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Memo             
Date: 8 March 2018 

To: Hon Dr David Clark, Minister of Health 

From: Hamiora Bowkett, Director, Strategy & Performance,  
Michael Roberts, Chief Advisor, Strategy & Policy,  

Subject: Utilisation of Combined Pharmaceuticals Savings in 2017/18 

For your: Decision    

Background 
In your January 2018 letter to the Minister of Finance on Budget 2018 reprioritisation savings, you 
advised that there were potential savings associated with PHARMAC taking budget management 
responsibility for hospital medicines from 1 July 2018. 
 
Subsequent discussion with PHARMAC also identified that PHARMAC has a one-off budget 
capacity of $22 million against the $870.8 million Combined Pharmaceutical Budget (CPB) for 
2017/18.  PHARMAC has a range of options for investing this capacity, and one option is to bring 
forward the date of including hospital medicines in the CPB to 1 May 2018 rather than 1 July 2018.  
.  That would mean DHBs could invoice PHARMAC for 2 months’ worth of hospital medicines 
expenditure ($22 million) that they had previous planned on needing to account for in their own 
appropriations.  
 
In anticipation of that decision, $22 million of savings in 2017/18 were included in you budget 
documents, and included in the figures submitted to the Crown Financial Information System 
(CFIS). 
 
Accessing 2017/18 savings 

As part of Budget 2018 it has been proposed that PHARMAC take responsibility for budget 
management of all (remaining) hospital medicines in addition to its current role of managing 
expenditure on behalf of DHBs for pharmaceuticals included in the CPB1.  This change is 
proposed due to PHARMAC’s track record of effectively managing medicines expenditure and 
optimising investment decisions to maximise health outcomes and it aligns with Cabinet decisions 
made in 2012 that PHARMAC should eventually take on budget management activity for all 
publicly funded medicines.   The savings in 2018/19 and onward are anticipated savings from 
PHARMAC performing this function. 

PHARMAC is, as is its usual practice, considering options to invest that funding in line with its 
statutory objective.  Options include funding new or additional medicines to reach the planned 
$870.8 million it manages on behalf of DHBs2; or funding a subset of hospital medicines.  
PHARMAC has also identified that it could commence budget management responsibility for 
hospital medicines from 1 May 2018.  By doing so it would allow each DHB to invoice PHARMAC 
for a portion of the $22 million3.  This would mean costs that DHBs had planned to meet 

                                            
1 PHARMAC already manages within the CPB savings and investment activities for some hospital medicines 
e.g. hospital cancer treatments and hospital haemophilia treatments. 
2 This would result in budget management risks for 2018/19 given full year impacts would quadruple. 
3 PHARMAC will determine a fair split of the $22 million based on historical medicines expenditure. 
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Recommendations 
It is recommended that you: 

1. agree To remove the $22 million of savings in 2017/18 from your budget 
proposals. 

Yes/No 

2. agree To discuss your expectations for how medicines savings are treated with 
DHB Chairs. 

Yes/No 

4. agree To increase the Community Pharmaceutical Budget to $985 million for 
2018/19 and out-years, with a communication plan to be developed by the 
Ministry of Health to coincide with other Budget 2018 announcements. 

Yes/No 

 
 
 
 
 
Hamiora Bowkett        Date: 
Director, Strategy & Performance 
 
 
 
 
 
 
Hon Dr David Clark       Date: 
Minister of Health 
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