2.
ISSUES, ASSUMPTIONS AND RISKS IN 2006/07

2.1     Key Issues Impacting on this Plan for 2006/07

The key issues facing the Wairarapa DHB as it considers how to best meet the district’s health and disability needs in 2006/07 relate to:

· Financial Viability

Achieving and maintaining its financial targets is a primary DHB objective for 2006/07 and out years.  This is a significant challenge, particularly as growth in DHB funding is slowing down, relative to growth in demands for health and disability services. 

The key issues that are likely to impact on financial viability are summarised below. IDF and DSS issues are explained in more detail in following sections. 

1. Inter District Flows (IDFs)

Wairarapa’s expenditure on services accessed in other districts continues to increase. This increase impacts adversely on the DHB’s ability to fund local services.  Wairarapa has limited ability to manage this.  As a small DHB we are dependent on access to other districts for tertiary and complex secondary services.  The number of patients is determined by need and can fluctuate sharply between time periods.  Prices for IDFs are set nationally. Regional specialty service provider DHBs (principally Capital and Coast) are signalling that contributing DHBs, such as Wairarapa must increase their investment in these regional services for them to remain viable.   IDF and regional services viability concerns are likely to impact more strongly on Wairarapa’s financial position in 2007/08 and 2008/09 

Wairarapa DHB faces financial risks due to pending revisions in IDF data and possible new payment mechanisms to be introduced during 2006/07.    This is due to recent concerns raised by Capital and Coast DHB regarding:

a) Validity of data used by the Ministry of Health to estimate mental health IDF flows for 2006/07

b) The ‘fairness’ of funding outpatient IDFs on two year old volumes data for outpatient (non caseweight) services, without provision for wash-ups 

Central region DHBs are working together on these issues to resolve them early in 2006/07. They have agreed to use the Ministry of Health estimates in the meantime.   

For mental health IDFs a data verification project is underway.  Should this result in validation of the Capital and Coast estimates and agreement to change mental health IDF funding flows between Central region DHBs, Wairarapa could be adversely affected by up to $300k.

At the same time regional DHBs are exploring new funding approaches for non caseweight IDFs that are most likely to result in one off adjustments to IDF flows in favour of the tertiary service providers (with adverse impact for Wairarapa).  If implemented, this will affect the bottom lines of all regional DHBs, although be financially neutral across the region as a whole.  

2. Slow down in growth of DHB funding 
Government has advised that DHB funding will growth by 3-4% per annum over the next three years.  This is well below the forecast rate of growth in service needs, volumes, costs, and expenditure.  To maintain breakeven the DHB will need to reduce access to some services in the future, and will need to plan for this during 2006/07. 

3. DSS for Older People – strong growth in population and needs 

Population projections show Wairarapa has increasing numbers of people aged 85 years and above. The majority of people in this age group require aged care services, often with high levels of need for residential care. The DHB is experiencing growth in need for high level care greater than the growth in DHB funding.   If service growth is constrained in line with funding growth bed blocking will occur within the acute care hospital, with consequent impact on delivery of elective services.  

The growth in the older population is cumulative and will impact more strongly on Wairarapa DHB’s financial position in 2007/08 and 2008/09.

4. DSS for Older People – provider viability  issues

Nationally and locally historic under-funding of aged care services and consequent price inadequacies are a continuing problem.  In Wairarapa sustainability of services is a serious concern. Most aged residential care providers struggle to survive as they are small operations without purpose built facilities.  If one or more collapses then the DHB, as provider of last resort, must develop new arrangements for the residents, both immediately and longer term.  This could not be managed within available funding.

5. Expenditure on Pharmaceuticals and  Pharmacy Services

There are continuing high risks arising from uncapped demand for fee-for-service payments for primary care referred services.  Although temporary respite from rapid growth in expenditure on pharmaceutical services was gained in 2004 and 2005 from the impact of re-introduction of stat dispensing, the benefits of this are now exhausted and the previous growth path has re-emerged.  At present Wairarapa DHB is experiencing growth of 10% per annum in expenditure on pharmaceuticals and pharmacy services.  PHARMAC data suggests that growth in prescriptions, as the Primary Health Care Strategy is rolled out progressively, is greater than was expected.  During 2006/07 there will be further growth as low cost primary care access for people aged 45-64 years takes effect, and Care Plus uptake grows.  

During 2005/06 we have analysed Wairarapa’s pharmaceutical expenditure in detail to try to understand why expenditure growth in Wairarapa is faster than that elsewhere.  Total drug costs per capita are lower in Wairarapa than New Zealand as a whole, and are growing at the national rate.  However Wairarapa shows a very different pattern for pharmacy fees (dispensing fees and retail margin).  While expenditure on drugs has matched national trends, the number of items dispensed per capita is much higher for Wairarapa and has grown faster than elsewhere.  The reasons for this are likely to be related to Wairarapa’s older and more rapidly aging population. 

6.
MECAs

National and regional wage settlements continue to create significant threats to the financial status of the DHB as salary expectations and market rates are growing more strongly than the DHB’s baseline funding. Although the NZNO and PSA agreements have been settled and funding provided for this, there are other negotiations pending with other sector and professional representative bodies. Given heightened expectations following the NZNO settlement, and full employment, plus serious labour shortages across the health sector there is significant risk of industrial action and Wairarapa DHB being pressured to agree to MECAs that would make it impossible to reach our financial targets. We will work with national programmes to avoid this. 

7.
Price increase pressures from NGOs and other providers to reflect their wage growth pressures- DHB pay 
increases have flow-on effects across the health sector.  NGOs advise that they will need to adjust their salary 
scales to maintain relativity with DHBs.  This affects primary care too – GPs and practice nurses.  In primary care 
wage growth pressures are likely to lead to increases in patient fees charged by PHO practices.

8. 
DSS interface with personal health services – The Ministry of Health is currently clarifying what the Ministry should fund as part of disability support services funding for people aged less than 65 years.  New criteria are being discussed to re-define the interfaces between DSS and personal health, and between Ministry funded DSS (for those aged less than 65 years) and DHB funded DSS (for those aged 65 years and above).  It is most likely that the final criteria will define eligibility for Ministry funded services more narrowly than is currently the case.  This means that service delivery to some people currently receiving support services funded by the Ministry’s disability funding will in future become the responsibility of, and a charge on, DHBs’ personal health services.  Discussions with the Ministry are ongoing, but the Ministry has indicated that there will be no more funding for DHB personal health services to compensate for any change in boundaries.  There is a risk that therefore that service access overall may need to reduce slightly to stay within funding constraints.

· Regional Specialist Service Sustainability

During 2005/06 providers of regional and sub-regional services (on which Wairarapa is highly dependent) have raised increasing concern about the urgent need for greater investment in these services to ensure their ongoing viability, and to meet present and future projected needs.   Central region DHBs are committed to investigation and completion of a plan to achieve resolution of these issues during 2006/07. 

· Change Management 

During 2005/06, all services at Wairarapa Hospital have been redesigned to reflect the Partnership Model, provide better integration and multi-disciplinary team working, and deliver the efficiencies and productivity gains forecast in the business case.  At the start of 2006/07 implementation of the new service designs and workforce arrangements will be largely complete. During 2006/07 the full change process must be completed and the temporary arrangements to provide additional cover during the transition will be removed.  Implementation of the final changes and full realisation of efficiencies we have assumed will be achieved in 2006/07 remains a significant challenge for the organisation. 

· Workforce Issues and Clinical/Service Viability

The ongoing maintenance of service provision is an issue for both the funder and for the DHB’s provider services. All services in Wairarapa have difficulties in recruiting and retaining staff with the appropriate skills and expertise. The funder must address risks of failure by other providers so as to ensure continuity of quality care for consumers.  Within the DHB provider services there are risks arising from recruitment and retention difficulties and unforeseen and uncontrollable absences of key clinical staff.  Recruitment and retention within affordable financial parameters is an ongoing challenge.  

· Increasing Costs of Compliance, Safety and Quality Improvement

Although all DHB funded providers have achieved certification under the Health and Disability Services Safety Act; and many have also achieved accreditation with an agency such as Quality Health New Zealand, there are continuing new costs as compliance requirements increase year by year.  The full impact of the Health Practitioners’ Competency Assurance Act has yet to impinge.  In addition there are increasing requirements for national emergency planning and preparedness that impact on DHB capital and operating costs.  

Increasing compliance costs also affect NGOs and other non-DHB providers.  The DSS sector is experiencing significant costs in relation to certification.  These additional costs for other providers put pressure on the DHB to increases the prices it pays for services.

· Critical Mass and Diseconomies of Small Size

Wairarapa is the second smallest DHB in New Zealand. To meet all of the national requirements for planning, service provision and coverage, quality systems, monitoring, reporting and compliance with the limited resources available to a small district health board is a constant challenge for both the funder and the provider services of the Wairarapa DHB.  A further problem arising from small size is reduced ability to absorb fluctuations in need for services, and in the personnel available to provide services.  This leads to disproportionately large volatility in activity levels that often cannot be smoothed out over a single year.  The diseconomies of scale and rurality adjuster, included in population based funding, goes some way to making provision for this.   

· Pandemic Preparedness

Wairarapa DHB is well advanced in pandemic preparedness, with excellent plans in place, and staff trained in the international co-ordinated incidents management systems (CIMS) approach. However maintaining preparedness requires frequent refreshing and updating, for both new and existing staff, and to reflect changes in service arrangements and responsibilities over time. This is costly. 

· New Technologies

The introduction of new technologies is affecting and changing what is considered to be international best practice.  Increasingly new, more costly, diagnostics and interventions are becoming the standard treatment for certain conditions.  For example: drug eluting stents; cardiac electro-physiology; brachytherapy; PET scans.   

2.2
Key Assumptions

In putting together its plan and budget for 2006/07 Wairarapa DHB has made the following assumptions:

· For Aged Care DSS:  

· Increases in DHB expenditure arising from changes in income and asset test thresholds will be met fully by additional funds provided by the Ministry of Health

· The national price increase to be agreed for Aged Residential Care Services, from 1 July 2006, will result in increased cost to the DHB, no greater than 2.93% (FFT)

· 2006/07 Volume growth in utilisation of aged care services will be no greater than 4.3%

· Expenditure on pharmaceuticals and pharmacy services will be no greater than 6% per annum as budgeted

· IDF prices and volumes will be as forecast

· The financial impact of changes in DSS boundaries, and any further contracts/funding responsibilities devolved to the DHB will be cost neutral

· Other than for Aged Care DSS, there will be no significant changes to previous year’s contracted service volumes, except where additional funding has been provided to the DHB (eg mental health Blueprint, orthopaedic initiative)

· Collective employment agreements will be settled within the DHB’s funding parameters, and Treasury’s forecasted labour cost index.  Any additional costs to move to national rates, if directed, will be cost neutral to the DHB. 

· The DHB will receive additional funding to meet the costs of the Holidays Act requirement to increase annual leave entitlements for DHB staff from three to four weeks per annum

· Costs of any new government/MOH policies and initiatives that have financial impact on the DHB will be cost neutral as will be offset fully by increased funding from MOH

· Price increases for services provided by the DHB, NGOs and other community providers will be no greater than 2.93% (FFT)

· Should a pandemic occur government will provide additional funding to meet fully the additional costs to the DHB 

· Interest rates will be within Treasury’s forecasts

· Wairarapa DHB will retain early payment status

2.3
Key Risks and Mitigation

The nature and complexity of the DHB’s activities and services mean that it is inevitably exposed to a wide variety of risks. Some of these risks are more acute in Wairarapa than elsewhere due to the small size of the organisation, small workforce and small funding base which make it more challenging to absorb fluctuations in resources and/or demand than may be the case in a larger DHB.   The Board has established an Audit and Risk Committee, which is proactive in monitoring and assessing risks to the organisation, and advising the Board and management.

Broadly speaking, the DHB faces two types of risks: those we can manage by ourselves – those internal to the DHB itself; and external risks that fall more broadly across central region DHBs, and/or the DHB sector as a whole.  We can only manage these external risks by working jointly with other DHBs, and the Ministry of Health. 

The greatest risks facing the DHB going into 2006/07 are external. They relate to increasing labour costs from new multi employer collective agreements (MECAs), services for older people, IDFs and regional services, and expenditure on pharmaceuticals and pharmacy services.

Internal Risks

Changing capacity and capability 

Although change processes implemented over the past two years have provided excellent outcomes, this needs to remain a key focus for the DHB. Active management of resources and a passion for outcomes are required to ensure that the DHB continues to deliver services both effectively and efficiently. There is a risk the DHB will not fully achieve its operational objectives if the current change processes do not continue to provide the cultural, behavioural and capability shifts required.  This risk is most likely to emerge from lack of staff understanding and commitment.  It is being addressed through ongoing training, consultation and communication with staff, effective management of staff, and organizational leadership. 

Achieving efficiencies

Now that most of the planned efficiencies associated with the new hospital development are achieved, there is a risk that efforts will diminish and further efficiency gains in the operation of hospital services may not be achieved, with consequent failure to meet to financial targets.  This risk is being addressed through ongoing training, strong leadership, management, internal communications and robust performance monitoring.

Ability to recruit and retain clinical workforce

 While issues regarding the need to maintain a stable workforce are not unique to Wairarapa, the impact on Wairarapa of any workforce gaps is significantly higher than for larger DHBs due to the lower establishment numbers of any one type of clinical staff.  We manage this risk through effective human resource management, judicious use of locums, and participation in national and regional workforce development and recruitment initiatives. 

External Risks

MECAs

MECAs are the greatest risk, and the area where the DHB has least direct control. Continuing wage and salary growth at affordable rates is the DHB’s biggest financial risk in 2006/07.  Following the national NZNO nurse MECA, other groups of health sector staff have increased expectations.  For the DHB provider wage and salary rates are set through national processes in which Wairarapa DHB is one player.   For Wairarapa DHB, the risks of standing outside the MECA are greater than the risks of joining it. 

Employee remuneration expectations need to be brought into line with Government’s expectations for health sector funding and productivity growth. This is being addressed by DHBs collectively through a series of sector–wide negotiations with different workforce groups. 

The flow-on impact of the nurses MECA to the primary health care, DSS and NGO sector is also a significant risk in terms of price increase expectations and sustainability of community and disability support services.  This risk is being managed both locally through close communication with the DSS and NGO sector, and, where appropriate, nationally through collective DHB negotiation of nation-wide service agreements

A 1% change in DHB personnel costs has a financial impact of $270k per annum

Aged Care services

There are significant risks regarding continuity and sufficiency of provision of aged residential and non-residential care services in Wairarapa: 

· Wage pressures to follow DHB MECA rates, affecting provider viability

· Insufficient capacity to meet needs

· Growth in service needs is outstripping growth in DHB funding forecasts

· Growth in service need is outstripping local provider capacity for residential services

· Small local residential service providers who are not financially viable 

· Lack of access to capital finance for development of additional capacity

While to some extent these risks are common to all DHBs, there are some aspects unique to Wairarapa.  (Wairarapa has an older population than other DHBs and is aging more rapidly. In Wairarapa we are well ahead with implementation of aging in place initiatives.  We have held constant the use of residential care over the last four years, while greatly increasing the numbers of people supported in their own homes.  There is now urgent need for new growth (in facilities/buildings as well as personnel) in residential services, as well as continuing development of home support services.)  We are managing these risks by working locally with service providers to find and implement effective local solutions, and with other DHBs and the Ministry of Health to address those aspects that require a national approach.

A 1% change in expenditure on Aged Care services has a financial impact of $104k per annum

IDF and Regional service risks

We are vulnerable to rapidly increasing pressures on IDF expenditure due to: 

· National increases in prices for highly specialized services, greater than FFT

· Increasing application of new technologies

· Revisions in IDF data and possible new payment mechanisms to be introduced during 2006/07. 

Regional services within the central region are indicating serious viability concerns and urgent need for increased investment from regional DHBs to provide sustainability and to fund the new technologies required.  Costs and expenditure are growing much faster than DHB funding due to:

· Growth in the disease burden – for example numbers of patients needing renal dialysis increasing 8% per annum, numbers of cancer patients growing 5% per annum

· Application of new technologies – for example expenditure on the cancer treatment drugs subsidized currently is growing 30-40% per annum

· Increasing specialization and growth of new areas such as cardiac electro-physiology

Central region DHBs are agreed that these regional service issues should be addressed jointly and that each DHB can more effectively and efficiently meet its obligations to its local population by working together on shared regional approaches.  As the DHB with proportionately the greatest share of total expenditure on regional services/IDFs, Wairarapa has most at risk, and the most to gain from an effective solution.  This risk will be managed by active engagement and dialogue with neighbouring DHBs, and strong advocacy.  

A 1% change in net IDF costs has a financial impact of $159k per annum

Pharmaceuticals and Pharmacy Services

There is a major risk the DHB’s uncapped, fee-for-service expenditure on pharmaceuticals and pharmacy services will exceed budget.  Additional risks may arise from addition of new products to the pharmaceutical schedule. There are many drivers of this expenditure growth external to the DHB.  This risk will be addressed by working closely with:

· Other DHBs and pharmacy groups to develop new agreements for pharmacy services and manage growth in fees for pharmacy services

· Other DHBs, PHARMAC, and the primary health care sector, to plan and manage expenditure on pharmaceuticals

A 1% change in pharmaceutical demand driven costs has a financial impact of $90k per annum

 Quantification of  Major Risks 

The table below shows estimates of the financial impacts of meeting service growth pressures over the next three years, so as to maintain current levels of access to services.   We are assuming we can manage the risks in 2006/07 so as to remain within budget and achieve break-even.  Figures in the column headed “Risk 2006/07” indicate the financial impact if this is not achieved.

In 2007/08 and 2008/09 we have assumed that further growth in aged care needs and volumes, pharmaceutical expenditure, and expenditure on regional services, including IDFs, will not be able to be accommodated fully within available funding. The figures in the columns headed “Impact 2007/08” and “Impact 2008/09” are amounts we assume each of these pressures/risks will contribute to DHB deficits in 2007/08 and 2008/09 if, despite best efforts, we are unable to control them fully.

The projected required growth in Aged Residential Care volumes is estimated at 2% and 2.5% above the 2% “affordable” increase in each year, the affordable increase being that which can be funded through the DHB’s expected demographic funding adjustment.  

For pharmaceuticals, we have budgeted for 6% growth in 2006/07. The risk is that growth of 9% or greater continues, and continues at high levels in the out-years.  

Volume and price pressures for increased expenditure on out of district services are growing strongly. It is likely that these can be managed within budget for 2006/07 as IDF payments are largely fixed for the year ahead. However the increased volumes and provider costs experienced in 2005/06 and 2006/07 will impact of IDF arrangements for 2007/08 and 2008/09. 

Summary of Quantified Risks and their Potential Financial Impact 

	Risk
	Risk 2006/07
	Impact 2007/08
	Impact 2008/09

	Aged Care volume growth above rate of demographic funding increase
	$200k
	$250k
	$450k

	Pharmaceutical expenditure, each additional 1% the growth rate is above the budgeted 6% costs $90k
	$270k
	$270K
	$540K

	IDFs and Regional Services – Cancer drugs, Radiotherapy, Brachytherapy, Cardiology
	Minor - manageable within contingency fund
	$570k
	$760k

	TOTAL 
	
	Potential deficit 

$1.09M
	Potential deficit 

$1.75M


Major Risks Affecting Wairarapa DHB in 2006/07

	Risk
	Why a concern
	Strategy to address

	1. Viability and sustainability of regional services 
	· Some Regional specialist need increased investment to remain operational – risk DHB will need to contribute funding above IDF level agreed for 2006/07

· Risk of loss of service coverage and access if regional specialty closes down.

· Increased pressure on travel and accommodation budget if patients referred outside the region 


	· Work with other regional DHBs to identify and analyse issues

· Work collaboratively with other regional DHBs to agree services required and sustainable funding path for them

· Negotiate exceptions to service coverage, if required

	2. Inter District Flows (IDFs) – net outflow greater than expected 
	· Greater than expected use of specialist services of other DHBs and application of wash-up provisions create unexpected drain on Wairarapa funds.

· IDF patient/service flows are uncontrolled

· Small DHB has less capacity to absorb volatility in high cost patient numbers than larger DHBs


	· Develop and implement tools to identify and approve all flows as they occur 

· Implement IDF budget management strategy with all referrers

· Work with other Central region DHBs to develop risk pool/risk sharing mechanism for low volume high cost treatments

	3. Achievement of remaining efficiencies from move to new hospital
	· Achieving breakeven requires realisation of all planned efficiencies


	· Strong project management and control

· Regular reporting and monitoring of progress

· Strong internal communications 

	4. Workforce culture, capability and capacity – loss of momentum as change processes wind down 


	· Ongoing changes in the hospital workforce are critical to realisation of:

· Best practice and new models of care

· Achieving efficiencies

· Ongoing changes required in both numbers of staff and ways of working


	· Continue comprehensive service development and change management programmes 

· Ongoing consultation and engagement with staff in all disciplines



	5. Workforce recruitment and retention
	· Difficulties in attracting appropriately skilled clinical staff – new hospital requires staff with high level generalist and specialist skills, who are able to practice autonomously


	· Work with national and regional recruitment initiatives


	Risk
	Why a concern
	Strategy to address

	5. DSS Provider failure – due to financial viability and/or staffing issues
	· Prices do not cover costs

· Scale diseconomies - Most Wairarapa providers are very small scale

· Service providers could exit suddenly – leaving vulnerable patients stranded

· Questionable clinical viability of some services in face of staffing difficulties
	· Maintain close liaison with providers and identify early warning signs

· Participate in national working groups to identify sustainable solutions

· Encourage providers to work together to share costs as far as possible

· Develop resolution plans with providers

· Maintain contingency plans

· Escalate issues appropriately, including informing Ministry of Health

	6. Insufficient supply of Aged Residential Care services to meet needs 
	· Total current capacity is inadequate

· Shortages are impacting on operational efficiency of Wairarapa Hospital

· Providers are unable to access capital required for investment in additional facilities
	· Continue to analyse and quantify needs

· Work with providers to develop short and longer term solutions

· Escalate issues appropriately, including informing Ministry of Health

	6. Provider failure – due to poor contract performance 
	· Indications of serious inadequacies in service provision can arise suddenly, necessitating contract exit and rapid development of alternative arrangements for service delivery


	· Effective monitoring and audit programmes in place

· Early identification of concerns

· Develop tailored solutions to address specific concerns

· Exit contracts where resolution not achieved

	7. Growth in expenditure on pharmaceuticals and pharmacy services
	· Expenditure on pharmaceuticals is demand driven and uncontrolled

· Expenditure on pharmaceuticals and Pharmacy services is rising faster than DHB funding


	· Continue to work with Wairarapa Community PHO and local pharmacists to achieve effective management of prescribing and expenditure

· Work with MoH and DHNZ to expedite roll-out of referred services management tools and incentives for PHOs

· Build on local Pharmacy services contract variation to further share risks

	8. MECAs – settlements in excess of FFT
	· DHB funding path assumes settlements are no greater than the growth in the labour cost index

· Higher settlements mean DHB cannot achieve financial targets 

· Risk of industrial action and service disruption
	· Joint strategy with other DHBs to negotiate settlements within DHB funding parameters 

· Escalate issues appropriately, including informing Ministry of Health


2.4
Funding Envelope for 2006/07

For 2006/07 the DHB expects to receive $85,620,692 in revenue through its Funding Agreement with the Crown, and $1,995,667 for provision of services to residents of other DHBs, giving a total of $87,835,546.  Wairarapa DHB expects to pay other DHBs $17,925,213 for services they provide to Wairarapa residents, leaving $69,910,333 available to operate the DHB and fund services for Wairarapa residents within Wairarapa.  

In 2006/07 Wairarapa DHB will receive about $4.5M more funding than in 2005/06.  The increase is made up of three elements:

1. Future Funding Track (FFT) is an annual adjustment by government to enable DHBs to accommodate increases in costs of services due to movements in the consumer price increase (CPI) the labour cost index (LCI) and technological growth, after allowing for efficiency gains.  For 2006/07 the FFT increase is set at 2.93%, with the expectation that DHBs will achieve efficiency gains of 0.5%.  

2. An adjustment for demographic growth of 1.65%.  

3. Increases in separately specified funding for a few items not included within the population based funding formula.  In 2006/07 these items are: mental health Blueprint, NZNO settlement additional costs, and costs of implementation of the national travel and accommodation policy. 

Reduced funding growth

The additional funding provided by Government for 2006/07 (4.55% increase) is proportionally a much smaller increment than has been received in recent previous years, when increases were about 8% per annum.  Government has also advised that funding increases for the out years 2007/08 and 2008/09 will be smaller again at 3.4% and 3.1% respectively.  

The reduced growth path for DHB funding presents a significant challenge.  Health sector non-wage costs tend to rise faster than CPI, and recent health sector wage settlements have been well above the rate of growth shown in the labour cost index (although Government has provided special ‘pay jolt’ funding to meet some of these costs.  As the population ages health and disability service needs increase, and increasing technology developments (including pharmaceuticals) provide newer, better, but more expensive interventions.  

2.5
Key Pressures on Expenditure

DSS Aged Care Services

After a four year period of zero growth in use of aged residential care services and 5% per annum growth in use of non residential support services, the potential for further substitution of non-residential for residential care in Wairarapa is virtually exhausted.  There is now strong need for more residential services, as well as continuing growth in non-residential support options.  

DHB analysis and projections indicate that residential services need to increase by 6.2% in 2006/07, and by a further 4.2% per annum in each of the following years to maintain current level of access.  Similarly, home support services need to continue to grow at 5% per annum.  This has been accommodated to a limited extent in the DHB’s funding allocation for 2006/07, with 4.3% growth in total DSS service volumes budgeted.  Service growth above this level is desirable in terms of meeting needs, but not affordable.  Expenditure on residential services can be capped effectively by limiting the number of beds contracted.  The risk is that excess demand results in blockages in DHB provider services as people cannot be discharged when appropriate from specialist DHB hospital services.  

Pharmaceuticals and Pharmacy Services

After a lull following the re-introduction of stat dispensing in October 2004, expenditure is again growing fast at 9-10% per annum.  This is due to a mix of factors including: widening access to primary care and lower cost prescription charges; improved prescribing resulting in more people receiving the drugs they need, following the introduction of pharmacy facilitation services and other best practice initiatives by Wairarapa PHO; the aging of the population; and introduction of new products.  For pharmacy services, in 2004 Wairarapa DHB implemented a variation to the national pharmacy services contract that provides an initial step towards risk sharing.  This has been successful in sharing a small portion of the costs of rapid growth in the numbers of items dispensed.  The DHB has committed to reducing expenditure growth on pharmaceuticals and pharmacy fees to 6% in 2006/07.  

Labour Costs

Affordability of continuing wage and salary growth is the DHB’s biggest financial risk in 2006/07.  Wage and salary rates are set through national processes in which Wairarapa DHB is one player. Employee remuneration expectations need to be brought into line with Government’s expectations for health sector funding and productivity growth. This is being addressed by DHBs collectively through a series of sector–wide negotiations with different workforce groups. 

2.6
Allocation of Funds 
The table below shows the allocation of DHB funding budgeted in 2005/06, and that planned for 2006/07. All figures are GST exclusive.

	Expenditure category
	2005/06  

$
	2006/07 

$
	Comment

	DHB provider total
	36,874,292
	38,728,149
	Total increase $1.85M (5.0%) – includes additional funds for NZNO settlement, mental health Blueprint, travel and accommodation policy, plus 2.93% increase in all other items

	DHB governance and administration
	1,549,000
	1,600,000
	Increased by 2.93%

	Demand driven primary care items 
	9,147,798
	9,950,750
	Total increase $802k (8.8%) necessary to accommodate demand growth. 

Main expense is pharmaceuticals, growing at 9-10% per annum.  Claims for immunizations and dental treatments for adolescents are also growing strongly. 

	Services purchased from other DHBs (IDFs)
	17,027,707
	17,925,213
	Total increase $897k (5.3%) 

	DSS –residential aged care
	8,130,027

(includes 99k for Holiday Act)
	8,368,236
	Figures include allowance for impacts of changes in income and asset testing, plus price growth equivalent to 2.93% increase in DHB expenditure

	DSS – aged care – non residential
	1,413,211
	1,454,700
	2.93% increase

	DSS aged care volume growth
	
	435,924
	Allowance for 4.3% growth in aged care residential and non-residential service volumes

	Wairarapa PHO
	4,018,246
	4,624,048
	Increase $606k (15%) Includes provision for increasing range of services

	Maori NGO – Family Start, Outreach Immunisation
	323,446
	323,446
	As per contracts

	Other personal health NGO
	81,941
	83,538
	

	Maori NGO – personal health
	675,938
	705,000
	4.3% increase

	Mental Health NGO (includes Maori provider)
	2,937,563
	2,924,443
	includes $102K Blueprint funding

	Contingency
	600,000
	600,000
	

	TOTAL
	83,200,626
	87,136,699
	


2.7
Achieving Efficiencies, Increasing Productivity and Value for Money

Realising efficiencies

Wairarapa DHB is committed to maximising cost effectiveness, productivity and efficiency across all of its activities.  The focus is on ensuring we fund and provide only those services that can be demonstrated to be cost effective, and that the services are provided efficiently.  All services funded are expected to be evidence based, give priority to interventions that give the most benefits relative to the resources used, and be provided efficiently. 

Considerable efficiencies have been achieved within the DHB over the past two years as progress is made towards full implementation of new ways of delivering services in the new hospital.  To date 85% of the planned efficiencies have been achieved saving $3.8M in annual expenditure. These efficiencies and other changes have reduced the DHB’s annual operating deficit by $4.5million. Further efficiencies will be realised in 2006/07.    

Efficiencies Summary for DAP

The following table shows the efficiencies identified within the business case for the development of Wairarapa Hospital and the efficiencies that have been delivered to the end of February 2006.

The table shows that where business case efficiencies have not been delivered other efficiencies have been identified and implemented.  Notwithstanding this Wairarapa DHB remains committed to delivering on all business case efficiencies.  To this end Wairarapa DHB:

· Has commenced the planning for the laboratory services review;

· Continues to look for ways of reducing the IDF outflow through local delivery of services;

· Continues to look for ways to generate additional revenue;

· Will review options on cost savings that could be achieved through primary/secondary partnerships;

· Actively participates in regional purchasing arrangements seeking improved unit costs on consumable and capital items.
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Efficiencies Financial Summary

Business 

Case Target

Delivered Variance

Recurrent Cost Savings

Repairs & maintenance on existing facility 109  109  0 

Heating, Cleaning, Orderlies & maintenance contract 174  174  0 

Total Recurrent Savings 283  283  0 

Operational Savings

Reconfiguration of laboratory services 347  0  (347)

Reconfiguration of radiology services 198  198  0 

Additional IDF & Overflow work 1,060  660  (400)

Primary / Secondary partnership 200  0  (200)

Total Operational Savings 1,805  858  (947)

Change Management / Service Initiatives

Personnel FTEs 1,899  1,841  (58)

Textiles/Laundry outsourcing 90  90  0 

Supplies 100  94  (6)

Total Change Management / Service Initiatives 2,089  2,025  (64)

Total Planned Efficiencies 4,177  3,166  (1,011)

Other Efficiencies

Reconfiguration of Mental Health Services 39  39 

Renewal of Photocopier lease 10  10 

Early payment of monthly revenue from MOH 420  420 

Interest Rate Savings

Total Other Efficiencies 0  469  469 

TOTAL 4,177  3,635  (542)


The main efficiency savings (as seen in the table as at February 2006) in 2006/07 are expected to come from the tendering of hospital and community laboratory services and subsequent new arrangements.

Measuring productivity

Across all services, including those provided by NGOs, We use a variety of productivity measures and benchmarking to assess and promote service quality and efficiency, and these will continue to be developed and applied in 2006/07. The measures include caseloads and consultations per FTE, consumer satisfaction and complaints, and timeliness.  

Additional productivity measures are used for the DHB provider.  We monitor overall productivity of the DHB through measuring resource utilisation, the value of services provided compared to the costs of providing those services.  Resource utilisation increased from 87% in 2002/03 to 101% in 2004/05.

Other efficiency and value for money measures used include:

· Day case procedure rate (Hospital Benchmark Information)

· Theatre utilisation (actual theatre hours used divided by scheduled theatre hours) 

2.8
Service Changes Expected in 2006/07

Review of the 2005/06 year

The 2005/06 year was a period of extensive change for the Wairarapa DHB with the move into the new hospital completed in March 2006.  The completion of the new hospital was a key achievement for the DHB ensuring the DHBs long term clinical and financial sustainability.  Alongside the physical transition to new premises/facilities DHB staff have developed and implemented new models of care and service delivery, involving substantial change in staff roles and numbers.

During 2005/06 Wairarapa DHB completed the following service changes:

· Completion of the new Wairarapa Hospital - on time and on budget

· Reconfiguration of staff to align staffing models to the new hospital footprint and to deliver the efficiencies outlined in the Site Redevelopment Business Case

· Completed the changes out lined in Wairarapa DHB’s Mental Health Strategic Plan

· Completed a review of locally provided Palliative Care Services

· Implemented changes to the funding of Essential Dental Services.

Service Change in 2006/07

During 2006/07 the focus of Wairarapa DHB will be to bed down and consolidate the significant changes in workforce and workforce practice in the Provider Arm that has occurred as a result of the new Hospital development.    

However service changes are planned in a number of other areas during 2006/07 and 2007/08.  Service changes to note include:

· Implementing a Wairarapa-wide, primary care led, Chromic Disease management 
During 2006 Wairarapa PHO will roll-out its Chronic Care Management programme which will provide a standard approach to Chronic Care Management (CCM) throughout all Primary Care Practices in the Wairarapa.   The project will involve the implementation of the Chronic Care Management IT tool called CDM Evolution (developed by The Doctors Masterton) - a decision support software package that sits along side the Medtech 32 patient management system to enable practices to identify and target patients with chronic illness and also those that are at risk of developing a chronic illness.  A district-wide system of this kind is a first for New Zealand.
· Increasing access to CAMHS-Child and Adolescent Mental Health Services

Wairarapa DHB will be investing additional Blueprint Funding into the CAMHS service to increase clinical staffing by 3 FTEs.  This will significantly increase access to, and profile of this service.

· Implementing Wairarapa’s After Hours Planning and Funding Strategic Plan 
During 2006 Wairarapa DHB is working with Wairarapa Community PHO to complete a District Primary Care After Hours Planning and Funding Strategic Plan, for implementation no later than 2007/08.  The DHB will exploring as part of this plan how it might introduce a comprehensive district wide nursing triage service, facilitate a communication strategy to ensure the public are accessing the correct services for after hours care and long term workforce planning between Primary and Secondary Care which may result in the development of a more integrated after hours service. 

· New arrangements for laboratory services

During 2006 the DHB intends to issue an RFP for provision of laboratory services.  This may result in some changes in service providers during 2006/07.

· Implementing recommendations from the Palliative Services Review

In 2005/06 Wairarapa DHB is undertaking a review of Palliative Care Services - looking at ways of improving access, functioning and integration of local palliative care services and implementing the objectives of the Cancer Control Strategy.  The review findings indicate some serious inadequacies in current palliative care service provision - inadequacies in how services are delivered, and interfaces between them.  Currently there is considerable fragmentation, duplication and gaps in service provision.  The next stage is to address the report’s recommendations which include re-structuring options and development of a full service development plan for Palliative Care in the Wairarapa.  This will be actioned in 2006/07. Structural options include exiting all existing contracts and putting out an RFP for a new fully integrated service. 

· Implementing the new model of Maternity Care
In the new Wairarapa Hospital a new model of maternity is being implemented.  The new model places increased emphasis on midwifery care and less reliance on GPOs.  Payment for GPO services in Wairarapa has traditionally been at rates above those used elsewhere.  The DHB has indicated payments to GPOs in Wairarapa may be brought into line with payments to other LMCs. If this eventuates there is a risk that GPOs will exit the service. 
2.9
Implementing the Wairarapa DHB Strategic Approach

As indicated in section 1.3, Wairarapa DHB’s strategic plan sets some overarching strategic directions, or themes, for addressing each of the DHB’s priority outcomes.  The DHB’s priorities and strategic directions align well with those of government. The DHB approach is to work with others across the whole continuum of need, using both population and individual approaches, with increasing emphasis on health promotion and disease prevention.  This is summarised in the diagram on the next page. 

Implementing Healthy Eating Healthy Action in partnership with other agencies is central to achievement of all Wairarapa DHB strategic priorities
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2.10
Healthy Eating Healthy Action (HEHA)



In keeping with the DHB’s strategic theme – healthy lifestyles, implementation of Healthy Eating, Healthy Action is integral to achievement of each the DHB’s priorities.  As well as all being summarized here, some HEHA initiatives are also listed under each priority in section 3 of this plan.  

Wairarapa DHB is implementing HEHA collaboratively with many other agencies and stakeholders to ensure an integrated approach across Wairarapa.   This involves networking and communicating effectively with:

· Wairarapa Community PHO

· Schools and Boards of Trustees

· Regional Public Health and the Ministry of Health (particularly with respect to the developing regional public health plan)

· Territorial local authorities

· Sport Wairarapa

· Maori providers

Past Year Achievements

· Increased awareness of exercise and nutrition needs in schools, including kohanga reo and Kura Kaupapa Maori, and increased the number of health promoting schools

· Promoted the importance of a healthy breakfast (in conjunction with the MeNZB campaign)

· More than doubled the rate of Green Prescriptions

· Supported the expansion of exercise programmes for Maori, particularly kaumatua

· Implemented the 10,000 steps programme for DHB staff.  33% staff participated resulting in 17% increased physical activity and significant health benefits.

· Worked with TLAs to produce a single physical activity plan for Wairarapa – “Active Wairarapa”

The Year Ahead

· Continue the Walk Wairarapa initiative through September to October of 2006 involving 150 participants and representatives from the community, TLAs, local businesses, DHB, and some schools.  
· Consult with Maori providers and Marae committees to introduce a similar programme for Maori.  
· Work with Health Promoting Schools to increase gardening initiatives in schools, as are already developed in Douglas Park and Martinborough schools
· Work with at least 8 primary schools to develop, encourage and support the implementation of nutrition and physical activity policies in those schools.
· Work with Wairarapa supermarkets to encourage the donation of healthy food to the Food Bank bins and allow healthy choice messages to be displayed.
· Work with the early childhood sector, including kohanga, to support nutrition and physical activity policies (including implementation of the Health and Physical Education Curriculum) 
· Plan, develop and implement the Fizzy Free DHB project
· Support the NZ Breast Feeding Authority to implement the Baby Friendly Community Initiative pilot in the Wairarapa 
· Continue to work with the regional and local councils, SPARC and the PHO to develop physical and social environments and programmes which facilitate increased physical activity at regional, and local level through implementation of “Active Wairarapa”
· Support primary health service providers (PHO and Maori) to develop community initiatives that support healthy food choices and support lifelong physical activity 
· Provide advice and support to local groups about nutrition, physical activity, and health promotion approaches with a particular emphasis on sports clubs, workplaces, and after school programmes
· In partnership with WOOPS plan, implement and deliver nutrition and physical activity programmes for older people. 
“Fizzy Free DHB”

This initiative is within the national context of District Health Boards modeling healthy lifestyle behaviours (e.g. “Smoke Free” and “10,000 Steps” projects).   Wairarapa DHB will be following Hawkes Bay DHB ’s example by adopting a policy to guide provision of on-site refreshments.  The DHB will be working closely with the contracted catering provider and other providers of snacks and drinks to remove fizzy drinks (and their promotion) from canteen and drink dispenser options.  It is anticipated that considerable consultation will be needed in order to implement this initiative.

Active Maori

The DHB contracts with two Maori providers for Whanau Ora and Early Intervention for Koroua and Kuia.  In 2005-06, activities provided and promoted by these providers included:

· Hip Hop sessions with Nga Kohanga Reo and Te Kura Kaupapa Maori O Wairarapa

· An increased number of Tai Chi classes offered at increased venues (Marae, community centres, and Community Trust owned rest homes).

· Swimming Activity group for Kaumatua

· Annual Kaumatua Hikoi (53 people participated on this 9-day venture which included a tour of the middle North Island, linked with various cultural and physical activities).

·  Activity sessions in community centres (e.g. Featherston) and at the gym (with personal programmes also provided).

In 2006-07, the DHB will be supporting a continued focus on the above activities as well as linking these opportunities more closely with the PHO’s increasing use of  Green Prescriptions (over 30% increase) through a new ‘Healthy Lifestyles’ programme delivered by a Maori health provider.

Active Wairarapa – Wairarapa Physical Activity Plan 2005-2008

The development of this plan was initiated by the Wairarapa’s three District Councils in collaboration with most agencies operating in the Wairarapa. The key goal of ‘Active Wairarapa’ is to increase the level of physical activity in the Wairarapa. Due to the very clear links with the Health Eating Healthy Action Plan and the anticipated positive impact on obesity and overall health outcomes, the DHB is committed to its implementation. DHB staff participate in the ‘Active Wairarapa’ steering group and the DHB is contributing to the funding of a coordinator position. Planning is also underway for a community wide initiative to fight obesity in Wairarapa.  

2.11
Reducing Inequalities

Wairarapa DHB’s Health Status Report, completed in 2005, and the Ministry of Health report ‘Monitoring Health Inequality Through Neighbourhood Life Expectancy” both indicate there are significant inequalities in health between different population groups within Wairarapa, and that the degree of inequality in Wairarapa is high relative to the rest of New Zealand.  The DHB’s strategic plan shows a strong focus on reducing inequalities with particular emphasis on improving the health status of Maori, poor people, older people, and children and youth.  In each of these groups HNA data shows health outcomes in Wairarapa lag behind those achieved elsewhere in New Zealand.  

The Health Status Report, 2005, has raised awareness of equity issues and inequalities and increased commitment to address them.   The DHB and Wairarapa PHO both use the ‘equity lens’ in assessing and deciding on programmes and interventions.  Across all services there is increasing measurement of utilisation and outcomes by ethnicity, age, and deprivation decile.  

A specific project for 2006 is to research the health needs of kaumatua living in South Wairarapa. The project aims to assess health status and find out how local Maori think services and interventions could be improved so as to better meet their needs.

Wairarapa DHB routinely assesses its efforts against the Ministry’s Health Equity Intervention Framework to ensure that interventions are being pursued at all levels.  Some examples of action at each level are:

Level 1 – Structural

Progressing our partnership relationship with Maori at governance level

Level 2 – Intermediary pathways

Working with Maori, low income groups, and older people, to increase physical exercise, improve nutrition, and housing – through a range of programmes delivered by Maori providers, the PHO and  joint initiatives, such as Tai Chi, and Healthy Homes.

Level 3 – Health and disability services

Improving access to services by reducing or removing financial barriers (eg through roll out of Primary Health Care Strategy and provision of oral health surgery through the surgical bus service)

Providing services to meet specific cultural need – rongoa

Researching the health needs and preferences of specific local groups

Level 4 – Impact

Providing (new in 2006) a respite care co-ordinator to improve access to respite care and carer support for older people and Maori 

Introduction of a kaiawhina service for Wairarapa hospital

For further information on plans to reduce inequalities see sections 3.1, 3.2, 3.3 and 3.4. 
Wairarapa DHB works across the health care continuum
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Lifestyle factors


Drug and alcohol consumption, smoking, diet and exercise are major determinants of health status and outcomes. Compared with all New Zealand, Wairarapa people have:


More hazardous drinking


Similar levels of marijuana use


Higher percentages of smokers


Similar fruit and vegetable consumption


More obesity


Similar levels of physical activity
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The Ministry of Health Public Health Intelligence Unit, in a report published in April 2005, identified that the five major areas of need for public health action in Wairarapa are:


Smoking


Obesity


Alcohol and Drugs


Physical activity


Suicide
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