate good capital planning and avoid the 
funding shocks that result from episodes of block obsolescence? 
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12.60 DCAMP’s answer to the first question is equivocal.  The current approach does not, 
of itself, either provide or obscure information for Ministers.  DCAMP believes that 
more comprehensive reporting will avoid Ministers being surprised by unexpected 
requests for capital funding that officials could have predicted (e.g. the replacement of 
assets at the end of their economic life).  This could be accomplished by providing 
Ministers with information relating to the age profile of existing assets, their 
prospective replacement dates, and estimated replacement costs.  Such information 
could be provided in the context of the suggested comprehensive expenditure 
disclosure that would address both capital and operating expenditure that will be 
addressed later in this chapter. 

12.61 DCAMP’s answer to the second question is “no”. Such is the pressure on the 
Defence capital programme, depreciation is not currently accumulated and protected 
for the purposes of “smoothing” future funding requirements.  This issue is relevant to 
both fiscal policy and the development of the statement on the New Zealand 
Government’s long-term fiscal position.  In respect of core Crown physical assets, the 
2005/06 Statement notes, for example, that: 

...over a 50-year period, the actual path of capital expenditure on property, plant and 
equipment will be “lumpy” and alternate between different priorities (e.g., between 
defence equipment and courts) through time. 

12.62 This raises two related issues: 

♦ Will future defence capital spending be large enough and uneven enough to 
require smoothing? 

♦ If so, how should such smoothing be accomplished? 

12.63 Most large platforms envisaged in the current LTDP have been or are being acquired. 
Thus, expenditure smoothing is not likely to be a significant issue in the immediate 
future. However, the NZDF faces another episode of block obsolescence beyond 
2012, after the LTDP ends.  Expenditure smoothing could be a very significant issue 
in the context of the next iteration of the LTDP or its equivalent. 

12.64 In managing depreciation, there are two polar extremes.  At one extreme (the current 
position for the NZDF), all depreciation is treated as a source of future capital funding 
without any presumption that the accumulating depreciation will be applied in future to 
any particular asset purchases.  At the other extreme, depreciation can be 
sequestered and earmarked for the replacement of the particular assets that have 
been the source of the depreciation.  Between these extremes is a range of options. 

12.65 One realistic option would be to regard defence assets as falling into two general 
classes, (1) corporate and infrastructural assets and (2) SME.  These classes of 
assets differ in two main ways.  First, in the case of SME, “like” is very rarely replaced 
with “like”.  Advances in technology and military science mean that replacement items 
will almost invariably be both more capable and more expensive.  Secondly, the 
timing and cost of replacements for corporate and infrastructural assets is relatively 
predictable, whereas the timing and cost of replacements for SME assets is often 
much less predictable. 

12.66 It would be possible to sequester the use of depreciation flows to the classes of asset 
that incurred the depreciation.  This would remove the flexibility to reallocate funds 
from one class of asset to another.  In doing so, it would help address the tendency to 
run down some assets (such as property) in favour of others. 



12.67 Care would be needed to avoid eroding the existing incentives to manage the overall 
stock of assets to optimise overall benefits.  For example, a sound maintenance 
programme or reduced rates of usage may offset the need for subsequent capital 
spending on the asset.  Decisions about asset replacement should only partly be 
driven by the availability of funding: asset condition and need are also important 
driving factors. 

12.68 DCAMP considers that this approach would be tenable for the NZDF.  The following 
table shows (gross) investment in Property, Plant and Equipment by NZDF – i.e. all 
assets not purchased through MOD acquisitions. 

Table 3: NZDF Property, Plant, and Equipment 

Financial Year 
Forecast 

$,000 

Actual 

$,000 

Variance 

$,000 
%Variance 

1991/92 147,525 144,940 2,585 2% 

1992/93 92,367 89,678 2,689  3% 

1993/94 172,118 121,680 50,438  29% 

1994/95 92,464 55,097 37,367  40% 

1995/96 84,834 49,928 34,906  41% 

1996/97 28,173 39,518 -11,345  -40% 

1997/98 49,729 35,804 13,925  28% 

1998/99 57,024 49,680 7,344  13% 

1999/00 20,151 40,972 -20,821  -103% 

2000/01 40,671 49,377 -8,706 -21% 

2001/02 80,815 49,520 31,295 39% 

2002/03 77,549 63,714 13,835 18% 

2003/04 72,038 57,077 14,961 21% 

2004/05 64,189 58,358 5,831 9% 

2005/06 109,739 97,640 12,099 11% 

 

12.69 There has been much less variability in the actual out-turn than in budgets.  As with 
other budgeting, there appears to be a systematic bias towards under-spending.  The 
only years when capital spending has exceeded budget have been those years that 
followed reductions in the budget.  DCAMP believes that this reflects a pipeline of 
projects, which take more than a year to turn on or off. 

12.70 The following table shows the opening and closing value of assets for 2005/06.  The 
values are very close, which shows that the assets were replaced last year at around 
the rate they are wearing out.  An exception is buildings, which would have dropped 
in value by $32 million were it not for the effects of an upward revaluation. 

Table 4: Asset Class Valuation 

Asset Class Opening Value  

$,000 

Closing Value  

$,000 

Buildings 922,507 922,805 

SME 2,096,457 2,458,460 

Plant & Equipment 46,400 47,432 

Motor Vehicles 17,576 17,992 

Office & Computer Equipment 27,735 39,905 

Furniture & Fittings 20,737 20,737 



12.71 DCAMP also considers that there is equally a valid argument against this approach, 
which derives from the management of priority.  For example, in any particular year 
the Government might determine that the acquisition of some item of SME should be 
afforded priority, notwithstanding that this would divert depreciation from other 
classes of assets.  The alternative approach, which will be developed in the next 
section, is for Defence to take to Government at least annually a full programme of its 
spending proposals, so that such trade-offs can be discussed transparently with 
Ministers. 

12.72 DCAMP considered the possibility of treating depreciation differently for these two 
classes of assets.  In essence, this possibility would have involved sequestering the 
depreciation of “class 1” assets (corporate and infrastructural) in order to provide 
some assurance that funding for replacements would be available when 
replacements were needed.  The depreciation for “class 2” assets (SME) would be 
similarly sequestered and could be applied to the purchase of any new SME assets, 
of whatever type. There are advantages and disadvantages in this approach. 

12.73 On the “advantage” side, the need for lumpy capital contributions would be partially 
smoothed out.  There are two important practical caveats. First, NZDF corporate and 
infrastructural assets form only a modest percentage of the NZDF’s total asset base 
and the bulk of capex would still be incurred in respect of SME. Secondly, DCARR 
highlighted that many of the NZDF’s corporate and infrastructural assets are run 
down and, over the next few years at least, there would be constant pressure on any 
depreciation accumulated from that source. 

12.74 On the “disadvantage” side, the Crown might need to make capital contributions for 
the purchase of class 2 assets at times when the NZDF was holding significant 
reserves of accumulated depreciation for class 1 assets.  Such an approach would 
not necessarily deliver any new efficiencies to the Crown. Note, however, that the 
second caveat in the paragraph above applies here as well and would make it 
unlikely that the NZDF would be holding significant reserves of accumulated 
depreciation for class 1 assets. 

12.75 As will be discussed in the section below, DCAMP proposes taking to Ministers 
before the start of each fiscal year a full programme of proposed expenditure (both 
capex and opex).  If this approach is adopted, implementing the option of 
sequestering depreciation by classes of assets could introduce some funding 
rigidities without necessarily delivering any advantages by way of improved 
information or assurances.  On balance, DCAMP concluded that the better option 
was to continue with the status quo (untagged depreciation) but with the procedural 
enhancement of a comprehensive annual expenditure programme that will improve 
the information available to Minister and will facilitate choices that have the effect of 
smoothing capital injections.  The detailed mechanisms by which this could be 
accomplished could be considered further as part of the evaluation of the LTDP 
directed by ERD on 6 September 2006 [ERD Min (06) 9/1 refers]. 

Decisions on the Capital Programme 

12.76 DCAMP’s review of NZDF financial forecasting confirmed the NZDF’s view that there 
are imminent and significant pressures on the availability of both free capital for LTDP 
purchases and sufficient opex for the expenses associated with operating the assets 
to be purchased. 



12.77 NZDF’s capital management would be exposed to legitimate criticism if: 

♦ the acquisition of new assets was seen to be preferred at the expense of 
maintaining the utility of existing assets  

♦ new assets were acquired long before sufficient personnel were available to 
operate them 

♦ new assets were acquired without sufficient opex being available to operate 
them 

♦ military assets were unreasonably preferred to corporate and infrastructural 
assets. 

12.78 To restate a point made earlier, military assets only have utility if they are either being 
used or are available to be used.  They will not be available for use unless all 
essential operational factors are in place – not only for the asset itself but the 
requisite personnel and logistic support.  DCAMP believes that it is inefficient to 
acquire assets prematurely, before those assets can quickly be made operational and 
can be kept operational. 

12.79 Currently, the MoD and NZDF review and revise the LTDP approximately annually 
and submit the revision to Cabinet for endorsement.  This enables Defence to obtain 
endorsement for the most imminent asset purchases and also to signal to Ministers 
the medium and longer term plans and requirements. 

12.80 The current process does not routinely inform Ministers about plans for expenditure 
on minor capital items or the opex consequences of proposed major capital 
expenditures.  DCAMP believes this falls short of providing Ministers with all the 
information they need.  The NZDF’s available opex is also materially affected by the 
requirements in the output plan, including the costs associated with operational 
deployments.  Ministers also determine output requirements and the operational 
tempo. 

12.81 DCAMP therefore proposes that, before the start of each fiscal year, the NZDF 
should take to ministers the full spending plan – majors, minors, opex, personnel – as 
part of the annual update of the NZDF strategic plan.  DCAMP believes that this 
should be done because Ministers are entitled to be fully informed, and because both 
Ministers and Defence would benefit from a candid discussion of real options and any 
consequential trade-offs that may need to be made. 

12.82 Where there are choices to be made between equipment and infrastructure, Ministers 
should be invited to express a view and agree the trade-offs.  To take an example, 
the recruitment and training of the personnel needed for some asset purchases may 
have longer lead times than the acquisition of the asset itself.  If expenditure is to be 
undertaken in a logical sequence, Ministers should be invited to commit to the 
acquisition and acknowledge the necessary prior expenditure on personnel.  As a 
second example, a real trade-off of operational expenditure may need to be made 
between incurring the additional depreciation on a new asset purchase and funding a 
modest general pay increase to help avoid a disinvestment in human capital. 

12.83 This proposal is not intended to represent a transference to Ministers of the normal 
management responsibilities of the CDF and Secretary of Defence.  It is intended to 
ensure that, when Ministers are invited to determine the priorities of major capital 
expenditures, they have complete information about all the alternatives and 
consequences – something that is not happening at present.  Ministers could be 
supported in such deliberations by independent advice from the MoD’s new Strategy 
and Capability Analysis team. 



Recommendation 29 

That Ministers be invited to agree that, prior to the beginning of the 2007/08 fiscal 
year and every year thereafter, the NZDF, in consultation with the MoD and Treasury, 
should submit for consideration by the Cabinet External Relations and Defence 
Committee a full spending programme (within the envelopes of the LTDP and DFP) 
that addresses, at an appropriate level of materiality: 

♦ all proposed capital expenditure, including any proposed re-prioritisation of the 
Long Term Development Plan; 

♦ all operational expenditure contained in the annual Output Plan; and 

♦ the implications for operational expenditure of the proposed capital 
expenditure. 

 



13 Information, Performance and Risk 

Introduction 

13.1 The conceptual relationship between information, performance and risk is deceptively 
simple but, in practice, achieving a comprehensive and coherent performance 
management system can be very difficult.  The performance of any organisation is 
directly related to the ability of its decision-makers to make sound decisions 
consistently that, in turn, implies that they be well informed about opportunities and 
risks.  For each opportunity or risk, decision-makers need reliable information on 
costs, benefits, and consequences.  Organisations that perform well are those that 
are able consistently to make decisions that maximise benefits, minimise costs, and 
avoid or minimise risks. 

13.2 This general proposition is especially true for Defence.  To achieve policy outcomes, 
Defence must make decisions that address immediate requirements and also ensure 
that the NZDF is well positioned to meet future requirements and emerging threats.  
In an operational context, the NZDF meets these requirements through a combination 
of personnel, their trained state, equipment, and effective command and control. 

13.3 One element that makes the NZDF different from other organisations is the 
consequence where a capability fails to meet performance requirements.  The nature 
of military operations is that these activities involve life and death, and as a 
consequence, the NZDF is risk-adverse and seeks to maximise the capabilities of the 
assets it purchases. 

13.4 Acting on the recommendations of the DCARR report, since June 2005 the NZDF has 
put a considerable amount of effort into improving its corporate governance by 
developing a DPMS, a RMF, and a KMF – the last of these also addresses 
information management.  Because of the importance of such issues to asset 
management, DCAMP reviewed the progress of these initiatives. 

Performance Management 

13.5 Corporate governance provides both the structure through which objectives are set 
and the means of attaining objectives as well as monitoring performance.  “To ensure 
objectives are met, it enables management to identify and evaluate risks for 
consideration by the executive, and design, operate and monitor suitable systems of 
internal control to deliver policy outcomes.”15  “Corporate governance is a system of 
processes, policies and internal control measures, particularly performance 
management and risk management.”16  Figure 2 is a diagrammatic representation of 
the essential components of corporate governance proposed by Hewitt Roberts 
adapted to the New Zealand public sector environment.17  The blue outer circle 
represents the organisational boundary containing the elements of internal control.  
Performance management and risk management are the key internal processes that 
inform decision-makers of the management issues that need to be addressed in the 
short, medium, and long term. 
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13.6 The NZDF needs sophisticated performance management processes that provide 
assurance that personnel and equipment will be available when needed, and that 
both are able to perform to the required standard to successfully complete the 
objective – i.e. availability of capability.  To achieve this, the NZDF must be able to 
measure performance accurately, and to identify and manage both current and future 
risks. 
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Figure 2: Adapted from Hewitt Robert’s Corporate Governance Framework 

13.7 Performance management should routinely monitor the cost effectiveness of 
capability to identify the emergence of capability gaps and to detect when equipment 
is reaching the end of its economic life.  Such determinations need to trigger a 
decisive management response – either to acquire new equipment or to retire the 
existing capability altogether.  Performance monitoring should also identify when 
capabilities are not performing to the required level or are exceeding the required 
level.  The later implys either over-investment or over-delivery.  Finally, performance 
monitoring should identify any asset holdings that are surplus to requirements. 

13.8 The primary system for operational performance measurement and management is 
OPRES.  The NZDF Statement of Intent states that “performance of the delivery of 
activated operationally tasked force elements is measured in terms of the successful 
completion of tasks within allocated resources.  … For those outputs that are not 
activated within a given year, OPRES provides for the evaluation and reporting of the 
operational preparedness of NZDF force elements at DLOC.”18  OPRES is formally 
reported to the ELT biannually, with quarterly updates on risk.  On a monthly basis, 
the Assistant Chief Strategic Commitments and Intelligence and the Commander 
JFNZ complete an environmental scan.  Additional OPRES reports are prepared as 
required. 
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13.9 OPRES is underpinned by single Service performance systems, military exercises, 
routine tests of achievement and proficiency, evaluations, and operational, technical 
and administrative inspections.  OPRES uses four key measurement areas (KMAs): 
Readiness, Combat Viability, Deployability, and Sustainability.  Assessments are 
mainly subjective with 428 points of measure for 11 operational output expenses 
against designated ECs.  OPRES is continuing to be refined with work underway to 
improve integration with other systems to contribute to organisational effectiveness 
and become a “system that identifies NZDF future preparedness”.19 

13.10 Under the DSI, a project has been initiated to develop a DPMS.  The DPMS 
recognises that capabilities need to be delivered or regenerated over time, and that 
during these periods OPRES does not provide an effective measure of progress 
against the plan to deliver the capability at the agreed future time.  The DPMS 
incorporates OPRES, and measures and reports on the progress of key initiatives 
linked to the strategic and output plans, and corporate areas including personnel, 
finance, organisational support, and key support programmes.  The results are 
briefed to Service Chiefs and presented to, and discussed by, the ELT on a monthly 
basis. 

13.11 In DCAMP’s view, the NZDF has made significant progress in establishing the 
foundations for much-improved performance management.  The draft strategic plan 
emphasises the roles of Defence outcomes in guiding investment decisions, the CMF 
in developing capabilities, and the DSI in providing the framework to regenerate the 
NZDF. 

13.12 The foundations for a balanced scorecard system have also been established.  This 
system will provide strategy maps and the initiatives to translate strategy into actions, 
with a series of lead and lag measures for performance management.  Although the 
NZDF strategic plan and balanced scorecard have yet to be released, their 
development is well advanced. 

Risk Management 

13.13 “Risk management is a central part of any organisation’s strategic management”20, “it 
is an integral part of good management practice”21, and “is now seen by many as the 
pulse of the organisation”.22  The reason for this is clear – an organisation’s 
objectives, its internal organisation, and the environment in which it operates are 
constantly evolving, as are the risks that the organisation faces.  Effective 
governance therefore requires a thorough and effective evaluation of the nature and 
extent of the risks to which an organisation is exposed.  Consequently, management 
should identify and evaluate risks, and design and operate a suitable system of 
internal control.23   

13.14 Risk management is fundamental to strategic planning.  For an organisation to have 
confidence in its ability to operate effectively into the future, it needs to understand 
what its future challenges will be, and then implement initiatives to ensure that it is 
appropriately structured and has the skills and equipment needed. 
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13.15 In 2004, DCARR found that overall risk management in the NZDF was still immature 
and needed to be extended beyond projects to encompass BAU.  DCARR 
recommended the development and implementation of a RMF within the NZDF.  As 
part of the DSI, a RMF project was established to: 

♦ review and update the DFO 81 – Risk Management 

♦ deliver a risk management handbook 

♦ complete a gap analysis of the current and desired state of risk management 

♦ recommend software for managing risk data and reporting 

♦ integrate operational and organisational risk reporting 

♦ deliver a risk management training framework. 

13.16 In late 2005, NZDF commissioned Aerosafe Risk Management Pty Ltd to conduct a 
gap analysis of NZDF’s risk management practices and the RMF.  The analysis found 
that “there are strong foundations of an enterprise-wide risk management framework” 
and that “NZDF has reached between the second and third tier of risk management 
development”24 of a five-tier scale with the metrics (1) risk naïve, (2) risk aware, (3) 
risk defined, (4) risk managed, (5) risk enabled.  The gap analysis recommended that 
a structured plan be developed to enhance the implementation of the RMF over the 
next 5-8 years, and a dedicated risk management programme to enable the 
application of the RMF over the next 3 years.  It suggested that a graduated approach 
be adopted to develop and update risk management systems as the NZDF becomes 
more risk mature.  It noted that additional capacity within Directorate of Risk and 
Assurance would assist development of risk practices and that the NZDF needs to 
plan to transition sponsorship of risk practices into routine processes. 

13.17 As part of the DSI, the update of DFO 81 and the gap analysis have been completed.  
Results from gap analysis have precipitated refinement of the scope for work to be 
completed under the DSI, and some dependencies, such as release of the KMF and 
Knowledge Strategy have slipped.  As a result, the timeframes for delivery have been 
extended with some the project phase 1 components now not scheduled for delivery 
until the end of May 2007. 

13.18 Risk assessment is generally well handled during major acquisition projects during 
the Acquisition and IIS phases, but still appears to play only a limited role in the early 
stages of the CMF processes.  Issues such as the risks arising from selecting 
inappropriate capability, or incorrectly prioritising the LTDP, are not specifically 
addressed.  Capability projects include an assessment of risk, but the risks are often 
unquantified and mitigation strategies are not well-defined.  There appears to be only 
limited understanding how to identify and analyse risk factors, estimate expected 
gains or losses, or determine whether to carry risk or invest in mitigation.  Risk 
analyses often do not correctly identify either the nature or the owner of the risk.  For 
example, the risk of not being able to meet capability requirements through a lack of 
personnel is not a risk to the NZDF per se, although it may adversely affect the 
NZDF.  It is primarily a risk to New Zealand’s security. 

13.19 A presentation made to DCAMP by Canadian defence official Allan Weldon 
emphasised the value in improving the assessment of risk within capability 
proposals.25  Canadian capability proposals prepare detailed project costs using a 
work breakdown structure (WBS) and a three-point estimate of cost for each element 
including whole-of-life costs, personnel, and infrastructure.  An independent review 
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including simulation using Monte-Carlo analysis is used to validate project estimates 
and calculate contingency.  Major projects cannot be submitted to the equivalent of 
ECB without independent review.  As a result, the Canadian Treasury Board now has 
confidence in the cost presented, and Cabinet is now focusing on the policy aspects 
of proposals rather than on doubt of costs and financial risk. 

Information Management 

13.20 Accurate and timely information is a critical prerequisite for effective corporate 
governance, and performance and risk management.  Capability management 
information must not only cover details specifically relating to the equipment, but also 
the ability to employ it effectively, and manage it economically.  Typically this will 
include financial systems incorporating fixed asset management, maintenance and 
engineering management, and quality monitoring systems informing performance 
management, risk management, and personnel planning and monitoring to maintain 
the workforce required to operate and support capabilities. 

13.21 Information management and information exploitation falls into the ambit of the KMF. 
The first iteration of the KMF was endorsed by the IMX26 Steering Committee on  
12 April 2006.  Currently, the KMF is approximately 80% complete.27  In its current 
form, it is a generic document that describes the benefit of knowledge management 
with processes that has been used successfully elsewhere.  However, the framework 
is a high-level document that is reliant on a strategy to articulate the specific benefits 
that are being sought, and the process by which they will be achieved. 

13.22 The IMX project is currently focused on delivering a single Business Classification 
Schema (BCS) across the NZDF, and an electronic registry to coincide with the move 
to the new building.  It has identified further work on information management and 
establishing communities of practice although these workstreams are either behind 
schedule or on hold.  While the strategy has yet to be finalised, early indications are 
that it will focus on compliance with statutory requirements28, information 
management and exploitation (both static and deployed environments), strategic 
planning, support to strategic HR goals in developing a knowledge edge force and 
building competencies to lift effectiveness of core functions.29  Work to date has noted 
the complexity of the project, which was significantly underestimated in the early 
stages of the project.  As a consequence, the project charter exaggerated the ability 
to deliver quick wins in areas that require significant change management, both from 
policy and technical perspectives. 

DCAMP’s Conclusions 

13.23 Although the DSI programme has been transformed to BAU, significant work is still 
needed to complete all of the objectives set by subordinate projects.  There is a risk, 
that unless properly monitored and resourced, the projects may lose momentum and 
fail to deliver the intended benefits.  Specific projects that need continued senior 
management support include completion of the DPF, DPMS, RMF and KMF, 
enhancing OPRES, and development of the strategic plan and balanced scorecard. 

13.24 Risk and knowledge management are often viewed as having largely separate 
military and corporate manifestations.  In reality, that distinction can be somewhat 
artificial, since corporate performance can materially affect military performance.  In 
practice, both are fundamental to defence management and operations.  Risk 
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management capability is being developed through the RMF and knowledge 
management capability is being developed through the KMF.  Although some useful 
progress has been made under the DSI initiatives, there still appears to be some 
distance to go before either area has reached the high standards being sought. 

13.25 In the past, operational performance measurement was focused on OPRES.  The 
DSI programme initiated a number of useful developments through the development 
of the DPMS.  That work is ongoing and it is imperative that it be completed to a high 
standard.  DCAMP has identified scope for further developments in measures of the 
performance of corporate governance, performance of support and overhead 
functions (i.e. non force elements), risk, or the ability to sustain operations.  Currently, 
there is only limited integration between the overall performance management 
systems and the management of initiatives that are intended to close performance 
gaps.  The DPMS and proposed Balanced Scorecard are evidence of the significant 
development effort being invested in this area. 

Recommendation 30 

The NZDF provide sufficient resources to complete: 

♦ development and implementation of the DPF, DPMS, RMF, and KMF 

♦ enhancement of OPRES  

♦ the Strategic Plan and Balanced Scorecard. 

 

13.26 In general, most actual problems do not appear to arise primarily either from the 
absence of clearly stated policies or from any significant deficiencies in the policies 
themselves.  Instead, the cause of the problems appears to arise from a failure to 
comply with those policies.  This suggests strongly that improvements need to focus 
on building skills and improving resourcing and governance.  The rotation of staff 
through projects is an ongoing issue.  The members of project teams who initiated 
and developed the project may often be posted on to other positions.  Replacements 
do not have the same level of knowledge.  Such postings are often unavoidable but, 
bearing in mind the critical importance of some projects, should be avoided wherever 
they possible.  Where posting must occur, effective steps should be taken to 
maximise the transfer of knowledge. 

Recommendation 31 

NZDF continue to improve project governance to ensure projects comply with 
established policies and frameworks. 

 

13.27 The quality of information, analysis, and risk assessment needs to be improved to 
ensure that decision-makers are adequately informed of options, trade-offs, costs, 
downstream implications or risks.  Useful progress has been made through the DSI 
projects.  But the process is far from complete.  DCAMP received valuable input from 
the Canadian Department of National Defence and concluded that the Canadian 
approach has much to offer New Zealand. 

Recommendation 32 

The NZDF continue to develop its risk assessment, modelling, and financial 
simulation capabilities, having regard to developments by the Canadian Department 
of National Defence. 

 



14 Conclusions 

14.1 This chapter summarises the main DCAMP conclusions. 

Asset Performance 

14.2 Achieving efficient and effective asset management in a defence context requires 
that: 

♦ the “right” assets have been selected – those that are consistent with 
Government policy and the achievement of Government outcomes and cover 
the widest range of foreseeable threats and contingencies for the least cost 

♦ the asset management regime maximises that proportion of time that the 
assets are either being used or are available to be used 

♦ all the subsidiary factors and functions that render an asset available for use – 
personnel, maintenance, logistic support are also well managed in a cost-
efficient and cost-effective way. 

14.3 An important tool in achieving better asset management is the development of 
strategic management plans for key assets or classes of assets.  This should be 
complemented by the development of a set of asset management metrics that will 
form part of the DPMS and should, at a minimum, address the dimensions of: 

♦ utility and fitness for purpose as assessed against Government outcomes 

♦ whole-of-life-cost 

♦ factors affecting asset availability, including maintenance, personnel, and 
logistic support 

♦ estimated balance of useful life. 

Life Cycle Management 

14.4 Life cycle management regimes for physical assets can be regarded as consisting of 
five phases: 

♦ a Capability Definition and Selection phase – working out what assets to 
acquire 

♦ an Acquisition phase – seeking tenders for and purchasing the asset 

♦ an Introduction into Service phase – undertaking the work of bringing the 
asset into service, including recruiting and training the necessary personnel, 
and establishing the necessary maintenance and logistic support 

♦ an In Service phase – operating and maintaining the asset throughout its life 

♦ a Disposal phase – quitting the asset and maximising its residual value. 

Capability Definition and Selection 

14.5 The tasks of selecting the right assets and of pursuing greater cost effectiveness 
would be helped by the development of coherent, measurable outcomes across the 
whole defence and security sector.  There would be merit in the NZDF researching 
the intervention logic that links defence outputs to security outcomes.  The capability 
development system of the CMF could be enhanced in the following areas: 

♦ the management of capability development from an overall defence 
perspective 

♦ providing a coherent system for assessing capability requirements 



♦ the provision of more top-down guidance to focus the capability development 
effort 

♦ the provision of a single set of scenarios, frequently reviewed and updated, to 
guide capability development 

♦ the assessment of capability requirements in the context of forecasts of 
capabilities and capability gaps over the full planning horizon 

♦ integrating the CMF and other planning frameworks. 

Acquisition 

14.6 The acquisition phase should focus on outcomes and capability rather than simply on 
delivering the project on time and within budget.  This would be manifest in a through-
life management plan and cost, with performance targets, capacity, and a benefits 
realisation plan.  There is merit in considering different procurement options such as 
leasing, private financing and private provision/out sourcing. 

14.7 There is a need for capability project teams to form early to support its focus beyond 
acquisition, such as planning for introduction into service and through-life 
management and involvement in planning for the phasing out and disposal of 
equipment being replaced.  This would entail a broader skill set. 

14.8 There is a need for richer reporting on acquisition projects that goes beyond 
compliance and meeting current targets.  This would involve a flow of contextual 
information to customers and stakeholders and a future focus on whole of life benefits 
and on final delivery. 

Introduction into Service (IIS) 

14.9 IIS planning is generally well managed by the Service receiving the capability.  Areas 
where improvements could be made include: 

♦ Infrastructure capital expenditure associated with the new capability is not 
always considered and funded simultaneously with the acquisition of the SME. 

♦ Life cycle costing is not as robust as it could be. 

♦ Changes in project timing, including the resultant impact upon operating 
budgets and the need to continue to operate current equipment longer are not 
well integrated into the acquisition phase.  Acceptance should be undertaken 
and any deficiencies made good before the capability is released into service. 

In Service 

14.10 Appropriate policies and procedures are generally in place for the through-life 
management of the NZDF’s specialist military equipment.  Although some equipment 
is maintained well past its life expectancy, planning processes are in place for the 
replacement of assets.  In-service use is generally well planned and there are well-
defined policies and processes for integrated logistics support management and 
configuration control. 

14.11 The capacity to undertake supply chain and logistics optimisation analysis NZDF-
wide could be strengthened and integrated.  Where problems are encountered, root 
cause analysis in Navy and Air Force is highly structured due to their focus on 
platform assets.  However, in Army such analysis is less structured. 

14.12 There is no standard LCC model – a different model is built for each acquisition 
depending on its complexity and each Service is responsible for developing its own 



model.  There should be clear requirements in the strategic management plan for 
each asset about what cost and performance information should be acquired.  This 
will also assist in making a determination about when that asset has reached the end 
of its useful and/or economic life. 

14.13 The training and documentation supporting the maintenance function is generally well 
developed, albeit initially heavily based on manufacturers’ recommended 
maintenance schedules. 

14.14 Equipment fleet replacement policies and processes now put more emphasis on 
addressing the capability requirements holistically rather than simply the equipment 
replacement. 

14.15 Resourcing for the in-service management of equipment is limited within Army, 
resulting in small numbers of personnel being responsible for the fleet management 
of a very large and complex range of equipment.  This will be further accentuated as 
Army continues to move to a higher level of technology within the equipment fleets. 

14.16 Whole-of-life management requirements are often poorly defined (e.g. spare parts 
requirements) and the costs of operating capabilities throughout their lives have not 
matured.  This leads to pressure on operating funding in out-years. 

14.17 Inventory holding limitations restrict the ability to optimise the inventory to support 
equipment and therefore capability.  Also, management of inventory levels needs to 
be more accurate. 

14.18 Army’s equipment maintenance system, MEMS, is not being applied consistently and 
hence is not providing the level of management information that it could or should 
provide to decision-makers.  Data are often not available on changes in costs that 
would affect a repair or replace decision.  Training is also lacking on MEMS. 

14.19 Although minimum standards of maintenance have been established for NZDF-wide 
buildings and facilities, the process to manage the gap between the current level of 
maintenance and an appropriate standard of maintenance is not fully mature. 

Disposal 

14.20 When disposing of an asset, the financial return should be maximised and this return 
should be planned for and incorporated into projected budgets.  This occurs in most 
cases currently for both LTDP and CP Minor projects.  However, there is no review 
process to test whether proceeds are maximised and, in many cases, estimating both 
the amount and timing of proceeds has proven problematic.  In some cases, assets 
are seen as providing a wider social benefit and proceeds are not maximised.  
However, the process for managing these decisions is transparent. 

Defence Technology Agency 

14.21 DTA is an important resource for maintaining defence assets throughout their life.  
However, DTA is contracted internally to undertake this work and revenue streams 
are not assured.  There is a good case for reviewing the governance, accountability 
and administrative arrangements concerning the DTA. 



Personnel Forecasting and Management 

14.22 Personnel availability is critical to efficient and effective asset management.  There 
needs to be sufficient personnel to operate the assets and they need to be 
appropriately trained.  This implies both a reliable method of determining personnel 
targets and of forecasting future personnel requirements.  There is a good case for 
developing and extending the PCPM and for rationalising personnel modelling and 
forecasting by the single Services. 

Financial Forecasting and Management 

14.23 Defence has established systems for the capture, analysis, and reporting of financial 
information for proposed and existing capabilities and other assets.  The maturity and 
effectiveness of these systems vary from the relatively immature, e.g. life cycle 
costing, to the well established, e.g. financial policy, accounting and the LTDP.  The 
systems collectively provide a sound base and have the potential to deliver the quality 
of financial information to manage NZDF resources effectively.  However, a range of 
improvements is required. 

14.24 The capital programme should be managed as a whole, not through arbitrary 
allocations between CP Major (LTDP) and CP Minor acquisitions.  

14.25 Because of the value of its assets, the NZDF incurs very significant depreciation 
expenses.  These need to be better managed.  There are two main options: (1) 
inviting the Government to introduce a regime for withholding depreciation on SMEs 
until new SME capital purchases require it; and (2) sequestering the depreciation 
charged of corporate and infrastructural assets to ensure that there is funding for their 
replacements. 

14.26 The process currently adopted for prioritising the LTDP and securing Cabinet 
endorsement should be improved.  The NZDF and MoD should discuss with Ministers 
the advantages of extending the process currently used for updating the LTDP to 
involve a comprehensive examination of the full capital programme and the 
consequences for the availability of both capital funding and operational expenditure. 

Management Frameworks 

14.27 There is a good case, as resources allow, for undertaking an exercise to harmonise 
and integrate the existing management frameworks and for implementing a system of 
ongoing framework management. 

14.28 The revised CMF still requires some improvement, including the introduction of a 
requirement that any existing acquisition or force development projects subject to the 
CMF that were initiated before the CMF was introduced be subject to a programme of 
transition so that the remainder of the project can be governed by and comply with 
CMF requirements. 

 



15 Implications for Defence Management Frameworks 

Introduction 

15.1 Having completed its review and reached its conclusions, DCAMP needed to develop 
advice for decision-makers about how its recommendations should be implemented.  
This task necessarily involved considering the implications for the NZDF and MoD 
management structures and processes.  This step was anticipated in the Terms of 
Reference, which specifically charged DCAMP with “reviewing the recently-reviewed 
Capability Management Framework (CMF), the recently-established DPF and related 
procedural structures, only to the extent that the findings and recommendations of 
this project may have consequential implications for those frameworks”. 

15.2 The concept of a management framework has only recently taken root in the NZDF.  
Prior to the DCARR report and the DSI programme, the only NZDF document that 
used the label “framework” was the CMF.  Under the DSI programme a number of 
management frameworks have been or are being developed.  These initiatives are 
consistent with the wider work undertaken under the DSI to achieve better guidance 
and direction across the NZDF and, in some cases, jointly for the NZDF and the MoD.  
They reflect both an internal acknowledgement of the need for change and external 
direction from Ministers under the DSI to achieve “improved corporate management 
systems and processes [that] would oversee the application of resources against 
policy directions, and should ensure the sustainability of the funding package”. 

15.3 The CMF was developed over a period of years.  While it articulates practices and 
procedures that were operating from mid-2002, the actual document itself was 
formally approved as a working draft in May 2004.  The CMF was, and continues to 
be, a joint NZDF/MoD document.  It remains the only framework also used by the 
MoD. 

15.4 Management frameworks developed as part of the DSI Programme and now formally 
approved include the: 

♦ RMF 

♦ KMF 

♦ SHRPF. 

15.5 NZDF Frameworks that were required to be developed or reviewed as part of the DSI 
Programme but are still under development and/or approval include the: 

♦ DPF 

♦ CMF 

♦ DESP 

♦ Reputation Asset Management Plan (RAMP). 

15.6 DCAMP set out to review these frameworks to determine whether any changes were 
needed to achieve better capital asset management.  The fact that some had not 
been finalised made that task much more difficult and a full review was not possible.  
Specific and comparative assessments have been made on draft, or interim, versions 
only. 



15.7 The DSI programme did not direct any further development of OPRES, including a 
framework, but OPRES forms a key part of the DPMS and continues to be closely 
related to its ongoing development.  As OPRES development is critical to the 
identification and management of capability risk – and hence has an obvious, albeit 
currently unrealised, potential to inform capital asset management decisions – 
DCAMP also included consideration of a “potential” OPRES framework in the scope 
of its review. 

Framework Management in the NZDF 

15.8 Management frameworks are essentially policy documents that provide high-level 
guidance and direction for key areas of business.  Like all other NZDF 
documentation, they need authorisation, ongoing management, and oversight.  
Generally in the NZDF this is achieved by direction in DFO 1 – Defence Force Orders 
for NZDF Administration.  Chapter 5 makes clear that the CDF issues DFOs to give 
effect to responsibilities under the Defence Act.  Stand-alone DFOs are generally 
produced in book form, often with an online version, as permanent statements of 
NZDF policies and procedures.  These DFOs are subject to amendment and 
cancellation, and Chapter 5 details policy requirements for both content and 
compliance, including: 

♦ type of DFO 

♦ general content 

♦ authorisation 

♦ compliance with publications 

♦ amendment process 

♦ sponsorship 

♦ consultation processes 

♦ construction of publication, including technical standards 

♦ approval process 

♦ production and promulgation 

♦ reviews, additions, cancellations and amendments 

♦ responsibilities (including identification of Coordinating Director). 

15.9 The policy direction of DFOs has been developed over time and is well-tested.  
Frameworks, as policy documents, require similar direction for their content and 
compliance needs.  It would be both reasonable and practical for them to be required 
to adhere to the policy formation and management processes within DFO 1 and, 
specifically, Chapter 5.  To achieve this, minor amendments to Chapter 5, Section 2, 
would be needed. 

15.10 Currently there is no such direction.  Procedures for the authorisation of routine 
amendments and management processes have not been specified.  The CMF was 
initially approved jointly by both the CDF and Secretary of Defence.  It was, at that 
time, the only such framework, so there were no issues with that approach.  Now that 
there are a number of management frameworks, the position is more complex. 
Changes to any one framework may have implications for others.  DCAMP believes 
that formal arrangements now need to be put in place to integrate and manage all the 
frameworks.  The NZDF’s experience with significant DFOs indicates that, if the 
policy and directions are to be current and relevant, amendments in the order of 
several times a year, as a minimum, are required. 



15.11 Each of the current management frameworks was developed in relative isolation and 
at present they are far from standardised.  DCAMP believes that there is a good 
case, as resources allow, for initiating a programme of work to achieve high degree of 
coherence between the frameworks, so that they have the same general “look and 
feel” and are easy to navigate.  DCAMP also sees a good case for creating  
e-document versions that are hyperlinked to each other and to relevant subsidiary 
documentation.  To this end, DCAMP has developed a draft common structure for 
such frameworks and an indicative list for their contents. 

Recommendation 33 

That, as resources allow, the NZDF: 

♦ using the DPF as the core, work to achieve a high degree of coherence 
between its management frameworks 

♦ develop an integrated, hyperlinked repository of all frameworks and policy 
documents. 

 

15.12 While the administration of management frameworks may appear to be less important 
than their content and application, they will only be used if they are seen as being 
useful, easy-to-use, and up-to-date.  

Defence Planning Framework (DPF) 

15.13 The DPF outlines the corporate planning approach adopted by the NZDF and 
provides the outline guidance for managing the strategic planning processes.  The 
DPF provides the overarching linkages between key elements that contribute to both 
annual and strategic planning requirements.  The high-level structure has been 
prepared but much work remains to define detailed responsibilities, requirements, 
and linkages. 

15.14 The DPF is a key piece of work to draw together the expectations for other NZDF 
frameworks.  Its completion, however, is constrained by the ongoing development of 
the “key elements” which include the CMF.  While the DPF is in a “rudimentary” form, 
underlying or supporting work has progressed, particularly with the strategic plan and 
annual and strategic planning cycles so that the wider components and linkages can 
be both drawn together and effectively outlined in subsequent documentation. 

Capability Management Framework (CMF) 

15.15 The CMF is the key document directing the management of capability across both the 
NZDF and MoD.  In the context of asset management, it is the critical document. 

15.16 The CMF has been under review since May 2005 but, in practice, the work has been 
adversely affected by a range of issues.  Most progress has been made in the last 
few months and an advanced draft of the revision is being circulated for final 
comment and clearance. 

15.17 Given its importance and the complexity of the issues that it addresses, the review of 
the CMF has attracted considerable attention and debate.  DCAMP acknowledges 
the efforts made to complete the review.  However, from DCAMP’s perspective, the 
more important issue is not fine-tuning the contents but ensuring that the framework 
is used.  Although new projects are now subject to the CMF, some existing projects 
were begun before the CMF was promulgated and have not necessarily complied 
with CMF requirements.  No one project has yet been fully managed under the CMF. 



Recommendation 34 

That all current capability projects initiated prior to introduction of the CMF be 
immediately made subject to CMF requirements and should be made compliant with 
CMF requirements. 

 

15.18 The CMF only applies to major capability proposals.  As such, it is not actually a 
comprehensive “Capability Management Framework” but a framework that applies 
only to a portion of the capability considerations that must by addressed by the NZDF 
and MoD.  For example, the CMF contains only very brief NZDF-level guidance for 
maintaining assets in service. In the context of whole-of-life management, DCAMP 
sees a strong case for either extending the scope of the CMF or supplementing it with 
a framework that is applicable to managing capabilities after their acquisition.  Where 
those capabilities involve assets, the framework should address requirements for the 
asset’s strategic management plan, as already recommended in Chapter 12. 

15.19 The CMF governance structure appears reasonable except that its processes do not 
oversee the whole of capability development.  The separation of “acquisition” from 
normal CMF processes creates a tension that risks impeding the high level of 
transparency and cooperation needed to achieve good outcomes.  The Secretary of 
Defence has responsibilities that include sole statutory responsibility for acquisition, 
but a similar observation could be made about the responsibilities of the CDF and/or 
Service Chiefs who still work through the stipulated governance processes. 

15.20 Acquisition projects themselves use high-quality legal advice for (mainly) contractual 
issues.  However there are other legal issues affecting capability acquisition – for 
example, ensuring that concepts of operations are in accordance with military and 
other laws.  At present, the involvement of the Directorate of Legal Services is not 
emphasised in the CMF.  It seems reasonable that reference to the Directorate would 
be made in the CMF where appropriate, both for advice where needed and as a 
stipulated part of relevant processes. 

15.21 DCAMP considers that the relationship between the respective MoD and NZDF 
responsibilities for the business case and the Comprehensive Capability Proposal is 
not clear.  The relationship between the business case and the Comprehensive 
Capability Proposal is also somewhat unclear.  The Secretary of Defence has prime 
responsibility for “preparing business cases for acquisition proposals” but key 
responsibilities also lie with the relevant Chief of Service. 

Risk Management Framework (RMF) 

15.22 The RMF directs the risk management approach in the NZDF.  As previously stated, 
the RMF has been completed and incorporated into DFO 81, providing a useful 
degree of integration. 

15.23 The RMF, however, has developed only the highest, or structural, level of framework 
definition and has yet to provide sufficient specific direction to ensure risk 
management in the NZDF has the necessary guidance.  There is now a considerable 
technical literature on the subject of risk assessment and risk management.  A key 
development for the RMF, probably in the form of an ancillary guidebook, would be 
the provision of a substantially enhanced, accessible tutorial to “how to do it”. 



15.24 The current state of the RMF may reflect the current state of risk management in the 
NZDF: broad awareness of the importance and role of risk but yet to be “made real” 
or “operationalised” to the extent that it becomes routine in the way staff operate.  
The structure is in place, the approach seems sound, and there appears to be the 
organisational commitment.   

Recommendation 35 

NZDF continue to develop and deploy detailed guidance that directs personnel to use 
risk management processes of their normal work practices. 

 

Knowledge Management Framework (KMF) 

15.25 The KMF was produced to address knowledge management issues affecting 
corporate performance and to establish governance processes for managing the KM 
Programme.  It was completed on 17 May 2006.  To support the KMF, an interim 
strategy was expected to be developed by 31 July 2006 and the “full” KM Strategic 
Plan finalised by 31 October 2006.  The interim strategy was replaced with a paper 
proposing to develop nine key areas for the full plan.  It now appears that only two of 
these nine areas will be fully developed, and perhaps four others will be partially 
developed by 31 October 2006, although formal approval of the decreased scope has 
yet to be sought. 

15.26 There are both benefits and problems with the changed delivery expectations.  
Development of a full strategy would allow effective comparison and more considered 
determination as to respective prioritisation.  Each focus area, however, deals with 
complex issues which the NZDF has seldom dealt with previously in a systematic and 
comprehensive manner.  Taking on issues one-at-a-time may therefore be useful to 
achieve the directed focus on provision of advice, feedback, and re-work as an 
iterative process. 

15.27 One criticism of the KMF project is that, while a framework may “enhance 
organisational learning” (as the Deloitte report to DCARR suggested), achieving that 
effect is largely dependant upon the level of organisational maturity.  The NZDF’s key 
need is not currently a high-level framework but more basic information strategies 
and actions that ensure consistency of data and “one version of the truth”.  This 
should allow the “right information to be available at the right time to the right people 
to make (hopefully, the right) decisions”. 

15.28 More directly relevant to asset management is the IMX project, one of the nine areas 
within the Knowledge Management (KM) Strategy under development.  The four 
areas for analysis are strategic planning, IMX-Deployed (ships, operations), 
continuous improvement, and operational competencies.  Links with the KM Strategy 
and capital asset management appear limited. 

Strategic Human Resource Planning Framework (SHRPF) 

15.29 The SHRPF outlines the strategic HR strategy for the NZDF.  Personnel are a key 
component of capability and the applicability of human resource considerations to 
capital asset management is fundamental, although often poorly acknowledged and 
poorly incorporated into capability development. 



15.30 The SHRPF attempts to deal systematically with overarching guidance (via a 
framework), subordinate strategy (via a resource plan) and prioritised actions (via an 
implementation plan).  While the general approach is appropriate, its execution is 
perhaps not yet fully successful, with the documentation lacking some clarity in its 
reference to, and alignment with, Government direction, other policy and 
organisational requirements (including single Service expectations and plans), and 
lack of costing, prioritisation, and implementation detail for listed actions. 

15.31 Efficiency is not currently mentioned within the framework.  It should be, because: 

♦ HR is the largest single operational cost to the NZDF 

♦ the Government has given clear direction to the NZDF to “optimise the 
personnel structure” (Government Defence Statement, 8 May 2001) 

♦ there is a critical need for the NZDF to optimise resource efficiency. 

Defence Estate Strategic Plan (DESP) 

15.32 The DESP outlines the estate strategy for the NZDF.  The estate (land and 
infrastructure) is a key component of capability, and the applicability of the DESP to 
capital asset management is significant.  The DCARR identified a backlog of 
maintenance and capital expenditure in the Defence Estate and the need to address 
facilities management, including the expenditure and prioritisation of capital projects 
across Services.  This was to be achieved by developing “...a Real Estate Strategy 
aligned to [NZDF’s] over-arching Strategic Plans …[and] include opportunities to 
minimise the overall cost of providing facilities from a whole-of-defence perspective”. 

15.33 The DESP makes clear that management practices must “support sustainable use 
over its total life cycle”, and processes must be in place to “continually monitor the 
performance of the estate” and to “measure its effectiveness in contributing to 
operational requirements”.  The DESP is currently seeking and incorporating final 
comments from internal stakeholders.  This framework is a competent first attempt to 
draw together the wide range of management considerations needed to drive estate 
policy.  Its acknowledged interrelationships with other frameworks are well considered 
and incorporated in the plan. 

15.34 The future intent for the DESP is to continue to finalise its refinement in the current 
consultation phase that is also helping promote its awareness and acceptance.  In 
parallel to this, the Implementation Plan is being developed with supporting operating 
and capital components and is on target for completion by 1 October 2006.  Delivery 
strategies are currently being, or subsequently will be, developed.  This will form a 
hierarchy of documentation with clear vertical integration.  One concern is that current 
resource allocation for the production of the delivery strategies is inadequate, and a 
modest resource increase for the period from October 2006 for several months would 
make a significant difference in the early clarification of Base-level estate strategies. 

Operational Performance and Reporting System (OPRES) 

15.35 OPRES is the key performance tool for reporting operational readiness in the NZDF.  
It has well-developed user requirements and technical specifications and while it is a 
familiar assessment and reporting mechanism for NZDF “operators”, it has had 
limited use by senior NZDF leadership, particularly within HQNZDF. 



15.36 This situation is changing.  OPRES is now used to inform monthly DPMS reports to 
ELT, and its measurement system forms the basis of the long-term targets for 
assessing DSI performance, and desired achievement, over its ten-year life.  As such 
OPRES has a renewed focus and this has led to thinking about wider uses of OPRES 
information.  DCAMP believes the time has now come for higher-level decisions 
about its application, integration, and development. 

15.37 OPRES could be used to better identify issues relating to deployments and 
operational needs.  Enhanced forecasting by better risk identification should help 
clarify both operational opportunities and limitations, and identify areas where key 
issues can be resolved by prioritised resources.  OPRES could be a key input into 
future capital asset management and associated budgetary processes.  

15.38 Integration with DPMS and the strategic and annual planning cycles within Planning 
Branch is proceeding and the role of OPRES is going through a degree of “organic” 
development.  Progress is reassuring and, for this requirement it would seem that 
rather than trying to develop the overarching framework first it would be preferable to 
allow current developments to proceed further and mature. 

 



Summary of Recommendations 

Recommendation 1 

That the NZDF and MoD jointly develop a set of metrics for asset performance that will form 
a component of the DPMS.  The metrics in question should address the dimensions of: 

♦ utility and fitness for purpose (as assessed against Government outcomes) 

♦ life cycle cost 

♦ factors affecting asset availability, including maintenance, personnel, logistic support 

♦ estimated balance of useful life. 

Recommendation 2 

For each significant asset or group of assets, the NZDF should develop a strategic asset 
management plan that describes how the asset or assets will be managed.  Among other 
things, the plan should: 

♦ describe the purpose for which the asset was acquired and the criteria against which 
its continued utility should be assessed 

♦ set out the expected maintenance and upgrade schedules 

♦ detail the benefits expected from the acquisition of the asset and the way in which 
those benefits will be realised 

♦ detail the asset performance measures to be used and the maintenance and cost 
information to be captured 

♦ schedule key reviews of performance and management and of the asset’s continued 
utility. 

Recommendation 3 

A co-ordinated exercise should be conducted by departments and agencies in the defence 
and security sector, under the oversight of ODESC, to develop outcome statements that are 
mutually aligned, coherent, comprehensive, and measurable.  As part of the exercise, 
departments should seek to develop further the intervention logic of defence and security 
outputs and methods for measuring defence outcomes. 

Recommendation 4 

The MoD and NZDF continue to enhance the capability development system of the CMF in 
the following areas: 

♦ the management of capability development from an overall defence perspective 

♦ the provision of a coherent system for assessing capability requirements 

♦ the provision of more top down guidance to focus the capability development effort 

♦ the provision of a single set of scenarios, frequently reviewed and updated, to guide 
capability development 

♦ the assessment of capability requirements in the context of forecasts of capabilities 
and capability gaps over the full planning horizon 

♦ the integration between CMF and other planning frameworks. 



Recommendation 5 

That the NZDF discuss with the Minister of Defence a proposal that the distinction between 
CP Minor and CP Major be determined by the limits of the Minister’s delegation (i.e. $15 
million). 

Recommendation 6 

That the NZDF continue to develop and use generic methodologies and checklists to assist 
in the planning and preparation for the IIS of a new capability. 

Recommendation 7 

That the NZDF and MoD jointly review the standard LCC model template and, wherever 
possible, use it in capital acquisition projects. 

Recommendation 8 

That the NZDF review the way in which the in-service costs of major SME capabilities are 
captured to ensure that the information is sufficient and accurate enough to inform future 
management decisions. 

Recommendation 9 

That the NZDF continue to develop the DPMS to integrate its systems for identifying, tracking 
and managing risks to preparedness, equipment, and inventory. 

Recommendation 10 

That regular assessments of preparedness should address material cost changes, the ability 
to deliver outputs over time, and linkages with resource allocation. 

Recommendation 11 

That, where possible, negotiation of the maintenance contract for equipment being acquired 
should take place at the same time as, and as part of, the negotiation of the acquisition 
contract. 

Recommendation 12 

That, as expenditure priorities allow, the NZDF seeks to adopt better practices for fleet 
management. 

Recommendation 13 

That, where possible, personnel used in the development phase need to follow the task 
through to the implementation – at least for the first phase (up to two years). 

Recommendation 14 

That the CMF revision include a procedure for assessing when end of life, both operational 
and economic, has been reached, regardless of whether the asset is to be replaced.  This 
determination should be made pursuant to an analysis of financial and OPRES data.  

Recommendation 15 

That the disposal policy be reviewed to achieve a strategic approach to disposals. 

 



Recommendation 16 

That the NZDF review the funding and accountability arrangements for the DTA to help 
ensure that: 

♦ maintenance and through-life support of military equipment is undertaken in a cost-
efficient manner 

♦ the DTA has sufficient certainty of funding and revenue for personnel and 
administrative planning. 

Recommendation 17 

That, as an important component of its efficiency and effectiveness initiatives, HQNZDF 
should, through the Personnel Branch: 

♦ Be the centre of PCPM expertise, both in providing technical assistance to individual 
Services in developing their models and in providing objective assessments of those 
models 

♦ Undertake a programme of work to develop the PCPM into a quality force 
development tool.  In particular, the developments should enable the PCPM to 
estimate: 

• the number of military personnel needed to meet the requirements of output 
plans and the requirements of force sustainability 

• the number of civilian personnel required 

• the effects of capital asset acquisitions and disposals on personnel 
requirements 

• update DFO 10/2001 to incorporate the revised PCPM model. 

Recommendation 18 

That each of the Services include civilian positions in their overall personnel forecasting and 
modelling. 

Recommendation 19 

That, subject to Ministerial approval of the Army Configuration Review, Army undertake a 
zero-based review of its personnel requirements – Regular Force, Territorial Force, and 
civilian – in terms of both numbers and composition by rank and trade as part of the work on 
the Army Transformation Plan. 

Recommendation 20 

That, subject to the provision of a robust business case and other organisational priorities, 
SAP development should be accelerated to provide support for all NZDF acquisitions, life 
cycle costing, and through-life support decision-making, and, in particular: 

♦ the engineering functionality should be extended to cover all Service requirements 

♦ SAP BW should be extended to become the standard data warehouse and reporting 
tool for all business functions. 

Recommendation 21 

That the implementation of the Programme Reporting System should be reviewed to ensure 
that the quality of information provided supports effective working capital management. 

 



Recommendation 22 

That for all major capital projects: 

♦ LCC should be implemented in accordance with the policy contained in the CMF and 
DFO 77 

♦ Capability Project Teams should be established from the commencement of the 
concept phase of an acquisition project in accordance with the existing policy 
contained within the CMF 

♦ business cases should  be prepared in accordance with the policy contained in the 
CMF and in the guidelines provided by Cabinet Office Circular CO (02) 17 
“Guidelines for Changes to Baselines”, including both acquisition and through-life 
support elements 

♦ the adequacy of costing skills, training and tools available within Defence to support 
high quality LCC should be reviewed 

♦ risk analysis requires considerable improvement to a detailed level with sensitivity 
analysis, the use of contingency and cost ranges being applied to LCC models 

♦ all costings distributed to external agencies and Ministers should: 

� be based on full life cycle cost 

� quantify the level of financial risk 

♦ all project costings should be reviewed by the NZDF and MoD Chief Financial 
Officers before they are provided to the ECB, external agencies or Ministers 

♦ wherever possible, the scope of all Requests for Tender should cover the total cost. 

Recommendation 23 

The Ministry of Defence should: 

♦ require tenderers to provide information to support LCC modelling where possible 

♦ base acquisition decisions on optimisation of LCC as opposed to initial capital cost 

♦ provide authorised NZDF personnel with access to all financial information pertaining 
to a project, including contract information categorised as “Commercial In 
Confidence”. 

Recommendation 24 

The CMF business case provisions should be reviewed to ensure they are also compliant 
with Treasury guidelines. 

Recommendation 25 

For CP-Minor projects, the Project Costing Model should be used for all proposals and 
investment cases in accordance with DFO 77. 

Recommendation 26 

That the NZDF review the existing strategic financial planning and budgeting models to 
ensure that they: 

♦ include provision for cost inflation at agreed levels 

♦ are prepared on the basis of agreed forecast forward exchange rates 

♦ are prepared with due consideration given to the financial risk associated with each 
major capability project 



♦ cover 10 year operating and 20 year plans for capital and statements of financial 
position. 

Recommendation 27 

That Ministers be invited to direct the NZDF, MoD and Treasury jointly to investigate and 
report back by 30 May 2007 on whether, and if so how, changes could be made to the 
current foreign exchange regime for Defence capital purchases in order to better manage 
this risk. 

Recommendation 28 

That Defence should negotiate with Ministers their wishes concerning risk management on a 
project-by-project basis. 

Recommendation 29 

That Ministers be invited to agree that, prior to the beginning of the 2007/08 fiscal year and 
every year thereafter, the NZDF, in consultation with the MoD and Treasury, should submit 
for consideration by the Cabinet External Relations and Defence Committee a full spending 
programme (within the envelopes of the LTDP and DFP) that addresses, at an appropriate 
level of materiality: 

♦ all proposed capital expenditure, including any proposed re-prioritisation of the Long 
Term Development Plan; 

♦ all operational expenditure contained in the annual Output Plan; and 

♦ the implications for operational expenditure of the proposed capital expenditure. 

Recommendation 30 

That the NZDF provide sufficient resources needed to complete: 

♦ the development and implementation of the DPF, DPMS, RMF, and KMF 

♦ the enhancement of OPRES  

♦ the Strategic Plan and Balanced Scorecard. 

Recommendation 31 

That the NZDF continue to improve project governance to ensure projects comply with 
established policies and frameworks. 

Recommendation 32 

That the NZDF continue to develop its risk assessment, modelling, and financial simulation 
capabilities, having regard to developments by the Canadian Department of National 
Defence. 

Recommendation 33 

That, as resources allow, the NZDF: 

♦ using the DPF as the core, work to achieve a high degree of coherence between its 
management frameworks 

♦ develop an integrated, hyperlinked repository of all frameworks and policy 
documents. 



Recommendation 34 

That all current capability projects initiated prior to introduction of the CMF be immediately 
made subject to CMF requirements and should be made compliant with CMF requirements. 

Recommendation 35 

That the NZDF continue to develop and deploy detailed guidance that directs personnel to 
use risk management processes of their normal work practices. 



APPENDIX ONE 

ILLUSTRATIVE CASE STUDY : ACQUISITION AND THROUGH-LIFE MANAGEMENT OF 
SEASPRITE HELICOPTERS 

The recommendations in this report, if implemented, will result in a number of changes to the 
way in which assets are managed within the NZDF. To illustrate the way in which these 
changes should result in beneficial improvements, DCAMP undertook an exercise to 
compare its recommended processes with those actually used in the management of a real 
military asset30. The example chosen was the Seasprite helicopter. In DCAMP’s view, this 
provided a useful illustration of a current asset that has been acquired reasonably recently 
but has also been in service for long enough to have a meaningful operational history. 

The Seasprites were acquired to replace the previous marine helicopter, the Wasp. The 
acquisition commenced when government approval was given in 1994. The first helicopters 
were delivered in 2001 and the final in 2003. Prospectively, these aircraft could remain in use 
until 2027. 

Seasprites deliver a critical capability for the ANZAC frigates and will be able to operate from 
some of the Protector Fleet (the Multi-Role Vessel and Offshore Patrol Vessels) once those 
vessels enter into service. 

The acquisition of the Seasprites was undertaken prior to the introduction of the Capability 
Management Framework. Since acquisition, the operational management of these aircraft 
has encountered a number of difficulties.  The NZDF is currently operating only four of the 
five aircraft due to shortages of spare parts. 

The difficulties in obtaining spare parts (a supplier-related problem that has emerged since 
the aircraft were acquired) has led to increased operating costs and reduced availability.  
NZDF is working to address this difficulty.  However, the analysis of options is handicapped 
by uncertainties around the future availability and cost of spares and, consequently, the 
expected cost of the aircraft over the remainder of its operational life. 

The purpose of this comparison is not to suggest that the issues currently surrounding the 
Seasprite were all foreseeable and avoidable. DCAMP did not undertake a detailed audit of 
the Seasprite acquisition and has no basis for such a conclusion. In practice, if there is 
indeed any real choice at all, decision-makers must usually choose between a small number 
of real options, each of which has some uncertainty and carries some risk. 

However, the comparison undertaken below does highlight where problems can arise and 
helps illustrate how they might be mitigated or avoided. Note that the current Capability 
Management Framework has already gone some way towards addressing these issues part 
and DCAMP recommendations are developments or refinements. 

                                            
30

  It is important to note that many of the procedures used in the acquisition and management of the Seasprites have 

already been modified and improved.  Defence procedures are routinely improved to reflect lessons learnt. Given 

the length of time associated with most major assets, and length of their operational life, it would have been 

virtually impossible to identify a current asset that had been acquired and operated throughout its life using only 

current procedures. 



The key issues are: 

♦ Careful attention to LCC estimation during initial assessment of capability-cost 
effectiveness of the helicopter purchase (recommendations 22 and 23)31. 

♦ The requirement for tenderers to provide information to support LCC where possible 
(recommendation 23). 

♦ Development an implementation of a strategic asset management plan 
(recommendation 2) provides not only a basis for ongoing assessment of utility and 
continued cost efficiency but also a vehicle for managing maintenance requirements 
and early identification of any problems32. 

♦ Negotiation of a maintenance contract alongside the acquisition contract 
(recommendation 11) more clearly identifies (and may mitigate) any risks associated 
with loss of maintenance support33. 

♦ Improved personnel planning systems (recommendation 17) help ensure the 
availability of trained personnel for operating the assets. 

♦ Combining OPRES and financial data to assess the end of operational or economic 
life (recommendation 14) provides a clearer basis for decisions on disposal and 
possible replacement. 

The chart on the following page illustrates the life cycle of the Seasprites and highlights key 
management issues. 

                                            
31  As was done, for example, during Project Protector 
32  The current CFM already requires that consideration be given to through life management during the acquisition 

phase. The DCAMP proposal for a formal strategic assets management plan is a development of this requirement. 
33  In practice, this would require Services to define maintenance requirements at the point where the capability need is 

first being defined. For example, the Project Protector tender documents allowed for through-life support to be 

provided as an option. This option was not pursued by Navy, which has its own dockyard facilities. 





 

Appendix 2 

TERMS OF REFERENCE 

EXPENDITURE REVIEW: DEFENCE SECTOR CAPITAL ASSET MANAGEMENT 
PRACTICE 

Background 

1 Cabinet has agreed that EXG will oversee a review of capital asset management 
practices, as part of the 2006 programme of expenditure reviews. The aim is to build 
on earlier enhancements to public sector management systems to ensure that 
resources are being directed to where they can be most effective, and to ensure 
better monitoring and reporting of results. 

2 The specific objectives of the review are to: 

a Recommend changes to capital asset management practices and 
incentive regimes with a view to improving value from Crown, departmental 
and Crown entity balance sheets. 

b At the systems level, examine the effectiveness of existing capital 
management regimes whose purpose is to incentivise public sector managers 
and boards to make best possible use of their available capital resources. 

c At the agency level examine the extent to which asset management 
practices meet best practice according to internal public sector standards. 

3 Treasury will be the lead agency for the systemic review with involvement of affected 
agencies.  The agency level Defence Sector Capital Asset Management Practice 
Review (DCAMP) is to be led by Defence agencies, with Treasury involvement. This 
Terms of Reference provides the authority for the DCAMP.  

Aim 

4 The aim of the review is to identify changes to Defence capital asset management 
practices that, if implemented, will improve capital asset management performance 
and value for money. 

Objectives 

5 The objectives of the review are to identify opportunities to improve performance and 
value for money, and develop recommendations for Ministers which, if approved and 
implemented, would: 

a Provide clarity on what is being delivered through existing spending and the 
results that this is achieving; 

b Enable Ministers to clarify the results they want from Defence capital asset 
management by providing transparent statements of cost related to outputs 
delivered; 

c Provide Ministers with a range of realistic options regarding future funding 
levels. Options will be identified within the envelope of the Defence 
Sustainability Initiative and will be based on possible alternatives for: 

♦ scheduling capital purchases; and/or 



♦ allocating operating expenditure among the outputs required by 
current policy; 

in ways that improve benefits or reduce costs. 

d Recommend intervention mixes to achieve the desired results. Any alternative 
intervention mixes are to remain within existing government policy settings. 

e Establish a framework for assessing future performance. 

f Identify future information requirements. 

g Recommend whether any changes in institutional arrangements are 
appropriate. 

h Identify efficiency issues that might be further investigated. 

Scope 

6 The scope of the Project must be aligned with and inform, and be informed by, the 
systems level review. 

7 The scope of the Project will include: 

a. Reviewing all Defence capital budgeting and capital asset management 
processes, including the Long Term Development Plan, and in particular: 

• The relationship between strategic planning and capital asset 
management; 

• Information gathering, options analysis and evaluation; 

• Trade-offs between performance, cost and time; 

• Business case development; 

• Scrutiny, decision-making and approval processes, both internal and 
external, including the management of uncertainties and the costs of 
reducing them; 

• Current and possible alternative approaches to procurement; 

• Customer and supplier relationships; 

• Systems for implementation and delivery; 

• The operation, through-life management, utilisation and disposal of 
physical assets; 

• Mid-life management decisions, including “repair or replace”; 

• Legal and contractual issues; 

• Risk assessment and risk management; 

• The management of funding and expenditure, including capital 
contributions, depreciation, capital charge, billings and progress 
payments and the coverage of forex exposure; and 

• Scope for future capital requirements to be funded from the sale of 
surplus or non-strategic assets. 

Specific questions to be addressed include: 

• How well Defence strategy-setting is developing and whether is it now 
adequately linked to capital planning; 



• How well are the requirements of the CMF being observed; 

• How good is project monitoring; 

• What progress has been made on strategic budgeting and effective 
working capital management; 

• Whether skill sets are adequate for the tasks that must be undertaken; 

• Whether common systems are in use across the services and 
branches; 

• Whether capital planning provides assurances that existing assets do 
not become impaired; 

• Whether business case (ie Cabinet submission) presentation is 
adequate in terms of whole of life costing, cost/capability placement; 
accuracy/uncertainty of financial information and the quality of risk 
assessments. 

b. Reviewing aspects of the way in which Defence’s performance in relation to 
capital asset management can be assessed, including: 

• Performance measures; and 

• Incentive for improving performance. 

c. Reviewing the development and management of the Long Term Development 
Plan, including, in particular: 

• Capability trade-offs needed within the Defence Sustainability Initiative; 

• Consistency of acquisition plans with the Government’s policy 
objectives and specific needs; 

• Recent progress in improving defence procurement and asset 
management; 

d. Considering and recommending  whether, and if so how, national defence and 
security outcomes can usefully be specified and measured in a way that can 
inform strategic and capability-related decisions. 

e. Seeking to develop some robust and transparent principles by which to 
resolve questions of cost, benefit (especially output availability), information, 
uncertainty and risk. 

f. Considering issues of efficiency and effectiveness - in particular, how 
efficiency and effectiveness can best be defined and measured in a defence 
context. 

g. Reviewing the recently-reviewed Capability Management Framework (CMF), 
the recently-established Defence Planning Framework (DFP) and related 
procedural structures, only to the extent that the findings and 
recommendations of this project may have consequential implications for 
those frameworks. 

Limitations on Scope 

8 The scope of the project does not include: 

a Any revisitation of current government policy settings: or 

b the amounts or timing of the funding stream previously approved by Cabinet 
as the Defence Sustainability Initiative; or 



c identifying and evaluating any specific opportunities for further investments. 

Approach and Methods 

9 The project will be conducted in a number of separate but often interrelated 
workstreams, the outputs of which will be integrated within the final report. 

10 The approach will be for each workstream to: 

• Conduct initial interviews or workshops to evaluate assigned aspects of 
capital asset management and identify high level strengths, weaknesses, 
opportunities and risks; 

• Review in more detail identified significant weaknesses and risks; 

• Provide recommendations of specific action required to address the 
weaknesses and risks that if implemented will achieve the objectives of the 
review. 

11 In conducting the review, the project will draw on the technical literature, the 
approaches and practices of similar military forces, DCRR and DSI findings, the 
consensus of best practice developed by the private sector and the experience and 
expertise of Ministry and NZDF personnel. 

12 The project will also maintain a close liaison with other departments undertaking 
specific capital asset management reviews and will caucus with the staff of those 
projects to share information, experience and insights. 

Deliverables 

13 The deliverable of the project will be a final report that: 

• Provides a high level evaluation of Defence capital asset management; 

• Identifies aspects of the current procedures that, having proven to be valuable 
and robust, should be retained; 

• Identifies opportunities for systemic and procedural enhancements; 

• Identifies where previous weaknesses have been addressed through the DSI 
programme; 

• Identifies any significant remaining weaknesses and risks; 

• Recommends (with rationale) how best to address those remaining 
weaknesses or risks; 

• Any caveats relating to the ability to answer questions being posed by the 
review and implications for assessing performance; and, 

• Any constraints imposed through the availability and reliability of data sets. 

Governance 

14 The internal governance structure for the review is as illustrated in the diagram below. 
The membership of the Steering Committee is: 



♦ VCDF  [NZDF] Co-Chair 

♦ Dep Sec (P&P)  [MoD] Co-Chair 

♦ 2nd Representative [MoD] 

♦ Head of Planning [NZDF] 

♦ AC (Dev)  [NZDF] 

♦ CFO  [NZDF] 

♦ D Log D [NZDF] 

Representatives from Treasury, SSC and DPMC will be invited to attend all 
meetings of the Steering Group. 

Office of Chief Executives

Senior Management
Group

Executive 
Leadership 
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Analyst Advisers
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Consultation 

15 Stakeholders for consultation include: 

♦ DPMC; 
♦ The Treasury (both defence Team and CMR team); 
♦ OAG; 
♦ SSC; 
♦ MOD directorates; 
♦ NZDF Single Services; 
♦ JF HQNZ; 
♦ NZDF Branches; and 
♦ Such other organisations as the Steering Committee decides appropriate. 

16 A comprehensive consultation and communications plan will be provided as part of 
the overall Project Management Plan. 



Progress Reporting 

Internal Reporting 

17 The Project Steering Committee will meet routinely each month and at such other 
times as the Steering Committee may determine or the Office of Chief Executives 
may direct. 

18 The Project Manager will submit such progress reports and working papers to the 
Project Steering Committee and the Office of Chief Executives from time to time, as 
they direct. The Project Manager will provide routine oral reports to the weekly 
meetings of DSI Co-Directors. 

External Reporting 

19 Progress reports are to be provided to the Officials Committee on Government 
Expenditure and Management (OXG) at least monthly, and on other dates specified 
in the timeline. 

20 Progress reporting will include: 

a By reference to a detailed project plan and Gantt chart, an assessment as to 
whether the review is on track to meet the requirements of these terms of 
reference. 

b Issues that require direction or feedback from Ministers. 

c Risks that could affect the timing or reliability of results for each review, the 
probability of the risk materialising, its potential impact on the review, and any 
actions being taken to mitigate it. 

Timelines 

21 The timelines for external progress reports and project deliverables are as follows: 

First draft terms of reference for review by OXG 31 March 2006 

Second draft terms of reference for review Chair EXG 12 April 2006 

Final terms of reference  21 April 2006 

Approval by EXG 10 May 2006 

Monthly progress report to OXG 12 May 2006 

Monthly progress report to OXG 9 June 2006 

Monthly progress report to OXG 15 July 2006 

Draft review reports and recommendations for EXG review  15 August 2006 

Final review report 15 September 2006 

Final review report considered by EXG Early October 2006 

 



Key Issues and Risks 

22 The stated aim of the project is to improve asset management performance and 
improve value for money (particularly in terms of the government’s defence 
outcomes). 

23 The over-arching risk to the success of the project derives from the difficulty in 
contriving a tractable method of measuring and the valuing defence outcomes in a 
meaningful way. 

Personnel Resources 

24 The project will be staffed by project officers seconded from the Ministry and NZDF 
on either a full-time or part-time basis. Where the basis is part-time, it will be 
delivered as full day, part week. 

25 It is acknowledged that secondees will report back to their line managers and act as a 
liaison during the term of the project. However, team members will work as 
individuals contributing to a team effort, rather than stakeholder representatives or 
advocates. 

26 The project’s personnel resources may be supplemented by the use of temporary 
employees and consultants, depending on availability and security clearances. 

Funding 

27 The project will be allocated an initial budget of $300,000, partitioned as $100,000 
within the 05/06 financial year and $200,000 within the 06/07 financial year. If 
necessary, this will be effected by a fiscally neutral transfer between the two Votes. 

28 All costs associated with the reviews will be met from within existing baselines of the 
Ministry and the NZDF. The costs of personnel seconded to the project do not form 
part of the funding allocation in paragraph 24 above and will be met by the employing 
departments. 





Appendix 3 

Glossary 

 
Accumulated Depreciation 

Cumulative amount of depreciation expenses. 

Amortisation 

The process of spreading the cost of an intangible asset over its useful life. 

Assets 

A tangible item owned by an organisation. 

Asymmetric Warfare 

Non-conventional warfare where there are no defined lines of battle. Often used in reference 
to small sectarian groups who may be non-state actors. 

Attrition 

The reduction of the effectiveness of a force caused by loss of personnel and materiel. 

Book Value (Net Book Value) 

The value of an asset as currently recorded in the accounts. 

C-130 

A Lockheed Hercules aircraft (model C-130) used by the RNZAF for cargo and personnel 
transport. 

Capability 

The ability to undertake a desired process or action. Used in defence as the total of 
equipment, personnel, maintenance and logistics required to undertake a particular action. 

Capability Based Planning 

A process of determining the (defence) capabilities required to meet Government policy 
based on an analysis of the tasks required. 

Capability Management Framework (CMF) 

A governance and management system that provides a transparent and robust process for 
achieving effective, long-term investments in defence capabilities. 

Capital Programmes (Minor and Major) 

Defence capital expenditure undertaken in two programmes, known as “CP Major” and “CP 
Minor”. CP Major includes all capital expenditure items over $7 million (incl GST). CP Minor 
includes all capital expenditure items under $7 million (incl GST). 

 



Contingency Reserve Stock 

Equipment and inventory needed to enable the transition of force elements from a Directed 
Level of Capability (DLOC) to an Operational Level of Capability (OLOC) and sustainment 
until re-supply in the theatre of operations can be effected. 

Defence Capability and Resourcing Review (DCARR) 

A comprehensive review of the Defence Force undertaken by an official’s committee. It 
examined Defence capability along with required funding, management systems, personnel 
and other resources.  The review was reported back to Cabinet in 2004 and led to long term 
funding decisions in the 2005 Budget. 

Defence Estate Strategic Plan (DESP) 

A plan developed to maximise utility of Defence land and buildings. 

Defence Force Order (DFO) 

An Order signed by the Chief of Defence Force requiring actions or processes to be followed. 

Defence Funding Package 

A funding package agreed by Government to address the recommendations of the DCARR 
review. 

Defence Performance Management System (DPMS) 

A performance management system incorporating OPRES, corporate performance and 
measures of progress for strategic initiatives. 

Defence Planning Framework (DPF) 

The overarching framework for subordinate frameworks – the system of systems. 

Defence Planning System (DPS) 

A NZDF system that aimed to provide a comprehensive planning and resource allocation 
method. The DPS has since been discontinued, with many of its functions now being taken 
up by the new Capability Management Framework. 

Defence Sustainability Initiative (DSI) 

The ten-year programme of work funded by Government arising from the DCARR recommendations. 

Deployability 

The capacity of a force element to move to an OLOC, complete final preparations, and 
assemble for deployment within a specified time.  

Depreciation 

The accounting charge made to recognise the reducing value of an asset, calculated over 
the life of an asset. 

 



Directed Level of Capability (DLOC) 

The level of capability of a force element that the Government directs the NZDF to maintain 
on a routine basis. 

Economic Life 

The term of an asset’s life where it has a net positive financial value.  Typically when an 
asset passes the end of economic life it will incur increasing repair and maintenance costs 
making disposal and replacement more cost effective. 

Employment Contexts (ECs) 

Descriptions of representative and illustrative security events to which it is possible that a 
New Zealand government would make a military response, should they occur. 

Exclusive Economic Zone (EEZ) 

An area extending out to 200miles beyond the shore over which New Zealand has claimed 
exclusive economic rights. 

Executive Capability Board (ECB) 

A committee of senior Ministry of Defence and Defence Force personnel providing 
governance over the capability acquisition process. 

Executive Leadership Team (ELT) 

A group comprised Chief of Defence Force, the three Service chiefs and Defence Force 
senior managers. 

Fixed Asset 

See Asset.  Excludes current assets, such as inventory, which are expected to be consumed 
within the accounting period. 

Force Element 

Units which directly contribute to the delivery of the NZDF outputs, and which may form part 
of an Operational Force, e.g., a frigate, an Orion detachment, an infantry battalion. Force 
elements are capable of undertaking limited independent tasks, or contributing to a Joint or 
Combined Force. 

Force Structure 

Personnel and equipment assembled in force elements prepared to conduct military tasks. 

HQJFNZ 

The Defence HQ responsible for deployed operations, integrating the required force 
elements from the three services. 

Integrated Capability Management Committee (ICMC) 

A committee of Ministry and Defence Force personnel responsible for defining the detailed 
requirements of a capability being acquired. 



Joint Engineering Management System (JEMS) 

A fully integrated and deployable engineering capability that provides operational planning, 
strategic corporate planning, and day-to-day engineering management and decision support 
for fixed assets. 

Joint Force 

Connotes activities, operations, organisations, etc., in which elements of more than one 
Service of the same nation participate. JHQNZ. 

 

Joint Logistics Support Operation (JLSO) 

An integrated logistics operation supporting all three Services. 

Joint Mission Essential Task List (JMETL) 

A comprehensive list of the individual tasks required, that cumulatively enable a capability to 
operate or an operation to be achieved. 

Knowledge Management Framework (KMF) 

A Defence framework for incorporating knowledge and information management into 
decision processes. 

Life Cycle Cost (LCC) 

The total cost of ownership (TCO) of equipment throughout its life, from acquisition to final 
disposal. Used interchangeably with Whole of Life (WOL), Total Cost of Management (TCM) 
and Through Life Costs. 

Logistics 

The science of planning and carrying out the movement and maintenance of forces. 

Long Term Development Plan (LTDP) 

A regularly updated ten-year plan for the acquisition of new and replacement capability. 

Military Capability 

The power to achieve a desired operational effect in a selected environment and to sustain 
that effect for a designated period. 

Net book Value 

The current accounting value of an asset. 

Obsolescence (provision for) 

An accounting entry to offset the value of an obsolete asset when it is written off and prior to 
disposal. 

 



Operational Level of Capability (OLOC) 

The capability a force element needs to have reached in order to carry out its military tasks 
effectively. In other words, the force element is ready, combat viable, deployable and 
sustainable. The specific requirements for OLOC in any particular situation depend on the 
intended theatre of operations. 

Operational Preparedness Reporting System (OPRES) 

A system that provides for the evaluation and reporting of the operational preparedness of 
NZDF force elements at DLOC. 

Operational Tempo 

The pace of military operations including, but not confined to, deployments outside New 
Zealand territory and EEZ. 

Operational Testing & Evaluation (OT&E) 

The process of field testing and evaluating new capability as it is brought into service to 
ensure it performs as expected. 

Optimised Depreciated Replacement Cost (ODRC) 

A method of estimating the cost of replacement of an asset for which purchase price or 
replacement cost is not known. 

Outcome 

The result or effect brought about by implementation of policy. 

Output Class(es) 

The military capabilities provided by force elements to provide options for particular military 
tasks to achieve Government policy. 

Orion Patrols 

Maritime surveillance patrols undertaken by the RNZAF using the P-3K Orion aircraft. 

Personnel Capability Planning Model (PCPM) 

The model currently used for calculating each Service’s personnel capability required in 
uniform to meet outputs. 

Pipeline Expenditure 

Future expenditure to which, for all practical purposes, the NZDF is already committed, 
although that expenditure may not yet have been formally incurred. Such expenditure can 
arise for a number of reasons, including statutory requirements, contractual obligations, 
Government policy or operational imperatives. 

Preparedness 

The ability of force elements to be employed on military tasks. Within the NZDF there are 
four ingredients of preparedness: 



♦ Readiness 

The current proficiency and effectiveness of a force to conduct a range of activities 
defined against Directed Level of Capability and Employment Context, and that 
provide options for employment on military tasks within a specified Response Time.  

♦ Combat Viability 

The in-theatre ability of a force to achieve its military task or mission using current 
resources. 

♦ Deployability 

The capacity of a force element to move to an Operational Level of Capability, 
complete final preparations, and assemble for deployment within a specified time. 

♦ Sustainability 

The ability to support a designated force at operating tempo throughout the duration 
of an operation. 

Response Time 

The likely time that a force element will have before it must be deployed and commence 
operations once committed by Government. 

Risk Management Framework (RMF) 

A framework to define and mange the business risks to Defence. 

Rotables 

Components parts of, or assemblies from, major physical assets which: 

♦ were originally purchased with the asset and are replaced as required; 

♦ are subject to a planned cycle of inspection or repair; and 

♦ support the major asset by enabling components that need servicing to be replaced 
immediately with fully-functioning components. 

For example, an Orion aircraft is a major asset that is purchased together with additional 
engines. These additional engines are “rotables”. If an engine fails, it is removed and 
replaced with another engine. This enables the major asset to continue operating with 
minimum down time while the failed engine is overhauled. Rotables are not simply 
replacement parts. They are repeatedly serviced and restored to a fully-operational condition. 

SAP 

The German manufacturer of R/3 – a modular Enterprise Resource Planning system used 
across NZDF.  Modules include Finance, Fixed Assets, Plant Maintenance and Materials 
Management, as well as a number of internet-based reporting tools.  The system is generally 
referred to as “SAP”. 

 



Service Life 

Arbitrary assigned life after which the asset is expected to be replaced. 

Specialist Military Equipment (SME) 

Fixed assets of a military nature, distinguished from assets typically owned by an 
organisation. 

Straight Line Amortisation or depreciation 

An accounting procedure of calculating the expense charged for an asset based on the initial 
value divided evenly across the life of the asset. 

Strategic Capability Planning Process (SCPP) 

A system of planning for future capability requirements, as described in the Capability 
Management Framework. 

Strategic Human Resource Planning Framework (SHRPF) 

The SHRPF outlines the strategic human resources strategy for the NZDF. It deals 
systematically with overarching guidance (framework), subordinate strategy (resource plan) 
and prioritised actions (implementation plan). 

Supply Chain Management 

A broad set of activities for reducing inventory cost and improving business processes. 

Through Life Support 

The ability to maintain an asset in serviceable condition throughout its life, through processes 
of upgrade, maintenance and repair. 

Trade-off 

Trading of costs and benefits for alternative possibilities, to maximise utility within set 
financial limits. 

Turnover 

Both losses and gains of personnel from/to the NZDF 

Upgrade 

The refurbishment or reconditioning of an asset to account for wear and tear, or the 
introduction of enhanced capability or new technology. 

Weapons Platforms 

A system or capability upon which a weapon depends, rather than the weapon itself. 

Whole-of Life Costs 

(See Life Cycle Costs) 

 


