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• Ministry officials are available to attend your third Budget bilateral meeting on Tuesday 13 March 
2018 if this is your preference. 

• Treasury officials will be in attendance at the meeting and have advised that they are 
recommending a scaled Budget package for Vote Health. While a detailed list of initiatives that 
Treasury supports/does not support has not been shared with the Ministry, Treasury officials have 
indicated their recommendations for the following initiatives, including: 

o Deferring major primary health care initiatives until after the Review of Primary Health 
Care. 

o Deferring all mental health initiatives until after the Mental Health and Addiction Inquiry. 
o Reducing capital expenditure (recommendations of approximately $300-$520 million). 
o Supporting funding for: 

 Scaled version of District Health Boards (DHBs) - additional support (Treasury 
recommend $549 million which includes a 0.25 percent efficiency, to fund part of 
deficit support for DHBs). 

 Deficit support for District Health Boards. 

 Emergency services: Air Ambulance Service cost pressures. 
 National Maternity Services – additional support. 
 National Bowel Screening Programme Implementation Year 2. 
 Disability Support Services – additional support. 

Late initiatives 

• As new information has become available, the Ministry has identified three additional late initiatives 
for potential consideration in Budget 2018: 

more promising ideas selected 
from the 17 initiatives indicated for funding by the previous government through the 
mental health contingency will be considered as part of Budget 2018 [SWC-18-MIN-0007 
refers]. Ministry officials recommend the following two Vote Health initiatives for 
consideration in Budget 2018: 

• The Ministry will prepare a second letter to the Minister of Finance seeking consideration of these 
items as additional late initiatives, should you wish to seek Budget 2018 funding.  This decision will 
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need to be made before 16 March 2018 to enable time for Treasury to assess the merit of the 
initiatives before final recommendations on significant initiatives are made on 23 March 2018. 

Capital 

Reprioritisation 

• Following a request from the Minister of Finance asking Ministers to find further reprioritised funding, 
the Treasury approached the Ministry asking whether Vote Health baselines have further potential for 
reprioritisation in Budget 2018.   

• Given the nature of further options for reprioritisation and the work required to assess opportunities, it 
is not considered feasible at this point in time to offer up further areas for reprioritisation without 
compromising efforts to ensure the Government’s key policy commitments receive the investment 
they need to begin implementation. 

Reconfiguration of the national Air Ambulance Service 

• The Ministry has also provided you with advice on an alternative option to fund the reconfiguration of 
the national Air Ambulance Service (single stage business case) if the joint agency Budget bid 
between Vote Health and Vote Labour Market (Accident Compensation Corporation) is unsuccessful 
in Budget 2018 [HR 20180276 refers]. It is proposed that a fiscally neutral adjustment of $15 million 
for Vote Health from Disability Support Services (DSS) into air ambulances in 2018/19 be made to 
enable procurement to begin mid-March. You will be seeking a decision from Cabinet on this matter 
on 12 March 2018.  
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Recommendations 

The Ministry recommends that you: 
a) note that you are meeting with the Minister of Finance on Tuesday 13 March 

2018 to discuss your priorities for the health sector and options to reduce the 
fiscal impact of the Vote Health Budget 2018 package 

 

b) note that the Vote Health Budget 2018 package has been adjusted to reflect 
decisions made since your meeting with the Associate Minister of Finance on 28 
February 2018, including the addition of three new initiatives 

 

c) indicate if you would like Ministry officials to attend the Budget bilateral on 
Tuesday 13 March 2018  

YES/NO 

c) note that Treasury will be recommending a scaled version of the Vote Health 
Budget 2018 package, including: 

• Deferring both the primary health care and mental health initiatives until 
after their respective reviews 

• Reducing capital expenditure 
• Supporting a scaled version of District Health Board support (includes a 

0.25 percent efficiency to fund part of deficit support for DHBs) 
• Supporting DHB deficit support,  

Emergency services: Air Ambulance Service, National Maternity Services, 
National bowel screening programme implementation year 2, and 
Disability Support Services 

 

d) indicate your preference for proceeding with the following additional late 
initiatives: 

 

 YES/NO 
 YES/NO 
 YES/NO 

e) note officials will prepare a second letter to the Minister of Finance seeking 
consideration of these items as additional late initiatives, should you wish to seek 
Budget 2018 funding 

 

f) note that there are significant risks associated with reducing the capital envelope 
to $300 million. 

 

 
 
 
 
Hamiora Bowkett Jill Lane 
Director   Director 
Strategy and Performance   Service Commissioning 
 
 
 
 
 
Stephen O’Keefe         Minister’s signature: 
Chief Financial Officer 
Finance and Performance      Date:  
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Vote Health Budget 2018: Third bilateral meeting 

Background 
1. On 28 February 2018, you met with the Associate Minister of Finance for your second Budget 

bilateral discussion. The Vote Health Budget 2018 package has been adjusted to reflect the 
feedback from your office following that discussion, which is summarised below for your 
consideration. 

2. You are meeting with Minister of Finance and the Minister of Education on Tuesday 13 March 2018 
for your third Budget bilateral discussion. Ministry officials are available to attend the bilateral, 
should you wish. 

3. The Ministry understands from engagement with Treasury officials that your meeting will focus on: 
a. Your key priorities for the health sector. 
b. Options to reduce the fiscal impact of the Vote Health Budget 2018 package. 

4. Ministry officials provided you with options for phasing and targeting three of the primary health 
care initiatives [HR 20180300 refers] which may contribute to your discussion on options to reduce 
the fiscal impact of the Vote Health Budget 2018 package. These options have also been provided 
to your office to support your Cabinet discussion on primary health care. 

5. Note that specific advice regarding the quantum of savings identified through reprioritisation 
initiatives and the Ministry’s recommended capital envelope for Budget 2018 has also been 
provided to your office. Risks associated with seeking further reprioritisation savings or reducing 
the capital envelope are detailed in HR 20180430 and Appendix 1 respectively. 

6. Treasury officials will be in attendance at your bilateral on Tuesday to provide their 
recommendations for a Vote Health Budget package. Treasury has advised these 
recommendations will likely include: 
a. Deferring major primary health care initiatives until after the Review of Primary Health Care. 
b. Deferring all mental health initiatives until after the Mental Health and Addiction Inquiry. 
c. Reducing capital expenditure (recommendations of approximately $300-$520 million). 
d. Supporting funding for: 

i. Scaled version of District Health Boards - additional support (includes a 0.25 percent 
efficiency to fund part of DHB deficit support). Treasury are recommending $549 million 
rather than the full $581 million that the Ministry has identified. Please see Appendix 2 
for information summarising how DHB cost pressures were calculated by the Ministry. 

ii. Deficit support for District Health Boards. 
iii.  
iv. Emergency services: Air Ambulance Service cost pressures. 
v. National Maternity Services – additional support. 
vi. National Bowel Screening Programme Implementation Year 2. 
vii. Disability Support Services – additional support. 

Changes to the Vote Health Budget 2018 package since the last meeting 
with the Associate Minister of Finance 
7. The Ministry has updated the Vote Health Budget 2018 package to reflect decisions made 

following the second Budget bilateral meeting on 28 February 2018. Changes include: 
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Primary health care package 
a. Reverting funding for the primary health care package back to the full cost (all initiatives to be 

implemented on 1 July 2018 at a total cost of to Vote Health over four years) 
pending further discussion of the package in the primary health care Cabinet paper. Note 
that a $14 million per annum saving to Vote Social Development has also being added. 

Late initiatives added/updated 
d. On 5 March you submitted a letter to the Minister of Finance requesting the addition of three 

late initiatives, and an update to a fourth initiative in the Vote Health Budget 2018 package. 
These initiatives include:  

e. Deficit support for District Health Boards ($100 million in 2018/19) – equity support to 

g. Maniototo Hospital ($1 million in 2018/19) – to contribute to the redevelopment of the 
Maniototo Hospital in Ranfurly. 

h. National Maternity Services (updated - $122.840 million over five years) – additional 
engagement and consultation with the sector has led to a reconsideration of the amount of 
funding required to stabilise this service area and account for low increases to service prices 
over the last ten years. The latter issue is currently under negotiation with the midwifery 
sector, and the increase of funding from $62 million over five years to $122.8 million over five 
years is considered necessary to bring that matter to a successful conclusion. 

Reprioritisation 
i. Reprioritisation savings have been offset by $1.5 million per annum to cover PHARMAC’s 

operating costs associated with managing hospital medicines [HR 20180430 refers]. 
Additionally, PHARMAC’s $22 million of savings in 2017/18 have been removed from the 
2018 Budget process given the complexity of extracting these savings and redistributing 
them accurately to DHBs within the current financial year. These savings will be redistributed 
to DHBs in 2018/19 through a separate funding mechanism [HR 20180469 refers]. 

Capital 
l. DHB capital investment has been scaled back to the Ministry’s preferred option of  

We understand that further discussion on this will be required as Treasury is 
recommending Vote Health capital is reduced to  to fit within the wider fiscal 
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END. 
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Appendix 1: Impact of a $300 million capital allocation in Budget 2018 
 

1. DHB capital investment has been scaled back to the Ministry’s preferred option of $950 million. We 
understand that further discussion on this will be required as Treasury is recommending Vote Health 
capital is reduced to $300 million to fit within the wider fiscal plan. 

2. At an allocation of $300 million, officials would provisionally recommend approval of the Auckland 
Facilities remediation programme Phase One (cost $300 million).  Without investment there is a high 
likelihood of catastrophic infrastructure failure that would significantly impact service delivery at 
Auckland City Hospital (a tertiary provider for the northern region, and national service provider for 
many services). 

3. No further projects could be funded from the $300 million allocation.  The consequences include: 

a. other critical remediation projects could not be addressed in 2018/19, which has a risk of 
exacerbating damage and causing service impact  

b. no capacity projects could be funded: the northern region is at or near capacity.  Sustained 
occupancy in excess of available beds results in inefficiencies and risks patient safety.  
Continued deferral increases the risk of widespread system failure. 

c. there would be no funding available to meet any cost overruns for existing projects (including 
if the purchase of the land for Dunedin Hospital exceeds the $75 million reserved in the 
2017/18 Health Capital Envelope). 

d. significant capital pressures in the out-years will result in further delays / deferrals (again, 
with a risk of wide-spread service failures).  

4. The Health Capital Envelope is an allocation of funds that can be used for business cases that have 
been endorsed by the Capital Investment Committee, and approved by joint Ministers.  The majority 
of the signalled business cases are still in development.  Therefore we do not hold sufficient 
information to prioritise individual projects at this point in time.  Instead, the table on the following 
page categorises the signalled projects and shows indicative funding that could be available under 
each of the potential allocations.  Based on risk, we have prioritised the categories of Cost: 
Infrastructure Remediation and Volume.  We have updated this table to include a high level 
description of the projects.  This helps inform the consequent implications of varying allocation levels 
(and subsequent project deferrals).   

  



 
Health Report number: 20180445 

Page 10 of 13 

s 9(2)(f)(iv)










