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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the 
Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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Treasury Report:  Vote Health: Financial Management and Budget 16 

Date: 25 February 2016 Report No: T2016/165 

File Number: SH-1-6 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Note recommendations. 

Discuss issues with Hon. Coleman 

29 February 2016 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Bevan Searancke Senior Analyst 04 890 7264 (wk) N/A (mob)  

Ben McBride Manager, Health 04 917 6184 (wk) 021-869-450 (wk)   

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No 
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Treasury Report: Vote Health: Financial Management and Budget 16 

Executive Summary 

You have signalled your intention to have a bilateral with the Minister of Health to discuss the 
health portfolio in the context of determining priorities for the social sector funding package in 
Budget 16.   

Vote Health’s Budget 16 bids focus largely on managing cost pressures, which continue to 
grow, particularly for DHBs and disability support services.  The most significant new 
initiatives (bowel screening, electives, and pharmaceuticals) have a health specific focus, 
and are not really aligned with your social investment objectives.  As previously advised, we 
consider that the national bowel screening rollout is not investment ready.    

Last year, there were a number of things that the Minister/Ministry of Health had talked about 
advancing this budget as priorities relating to his health strategy (including health and social 
investment funds), , and working more collaboratively 
with other social sector agencies on BPS-1.  There is little evidence that these are being 
progressed in Budget 16. 

In Budget 15, Treasury identified significant financial management issues at the Ministry.  
While the Ministry has been taking steps to address these issues, the Wellington Property 
Consolidation issue in particular has not been resolved.     
 
We are actively working with the Ministry, and support its reorganisation, which includes a 
new CFO position at Tier 2 level, aimed at strengthening financial management across the 
health system.  Treasury’s CFO, Fergus Welsh, will be acting as the Ministry’s CFO from 1 
March.   
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Recommended Action 

We recommend that you:  

a note that Vote Health’s budget bids focus largely on genuine cost pressures, significant 
new initiatives have little alignment with your social investment objectives, and there is 
little evidence of a strategy for managing financial sustainability over the medium-term, 
and   

b raise the following points in your discussion with Minister Coleman: 
 

• Budget 16 was an opportunity to advance the health and social investment funds 
raised in the health strategy and Murray Horn’s review, 

 and working more collaboratively with other social sector agencies 
on BPS-1.  There is little evidence of these in Budget 16.  Does the Minister 
consider that sufficient progress is being made? 

 
• There are growing pressures, noise in the media, and little by way of a clear 

strategy for managing the financial sustainability of the sector.  What is the 
Minister’s strategy for managing these issues? 

 
• During Budget 15 there were a number of financial management issues 

identified.  While there may have been steps taken, a number of issues remain, 
including resolution of the Wellington Property Consolidation issue.  How 
confident is the Minister about financial management?    

 
• A SEC paper is being prepared seeking approval in-principle for the national 

bowel screening rollout to be tabled before it is considered by Budget Ministers.  
Budget bids should be considered alongside all other social sector priorities.  We 
think you should raise this with the Minister of Health. 

 
 
 
 
 
 
 
 
Ben McBride          
Manager, Health   
 
 
 
 
 
 
Hon Bill English 
Minister of Finance  

[33]
[33]



T2016/165 : Vote Health: Financial Management and Budget 16 Page 4 
 

Treasury Report: Vote Health: Financial Management and Budget 16 

Purpose of Report 

1. The purpose of this report is twofold:  

• it provides contextual information, ahead of Budget decisions, and  

• highlights particular financial management issues and progress on these matters. 

Vote Health in Budget 16 

You have signalled your intention to hold bilateral meetings with the Minister of Health  
 
2. You have written to Social Sector Ministers that you intend to hold a series of meetings, 

including bilaterals, to discuss social sector portfolios in the context of Budget 16 
priorities.  This will include scrutiny of cost pressures, and a focus on initiatives that 
deliver on Government priorities, while meeting a high threshold of evidence for their 
targeting, impact and evaluation.     
    

3. Over the past few years, top down fiscal constraint has been applied to Vote Health, 
without major changes in policy or service settings.  The health system has done a 
good job of managing within these constraints.  The Ministry is worried about the 
sector’s ability to do that in the future.  In 2014/15, 12 DHBs were in deficit totalling 
$66 million.  The latest projections show that there are 9 DHBs already forecasting 
deficits totalling $40 million for 2015/16 (excluding the $16 million of additional revenue 
provided to Canterbury DHB).  This is not a financially sustainable position and the 
latest Four-year Plan is light on detail as to how the sector will continue to manage 
within its means.  

 
4. The following table highlights the quantum of cost pressure bids and new initiatives that 

we have received through the Budget process.  
.  

 
Table 1.  Summary of Vote Health bids   
 

 Fiscal cost (operating), $m 
 2016/17 2017/18 2018/19 2019/20 Total 

DHB funding  340.0 340.0 340.0 340.0 1,360.0 

Cost pressure bids 94.6 94.3 94.3 94.3 377.5 

New initiatives 95.6 109.8 119.9 122.9 448.2 

Total 530.2 544.1 554.2 557.2 2,185.7 

 
5. The recommended Treasury budget package for circulation to Social Sector Budget 

Ministers ahead of your 8 March meeting is likely to propose funding $49 million of the 
~$94 million per annum cost pressure bids for national services.  We expect the 
Minister of Health to push quite hard in bilateral meetings for additional funding for 
national services beyond the proposed amount.   

[38]
[38]



T2016/165 : Vote Health: Financial Management and Budget 16 Page 5 
 

 
6. Ministers agreed a DHB funding signal of $340 million per annum in December 2015 

and this is the number we are using in the Treasury package.  We understand that the 
Minister of Health would like DHB funding to increase to $400 million. Last year, DHBs 
received $300 million after an additional $25 million top up, which was intended to 
reduce deficits by a commensurate amount.  Despite this, a large proportion of DHBs 
are in deficit.  DHBs are facing demographic pressures, including an increase in 
migration in some areas, and have been experiencing higher demand for services 
above the increase in population.  
 

7. There may be a case for increasing funding, but at this stage we would like to see 
Health prioritise their cost pressure bids and trade off pressures against new initiatives. 

 
Cost pressure bids for national services largely relate to DSS and primary care 

8. The lion’s share of the national service cost pressure bids of approximately $94 million 
per annum are for national disability support services (DSS) of around $64 million - of 
which,
The Treasury recommended package would fund $36 million of the DSS cost pressure 
bid.  This is equivalent, as a percentage the baseline, to the $340 million increase to 
DHBs.  Again, there may be a case to increase funding beyond the amounts included 
in the Treasury package. 

 
9. The Ministry has highlighted to us that in the current 2015/16 financial year, DSS is 

experiencing significant price and volume pressures across the range of services 
provided to disabled people and these pressures will continue in out years.  These 
pressures include a rise in the volumes of those electing to receive care in the 
community, an increase in volumes of those receiving cochlear implants and hearing 
aids driven by an ageing population, and an increase in the price of residential care 
packages. 

 
10. While the Ministry has been taking steps to try and address these issues, for 2015/16 it 

is concerned that it is going to go unappropriated and has already indicated that it is 
going to make a call on the tagged contingency that was set up for Vote Health last 
year for emerging risks.  For 2015/16 there is $21.4 million in the contingency.  As 
noted above, the Ministry has also asked for additional funding in Budget 16 to manage 
these pressures in out years. 

 
11. The other significant cost pressure bid relates to primary care (around $15 million).  In 

particular, the Ministry is asking for additional funding for the Free Under 13s policy.  In 
the original costings, the Ministry forecast that there would be an 82% uptake rate.  
However, there has been an actual uptake of 99%.   The Treasury package funds 
$4.2 million of the primary care bid.  This represents volume pressure, excluding the 
funding shortfall for primary care (~$11 million) – on the basis that the Ministry of 
Health should be responsible for managing minor variations against forecasts (and 
does not generally return funds to the centre when it over-estimates the cost of 
initiatives).  Price pressures for primary care are not funded, given the low inflationary 
environment. 
 

12. For other areas of cost pressures, the Treasury recommended package would fund 
volume and wage pressure bids, but not price pressures.  Some very small bids are 
assumed to be a manageable within baselines and are therefore not funded. 

 
New initiatives have a mainly health specific focus  

13. We have received 15 new operating initiative bids in Vote Health totalling $95.6 million 
in 2016/17 increasing to $122.9 million by 2019/20.  The most significant initiatives are 
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for the national bowel screening rollout, pharmaceuticals and elective surgery.  The 
pharmaceutical bid (an average of $26 million per annum over four years)

It  would still be up to PHARMAC to determine how this funding is actually 
allocated in accordance with its internal prioritisation process.   
 

14. A number of the other bids have come through the BPS-1 and 0-5 workstreams, a 
number of which we considered were not investment ready for Budget 16.  Treasury is 
in the process of finalising our assessments of all initiatives submitted by social sector 
agencies.  A number of them have also been considered by the Social Investment 
Panel. 
      

15. There were a number of bids that we felt did not meet the threshold necessary to 
support them getting funding.  Given the significance of the national bowel screening 
rollout bid and issues we have with it, we provided you with a separate Aide-Memoire, 
report T2016/144 refers, which outlines our view that the roll out is not investment 
ready.  We are aware that the Minister of Health intends to take a paper to SEC 
seeking approval in principle for the initiative pending a Budget decision.  We suggest 
that you raise this issue with the Minister when you meet.   

 
16. 

 

The Departmental Capital process highlights underlying issues with the Ministry’s 
financial management practices 
 
19. Capital bids for Budget 16 did not inspire confidence that necessary changes to internal 

capital processes and prioritisation in the Ministry have improved significantly as a 
result of the PWC reviews and their subsequent work with the Ministry. 

 
20. Of the  only the national bowel screening 

rollout bid was accompanied by a business case as required for capital investments 
requiring new Crown funding.  Despite the preparation of a business case, this initiative 
is not deemed to be investment ready (see T2016/144). 

 

[33]
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21. 

 
22. 

 
23. The Ministry of Health will participate in Tranche 3 of the Investor Confidence 

Rating (ICR) rollout process between July – December 2016.  The ICR will provide 
another lens on these issues but based on the current state of affairs we expect the 
new CFO (see below) will have a significant challenge changing embedded behaviour 
and improving processes and capability at the Ministry in the lead up to the review.  

 
The sector doesn’t need new capital in 2016/17 but new capital will be required in 
future budgets 
 
24. After discussion with the Ministry, the Budget 16 

  While additional funding is not required in Budget 
16, the existing envelope is unlikely to be sufficient after 2016/17 due to significant 
pressures emerging in DHBs for new capital.   

 
25. The “freeze” in the sector following the Canterbury earthquakes resulted in deferral of 

capital pressures but this has resulted in a bow wave of investment intentions.  Initial 
planning for major redevelopments is underway or about to begin in Southern, Nelson-
Marlborough, Mid-Central, Waitemata and Northland DHBs.  Asset condition 
(Dunedin), including earthquake prone buildings (Nelson), and population pressure on 
existing facilities (Waitemata) are major drivers.  Major IT initiatives (Northern 
Electronic Health Record) will also put pressure on available funding when these are 
further developed.  DHB balance sheets will be able to absorb some of these 
pressures, but the scale of the proposed investment will require recourse to the Crown 
for new capital should these initiatives proceed. 

 
26. All DHBs are being required to develop Long Term Investment Plans (LTIP) in 2016, 

with the eight largest being reviewed through Tranche 2 and 3 of the ICR rollout.  As 
the lead DHB monitor, the Ministry has been positively engaging in the ICR rollout for 
DHBs, consistent with our ongoing constructive working relationship in the DHB capital 
space.  Tranche 2 of the rollout, which includes the Northern Region DHBs and 
Canterbury, should help to surface the medium-to-long-term pressures arising from 
demographic growth in Auckland which to date have been significantly understated.  
Once the final LTIPs are available, we will report to you on the broader sector outlook, 
with a particular focus on Auckland. 

 
27. More clarity on the scale of the challenge, particularly in the Auckland metro DHBs, 

should also provide a platform for promoting a more coordinated approach to service 
provision and infrastructure development in Auckland.  This could also help to address 
barriers to determining what DHB land might be available for housing purposes. 

 
28. The Canterbury DHB capital programme continues to surface risks as the Partnership 

Group gets better visibility over necessary earthquake repairs and enabling projects for 
the Christchurch Hospital Redevelopment.  Completion of the Burwood development 
will also start to surface the scale affordability challenge Canterbury DHB is facing once 
these developments come on line.   A review of affordability challenges arising from the 
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redevelopment (and major redevelopments more generally) will be jointly undertaken 
this year with the Ministry. 

Financial Management  

The Wellington Property Consolidation issue remains unresolved 
 
29. In Budget 15, significant financial management failures at the Ministry were identified 

as the result of a Budget bid for the Wellington Property Consolidation (Aide-Memoire 
T2015/416 refers).  The Ministry bid for $18 million of new funding to cover the fit out 
costs for the consolidation of its Wellington offices to Molesworth Street despite having 
informed Ministers that this would be funded from its balance sheet when approval was 
sought. 

 
30. The Director-General initiated a PriceWaterhouseCoopers (PWC) review of the issues 

surrounding the property consolidation and a broader review of financial management 
systems within the Ministry.  These reviews confirmed the lack of coherent financial 
controls within the Ministry and a need for substantial change. 

 
31. The Ministry indicates that a sale-and-lease-back proposal to fund the Wellington 

Property Consolidation as an operating lease has been developed and is under 
consideration by the Ministry’s Auditors.  The Treasury has had limited visibility of the 
proposal as it has been developed and will reserve making an assessment on its merits 
until such time as the proposal achieves the approval of the Ministry’s Auditors and is 
presented to us.  We understand it will result in a 2% increase in whole of life costs.    

 
32. There is a risk, however, that if the approach proposed is not accepted by the Ministry’s 

Auditors or is not supportable on its merits, the Ministry will seek a capital injection 
before the end of the fiscal year to meet the cost of the Molesworth Street building fit-
out (which is well underway).  A recent Official Information Act request (T2015/2991) 
for documentation related to the property consolidation will likely result in this issue 
entering the public realm, generating criticism of the Ministry’s handling of the situation.  
Given the lack of a resolution over the last 11 months of how the property consolidation 
will be funded, we recommend you raise this issue with the Minister of Health. 

 
Treasury is actively supporting the reorganisation of Ministry of Health to strengthen 
its financial management 
 
33. The Ministry’s reorganisation (primarily at Tier 2) will come into effect on 1 March with 

most ELT roles filled by acting appointments while permanent recruitment processes 
continue.  There has been a relatively high use of consultants (PWC) at the Ministry 
over the last year.  A major aspect of the reorganisation is the consolidation of the 
finance function in health with the CFO joining the ELT (currently Tier 3).  The new 
CFO will have a broader ambit, including strategic financial management, which will 
provide visibility across the entire Vote.  

 
34. Treasury supports changes to the finance function at Health and is actively helping 

them implement the change.  We were approached to help with the selection of the 
new CFO and Treasury’s CFO, Fergus Welsh, has been appointed as Acting CFO at 
the Ministry.  We think this provides a real opportunity to strengthen financial 
management across the health system. 

Appointment .  of a high quality CFO will be a critical success factor.  
Treasury will seek to engage with the new CFO early and often to support and 
influence the direction of change at the Ministry. 

[34]
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