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Memo             

Date: 1 November 2018 

To: Hon Dr David Clark, Minister of Health 

From: Garry Wilson, Independent Chair 

Copy to: Dr Ashley Bloomfield, Director-General of Health 
Dr John Wood, Chair, Canterbury DHB 
David Meates, Chief Executive, Canterbury DHB 

Subject: Update on Way Forward meetings – Ministry of Health and Canterbury DHB  

For your: Information 

Purpose 
To provide an update on the process, outcomes and next steps of the ‘Way Forward’ meetings held 
between the Ministry of Health (the Ministry) and Canterbury DHB (CDHB) ahead of our meeting on 
Monday 5 November 2018. 

Why the process was established 
Between May and September 2018 a series of meetings were held between CDHB and the Ministry 
to: 
• recognise that there had been a breakdown in the relationship between the two organisations 
• reopen communication channels at senior levels within the two organisations 
• understand the post-earthquake health challenges facing the Canterbury region and develop an 

appropriate set of responses to the most significant of these – particularly those that continue to 
impact on the provision of necessary health and disability services for the people of Canterbury 

• build a picture of why CDHB continues to produce operating deficits of an increasing scale, 
despite service performance operating at or above national average across a number of both 
financial and non-financial metrics. A review carried out by PwC during 2016 and 2017 indicated 
that CDHB’s financial performance in most operational areas was within the normal parameters 
for DHBs (typically slightly better than average). Non-financial indicators show a similar position, 
as illustrated in the diagram below. 
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Diagram 1: CDHB's quarter four health target performance 2017/18 
 

 
 
The parties need to develop an appropriate set of responses that better reflect the ongoing 
earthquake related issues that continue to impact on the operation of CDHB. This will be a difficult 
process reflecting the complexity and magnitude of the issues facing CDHB and the Ministry’s limited 
ability to adjust policy settings to meet Canterbury’s unique needs. 
  
To date, the meetings have provided a confidential forum that supports free and frank discussion, 
including how the two organisations need to work together to address the presenting issues. 

What has been achieved 
Significant progress has been made on improving the relationship between the two organisations. 
Face-to-face discussion has been valued by both sides, lines of communication are now open, and 
trust is being rebuilt. While there is still some way to go to establish shared positions on key issues, 
the process provides a strong platform for future joint work. Simply put, the parties are now talking to 
each other openly, are starting to address the necessary issues and are turning their minds to 
potential solutions. 
 
The post-earthquake health challenges facing the Canterbury region are complex, substantial and far 
reaching. Through the meetings, significant progress has been made to understand the root causes 
and drivers of the health challenge for Canterbury, and how this differs from other parts of the country. 
The unique capital redevelopment needs of the CDHB and increasing capacity constraints it faces 
have been acknowledged and are now being considered and addressed. 
 
Key aspects of this analysis have included understanding the following. 
 
The impact of the population-based funding formula (PBFF)  
CDHB’s population based funding was not adjusted to reflect the changed patterns in health services 
consumption arising from the need to treat a population dealing with the psychosocial impacts of a 
natural disaster. Transitional funding was used to provide CDHB with some growth in revenue, to 
avoid disruption to services. The Government of the time also provided additional funding to CDHB in 
recognition of additional costs associated with the earthquakes, sometimes for specific services.  
 
This approach has contributed to CDHB incurring increasing operational deficits. Alternative 
approaches that better reflected the situation faced by CDHB could have been utilised, and going 
forward an approach that better reflects the issues facing the CDHB is needed. This is being 
developed between the parties as they review CDHB’s business plans for the next few years. 
 
We do know that the PBFF comparatively ‘advantages’ DHBs with growing populations. Our analysis 
of historical funding for CDHB found that the DHB services a significant proportion of the New 
Zealand population and its population growth post the earthquakes has been greater than New 
Zealand’s relative population growth. However, in the areas that attract most funding, growth has not 
been fast relative to other DHBs1. In addition, a change made to the index of social deprivation at the 

                                            
1 According to Statistics New Zealand population projections, over the five years from 2013/14 to 2017/18: 
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time of the 2013 Census had a significant negative impact on CDHB’s PBFF share. As a result of the 
shift in population following the demolition of houses in the comparatively deprived ‘Red Zone’ 
Canterbury reduced its concentrations of ‘deprived’ households. The impact was that CDHB received 
lower-than-average revenue increases in recent years. It is estimated that the negative net impact of 
the deprivation changes was $21 million per annum. How to address this issue remains unresolved.  
 
CDHB believes that its funding increased by 4 percent over five years, against a national funding 
increase for all DHBs of 8 percent. CDHB asserts that, had it received funding at the national average 
over that period, this would amount to more than $60 million per annum in additional funding. The 
Ministry cannot reconcile these figures and does not support this argument. The Government 
allocates an overall budget rather than funds individual DHBs and changes to this distribution would 
alter the funding outcome. 
 
The post-earthquake capital and infrastructure challenge  
The earthquakes created a number of complex capital issues for CDHB, the most significant of which 
are: 

• capital expenditure on earthquake repairs (including that funded by insurance receipts) have 
been subject to unfunded capital charge (and depreciation) provisions despite that spend 
simply replacing CDHB’s capacity and capability following the earthquakes, not increasing it 

• there are additional operational costs incurred by CDHB running services with buildings that 
have limitations due to earthquake damage, or services which have (by necessity) been 
inefficiently reconfigured to ensure continuation of service provision 

• delays in the necessary redevelopment of the Christchurch Hospital campus. As a result, 
CDHB expects to experience capacity constraints that will impact on its ability to meet the 
anticipated health needs of the Canterbury community. 

 
Discussions have brought to the Ministry’s attention current capacity constraints in Canterbury that 
exist in some key service areas across both the public and private sectors, and the need for certainty 
on the way forward on capital works for the Christchurch Hospital campus. This has sparked a joint 
six week effort to facilitate in-principle decision making on the indicative business case for the 
Christchurch Hospital campus through the Capital Investment Committee.  
 
Separately, discussions have also usefully highlighted an issue concerning insurance coverage of 
earthquake damaged buildings and a potential liability risk to the Crown. CDHB still operates in 14 
facilities that are earthquake damaged and which must be repaired or replaced. These buildings have 
been subject to an insurance settlement (which covered part of the cost of remedial works only) and 
as a result, should there be another damage causing earthquake, CDHB will only be eligible to 
receive indemnity cover for these assets. CDHB is raising awareness of this issue amongst DHBs. It 
is a matter that will need further examination. 

 
The operational challenges facing CDHB and how this is affecting service delivery 
Delays in the completion of the Acute Services Building, and the continuing need to operate services 
over multiple sites/without optimal co-location of services to accommodate earthquake damaged 
buildings has resulted in operational inefficiencies that add running costs for CDHB. This includes the 
current use of outsourced theatre capacity to the private sector, and transport, security and clinical 
costs for services at The Princess Margaret Hospital. These additional earthquake-related 
incremental costs are estimated by CDHB at $36.4 million in 2017/18, growing to more than $50 
million in 2018/19. Agreement on these estimates has not been reached but the information is being 
used to inform the development of CDHB’s 2018/19 Annual Plan. 

 
 
Pressures on mental health services and how to respond to this  
Both the Ministry and CDHB acknowledge that, in part because of the impact of the earthquake, 
mental health services in Canterbury are under pressure and that action needs to be taken to 

                                            
• Canterbury’s population increased by 10%, while New Zealand’s population increased by 8% 
• Canterbury’s over 75 population increased by 6% (and now sits at 37,730 – the largest in NZ), while New Zealand’s 

over 75 population increased by 13% 
• Canterbury’s Māori population increased by 22% to 51,630, while New Zealand’s Māori population increased by 

11%. 
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increase CDHB’s ability to intervene and discharge effectively. CDHB has presented an analysis of 
service gaps and unmet demand and estimates the necessary funding to support an additional 
service response to be $2.96 million in 2018/19 growing to approximately $6 million in the following 
two years. The Ministry is supporting CDHB to progress a number of service response initiatives as 
part of the annual plan process. 
 
This is in addition to funding CDHB has received for mental health initiatives since the earthquake, 
including: 

• $20 million in 2016 for an additional 26 full time equivalent primary care and community based 
mental health workers, and further telehealth and workforce wellbeing support.  

• $2.99 million in 2016 in response to the Kaikoura earthquake, much of which was about 
serving impacted communities through primary and community based mental health services. 
CDHB’s view is that this funding was substantially applied directly to services provided in 
Kaikoura by private service providers and full costs were not recovered 

• most recently, the Government has invested $28 million over three years to improve mental 
health for primary and intermediate (5 – 13 year olds approx.) children in Canterbury and 
Kaikōura with Mana Ake – Stronger for Tomorrow. 

What is still being worked on and how it will be progressed 
Significant progress has been made in understanding past actions and how they have contributed to 
current issues. Further work between the two organisations will have a future focus but will require 
ongoing consideration of historical issues. 
 
There are three main components to the forward work programme. 
 
Agreeing a ‘target operating position’ for 2018/19 and out years through the annual plan 
process  
As part of the wider context of the challenges faced by all DHBs, there is a pressing need to address 
CDHB’s draft financial position for 2018/19 and outyears as it suggests a significant and growing 
operational deficit. CDHB’s draft annual plan highlights challenges, for example: 

• the capital driven operating costs that continue to be levied on earthquake damaged building 
repairs (which has been met in part by insurance receipts) 

• operational inefficiencies as a result of operating in a post-earthquake environment that drive 
additional costs 

• the additional costs of meeting the CDHB’s mental health demand 
• continual delays in the delivery of the Acute Services Building when preparations for the 

opening of this facility have started, including employing staff  
• the impact of capital charge and depreciation from 2019/20 onward arising from the 

completion of the Acute Services Building.  
 

CDHB is working with the Ministry to identify how these factors, which are estimated to be nearly $60 
million per annum and growing, should be identified in its annual plan. The process will also seek to 
identify any operational savings that could be made to help offset some of these costs; and to test 
proposals for service provision. 

 
Providing input in the Treasury’s capital charge review  
In response to questions about whether the capital charge regime remains fit for purpose, the 
Treasury is undertaking a review, with advice expected to be tendered to the Ministers of Finance and 
Health in late 2018. Both the Ministry and CDHB have offered to provide input into this review.  
 
Some issues relating to CDHB’s specific circumstances may not be addressed through this piece of 
work, for instance insurance receipts being subject to capital charge. However, this depends on 
decisions by Ministers on future capital charge policy settings.  

 
 
Progressing the indicative business case for the Christchurch Hospital campus  
Following the completion of the short-term effort secure in-principle decisions on the plan for the 
Christchurch Hospital campus (see page 3 above), joint work to complete the indicative business 
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