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Dear Mr Wilson

Governmrent’s Expectations for Pay and Employment Conditions in the State
Sector and capping management and administrative employee numbers —
application to District Health Boards

Attached to this lefter is a copy of the Government's Expectations for Pay and
Employment Conditions in the State Sector (the Expectatlons) given effect by CAB
Min (09) 5/5A.

The Expectations are appropriate for the seriously deteriorating economic and fiscal
environment, and necessary o support New Zealand’s economic recovery. They
bring together the Government’s objectives and priorities for pay and employment
conditions in the State sector within a consistent framework.

The Expectations apply more broadly than parameters which have been issued
before. They constitute the. Government's expectations of how all pay and
employment conditions should be set for all employees {not just through collective
bargaining) and they apply across the whole State sector, with the exception of State
Owned Enterpnses

I expect you and your board to take the attached Expectations into account when pay
and conditions are being established or reviewed at your District Health Board
(BHB). Under the principle of no surprises as set out in your enduring letter of
expectations, | expect your DHB fo consult with the Director-General of Health
regarding your employment relations and bargaining strategies. If your DHB intends
to take action that could be at odds with the Expectations this will, in some cases,
require the approval of Ministers. In all cases, [ will need fo be informed.

Key messages from the Expectations are that pay and empioyment conditions
should:

. contribute to the achievement of the strategic business outcomes of the agency,
the overall improvement of front-line services, cost effectiveness and
efficiencies; ‘ : -
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. foster continuous improvement and productivity enhancement,'recognisin_g and
rewarding individual and collective contributions;

’ be fiscally sustainable wifhin baselines, responsible, and demonstrate value for
- money;

. be managed to avoid flow-on imbli-cations across the State sector;

. be fair to employees and to taxpayers: 7
- Faimess to taxpayers means the value of all conditions, including
remuneration, is taken into account, will not be extravagant and will not
lead the wider labour market. _
- Faimess to employees (in this context) means that retention of
employment is a key consideration and that all condltlons including
remuneration, should be fair to the individual.

- Additionally, in accordance with the attached, | expect you to provide me, the Ministry

of Health and the State Services Commission each year (by 30 June) with
aggregated information on remuneration, remuneration movement over the year, and
future remuneration plans. Further details of remuneration information that is
required will be provided by the State Services Commissioner.

The Govemment intends that a cap on the number of management and
administrative employees at each DHB is established. This is to allow the
rebalancing of resources within DHBs in order to focus on frontline service delivery.
The process of establ:shmg the cap is underway.

Further mfonnatlon on the application and implementation of the Expectatlons will be

issued by the Director-General of Health. Should you require more information in the
interim, please contact the Ministry of Health at employment_relations@moh.govi.nz.

Yours sincerely

Ryarn

Hon Tony Ryall
Minister of Health

cc:  Murray Georgel, CEO, MidCentral DHB
Stephen McKernan, Director General of Health
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Govemment’s Expectatlons for Pay and Employment Condltlons in the
State Sector '

1 Introduction

This document sets out Government policy and expectations for all pay and employment conditions in
-the State sector. These expectations apply to all State sector agencies (excluding State Owned
Enterprises). For the purposes of these expectations “pay and employment conditions” lnclude all
processes for adjusting remuneration and condltfons and collective bargaining.

- These Expectations replace the Government Bargaining Parameters issued in September 2008, and
will be revised from time to 'time. They may be supplemented by additional specific expectations.

These Expectations are written within the context of a seriously deteriorating economic and fiscal
environment. This is a time in which the State sector must play its part by improving productivity and
the delivery of services to the public. We expect pay and employment condlt:ons to be developed io
achieve this, : . :

2 Government policy

The Government requires State sector agencies to:
. run sfficiently and without waste, being focused, effective, and productive
» - deliver high quality, frusted, relevant and accessible services {o citizens.

Government’s overarching policy for empioyment and workplace relations is that:

« . all parties are freated fairly and with respect . ' _

»  workplace relations are based on good faith, natural justice, human rights, good employsr
practice and requirements, and relevant legislation

o  thereis flexibility and opportunity for all

« - bargaining is efficient, effective and focussed.
3 Principles .

Pay and employment conditions for Sfate sector agencies including collective bargaining strategies
and setlements, must:

. contribute to the achievement of the strategic business outcomes of the agency, the overall
improvement of front-line services, cost effectiveness and effi iciencies

. foster continuous improvement and productivity enhancement, recognising and rewardmg
individual and collective coniributions :

. be fiscally sustainable within baselines, responsible, and demonstrate value for money
. be managed to avoid flow-on implications across the State sector;

. be fair to employees and to taxpayers: ,
- Fairmess to taxpayers means the value of all conditions, mciudlng remunera‘slon, is taken

“into account, will not be extravagant and will not lead the wider labour market. -
- Fairness to employees (in this context) means that retention of employment is a key
consideration and that all condmons including remuneratlon shculd be falr to the.
individual. S . . Lo e
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4

Implementation

The Govemment anticipates the State Servuces Commissioner will determlne that these Expectations
will form part of the conditions of delegation of responsibility for the negotiation of coliective
agreements to Pubiic Service chief executives, under s.70 of the State Sector Act. ‘Where
consultation with' the State Services Commissioner -or the Director-General of Health is required,
these Expectations will form the basis of advice to those agencies.

Responsible Ministers will require boards of Crown entfities to have regard to these Expectations -
when establishing their pay and employment conditions as defined in the Introduction above.

4.1

4.2

Remuneration and conditions

All agencies must provide their Minister, monitoring department and the State Services
Commissioni§SSC) each year (by 30 June) with aggregated information on remuneratlon
remuneration movement over the year, and future remuneration plans.

Pay adjustments must not lead -private ‘sector movements and trends and must take info
account the total cost and value of empioyment conditions.

Outcomes of Remuneration Forums, where they exist, should reflect these Expactatlons Pubilic

" ‘Service Depariments that run Remuneration Forums must consult SSC before committing to an .

outcome

AII agencies must have regard to these expectatlons when setting employment relahons
policies.

Public Service Departments should consult SSC before lmp!ementmg conditions that will result
in increased costs of employment,

All agencies should try to target any recruitment and retention issues that arise without fuelling
wage inflation and must have regard to potential flow on implications.

The Government expects efficient, effective and focussed bargaining, therefore does not
generally favour backdating terms of sett[ement or parts of them.

- Where appropriate, approval of an agency’s responsiblé Minister, the Minister of State Serv:ces
~ and Minister of Finance is required where the agency wishes to pursue a course of action which

could be seen to be at odds with these Expectations. Other agencies must inform their
responsible Minister in those circumstances. '

| Bargaining Strategies

. The S8C has, and recommends 2 guu;ie to preparing, a good bargam:ng sirategy. in brief, a

bargaining strategy shouid:

- incorporate the elements of these EXpectatlons

- cover effective risk identification, mitigation and management
- - include full costings and approvals; -

- clearly address the principles contalned in these Expectat[ons

Pubilc Service Departmeants must have a collective bargalnlng strategy approved by the State

) Sennces Commlssmner and must nét commence bargamlng withaut SSC approval.

Other agencies required fo consult elth_er the State Services Commissioner, or a monitoring
deparfment, must have a bargaining sirategy as the basis of that constiliation.

February 2009
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Mr lan Wilson

Chair

MidCentral District Health Board

Corporate Office

- PO Box 2056

- Palmerston North Central
PALMERSTON NORTH 4440

Dear Mr Wilson

EXPECTATIONS ON CAPPING GROWTH IN MANAGEMENT AND ADMINISTRATIVE
PERSONNEL EMPLOYED BY DHBS :

Firstly, thank you for your response to my letter of 17 December 2008. | am pleased that
you have chosen to work in a way which aligns with the Government's 100-day Action
Plan, specifically to halt the growth in health bureaucracy.

Having considered your letter of 28 January 2009, and subsequent discussion and
correspondence with the Ministry of Health, | consider that the cap number for accrued
FTEs in the Management and Administration Personnel category within your DHB
(including within any entity which you would include in your consolidated accounts for
reporting purposes) should be 560. That figure applies from 31 December 2008 and is
calculated as follows: ‘

Number Comment
FTEs employed (accrued) 538.03 Details below
+ contraciors 10.90 " As per original letter
+ advertised vacancies 10.20 Details below
+ subsidiaries ) 0.00
+ other (including committed : 0.00
positions where appropriate)
= Total 559.13 Rounded fo 560

In reaching this total | have included 1.00 accrued FTEs for national programmes under
advertised vacancies not included in your original letter. Under the base employed FTEs
(accrued) | have removed 19 Enable accrued FTEs incorrectly classified and ceased
temporary roles. No allowance has been made for the Clerical MECA settlement.
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It is my expectation that you will not increase your accrued FTEs in the Management and
Administration Personnel category, whether by reclassification or otherwise, above the
number in this letter without my prior written approval. If management and administration
functions performed in-house as at 31 December 2008 are outsourced there will need to
be a consequent reduction in your cap.

In addition, | am conscious that you have an interest in shared services agencies. While
not fully controlled by your DHB, these entities are relevant to managing bureaucracy.
The number of FTEs in the Management and Admlmstratlon Personnel category within
those entities as at 31 December 2008 were:

AGENCY FTE Numbers
ARRMOS 33.00
NSDA 57.15
Health Share 20.00
TAS 24.80
SISSAL , 30.84
DHBNZ 56.67

I expect that you will not act in a way (including by increasing funding or redistributing
staff) which will increase those shared service agency numbers.

As to reporting, would you please from May 2009 (for April 2009) provide as part of your

monthly financial reporting to the Ministry: _

. the actual numbers for accrued FTEs in the Management and Administration
Personnel category within your DHB (including within any entity which you would
include in your consolidated accounts for reporting purposes) using the cap
calculation formula set out above, and

*  details of rvanances to the cap relating to shared services agency numbers.

The Ministry of Health will monitor and report to me on actual performance and variances
on a monthly basis.

Please address this matter in your planning process and documents for the upcoming

period. | will be focussing on this issue when considering your District Annual Plan for
2009/10 and outyears.

Once again, thank you for your assistance.
Yours sincerely

Jegann

Hon Tony Ryall
Minister of Health
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CENTRAL REGION DISTRICT MEALTH BOARDS

Update for Central Region DHB CEOs and Boards - May 2009

Introduction

RCSP activities are on track with the vulnerable services project and clinical networks continuing to
make progress. Nominations for the Clinical Leadership Group will be considered this month.
Communicating the plan will be a focus over the second half of the year.

Programme team

In-kind resourcing of DHB members for programme team was not supported in the expressions of
interest process last year so reorganising of TAS resources is being explored to fund this.

Clinical Leadership Group

Nominations for this group of hospital service and primary clinicians were sought over April. There
has been a good level of interest and the nominations will be considered by CEOs at their May
meeting. The clinical leadership group will work in partnership with the steering group and will
convene in June. While the group will need to meet face-to-face at times it is expected that the use
of conferencing technology will be increasingly utilised to conduct regional business.

Communications and stakeholder engagement

A detailed programme of communications will be developed once DHB communications managers
provide feedback on the draft plan in early May. In the meantime an engagement summary
document is being developed for DHBs to use as part of District Strategic Planning processes. It is
hoped that this may also be suitable for use through DHBs and primary health providers.

Primary Network

The steering group approved a Terms of Reference for a Primary Network to progress
communicating the plan across the primary health sector. The network will be a virtual group that
will work out how best to communicate with primary health. Essentially it will form the top of a
communications tree that will be the contact link between the steering group and clinical leadership
group and the wider primary sector.

The RCSP implementation work programme

Vuinerable services
Development of a stocktake survey is nearing completion and the group of senior DHB clinicians
and managers continue to provide guidance to the process. The group have developed the
following set of draft principles (summarised).

s The project will do more than assess the problem, its about outcomes and solutions

s Acknowledgment that many services have vulnerabilifies or pressure points

s A regional lens is necessary as a problem in one DHB will have flow on effects to others
_‘ s This is about strengthening services within the region
! » Clinical viability has patient service and financial aspects. Both elements need to be looked at
» Accepting there is a duly of care to collaboratively engage and work on finding clinically and
i financially viable solutfions
« Collectively being accountable and working regionally first before looking for out of region solutions

3 » There are a range of solutions for a vuinerable service. Some of these can be addressed at a district
'ﬁ level while others will require a sub-regional, regional or national response ;
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The final step before sending out the survey to DHBs (late May) will be seeking feedback from
C0OO0s, GMs, CMAs, DoNs.

Communications to support the survey and provide clarity about purpose will be important, namely
that the work builds on earlier work done as part of the RCSP and will be used as a basis for
regional planning. A summary of the highest priority areas and mitigations will be provided to the
MoH (as per their 26 February request to all CEOs).

RCSP clinical networks

Responsibility for the oversight of the regional clinical networks (plastics, cardiology and renal) now
rests with the RCSP steering group. Following on from the initial summary last month, ‘Updates to
CEOs and Boards’ will continue to provide an outline of the work being completed.

Cardiology

Pre-hospital thrombolysis is being established in Hawke’'s Bay (pre-hospital thrombolysis can
reduce mortality from heart attack and is particularly important the greater the distance from
hospital). New software is being tested and the expected ‘go live’ date is mid June. MidCentral and
Whanganui are also working towards establishing this service and St. John's are working with both
DHB's to plan the logistics of implementation. Given the large border (and consequential overiap
between MidCentral and Wanganui) it makes sense to move things forward in both DHB's at the

same time.

A Central Region forum ‘Cardiology 2012" is being held in June to identify the current and future
requirements for cardiac services covering the continuum of care. The outcome of this forum will
guide the work programme for the cardiac network for the next two years.

Renal

Along with the Integrated Care Strategy mentioned last month the Central Region Renal Network

(CRRN)} will be considering the following work at its May meeting.

» A requirements document for a regional renal IT system which will deliver benefits for patient
management and business needs. The system will enable sharing of clinical information, better
communication between providers and improve data for reporting and planning.

« Survey of renal units (includes international as well as New Zealand units) and geographical
data of travel distances between dialysis centres and patient's homes within the Central
Region. This is part of the Service Models and Workforce project which will identify potential |
gaps and inform the future service provision including where dialysis services are located and
recommended models of care. Recommendations are expected from this work by August.

f Plastic Surgery

Current initiatives include sirengthening the Service Leadership Group through consumer

| representation, delayed-reconstructive breast surgery, reconstructive breast surgery information for

' patients and developing a regional service strategy. The latter two projects have a delivery date of
July 2009.

Key Contacts

Project Sponsor: Murray Georgel, CEO, MidCentral DHB

Steering Group Chair: Bridget Allan, GM Planning & Funding, Hutt Vailey DHB
Project Director: Mike Grant, GM Funding Division, MidCentral DHB
Programme Manager: Andrew Campbell-Stokes, TAS

More information on the RCSP can be found on the project website: www.rcsp.org.nz | o

wtas
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30 April 2009
. Ref. No
Murray Georgel
CEO
MidCentral DHB
PO Box 2056
PALMERSTON NORTH

Dear Murray
DHB Asset Management Planning Expectations for 2009

As your DHB is aware at the national level the Health System is expected to demonstrate
that it has a long-term capital plan that will deliver the most clinically and financially viable
configuration, or re-configuration, of DHB health services. This is due to the Government's
Capital Asset Management (CAMs} initiative.

We cannot deliver on that requirement without improved asset management planning and
related service planning by DHBs.

During 2008, the National Asset Management Leadership Group, a project of the National
CFO's supported by the National CEOs, developed a framework and a toolkit for DHB asset
management planning. Please find attached a copy of the expectations and timeframes
agreed, this includes details of the asset management toolkit provided electronically to your
DHB.

In order to meet CAMs deadlines it is essential that significant progress is made between
now and 31 August 2009 on improved asset management. The 31% of August is when
DHBs must complete final DHB and Regional Asset Management Plans. Following this the
Ministry must complete a National Asset Management Plan and Long Term Capital Profile
that will detail how the Health System will direct its capital investment to begin to address
future service configuration needs.

We look forward to your support in implementing improved asset management and enabling

the Health System to meet the challenges ahead.
DoER | Yoq ETER

Yours sincerely FILE NUMBER
FORACTION BY I C@Qp
/)«7; ;OPEES 70 ~=ey
Deborah Roche 2 Anthony Hill

Deputy Director-General

Deputy Director-General .
Sector Accountability & Funding

Health & Disability Systems Strategy

Encl.
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DHB Asset Management Planning Expectations for 2009

The Government has made clear it expects greater efficiency in health spending,
including maximising DHBs’ return on existing and planned capital investment. In
addition, to be clinically and financially viable the health system must respond to
population and disease state changes, new technology and models of care, and
workforce constraints. Neither the Government’s expectations for better quality
spending, nor the challenges facing the health system can be met without
improved asset management by DHBs.

Improved asset management by DHBs is also required by Cabinet as part of the
Crown’s Capital Asset Management (CAMs) program and by the National Capital
Committee (NCC) if major business cases are to be recommended for funding.

During 2008 the National Asset Management Leadership Group, a project of the
National CFO’s supported by the National CEOs, developed a framework and a
toolkit for DHB asset management planning. These were finalised at a National
Asset Management Workshop on 19 November 2008 and agreed with the
National CFOs on 20 November 2008. The outcome is a clear set of
expectations for DHB asset management planning in 2009, supported by the
attached set of tools to assist DHBs. This was endorsed by the National CFOs
on 19 February 2009.

Asset management planning for 2009

To meet both the needs of DHBs and the Government's expectations it was
agreed that DHBs should completed a DHB asset management plan (AMP) and
that each region should complete a Regional AMP. These documents can be
short summary documenis (16 to 20 pages) that draw conclusions from the
associated service justifications and capital intentions and asset management
spreadsheets; which shouid be appended to the AMP.

Health service planning and asset management

It is likely that many DHBs will have gaps in their asset knowledge, particularly
around translating current and future health service needs and new models of
care into an appropriate asset response. It is acceptable in the 2009 AMP to
highlight such issues and detail how they will, or should, be resolved.
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Key AMP dates for 2009

There are three key AMP dates for 2009;
s 8 May draft summary DHB AMPs due

» July, compilation of DHB AMPs into a regional document for discussion at
a regional workshop and agreement on approach to a Regional Summary
AMP

* 31 August final DHB and Regional AMPs due.
In addition some regions have begun holding regional workshops to prepare and
plan for DHB AMPs.

These dates are intended to fit with the annual DAP and NCC capital cycle
below.

2009 Asset Management, Capital, DAP, DSP & CAMs Cycle

't prepare and p!an for DHB AMPS

: : Asset Management Plan ue
: (16 -20 pages, plus AMP
mplates & spreadsheets)

" duly = bréft regional AMP °
Diie one week bafore agreed
date of reglonal AMP ‘workshop

July - Regi_ona_l AMP wprkshqp o
...+ wotkshop Regional AMP

30 Septe ber . -
Capn:al _Profl[e due to Treasury

= _T.e'.??n

DSP Dates - are to be determined
by the Regions and advised to
the Ministry. DSP financial
statements are for 10 years.




Tools available to assist DHBs

A toolkit has been developed to assist DHBs to complete AMPs. The toolkit
consists of;

e Table of contents for an AMP

= Service justifications for capital intentions template to enable the current
and future service drivers of asset investment to be analysed on a service
by service basis

» Asset management and capital intentions spreadsheets to enable analysis
of each DHB’s asset base and consequent capital intentions and capital
funding requirements

» Affordability model to enable the future financial (capital and operating)
impacts to be analysed

* National health asset standards to enable a simple single naming
standard, estimated life, criticality and valuation standard for items of
clinical equipment, see www.namsproperty.com (these will be updated via
a DHB led project when agreement is reached)

» Link to the NAMS asset management manual and web site for asset
management expertise supported by Treasury, see www.nams.orq.nz

These tools above are attached to the electronic copy of this letter.
AMP financial expectations

DHBs AMP financials are expected to show the full financial picture of the capital
intentions planned in response to identified service needs and planned
configuration of services. AMPs are living documents, and in a sense are always
works in progress, therefore the financials may show adverse, or perhaps
untenable, financial consequences of the AMP. In such cases the AMP should
indicate the steps planned to address an adverse financial outcome. These
steps may be either exploring different asset investment options or service
configuration, including regional and national options for both. However,
affordability issues must be resolved in order to secure NCC support for major
business cases. The NCC affordability criteria that must be met is; “over the life
of the project can the DHB break even given its forecast revenue? Or, if not,
does the project make an acceptable contribution to the DHB’s long-term strategy
to break-even?” The attached financial model may assist in analysing the
financial impacts of the planned asset investment and associated operating
costs.

Regional AMP leadership

The national AMP workshop and the February 2009 CFO meeting agreed that in
2009 leadership of asset management should be led from the regions. This
includes regions agreeing on a regional representative to be a member of the
2009 National Asset Management Leadership Group.
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As an interim measure the following individuals were agreed to initiate progress
on regional AMP planning;

Northern Region. Ron Pearson — Counties Manukau DHB

Midland region. Erica Clarkin — Waikato DHB

Central Region. Eric Sinclair — Wairarapa DHB

Southern region. Jan Barber (SISSAL) and Wayne Champion — West
Coast DHB

Because the 2009 regional AMP is the first regional AMP it is likely to highlight
problems (such as duplicate investment or inefficient service or asset
configurations) and potential improvements that cannot be solved in the period
allowed for the 2009 regional AMP. In which case it is acceptable for the regional
AMP to highiight such issues and detail how they will, or should, be resolved. It
is expected however that regional AMPs will be more than the sum of individual
DHB AMPs. Regional AMPs should identify were benefit is to be found from
regional service and asset solutions and seek solutions to adverse
consequences (for example untenable financial impacts) identified by individual
DHB AMPs (and individual DHB AMPs be updated accordingly). At the national
AMP Workshop a threshold of $1M for inclusion of capital projects was agreed
for regional summary AMPs, although regions may choose to include lower value
projects if appropriate (for example if a regional joint purchasing initiative is
planned).

Process and leadership of DHB AMP planning

DHBs discussed at the 2008 National Asset Management Workshop how best to
operationalise asset management and have recommended that DHBs should
establish a DHB AMP Leadership Group that includes expertise and decision-
making authority in finance and funding, strategic health service planning,
demand and capacity modelling, facilities and assets and information technology.
It would be expected that this would include representation from the Funder Arm.
This group should chalienge and critique the service justifications for capital
intentions template(s) completed with input from each service area (in addition to
capital planning provided by IT/IS, Biomedical Engineering, Corporate and
Facilities).  The service justifications template, together with the asset
management spreadsheet data and results of the financial modelling should be
used to complete both the 16-20 page summary AMP and the capital intentions
spreadsheet. The templates and spreadsheets should be appended to the AMP.

For further information, or to provide feedback on the toolkit or AMP
expectations, please contact Devon Diggle at the Ministry of Health, email
devon_diggle @ moh.govt.nz, telephone 04 470 0631.

Ministry of Health DHB National CFOs
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Thursday 2™ April 2009

To Chief Executive Officers and Chairman DHB Board of Representatives;
MidCentral District Health Board

Taranaki District Health Board

Whanganui District Health Board

Hawkes Bay District Health Board

Wairarapa District Health Board

From;

Mark Mabbett

General Manager

Allied Laundry Services Limited

Allied Laundry is now a viable business that is meeting the needs of the customers, stakeholders,
employees and is returning a dividend to the shareholding DHB’s. The 2007/08 year saw a profit
being returned to the Shareholding DHB’s and the 2008/09 looks to become a profitable year also.
Increased processing volumes from the DHB’s coupled with the improvement in processing
efficiencies has resulted in high monthly profit results. The business continues to develop and
streamline operations, processing, pricing and product lines. Capital investment in 2007/08 has
realised all anticipated FTE savings, come in under budget and has realised other unanticipated
savings in labour and energy. Capital investment in 2008/09, although looking to come out over
budget has resulted in further FTE savings and will result in considerable energy reduction.

End of year result.

End of year profit result looks to be around the $400,000 mark, which is very good resuit for the
operation.

The DHB’s have certainly increased volumes through the plant; the comparative 2008 average

weekly tonnage was around the 51 tons per week, now (2009) weekly tonnage is around the 56 tons
per week. This extra processing has seen Hospital revenue currently running, to and including

February 2009, at $223,000 over budget. Theatre linen processing is up on budget by $40,000 and
commercial revenue is up on budget by $24,000.

The allocation of the year end wash up will be made available to the CEO’s of the shareholding
DHB’s around June 2009.

DOC NUMBER Moq-2038

FILE NUMBER Q?)S -1
FORACTION BY| ~ ey
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Cash flow

Allied Laundry has invested considerably in new machinery and plant modifications over the last 6
months. This investment has been funded by a loan from the BNZ of around $1.2m. Cashflow is
being closely monitored and managed.

Lost Stock Charges.

Anticipated lost stock charges are around $240,000.

It is expected the charge figure will be finalised by the second week in July. To coincide with end of
year financial reporting DHB’s may wish to accrue for the lost stock charge. The approximate
throughput for each DHB as a percentage is shown below.

Taranaki 19% Wanganui 13%

MidCentral 37% Hawkes Bay 31%

Price Increase

Allied Laundry is having a very successful financial year. The high processing volumes have lifted
revenue considerably although this has placed the plant under considerable pressure and has led to
hefty overtime accounts. Energy expenditure is being closely managed and is coming in under
budget. The investment in the new Continuous Batch Washer has seen the reduction of three FTE’s
in the plant. Energy and water usage will fall considerably with the new CBW in place.

The above cost reduction initiatives have allowed Allied Laundry to manage this coming financial
years expenditure and there has been a zero price increase budgeted for the 2009/10 financial year.

Linen Standardisation

The linen standardisation process continues on, although at a less frantic pace than previous.
Another couple of items from the DHB’s are currently undergoing removal from supply. Allied
Laundry has reviewed the supply of bed quilts which are twice as expensive as other comparative
products and take longer to process; the quilts are to be phased out over the next 5 months. Allied
laundry is also reviewing the supply of underblankets, bassineite sheets, medi pad chair and nurses
aprons. After these items have been removed the standardisation program will effectively be over.

Honeycomb Sorting and Ancillary Rail System.

The installation of the Honeycomb Sorting and Ancillary Rail System in late 2007 has been a
continuing success for the organisation. The FTE reductions have been maintained, the project
came in under budget and the project resulted in considerable unexpected energy savings. Allied
needs to process around 11-12 tons per week through the sorting system, which is being handled
comfortably at present. There is excess capacity with the system and it is agreed that the system
could comfortably sort, with the addition of two FTE’s around 20 tons of linen a day, allowing the
introduction of further DHB processing.

uali

Allied Laundry is being seen throughout the DHB’s and Commercial Customers as a high quality
linen service provider. Allied Laundry is offering a higher generic quality linen service than



previous years and will continue to improve quality and service practice to reduce costs and ?' 3 ?
maintain quality to all customers.

The recent round of customer surveys has highlighted the linen and service quality improvements of
the last few years. The District Linen Committees bear out the success of the quality improvement
process with most committees now meeting every 2 months and with very few service or quality

issues raised.

Capital Investment

Allied Laundry has completed a significant capital investment in the last 6 months with the
replacement of the Milnor Washer / Extractors with a 50kg per batch, 13 pocket Continuous Batch
Washing machine (CBW). The CBW processes a load of linen every 2 minutes. The introduction of
the CBW has resulted in the reduction of plant staff by 3 FTE’s and will see significant steam,
water and waste water reductions. The Milnor’s processed each kg of linen using 25 liters of water
the CBW processes each kg of linen with 6 liters of water. The CBW has come in over the expected
budget of around $1.6m by about $200k. The over expenditure has been the result of under
estimation of sire work and the expansion of the project to account for the increased processing and
the MCDHB accreditation process in May 2009.

The introduction of the CBW has resulted in Allied Laundry becoming one of the most modern and
up to date plants in New Zealand.

With the introduction of the new CBW and the retention of the old CBW Allied Laundry is well
placed to take on any further business, including volumes from other DHB’s. Plant plans, business
cases and budgets have been completed for the acquisition of further processing volumes and ail
show Allied Laundry can meet the demands of significant expansion of processing volumes and
there will be economies of scale benefits to the current shareholding DHB’s.

New Business.

Allied Laundry is soon to introduce a website and brochures into the general market place in order
to attract new business to the organisation. A professional website with an over view of Allied
Laundry will showcase the plants professionalism and the organisations desire to be active in the
regional market for hospitals, rest homes, doctors surgeries etc.

The continual improvements at Allied Laundry with efficiency initiatives, linen standardisation
programs, energy reduction plans and investment in capital that bring real benefits in FTE reduction
and energy savings has resulted in the Allied Laundry becoming a success and a meaningful
contributor to the shareholding District Health Boards.

Yours sincerely

Mark Mabbett
//Zm/ /// ¢
General Manager

Allied Laundry Services Limited



Appendix G

Statement of Financial Performance (Consolidated)

s

Mar-09

Revenue
Govt. & Crown Agency
Patient/Consumer Sourced
Other Income
Total Revenue

Expenditure
Personnel
Qutsourced Services
Clinical Supplies
Infrastructure & Non-Clinical
Provider Payments
Total Expenditure

Operating Surplus/(Deficit)

YTD Actual YTD Variance Variance
Budget
$000 $000 $000 %
148,626 346,119 2,507 1%
490 495 (5) (1%)
7,281 8,703 {1,422) {16%)
356,397 355,317 1,080 0%
119,004 115,795 {3,209) (3%)
17,211 14,366 {(2,845) (20%)
20,374 30,167 793 3%
51,302 54,227 2,925 5%
145,012 144,130 {882) (1%)
361,003 358,685 (3,218) (1%)
{5,506} (3.368) {2,138) 63%
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Appendix H
Statement of Financial Position
Actual
Jun-o07 Jun-08 Mar-09 Change
$o00 $000 $o000 $o000
ASSETS EMPLOYED
Current Assets 48,662 48,911 43,966 (4,945)

Bank/Cash 2,526 1,244 1,182 (62)
Investments < 3 months (Trusts) 495 416 476 60
Investments < 3 months 17,801 23,055 28,020 4,065
Investments > 3 months 16,000 10,000 o {10,000)
Other Current Assets 11,840 13,296 14,288 992

Current Liabilities {50,125) (47.498) (49.658) (2,160)
Capital Charge (3,782) (614) (1,768) (1,154}
Employee Entitlement Provisions (13,584) (15,406) (15,846) (440)
GST (1,734 {1,062) (1,509) (447)
Other Current Liabilities (31,025) (30,416} (30.535) (119)

Fixed Assetls & Investments 145,282 144.480 146,389 1,909
Total Fixed Assets (refer to note) 143,032 142,230 144,139 1,909

i Restricted Investments 1,500 1,500 1,500 0

i Investments 750 750 750 o

Net Assets Employed 143,819 145,893 140,697 (5,196)

FUNDS EMPLOYED

Share Capital 61,575 63,817 64,112 205

Revaluation Reserve 35,086 35,041 35,941 o

Trust and Special Funds 1,995 1,916 1,977 61

Retained Earnings (6,662) (12,054) {17,561) (5.507)

92,894 89,620 84,469 (5,151)

Term Loans 49,111 54,943 54,898 (45)

Long Term Liabilities 1,814 1,330 1,330 o

Total Funds Employed 143,819 145,893 140,697 (5,196)

Note:

i Land 9,825 9,825 9,825 o}
Buildings (including fitout) 108,361 105,486 101,608 (3,878):
Plant & Equipment 22,654 23,667 23,143 (524)§
Work in Progress 50093 3,252 9,563 6,311}
Total ] 143,032 142,230 144,139 1,909




Appendix I
Statement of Cash Flows
Mar-0g Qw1 Qir= Jan Feh Mar rs Qtr4 Full Year
($'o00’s} Actual Actual Actugl Actual Actual Actual  Forecast Forecast
Cash From Operating 2,583 31,824 39,984 5.472 1695  -32,817 690 2,280
Cash from Investing -5,049 -1,357 -160 -253 -958 -1,971 -2,074 -10,851
Cash From Financing ~30 -15 o 0 295 295 o] 250
Increase (Decrease) in Cash Held -2,496 30,452  -40,144 5,219 1,032  -33,803 -2,384 -8,321
Add Opening Cash Balance 35,615 33119 63571 23427 28,646 63,571 30,913 35,615
Closing Cash Balance 33,019 63,571 23927 28,646 29,678 20,678 28,529 27,304
! Net Debt Position: :
;  Funds Utilised 21,704 -8,673 91,471 26,252 25220 25,220 26,171 26,171
Useable Facility 71913 71,898 71,808 71808 7808  71.898 71,943 71,943:
Surplus / (Shortfall) 50119 80,571 40,427 45646 46,678 46678 45772 45,772
Reserved Funds 18,700 18,200 18,700 18,700 18,700 18,700 18,700 18,700
Available Facility 31,419 61,871 21,727 26,946 27,978 27978 27,072 27,02

Note: Under NZ IFRS, the cash balance is deemed to be the total of cash / bank balances and investments < 3
months. In the table above, investments > 3 months have been incuded to give the whole picture of cash and

investments.,
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TO Board

Chief Executive Officer NTRAL DISTRICT HEALIH BoARD

Te Pge Houora o Rughine ¢ fororig

FROM Manager, Administration & Communications

DATE 6 May 2009

MEMORANDUM
SUBJECT Communications: Update

Much work has been done in communications since the last update, with a continued focus in
the three strategy areas of promoting MidCentral DHB, promoting MidCentral as a workplace of

choice, and promoting healthy lifestyles.

A DHB-wide communications strategy has been developed, and service level agreements
developed (and agreed in principle) between the Communications Unit and each Division.
These will come into effect from 1 July 2009.

1. Promoting MidCentral DHB as a high performing organisation in which
people can have confidence

The Communications Unit has supported the DHB to ensure its communities are kept informed
of what health matters, including the DHB’s plans, performance, achievements, and decision-
making processes. Key initiatives over the past year have included:

1.1 QOur Health, Our District: This is MidCentral DHB’s community newspaper. It is
delivered to all householders at least twice a year. This initiative has been in place since
October 2002, and Editions 12 & 13 were issued in October 2008 and April 2009
respectively.

Edition 12: the key theme was “rural health”, and we featured the Rural Health Plan,
Tararua’s mirimiri massage services, and Tangimoana’s medical clinic. The new
respiratory and cardiology service initiatives in Horowhenua also featured, as well as
Tararua Primary Health Organisation’s fifth anniversary. In addition to rural health,
several public health initiatives, Supportlinks, and new technology at MidCentral Health
were also publicised.

Edition 13: the theme for this issue was encouraging people to seek health advice early
and preventative health measures, such as flu immunisation and cardiovascular checks.
The current financial climate was also discussed.

While no formal survey has been undertaken, the services featured in Qur Health, Qur
District advise they receive many comments from their clients regarding the articles.

1.2 Media: MidCentral DHB continues to use local media as a means of getting information
to the public. Media releases are issued by the Communications Unit on a range of
issues and achievements, and media inquiries are co-ordinated. For the period April

COPY TO: CEO’s Department
MidCentral DHB
Heretaunga Street
PO Box 2056
Palmerston North
Phone +64 {6) 350 8967
Fax +64 (6} 355 0616
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2008 to April 2009 97 media releases were issued. All media statements are available
via MDHB’s website.

Sadly, one of the local daily papers, the Horowhenua Chronicle, downsized last October.
The Horowhenua Chronicle is now published twice-weekly.

The majority of media within MidCentral DHB’s area take an active interest in health,
and feature a wide range of health matters — local, national and international.

The Communications Unit continues to offer new health journalists the opportunity for
an orientation visit to MidCentral DHB.

We continue to monitor newspaper coverage of MDHB and other health stories. Over
the past 12 months coverage remained steady. July/August continues to be a time
where a lot of media coverage is given to health stories, and there is generally a dip over
the Christmas/New year period. The Manawatu Standard, the largest local daily paper,
continues to give the highest coverage to health. The smaller community papers regular
feature health, particularly stories with a direct local perspective. The Dominion Post,
the regional daily paper, prints a range of health stories, but not many from its
provincial areas such as MDHB's districts.

Media Coverage by Newspapers 15 May 2008 - 15 April 2009
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1.3

1.4

§-uy

The Communications Unit also endeavours to get MDHB’s achievements and plans
featured in national media, such as professional and sector magazines, like NZ Health &

Hospital.

The Communications Unit continues to support services fo promote projects,
achievements and events both to internal and external parties.

Communication plans are developed for many specific incidents and projects, some of
which are not implemented as the potential issue does not arise.

Notable events over the past 12 months included:

o centralAlliance with Whanganui DHB. As this initiative is still in the early stages,
the focus to date has been advising of the DHBs’ intentions, and subsequently the
Minister’s support.

o Quality Improvement Committee (QIC): Informing staff at MDHB about the QIC
projects that are underway within the organisation to improve health delivery for
both staff and patients. Out of the five programmes MDHB has got four under way
and the fifth is being led by Ministry of Health.

o Launch of the HPV vaccine. In addition to national communication on this NZ-wide
programine, local communication took place.

o Information Systems Strategic Plan. A regular staff newsletter on this project
continues, and key initiatives are also the subject of media releases and Our Health,

Qur District articles.

o Opening of the new linear accelerator, and the launch of the new intern programme
with Otago University.

o Infectious disease outbreaks (including Hepatitis A and norovirus).

o Quality issues relating to a local Age Residential Care Facility: A comprehensive
communication plan, including residents, their families, staff, owners, governors,
GPs, etc was implemented.

o Renal services: Promoted renal patients’ work in the first Renal Art and Craft
display in the Palmerston North Library.

o Sentinel Events: The second national release of sentinel event information was
released in February 2009, and the Communications Unit supported MidCentral
Health in releasing local information.

o Linear accelerator: The purchase and installation of the new $7.4 million linear
accelerator and bunker.

For some initiatives, such as Healthy Eating, Healthy Action and Human Papilloma
Virus (HPV), specific web pages were developed targeting an appropriate audience.

Website: The new website has been in place for more than 12 months and an
independent review was undertaken to:

a. ensure it is working effectively and providing the anticipated benefits; and,
b. identifies any areas where enhancement can be made.
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The review included a disability audit carried out by ACCEase Ltd — an independent
organisation who specialises in this area. ACCEase Ltd provides expert advice in the
online disability sector and employs a range of people with different disabilities to
perform usability tests across websites against a set of accessibility criteria. Part of the
testing also includes a technical accessibility test that measures websites against the
international We3 Web Accessibility Initiative (WAI) guidelines and the New Zealand
Government Web Standards.

While in general the MDHB website complies with the New Zealand Standards,
technical limitations of a content managed system makes some disability standards
difficult to achieve in a cost effective way. Ongoing refinement of the search tool,
including appropriate metadata (keywords descriptions etc) is now possible as the site
has been in place for over a year.

The summary of the review is:

The MidCentral DHB website is considered a complex site in that it represents
all areas of the DHB, including MidCentral Health, and has an audience profile
that includes everyone in the district, specific regional groups and specific
national and international individuals. Furthermore the perspective that a
stakeholder may have when using the site can include such roles as health
consumer, carer, health provider, service provider, citizen, job seeker, media
representative, student and/or MidCentral staff member. Collaboration sites
and quick links have been effectively used to assist navigation of the complex
structure for some service areas.

Usage of the site has increased significantly since its redevelopment with the
total number of pages viewed each day being four thousand and the total
number of unique visitors each day being five hundred . For many staff the
website is an integral part of their work day and for the majority of job seekers,
both internal and external, it is now the preferred channel for job applications.

QOuverall the site, including the capability of the business to effect content change,
is considered in a positive light although a number of enhancements have been
suggested to improve usability. The enhancement areas that will have the
highest impact on the usability of the website are: more informative search
results; consistent placement of contact information; increased visibility of the
header link area; increased ease of locating documents (staff only); increased
internet speed (staff only); and streamlined input processes (super users only).

The Web Management Group is now considering the review and how it can be
implemented. Each change will be measured against likely use and cost. Some
improvements can be made with no significant up-front cost, but will take a significant
amount of staff time and training to achieve, eg the naming of linked files.

When MDHB upgraded its website, a lot of additional information regarding services
provided by all divisions was provided electronically, such as details of each ward,
shuttle bus services, and board/committee agendas. Through the web review, both
internal and external stakeholders are being asked what additional information they
would like to see to provided electronically.

On both the current and old website, MidCentral DHB offerd to provide information as
in other formats if required. To date, no requests have been received.

Communications is also scoping how an improved “feedback” form could be utilised to
allow users to provide general website feedback and ideas for enhancements. A new
look “contacts” page is also to be developed.



1.5

1.6

1.7
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The web upgrade provides the infrastructure to enable MDHB to provide business
functions on-line. An example is the electronic job application form which was
developed as part of the web project. Through a human resource information systems
project, it is intended that staff will be able to access payroll and training records online.
Similarly, the patient information systems upgrade currently being scoped will also
provide opportunities in this regard.

The new website also offers a collaboration function where staff can share documents
and work collaboratively on a project. This site is also available to non-MDHB health
professionals involved in projects and is seen as a key form of communication in the
health sector going forward. Currently a collaboration site is used to keep primary
health nurses informed of the latest developments in primary health and also to foster
primary health nursing across the MDHB region. Feedback has been positive, with
future improvements and enhancements to enable easier and more timely access a top

priority.

During the year we added multimedia functionality to the website. This provides ability
for pages to display links to approved audio and video files. The National Nurse
Practitioner video was the first to be displayed and accessed by the website.

MidCentral DHB’s communication policy and Style Standards reflect the three
communication principles noted at the beginning of this report. The Style Standards are
now to be updated following completion of the web project. These contain a “disability
considerations” section.

The Communications Unit continues to co-ordinate community initiatives so MDHB can
actively participate in the local community. The most significant project is the annual
Christinas present and foodbank appeal for people in need, which is done in conjunction
with Kmart and Salvation Army respectively. Donations were accepted at Horowhenua
Health Centre and Palmerston North Hospital.

Other initiatives were ‘Sea Week’ activities, planting grasses at the beach.

The graphic design and publishing part of the unit continues to develop a wide range
and significant number of posters, brochures, newsletters, forms and other
documentation for all services. It has also assisted in publicity material for conferences
and presentations.

Further conference banners have been developed to be used by MidCentral DHB to
promote the hospital and services. Other promotional items were branded and/or
designed.

Immunisation posters were designed in-house to promote the national Flu vaccination
programme. They were developed with the aid of the Funding Division and promoted

local people including sport, general practitioners and encouraged staff and the at risk
population to get flu vaccinations early.

The Graphic Design and Print Co-ordinator also designs “Our Health, Our Districet”,
MidCentral News, the Annual Report, and District Annual Plan. The 2007 Annual
Report won the “Government Organisation” category of the Chartered Accountants of
NZ’s 2008 Annual Report.

Corporate Documents: The Communications Unit continues to play a key role in
developing corporate documents, such as the Annual Report and District Annual Plan to
ensure they are easily read and understandable.
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Consultation: Our first inter-DHB consultation project took place during 2008. This
was the sub-regional women'’s and child health services project. For a first time effort,
this went well and lessons were learnt. We ensured the requirements of each DHB’s
consultation policies were met. The project team undertook the post consultation
review and this identified some process enhancements which we will enact for future

joint consultations.

Promoting MidCentral DHB as a Workplace of Choice

MidCentral DHB employs around 2,400 staff, and works hard to be a good employer. The
Communications Unit continues to support recruitment and retention initiatives, and staff in
profiling their achievements.

2.1

2.2

2.3

2.4

Careers Initiative: The Communications Unit assisted the Human Resource Department
in profiling health career options to local secondary school students. Material and
displays were provided for:

- Workchoice Day
- Tools for School
- Careers Expo

- Careers Advisers

Recruitment: The Communications Unit continues to work with Human Resources to
update recruitment information, including displays, webpage, etc. As noted above, new
banners have been developed for recruitment drives. These feature Palmerston North
Hospital, the district, and specific professional groups. Health professionals were
involved in filming their work situations as part of a national workforce drive called The
Inzone Experience, the film will be shown to school children during 2009.

The Webmaster has worked extensively with HR and other services to promote “key
words” and content so MDHB’s job advertisements for difficult to fill vacancies feature
high in search results. Analysing web useage data of referring sites has been ongoing
with HR to improve overall hit pages for all vacancies. This included evaluating the best
third-party recruitment and professional body websites to purchase advertising to
increase referrals.

Workplace Initiative: The Communications Unit support the HR and other departments
in promoting a range of staff initiatives, including:

* Weight Watchers@ Work weight loss programme. 200 staff are enrolled in this
programme which is provided on site.

¢ The national “Bikewise” promotion. Six departments entered under the MDHB
registration.

» Department of Conservation Presentations: Local outdoor adventures either by
walking or vehicle was the subject of this year’s DOC’s lunchtime presentation for
MDHB staff. Once again the response was very positive from the numbers
attending.

e Staff Flu Vaccine. Over 700 staff vaccinated and the programme is still running.

Good Deeds Award: This award recognised staff members who have gone the extra mile.
Nominations are made by staff, and all nominees are recognised by the CEQ. The
winner of each bi-monthly round receives morning tea with the CEOQ. Chocolates are
also awarded. This initiative continues to be well-received.
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4.
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MidCentral News: This staff magazine is developed and issued every two months. It
features topics of issue, staff and service achievements, farewells for long serving staff,
professional updates, and a column from the CEO.

Professional Initiatives: Support is provided to various health professions and services
in promoting their achievements and successes, eg Primary Health Awards, National
District Nursing Conference, ‘Spirit of the Community’ award won by Enable New
Zealand. Launch of the national Diabetes Nursing framework, largely compiled by
MidCentral Health’s Nurse Practitioner Helen Snell.

As part of the Disability Awareness Programme being undertaken in conjunction with
Human Resources and Clinical Quality, the Communications Unit has co-ordinated
and/or promoted a number of disability awareness initiatives. These include “Loud
Shirt Day”, Deaf Awareness Week and Blind Appeal Week.

Promoting Healthy Lifestyles

“Talking Health” columns continue to be featured in the renamed The Chronicle, which
has moved to being a twice-a-week community newspaper. Since May last year, articles
have been published covering issues such as the school ball season, Horowhenua Health
Centre’s first birthday, the pharmacy, submissions about the safety of the flying fox at
Levin Adventure Park and the end of the official national Menz B vaccination campaign.

The Communications Unit continues to work with the Public Health Service to help
promote local and staff initiatives. The launch of New Zealand Safety Week, 10,000
steps and next steppers, and, World Smokefree Day.

Support continues to communicate infectious disease information in the community.
Focus continued to be on healthy hygiene practices to avoid those diseases which are
spread by human contact. Information regarding sentinel events, new projects, and
changes to services.

Qutlook

The DHB’s Style Standards will be reviewed, and, promotional material for recruitment
activities will be further developed in conjunction with Human Resources.

The DHB has many significant projects planned for next year and the Communications Unit will
support these. They include child and adolescent oral health services, regional clinical services
plan, district strategic plan review and centralAlliance. Implementation of District Annual Plan
initiatives will also have communication requirements.

5.

Recommendation

It is recommended:

that this report be received.

Jill Matthews
Manager, Administration and Communications
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TO Board

IDCENTRAL DISTRICT HEALTH BOARD

Te Poe Houora o Ruahine o Tararua

FROM Chief Executive Officer

DATE 12 May 2009

SUBJECT Board’s Work Programme, 2008/09 MEMORANDUM

This report updates progress against the Board’s 2008/09 work programme as at mid May
2009. Reporting is occurring in accordance with the timeline with the exception of district
strategic planning. As previously advised, the district strategic planning process is to be aligned
to regional and national timelines which have yet to be confirmed.

The draft Asset Management Plan is to be submitted to the Board before it is presented to the
Ministry of Health. It was thought that the national deadline for this was May 2009, but was
recently advised as being June 2009. Accordingly, the draft Asset Management Plan will be
submitted next month.

Work is underway to develop the Reporting Framework for 2009/10 and this will be presented
to the Board in June. Other reports which will be submitted next month include the annual
Bates Estate funding round, the Memorandum of Understanding with Manawhenua Hauora
and the 2009/10 work programme, the quarterly DHBNZ update, and the capital expenditure
plan for 2009/10. An update on all Corporate/Governance District Annual Plan initiatives for
2008/09 will be provided, together with progress reports on the records strategy and the data
quality programme.

Recommendation
It is recommended:

that the updated work programme for 2008/09 be noted.

Jo—

for Murray Georgel
Chief Executive Officer

COPY TO: CEQ’s Department
MidCentral DHB
Heretaunga Street
PO Box 2056
Palmerston North
Phone -+64 (6) 350 8910
Fax +64 (6) 355 0616
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TO Stuart Wilson
General Manager

{ MipCenmal Disrercr Heatm BOAgD
Corporate Services '

Te Poa Houore o Ruahing © Tormus

FROM Chris Stevenson-Wright
Risk Manager
DATE 5th May 2009
MEMORANDUM
SUBJECT 2009/2010 Insurance Programme
Introduction

In 2004/2005 a project was commenced to achieve a more risk based and cost effective DHB insurance
programme.

Insurance is a risk mitigation strategy and the amount of insurance is dictated by the level of risk and
organisation is prepared to accept.

MDHB advocated for a more structured insurance programme which would balance risk and insurance
resulting in both a reduction of risk and premium.

The initial intention was to benefit from the economies of scale derived from collective bargaining and in
doing so developed an accurate combined insurance programme representative of all DHB's.

On completion of this phase it was intended towards a more flexible self insurance programme in which
the DHB'’s would adopt a more analysed approach to comfortably accepting a greater level of risk.

The final phase was intended to undertake a feasibility study into alternative risk financing opportunities
including the establishment of a captive insurance programme.

The first phase of this programme has been implemented resulting in substantial savings over the past
three placement years.

Overview

In the first year, of the collective insurance groups premium placement MDHB premium was reduced by
$92,972, similar savings were experienced over the following two placement years.

Insurance markets cycle between hard and soft. Since the adoption of the collective programme the
market has remained on the soft side. Information provided by our Broker, Marsh since last year has
been advising of a market turning to a hard eycle. The current recessionary situation has ensured that the

market harden quickly.
MDHB’s insurance premiums will increase this year.
Premium increase ranging from 5% - 10% over all policies is a direct result of the hardening market.

An additional increase in MDHB’s premium is due to the strengthening of the declared property values
from $277.7m to $364m. MDHB’s declared property valuation was assessed for insurance purposes as
$364m as at 2008.

MDHSB Policy requires a revaluation of its plant and buildings every three years. At the same time a
separate valuation is undertaken for insurance purpose. This valuation is to ensure an appropriate level
of insurance cover is maintained.

Risk Management

MidCentral District Health Board
Heretaunga Street

P O Box 2056 Palmerston North
Phone (06) 350 8974

Fax (06) 350 8570
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During the intervening years any increases to property insurance values is determined by the valuer in
consideration of the property market.

MDHB’s property insurance covers have always been appropriate and in accordance with the insurers
expectation of full disclosure.

An overview of premium comparisons is attached. Appendix 1.

Insurers request regular valuations to ensure that under insuring does not occur. To under insure would
incur a percentage averaging to any damage claim. The application of percentage applies where a
building is insured for less than its replacement cost. In the case of a claim the insurer would consider
what percentage the building has been under insured by and apply that percentage to the amount of
claim it paid.

Policy Identification

At the commencement of the collective group DHBNZ identified every policy held by each of the DHB’s at
the time. This became the new insurance suite. MDHB has policy covers in place now that we did not
have prior to the collective commencing. The cost of these additional policies is minimal as they are
included in the Liability suite of policies.

In respect of deductibles the lowest deductible became the benchmark,

Premium Assessment process

Premiums are assessed by the current placement broker under criteria determined by DHBNZ. There is
no incentive in the form of premium reduction in recognition of a good claims record.

Material Damage premium is determined directly on the value of the plant and buildings being covered in
the policy.

MDHB’s low claims record of the past is not taken into consideration. Alternatively there is no incentive
to reduce claims through good mitigation strategies.

Motor Vehicle premium is assessed on the nnmber of vehicles.
The cost of claims for the collective is estimated to be approximately $1.4m by the end of the fiscal year.
MDHBP’s vehicle claims is one of the lowest amongst all DHB'’s.

Liability and other assorted policy premium is assessed utilising the population based funding criteria.
MDHB’s approach adopting prompt mitigation to liability has resulted in very few claims being made

since 1995.

Currently there is no premium incentive within this insurance scheme for well managed insurance risk.
This process in fact provides a disincentive to improve property management, driving habits or prompt
liability mitigation.

MDHB is constantly canvassing for a more fair and equitable premium assessment process.
Policy Structure

Material Damage: This policy content remains unchanged but MDHB’s property value has increased in
accordance with the insurance valuation provided by its valuer. Property valuations are reviewed on a
regular basis to ensure MDHB is appropriately insured.

Liability: This Policy category includes Directors and Officers, General and Employer liability covers, the
structure of the policies remains unchanged.

Motor Vehicles: This year will seen a substantial increase in premium in this category. Cover includes an
Increase in deductible to $3000.

Travel/ Personal Accident: These policies include cover for all MDHB personnel travelling nationally or
internationally. The structure for these policies remain unchanged.
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Maxirnum Loss Estimate
There is considerable debate over the total Collective Material Damage policy cover.
The Collective Material Damage cover is $300m any one loss or in aggregate in any one insurance period.

The initial Request For Proposal (RFP) required the successful applicant to undertake modelling to
determine what was the appropriate insurance cover for the combined DHB Material Damage cover.

Modelling has not undertaken by the placement broker, Aon, as expected.
Marsh, MDHB’s broker has carried out Maximum Loss estimates for MDHB and Capital and Coast.

The Wellington and environs area was considered appropriate for modelling due to its having the highest
likelikood of catastrophic loss within NZ.

A substantial earthquake centred on Wellington however would most likely exhaust the full insured
amount.

The modelling informed that the current $300m cover is adequate for any single measurable event
suffered by MDHB alone.

Any event exhausting or substantially reducing the amount of cover remaining after an event would
require a policy renewal back to the original.

As a result of the action taken by Marsh, Aon has also undertaking similar modelling with its client base
in and around Wellington.

It is possible that once the final results of the modelling is assessed the collective will endeavour to
increase the current policy amount. This will incur a premium cost above what has been estimated

below.

An option offered in the 08/09 insurance period to address the possible inadequacy of the property sum
insured was for individual DHB’s to take additional cover. This option was not accepted by any DHB.

Premium

MDHDB’s Premium for the 2009/2010 year is estimated to be $322,737 an increase of $83,000. This
increase is being driven primarily by the increase in the property values for MDHB.

An allocation for the increase of the premium has been made in the budget.
Recommendation

That the CEO be delegated the authority to approve the estimated 2009/2010 premium of $323,737.

Chris Stevenson-Wright ‘
Risk Management




Appendix 1

Premium Forecast for 2009 / 2010

Policy 2008/2009 2009/2010
Forecast

Material Damage & Business Interruption 132500 188982

Motor Vehicle Insurance 44224 63000

Personal Accident 15114 15869

Travel

Marine Cargo — MidCentral Property 3000 3150

- Employees Effects
Marine Cargo — Hospital Equipment 500 525

General Liability Insurance

Professional Indemnity

Statutory Liability

Employers Liability 31948 35143
Directors and Officers Liability

Fidelity

Trustees

Health Professionals Professional Indemnity 4255 4467
Fire Service Levies, EOC etc 15167 11600
Total excluding GST 246708 322730






