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22 April 2024

Hon Dr Shane Reti
Minister of Health
Parliament Buildings

Dear Shane
Budget 2024 decisions — Vote Health

Following our discussions over the past week, this letter confirms our preliminary decisions
made as part of Budget 2024 as attached to this letter. | would be grateful if you could direct
your officials to work with the Treasury to complete the financial recommendations, as well as
to prepare the necessary Estimates and Supplementary Estimates material for your sign off as
soon as possible.

| also ask that you and the Associate Minister of Health (Pharmac) work with the Ministry of
Health (as the monitoring department) to inform Pharmac in confidence of the Budget 2024
decisions that directly affect them.

| have also written separately to the Chief Executive of Health New Zealand, Te Whatu Ora
(HNZ) to confirm their Budget 2024 decisions in confidence. | have used this letter to reiterate our
shared expectations around performance, as well as provide further insight into the reasoning for
our budget decisions, particularly on contingencies.

We have decided to retain the $49.4 million total operating for the Well Child Tamariki Ora —
Strengthening Services contingency and $62.3 million total operating for the National Bowel
Screening Programme. However, | would like to note that contingency funding is set aside
indicatively, and | expect to receive further advice from you with respect to your priorities in these
two areas. Further information on the status of tagged contingencies in Vote Health is outlined
below.

Cost pressure funding and multi-year budgets for HNZ

As you are aware, we have agreed to provide a multi-year cost pressure package to HNZ
covering three Budgets of cost pressure funding to enable a multi-year planning mindset and
maximise incentives for cost control. This covers all cost pressures for the full three years,
including wage, price, and volume pressures after accounting for efficiencies and reprioritisation.

I would like to reiterate there will be a very high threshold for reopening the cost pressure
arrangement throughout the three-year settlement, with such instances likely limited to
extraordinary and significant pressures or events in terms of scale and unpredictability, for
example a pandemic.
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In our communications to HNZ, | want to make clear that providing multi-year cost pressure
funding is a significant decision, particularly in the current constrained fiscal environment, and
one we did not make lightly.

In return for the certainty provided by this arrangement, it is my firm expectation that Health New
Zealand will manage its activities within the funding provided, show increasing fiscal discipline,
and progress against the Government’s priorities. | also expect you, in your conversations with
HNZ, to drive opportunities for further savings, reprioritisation, and invest to save approaches to
ensure that health funding is providing increasing value for money.

The table below shares Budget 2024 to Budget 2026 cost pressure decisions:

Budget 2024 to 2026 decisions:

DeIiv_eri_ng Hospital and [P)EL')\I/I?;:% irg;&rg{ifm;ﬁ?,ity’ DeIiv_ering Hauora Maori
Budget Specialist Services ($m) Services ($m) Services ($m)

24/25 25/26 26/27 24/25 25/26 26/27 24/25 25/26 26/27
Budget 24 860 860 860 531 531 531 39 39 39
Budget 25 825 825 507 507 38 38
Budget 26 826 507 37
Total 860 1,685 2,511 531 1,038 1,545 39 77 114

Under the three-year cost pressure funding arrangement, the Budget 2025 and Budget 2026
components would be pre-commitments against future allowances. This means that $1.43 billion
per annum will be charged against the Budget 2024 allowance, and $1.37 billion per annum will
be charged against both the Budget 2025 and Budget 2026 allowances.

| am also concerned about the current state of productivity. Significant productivity improvements
in health will be needed to maintain existing services to patients over time and support
achievement of our priorities — including, but not limited to, making progress towards key health
targets in 2024/25 and beyond.

Funding expectations

| also would like to emphasise to you that all Crown entities need to use any funding they receive
via appropriations in line with the scope and purposes of that appropriation. [34]

To ensure
transparency about alignment with appropriations, | suggest you include a clear requirement, in
the forthcoming Government Policy Statement on Health, that HNZ's expenditure from
appropriations align with its appropriation revenue. [34]



A reminder that these decisions remain Budget Sensitive and should only be shared on a need-
to-know basis. My office will provide further advice on the approach to Budget communications.
Thank you again for your support towards the successful delivery of Budget 2024.

Yours sincerely,

[zl

Hon Nicola Willis
Minister of Finance

Cc Hon David Seymour, Associate Minister of Health (Pharmac)
Hon Matt Doocey, Minister for Mental Health, Associate Minister of Health
Hon Casey Costello, Associate Minister of Health
Dr Diana Sarfati, Director-General of Health, Ministry of Health



Vote Health (Total)
Budget 2024 Package as at 15 April

All operating values are in average per annum (across the forecast period). All capital values are total

capital. Figures may not sum to totals due to rounding.

‘ Savings and Revenue

New Spending

Pre-commitments
e Pharmac — Time limited funding
Total Operating: $1,773.7m. $443.4m
avg p.a.

Cost Pressures
o ID 15816: Health cost pressures

funding for Te Whatu Ora — Budget
2024 tranche
Total Operating: $5,720.0m. $1,430.0m
avg p.a.
(see letter to Te Whatu Ora for multi-
year funding breakdown)

Government Policy Commitments

o ID 15804: Breast screening extension
of eligibility to include 70-74-year-
olds as part of the free national
programme*.

Total Operating: $24.0m. $6.0m avg
p.a. Total Capital: $7.2m

e ID 15800: Emergency department
security - service expansion®*.

Total Operating: $30.8m. $7.7m avg
p.a.

o ID 15801: Gumboot Friday — funding
to deliver free youth mental health
counselling services.

Total Operating $24.0m. $6.0m p.a.

e |D 15813: Health Workforce —
Training 25 more doctors *.

Total Operating: $8.5m. $2.1m avg p.a.
Total Capital: $13.2m

e |D 15797: Timely access to COVID-19
vaccine and therapeutics and
ongoing cost-effective management
of COVID-19.

Total Operating: $232.2m. $58.0m avg

p.a.

Baseline Savings
e |D 15812: Ministry of Health —
Baseline Savings
Total Operating ($50.4m). ($12.6m)

p.a.

Targeted Policy Savings
Total Operating: ($151.6m). ($37.9m) p.a.
Total Capital: -

e |D 15796: Disestablishment of the
Maori Health Authority — return of
funding
Total Operating ($35.5m). ($8.9m) avg
p.a.

o ID 15792 & ID 15795: Prescription
co-payment —reinstating the $5
prescription co-payment with
targeted exemptions
Total Operating ($116.1m). ($29.0m)
avg p.a.

Tagged Contingencies
Total Operating: ($339.4m). ($84.9m) avg p.a.
Total Capital: ($123.6m)

e Accelerating Health Infrastructure
Unit Work Programme
Total Operating: ($8.4m). ($2.1m) avg
p.a.

o Data and Digital Foundations and
Innovation Contingency
Total Operating: ($186.8m). ($46.7.m)
avg p.a. Total Capital: ($50.0m)

e Data and Digital Infrastructure and
Capability — Enabling Health System
Transformation
Total Operating: ($144.2m). ($36.1m)
avg p.a.

e DHB equity support capital
contingency
Total Capital: ($73.6m)




Capital

ID 15823: National Cost Pressure
contingency for the health capital
portfolio. Total Capital: $103.1m

Total New Spending Initiatives

Total Operating: $7,813.2m. $1,953.2m avg

p.a.
Total Capital: $123.5m

p.a.

Total Savings and Revenue Initiatives
Total Operating: ($541.4m). ($135.4m) avg

Total Capital: ($123.6m)

Net Total: Total Operating $7,271.8m. $1,817.8m avg p.a. Total Capital: -

*Officials will provide you with the 10-year forecast for these initiatives

** denotes no outyears funding (time-limited)

Funded from reprioritisation

e |D 15808: Waikato New Medical School business case
e ID 15803: Mental Health and Addiction Community Sector Innovation Fund
¢ Annex 5: Capital Pipeline Review. All reprioritisation in Annex 5 is approved.

Tagged Contingency funds to be returned as part of Budget 2024:

Tagged Contingency

Total Operating ($m)

Total Capital ($m)

Accelerating Health Infrastructure Unit
Work Programme

(8.4)

Data and Digital Foundations and
Innovation — Contingency

(186.8)

Data and Digital Infrastructure and
Capability — Enabling Health System
Transformation

(144.2)

DHB Equity Support Capital
Contingency

(73.6)

Remaining Tagged Contingencies (excluding sensitive contingencies):

Tagged Contingency

Data and Digital Infrastructure and
Capability — Enabling Health System
Transformation

Total Operating ($m)
151

Total Capital ($m)
10.1

Well Child Tamariki Ora — Strengthening
Services

49.4

Southern Health System Digital
Transformation Programme —
Contingency

52.2

101.4

National Bowel Screening Programme —
Lowering the Screening Age for Maori
and Pacific Peoples — Contingency

62.3

New Dunedin Hospital — tagged capital
contingency

(38]

District Health Boards - Capital Charge
Contingency

(33]
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