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Purpose

1.

This Aide-Mémoire provides you with information on Health New Zealand | Te Whatu Ora
(Health NZ) maintenance and renewals as commissioned on 10 February 2025.

Summary

2.

Current and historical maintenance budgets have been developed based on previous
years’ budgets incorporating a modest inflation adjustment. Budgets do not follow a zero-
based or bottom-up approach which perpetuates historical underinvestment.

The Health NZ maintenance budget on building, plant, and infrastructure assets which
includes insourced (trade FTEs) and outsourced (external third party providers) personnel
has decreased by $20 million:

a) 2023/24: $160 million or 1.7% of the book value ($9 billion)
b) 2024/25: $140 million or 1.5% of book value.

When comparing this to other asset intensive agencies supporting critical service
provision, Health NZ is spending almost 50% less than Corrections (3%) and Transpower
(3.7%) (refer Table 2 — High Level Comparison).

Specific to the Health sector, the Australasian Health Infrastructure Alliance (AHIA)
recommends 3—4% of book value is spent on maintenance annually, which would be
approximately $280—-360 million annually for Health NZ.

Table 3 in Appendix 1 outlines five options, each representing a different level of
organisational investment, from a proactive, high-maturity approach to a reactive, low-
maturity approach. It details the consequences of each option and illustrates the impact of
funding levels by comparing the 2023/24 expenditure with the anticipated 2024/25
situation, based on available maintenance resources. These options are for your
reference, and we are not seeking a decision from you.

s 9(2)(9)())

Discussion

Source of Budget

8.

Budgets, both historically and currently, have been developed based on past budgets,
incorporating a modest inflation adjustment. They do not accurately reflect increases in
operating expenditure (OPEX) requirements resulting from new builds.

s 9(2)(9)()
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10. Significant budget cuts (e.g., a 37% reduction) to meet savings targets is expected for
Health NZ’s Infrastructure and Investment Group (11G) in the current fiscal year as part of

current financial sustainability measures across Health NZ. This further reduces our ability

to maintain our asset base to ensure that asset failures are minimised and do not impact
on clinical service provision. This reduction is expected to impact on maintenance

expenses and/or staffing levels.

11. The lIG’s OPEX budget for maintenance is outlined in Table 1 below.

Table 1 — OPEX Budget for Maintenance

Financial year

Employee/Outsourced

Maintenance

Actual

Employee/Outsourced

Maintenance

Staffing Expenses Staffing Expenses
FY2022/23 $34m $81m $38m $103m
FY2023/24 $39m $99m $42m $114m
FY2024/25 $31m $109m Current year Current year

Functions outside 11G.

Mote: FY2022/23 does not include Compliance and Other Facilities expenses. The budget for these were
incorporated into the following years. The $109m in FY2024/25 includes costs previously recorded in Other

12. The breakdown of OPEX spend by hospital can be found in Appendix 2. Please refer to
points 3 and 4 in Appendix 2 for details on the accounting ledger changes made in

FY23/24.
13.5 9(2)(9)(i)

14.s 9(2)(9)(i)

Benchmarks Comparison — Maintenance Spend vs Net Book Value

and renewals. The
backlog is substantial and requires a more robust, strategic approach.

15. Table 2 provides a high-level comparison highlighting the level of investment (% of book
value) in maintaining Health NZ infrastructure asset portfolio compared to other

organisations.

Aide-Mémoire: HNZ00078951

In Confidence




In Confidence

16. Te Waihanga New Zealand Infrastructure Strategy' estimates that for every $40 spent on
new infrastructure, $60 should be invested in maintenance and renewals of existing
assets. Health NZ are unable to segment out the maintenance and renewals portion from
capital projects and are unable to say what this means in terms of funding for Health NZ.

Table 2 - High-Level Comparison for Financial Year 2023/24 (as per Annual Reports)

Agency Maintenance Spend Book (Current) Value % of Book Value
Health NZ $160m* $9.1bn 1.7%
Kainga Ora $630m $12.5bn 5%
Corrections $108m $3.65bn 3%
Transpower $185m $5bn 3.7%

"FY 23/24 spend including internal trade full time equivalent (FTE)

Capital Expenditure (CAPEX)

17. Health NZ's capital spend on facilities was $968.5 million in 2022/23 and $1.155 billion in
2023/24. The budget this year is $1.463 billion (this includes all funding sources, i.e.
depreciation and HCE funding). Refer to Appendix 3 for a breakdown.

18. Based on Health NZ's financial modelling, within the Health Infrastructure Plan (HIP),
Health NZ’s annual depreciation funding towards infrastructure investments could range
from approximately $300-500 million. This is dependent on the rate at which assets are
capitalised and Health NZ's cash position:

a) Health NZ's total depreciation budget in 2024/25 was $887 million.

b) Depreciation investment into health infrastructure is $366 million in 2024/25, including
$60 million towards major monitored health investment.

19. We cannot provide a breakdown of this capital allocation across asset renewals, growth
projects, and other categories. This would require a line-by-line analysis of approximately
1,200 projects. We prioritise clinical risk whilst trying to manage asset lifecycle
replacements. However, the top items in the capital plan are typically to address direct
risks to clinical services. It is equally important to consider asset lifecycle replacement, as
unplanned downtime from asset failures can also have a significant clinical impact.

20. Health NZ has presented you the HIP, which has an annual average capital investment of
$2.3 billion, including both asset renewal and service uplift [HNZ00079907 refers]. Over
the next 10 years, the proposed pipeline will necessitate Crown capital investment
significantly exceeding the previous decade’s average of approximately $700 million.

21. Health NZ is currently delivering the Asset Management and Information Management
System (AMIS) and is expected to have campuses migrated by June 2025. The AMIS will
maintain a real time record of building, plant, infrastructure, and land assets across the
estate. As part of the National Asset Management Strategy (NAMS), approved in
December 2024, the Commissioner endorsed $21 million over six years (subject to funding

! rautaki-hanganga-o-aotearoa-new-zealand-infrastructure-strategy.pdf
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prioritisation) to complete a baseline assessment of the estate which will audit the assets
we have and their condition.

22. Without the AMIS and the supporting information on the condition of those assets in place,
Health NZ relies on local assessments of clinical and asset risk to identify priorities for
depreciation funds. These are assessed based on a nationally led criteria and prioritisation
approach.

Financial Challenges

23.In 2024, a maintenance assessment was conducted across 34 key campuses. The
assessment confirmed general compliance with the Building Warrant of Fitness, the
Hazardous Substances and New Organisms Act, and Resource Consent requirements.
However, it highlighted a critical need for increased maintenance funding.

24. Ageing infrastructure, much of which no longer meets modern healthcare standards, poses
significant risks to safety, reliability, and patient outcomes. Historical underinvestment has
led to substantial maintenance debt, making infrastructure failures a matter of when, not if.

25. Table 3 in Appendix 1 describes five options and consequences likely to emerge from
each of these approaches. Each option highlights a different level of organisational
investment, ranging from a high maturity/proactive approach to low maturity/highly
reactive. These options are for your reference and outline the choice set Health NZ faces
moving forward. We are not seeking a decision from you on these options.

26. To show the anticipated movement between options as a result of funding levels, Table 3
shows the 2023/24 spend and the anticipated 2024/2025 situation (considered likely at the
time of report publication) based on the allocated maintenance resources.

27. The Maintenance Assessment Report (Section 4 and Appendix 8.8), attached at
Appendix 4, provides an overview of potential future asset maintenance service levels.

Enhancing Budget and Investment Planning Through Asset Management Maturity

28. Establishing a comprehensive baseline for our health estate including a stocktake of all
assets including condition, supported by an AMIS is essential for understanding our asset
portfolio and renewal profile. This data enables accurate forecasting, informed
maintenance and renewal budgets, and integration of demand trends and service level
requirements.

29. A mature asset management system further strengthens budget and investment planning
through structured gap analysis, predictive modelling, and lifecycle costing. This proactive
approach optimises resource allocation, minimises reactive spending, and enhances
regulatory compliance.

30. By understanding asset location, age, and condition, we can implement strategic
maintenance, targeted renewals, and cost-effective interventions to sustain long-term
operational efficiency. These efforts align with our NAMS and support the delivery of
critical services.

Next Steps

31. Health NZ will implement the NAMS and its associated workstreams and deliverables to
enhance asset management maturity. This is a six-year programme that will improve
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visibility of key information, enabling evidence-based decision-making, such as
degradation modelling to optimise maintenance spending effectively and efficiently.

32. Implementing the NAMS:

a) Facilitates the delivery of a National Maintenance Strategy, ensuring the right
maintenance is performed at the right time on our key assets, prioritising our
investment.

b) Supports the successful implementation of a national AMIS, which will establish
baseline asset data and enable ongoing effective asset management.

c) Develops a programme to baseline the health estate (subject to funding, with
assessments commencing in 2025/26). Baselining will inform decisions on
maintenance, upgrades, and future investments.

d) Will occur over a six-year programme, meaning the benefits of these workstreams
and deliverables will be realised progressively over time rather than immediately. This
initiative is about building long-term success and strengthening our asset
management maturity.
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Appendix 1: Maintenance Brief Options
s 9(2)(f(iv), s 9(2)(9)(i)
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Appendix 2: Operating spend vs budget

1. Table 4 below is a high-level summary of Health NZ [IG maintenance spend. This shows the latest results in January 2025 and forecast,
plus 2023/24 comparison.

Table 4 — High Level Summary of Health NZ Maintenance Spend
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2. Table 5 below shows what Health NZ IIG reported in June 2024 with 2023 historical*'.
Table 5 — What Health NZ Reported

Note: *1: In 2023/24 under the Maintenance grouping we did not include Compliance (Account 5140) or Other Facilities expenses (Account 5170) which explains why the
numbers for 2023/24 are different in the two extracts.
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3. Table 4 shows:

4.

a) Actual 2023/24 $114.152 million versus previous year’s extract $102.295 million. The
difference is made up of $8.2 million (Compliance) and $3.6 million (Other Facilities
expenses).

b) Budget 2023/24 $98.779 million versus previous year’s extract $88.093 million. The
difference is made up of $6.3 million (Compliance) and $4.3 million (Other Facilities
expenses).

If you are considering budgets only then please note:

a) 2022/23 Budget (IIG ONLY) $80.850 million (excludes Compliance $6.4 million and
Other Facilities expenses $1.6 million).

i. If we include those codes as we do now, then this number is $88.816 million.

b) 2023/24 Budget (IIG ONLY) $88.093 million (excludes Compliance $6.3 million and
Other Facilities expenses $4.3 million).

i. If we include those codes as we do now, then this number is $98.779 million.

c) 2024/25 Budget (IIG ONLY) $98.011 million (excludes Compliance $8.9 million and
Other Facilities expenses $2.6 million).

d) If we include those codes as we do now, then this number is $109.521 million.
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Appendix 3: Infrastructure Capital allocation (Depreciation)

1. Table 6 below is a high-level summary of Health NZ capex plan for 2024/25.

Table 6 - High-Level Summary of Health NZ Capex Plan for 2024/25

Health NZ
Cash - HCE / Crown EECA Loans / Donations / Total Funding
Depreciation ($m) Grants ($m) Trusts ($m) ($m)
($m)
Facilities 365.86 1,033.47 50.86 13.62 1,463.81
Digital Services 170.63 29.59 200.22
Clinical
Equipment 319.30 9.55 328.85
Motor Vehicles 19.03 19.03
Oer 12.93 12.93
Equipment
Total 887.75 1,063.06 50.86 23.16 2,024.83

2. The total depreciation generated from buildings/facilities assets versus the depreciation
allocated to facilities asset for the last three years is shown in Table 7 below:

Table 7 — Depreciation breakdown

Actuals % of generated Total Health % of Health NZ
depreciation Capital plan depreciation NZ depreciation
generated Budget for allocated to depreciation budget
buildings / facilities facilities funded capital allocated to
facilities $m budget facilities?
$m $m
2022/23 436,284 328,050 75% 790,716 41%
2023724 528,079 519,437 98% 845,638 61%
2024125 542,242 365,858 67%° 887,750 41%

*: 2024/25 is budget not actuals

2Facilities assets have a longer useful life than other assets, therefore depreciation generated by facilities assets
is not always fully allocated to the replacement of facilities in any given year.

3Due to Health NZ cash constraints, the 2024/25 capital plan cash was largely prioritised towards completing
projects that were already in flight and the ability to deliver.
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