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Office of the Minister of Health 

State Sector Reform and Expenditure Control (SEC) Committee 

EARLY DISTRICT HEALTH BOARD FUNDING SIGNAL FOR 2015-16 

Proposal 

1. Cabinet is asked to agree to a $320 million increase in funding to District Health Boards 
(DHBs) for 2015/16. This is an increase on the 2014/15 DHB allocation due to increased 
pressure on DHBs from demographic growth and wage negotiations. This paper sets out 
the rationale for the increase and explains how the proposed increase will be distributed. 

2. The $320 million will ensure that the current range of health services continue to be 
provided and specifically will : 

• fund doctors' visits, prescription subsidies, cancer treatment, mental health and 
secondary care health services for 76,058 additional people; 

• meet the growth of additional services through an ageing population with more 
people requiring higher levels of services; and 

• partially meet the cost of wage increases  and consumer 
price index increases. 

Executive Summary 

3. The two primary pressures on DHBs are demographic growth and cost increases over 
the past four years. DHBs have been fully funded to meet demographic pressures, 
whilst cost pressures have only been partially funded, with DHBs being required to make 
efficiency savings to make up the difference. 

5. Demographic pressure comes from population growth of an additional 76,058 people 
plus an ageing population. Once demographic funding is allocated at 2.06 percent ($234 
million), the remaining funding is allocated as a Contribution to Cost Pressure of 0.75 
percent ($86 million), requiring an overall DHB allocation of $320 million. DHBs will be 
required to make efficiency savings in 2015/16 of $97 million (0.855 percent) to meet full 
costs. 

7. The current deficit provision within the Vote Health funding package is $55 million,  
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Background 

8. Funding advice is usually given to DHBs in December to ensure that they can complete 
the first draft of their Annual Plans by March the following year. The March deadline 
allows the finalisation of Annual Plans before the start of the f inancial year and allows the 
Ministry of Health (the Ministry) to provide consolidated financial forecasts for the 
Treasury 2015 Budget Economic and Fiscal Update. 

9. Without a funding signal the Ministry would need to insert a placeholder position into the 
Treasury 2015 Budget Economic and Fiscal Update and negotiation around DHB Annual 
Plans would be considerably more difficult. 

Comment 

Context 

10. In 2014/15 the 20 DHBs are budgeted to receive total Crown funding of $12,413 million 
(excluding capital) , consisting of $11,441 million core funding allocated via the DHB 
population based funding formula and $971 million of additional contracts with the 
Ministry. DHBs use this funding to purchase services delivered in hospital settings and 
in the community. 

11 . The current DHB funding arrangements have been in place substantially unchanged 
since 2003/04. The two primary pressures on DHBs are demographic growth and cost 
pressures. Increases to Vote Health and increases to individual DHBs include funding 
for both of these pressures. The rationale for this is to provide a systematic and fair 
approach to funding that avoids ad-hoc requests for additional funding and protracted 
negotiations, as was the case historically. 

12. Funding is allocated to individual DHBs using the population based funding formula 
model. This ensures that funding matches the need arising from population growth and 
aging. The model is based on the number of people in a DHB, adjusted for age, gender, 
relative socio-economic status and ethnicity. 

13. A minimum rate of growth is set to ensure DHBs can meet necessary cost growth: for 
example national wage settlements and growth in payments to primary care. A 
maximum is set to avoid inefficient rapid service growth and to ensure the overall 
package is affordable. The DHB minimum growth rate for 2015/16 is set at 1.9 percent 
and the maximum growth rate is set at 4.5 percent 1• DHB allocations are shown in 
Appendix Two. 

14. Funding DHBs for population growth while maintaining a minimum growth rate requires 
funding for both demographic and cost growth. Without fund ing for both, a choice needs 
to be made between using the population based funding formula model or funding DHBs 
for expected costs. 

15. The population based funding formula model is currently under review and will include a 
review of the tension between funding for fixed costs versus funding for population 
movement and ageing. This review is due to be completed in September 2015 in time 
for the 2016/17 funding round . 

Summary of DHB funding advice 

1 
Some DHB percentage figures are not at the minimum due to top slice funding. 
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16. It is proposed funding of $320 million be allocated to DHBs using the standard population 
based funding formula allocation method. 

Demographic pressure 

17. Since 1993 demographic funding has been the mechanism used to fund DHBs and their 
predecessors so that they are able to meet their obligation to provide an agreed 'bundle 
of services' for the total population (see Appendix one for calculation details of the 
demographic adjuster). This mechanism will be reviewed as part of the current review of 
health sector fund ing to inform Budget 2016. The impacts of making a significant change 
prior to any review could lead to substantial disruption of the services delivered to the 
New Zealand population. 

18. This year's population projections for 2015/16 show an increase of 64,305 people 
compared to the population projection for 2014/15. The Census 2013 data also shows 
that there was an undercount of 11,753 people in the 2014/15 population projection. 
This results in a total increase of 76,058 people between 2014/15 and 2015/16. 

1 9. The increase in this year's population projections is mainly due to positive net migration 
into New Zealand and the use of the Census 2013 population data. The age profiles in 
the Census 2013 population data show small differences in most age bands across the 
country, which impact DHBs differently. 

20. The largest raw population growths affect Wairarapa, Northland and Taranaki DHBs. 
The DHBs with the lowest raw population growths are Whanganui , Hutt Valley and 
Capital and Coast DHBs. 

21. For 2015/16 the demographic growth pressure is 2.06 percent compared to the 2014/15 
demographic growth of 1.64 percent. The demographic growth pressure for 2015/16 is 
considerably higher than in previous years and the highest in our six years as shown by 
table one below: 

Table one: Demographic growth rates for DHBs from 2008/09 
Actual Plan 

Year 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 

Demographic $156 $151 $183 $177 $164 $153 $182 $234 
Pressure million million million million million million million million 

(1.81%} (1.68%) (1.89%) (1.75%) (1.56%) (1.42%) (1.64%) (2.06%) 

Raw 
population 

growth 1.08% 1.02% 1.19% 1.10% 0.94% 0.76% 0.92% 1.42% 

Aging 
population 0.73% 0.66% 0.70% 0.65% 0.63% 0.65% 0.71 % 0.64% 

22. DHB funding for demographics will be used to fund additional services for the 76,058 
people (eg, additional costs will be incurred in doctors' visits, prescription subsidies, 
cancer treatment, mental health and secondary care health services). For example over 
the last decade cancer registrations have increased by an average of 1.6 percent per 
annum which is close to the calculated demographic pressure. 

Cost pressure 
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23. The primary driver of cost for DHBs is wage pressure. 

24. For 
the first time since 2010, strike notices were issued by a union just prior to the 2014 
Election for all the Public Service Association multi-employer collective agreements. 

25. In the first six months of 2015 there are eight multi-employer collective agreements 
covering 38,176 employees due for renegotiation, with total baseline employment costs 
of approximately $2.4 billion. The main unions involved are the Public Service 
Association and the New Zealand Nurses Organisation, 

 

26. 

27. Based on these pressures officials have assumed sector wage cost increases of around 
in 2015/16. DHBs will not be fully funded for this level of settlement so will 

need to make productivity savings in how they deliver services in order to fund wage 
growth. 

28. DHBs also face inflationary pressures, such as increases in costs of clinical supplies and 
equipment. 

29. When demographic pressure is fully funded at 2.06 percent ($234 million), the remaining 
DHB funding allocation is allocated as a Contribution to Cost Pressure. Under a DHB 
funding allocation of $320 million, DHBs will receive a Contribution to Cost Pressure of 
0.75 percent ($86 million). 

Table two: Demographic and contribution to cost pressure funding to DHBs in 2015/16 

2015/16 dollar amount · 2015/16 percentage 

Increase for DHBs in operating allowance $320 million 2.81% 

Increase contributed by demographics $234 million 2.06% 

Increase contributed by contribution to 
$86 million 0.75% cost pressure 

DHBs delivering within a lower growth path 

30. Vote Health has provided the bulk of its annual operating allowance to DHBs to meet 
their demographic and cost pressures. The global financial crisis necessitated fiscal 
constraint, across both the public and private sectors. Therefore DHBs were provided 
with full funding for their projected demographic costs but were only provided with a 
contribution to their cost pressures. 
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31. DHBs have had to become more efficient and productive in order to meet the gap 
between the contribution and their actual cost pressures. For 2015/16, on the allocation 
of $320 million, DHBs will be required to make efficiency savings of $97 million or 
0.855 percent. This is similar to previous years. 

32. Despite this constraint, the indications are that service performance and quality has 
improved and services remain resilient. These include: 

• DHBs have performed well against a range of performance measures, including 
Health Targets; 

• increased access and reduced patient waiting times across a range of primary care 
and hospital based services eg, first specialist assessments, elective surgery; 

• baseline data on DHBs' quality and safety markers, which are monitored by the 
Health Quality and Safety Commission, demonstrated some excellent achievements 
and ability to improve services2

; 

• levels of satisfaction with health services have continued to improve (Kiwis Count 
surveys )3

; and 
• the overall health of New Zealanders is continuing to improve4

. 

33. Alongside improved service performance, there has also been a significant improvement 
in DHBs' overall financial position. In 2008, DHB deficits were spiralling out of control 
despite record investment; (refer to Appendix 3) careful management of the health 
budget over the last six years has seen DHBs reducing their deficits (see Table three 
below). 

Table three: DHB deficits (excluding Canterbury earthquake insurance receipts) 2008/09 
to 2014/15 

Audited Net Result ($million) Plan 

2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/155 

154.768 101.875 15.829 23.417 18.898 7.359 20.886 

Net deficit 
-52.894 -86.045 7.588 -4. 519 -11.539 13.527 

change: 

34. DHBs have managed on a lower cost-growth path by maintaining a responsible wage 
policy, by saving through better procurement (for example, in pharmaceuticals and 
medical devices), and through DHBs working together to provide health services and 
share clinical expertise. 

35. The proposed plan for the next four years will see Vote Health continue to grow, but on a 
lower growth path than over the past decade (see Appendix 3). 

Maintaining funding for non-DHB providers 

36. DHBs continue to fund services provided in the community to improve access, 
effectiveness and the quality of treatment services, while also strengthening preventative 

2 The markers highlighted some inconsistencies in some services, but no DHB performed poorly on all of the measures nor did any 

perform at the highest level on all of them. 
3 Kiwis Count Update - June 201 3 Quarterly Results. 
4 Further information on this is available in the Ministry of Health Annual Report for the year ended 30 June 2013, which includes the 

Director General of Health's Annual Report on the State of Public Health. 
5 The 2014/15 annual plans have not all been approved so the deficit figure is provisional. 
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and early intervention efforts to respond to the growing pressures of changing health 
need. 

37. Expenditure in 2007/08 to non-DHB providers was $3,441 million and by 2013/146 this 
had risen to $4,368 million, an increase of 27 percent. 

38. Whilst steady progress has been made in shifting services from hospital to community 
services over the last six years, I shall be setting very clear expectations in my upcoming 
annual letter of expectation to DHB Chairs that the government requires a significant shift 
of services into the community. DHBs will be required to demonstrate clear plans for and 
evidence of the shifting of resources from hospital to community services from 2015/16 
onwards. While hospital-based services will always remain important, the key to better 
health, as well as financial sustainability, is earlier intervention and population-based 
initiatives delivered in the community. 

Consequences for 2015/16 

39. DHBs have been able to manage under the recent funding allocation increases and 
demographic and cost pressures up until this point, as described above. Additional 
pressures expected in 2015/16, such as new wage negotiations commencing and the 
increased population, will put even greater strain on DHBs to operate within their budgets 
while continuing to maintain or improve service levels. 

40. 

41 . However, if the allocation is $250 million the sector will need to find additional efficiencies 
and/or achieve lower wage settlements. 

42. For out-year planning assumptions DHBs will be asked to assume that a similar dollar 
level of increase will apply for the next two years. 

43. This funding represents an increase of $70 million in the nominal amount compared to 
the planning signal for 2015/16 given last year. 

Treasury Comment 

44. Ministers have confirmed that the operating allowance for Budget 2015 will be around 
$1 billion. Cabinet has not agreed to an indicative allocation for Vote Health, but 
Treasury's current working assumption is a total allocation of $400 million. Even at this 
level , once pressures in other Votes and priorities such as the work on children in 
material deprivation are factored in, the operating allowance is currently oversubscribed. 
As such, Ministers will face some difficult trade-offs over the course of the Budget 
process. 

45. Announcing a funding signal of $320 million to DHBs now will make it extremely 
challenging to manage pressures in Vote Health within a $400 million package, resulting 
in a reduction in funding available for other Votes and priorities. 

46. In addition to funding for DHBs, there are a number of other pressures in Vote Health 
that are likely to require funding in Budget 2015. These include pre-commitments (such 
as funding for in-between travel), manifesto commitments (such as hospices and 

6 2013/14 is the last year for which actual amounts are available. 
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investing to reduce pain), and funding for health services contracted directly by the 
Ministry of Health. The Ministry is planning to seek an additional $150 million to cover 
these costs, bringing the total health allocation to $470 million. 

There is also uncertainty regarding the costs associated with the wind-up of Health 
Benefits Limited (HBL). These costs are not currently accounted for within the additional 
$150 million. 

47. There are three broad options facing Ministers in terms of managing the health allocation 
in Budget 2015: 

Ministry, 

Option 
Total 

DHB 
Government 

allocation commitments 
Discussion 

A $400m $250m 

B $470m $320m 

and risks 

$150m 

$150m 

TREASURY PREFERRED: This option would 
require DHBs to make reprioritisation and efficiency 
savings of an estimated $191 million (1.7%), while 
providing a $150 million allowance for Ministry
managed services, manifesto commitments and 
risks. Given the demographic and cost pressures 
facing DHBs, the Ministry of Health's view is that it 
is unrealistic to expect DHBs to manage within their 
budgets with a funding increase of $250 million. The 
Treasury's view is that a number of other areas in 
the public sector are also facing significant fiscal 
pressures, particularly in terms of wages (e.g. 
education and police). Given the limited funding 
available in Budget 2015, funding DHBs at a higher 
level will result in increased pressure on other 
sectors. DHBs received $250 million last year and 
were told to assume a similar dollar level of 
increase in the following two years. 

HEALTH PREFERRED: This option would require 
DHBs to make reprioritisation and efficiency savings 
of $121 million (1.1%). This option involves 
increasing the current size of the allocation for Vote 
Health in Budget 2015 from $400 million to $470 
million. The operating allowance is already 
oversubscribed with an allocation of $400 million, so 
the Treasury has concerns about the affordability of 
this option, which would shift pressure to other 
areas of government and/or reduce the amount 
available to fund the children in material deprivation 
work. 
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Option 
Total 

DHB 
allocation 

c $400m $320m 

Ministry, 
Government 
commitments 

and risks 

$80m 

Discussion 

This option would require DHBs to make 
reprioritisation and efficiency savings of around 
$121 million (1.1 %), but makes limited allowance for 
Ministry-managed services, Government 
commitments and risks. Manifesto commitments 
would need to be significantly scaled back and 
phased in more slowly over time, and the Ministry of 
Health would need to find further savings in its 
contracted services. It does not make an allowance 
for the management of other risks such as HBL 
transition costs   Given their scale, it 
seems unrealistic to make an allowance of only $80 
million for these other pressures and risks at this 
stage. 

48. There is no doubt that the financial pressures facing DHBs under any of these options 
are significant, particularly in terms of upcoming wage negotiations. However, these 
pressures apply across the public sector. Last year, DHBs received $250 million and 
were told that they should assume a similar level of increase in out-years in their 
planning. 

49. The view reflected in this paper is that funding at the $250 million level will result in an 
increase in DHB deficits. The Treasury's view is that a core part of the Ministry of 
Health's role is to assist the sector to meet the Government's goals by developing 
options that will maintain the DHB deficit reduction path alongside the achievement of the 
overall fiscal strategy. These options should be included in the Ministry of Health's final 
Four-year Plan. 

Consultation 

50. Treasury have been consulted on this paper. 

Financial Implications 

51. If Cabinet agrees to an indicative increase for DHBs of $320 million for 2015/16, and a 
subsequent increase of $320 million from 2016/17, it is expected DHBs will maintain the 
deficit reduction track which was outlined in the 2014/15 Annual Plans. There remains a 
fiscal risk to the achievement of the reduction track, especially in low growth DHBs. 

Human Rights 

52. There are no human rights implications. 

Legislative Implications 

53. There are no legislative implications. 

Regulatory Impact Analysis 

54. No regulatory impact analysis is required. 
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Gender Implications 

55. There are no gender implications. 

Disability Perspective 

56. There are no disability perspectives. 

Publicity 

57. No publicity is required 

Recommendations 

58. It is recommended that the State Sector Reform and Expenditure Control (SEC) 
Committee: 

1. Either 
1.1 (Health); agree to increase funding to DHBs by $320M in 2015/16 

or 

1.2 (Treasury); agree to increase funding to DHBs by $250M in 2015/16 

2. note the funding advice given to DHBs and the tighter funding path. 

Hon Dr Jonathan Coleman 

Minister of Health 

' 
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Appendix One - Demographic Growth 

The most important factor in the model is the number of people in each financial year. In 
addition to the population count the model adjusts for age and gender. The current 
methodology uses a cell based calculation based on historical estimated costs 

E C t . ht _ Costs {o1· G1·oup (Age, Gender,) 
- .g. OS Welg - -Po_p_u-la-ti::...o1-tp_e_r_G1'-·o..:....up-=-(-A-ge-,-Ge-n--'-de-r) 

The graph below highlights the costweights by age and gender: 

Demographic Cost Weights 

$20,000 
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• In order to determine demographic growth we calculate the percentage change by 
multiplying the costweights by the relevant year one and year two population groupings. 
The calculation uses year one and year two population counts from a single set of 
population projections (the Ministry receives population projection updates annually from 
Statistics New Zealand). As such there is no adjustment for any variation in year one 
counts from a prior set of projections. The demographic adjuster has been calculated using 
this methodology for approximately 20 years. 

While demographic growth is fully funded, DHBs have an efficiency adjuster applied to total 
increase. As a result a proportion of demographic funding must be applied to a proportion 
of salary growth related to productivity improvement. 

DHB Population and Demographic Growth 
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Appendix Two - DHB Funding Allocations 

Summary of DHB increases for 2015/16 

2015/16 DHB 
2015/16 

Funding 2015/16 
funding Percentage 

DHB Package increase$ 
November 14 Increase 

Starting Point millions $millions 
$millions 

Auckland 1,073.99 39.04 1 '113.03 3.63% 

Bay of Plenty 614.59 20.60 635.19 3.35% 

Canterbury 1,257.66 23.78 1,281.44 1.89% 

Capital & Coast 677.63 12.80 690.44 1.89% 

Counties Manukau 1,245.74 23.61 1,269.35 1.90% 

Hawkes Bay 435.36 18.12 453.48 4.16% 

Hutt 357.31 6.78 364.09 1.90% 

Lakes 278.27 5.82 284.09 2.09% 

Mid Central 458.19 8.70 466.89 1.90% 

Nelson Marlborough 378.12 16.23 394.35 4.29% 

Northland 487.72 21.78 509.50 4.47% 

South Canterbury 164.34 3.12 167.47 1.90% 

Southern 775.41 14.65 790.06 1.89% 

Tairawhiti 144.30 2.80 147.11 1.94% 

Taranaki 304.43 13.67 318.10 4.49% 

Waikato 994.75 43.88 1,038.63 4.41% 

Wairarapa 122.46 5.49 127.95 4.48% 

Waitemata 1,308.82 33.09 1,341 .91 2.53% 

West Coast 119.46 2.26 121.73 1.89% 

Whanganui 202.22 3.77 205.99 1.86% 

Total: 11,400.80 320.00 11,720.80 2.81% 

Some percentage figures are not at the minimum due to top slice funding. 
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Appendix Three - New Vote Health Operational Funding as % of annual baseline 
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