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Executive summary — Whakarapopoto a kaiwhakahaere

1.

This briefing provides an overview of Vote Conservation, forthcoming trends and pressures,
initial advice on the Department of Conservation’s (DOC’s) preparation for Budget 2024, and
information on DOC’s work to identify potential savings options.

DOC is not on a sustainable financial footing to continue to deliver its current service levels and
expectations from the public and Government. Conservation outcomes are in decline. DOC’s
funding is due to decrease by 19% in 2024/25 and DOC is facing significant non-discretionary
cost pressures. We are undertaking a Financial Sustainability Review to give you advice on
strategic options about the scope and scale of DOC’s responsibilities, key policy levers and the
scope of third-party funding to set DOC on a more sustainable path from Budget 2025.

Details on the process for Budget 2024 are not yet known. Given the current fiscal context,
Budget 2024 is expected to be very tight. The current Budget rules are different for DOC than
for other agencies because DOC is part of a pilot project called the Natural Resource Cluster
(NRC) along with the Ministry for Primary Industries (MPI) and Ministry for the Environment
(MfE). As a result, DOC was provided with three-year funding in Budget 2022, with limited
scope for further Budget initiatives before Budget 2025. Budgets are generally used'{o fund cost
pressures and new initiatives. DOC has identified a small number of prioritisethfunding
proposals for known fiscal risks and capital projects already identified and,€ligible for Budget
bids under the NRC rules. If the NRC rules continue to apply, you will not bhe able to seek
funding to advance policy priorities with financial implications and you will’have to either wait for
Budget 2025 or reprioritise existing conservation funding.

DOC understands that Government will be looking to identify, savings from across government

agencies. We have already been developing options for thespermanent baseline reduction

(PBR) of 2% from fiscal year 2025/26 agreed to by the previous administration (and as reflected

in the pre-election Economic and Fiscal Update, PREFU), as well as for managing cost
ressures. We have frozen recruitment for all but eritical vacancies

We have identified areas from which savings,could be sourced and provide three indicative
savings ‘scenarios’ (lower, medium and high)/for discussion with you, all of which involve trade-
offs and cuts to current service levelsiAs, you are aware, DOC is primarily an operational
agency responsible for managing one-third of New Zealand’s land, significant heritage assets
and coastal waters for conservation purposes, responsible for regulating the ability of people to
do business on that land or to-enjoy it for leisure, as well being responsible for protecting
species and ecosystems. Qundepartmental output expenses make up 81% of our total funding
and pay for over 1,400 fulltime equivalent frontline staff as well as operating expenses for our
frontline work (such as‘fue+and materials). In addition, some of DOC'’s funding is ring-fenced for
specific purposes. For these reasons, options for significant savings quickly get into the territory
of reorganising frentline services, which will result in a reduction in service levels and
conservation out¢omes.

Our advice’isite’pursue the lower savings ‘scenario’, which rests on completing the Financial
Sustainability’ Review already underway (and due to be complete in advance of Budget 2025)
on thewbasis that this will enable Ministers to consider savings and trade-offs/choices in light of
a.strategic discussion of the government’s medium- and longer-term objectives for
conservation. In parallel we will continue the work underway to investigate efficiencies in our
operating model and develop savings advice and options.
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We recommend that you ... (Nga tohutohu)

Decision
a) Note that DOC is facing significant cost pressures. Noted
b) Note that we will provide you with further advice on Budget Noted
2024 once the processes and timeline have been finalised.
c) Note that in the current fiscal context, Budget 2024 is
expected to be tight, and DOC has identified a small number
of prioritised funding proposals for known fiscal risks and Noted
capital projects potentially eligible for budget bids under the
current Natural Resource Cluster rules.
d) Note that DOC has been conducting a Financial
Sustainability Review. The Phase 1 report is attached at NGtel
Appendix 1. We are planning to complete Phase 2 in time to
give advice for Budget 2025.
e) Note that DOC has conducted initial analysis of potential
savings options across lower, medium and high savings Noted
scenarios for discussion with you.
f) Note this briefing is on the agenda for discussion atyaur Noted
weekly meeting on Monday 11 December.
Date: 07/12/2023 Date: [/ [/
Ruth Isaac Hon Tama Potaka

Deputy Director-General,Poliey/and

Regulatory Services
For Director-General efi€onservation

Minister of Conservation
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Purpose — Te aronga

1.

This briefing provides you with information on Vote Conservation and DOC's financial position,
the Financial Sustainability Review, preliminary advice on Budget 2024, and an initial overview
of potential savings options that may need to be considered.

Background and context — Te horopaki

As Minister of Conservation, you are responsible for $880 million of Vote Conservation
funding in 2023/24

2.

Vote Conservation has two components that combined make up DOC'’s baseline: Departmental
and Non-Departmental appropriations. These funds are used to look after nature (land, water,
species) and structures (visitor infrastructure and special places that have shaped New
Zealand'’s history). Eighty-five percent of DOC's funding is Departmental funding, spent by DOC
on operational services that the department delivers. Remaining funding is for costs asseciated
with Crown Assets (primarily Crown land) or passed onto other organisations in the farm of
Non-Departmental funding.

Funding in Vote Conservation is partly sourced from the Crown (83%) and pa#tly.from third
parties (17%) including recreational revenue (such as Great Walks and hut®eokings), the
International Visitor Conservation and Tourism Levy (IVL), and concessions ¥evenue. Funding
sourced from third parties is estimated each year depending on forecast levels of activity. DOC
needs to manage its work effort to match actual funding in any given year. Some third-party
funding is ring-fenced for specific purposes.

DOC's total appropriations are $880 million in 2023/24, this is'Q.44% of the core Crown
Budget.! DOC is responsible for managing one-third of New/Zealand’s land, significant heritage
assets, and coastal waters for conservation purposes, and‘is responsible for regulating the
ability of people to do business on that land or to enjey,itfor leisure, as well as being
responsible for protecting species and ecosystems:

Appropriations have non-financial performance,levels attached to them. These function as
output targets. DOC is generally meeting agreed output targets, yet many conservation
outcomes are in decline.

Government is expected to make decisions'soon on funding and savings levels

6.

We anticipate that Government will'want to make decisions soon on the following subjects:
e The initiatives Government'chooses to fund through the mini-Budget and Budget 2024;

¢ How your portfolio priotities will be funded (including new Conservation portfolio initiatives
like a new Great Walk);

e The level of savings that should come from DOC and by when these savings would need to
be realised;

¢ How non-diSgretionary cost pressures will be met in the year ahead; and
¢ Whatth's'means for future Budgets.

In advance of this we have been preparing advice on packages of savings options for
discdssion with you. As the Minister responsible for Vote Conservation, you will be required to
approve and submit to the Minister of Finance any spending or savings initiatives for
Government consideration.

1 DOC's baseline is higher in 2023/24 due to carried forward (one-off) unspent funds and time limited funding which is coming to an end.
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DOC is not on a sustainable financial footing and we are undertaking a Financial
Sustainability Review to provide options to address this

Having risen in recent years, DOC's funding is set to decrease by 19% from next year

8.

10.

11.

12.

13.

14.

Between 2018/19 and 2023/24, Vote Conservation increased from around $500 million to $880
million. While funding has increased in recent years, after a long period of minimal increases,
much has been ring-fenced for specific new initiatives, or grants to other parties, or part-funded
unavoidable costs or overdue maintenance catch up. A full and thorough review of the costs of
meeting DOC'’s core responsibilities and Government objectives has not been undertaken. This
is one key reason why the Treasury supports DOC’s Financial Sustainability Review.

A large component of the increase in Vote Conservation has been due to the Jobs for Nature
programme, which ends in 2025/26 and which represents a $500 million increase over four
years. A summary of funding initiatives since 2017 can be found at Appendix 2.

In 2023, Ministers chose to reallocate $18.21 million of Vote Conservation funding.over four
years to fund the South-Eastern Marine Protection and Hauraki Gulf initiatives in large part by
reducing other Budget 2022 funding initiatives and by utilising funds from the IVL

DOC'’s workforce grew by 26% (540 Full Time Equivalents [FTE]) between 2016-and 2022. FTE
levels remained in line with Vote Conservation increases over the period:

¢ Most of this growth was in rangers and other frontline staff (174 %TE). and in technical roles
that directly support and enable frontline services (257 FTE).

e The remainder of the new FTE were for enabling functions, corporate services and staff
undertaking regulatory functions.

o 71% of the new “back-office” roles were technical rolesithat support frontline services as
opposed to corporate services.

Adjusted for one-off projects such as the FinaneialManagement Information Systems upgrade,
other Information Systems and Services (ISS)'and,Software as a Service (SaaS) projects,
DOC's base level of consulting/contractor spend remained stable from 2016/17 to 2021/22 and
within Public Service Commission benchmarks.

From 2016/17 to 2021/22, a lower percentage of DOC's total spending was on operating costs
over the period - falling from 38% t¢ 36% despite increasing prices. DOC’s cumulative operating
costs increases from 2016/17, tar2021/22 were 15.9% (excluding Jobs for Nature and
accounting for adjustments refated’to SaaS) compared to CPI of 15.4% over the same period.

DOC'’s appropriations for 2023/24 total $880 million and total appropriations for 2024/25 are
estimated to be $712 millierras Jobs for Nature and other programmes conclude. This
represents a 19% reduction in total funding. DOC'’s funding is forecast to fall further to $701
million in 2025/26 androutyears.

Covid-19 has impaeted/third-party revenue

15.

16.

A decline in/nternational visitors due to Covid-19 has impacted third-party revenue, and it has
not yet returried to pre-2019/20 levels. Border closures led to a decline in international visitor
numbets;-and domestic lockdowns further limited our ability to generate revenue from
recreational and tourism charges, as well as through cost recovery fees. As a result, DOC had
tofind $28 million in savings in 2022/23. Weather events have further impacted our ability to
generate revenue in recent years, because they resulted in closures to the visitor network.

DOC has been successful in increasing its revenue from donations and sponsorships, but this
has not completely offset the fall in other revenue, and donations and sponsorship revenue is
generally ring-fenced for specific purposes.

DOC is facing significant cost pressures

17.

DOC is facing cost pressures, many of which are non-discretionary and primarily driven by
inflation. The cost pressures estimated in the table below total $33.005 million in 2024/25,
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(replacement cost) to be in the range of 45% to 55%. For DOC, this ratio dropped from 37% to
32% between 2016 and 2022.

20. The size and scale of our land and marine manager responsibilities, along with an ageing visitor
network, and pressure on our wildlife and nature, will continue to exacerbate these costs.

DOC is generally meeting agreed performance targets, but outcomes are declining

21.  Where we focus our attention, DOC does a good job of delivering what is asked of us. We have
significant expertise in terrestrial, marine and aquatic ecosystem and species management and
protection, as well as in the provision of high-quality recreation experiences and cultural
heritage preservation. However, with current settings, we are not able to hold the line against
growing pressures and threats in many areas and nature is deteriorating, along with our asset
base.

22. DOC'’s current work is not enough to meet all of its responsibilities or drive an increase in
outcomes (see slide 10 of Appendix 1), for example:

o at least 30% of New Zealand’s biodiversity is found at sea, yet only 0.4% of New
Zealand’s marine environment is highly protected; and

o less than 2% of species that are at risk or threatened with extinction aré receiving
sufficient protection (68 out of more than 4,000).

DOC is undertaking a Financial Sustainability Review to support Ministers’ decisions from
Budget 2025

23. DOC’s responsibilities and the expectations on DOC have growriover time. A fundamental
review of DOC'’s financial position is heeded to match funding'to DOC'’s activity levels and the
scope of our work. In the context of the Government’s sayingsitarget and cost pressures, there
will be trade-offs and tough decisions will be needed, DOC\is working on a Financial
Sustainability Review to support these decisions.

24. Phase 1 of the Financial Sustainability Review {ias been completed and shared with the
Treasury. It provides an initial assessment of DOC’s current expenditure, performance and cost
drivers.

25. In Phase 2, DOC will provide advice to\stpport Ministers’ decisions on what outcomes they
want to invest in and the associated trade-offs. DOC will also advise you on value for money
and choices about the future role of third-party funding. This work will enable us to create
options to put DOC on a more sustainable funding path for Budget 2025 and beyond, with

implications for the scale andsseope of DOC’s roles and responsibilities.

26. We have provided the Firancial Sustainability Review Phase 1 report at Appendix 1.

Budget 2024 advice

This advice is based on the current settings for Budget 2024

27. Budgets.are generally used to fund both cost pressures and new initiatives proposed by
Government. Budgets often include reprioritisation within and across Votes.

28. < The current Budget process for DOC is different to most agencies. Along with the Ministry for
the Environment and the Ministry for Primary Industries, DOC is part of a pilot project to
modernise the Public Finance Act 1989 to achieve more collective and longer-term investment
decisions. This is known as the Natural Resources Cluster (NRC) process.

29. As part of this process, DOC’s baseline increases were determined in Budget 2022 for the
following three years. Under current settings, the next time DOC can submit Budget bids is at
Budget 2025 for the 2025/26 financial year and beyond.

30. There are some exceptions. NRC rules allow additional Budget bids, by invitation from the
Minister of Finance, for major capital projects, new initiatives in response to adverse events, or
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31.

initiatives funded through the Climate Emergency Response Fund. There is also currently an
exception that allows bids for non-discretionary Treaty settlement implementation costs.

We have assumed that the current Natural Resource Cluster Budget process stands for the
purpose of this briefing. We will provide you with further advice when the timeframes and the
process for Budget 2024 have been finalised. We also understand that the mini-Budget will not
include Vote Conservation initiatives.

DOC has identified a small number of prioritised funding proposals that are eligible for budget
bids under the current rules

32.

33.

34.

35.
36.

37.

Given the current fiscal context, Budget 2024 is expected to be very tight. As part of the Natural
Resource Cluster, DOC has limited scope to apply for additional funding in Budget 2024.

Under the current rules, there may be an opportunity to address certain cost pressures through
Budget bids. The cost pressures currently in scope are:

s o0z .../
. cyclone recovery work; and

. Treaty settlement implementation costs.

You will receive a separate briefing in February on Cyclone Gabrielle recovery (23-B-0476).

If the NRC rules continue to apply, you will not be able to segk.funding to advance policy
priorities with financial implications and you will have to eitherwait for Budget 2025 or
reprioritise existing conservation funding.

DOC officials will provide you with further advice on‘Budget 2024 when the process and
timelines are finalised, and we are available to discuss this at your request.

Government is expected to make decisions, soon on saving targets

38.

39.

40.

41.

42.

The National Party manifesto_documents assume 6.5% savings across the combined
departmental output expenses_of a number of central government agencies and it is currently
unclear what this specifically means for DOC. The National Party manifesto documents also
indicate that further savings from consultant and contractor spending are to be specified.
Treasury has been preparing to give advice on a number of scenarios, including 6.5% savings
on top of the permanent baseline reductions (PBR) of 2% that the previous administration had
agreed from fiscal year 2025/26 onwards. Indications are that guidance will be provided before
Christmas, with decisions to be confirmed in February, following advice to Vote Ministers from
relevant departments.

It will take-time for us to work through potential savings options with Ministers and to implement
Government’s decisions. We understand that implementation timeframes will be a matter for the
advice on detailed proposals.

Any savings proposals that involve redundancies impacting the start of the 2024/25 fiscal year
will need to be developed in line with HR procedures and ready for consultation by 31 March
2024. This would be the deadline for DOC to be able to implement the change process by the
start of fiscal year 2024/25.

This paper sets out initial analysis and advice on potential savings options across low, medium

and higher savings ‘scenarios’. To prepare for any decisions. we have put in place a recruitment
freeze for all but critical roles
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Because DOC's departmental output expenses are such a high proportion of its funding,
significant savings will impact service levels

51. DOC'’s departmental output expenses are a high proportion of its total funding. In this context,
savings are very likely to reduce services and current service levels are not sufficient in a
number of areas (see Appendix 1). Looking for significant savings from our $710 million
departmental output expenses therefore take us into the territory of how we can reorganise our
frontline and major changes to service delivery. This will take time and it will mean that DOC
delivers less overall, which are decisions that require Ministerial direction.

52. Finding ways to deliver outcomes more efficiently depends on availability of more efficient
models. DOC staff are already spread thinly, both in terms of the locations where we need to
work and the roles that we need to fulfil. Our work is also labour-intensive. While some
productivity improvements may be possible, the nature of our work has not fundamentally
changed and there are no clear “game changer” innovations on the immediate horizon. In,the
longer term, greater use of technology such as genetic modification may present more Options.
Identifying system and process efficiencies is both possible and necessary and we have)work
underway to identify such efficiencies. In many cases, realising these efficiencies Willyhowever,
require upfront investment.

53. Given this context, our advice is to first complete the Financial Sustainability Review already
underway to enable Ministers to consider choices around the scope and scale of the
Department, strategic funding options for conservation, options for aptimising third-party
revenue and efficiencies.

DOC has conducted initial analysis on options for the sources of savings

54. DOC is undertaking analysis of the types of savings optionsfavailable in order to provide advice.
The options cover:

1. Programme spending.

2. Departmental spending.

3. Increasing third-party revenue.
4

Strategic investment, revenue and'efficiency choices through the Financial Sustainability
Review from Budget 2025 onwards

55. ltis likely that any significant savings,targets will require options from a mixture of these
approaches.

56. We are using the following/guidélines from the National Party manifesto documents to analyse
these savings categories:

What the Coalition Agréement and National’s Manifesto say Reference

Start reducing public{sector expenditure by 6.5% on average 100-Day Action Plan

Deliver savings in“public sector spending by reducing non-essential back-

office functions Coalition Agreement

When evaluating government expenditure, it should be assessed on the
extent tg"whieh it is delivering public goods, social insurance, regulating Coalition Agreement
marKet faildre and political choice

Requiting Chief Executives to identify back-office spending not critical to

. . 100-Day Action Plan
frontline services

Instruct public sector Chief Executives to begin reducing consultant and

contractor expenditure 100-Day Action Plan

Stopping work programmes not supported by the incoming Government Tax Plan
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° Reducing our fleet to generate savings. This will impact our ability to do our job at the
frontline as rangers rely on the DOC fleet for transport.

66. We've been assessing potential options against the criteria set out in paragraphs 56 and 57 to
rate options from “low” to “high” risk. When we apply the illustrative 6.5% of $710m target, this
requires us to consider options in the “medium” to “high” risk categories on top of reductions in
programme spend. This means that they will impact outcomes and involve reduced service
even without funding DOC’s cost pressures.

67. Where savings options result in redundancies in 2024/25, the cost of these redundaricies will
need to be covered in 2023/24. We understand that Treasury and the Public Seryiee
Commission are currently considering how any 2024/25 redundancies would'be,funded and will
provide advice on this to Budget Ministers.

Funding available from holding vacancies

68. DOC is currently holding vacancies. We are currently $2.2 millien.inder departmental personnel
budget due to vacancies for the year to date. Extrapolating that out to the full year would yield
$5.3 million in savings. However, this money will be needed to\pay for Public Service Pay
Adjustment at April 2024 and in outyears.

(3) Increasing third-party revenue

69. DOC is undertaking work as part of the Financial.Sustainability Review to identi
funding options ahead of Budget 2025.

(4) Strategic investment, revenue and efficiency choices through the Financial Sustainability
Review

71. Our recommended approach'is to complete the Financial Sustainability Review ahead of any
decisions on savings. ROC. will provide advice to support Ministers’ decisions on what
outcomes they waniio invest in and the associated trade-offs. DOC will also advise you on
value for money and.choices about the future role of third-party funding. The current
recommendationds to deliver this in time for Budget 2025.
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Indicative savings ‘scenarios’

72. Appendix 3 sets out three indicative savings ‘scenarios’ and indicative options packages
associated with these scenarios for discussion with you. The table includes indicative impacts.
Note that more work is needed to identify and assess the impact of these savings options on
outputs.

73. Please note that the scenarios in Appendix 3 do not include cost pressures. DOC has estimated
cost pressures of $17 million in 2023/24, rising to *see Table 1). If we
need to find additional savings to meet these cost pressures, these savings will be relatively

more impactful than the savings packages in Appendix 3.

Risk assessment — Aronga tiraru

74. Risks are discussed in this paper and will be inherent in any savings options pursued. Detailed
risk analysis and advice will be required as any savings options are developed further, The
programmes you wish to stop will require careful rationalisation in light of the cost pressures in
Vote Conservation.

75. Note that responsibility for delivering against environmental and conservation-Qutcomes is often
shared (e.g., amongst Natural Resource Cluster agencies, Central AgencieS,Nocal government)
and the impacts of DOC'’s work changing in scope may affect other parts‘of the environment
and conservation systems. These will need to be surfaced and discussedywith these entities.

Treaty principles (section 4) — Nga matapono Tiriti (section'4)

76. Further analysis of the interaction with Treaty principles of any‘savings options will be needed
as options are developed.

77. The scope of the Financial Sustainability Review ineludes a number of matters that directly
reflect, and changes that could impact on, DOC'’s ability*to meet Treaty obligations.

Consultation — Korero whakawhiti

78. Nil. However, DOC has consulted Department of Prime Minister and Cabinet, Public Service
Commission and Treasury on the FinanciabSustainability Review and Treasury on Budget
2024.

Financial implications — Te hiraunga putea

79. Nil from this paper.

Legal implications — Te hiraunga a ture

80. Nil from this paper;

Next steps — Nga tawhaitanga

81. Officialsgvirl schedule meetings with you to discuss Government’s savings ambitions for DOC
andrsavings options and will explore the savings options identified in this briefing or any further
Savings options you request. Based on these discussions and further work we will engage with
Treasury and respond to Government’s requests for savings options based on these
discussions.

82. Officials will provide you with further advice on Budget 24 when the details of the process and
timeline are finalised.

83. We will also provide you with specific advice on the financial implications of Cyclone Gabrielle,
Ruapehu Alpine Lifts and Chateau Tongariro.

ENDS
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Appendix 3 — Savings scenarios, indicative options packages and indicative impacts

Please note that these scenarios do not include cost pressures. DOC has estimated cost pressures of $17 million in 2023/24,_

If we need to find additional savings to meet these cost pressures, these savings will be relatively more impactful than the indicative savings packages
below.
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