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Action Sought 

 Action Sought Deadline 

Minister of Finance (Hon Grant 
Robertson) 

Note the contents of the report and 
discuss with Minister Clark at your 
bilateral on Tuesday 19 March. 

5pm Tuesday 19 March 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

 Graduate Analyst, Health 
& ACC 

 (wk) N/A 

(mob) 

 

Carolyn Palmer Manager, Health & ACC  (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:  Annex Three vote team assessments (4080806)  
 Annex Five package options (4082315) 
 Annex Six previous mental health advice (4083759) 
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Treasury Report: Treasury Report: Vote Health Bilateral Advice 

Executive Summary 

This report provides background information for your Budget 2019 bilateral meeting with the 
Minister of Health on the 19th of March at 5pm. There is also background information for your 
meeting with the Associate Minister of Health (Minister Salesa) at 4.45pm on 19th March. 

The table below provides a summary of the total amount of funding sought across the Health 
portfolio, Treasury’s Vote team assessment and what is currently in the draft Cabinet 
committee package (discussed at SWC on Wednesday 6 March). Annex Three includes 
more detail on each of the Budget initiatives to assist you in the meeting with the Minister of 
Health. 

 
Funding sought ($m) VA assessment ($m) Cab comm package ($m) 

 
Opex Avg. Capex total Opex Avg. Capex total Opex Avg. Capex total 

Cost 
pressures 1,172.570  6,131.800  928.310  3,240.000  

       
888.558  3,240.000  

Priority D 48.621 - 32.325 - 20.575 - 

Priority E 291.689 - 82.165 - 64.760 - 

Priority C 40.151 - 20.126 - - - 

Out of scope 441.493 168.800 20.310 - 1.700 - 

TOTAL   1,994.524     6,300.600    1,083.236     3,240.000  
       
975.593  3,240.000  

 

As agreed in your previous bilateral meeting with the Minister of Health last year, several 
packages were developed and submitted as an exercise to prioritise the large number of bids 
that were being considered for Budget 2019. The submission included packages equal to 
approximately 30, 40, and 50 percent of the Budget allowance. For each package there were 
multiple sub-packages based on different scaling options for the initiative Improving access 
to primary care by reducing patient fees (which required significant funding over the forecast 
period). 

As there were multiple packages submitted and bids were artificially scaled in order to reach 
a certain number, we have not used these packages as the basis for our advice. In this 
report we have used the Cabinet committee package, and also provided options for a slightly 
smaller and slightly larger package outlining the associated risks and implications of each 
(see Annex Five). The current Cabinet committee package is heavily balanced towards 
meeting critical health cost pressures, with some funding for priority aligning and high value 
initiatives.   

Annex Two also includes our suggested talking points for your meeting. Overall, we 
recommend that you focus your discussion with the Minister of Health on: 

• District Health Board (DHB) funding, associated risks, and options for improving 
financial sustainability going forwards. Annex Four includes our suggested short-term 
and longer term options to improve DHB sustainability; 
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• Balance of investment between cost pressures and new priority-aligning initiatives. The 
DHB cost pressure initiative is a significant portion of the current draft package ($645 
million per annum) and you may want to discuss potential trade-offs around this 
initiative and the impact on DHB deficits if the Minister of Health would like to include 
funding for his other priorities. 

• Approach to remaining manifesto commitments, particularly in the primary care space. 
Our recommendation is that any system level changes in the primary care sector, 
including as part of primary mental health, are considered as part of the Health and 
Disability System Review (HDSR). 

• Capital investment and capability, in the context of current construction sector capacity 
constraints. We understand that you will receive further advice on this across all capital 
initiatives submitted in Budget 2019 in the week of 18 March. 

Recommended Action 

 
We recommend that you: 
 
Summary of Vote Health Budget initiatives 
 
a note that the Minister of Health submitted over 60 bids totalling $8 billion operating 

expenditure ($1.995 million per annum) and $6.301 billion capital expenditure; 
 
b note that the Treasury Vote team supports $4.333 billion ($1.083 billion per annum) in 

operating and $976 million per annum operating has currently been included in the 
draft Cabinet committee package for the Health portfolio; 

 
c note the Cabinet committee package is mainly focussed on meeting critical health cost 

pressures, and Annex Five provides options for a slightly lower and slightly higher 
package for you to consider ahead of your meeting with the Minister of Health; 

 
Context 

 
d note that the Inquiry into Mental Health and Addiction has recently reported back and 

there is significant public interest in this area; 
 
e note that Budget 2019 represents the first step to responding to the inquiry and 

transforming the mental health system will take several years of investment; 
 
f note we provided you with separate advice on mental health initiatives that have been 

submitted by the Minister of Health and potential precommitment options which has 
been appended to this report (T2019/671 refers); 

 
g note that there are likely to be significant cost pressures and new initiatives sought in 

future Budgets, including a package following the Health and Disability System Review 
(HDSR) report back expected in March 2020 (with an interim report delivered in August 
2019); 
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h 
 
 
i agree to request an update from the Chair of the HDSR; 
 

Agree/Disagree 
Minister of Finance 

 
 
Prioritisation 
 
j agree to discuss the progression of savings initiatives ahead of Budget 2020 with the 

Minister of Health; 
 
Agree/Disagree 
Minister of Finance 

 
DHB cost pressure 
 
k note that the District Health Board (DHB) cost pressure bid is , of which 

 is supported by Treasury, and  is in the Cabinet committee package; 
 
l note that scaling the DHB cost pressure bid will result in an increase in DHB deficits 

and the need for deficit support; 
 
m note that the projected combined DHB deficit for 2019/20, under a scenario of the DHB 

cost pressure bid being fully funded, is  
 
n agree to discuss with the Minister of Health options for moving towards a sustainable 

DHB sector (outlined in Annex Four), trade-offs between cost pressure and deficit 
support funding, and options for providing some deficit support in a tagged 
contingency; 

 
Agree/Disagree 
Minister of Finance 

 
Disability Support Services 
 
o note that there is a projected overspend of  in the Disability Support 

Services (DSS) appropriation; 
 
p note that savings initiatives for DSS are available but come with some risks to service 

levels and Health Ministers have decided not to immediately progress DSS savings 
initiatives; 

 

[34]

[33]

[33]
[33][33]

[33]
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q note that Treasury recommends funding DSS in 2018/19 above the level submitted in 
the Budget bid to avoid a large amount of unappropriated expenditure (up to 

) and we have included an option for reflecting this in the slightly lower and 
higher package presented in Annex Five; and 

 
r agree to discuss the talking points in Annex Two with the Minister of Health.  
 

Agree/Disagree 
Minister of Finance 
 
 
 
 
 

Carolyn Palmer 
Manager, Health & ACC 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 

[33]
[33]
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Treasury Report: Treasury Report: Vote Health Bilateral Advice 

Purpose of Report 

1. The purpose of this report is to provide information and advice for your bilateral 
discussion with the Minister of Health at 5pm on Tuesday 19th March 2019. There is 
also background information for your meeting with the Associate Minister of Health 
(Minister Salesa) at 4.45pm on 19th March (see Annex One). 

2. The report covers: 

• Context on Vote Health and key reforms underway; 

• Analysis of cost pressures and new funding initiatives; 

• 1% baseline prioritisation initiatives; 

3. In addition, the following annexes are attached to this report: 

• Annex 1: Background information for your bilateral with the Associate Minister of 
Health. 

• Annex 2: Suggested talking points for your bilateral with the Minister of Health. 

• Annex 3: A list of all initiatives submitted by the Minister of Health along with our 
assessments. 

• Annex 4: Additional context and options for DHB sustainability. 

• Annex 5: An A3 setting out the current Cabinet committee package and options 
for a slightly lower and slightly higher package, along with associated risks and 
implications. 

• Annex 6: Our previous advice on Mental Health (T2019/671 refers). 

Contextual information for Vote Health 

Overview of baseline 

4. The Vote Health baseline is $18.3 billion, comprising of departmental and non-
departmental operating expenditure, and capital expenditure. Operating expenditure 
totals $17.2 billion, with $13.2 billion devolved to District Health Boards (DHBs) and $4 
billion managed by the Ministry of Health (MoH). The remaining $1.1 billion is capital 
expenditure. 

5. Vote Health has a fixed nominal baseline and has received Budget funding every year 
for new initiatives and non-discretionary pressures such as demographic growth, 
population ageing, wage, and other pressures. The largest portion of Budget funding 
has been for DHB cost pressures (see Table 1). 
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Table 1: Vote Health Budget Increase 2016-2018   

$m  Budget 16 Budget 17 Budget 18 

DHB cost pressure 400 439 549 

Non-DHBs 150 124 326 

Total 559 563 875 
*Average new funding per annum, excluding savings initiatives and capital 

Pre-commitments against Budget 2019 

6. There are a number of pre-commitments against the Budget 2019 allowances within 
Vote Health (see Table 2 below). Precommitments total  

 

Table 2: Vote Health pre-commitments against the Budget 2019 allowances 

$m 17/18 18/19 19/20 20/21 21/22 & 
outyears 

Total  

NZNO  0.3 96.8 115.4 116.8 116.8 446.2 

PSA - 29.1 28.1 22.7 22.7 102.6 

 
Budget 2019 

7. The Minister of Health submitted over 60 bids (some of which had multiple 
components). These are spread between cost pressures and priorities C, D, and E 
(see Figure 1 below).  

8. Of these initiatives, the Treasury Vote team supported $1.083 billion operating per 
annum and $3.420 billion capital. The draft packages for Cabinet committees included 
$975.593 million of operating and $3.240 billion of capital funding (T2019/359 refers) 
for the Health portfolio. 

Figure 1: Amount of funding sought and amounts in the Cabinet committee package 

 

 

 

 

 

 

 

 

[33]
[33]

[33]



T2019/447 : Treasury Report: Vote Health Bilateral Advice Page 8 

 

 

Mental Health Inquiry 

9. The Inquiry into Mental Health and Addiction (IMHA) has recently concluded. There is 
significant public interest in this area. Budget 2019 represents the first step to 
responding to the inquiry and transforming the mental health system is likely to require 
continued investment over a number of Budgets. There are a number of other areas 
where work is happening as part of the Government’s response to the inquiry, including 
establishing a mental health commission and reform of drug laws, which is likely to 
have further fiscal implications.   

10. The Minister of Health is likely to take a paper to Cabinet soon outlining the 
Government’s response to the inquiry’s 40 recommendations, including options for 
‘early investment’ ahead of decisions on the Budget 2019 package. We recently 
provided advice to you on the draft paper in context of mental health proposals being 
considered in Budget 2019 (T2019/671 refers). This is attached in Annex Six. 

Review of the Health System 

11. The Health and Disability System Review (HDSR) is currently underway, due to report 
back by March 2020, with an interim report in August 2019. As the structure of the 
Health system is uncertain, we recommend that major investments in new Health 
initiatives are only considered following the HDSR’s findings. We see the HDSR as an 
opportunity to reset system settings to improve outcomes and move towards a more 
financially sustainable system. 

12. The HDSR panel (the panel) is now meeting monthly to progress the HDSR. The 
HDSR is focused on identifying opportunities to improve the performance, structure, 
and sustainability of the health system with a goal of achieving equity of outcomes, and 
contributing to wellness for all, particularly Maori and Pacific people.  

13. 

14. 

15. We suggest that you discuss with the Minister of Health the HDSR’s progress and how 
well placed the MoH is to implement the HDSR’s findings. We also recommend that 
you request an update on progress from the Chair of the HDSR. 

 
Health funding likely to be sought in future Budgets 

16. In future years, we expect cost pressures (driven by demographic and population 
pressures) to continue, with significant funding sought for Vote Health. In particular, 
there are likely to be further flow-on costs from recent MECA settlements, pay equity 
claims, and possible flow-on effects of potential changes to NGO funding models in 

[33]

[33]
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other sectors (e.g. funding for social workers as part of the Oranga Tamariki 
transformation programme). In addition, there will likely be a need for funding to put 
together a balanced reform package following the HDSR. We recommend that the 
Health portfolio package in Budget 2019 recognises these future constraints, 
particularly where decisions are made to trade-off cost pressures with other new 
initiatives. 

Prioritising between Health initiatives 

17. The Minister of Health submitted several packages alongside the Budget bid 
submission process, as agreed in your previous bilateral meeting. This included 
packages of approximately 30, 40, and 50 percent of the remaining Budget allowance.  

18. We have not used these packages as the basis of this advice, as the packages 
included unworkable scaling of many bids to fit within the package total (including 
significant scaling of high risk cost pressures), rather than scaling based on ability to 
implement with this level of funding. 

19. In addition, for each of the 30, 40, and 50 percent packages, there were multiple sub-
packages depending on different scaling options for the initiative “Improving access to 
primary care by reducing patient fees”.  

20. Key differences between the Minister of Health’s packages and the packages we 
present in this report include:  

• A greater focus in Treasury’s package on cost pressures with high risk of not 
funding, rather than new initiatives; 

• The Minister of Health’s package includes funding for more discretionary initiatives 
which we have not supported or don’t think are a priority for this Budget including 
planned care (electives), additional policy capability for the MoH, 

 

• Our package excludes key primary care initiatives which will have a significant 
impact on system settings and are unlikely to improve equity of access.

21. The criteria we have used to prioritise within the over 60 initiatives submitted include: 

• Risks associated with not funding the initiative; 

• How strongly the initiative aligns to priorities; 

• The initiative’s impact on wellbeing and evidence of effectiveness; 

• Implementation readiness; 

• How the initiative fits into the context of existing health services; and 

• Other factors of timing, such as whether a review of this area is currently underway 
(or has recently been completed) or whether the initiative is likely to change system 
settings and should be considered as part of the HDSR. 

[33]
[33]

[33]
[33]
[33]
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Package options 

21. We have used the most recent draft package from Cabinet committee discussions as 
the basis for the packages in Annex Five. Alongside the Cabinet committee package, 
we have provided a slightly smaller package (that includes approximately 50% of the 
more-discretionary funding currently in the draft package), and a slightly larger package 
(that includes what we consider as the next-best initiatives). 

22. We have categorised the bids based on risk and value: red bids have a high risk of 
service failure if unfunded; amber bids have a risk to service delivery due to unmet 
demand; green bids are those that are high-value for money. 

23. We recommend that all red bids are funded in full as there is a high level of risk to 
existing services associated with scaling or not funding. Some of these are areas 
where the Government has a reduced ability to constrain expenditure (e.g. the services 
are devolved or contracted out), therefore there is also a risk of unappropriated 
expenditure.  

24. You may wish to discuss the trade-offs and risks presented in these packages with the 
Minister of Health. 

Vote Health cost pressures 

25. The majority of funding sought at Budget 2019 for Vote Health is for cost pressures. 
This section provides further information for the major cost pressures in Vote Health 
and Treasury’s assessments. 

District Health Board cost pressures 

Vote team supports (  per annum) – DHB cost pressure  
Vote team supports scaled ($95m 18/19 and  19/20) – DHB deficit support  
Vote team supports in full per annum) – Capital charge tagged contingency  
 
26. The largest Health operational expenditure bid in Budget 2019 is  per 

annum for DHB cost pressures. In addition, there is a bid for  per annum 
for a capital charge contingency, and  capital for DHB deficit support. This 
funding is relatively high compared to the amount funded in previous Budgets (see 
Table 1 above).  

27. 

28. If the DHB cost pressure bid is fully funded, there is still a risk that DHB deficits may 
increase from the current levels and rising levels of cost pressure funding may be 
needed in future Budgets. Key drivers of this risk include: 

a 

b DHB provider arm staff growth may continue to exceed the level of demographic 
growth (e.g. for population growth and ageing) included in their cost pressure 
funding. 

[34]

[34]

[34]

[34] [38]

[33]
[33]

[33]

[33]
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Treasury assessment and modelling 

29. Treasury supports the cost pressure bid to , with a small amount (
) reduced due to duplication in bids. This support is based on the increasing level 

of sector deficits and analysis suggesting several DHBs’ already weak financial position 
may worsen next year, even under a scenario of fully funding the bid. 

30. We have used historical data to provide scenarios for likely spending patterns of DHBs, 
and therefore the level of funding that we support for Budget 2019. This analysis shows 
that each year DHBs’ tend to over or underspend against their annual plans in similar 
ways. We have used the analysis, along with DHBs’ current annual plans and 
information on likely future DHB provider arm wage growth, to forecast DHBs’ net result 
under different expenditure growth scenarios. 

31. A reasonably likely pattern of expenditure and revenue growth scenario is shown in 
Appendix Four along with the expenditure growth included in DHBs’ most recent 
annual plans.

 assuming that the Budget 2019 DHB cost 
pressure is fully supported at .1 

 
A key risk of scaling the DHB cost pressure bid is an increase in deficits  

32. 

33. There is a strong correlation between cost pressure funding and deficit support 
requirements. If lower levels of cost pressure funding is provided, higher levels of 
deficit support will be sought.  

 

34. The Cabinet committee package includes  for DHB cost pressures and 
 This represents a scaling of the DHB cost pressure, 

with the associated risks highlighted above, and partial funding for 

35. We recommend that you discuss the risks associated with scaling the DHB cost 
pressure funding, relationship between deficit support and cost pressure funding, and 
acceptable levels of combined DHB deficits with the Minister of Health. Options for 
moving towards a more sustainable model are outlined in Annex Four. 

DHB deficit support 

36. DHBs are expected to fund deficits from their balance sheets before receiving Crown 
deficit support. Deficit support is not provided for non-cash items (i.e. depreciation) 
although in the long run if DHBs use depreciation to fund operational costs additional 

                                                
[34]

[34]
[34]

[34]

[34]

[34]

[33]

[33]

[33]
[33]

[33] [33]
[33]

[33]

[33]
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Crown support will be needed for capital investment. The current planned deficit for the 
2018/19 year is $348 million (Table 3), however based on previous variance between 
DHB plans and actual spend,  may be a more accurate projection (Annex 
Four). 

37. Some DHBs have required deficit support payments in recent year in order to meet 
essential operational expenditure, such as pay runs. We have provided more detailed 
information about DHB deficit history in a previous report [T2019/359].  

38. If DHBs do not manage within the level of additional cost pressure funding provided 
through Budget 2019, deficit support needs will increase. 

 
Table 3: DHB net results 

$ million Actual Plan 

Financial year  2015/16 2016/17 2017/18 2018/19 

Net result -58 -119 -259 -348 
 

Note: DHB budgets for 2018/19 have not yet all been approved by Ministers and the planned deficit may 
be subject to change. As discussed below in this report, actual DHB deficits for 2018/19 are expected to 
exceed plan. 

 
Treasury partially supports the deficit support bid 

39. The deficit support bid is for $95 million for 2018/19 and  for 2019/20 and 
outyears. Treasury supports the 2018/19 amount, partially supports the 2019/20 
funding, but does not support ongoing funding. 

40. The MoH and Treasury’s assessments indicate that the full DHB deficit support bid for 
2018/19 should be supported, in order to ensure there is sufficient cash to meet 
operational payments. This will increase the amount of deficit support available to 

 for the 2018/19 year.  

41. Treasury supports scaled funding for 2019/20 of

2 We do not support funding for 2020/21 and future years. 

 In addition, providing deficit support before an accurate 
view of the amount required comes with an opportunity cost. 

42. 

The bulk of ‘draw downs’ from the deficit support appropriation 
typically occur in the last few months of a fiscal year (after Budget decisions). We 
recommend that deficit support and cost pressure funding at Budget 2019 is paired 
with actions to increase sector sustainability (discussed below). 

43.  
e 

suggest that you discuss what an appropriate level of deficit support is, 
 

                                                

[34]

[34]

[33]

[34]

[34]
[34]
[34]
[34]
[34]

[34]
[34]
[34]

[34]
[34]

[34]
[34]

[33]

[33]
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Improving DHB financial sustainability 

44. Given the financial sustainability challenges discussed above, we consider that a step 
change is needed in the MoH’s and the sector’s capability to achieve improved 
financial sustainability while continuing to build service quality and access levels.  

45. If this step change does not occur, it is likely that DHB cost pressures will continue to 
absorb an increasing proportion of the operating and capital allowances (i.e. deficit 
support), squeezing out the government’s ability to invest in new initiatives and other 
priority areas. We provide a range of options to support DHB sustainability in Annex 
Four. 

46. The Treasury Health team has committed a large part of its resources to DHB 
performance including significant ongoing levels of support for the Ministry and 
engagement with the HDSR.

 You may wish to discuss this 
with the Minister of Health. 

Capital Charge  

47. This initiative seeks a tagged contingency for new capital charge payable in 2019/20 
related to Crown investments in DHB assets. This would only apply to new capital 
injections which occur between 1 January 2019 and 31 December 2019 and thus result 
in new capital charge expenses in 2019/20. The initiative would not fund capital charge 
associated with deficit support or retrospectively apply to capital injections that 
occurred prior to 1 January 2019. 

48. This initiative represents a change in policy in relation to DHB capital charge settings 
that is supported by the Treasury (T2019/354 refers). Currently, individual DHBs have 
to bear the full extra costs of capital through their share of the population-based 
funding formula (PBFF). This change will alleviate some immediate cost pressures on 
some DHBs and bring the policy and practice into line with current practice in 
government departments when capital injections result in an increase in the level of 
service (and hence costs of services provided). Under this approach, funding of new 
capital charge expenses for DHBs will need to be considered at each Budget.    

49. The primary beneficiaries of this policy change in Budget 2019 would be the 
Canterbury and West Coast DHBs, due to the transfer of the completed Christchurch 
Acute Services Block and Grey Hospital from the Crown to the respective DHBs in 
2019.  It could 
also provide support for up to nine other DHBs drawing down equity in relation to 
previously approved business cases (e.g. Auckland DHB Facilities Infrastructure 
Remediation Programme, Counties Manukau DHB Mental Health Inpatient Unit). 

50. The estimated ongoing cost of this policy change for Budget 2019 is 
 in the first year due to the timing of equity injections). While funding new capital 

charge expenses directly would have an impact on the operating allowance in Budget 
2019, there would be a significant offsetting impact on the capital allowance due to a 
lower deficit support requirement for the sector.  

[33]
[33]

[33]
[33]

[33]
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Disability Support Services (DSS) 

Vote team supports in full ( ) – Disability Support Services 
Vote team supports in full ($39.440m) – Addressing the shortfall in the disability directorate 
appropriation resulting from significant over-expenditure in in-between-travel 
Vote team supports, scaled ($5.756m) – Funding the expected minimum wage increases 

 
DSS sector financial situation 

51. The DSS sector is under significant financial pressure, with some providers reporting 
unsustainably low profit margins (some are operating in deficits). There are several 
drivers of the DSS cost growth. Some of these are not controllable such as increasing 
case complexity (e.g. increased survival at birth), higher volumes due to increasing 
awareness of DSS, and the ageing population. 

52. As of February, the forecast overspend in the DSS appropriation is approximately 
 for 2018/19, which will not be fully covered by the proposed MBU transfer into 

DSS ($21.3m) or the 2018/19 portion of the current Budget bid ). Therefore 
approximately another  is required for 2018/19.  

53. The DSS cost pressure bid was already scaled when submitted, to take account of 
various savings initiatives for both 2018/19 and future years. We understand that 
Health and Associate Health Ministers have directed the Ministry to stop the 
progression of some of these savings initiatives, which has increased the forecast 
overspend for 2018/19, and means that approximately another  may be 
required for 2019/20 onwards. 

54. We recommend that the 2018/19 funding for DSS at Budget 2019 reflects the full 
amount that will be spent in this fiscal year, excluding that which can be managed 
within Vote Health Baselines. This will avoid unappropriated expenditure, and is 
consistent with a Fiscal Management Approach.

 

[33]

[34]
[34]
[34]

[33] [34]

[33]

[33]
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Options to fund the 18/19 overspend 

60. The low and high package options presented in Annex Five provide an option to adjust 
DSS funding to account for the potential overspend in 2018/19. The amount in the low 
and high packages reflects a flat-line of  from 2018/19 onwards (see Table 
4 below). This doesn’t include an uplift in out years which will likely need to be 
considered through future Budgets. There is still a risk of a small amount being 
unappropriated in the current year, however the MoH could manage this through 
internal reprioritisation and underspends in other appropriations. 

Table 4: option to adjust DSS funding to account for overspend in 2018/19 

($m) 2018/19 2019/20 2020/21 2021/22 2022/23 Average  

Funding sought for DSS 

Treasury recommended 

 

Ministry of Health capability 

Vote team supports, scaled ) – Enhancing the Ministry of Health’s Capability to 
Support Government Priorities 
 
61. This bid sought up to 59 FTEs to increase policy capability within the MoH. Treasury 

supports approximately 12 policy FTEs due to the increase in demand to respond to 
the IMHA. . In 
addition to this capability, we support the Capital Investment Management Capability 
bid (discussed below). 

62. We consider there are areas that the MoH can prioritise and rationalise existing FTEs 
in order to better support Government priorities, for example the planned process of 
devolution of contracts to DHBs would free up a significant number of FTEs currently 
working in contract management. There have been several recent examples of where 
work streams could be better rationalised. 
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63. One key aspect of MoH capability that should be further developed is DHB 
performance monitoring, however, this was not included in the Budget bid. 

Capital Investment Management Capability  

Vote team supports in full ( ) Tagged contingency 
 

64. This initiative seeks operational funding for capability enhancement at the MoH to 
support the effectiveness and efficiency of capital expenditure within the health sector. 
This includes the establishment of a health infrastructure unit (T2018/3226 refers) and 
related capability uplift identified in the Treasury’s review of MoH investment 
management for the Director General of Health in 2018. 

65. We recommend the funding is held in a tagged contingency pending completion of 
system design by the MoH. A Cabinet paper outlining the proposed direction of travel is 
expected prior to 30 May. 

Mental Health 

Vote team supports, scaled (  per annum) – primary and community mental health and 
acute services 

66. The Minister of Health has submitted $1.2 billion over the forecast period for mental health 
initiatives. The package focusses on two main areas: (1) improving support for people with 
mild-to-moderate mental health and addiction needs, while also (2) responding to 
pressures in specialist services for those with more severe mental health needs.   

67. Treasury supports funding  of funding over the forecast period (
). This includes n for cost pressures associated with acute services 

and on for expanding access and choice to primary and community mental 
health initiatives. This excludes any increases in the mental health ring fence as part of 
the DHB cost pressure initiative (indicative figures from MoH suggest that the ring fence 
could increase by  if the DHB cost pressure is fully funded).  

68. The Minister of Health is expected to take a paper to Cabinet shortly on the Government’s 
response to the inquiry recommendations, including potential options for ‘early investment’ 
ahead of Budget 2019. We have provided advice to you on this and our assessment of 
mental health bids in Budget 2019, which is appended to this report [T2019/671]. 

69. We also understand the Minister of Health is looking to make some further changes to 
existing mental health initiatives in the Budget process. We recommend you ask him 
about these potential changes and request these are included in the Budget process as 
soon as possible in order for them to be assessed by the Treasury and considered by 
Budget Ministers. 

70. Note we are working with MoH to understand any potential overlaps with the forensic 
mental health initiatives and the DHB cost pressure, given forensic services are typically 
funded through the DHB top slice. It’s likely there may be a small overlap, which will 
further reduce the amount we support for the DHB cost pressure initiative.  
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Primary care 

 

Vote team supports, scaled ($15m) – primary care cost pressure 

71. There are several manifesto initiatives within the primary care space that were 
submitted. These are not strongly aligned to any one priority. 

72. Treasury does not support these bids and recommends that any major investment into 
primary care focusses on mental health and responding to the IMHA 
recommendations, or occurs following the HDSR. There will likely be a need for 
significant funding to put together a balanced reform package following the HDSR 
report back in March 2020 (with an interim report available in August 2019). 

Primary care cost pressure 

73. The Vote Team assessment supported the cost pressure for primary care. This 
initiative includes funding for volume and price pressures, including flow-on from the 
New Zealand Nurses Organisation MECA.  

74. Funding this cost pressure is necessary to prevent co-payments for patients who visit 
their GP from increasing. This initiative is not in the Cabinet committee package 
currently but we have included it as an option in the slightly higher package presented 
in Annex Five. We recommend that you discuss whether this is a priority for the 
Minister of Health and, if so, how bids could be prioritised to fund the cost pressure. 
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Capital investment 

DHB Capital Investment 

Vote team partially supports ($850m in 19/20 / $850m in 20/21) 
 
78. Responding to the shift to a multi-year capital envelope, the Minister of Health is 

seeking $850 million in each of the four years to 2022/23 for DHB capital investment.  
When combined with the Dunedin Hospital bid, committing this level of funding for DHB 
capital investment in Budget 2019 would allocate over half of the remaining capital 
envelope to the health sector.   

79. 

80. In light of the limitations of the current information available on the Crown’s four-year 
investment pipeline (including health), existing constraints in the capacity of the 
construction market to deliver infrastructure, and the need for a step-change in the 
capacity and capability of the Ministry to support and oversee health investments, we 
do not support the full amount of the bid.  

81. We support two years of capital funding (2019/20 and 2020/21) at $850 million per 
annum, recommending the deferral of a decision on the commitment of out-years 
funding to Budget 2020. In our view, this will: 

• Signal the Government’s commitment to ongoing new investment in the renewal 
of the health estate to the health sector and construction markets.   

 
• Support the emerging prioritisation approach that has been developed by the 

Ministry and the national Capital Investment Committee while maintaining a 
necessary tension between local aspirations and national priorities (including 
scope/cost increases in the Dunedin Hospital project). 

 
• Recognise the current capacity constraints in the construction sector and the 

need to rigorously prioritise investment. 
 

• Recognise the limitations of the current investment management model in health, 
including the capacity and capability of DHBs to deliver investment-ready 
business cases and the Ministry to support and oversee sector investment.  

 
82. Due to the long planning and delivery timeframes for health facility investments, the 

cash-flows forecast by the Ministry for the recommended investments in DHB Capital 
Investments and the Dunedin Hospital extend significantly beyond the reference period 
for the government’s net debt fiscal target (see Figure 2). 
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83. To inform Budget 2020 deliberations, we recommend that Ministers direct the Capital 

Investment Committee (supported by the MoH) to develop a prioritised four-year 
investment pipeline for the health sector (district health board and sector-facing MoH-
led investments) for consideration by Ministers.   

84. The prioritised pipeline should take into account the emerging outcomes from the 
national asset management plan (due in December 2019, T2018/1968 refers), regional 
and national market delivery capacity (construction and ICT) and provide an analysis of 
trade-offs required under a range of funding scenarios. 

 
Dunedin Hospital 

Vote team partially supports ) –  Dunedin Hospital (tagged contingency) 
 
85. The detailed business case (DBC) for the new Dunedin Hospital is expected to be 

ready for Cabinet consideration in the second half of 2019/20.  While this bid could 
reasonably be deferred until Budget 2020 on that basis, we consider that there is 
significant utility in establishing a tagged contingency in Budget 2019 at the upper 
bounds of the range established in the indicative business case (IBC), , 
adjusted for commitments to date. 
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Table 5: Recommended funding for Dunedin Hospital 

 
86. In signalling an upper bound for the Crown’s contribution to the Dunedin Hospital 

redevelopment, the tagged contingency could be used to reinforce messages to the 
Southern Partnership Group on value management expectations throughout the 
concept design phase. The projected budget currently sits at nearly  and will 
require rigorous management to return to the cost range indicated in the IBC.  The 
MoH will initiate this process shortly.    

87. It could also be tied to firmer constraints on potential scope changes in the project (e.g, 
Greenstar ratings, digital hospital, expanded inter-professional learning centre), 
requiring that changes to scope be either: 

• managed through reprioritisation within the project, or  
 

• explicitly prioritised through the national Capital Investment Committee (CIC)  
 

• process against other investments in the sector and funded from the Budget 2019 
allocation for DHB capital investment. 

88. In our view this approach is required to more effectively support the trade-offs between 
local aspirations and national priorities. 

1% Prioritisation 

89. The Minister of Health submitted a 1% prioritisation exercise. However, this submission 
largely identified potential areas where savings could be made, rather than specific 
savings that could be implemented.  

90. Treasury does not have enough visibility or information to provide advice regarding the 
risks or feasibility of savings for most of the areas identified. 

91. As the first step to identifying savings within Vote Health baselines has been 
completed, we strongly recommend that this work 

 continues in order to identify specific savings ahead of 
Budget 2020. 
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Other options with more uncertain risks total around $6 million per annum 

95. If Ministers were happy to progress with a degree of uncertainty, we think there are 
around $6-7m per annum of savings likely to be reasonably low risk for Budget 2019: 

 

 

Other work underway within Vote Health 

96. 

97. The MoH has recently proposed that further options could be identified for prioritisation 
for Budget 2019. We understand that the Minister of Health may propose these directly 
fund a number of Budget 2019 Health initiatives, and he may wish to discuss this with 
you. We recommend that bids chosen for funding through reprioritisation are cost 
pressures with risks around service delivery and high value new initiatives (see Annex 
Three). We do not have any further information at this time but can provide further 
advice if needed when MoH has completed this process. 

98. We recommend that you discuss progress on the and 
progressing other 1% prioritisation work ahead of Budget 2020 with the Minister of 
Health. 
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Annex One: Advice on Associate Minister of Health’s bids 

We understand that the following initiatives were endorsed by Associate Ministers of Health. 
Please see Annex Three for further details on Treasury’s assessment.  You have received 
advice on Priority C Pacific-related bids, which may help you in your discussion with Minister 
Salesa (T2019/614). 

 

$m Bid Average 
sought 

Treasury 
Supported 

Status 

M
in

is
te

r S
al

es
a 

Maori health workforce 
development 

Supported by Vote team (scaled). Not in 
Cabinet committee package. 

Investment in Pacific 
innovation funds 

Supported by vote team. Not in Cabinet 
committee package. 

Increasing the pacific 
provider and workforce 
development fund 

Supported by vote team. Not in Cabinet 
committee package. 

Increasing Te Ao 
Auahatanga: Maori health 
innovation fund 

Not supported by Treasury vote team. Not 
in Cabinet committee package. 

Family Violence Services - - No initiative template submitted or funding 
requested in CFIS. 

Wraparound support for 
pacific students to complete 
a nursing/midwifery degree 

1.084 - Triaged out 

M
in

is
te

r G
en

te
r 

Improving gender-affirming 
care 

- Not supported by vote team. In Cabinet 
committee package. 

Family funded care – 
removing exclusions 

Supported by vote team. Not in Cabinet 
committee package. 
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Annex Two: Talking points 
We recommend you cover the following areas in your discussion with the Minister of Health: 

Health and Disability System Review (page 7) 
• What level of progress has occurred within the HDSR? Is it well placed to deliver a 

report that meets its Terms of Reference on time? 

• How well placed is the MoH is to implement the HDSR’s findings? 

1% prioritisation initiatives (page 19-20) 
• 

• What other savings initiatives could be implemented for this Budget? What else could 
be progressed for Budget 2020? 

DHB cost pressures (page 9-12) 
• What level of funding/scaling are you comfortable with for the DHB cost pressure bid? 

What is the associated level of risk with this? 

• What level of combined DHB deficit are you comfortable with? 

• What options for moving towards a more sustainable DHB sector are you comfortable 
with? (See Annex Four) 

• 

Ministry of Health capability (page 14) 
• Are you concerned with the capability around DHB performance monitoring at the 

MoH? What actions do you plan to take in this regard? 

• How could the MoH better utilise its existing FTEs to deliver the Government’s 
priorities? 

Disability Support Services (page 13-15) 
• What service options are being considered to manage pressures and overspends in 

DSS? 

Manifesto commitments (page 16) 
• What approach do you recommend for the existing manifesto commitments (these are 

not supported by Treasury)? 

Mental Health (page 15) 

• When are you expecting to make changes to the Budget 2019 mental health package? 
It is recommended that these changes are submitted as soon as possible to feed into 
Budget Minister discussions. 

Packages (page 9) 

• What changes would you recommend to the Cabinet committee package? 
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Annex Four: Context for DHB cost pressure initiative 

Expenditure growth for DHBs 

The table below shows DHBs’ percentage expenditure growth by high level area, and net 
results in recent annual plans and modelling by Treasury that rolls these trends forwards into 
2019/20. 

 

  
DHB annual plans Treasury scenario 

Annual % growth in 
expenditure 2018/19 2019/20 2018/19 2019/20 
DHB 
provider 
arms 

Personnel 6.8% 3.4% 7.8% 
Outsourced Services -8.1% 1.2% 8.0%      
Clinical Supplies 0.7% 2.7% 3.6% 
Infrastructure & Non-
Clinical Supplies 0.7% 5.7% 1.6% 

External providers 5.8% 2.5% 4.3% 
Net result $ million -348 -304 

 
 
Notes: 
1.  The largest area within DHB provider arms are DHB hospitals. External provider expenditure mainly 

includes primary care, rest homes, and costs for community based pharmaceutical use and lab tests. 
Outsourced services and personnel includes clinical services, corporate/governance services, and some 
types of non-permanent DHB hospital staff. 

 
2. The Treasury scenario uses the following annual percentage growth assumptions: 

• Personnel: 18/19 growth equals DHB plan plus 1% as DHBs normally exceed budget. From 19/20 
on growth equals  the Ministry’s expected level of wage growth plus the DHB plan FTE 
increase of 1% to 0.8% depending on the year. This level of FTE increase is relatively low 
compared to long term trends which follow demographic change (e.g. population growth plus aging) 
which is forecast at 2.4% to 2.2% per year over the 2 year time period. 

• Outsourced services, clinical supplies, and external providers: Growth equals the average of the 
past 3 years actual growth 

• Infrastructure and non-clinical supplies: 18/19 growth equals the average of the past 3 years actual 
growth (adjusted for capital charge changes), 19/20 on equals DHB plans. 

 
3.  DHB revenue for 2018/19 has been increased by 0.5% against plan in the Treasury scenario as DHB 

actual results typically exceed budget.  The cost pressure funding increase for 2019/20 is assumed to be 
 in the Treasury scenario and around  in DHB 2018/19 annual plans. 

 
4.  The Treasury scenario does not build in improvement to the sector’s performance approach. Should 

improvement occur, deficits may be reduced. 
 
Options for DHB sustainability 

We recommend that you discuss with the Minister of Health options for moving towards a 
more sustainable DHB sector. 
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