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This publication provides documents on Cabinet’s March 2012 decision authorising officials
to enter into negotiations to purchase the Super Seasprite Helicopters and the subsequent
April 2013 decision to purchase.

o the 2012 Cabinet paper NZDF Naval Seasprite Helicopters: Proposal to Purchase
Upgraded Fleet and associated minute of decision [ERD (12) 7 and ERD Min (12) 2/5]

o the 2013 Cabinet paper New Zealand Defence Force Naval Seasprite Helicopters:
Report on Implementation Business Case and associated minute of decision [CAB (13)
195 and CAB Min (13) 12/12].

This pack has been released on the Ministry of Defence website, available at:
www.defence.govt.nz/publications.

Certain information is withheld, where the making available of the information would be likely
to prejudice the security or defence of New Zealand or the international relations of the
Government of New Zealand [section 6(a)]

In addition, certain information has been withheld in order to:

¢ protect information where the making available of the information would be likely
unreasonably to prejudice the commercial position of the person who supplied the
information [section 9(2)(b)(ii)]

e protect information which is subject to an obligation of confidence ..., where the making
available of the information would be likely otherwise to damage the public interest
[section 9(2)(ba)(i)]

¢ maintain the effective conduct of public affairs through the free and frank expression of
opinions by or between or to Ministers of the Crown or members of an organisation or
officers and employees of any department or organisation in the course of their duty
[section 9(2)(g)(i)]

e enable a Minister of the Crown or any department or organisation holding the information
to carry out, without prejudice or disadvantage, negotiations [section 9(2)(j)].

Where information is withheld pursuant to section 9(2), it is not considered that the public
interest in this information outweighs the need to protect it.

In addition, the business cases for this project are withheld in full in accordance with the
above provisions of the Act. Recognising the public interest in information on the investment
decision, the Cabinet papers provide a summary of the key information that formed the basis
of Cabinet’s decision to invest this funding.
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Office of the Minister of Defence

Chair,
Cabinet Committee on State Sector Reform and Expenditure Control

NEW ZEALAND DEFENCE FORCE NAVAL SEASPRITE HELICOPTERS:
REPORTING BACK ON THE IMPLEMENTATION BUSINESS CASE

Purpose
1.  This paper:

a. reports on the findings of the Implementation Business Case(attached) for the
acquisition and introduction into service of a replacement fleet of naval
Seasprite helicopters, and

b. invites Cabinet to agree to proceed to contract with.the US company Kaman

Aerospace for the helicopters and with other support contractors at a total

capital cost not to exceed

Executive Summary

2. The ANZAC frigates, built by Australia’ and New Zealand in the 1990s, were
designed to operate with an embarked naval helicopter. Such helicopters extend the
range of the ship’s radar and other sensors out over the horizon, Our newer ships,
HMNZS Canterbury and the offshore\patrol vessels, were also built to operate with
helicopters. The capabilities of the helicopters include maritime surveillance, search
and rescue, and counter-terrorism roles. If required, they can deploy weapon systems,
including air-to-surface missiles and anti-submarine torpedoes in defence of the
frigates or other ships.

3. Itwas in this context, in the 1990s, that we acquired five Seasprite helicopters for
$438.5M (about $670M today) from Kaman, and fitted them for Maverick missiles. The
helicopter was _chosen because its size and other capabilities best matched our
requirements, “The fleet entered service in 2001. At the same time, Australia bought
eleven Seasprites for $A1 billion but decided to add bespoke enhancements to the
sensors,radio links, a sophisticated computer-controlled flight and operating system,
and Penguin missiles. After a series of delays and project management difficulties the
Australian Government cancelled the acquisition in 2008. In the interim, Australia

retained in service the larger Seahawk helicopter, s9(2)(ba)(i)
o

4. The significant investment by both countries in naval helicopters reflects the
integral role they play in multiplying the capability of our ANZAC frigates.




5. As reported to Cahinet previcusly, the NZDF has not heen able to deliver the
expected flying hours per aircraft from the fleet of five Seasprites. The small fleet has
resulted in higher flying hours than is typical for helicopters operated by other navies
and thus requires more frequent maintenance downtime,

6. Moreover, with age, the fleet has become more difficult to maintain.
Manufacturers are ceas‘ng to support the older versions of components in the (1/
Seasprites. Spare parts in particular are becoming difficuit to obtain, leading to %
supportability issues for the fleet. The only remaining flight simulator (an essential fli hQ)
training aid), operated by the US Navy, was recently decommissioned. The NZDF i{
planned and costed an upgrade process for the Seasprites, but as it has nob,{'
undertaken elsewhere it would be subject to considerable cost and schedule ns()

7. It was against this backdrop that Cahinet last year considered a “wi?& offer
from Kaman for the purchase of the ex-Australian package of helicopters, flight
simulator, spare parts and other components. Although offered o second-hand
basis, Kaman had completed the development of the helicopter s and regarded
them as fit for service. This was confirmed by an inde t airworthiness
examination undertaken an the helicopters by an air safety sp t, Marinvent Ltd of
Canada. Cabinet therefore directed Defence to undertake igence of the Kaman
offer and report back to Cabinet.

8.

b D;scussQe with the original manufacturer {CAE Australia) of the flight

simu onfirmed it will require an upgrade to its projectors, image generator

and computers. Given the high training value of the simulator (the NZDF no

r has access to a Seasprite simulator overseas) the prudent course of

tion is to undertake the upgrade immediately after Kaman's 6 month
warranty period expires

c. Spare parts were originally offered by Kaman on an “as needed” basis. During

\ negotiations Kaman offered an extensive, upfront package for purchase at a
@ heavily discounted price. Purchasing the spares now reduces the risk of future
Q‘ shortages and price escalation S21010
d. safety and risk reduction measures have been included to mest airworthiness
standards S4@1G)]0)

8. The outcome of the negofiation process has resuited in the opportunity to
purchase a replacement Seasprite fleet and to bring it into service from late 2014, with
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the full benefits being delivered by 2016. The fleet would remain in service until 2030
to match the life of the ANZAC frigates.

10. At current exchange rates’ the capital cost is JIEI@IOI0M spread over 3 years.
While Defence successfully negotiated an outcome which ensures that Kaman will

carry the risk of regenerating the helicopters and flight simulator, experience in projects
where sophisticated technology and software are involved suggests it would be (]/

prudent to provide a contingency of s9(2)(1) as a hedge against other rh

areas, especially operating software. Operating costs would increase by an estimat

s9(2)(g)(i) from 2015/16, to be funded from within NZDF baselines.
s9(2)(b) (i), s9(2)(9)())

follow an untested path similar to that for the\recent C-130 Hercules and P-3 Orion
upgrades, with the same potential problem st pressure and schedule delays. In
any case, an upgrade would not addres roblems caused by the small fleet size
of only five aircraft.

13. | recommend that Cabinet

5{} 0 proceed to contract for the Kaman package.
96’a) s9(2)(b)(ii)

@é existing fleet of helicopters has a resale value of up toiEIQIOI0MN although
are few. Kaman could be appointed as the broker over the next 2 years while
fleet is still in service. If a buyer has not been found after the introduction of the
eplacement fleet the helicopters should be broken down and used for spare parts.

Qg}

! Conversions are based on the Reserve Bank wholesale NZ:US rate of 0.8184.
 The $242M for ten aircraft ($24M per aircraft) compares to the purchase cost of $438.5 million when
the existing fleet of five Seasprites was ordered in 1994 (equivalent to $673 million today or $135M per

aircraft). s9(2)(ba)(i)




Background

15. In September 2011 and March 2012 Cabinet reaffirrned the importance placed on
maintaining a suitably-sized fleet of naval maritime helicopters to deliver surveillance,
search and rescue, utility lift and combat capabilities from the ANZAC frigates and
other naval vessels [CBC Min (11) 8/6 and ERD Min (12) 2/5 refer].

16. In 2011 Cabinet considered the options for addressing deficiencies in the naval
helicopter fleet. An unsolicited offer had been received from US company, Kaman
Aerospace, for the ex-Australian package of helicopters, flight simulator and other
equipment. Cabinet directed officials to undertake a due diligence process and report
back to Cabinet by September 2012.

17. The Detailed Business Case [CBC Min (11) 8/6 refers] demonstrated, that the
Kaman offer was the most cost-effective means of maintaining the naval‘helicopter
capability. Cabinet directed officials to negotiate with Kaman and.fe report the
outcome.

18.

In parallel, the requirements and costs for
through-life support and maintenance of the helicopters, simulator and related assets
were also determined.

19. The outcome of these negotiations is presented here.for Cabinel’s consideration.

Policy Context

20. The Seasprites play a significant role, in“multiplying the capabilities of our naval
combat and patrol vessels in respect of maritime surveillance, search and rescue,
utility lift and counter-terrorism roles¢  The’ combat systems on the frigates were
designed to operate with helicopters and\{he Seasprites were selected in 1994 for their
abilities to exiend the range of ship sensors, visual observations and combat
capabilities out over the horizon. They can deploy weapon systems including air-to-
surface missiles and anti-submarine torpedoes.

21. The helicopters can aiso operate from HMNZS Canterbury and the offshore patrol
vessels.

22. Our frigate force/is deployed throughout the Pacific and beyond. It has been a
principal NZ contfibition to UN and coalition operations.

23 \The Seasprite is a capable helicopter. it is our only helicopter purpose-built to
undertake maritime operations from ship and shore, and to operate in a maritime
combat role. It is well matched to the NZDF’s maritime operational requirements,
complementing our new NH90 and A109 helicopters which are designed for land
operations.

The Kaman package: airworthiness determination

24,
the DBC reported on

an independent airworthiness examination undertaken on the helicopters by an air
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safety specialist, Marinvent Ltd of Canada. The Marinvent report detailed project
management difficulties with the Australian acquisition of these helicopters but did not
uncover any airworthiness concerns. NZDF and Marinvent personnel carried out
evaluation flights in the helicopter in the US. The report concludes: “There do not
appear to be any airworthiness issues that would prevent the Super Seasprite from
being purchased by the NZ MoD”.

25. As part of the contract negotiations with Kaman, a team of experienced NZD
airworthiness staff conducted a detailed assessment of the aircraft and documentatio
especially around the software systems that had been problematic for Australia. %he
team visited Kaman in the US, the Australian Defence Force (ADF) and the sﬁ@rare
providers. After an exhaustive process the NZDF has determined that(the ex-
Ausfralian fleet would, subject to agreed modifications and changes as ne ed with

ivation and

be able to certify the aircraft once they have completed thezr
modifications at the Kaman facility in Connecticut. \

s9(2)(b)(ii), s9(2)(g)(1)

Kaman, meet all of the NZDF's airworthiness criteria. The Chief of Air F;gce xpects to

a. The missile capability

28. The Seasp %!icopter currently used by the NZDF is fitted with a Maverick
missile system % missile provides an important element of the frigate’s combat
effectiveness Maverick is a general-purpose air-to-surface missile designed for
use agains nd targets, including transport and armour and also against shipping.
was already using the Maverick on the Skyhawk aircraft when the

SV



b. Risk reduction to the flight simulator, soﬂwar pport and avionics

36. The contract negotiated with Kaman pro \ for the full mation flight simulator to
be functional at the time of delivery agdg supported with a 6 month warranty.

These terms should provide sufficie that the simulator will be able to deliver
the required level of fraining for ite crews following the initial training of one
crew in Connecticut.

37. However, discussions with-the original manufacturer (CAE Australia) confirm that
the simulator will require ar\@de to its projectors, image generator and computers.
Given the high training vé‘Q7 of the simulator (the NZDF no longer has access to a
Seasprite simulator overseas) the prudent course of action is to plan for and undertake
the upgrade imm dé% after Kaman's 6 month warranty period expires. The
estimated capital % r the full upgrade is and this has been included in
the project bud he simulator will be unavailable for up to 6 months during the
upgrade so @ning programme will be adjusted fo accommodate this downtime.

The upgrade will be overseen by the NZDF.

c. S arts
38 @are parts were originally offered by Kaman on an “as needed” basis. During
n ations Kaman offered an extensive package of spares for purchase at a heavily

rice escalation FREEIGIGID)
d. Airworthiness
39. Airworthiness requirements added new safety-related equipment JIEIGIOI0)

40. For a further price reduction Kaman agreed to supply only ten helicopters rather
than the original package of eleven. The NZDF requires only eight operational
helicopters: the remainder are planned to be kept as attrition airframes in case of a

\?counted price. Purchasing the spares now reduces the risk of future shortages and




loss and for spare parts. The reduction to ten airframes will not impact on the delivery
of benefits and will reduce other costs including maintenance and inventory holdings.

41. As the following table shows, the increases have been in areas newly identified
during the confracting process and the need to obtain the Penguin missiles.

s6(a), s9(2)(b)(i), s9(2)(9)(1), s9(2)()) ?.

Kaman package

Missile capability

Simulator & Software
Lah upgrade

Avionics (including
spares, training)

Deckiock modification

Project management

Testing & flight trials

Facilities upgrades

Ship Modification

Initial training

Mission Support

TOTAL
O

Contingency

Q%

TOTAL C ST\}
includin issiles S

Co%%ackage

The final estimate of the total capital required is $242.2 million. This includes a
ntingency of to cover the risks involved in final software testing and
remediation (if required) and areas not yet confimed by contract, such as
infrastructure modifications, the sourcing of some avionics spares and the upgrades to
the flight simulator and software laboratory.
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Ura{ie and exp fiet
through Kaman package

Affordability of the Kaman offer y\Q)

43. Bringing the Kaman package into service is costed at [REE2I010) sprea&\civer
three years p!us S9(2)(1)  B{sly contlngency agalnst risks.

Balancing the Defence Capital Plan

in personnel, maintenance and higher depreciation charges Q

45. Defence’s future capital rquérements are contained i efence Capitai Pla

that plan, provision has

4G. The priority, cost and timing-ef all projects on the Capta! Plan is being re-
evaluated during the Mid- Po;nt®baiancmg Review (MPRR)®.

Alternative options \

47. Cabinet has pr
the existing Seas
fleet
financial reso

() Option

ly compared the Kaman package to a minimum upgrade to
et [ERD Min (12) 2/5 refers]. The option of acquiring a new
was discounted at that time as beyond our

© continue with the existing Seasprite fleet, replacing equipment as it
fails or becomes unsupportable F21010)

(&tion 2: undertake a minimum upgrade to the existing fleet, with or without the

@ addition of a full motion flight simulator SE@IGI0)

. 2 Annual expenses include personnel, operating and depreciation costs.

* Whole of Life (Net Present Value basis) based on remaining life of aircraft to 2030 at an 8% discount
rate.
® The NPV excludes any revenue, costs, revaluation or write-down required on disposal of the current
fEeet of Seasprites.

® The MPRR is being undertaken by the Ministry of Defence, the NZDF and the Treasury to examine
alternative funding profiles for the NZDF. it is due to report to Cabinet in September 2013,
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(iii) Option 3: undertake a full upgrade to the existing fleet, with the addition of a full
motion flight simulator S2@IEI0)

(iv) Option 4: undertake a full upgrade to the existing fleet, with the addition of a full
motion flight simulator and an additional three aircraft S2@IGI0) or

(v) Option 5: acquire the Kaman package of an expanded fleet of upgraded
helicopters, flight simulator, part-task trainers and extensive spares

package s9(2)(b)(ii), s9(2)(g9)(i)

48, While Options 3 and 4 can be discounted on cost, Options 1 and 2 remain valid,
but only to a point given the significant limitations and risks compared to the Kaman
package. The existing aircraft could continue to operate for several years, but it is their
sensors, communications systems and combat abilities where the problems lie.
Without an upgrade, these systems would degrade over time to the point'where the
helicopters would be useful only for utility lift and visual observations.

49. However, the option of maintaining the existing fleet in service was not preferred
by Cabinet previously and is still not recommended. It would sequire a development
path where cost and schedule would be subject to significant-risk and it does not
address the problems caused by a small fleet of only five helicopters.

Project management and risks

50. The “do-ability” of this project at a time of limited'personnel resources, especially
in the airworthiness area, is a central consideration. The project would have two lines
of activity:

a. the acquisition of the helicoptefs and related components for which the
Secretary of Defence is respensible’and

b. introduction into service under the Chief of Defence Force {CDF).

51. Coordination of activity is._critical to project success and is the ongoing focus of
the Defence’s Capability Management Board (CMB) comprising the Secretary, the
CDF and two independent'members. The CMB has taken an active oversight of this
project and has been reporting to me on a regular basis.

Acquisition

92. Defence has.an experienced project team available to oversee the contract with
Kaman, with personnel having worked on the P-3 and Seasprite projects in the past.
\

Introduction intp service

54. The NZDF has appointed an Introduction Into Service Manager to plan for and
then coordinate the infrastructure development and other activities required to bring
the new fleet into service. A new huilding at Whenuapai for the flight simulator and
training package would require resource consent. This will be tendered for as will

)



contracts for the in service support of the simuifator and the software development
laboratory. Total infrastructure development has been costed at FEEI@IGI0)]

55. Initial training of air crew and maintenance personnel for the new helicopters will
be conducted during aircraft regeneration in Connecticut, Further personnel would be
trained in New Zealand as the helicopters are delivered. Training of existing crews and
recruitment and retention are also issues of concern that the NZDF will continue to
manage actively.

Selling the Existing Fleet

56. As reported in the DBC, Kaman is optimistic that a buyer can bhe fouhd for the
current fleet. There are in fact few buyers in this market, especially those to whomthe
US Department of State and Congress would grant an export licence.

57. The market value of the New Zealand fleet is speculative but Kaman' suggests
they could realise up to after sale costs. Any sale incomeshas not been
factored into the NZDF’s financial plans due to the uncertainty around-sales of defence
equipment.

58. The best time to market the existing fleet is during the-next 24 months while the
fleet is still in service. Kaman could be retained as braker, 6n a sales commission
hasis. Defence officials suggest that if a sale has not heen*brokered within two years
the five existing helicopters should be broken down forspare parts. The value of spare
parts obtained would exceed the cost of disposal in this' manner.

Consultation

59. This paper has been prepared by the Ministry of Defence and the NZDF.
Treasury, SSC and DPMC have beencconsulted. The paper has been reviewed by
OSEC.

Human rights, legislative implications, requlatory impact and compliance cost
statement
60. There are no implications.

Publicity

61. There will be bngoing media interest in our consideration of the package
previously cancelled by the Australian Government. There has been media speculation
and | previouslyrconfirmed that we were considering the Kaman offer. If a decision is
taken to proceed with the Kaman offer | intend to make a public announcement after
the contract with Kaman has been signed.

Advice'to Australia

B2 | have previously briefed my Australian counterpart concerning our interest in
purchasing the ex-Australian fleet and our negotiations with Kaman. | propose to
advise Australia of our decision prior to any public announcement.
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Recommendations
63. | recommend that the Committee:

Background

1. Note that detailed contract negotiations have been concluded with Kaman
Aerospace for the supply of the Kaman package comprising ten Super
Seasprite helicopters, full motion flight simulator, training aids, spares
inventory and publications and for the introduction into service and _through
life support of eight of these aircraft,

2. Note that to retain a missile capability on the aircraft, the most cost-effective

and lowest risk oEtion is to aciuire a stock of Penguin missiles at a cost of

3. Note that all airworthiness issues have been examined ‘and the Defence
Force Airworthiness Authority is confident that . the helicopters can be
certified;

4. Note that costs have increased to mitigate safety and risk issues. The total

capital cost is now estimated at <9(2)(b)(ii), s9(2)() |
Options

EITHER:

5. Agree that the negotiatéd\centract for the Kaman package of an upgraded
fleet of Seasprite helicopters be accepted;

Next steps if the Kaman package is to be acquired
6. Authorise Defence officials to:

a. sign eontracts with Kaman Aerospace for the supply of the full Kaman
package comprising ten Super Seasprite helicopters, full motion flight
simulator, training aids, spares inventory and publications and for the
infroduction into service and through life support of eight of these
aircraft;

b. conclude negotiations and enter into a contract for the supply, support
and introduction into service of an inventory lEE&Penguin missiles;

¢. conclude tender processes and enter into contracts for the design and
construction of the required support facilities at Base Whenuapai,

o

conclude tender processes and enter into contracts for the ongoing
support of the flight simulator and software support centre;

- Disposal of the current fleet

7. Authorise Defence officials to negotiate with, and appoint, Kaman
Aerospace as the broker for the re-sale of the existing five aircraft on a sales
commission-only basis and if a sale has not been concluded within a
maximum period of two years to break these aircraft down for spare parts;

11



8. Agree that any sale of the fleet be first approved by Cabinet;

Financial Recommendations

9. Approve the following changes to appropriations to put into effect the

decisiaon in recommendation 8, with no impact on debt:

NZ$m - increase

Vote Defence 2012113 | 2013114 | 2014/15 | 2015/16 | 2016117 2017/18
Minister of Defence & OQutyears
Non-departmental 20.00 50.00 | 120.00 40,00 12.20 0.00

Capital Expenditure;
Defence Equipment

10. Agree that the proposed changsa to appropriations for 2012/13 above be
included in the 2012/13 Supplementary Estimates and that,_inthe interim,

the increases be met from Imprest Supply;

11. Delegate authority to the Secretary of Defence to:

a. commit and approve expenditure of public money up to the amount of
$242.2 million for the purchase and introducticniinto service of the
Seasprite helicopters; and

b. sub-delegate this authority to Ministry of'Defence Acquisition staff as

required;

12. Delegate authority to the Chief of Défgnce Force to:

a. enter into contractual agreemients or arrangements for the construction of
infrastructure facilities as required at Base Whenuapai or eisewhere and

for the in-service support of the new Seasprite fleet;

If the Kaman package is not to be plrsued

OR:

13. Agree that a minimal upgrade of the current fleet be explored;

14. Authorise (the "Secretary of Defence to call tenders to scope and cost the
upgrade(and for the supply of a full motion flight simulator with the Minister
of Defence to repart the outcome to Cabinet prior to committing to contract;

OR:

15. (Agree to accept the current operational state of the Seasprite helicopter flest
(with a consequent degradation of capability over time)} and direct that the

NZDF Output Pian be modified to
—
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Advice fo Australia

16. Note that | will be advising the Australian Govermment of our decision
regarding the Kaman Seasprite helicopters.

<A Qear

HON Dr JONATHAN COLEMAN
Minister of Defence

zZ 4 I3
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