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Office of the Minister of Defence 

Chair 
Cabinet Business Committee 

DEFENCE CAPITAL ASSET MANAGEMENT PRACTICE REVIEW 

Proposal 

1 This paper invites the Committee to: 

♦ note the key findings and conclusions of the Defence Capital Asset 
Management Practice Review (DCAMP); and 

♦ agree to procedural changes and initiatives that should improve the 
alignment between defence spending and government outcomes and, as a 
consequence, the efficiency and effectiveness of defence spending. 

Executive Summary 

2 DCAMP is one of a number of public sector expenditure reviews approved by 
Cabinet in May 06.  It was undertaken by senior staff from the Defence 
departments, with assistance from consultants.  It forms part of the wider Capital 
Asset Management Review, which in turn is one of the Cabinet mandated 
efficiency and effectiveness reviews.  As such, the primary objective is to achieve 
greater efficiency and effectiveness in capital asset management. 

3 Over the last two years, the Defence departments have been subjected to 
detailed scrutiny through the mechanisms of the Defence Capability and 
Resourcing Review (DCARR) and the Defence Sustainability Initiative (DSI).  In 
accordance with government policy, the NZDF has been provided with certainty 
of funding through decisions relating to the “Defence Long-Term Development 
Plan” (LTDP) [POL Min (02) 11/9] and the Defence Funding Package (DFP) [POL 
Min (05) 2/2].  The purpose of DCAMP was to seek greater efficiency and 
effectiveness within the existing funding parameters.  It was not intended to 
disturb previous decisions by seeking efficiencies that would have resulted in 
reductions to previously-approved operating or capital expenditure.  For the same 
reason, DCAMP’s terms of reference precluded it from reviewing the 
Government’s defence policy. 

4 Defence assets are acquired primarily to deter or neutralise threats to sovereignty 
and security.  In that respect, they differ from commercial assets where efficiency 
and effectiveness can be readily assessed in terms of quantifiable benefits and 
costs.  To provide a workable approach to efficiency and effectiveness in a 
defence context, DCAMP elected to treat defence assets as useful only when 
they are actually being used or are available to be used.  From this perspective 
(which is consistent with how defence outputs are defined and measured), any 
circumstance that affects an asset’s availability for use is relevant to asset 
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management.  This includes not only physical maintenance but also the 
availability of trained personnel and the provision of essential logistic and 
infrastructural support.  DCAMP cast a fairly wide net and looked carefully at all 
these issues. 

5 In general (and for Defence in particular) good capital asset management 
practice emphasises (a) selecting the “right” assets (given their expected cost 
and risk) and (b) managing them well throughout their life by reducing cost and 
risk.  Good capital asset management practice therefore achieves both allocative 
and productive efficiency. 

6 The majority of DCAMP’s key findings and recommendations focused on 
improving value-for-money from defence expenditure by clarifying, reshaping, 
enhancing and building on existing management processes and structures.  The 
majority of its recommendations are, therefore, addressed internally within 
Defence.  There are, however, some issues for Ministers’ consideration.  The 
objectives of these recommendations are: 

♦ to achieve better alignment between the Government’s defence and 
security outcomes and defence-related expenditure; 

♦ to improve the information available to Ministers when making resource 
allocations decisions in the defence and security sector; and 

♦ to improve efficiency and effectiveness and achieve better value for 
money. 

7 DCAMP’s principal conclusions are as follows. 

General 

a In most cases, 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.  
In many cases, desired improvements will be achieved by completing work 
already underway.  Where appropriate, however, specific 
recommendations have been made. 

For Ministers 

b A number of departments provide outputs that support the Government’s 
wider foreign affairs, defence and security policies.  In DCAMP’s view, 
these outputs are best treated as a system.  The efficiency and 
effectiveness of defence assets both influences, and is affected by, the 
efficiency and effectiveness of the wider system.  As a first step to 
achieving greater systemic efficiency, DCAMP proposes a sector-wide joint 
exercise to review departmental outcome statements.  The purpose would 
be to develop, where appropriate, common, measurable outcomes and a 
greater degree of coherence in the collective intervention logic.  If the 
exercise is successful, such outcomes would provide a much sounder 
basis for assessing the utility of investments everywhere in the system – 
including in the defence components. 
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c 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 LTDP.  Because of its sheer scale, 
however, 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 DFP 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); 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. 

d 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 will help reduce the number of relatively minor 
investment decisions being brought to Cabinet. 

e The purchasing power of NZDF’s capital funding can be affected 
significantly by movements in the foreign exchange rate.   DCAMP saw 
scope for a more effective approach in hedging against adverse foreign 
exchange movements.  Better managing this risk may enable Defence to 
then apply any savings to other potential asset purchases.  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. 

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

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 comprehensive annual 
asset planning and expenditure decisions outlined in (c) above should 
provide Ministers with the information needed to avoid surprises and 
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 already directed by ERD 
on 6 September 2006. 

For Defence 

g For all major assets or groups of similar assets, DCAMP recommended the 
development and implementation of strategic asset management plans1.  
The objective of the plans would be to select the right assets and manage 
them well, in order to improve the cost-effectiveness of the asset 
throughout its life.  In this respect, DCAMP concluded that the estimation 
of life cycle cost (LCC), and the likelihood of risks coming to bear, can be 
improved – although it is also true that the information needed for robust 
estimates is not always available.   

Developing a strategic asset management plan would involve, as a core 
task, achieving the best possible estimate of LCC, but also identifying 
where additional information was needed.  Implementation of the plan 
would involve, among other things, continuously capturing actual 
performance and cost information to enable progressively better LCC 
estimates to be made, to improve asset management and to help 
determine when the asset had reached the end of its economic life.  Asset 
performance would be actively managed and performance information 
would routinely be reported to management as part of the overall Defence 
Performance Management System. 

h DCAMP analysed the life cycle of assets into five general phases – (1) 
Capability Definition and Selection; (2) Acquisition; (3) Introduction into 

                                            
1
  This enhancement was also identified separately by the Tier 2 reviewer Saha International. 
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Service; (4) In Service; and (5) Disposal.  DCAMP identified a range of 
enhancements to the procedures used in all five stages.  It concluded that 
phases 1 and 2 – Selection and Acquisition – were high risk and required 
greater attention, whereas phases 3, 4, and 5 were relatively well handled.  
DCAMP’s recommendations relating to (1) achieving greater clarity and 
coherence about government outcomes and (2) improving LCC estimation 
were particularly important for achieving improvements in phases 1 and 2.  
Implementing strategic asset management plans was particularly important 
for achieving better through life management and asset performance. 

i DCAMP also recommended an initiative to achieve greater integration 
between existing management frameworks used in Defence management. 

j Personnel availability is fundamental to asset efficiency and effectiveness. 
DCAMP recommended a revision of the NZDF’s current Personnel 
Capability Planning Model (PCPM) and improvements in personnel 
forecasting. 

k In relation to financial management, DCAMP addressed a number of 
issues, including the accounting system, the annual expenditure 
programme, life cycle costing, depreciation management, foreign 
exchange management, and delegations. 

Objectives of the Review 

8 DCAMP is one of a number of public sector expenditure reviews approved by 
Cabinet in May 2006.  It was undertaken by senior staff from the Defence 
departments, with assistance from consultants.  Project governance was provided 
by a Steering Committee that included representation from the Defence 
departments, the Treasury, the State Services Commission, and the Department 
of the Prime Minister and Cabinet. 

9 DCAMP was intended to complement two other exercises undertaken under the 
general heading of the Capital Asset Management Review (CAMR) – the so-
called Tier 1 and Tier 2 exercises.  The Tier 1 exercise, undertaken by the 
Treasury, was a whole-of-government review of the capital asset management 
regime.  The Tier 2 exercise, undertaken by consultants Saha International, was 
an “outside-in” review of selected departments, including the Defence 
departments. DCAMP was an “inside out” review, and dealt with issues in much 
greater detail than Saha’s Tier 2 review. 

10 Specifically, DCAMP 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; 
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♦ 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; and 

♦ identify efficiency issues that might be further investigated. 

11 DCAMP built on the substantial body of work that was undertaken in DCARR, 
completed in February 2005, and the consequential DSI, announced by the 
Government in May 2005.  DCAMP’s aim has been to identify changes to 
Defence capital asset management practices that will improve asset performance 
and value for money.  Unavoidably, DCAMP 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 was simply 
completed as planned. 

Key Findings 

General Overview 

12 The majority of DCAMP’s key findings and recommendations focused on 
clarifying, reshaping, enhancing, and building on existing management processes 
and structures.  Defence needs to ensure that DCAMP’s recommendations are 
implemented in the context of the wider initiatives that flowed from the DCARR 
and DSI.  Progress on DSI/DCAMP implementation should continue to be the 
subject of regular monitoring and reporting through the interdepartmental 
Steering Group mechanism already established for the DSI. 

13 DCAMP concluded 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. 

Issues for Ministers 

Outcomes – being clear about what capital investments are intended to achieve 
(and what they are actually achieving)   

14 Defence assets exist primarily to neutralise threats to national sovereignty and 
security.  Their efficient and effective management needs to be interpreted in 
terms of selecting the right assets and managing them well – to achieve “value for 
money” and maximise their availability for use at least cost.  Cost effectiveness, 
by definition, involves achieving the greatest value of benefits for a given cost.  
Like any other department, the Defence departments can only assess the cost 
effectiveness of its investments by estimating their impact on measurable 
outcomes. 
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15 At present, the NZDF and MoD each have different outcome statements.  In 
neither case have outcome measures been developed for those outcome 
statements.  Further, defence policy is only part of the Government’s wider 
foreign affairs, defence and security policy.  A number of departments produce 
outputs that contribute to external security outcomes.  DCAMP concluded that 
there is considerable scope for achieving greater coherence in the outcome 
statements of these departments and in their associated intervention logic.  
DCAMP therefore proposes an inter-departmental initiative, led by ODESC, to 
develop coherent, measurable outcomes and performance measures across the 
defence and security sector. 

16 In DCAMP’s view, such an exercise could achieve worthwhile benefits by 
supporting Ministers’ decisions on defence investments by reference to clear 
outcomes and clear intervention logic, and through improved assessments of 
value-for-money.  It would also enhance officials’ perspectives of system-wide 
implications and facilitate the development of proposals with greater 
cross-departmental synergies. 

Annual Spending Programme 

17 DCAMP’s Terms of Reference signalled Ministers’ expectations that they will be 
provided with a range of realistic options regarding future funding levels within 
existing funding agreements.  This has been reinforced by recent decisions of the 
Cabinet External Relations and Defence Committee (ERD) relating to the LTDP 
[ERD Min (06) 9/1]. 

18 Previously, Defence’s discussions with Ministers have dealt with operating 
spending and capital spending separately.  The former has usually been 
discussed in the context of the budget process and annual Estimates and Output 
Plan and the latter has been discussed in the context of updates and revisions of 
the LTDP. 

19 DCAMP concluded that it is strongly preferable to deal with capital spending and 
operational spending as an integrated package.  The DCAMP proposes that a 
more detailed discussion be held with Ministers prior to the start of each fiscal 
year to confirm Ministers’ expectations about both the annual Output Plan 
(including the expected operational tempo) and the Capital Plan. 

20 In order to implement this proposal effectively, it would be necessary for Defence 
to: 

♦ develop more sophisticated cost models that link operational and capital 
expenditure in an integrated way; and 

♦ develop models that forecast output availability having regard to historical 
and current deployments and the consequences for capability 
regeneration, current and prospective personnel numbers and 
composition, and the proposed acquisition of specialised military 
equipment – and link the output availability models to the cost models. 
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21 The potential benefits of this approach are that: 

♦ Ministers would be provided with a comprehensive and realistic 
picture of current defence expenditure plans and forecast future 
commitments; 

♦ Ministers would be provided with better information 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); and 

♦ It would 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 

22 The current regime of Cabinet delegations provides that, for capital items: 

♦ Chief executives can approve purchases up to $7 million; 

♦ Ministers can approve purchases up to $15 million; and 

♦ Cabinet approves all purchases over $15 million. 

23 Within the NZDF, a distinction is made between two capital programmes, the 
so-called “CP Major” and “CP Minor” programmes.  “Major” items are defined as 
those costing more than $7 million, “minor” items as those costing up to $7 
million.  Notwithstanding the $15 million delegation limit for Ministers, there has 
never been an intermediate level between “majors” and “minors” because it has 
previously been the practice to refer all purchases over $7 million to Cabinet. 

24 The $7 million Cabinet delegation limit was fixed in 1999.  The escalating cost of 
defence capital items means that more and more items will cost in excess of $7 
million.  DCAMP therefore proposed that the CP Minor limit be elevated to $15 
million.  It should be noted that this is an internal reclassification only and does 
not involve any change to the delegated authority of the Chief of Defence Force 
or the Minister of Defence. 

25 The recommendation is consistent with the recommendation relating to the 
annual spending programme.  It implies that, once Ministers have made their 
decisions about the full programme, approvals for the purchase of individual 
items will simply be made pursuant to the appropriate level of delegation.  The 
LTDP will remain the principal management plan for major acquisitions.  The 
principal benefit of this recommendation lies in avoiding unnecessary 
submissions to Cabinet on relatively minor asset acquisitions. 
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Foreign Exchange 

26 Most specialised military equipment 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. 

27 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. 

28 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 counterparty2 exposure is minimised. 

29 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; and 

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

30 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. 

31 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). 

                                            
2
  A counterparty is an organisations with a department contracts to provide foreign exchange cover. 
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♦ 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). 

32 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.  However, 
in the period prior to finalisation, 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. 

33 DCAMP did not see it as appropriate for Defence to engage in foreign exchange 
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 improve the management of risk. 

34 One option for a more flexible approach to foreign exchange 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. 

35 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. 

36 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.  The 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]. 

37 Without pre-empting the outcome of that exercise, there are different ways that 
that 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 
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the cap must be explored so that risks like foreign exchange are appropriately 
identified and managed. 

38 In the time available, DCAMP was not able to advance its consideration of foreign 
exchange issues to the point of developing detailed recommendations.  It 
therefore recommended that Ministers be invited to direct Defence and Treasury 
officials to explore the foreign exchange issue further and report back with 
conclusions and detailed recommendations.  Any proposed changes would 
remain within the current provisions of the Public Finance Act and would not 
disturb the accepted accountabilities.  This work could be included in, or be 
conducted contemporaneously with, the work programme for the evaluation of the 
LTDP referred to in paragraph 36 above. 

Depreciation 

39 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. 

40 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? 

41 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 comprehensive 
expenditure disclosure referred to in paragraph 7 (c) above. 

42 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. 
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43 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? 

44 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 current LTDP ends.  Expenditure smoothing 
could be a very significant issue in the context of the next iteration of the LTDP or 
its equivalent. 

45 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. 

46 One realistic option would be to regard defence assets as falling into two general 
classes, (1) corporate and infrastructural assets and (2) specialist military 
equipment.  These classes of assets differ in two main ways.  First, in the case of 
specialised military equipment, “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 specialised military 
equipment is often much less predictable. 

47 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 (specialised 
military equipment) would be similarly sequestered and could be applied to the 
purchase of any new specialised military equipment, of whatever type.  There are 
advantages and disadvantages in this approach. 

48 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 
specialised military equipment.  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. 
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49 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. 

50 As indicated in paragraph 7 (c) above, DCAMP has recommended 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.  DCAMP proposed that this 
issue be considered further as part of the evaluation of the LTDP directed by 
ERD on 6 September 2006 [ERD Min (06) 9/1]. 

Issues for the Defence Departments 

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

Asset Performance 

52 For each major asset or class of assets, the NZDF should develop a strategic 
management plan.  This plan should specify the purposes of the asset, its 
relationship to NZDF outputs, how the asset should be best selected and 
managed, and what management-related information should be collected to 
facilitate high quality decision-making. 

53 In order to track performance over time, the strategic management plan should 
also specify metrics for asset efficiency and effectiveness.  These metrics should 
be developed around the following issues: 

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

♦ whole-of-life cost; 

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

♦ estimated balance of useful life. 

Whole of Life Management 

54 DCAMP analysed the life cycle of Defence assets in five phases: 
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♦ Capability definition and selection; 

♦ Acquisition; 

♦ Introduction into service; 

♦ In Service; and 

♦ Disposal. 

55 The Defence departments have already developed key procedures for managing 
specialised military equipment throughout their lives within the context of overall 
capability management.  The most significant are contained in the Capability 
Management Framework (CMF).  This prescribes procedures for managing 
capabilities through their full life cycle from conception to acquisition, through-life 
maintenance and ultimate disposal.  The CMF was introduced in April 2004 and 
was reviewed under the DSI programme.  DCAMP looked carefully at all five life 
cycle phases and made a number of recommendations aimed at fine-tuning the 
existing CMF procedures. 

Defence Technology Agency (DTA) 

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

Personnel Forecasting and Management 

57 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.  The current 
method for determining military personnel requirements is known as the 
Personnel Capability Planning Model (PCPM).  DCAMP identified a number of 
weaknesses in the PCPM.  It recommended that the model be developed and 
extended.  It also recommended that the modelling and forecasting of personnel 
availability by the Navy, Army and Air Force be rationalised. 

Management Frameworks 

58 As stated in paragraph 55 above, the CMF prescribes the way in which military 
capability should be acquired, maintained and retired.  Under the DSI 
programme, Defence has been developing and introducing a series of related 
management frameworks to complement the CMF.  Although these frameworks 
reflect improvements over the situations that they are replacing, they have been 
developed in relative isolation from each other. 

59 DCAMP recommends that, as resources allow, the Defence departments should 
undertake an exercise to harmonise and integrate the existing management 
frameworks and to implement an ongoing system of framework management.  
This recommendation relates to the CMF itself, the Defence Planning Framework 
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(DPF), Defence Performance Management System (DPMS), the Risk 
Management Framework (RMF), the Knowledge Management Framework (KMF), 
the Strategic Human Resource Management Framework (SHRPF), and the 
Operational Preparedness Framework. 

Consultation 

60 This paper was prepared jointly by the MoD and NZDF.  Treasury has been 
consulted. 

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

61 There are no implications for the above. 

Publicity 

62 No publicity is planned. 

Recommendations 

63 It is recommended that the Committee: 

1 note that the Defence Capital Asset Management Practice Review 
(DCAMP) has been completed in accordance with the terms of reference 
approved by the Cabinet Policy Committee on 10 May 2006 [POL Min (06) 
8/4]; 

2 note that DCAMP concluded 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; 

3 note that DCAMP: 

a made a number of internal recommendations for consideration by 
the NZDF and MoD that should further enhance their asset 
management practices and that these recommendations build on 
earlier work commissioned by the Government, including the 
Defence Capability and Resourcing Review and the Defence 
Sustainability Initiative; 

b analysed the life cycle of assets into five general phases – (1) 
Capability Definition and Selection; (2) Acquisition; (3) Introduction 
into Service; (4) In Service; and (5) Disposal; 

c identified a range of enhancements to the procedures used in all 
five stages, the most important being: 
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i for phases 1 and 2, achieving greater clarity about 
government outcomes and improving life cycle cost 
estimation; and 

ii implementing strategic asset management plans for 
achieving better through life management and asset 
performance. 

4 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 
“Defence Long-Term Development Plan” (LTDP) and Defence Funding 
Package) that addresses, at an appropriate level of materiality: 

i all proposed capital expenditure, including any proposed re-
prioritisation of the LTDP; 

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

iii the implications for operational expenditure of the proposed capital 
expenditure; 

5 note that the authority to purchase particular capital items will generally be 
sought in terms of the delegations contained in CO (99) 7 and that, as a 
consequence, items costing less that $15 million will be approved as 
appropriate within the delegated authorities of the Minister of Defence or 
the Chief of Defence Force rather than being brought to Cabinet; 

6 direct officials, as part of the evaluation of the LTDP directed by ERD on 6 
September 2006 [ERD Min (06) 9/1] to examine how depreciation can best 
be managed to smooth future capital injections; 

7 direct the NZDF, MoD and Treasury jointly to investigate and report back 
to the Committee 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 improve the management of risk; and 

8 direct the Officials Defence and External Security Committee to develop 
terms of reference for a programme of work aimed at achieving better 
performance through greater clarity, coherence and measurability in the 
outcome statements of those departments providing outputs relevant to 
the defence and security sector, and to report its conclusions to the 
Committee by 30 April 2007. 

Hon Phil Goff 
Minister of Defence 


