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Disclaimer of Liability

In providing our opinion, we have relied on the facts, information and assumptions and representations
provided to us. We assume that these are complete and accurate, and we have not independently audited or
verified them. We also assume that these facts and matters are sufficient for us to provide our opinion. If our
understanding of the facts is not correct, please advise us immediately as this may change our opinion.

Notice to any person not authorised to have access to this report

Any person who is not an addressee of this Report or who has not signed and returned to BDO Northland Ltd
(BDO) either a “no-reliance” or an “assumption of duty” release letter is not authorised to have access to this
Report. We do not accept or assume responsibility to any unauthorised person to whom this Report is shown
or any other person who may otherwise gain access to it. If any unauthorised person chooses to rely on the
contents of this Report, they do so entirely at their own risk. Should any unauthorised person obtain access to,
and read this Report, such person accepts and agrees that:

e This Report was prepared in accordance with instructions provided by the addressees exclusively for the
sole benefit and use of each of them and such other parties whom we expressly agreed in writing may
have the benefit of, or rely upon, our work.

e BDO, its partners, employees and agents neither owe nor accept any duty or responsibility to the reader,
whether in contract or in tort (including without limitation, negligence and breach of statutory duty), or
howsoever otherwise arising. We make no representations regarding this Report or the accuracy of the
contents including that the information has not changed since the date of this Report. We shall not be
liable in respect of any loss, damage or expense of whatsoever nature which results from any use the
reader may choose to make of this Report, or any reliance the reader may seek to place on it, or which is
otherwise consequent upon access to this Report by the reader.

e Our work has been conducted in accordance with applicable New Zealand professional guidance. In
other jurisdictions, standards and practice relevant to investigating accountants may be different and
may not provide for reporting in the manner contemplated herein. Accordingly, this Report has not
been prepared in accordance with the standards and practice of any professional body in any other
jurisdiction.

e This Report is not to be referred to or quoted, in whole or in part, in any other document or made
available to any third party.

L)

Solomon Dalton
Director

BDO Northland Limited
Kerikeri

28 April 2026
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A EXECUTIVE SUMMARY

Why This Review Was Undertaken

Hauora Hokianga Trust recorded a net deficit of $2.27M in 2025, following a deficit of $349K in 2024. For the
first time in recent history, expenses materially exceeded revenue, driven principally by a $2.65M increase in
employee costs in a single year. All $6.65M in term deposit reserves were drawn down during 2025, leaving the
Trust with a significantly reduced financial buffer. These factors created an urgent need for an independent,
structured review across ten scope areas. BDO Northland was engaged to conduct that review, covering both
existing activities and four key financial deliverables.

Overall Status

Domain ‘ Status ‘ Commentary

People / Workforce AMBER Staff costs 79.8% of revenue (Mar 2026); CEO-led
restructure delivering; turnover 16%.

Process AMBER Manual processes throughout budgeting, reporting,
and payroll workflows.

Systems AMBER Xero functional but sub-optimal; integrations manual-
heavy; no contract-level reporting.

Financial Recovery AMBER Recovery plan active. 9M 2026 deficit $336K (tracking
$449K full year) vs $1.4M budget.

Governance & Controls AMBER Delegations policy updated Oct 2025 but 6 gaps
identified; infrastructure oversight incomplete.

Recovery Headline

POSITIVE SIGNAL:

e  9-month actual deficit: $336K (Jul 25 — Mar 26). Annualised full-year forecast: approximately $449K.

e Thisis a $951K improvement on the original $1.4M budgeted deficit, and a $1.82M improvement on
the 2025 actual result of $2.27M.

e The executive restructure has delivered approximately $862K YTD savings. Break-even revenue gap
has narrowed from $2.27M to $580K, the most significant structural improvement in the Trust's
financial position since 2023.

Key Findings

Revenue grew 49% over five years to $20.5M, driven by Te Whatu Ora contract growth. From 2024, expense
growth outpaced revenue, with employee costs rising to 81.5% of revenue in 2025—an increase of $2.65M in a
single year. All term deposits were consumed by 2025. Full analysis is at Section C1.

The 9-month position to March 2026 shows a deficit of $336K with annualised revenue of $20.48M and wages
at 79.8% of revenue. The executive restructure savings (5862K YTD) are the primary driver. The five-year
recovery plan includes three scenarios. Scenario 2 (Cost Optimisation) is the mandatory baseline for internal
cost discipline and financial planning. Scenario 3 (Revenue Growth + Efficiency) is recommended as the
preferred pathway, pursued in parallel with Scenario 2.
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Xero is functional but sub-optimally configured. The 30% overhead charge applied to contracts has been

confirmed and used in budget preparation submitted to funders. No issues have been raised regarding this

percentage. The Delegated Authority Policy (October 2025) is sound in structure but requires amendment to

address identified gaps. The hospital infrastructure maintenance plan is incomplete.

Key Recommendations

Formally adopt Scenario 3 (Revenue Growth + Efficiency) as the primary recovery pathway. Break-even
is achievable in 2027 (Year 1).

Maintain wage budget discipline. Every 1% unplanned wage growth costs $163K and delays break-even
by approximately 3 to 4 months.

Proceed with Xero rationalisation, Calxa implementation, and Approvalmax workflow improvements.
Complete and table the Hospital Infrastructure Plan at the next Board meeting.

Establish Finance, Audit & Risk (FAR) and the other three committees immediately — Terms of
Reference to be tabled at the next Board meeting, operational by 30 June 2026.

Immediate Board Decisions Requested

(1)

(2)
(3)
(4)
(5)
(6)

(7)

ACTION REQUIRED:

Formally adopt Scenario 3 (Revenue Growth + Efficiency) as the primary recovery pathway, with
Scenario 2 as the mandatory baseline.

Formally confirm the recovery plan as the operating framework with monthly Board monitoring.
Direct management to create an implementation plan.

Confirm that 2026 capex above $850K requires a Board resolution before commitment.

Endorse delegation amendments and direct re-ratification.

Receive and note the updated capital register ($4.97M estimated, high-level) from management.
Adopt the funding-gated capex framework as recommended in Section D1.4.

Decide on committee structure and endorse establishment of committees (FAR, H&S, Clinical &
Infrastructure).
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B PURPOSE & CONTEXT

Background and Drivers

Hauora Hokianga Trust is a Maori-led charitable trust that has delivered integrated health and social services to

the Hokianga since 1992. It serves approximately 7,136 enrolled patients, of whom 74% identify as Maori and

93% live in the most deprived quintile of New Zealand's deprivation index. In June 2024, the Trust was formally

renamed from Hokianga Health Enterprise Trust and revised its governance structure. The $2.27M net deficit in

2025 compared to a $349K deficit in 2024 prompted the Board to commission an independent financial review.

Scope Summary

Section 1 (Review Activities) covers:

(1)
()
(3)
(4)
(5)
(6)

Historical and current financial performance;
Xero accounting systems;

Financial systems and controls;

Contract processes;

Financial delegations;

Infrastructure maintenance.

Section 2 (Deliverables) covers:

5-Year Strategic Financial Recovery Plan;
Finance Structure Review Report;
Board and executive reporting solutions;

Revenue Contract Review.
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C SCOPE OF WORK — SECTION 1: REVIEW ACTIVITIES

C1. Historical & Current Financial Performance and Position

What Was Reviewed

Audited financial statements 2022-2025; financial information within Xero (2024 onwards); Board financial
report formats; funder reports; budgets; and cost drivers including the 30% administration fee applied to
contracts.

Key Findings

Revenue grew 49% over five years from $13.8M to $20.5M, driven primarily by Te Whatu Ora contract growth.
The Trust generated surpluses from 2021 to 2023, accumulating $6.65M in term deposit reserves.

The largest annual growth occurred in 2022, with a 20.5% increase, fuelled by funding for the COVID
vaccination program and the expansion of Mahitahi Hauora.

From 2024, expense growth outpaced revenue sharply: a $349k deficit in 2024 widened to a $2.27M net deficit
in 2025.

Employee costs are the dominant driver, rising from 64.7% to 81.5% of revenue in a single year — a $2.65M
increase led by $1.67M in clinical salary growth. All term deposits were consumed, leaving cash of $3.68M and
no investment buffer.

The year-to-date position to 31 March 2026 shows a deficit of $336K with annualised revenue of $20.48M and
employee costs at 79.8% of revenue, an improvement from 2025 driven by the CEO-led executive restructure.

Auditor's Perspective: The audit report for 2025 expresses an unmodified opinion. The auditor noted that
financial performance is unsustainable at current deficit levels and recommended that identifying and
addressing the drivers of negative performance remain a primary Board focus. The Trust's Financial Recovery
Plan is explicitly referenced as the basis for the 2025 cash position. This report responds directly to that
recommendation.

Year Revenue ($M) Expenses (SM) Exp % Revenue Net Surplus/(Deficit)
2021 13.8 13.4 97.0% +50.4M
2022 16.6 14.7 88.4% +51.9M
2023 17.6 15.0 85.2% +52.6M
2024 18.8 19.5 103.9% ($0.35M)
2025 20.5 23.0 112.1% ($2.27Mm)
2026 — 9 months 15.4/20.5 ann 15.7/20.9 ann 79.8% wages ($336K)
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Revenue vs Employee Costs — Historical Trend
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Figure 2: Wages as % of Revenue — 2021 to 2026. Target zone 70-78%

T T T

Clinical Salaries 6,868,260 8,010,522 8,102,303 9,904,058 11,569,512
Housekeeping Salaries 683,233 838,358 719,999 263,132 667,889
Health Promotions Salaries 149,474 143,869 126,968 190,952 539,072
Clinical Support Salaries 610,899 620,430 719,351 633,313 657,958
Admin / Executive Salaries 956,070 1,114,744 1,246,921 2,550,836 2,758,342
Salary Related Costs 138,592 179,024 190,642 204,485 197,746
Education Services Salaries - - 60,196 65,830 25,864
KiwiSaver Employer Contribution 189,952 210,105 232,791 288,309 332,804
TOTAL STAFF COSTS 9,596,480 11,117,052 11,399,172 14,100,914 16,749,186

Figure 3: Wages growth from 2021 to 2025.

Recommendations

\ Recommendation Timeframe
1.1 Establish monthly Board financial reporting (P&L vs budget, cash position) Immediate
1.2 Maintain Xero as primary data source; continue building historical data Ongoing
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C2. Review of Current Accounting Systems (Xero)

What Was Reviewed

Xero accounting code set-up; reporting configuration; integrations with Approvalmax and IMS Payroll;
reporting accuracy; and other IT systems impacting financial reporting.

Key Findings

Xero is functional but sub-optimally configured. A separate income code has been created for each contract,
slowing system performance and complicating reporting without enabling genuine contract-level visibility.
While custom reports provide month and YTD comparisons, accuracy relies on manual data manipulation
outside Xero.

Dual tracking categories, which would enable simultaneous reporting by both contract and department, are not
in use. Approvalmax manages purchase orders and is integrated with Xero, but workflows can be streamlined
further. IMS Payroll is integrated but timesheet handling remains highly manual and time intensive.

Board financial reporting is produced via 20+ linked Excel worksheets. These are detailed but carry risk of input
error and version-control issues.

Audit Finding — Inventory Management System: The 2025 audit again identified material weaknesses in
inventory controls, with half of clinic stock samples miscounted or uncounted. Counts by clinical staff are not
independently verified, increasing the risk of misstated assets and expenses. While discrepancies did not affect
the audit opinion, these control issues persist.

Management Response: Management has commenced deployment of Sortly, an inventory management
system, across hospital and clinic services. Sortly will provide barcode-based stock tracking, defined stock
locations, audit trails, and documentation of movements between teams. A formal annual stocktake process
with independent review will be implemented alongside it.

Recommendations

‘ Recommendation Timeframe

2.1 Rationalise income and revenue codes in Xero Immediate

2.2 Implement dual tracking categories (contract and department) Immediate

2.3 Establish Xero as the non-negotiable single source of financial Immediate
truth

2.4 Redesign Approvalmax workflows with automated routing and Immediate

escalation paths
2.5 Transition to online timesheets integrated with IMS Payroll By 30 June 2026

2.6 Implement Calxa for automated budgeting and Board reporting By 30 June 2026
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C3. Review of Financial Systems and Controls

What Was Reviewed

We reviewed whether financial systems function properly, identified improvement opportunities, and
evaluated control gaps.

Key Findings
The systems are operating but significantly below their potential. The primary control gap is manual data

manipulation outside Xero for Board reporting, creating shadow system risk and potential for error.

The 2025 audit independently confirmed several control deficiencies consistent with this assessment: journal
entry access was broader than necessary; contract revenue was tracked on Excel with no independent review;
and wages accruals were recorded net rather than gross, contrary to PBE standards. These failures were
compounded by the finance team operating at 3 of 5 FTE during the audit period. Management has
acknowledged each finding and remediation is in progress.

Recommendations

‘ Recommendation Timeframe

3.1 Consolidate all financial data within Xero; eliminate off-system adjustments  Immediate

3.2 Implement quarterly access review Immediate
3.3 Restrict journal entry access; document segregation of duties Immediate
3.4 Formal configuration review of Approvalmax and IMS Payroll Immediate
3.5 Document all financial control procedures in a Finance Procedures Manual 3-6 months
3.6 Correct wages accrual methodology to gross basis (PBE-compliant) Immediate
3.7 Senior Finance Manager or Virtual Chief Financial Officer Immediate

C4. Contract Processes in the Accounting System

What Was Reviewed

Government and non-government contract processes: budgeting; allocation and procurement; contract
tracking and financial reporting; and the approval process.

Key Findings

Contract budgets are built in Excel and consolidated manually, with limited manager involvement. No
systematic contract-level reporting is available from within Xero. Responsibility for 2027 budget preparation
has not been clearly assigned.

Audit Finding - Contract Revenue Tracking and Variation Management: The 2025 audit completion report
identified two specific control failures. Contract revenue is tracked in Excel with no independent review,
creating a single point of failure in revenue recognition. Separately, a contract variation payment of $7,819 was
not identified or processed, indicating the Trust's contract monitoring process did not capture a formal
variation obligation. Management has reinstated a monthly contract revenue review process and is establishing
a Contract Variation Register to ensure all variations are captured and processed.

Management Response: Monthly contract revenue review has been reinstated. A Contract Variation Register is
being established to ensure all contract variations are identified, approved, and reflected in financial records on
a timely basis.
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Recommendations

‘ Recommendation Timeframe

4.1 Confirm Contract Variation Register is operational and subjectto  Immediate
monthly review

4.2 Upload contract budgets to Xero once dual tracking is By 30 June 2026
implemented

4.3 Establish a contract financial performance dashboard (monthly By 30 June 2026
management; quarterly Board)

4.4 Develop budgeting procedure with clear manager ownership per  Immediate
contract

C5. Review of Financial Delegations

What Was Reviewed

Whether financial delegations are fit for purpose, assessed against the Delegated Authority Policy Version 2
(ratified October 2025, next review October 2028).

Key Findings

The policy provides a broadly sound governance framework, a logical hierarchy from Trustees to CEO to
Directors and Managers, covering the right domains, with explicit conflict of interest provisions.

However, we have identified 6 gaps that require amendment before the policy can be considered fully fit for
purpose:

(1) thereis no cumulative spend cap at Manager tier;

(2) the Capex Trustee approval requirement for within-budget items is ambiguous;
(3) no restructure approval threshold is defined;

(4) the Clinical Support Manager's bill payment authority is uncapped;

(5) thereis no Privacy Act or cybersecurity delegation; and

(6) thereis no funder compliance escalation provision.

Recommendations

‘ Recommendation Timeframe

5.1 Review financial delegation and consider the proposed changes Immediate

5.2 Consider reducing delegation limits to improve spend control, Immediate
especially during budget constraints as needed.

FURTHER ASSESSMENT REQUIRED:

At the time of the review, the Board assessed delegations against the current policy. Further assessment is
required to confirm that the proposed amendments are internally consistent, align to operational practice,
and can be implemented without creating gaps in approval authority.
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C6. Review of Infrastructure Maintenance Plan

What Was Reviewed

Deferred and cyclical maintenance status; catch-up programme of work; capital investment planning; and
condition of staff housing stock.

Key Findings

The hospital is the Trust's main asset. Capex of $4.6M from 2022-2025 targets deferred maintenance, but the
total liability is unclear. Management’s 5-year schedule covers regular equipment, maintenance, and vehicle
replacements, separate from the $4.97M strategic project capex (Section D1.4). Both schedules indicate
significant future liabilities.

Audit Finding - Reroof Project: Capitalisation Note: The 2025 audit notes a planned reroofing project for 2026.
If the work simply replaces the roof, it may not qualify as capital expenditure under PBE IPSAS 17. Treating the
reroof as repairs and maintenance will affect the bottom line.

Year ‘ Equipment Maintenance Vehicles ‘ Annual Total
2026-2027 $317,512 $588,140 $135,000 $1,040,652
2027-2028 $287,117 $522,400 $135,000 $944,517
2028-2029 $314,295 $530,120 $135,000 $979,415
2029-2030 $147,610 $507,000 $135,000 $789,610
2030-2031 $112,348 $489,124 $135,000 $736,472
5-Year Total $1,178,883 $2,636,784 $675,000 $4,490,667

Staff Housing Stock

The Trust holds a portfolio of rental properties used to house clinical and support staff, a critical retention tool
in a geographically isolated region. The Board should consider three strategic options:

(1) Remediate and upgrade using housing grant funding (He Taupua Fund, Te Puni Kokiri);
(2) Exit the stock and redeploy capital; or

(3) Develop in partnership with Kainga Ora or a Maori housing provider. This is explored in Section D1.8.

FURTHER ASSESSMENT REQUIRED:
At the time of this review, the capital register and 5-year maintenance schedule were being finalised, but
further work is needed to complete a comprehensive cyclical maintenance review.

Recommendations

Recommendation Timeframe

6.1 Commission independent infrastructure condition assessment 0-3 months
covering hospital, clinics, and staff housing stock

6.2 Assign committee oversight of infrastructure programme to the 0-3 months
Infrastructure Committee (see Section H)

6.3 Include cyclical maintenance schedule and capex vs plan as Immediate
standing Board reporting items

6.4 Assess staff housing stock condition and present options 3-6 months
(remediate / exit / redevelop) to the Board
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D SCOPE OF WORK — SECTION 2: DELIVERABLES

D1. Strategic Financial Planning, 5-Year Recovery Plan

($2.27M) 79.8% $3.68M ~60 days

2025 NET DEFICIT WAGES / REVENUE 2026 (9M) CASH + TERM DEPOSITS OPERATING CASH RUNWAY

D1.1 Financial Diagnostic, P&L Review (2024-2026)

This section compares audited 2024 and 2025 results against the nine-month management accounts to 31
March 2026. The central issue is visible on a single line: wage growth has structurally outrun revenue growth.

Line Item 2024 Actual ‘ 2025 Actual 9M YTD Mar-2026
Total Revenue $18,801,144 $20,545,281 $15,357,864 / $20.48M ann.
Employee Costs $14,100,914 $16,749,186 $12,254,999/ $16.34M ann.
Net Deficit ($349,134) * ($2,271,388) ($336,433)
Wages as % of Revenue 75.0% 81.5% 79.8%

* 2024 deficit shown before $7.96M PP&E revaluation uplift. Internal overhead recharge allocation excluded from all figures.
Key Observations

e The primary driver of deterioration is wage cost growth. Between 2024 and 2025, wage costs grew by
$2.65M (+18.8%) against revenue growth of $1.74M (+9.3%). The wages-to-revenue ratio moved from
75.0% to 81.5%.

¢ The nine months to March 2026 show a ratio of 79.8% (excluding internal overhead recharge
allocation). While marginally improved, it remains above the 70-78% range regarded as sustainable for
primary care providers.

¢ Interest income collapsed from $385,722 to $206,081 as $6.65M of term deposits were liquidated to
fund operating losses.

¢ The executive restructure delivered $862K YTD saving, the primary driver of the improvement from the
budgeted $1.4M deficit.

KEY FINDING:
2026 annualised revenue ($20.48M) vs 2026 cost break-even ($21.05M) = revenue gap of (S580K).
Executive restructure reduced gap from ($2.27M) in FY2025 to ($580K) an improvement of $1.69M.
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Departmental Wage Movements (9-Month Comparisons)

Department ‘ 2025 2026 Change ‘ Commentary

Executive $1,395,000 $533,079 -61.8% CEO-led restructure; major saving.

Hospital $3,330,000 $3,865,000 +16.1% Rising, needs roster review.

Te Whare Awhina $622,000 $1,252,000 +101.3% Doubled, funding source review required.

Clinics (incl. NASC) $1,280,000 $3,447,000 +169.3% NASC Home Support ($708K) consolidated.
Clinics Wages: $2,739K.

Clinical Support $369,000 $398,000 +7.9% Stable, patient transport wages.

Facilities $545,000 $607,000 +11.4% Slightly above CPI, review vendor contracts.

Finance $205,000 $236,000 +15.1% Scope review recommended.

Taumata Rongoa $235,000 $325,000 +38.3% Rongoa wages + contractors; partly contract-
funded.

Trustees / Other $133,000 $148,000 +11.3% Meeting fees, governance cost.

TOTAL EMPLOYEE COSTS $9,114,000 $12,255,000 +34.5% Annualised: $16.34M

KEY FINDING:

The executive restructure delivered $862K YTD saving, enough on its own to account for the improvement
between budgeted and actual deficit in 2026. However, the gains are being partially offset by wage
growth in Hospital, Te Whare Awhina, and Clinics. Departmental wage discipline is the next lever.

D1.2 Balance Sheet and Liquidity Analysis (March 2026)

The balance sheet remains strong in absolute terms, with net assets of approximately $22.5M, no long-term
debt, and property, plant & equipment of $21.4M. However, the liquid portion of the balance sheet is being
actively consumed.

Assets $ NZD | Liabilities & Equity $ NzD
Cash at Bank (main operating) $1,793,262 Leave Liability $1,465,352
Term Deposits $1,800,000 Sabbatical Leave $313,712
TOTAL Cash & Investments $3,678,705 TOTAL Leave Obligations $1,779,064
Accounts Receivable $1,406,161 Other current liabilities $1,200,000
PP&E (net) $21,430,000 Long-term Debt S0
TOTAL ASSETS $25,500,000 NET ASSETS / EQUITY $22,500,000

The table below presents key performance indicators as at March 2026. It highlights two core liquidity
measures: operating cash runway and the current ratio. The operating cash runway is approximately 60 days,
which is below the target of at least 90 days.

The current ratio is 1.14, which is borderline against the benchmark of 1.5. Together, these measures indicate
constrained short-term liquidity and reinforce the need to protect cash while the recovery plan is executed.
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Indicator Mar 2026 Target / Benchmark ‘ Status

Operating Cash Runway 60 days > 90 days . Below target
Current Ratio 1.14 >1.5 Borderline

Cash + Term Deposits $3.68M > $4.5M* @ Below minimum
Leave Liability Cover 207% <150% @ ~bove prudent level
Long-term Debt / Equity 0.0% <30% @ Within tolerance

* Pre-drawdown level; Board minimum $1.5M; target $3.0M

Recommendations

‘ Recommendation ‘ Detail

7.1 Adopt minimum cash reserve  Formally adopt a minimum cash reserve policy of $1.5M and a target of $3.0M
policy (reflecting approximately 60 and 120 days of operating cash respectively). All
scenarios in Section D1.5 are tested against this minimum level.

D1.3 Overhead and Non-Service Cost Analysis

Direct clinical wages account for the bulk of total cost and are the subject of Section D1.5 scenario modelling.

This section focuses on the non-clinical and overhead cost lines most addressable by management action.

Cost Line 2026 Budget % Commentary
Revenue
Executive Wages $751,233 2.8% Reduced from $1.86M annualised, restructure delivered.
Facilities Wages $934,066 3.5% Growing, scope review recommended.
People & Capability Wages $821,615 3.1% Includes recruitment, review FTE.
Finance Wages $466,014 1.8% Review vs automation opportunities.
Computer Licenses / $360,000 1.4% +51% YTD, audit and renegotiate.
Subscriptions
Insurance $222,000 0.8% Market-driven; annual independent review.
Security, Rawene Campus $228,000 0.9% High for rural site, competitive tender warranted.
Recruitment Expense $150,000 0.6% Reduce via succession planning and internal pipeline.
Doctor Locum Costs $634,000 2.4% Priority target, GP recruitment reduces locum
dependence.

90-DAYS OVERHEAD TARGETS:

IT subscriptions: -S50K via audit and renegotiation.

Security (Rawene): market test for -10-15%.

Insurance: Independent broker review at renewal.

Recruitment: Build internal pipeline to reduce agency reliance.
Combined 90-day opportunity: approximately $120-150K annualised.
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D1.4 Capital Expenditure Plan and Funding Strategy
The $4.97M capital register covers strategic project capex for one-off investments to fix infrastructure issues,
replace critical systems, and enhance resilience. These costs are not recurring replacements (see Section C6).
Estimates are high-level and may be understated; timelines are not set. Board approval is needed before

spending.

The register is divided into two sections: infrastructure, safety, and energy resilience (addressing H&S risks and
deferred maintenance in Section C6), and information systems modernisation (for operational efficiency).

Table 1 - Infrastructure, Safety & Energy Resilience

These items address physical asset deficiencies, safety compliance obligations, and energy resilience. They are
the capital response to the deferred maintenance backlog and H&S risks identified in Sections C6 and H.

Initiative Est. Cost (NZD) Priority / Notes

Security Improvements — Rawene Hospital and $300,000 Critical. Linked to active H&S risk. Staff and

Reception patient safety.

Security Improvements — Clinics $384,000 Critical. Linked to active H&S risk. Staff and
patient safety.

Additional Generator (N+1 coverage) — Hospital $1,080,000 Critical. Single point of failure. Patient safety
event risk.

Diesel Storage $360,000 High. Dependent on generator decision.

Solar and Battery Expansion — Hospital $780,000 Medium. Long-term cost reduction and

resilience. EECA funding eligible.

Additional Space for Staff $840,000 Medium. Deferred maintenance / capacity.
Grant-funded only.

Sub-Total — Infrastructure, Safety & Energy $3,744,000
Note: Staff housing stock not included in this register pending independent condition assessment. See Section C6.

Table 2 - Information Systems Modernisation

These items are operational efficiency and compliance investments. They are not infrastructure or safety items
but are required to reduce manual workload, support the wage efficiency savings modelled in Scenario 2, and
meet long-term compliance obligations.

Initiative Est. Cost (NZD) Priority / Notes

PMS (Patient Management System) $520,000 High. Operational efficiency and
compliance.

Finance System $250,000 High. Linked to D2 finance structure review.

Payroll System $205,000 High. Replaces manual IMS workflow.

HR System $185,000 Medium. Workforce management.

Website Refresh $66,000 Low. Deferred unless funded externally.

Sub-Total — Information Systems $1,226,000

TOTAL STRATEGIC PROJECT CAPEX $4,970,000
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Capex Feasibility and Approach

The Trust is currently forecasting an annualised deficit of approximately $449K. Cash and term deposits total
$3.68M as at March 2026, against a Board-recommended minimum reserve of $1.5M. This leaves an available
operating buffer of approximately $2.18M before the minimum floor is reached. Under Scenarios 2 (baseline)
and 3 (recommended), break-even is projected in 2027 (Year 1), with surpluses building from 2028 onwards.

Against this backdrop, committing to a $4.97M capital programme in the near term is not feasible without
either external grant funding or a material improvement in operating cash generation.

Category Recommended Treatment Rationale

Security (hospital + clinics) ~ Proceed — subject to Linked to active H&S risk (staff and patient safety). Delay
competitive tender increases HSWA exposure and reputational risk.

Generator — N+1 Hold — seek energy Single generator is a critical risk but $1.08M is material.

coverage resilience funding Explore MSD, Energy Efficiency and Conservation Authority

(EECA), and community resilience funding.

PMS / Finance / Payroll Hold — include in D2 Critical long-term, but not immediate. Systems review (D2)
systems systems review should scope, sequence, and cost the programme before
commitment.

Additional staff space Hold — funding-gated only  Not affordable from current operating cash. Pursue capital
grant funding (Foundation North, Te Puni Kokiri, HUD).

Solar and battery Hold — EECA / green fund  Strong strategic fit and long-term cost reduction. EECA
expansion application contestable funds are available for rural health providers.
Diesel storage / Website Defer Diesel storage dependent on generator decision. Website

deferred unless externally funded.

Recommendations
‘ Recommendation Detail
8.1 The Board adopt a No material capex commitment should be made unless one of the following conditions
funding-gated approach is met:
to this capital programme (1) The item is critical and imminent from a health, safety, or compliance perspective;

or

(2) External funding has been confirmed or awarded that covers most of the cost; or

(3) The Trust has reached sustained break-even and operating cash generation is
sufficient to service the investment.
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D1.5 Scenario 5-Year Recovery Model

This is a snapshot of the three recovery scenarios across 2027 to 2031. Each scenario begins from the same
opening position (the 2026 forecast outturn of approximately $449K) and applies a distinct combination of
revenue growth and wage structure assumptions.

Scenario 1 Scenario 2 Scenario 3: Recommended

Status Quo, No structural change Cost Optimisation Revenue Growth + Efficiency
BREAK-EVEN BREAK-EVEN BREAK-EVEN

Not within 5 years 2027 (Year1) v 2027 (Year1) v
Scenario 2027 2028 ‘ 2029 2030 2031 5-yr Total
S1, Status Quo (30.6M) ($0.8M) ($1.0M) ($1.2M) ($1.5M) ($5.1M)
S2, Cost Optimisation $0.8M $1.8M $2.7M $3.2M $3.7M $12.2M
S3, Revenue Growth + S1.2M $2.4M $3.2M $3.8M $4.3M $14.9M
Eff.

Parentheses denote deficit. Rounded to nearest $0.1M. Opening position: 2026 forecast ~($449K).

Revised Five-Year Scenario Comparison — Net Surplus/(Deficit)
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Figure 3: 5-Year Scenario Comparison — Annual Surplus/(Deficit) 2027-2031.

Scenario 1: Status Quo

What this means in practice: The Trust continues to operate as it is today. Revenue grows modestly through
annual contract escalation only. No additional actions are taken to reduce or restructure costs. No new
contracts are pursued, and no structural changes are made to how services are delivered.

Assumptions/Key drivers:
e Revenue: +3% per annum — contract escalation only, no new funding streams, no volume growth.

e Wages: Rise with CPI (+4% per annum). No GP recruitment. Locum costs continue at current levels. No
headcount or scope changes.

e Management actions required: None beyond current operations. This scenario assumes business as
usual.

SCENARIO NOT VIABLE:

The Trust currently holds $3.68M in cash and term deposits against a Board-recommended minimum
reserve of $1.5M, leaving an operating buffer of $2.18M. At a ($0.6M) run-rate deficit, that buffer is
consumed by mid-2029.
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Scenario 2: Cost Optimisation (Baseline)

What this means in practice: Scenario 2 does not require a further restructure. The hard structural work is
already done and its $862K saving is already embedded in the 2026 actuals.

Scenario 2 is about holding that gain, tightening cost discipline in the next tier of expenditure, and recruiting
permanently to replace expensive locum cover. Revenue grows modestly through existing contract
mechanisms. This is an internally controlled scenario: all the levers sit within the Board and management's
direct authority.

Key drivers:

e Revenue: +4-5% per annum through contract escalation and PHO capitation equity uplift. No new
contracts are required; this growth comes from existing funding relationships.

e Wages — Year 1 (2027): -5% saving already locked in from the completed executive restructure. No
further redundancies required.

e Wages — Year 2 (2028): Additional -3% saving required. This is targeted through three specific actions:
(1) recruiting one or more permanent GPs to replace high-cost locum cover (locum rates run $1,200—
$1,500 per day; a salaried GP with accommodation is materially cheaper at sustained volume); (2) a
management-led scope review of Facilities and Finance functions to right-size roles as new systems
(Finance, Payroll, HR systems from the capex register) reduce manual workload; and (3) renegotiation of
IT and security vendor contracts.

e Wages — Year 3 onwards (2029-2031): CPl-only growth. No further structural actions required beyond
maintaining discipline.

e Operating model: Active leave liability management (reducing accrued leave balance through planned
drawdown rather than cash payout); Approvalmax and Xero workflow tightening to reduce finance
overhead; security infrastructure capex to reduce manned security recurrent cost over time.

e Management actions required: GP recruitment campaign (Board-sponsored); facilities and finance
scope reviews; vendor renegotiations; wage threshold monitoring with Board notification above $100K
variation.

e Board role: Approve the GP recruitment budget and incentive package, monitor wages monthly during
recovery period, receive notification of any variation above the $100K threshold.

KEY RISK:

The -3% Year 2 saving is the most execution-dependent assumption in Scenario 2. GP recruitment in rural
Northland is genuinely difficult.
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Scenario 3: Revenue Growth + Efficiency (Recommended)

What this means in practice: Scenario 3 builds on everything in Scenario 2 and adds an active revenue growth

programme. It requires the same internal cost discipline as S2, plus deliberate investment in new contract

development and service expansion. The upside is material (514.9M cumulative vs $12.2M) but the growth

depends on external counterparties who are not within the Trust's control. This scenario should be actively

pursued in parallel with Scenario 2, but the Board should plan its finances against Scenario 2 and treat any

Scenario 3 upside as reserve-building windfall.

Assumptions/Key drivers:

Revenue: +6-8% per annum. Requires four specific new revenue streams to be activated: (1) expanded
Whaikaha Disability Support Services (DSS) home support contracts — Te Whare Awhina already
delivers this service and is growing; a formal contract growth strategy targeting Whaikaha DSS volume is
the most directly actionable lever; (2) ACC rehabilitation volume growth through the existing clinical
service; (3) PHO capitation equity uplift through Mahitahi Hauora, reflecting the 93% high-deprivation
enrolled population and the 2025/26 capitation reweighting review; (4) rural premium recognition from
Te Whatu Ora under the Primary Care Tactical Action Plan (PCTAP), which includes contestable rural
uplift funding.

Wages — Year 1 (2027): -3% (same as S2 restructure saving, already delivered). Year 2: additional -2%
via same levers as S2. Year 3 onwards: CPIl only.

Operating model: All Scenario 2 actions, plus: a dedicated contract development resource or CEO-led
negotiation programme; Rongoa Maori formal contracting through Te Whatu Ora and Whanau Ora
commissioning (Te Ara Rongoa opened 2024); exploration of CHP (Community Housing Provider)
registration to access housing funding as both a staff retention tool and a revenue stream.

Management actions required: Active contract negotiation with Whaikaha, ACC, Mahitahi Hauora, and
Te Whatu Ora; Rongoa contracting formalisation; CHP registration feasibility; PHO equity uplift
application; EECA solar application.

Board role: Endorse the revenue growth mandate, approve business development investment, receive
quarterly contract pipeline updates, and provide governance support for external negotiations where
Board-level relationships assist.

Financial result: Break-even 2027 (Year 1), surplus $1.2M. Growing surpluses: $2.4M (2028), $3.2M
(2029), $3.8M (2030), $S4.3M (2031). Cumulative $14.9M over five years.

KEY RISK:

Revenue growth of 6-8% per annum requires external contract wins that are not within the Trust's sole
control and involves third-party agreement. Any one of these streams may be delayed or not materialise
as modelled.

Recommendations

‘ Recommendation ‘ Detail

9.1 Adopt Scenario 3 (Revenue Scenario 3 is the recommended recovery pathway and should be pursued in parallel

Growth Optimisation). with Scenario 2. However, because Scenario 3 relies on external contract outcomes,

the Board should plan its finances against Scenario 2 as the mandatory baseline and
treat Scenario 3 upside as reserve-building uplift.

9.2 Sponsor GP recruitment as a Note that recruitment timelines in rural Northland may extend to 12—24 months

Board priority

9.3 Establish a wage monitoring Any wage variation above $100K requires Board notification. Monthly wage
threshold reporting to the FAR Committee during the recovery period (2026-2028).
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D1.6 Break-even Analysis

$21.05M $20.48M $580K 78%

BREAK-EVEN REVENUE @ 2026 ANNUALISED REVENUE REVENUE GAP TO CLOSE CONTRIBUTION MARGIN
2026 COSTS RATIO

Break-even analysis translates the scenario modelling into a single operational question: at the current cost
structure, how much revenue does the Trust need to cover all costs? This analysis uses the corrected 2026
annualised cost base (internal overhead recharges excluded), which is a materially different and more
favourable starting point than the 2025 audited position.

KEYNOTE:

The revenue gap has narrowed from $2.27M (2025 basis) to $580K on the 2026 annualised basis. The
executive restructure already embedded in the 9-month actuals has reduced annualised costs by
approximately $1.15M, closing most of the prior-year gap. This materially improves the break-even

timeline across all scenarios.

Break-even Revenue Gap — FY2026 Annualised Basis

Prior break-even
$22.82M (FY2025 basis)
+ $0.58M gap
$20 -
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2
S
S s10- $20.48M
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Figure 4: Break-even Revenue Gap — 2025 basis vs 2026 annualised
Findings
e Break-even revenue at the 2026 annualised cost structure = $21.05M, compared to annualised revenue

of $20.48M. The gap is $580k, down from $2.27M on the 2025 basis.

e The executive restructure accounts for approximately $1.70M of this improvement, with annualised
total costs falling from $22.82M (2025) to $20.93M (2026 annualised).

e Contribution margin ratio is 78% — approximately 22 cents of every additional revenue dollar flows

through to the bottom line.

¢ Fixed cost base is $16.42M (annualised 2026), with variable costs (drugs, consumables, patient
transport, residual locums) estimated at 22% of revenue.
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Scenario Break-even Achieved in
Revenue

S1, Status Quo $21.9M Not in 5 years Wage cost growth (+4% CPI) outpaces +3%

revenue growth; deficit widens every year.
S2, Cost Optimisation $20.3M 2027 Break-even Year 1 as wage savings (-3%) outpace
(mandatory baseline) residual gap. Surplus builds strongly from 2028.
S3, Revenue Growth + $20.2M 2027 Break-even 2027 with +6% revenue growth and -
Efficiency 3% wages. Surplus reaches ~$1.2M by 2028.

Break-even years revised from prior analysis (S2: was 2029; S3: was 2028) due to 2026 restructure savings
Sensitivity Analysis

e Each 1% of unplanned wage growth above plan costs $163K and delays break-even by approximately
3-4 months.

e Each $250K of new contract revenue (at 80% contribution) provides $200K net and accelerates break-
even by approximately 4 months.

¢ The entire revenue gap ($580k) could be closed by a single new PHO capitation contract or a 2-3%
improvement in the existing contract uplift rate.

e Wages must not grow above CPI (3 to 4%) in 2027. Any overrun above that, without a corresponding
revenue gain, returns the Trust to a loss position.

KEY INSIGHTS:

The executive restructure has done the heavy lifting: the revenue gap has fallen from $2.27M to $580k.
Under Scenarios 2 and 3, the Trust can reach break-even as early as 2027 (Year 1).

The critical risk is not achieving break-even; it is protecting the progress already made.

Every unbudgeted wage increase, every delayed contract renewal, and every locum month without a GP
replacement erodes this margin.

The Board must commit to Scenario 3’s revenue growth programme immediately, while maintaining
Scenario 2 as the mandatory baseline for cost discipline.

Cash & Reserves Trajectory — Scenario 2 (Revised)

$141 Above minimum reserve
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Figure 5: Cash & Reserves Trajectory — Scenario 2 (Revised). Opening balance $3.2M post-2026 outturn. Minimum reserve policy $1.5M
(dashed). Capex draws $0.9-1.0M p.a. deducted each year.
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D1.7 Recommendations and Recovery Roadmap

This section translates Scenarios 2 and 3 into a concrete 5-year recovery roadmap with quarterly milestones.
Actions are grouped by time horizon, immediate (within 90 days), Year 1, Year 2, and Year 3.

IMMEDIATE, WITHIN 90 DAYS (2026)

(1) Board formally adopts Scenario 3 as the primary recovery pathway, with Scenario 2 as the mandatory
baseline for cost discipline and financial planning.

(2) Implement monthly Board KPI dashboard

(3) Formally adopt minimum cash reserve policy of $1.5M.

(4) Commence GP recruitment to reduce locum dependence.

(5) Establish Finance, Audit & Risk (FAR) Committee

(6) Complete Xero dual tracking, code rationalisation, and Approvalmax workflow redesign

(7) Implement Calxa and contract summary

YEAR 1 (2027): Clinical and Contract Interventions

(1) Complete GP recruitment target, reduce locum spend.

(2) Renegotiate IT subscription contracts

(3) Initiate Rawene Campus security competitive tender.

(4) Commission independent wage benchmarking vs sector peers.

YEAR 2 (2028): Contract Renegotiation and Workforce Optimisation
(1) Renew Te Whatu Ora contracts, advocate for above-CPI uplift.

(2) Pursue new Whaikaha (DSS) home support contract expansion.

YEAR 3 (2029): Consolidate and Rebuild Reserves
(1) Cash reserves at or above $3.0M target (120 days operating cash).
(2) Revisit capex programme, consider increasing to match depreciation.

(3) Commission Board governance effectiveness review.

Recommendations

Recommendation Detail

10.1 Monthly Board Dashboard Traffic-light KPIs covering revenue vs budget, wages % of revenue, cash days, leave
liability, and contract pipeline. Prepared by CFO; first agenda item at every Board
meeting.

10.2 CFO Contract Sign-off Require written CFO review any new contract with wage cost.

10.3 Independent Wage Consider independent review vs sector peers (comparable rural and Iwi-led primary

Benchmarking care providers) to inform the 2028 workforce strategy.

10.4 Finance & Risk Committee Establish FAR Committee meeting monthly (recovery period) with delegated
authority to review recovery plan performance and escalate material variances.

CLOSING POSITION:

Hauora Hokianga Trust has the operational scale, community mandate, workforce, and balance sheet to
return to sustainable surplus within three years. The financial problem is addressable, and the primary
levers are within Board control. What is required now is decisive adoption of Scenario 3 as the
recommended recovery pathway (with Scenario 2 as the mandatory baseline), rigorous monthly
monitoring, and disciplined execution of the 90-day immediate action list.

BDO Northland | April 2026 | STRICTLY CONFIDENTIAL — BOARD USE ONLY  Page 22 of 37



Hauora Hokianga Trust | Financial Review & Recovery Programme | Board Confidential
D1.8 Funding Diversification

The Trust’s funding base is heavily concentrated in Te Whatu Ora and Mahitahi Hauora contracts. These are
essential and must be protected. However, concentration risk is real in the current environment of national
health system reform and contract uncertainty. Over-reliance on a single funding stream is a strategic risk the
Board should actively manage.

Consideration is needed as to which areas are viable for the Trust to pursue. One area for particular
consideration is whether seeking registration as a Community Housing Provider is a strategic pathway to
address the clear link between poor housing, preventable ill health, and inequitable outcomes for Hokianga
whanau and, in doing so, open access to funding, capital investment, and partnership opportunities that are
currently unavailable to the Trust in its capacity as a health-only provider.

The following opportunities are identified for consideration as part of the Strategic Plan. Each requires further
discussion before any commitment is made.

Opportunity ‘ Notes
Ministry for Primary The Ministry for Primary Industries (MPI) sometimes offers regional infrastructure
Industries funding and similar grants, which could be explored to support capital projects or

feasibility work in Hokianga. It is advisable to monitor MPI's current and upcoming
funding programmes for opportunities that align with the Trust's objectives.

Te Puni Kokiri's Maori Te Puni Kokiri's Maori Development Fund ($40.21M p.a.) can fund feasibility studies and
Development Fund infrastructure investment. Foundation North funds Northland charitable organisations
year-round. The Trust's profile is well-aligned to both.

Foundation North Foundation North funds Northland charitable organisations. The Trust's profile is well-
aligned to both. In addition, Foundation North offers a repairs fund that could be
accessed for property maintenance or restoration needs.

Housing & Urban Funding opportunities may be available through the Ministry of Housing and Urban

Development Development (HUD), including programmes to support feasibility studies and
community housing initiatives. It is advisable to monitor HUD funding rounds to identify
relevant grants for asset development.

BOARD ACTION REQUIRED:

The Board should reassess its current strategic plan and decide whether to expand beyond a health-only
focus to include opportunities such as community housing and related social services that diversify
funding.
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D2. Finance Structure Review Report

D2.1 Audit findings

The 2025 audit confirmed the impact of operating at 3 of 5 finance FTE: inadequate segregation of duties,
undocumented review processes, and gaps in contract revenue oversight. Full findings are at Section C3.
Management is strengthening controls as resourcing stabilises.

Area Current State Control Gap ‘ Recommended Action

Xero income codes  Fragmented per Slows system; Rationalise and consolidate
contract complex reporting

Dual tracking Not in use No contract/dept Implement dual tracking

split in reports

Approvalmax Partially manual Approval Automate routing and escalation
bottlenecks

IMS Payroll Manual Time-intensive; Online timesheets with digital approval
timesheets error risk
Excel reporting 20+ linked sheets Version control; Implement Calxa integrated with Xero

data integrity risk

Finance Not documented Key-person Document all procedures
Procedures dependency
Manual

D3. Board & Executive Reporting Solutions

D3.1 Board Reporting

The recommended solution is Calxa integrated with Xero to produce standardised, automated Board financial
reports, P&L versus budget, cash position, recovery milestone RAG dashboard, capex versus plan, without
manual export or manipulation. This replaces the current 20+ worksheet Excel process.

Audit Finding (2025): The external audit identified that contract revenue was tracked on an Excel spreadsheet
with no independent review, and that journal entry access was broader than necessary. Management has
addressed both. These findings are consistent with the controls assessment in Section C3 and reinforce the
case for transitioning to integrated system-based reporting.

D3.2 Funder and Management Reporting

Funder reporting is fully manual. Finance staff export Xero data, manipulate it in Excel, and reformat it against
each funder’s template — a different template for each of four funders — with no shared calendar and no
Xero-to-funder code mapping.

Once dual tracking and contract budgets are in Xero, Calxa dashboards will provide each manager with real-
time budget performance visibility.
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D4. Revenue Contract Review

KEYNOTE:

The Trust is engaged in ongoing negotiations with its main funders. The findings and recommendations
in this section, particularly those relating to the 30% overhead rate and cost allocation methodology, are
confidential internal management information and should not be shared externally. Premature disclosure

to funders, ahead of negotiation, could compromise the Trust’s negotiating position.

Revenue Contracts and Existing Budgets
The Trust holds approximately 60 active revenue codes in Xero spanning Te Whatu Ora, Mahitahi Hauora,
Whaikaha, ACC, and other funders. Contract documentation is incomplete.

Three contracts show material year-on-year movement: the TWO Workforce Development contract has
reduced; PHO capitation equity has increased; and a minor ACC contract has lapsed. The CEO should compile a
complete contract register with current signed versions by 31 July 2026.

Administration Charges Across Contracts

The Trust applies a 30% overhead charge across all contracts as its primary mechanism for recovering central
administration costs. At 30% on approximately $19.5M of contract revenue, the Trust is recovering
approximately $5.85M annually.

The 30% rate is at the upper end of the Hauora sector range (typically 15-30%). It is defensible but currently
undocumented. Three issues require resolution:

(1) No formal Cost Allocation Policy;
(2) The rate has not been independently tested against actual back-office spend;

(3) Itis not consistently disclosed in funder reporting templates.

Given that the Trust is in active funder negotiations, the Board should not table this analysis in any funder
meeting without prior legal review. The overhead rate documentation is internal management information.

Recommendations

Recommendation Owner Timeframe

11.1 Map all revenue contracts and obtain current signed versions CEO / Director 0-3 months
SS

11.2  Assess back-office cost line and verify full overhead recovery Finance / BDO 3-6 months

11.3 Reconstruct budgets on a per-contract basis for 2026 and 2027 Finance / BDO 3-6 months

11.4 Table Revenue Contract Review findings at Board CEO /BDO 3—-6 months
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F IMPLEMENTATION ROADMAP

The following phased roadmap aligns all scope items and deliverables to a prioritised action plan. RAG status
reflects the position as of April 2026.

Phase 1: Stabilise (April-June 2026)

KEY PRIORITY:

Budget deadline - Xero, Approvalmax, Calxa, and contract budget actions in this phase must be completed
before 30 June 2026.

Initiative Why Owner Timing RAG

Adopt Scenario 3 Board mandate Board / CEO Immediate . In place
recovery plan (with
Scenario 2 as the

baseline)

Establish FAR committee  Critical governance  Chair/Board Immediate In progress
gap

Verify 30% admin fee Compliance risk CEO/Finance  0-3 months @ confirmed

allowability

Rationalise Xero income System Finance Immediate . Not started

codes performance

Implement dual tracking ~ Contract/dept Finance /BDO  Immediate @ Not started

in Xero reporting

Redesign Approvalmax Remove bottlenecks Finance /BDO  Immediate ‘ Not started

workflows

Amend Delegated Governance risk CEO / Board 0-3 months In progress

Authority Policy (6 gaps)

Table hospital CEO / Facilities  Immediate In progress

infrastructure plan

Upload 2025 financials to  Legal compliance Finance Immediate . Completed

Charities Commission

Implement Calxa with Automate Board Finance /BDO By 30 June @ Not started

Xero reporting 2026

Transition to online Reduce processing Finance / HR By 30 June . Not started

timesheets time 2026

Shared drive for contract ~ Contract Finance By 30 June . Not started

file and information performance mgmt 2026
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Phase 2: Strengthen (July 2026 — March 2027)

Initiative Why Owner Timing RAG

Develop Finance Reduce key-person Finance 3—-6 months ’ Not started
Procedures Manual risk Manager

Complete Revenue Verify income, BDO / CFO 3—-6 months In progress
Contract Review (D4) admin fees

5-Year Strategic Financial ~ Long-term Board BDO / CEO Completed . Completed
Plan (D1) mandate

Table Finance Structure Financial leadership  BDO 3—-6 months In progress
Review (D2) decision

Establish Clinical Quality, safety, CEO / Clinical 3—-6 months In progress (group exists)
Governance Committee accountability

Phase 3: Sustain (April 2027 onwards)

Initiative Why Owner Timing RAG

Achieve 2027 break-even  Financial recovery CEO /Finance By end 2027 @ Not started
(S2 & S3) milestone

Rebuild reserves to Financial resilience ~ CEO / Board Ongoing @ Not started
$5.5M (3 months' opex)

Long-term hospital Asset compliance &  CEO / Facilities  Ongoing @ Not started
infrastructure service continuity

programme

Annual Board committee ~ Governance quality ~ Chair Ongoing ‘ Not started

effectiveness review

BDO Northland | April 2026 | STRICTLY CONFIDENTIAL — BOARD USE ONLY  Page 27 of 37



Hauora Hokianga Trust | Financial Review & Recovery Programme | Board Confidential

G BOARD ASSURANCE: RISKS, CONTROLS & COMPLIANCE

Key Financial Risks

The following risk register covers key financial, operational, reporting, and compliance risks. The Board should
review and confirm this register at each meeting and track management's responses against the assurance
plan.

Likelihood

Gap / Action

Current Controls

1 Wage cost escalation High Critical 2026 wage budget No formal Board trigger; any
above budget $16.73M; 0% increase; variation above $100K should
monthly P&L reported require Board paper
2 Recovery momentum lost Medium High Monthly reporting in No early-warning flag; quarterly
in H2 2026 place; CEO accountable  re-forecast recommended
3 Contract income Medium Critical  Existing Te Whatu Ora Revenue Contract Review in
reduction at renewal relationship; multi-year  progress; advocacy required at
contracts renewal
4 30% admin fee Medium High Consistently applied Not yet verified for allowability
challenged by funder for every contract
5 Reporting shadow system High High Xero in use; Excel Board ~ Manual manipulation outside
risk reports produced Xero; rationalisation and Calxa
monthly required. 2025 audit confirmed
this risk (refer Section G audit
findings).
6 Hospital infrastructure Medium Critical  Essential repairs list in Plan incomplete; table at next
compliance failure progress Board meeting
7 Leave liability cash Medium High Accrual recorded in No active management plan;
pressure ($1.87M) 2025 statements manage proactively
8 Capex overrun vs $850K Low—Med Medium 2026 capex budget Board resolution required above
budget approved $850K
9 Key-person dependency High High Finance Manager and 2025 audit: team operated at 3
(finance team) Business Accountant in of 5 FTE; multiple control
post deficiencies resulted. Finance
Procedures Manual required
urgently. Refer Section G audit
findings.
10 Delegation policy gaps (6 Medium High Policy V2 (Oct 2025) in Amendment and re-ratification
identified) place required urgently. 2025 audit
noted Conflicts of Interest
register was out of date and
incomplete (refer Section G audit
findings).
11 No FAR Committee High High Board receives financial ~ No dedicated sub-committee,
oversight reports monthly critical gap
12 H&Srisks: security, single High Critical H&S Committee to be Board Chair / CEO

generator, fire
compliance, ageing
infrastructure

established immediately
(operational within 90
days). Security tender to
be initiated. Fire
compliance register due
at next Board meeting.
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Key Financial Sensitivities

The recovery plan is most sensitive to wage variance, contract renewal outcomes, and liquidity. The table
below summarises the key sensitivities the Board should monitor, with suggested thresholds and commentary.

Sensitivity ‘ Risk Level Commentary

Wage costs exceed 2026 High Every 1% on $16.7M base = ~$163K additional annual cost

budget

Locum/agency staffing High Locum rates significantly exceed direct employment costs

required

Contract income reduction at High Te Whatu Ora is primary revenue source

renewal

Unplanned capex above Medium-High  Total capital register $4.97M. Funding-gated framework adopted.

approved ceiling Any out-of-scope commitment increases cash drawdown beyond
plan.

Leave liability (51.87M) not Medium Large payout would pressure cash

actively managed

Recommended Board Reporting Cadence

e At every Board meeting: P&L versus budget (month and YTD) against the recovery plan; cash position;
recovery plan RAG dashboard; capex versus plan; and risk register update.

e Quarterly: Contract performance summary; staffing FTE and leave liability; full-year re-forecast.

¢ Annually: Infrastructure compliance and capex plan; delegations review; internal controls assessment.

The governance response to the risks identified above is set out in Section H, which recommends four Board
sub-committees to provide structured oversight across financial recovery, health and safety, infrastructure, and
clinical quality.
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H BOARD COMMITTEES, RECOMMENDATIONS

The Trust currently operates without any formal Board sub-committees. This is a significant governance gap
given the active financial recovery, infrastructure liability, clinical obligations, and workforce pressures the
organisation is managing simultaneously.

Sub-committees do not reduce Board authority; they focus it. Each committee prepares work and provides
assurance to the full Board, which retains all decision-making power.

BDO recommends the Board establish four committees: Finance, Audit & Risk (FAR); Health & Safety;
Infrastructure; and Clinical Governance. The scale of the combined capital liability (54.97M strategic project
capex plus $4.49M projected asset replacements plus unquantified housing stock), the active H&S risk profile,
and the complexity of the financial recovery together make this the appropriate structure. Health New Zealand
(Health NZ) adopted a four-committee model including a dedicated Infrastructure Committee in 2025 for the
same reasons. The Board has the size to resource this structure.

KEYNOTE:

The committee structure outlined in this section is a recommendation. It is for the Board to decide how
many committees to establish and in what sequence. Whatever is adopted, Terms of Reference for each
committee should be ratified within three months of the decision.

1. Finance, Audit & Risk Committee (FAR Committee)
Why This Is Critical

The Trust is in active financial recovery, managing a multi-year deficit, rebuilding systems, completing a
revenue contract review, and developing a 5-year financial plan. A dedicated FAR Committee provides the
rigour, continuity, and depth of financial and risk oversight that the recovery demands.

Suggested Composition

Role \[e] {13

Chair plus 2 Trustees Minimum two Trustees with relevant financial, commercial, or audit background

Independent Adviser (optional) Co-opted external financial or audit specialist, non-voting; especially valuable
during recovery period

CEO (ex officio) Attends to provide management reporting; not a voting member

CFO/Finance Manager (ex officio) Attends to present financial reports; not a voting member
The FAR Committee should meet monthly during the recovery period (April 2026 to June 2028), transitioning to

bi-monthly thereafter. It reports to the full Board at each meeting. The annual external audit process is
managed through the FAR Committee.
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2. Health & Safety Committee
Why This Is Critical

Hauora Hokianga operates a hospital, multiple community clinics, home support services, and residential care,
all of which carry significant health and safety obligations under the Health and Safety at Work Act 2015
(HSWA).

The Trust employs 211 staff and operates ageing hospital infrastructure in a rural, geographically isolated
environment. The establishment of a dedicated H&S Committee is a legal governance imperative — HSWA
places specific duties on officers (including trustees) to exercise due diligence over health and safety.

A standalone committee ensures this obligation receives focused, uninterrupted Board-level attention and is
not displaced by financial or infrastructure discussions.

Current H&S Risk Profile

The following specific risks have been identified through the review and through direct management feedback.
Each represents an unacceptable level of exposure without a formal Board-level response plan in place.

Issue Current Status ‘ Board Consideration
Security — Rawene Manned Management and staff have raised active security concerns. Manned
Hospital and Clinics security in place  security is a response to real incidents, not a precautionary measure.

Physical security infrastructure at both the hospital and clinic sites has
been assessed as inadequate. Estimated remediation cost: $684K
(Section D1.4). A competitive tender process should be initiated to
rationalise ongoing manned security costs and transition toward
infrastructure-based solutions.

Power Resilience — Single  Single The hospital operates on a single generator with no N+1 backup
Generator generator, no capability. In a hospital environment — particularly one providing
redundancy inpatient, maternity, and surgical services in a geographically isolated

community — a generator failure during an outage is a patient safety
event. This is a critical infrastructure risk. Estimated cost for N+1
coverage: $1.08M. Funding-gated but must be on the risk register as
HIGH and tracked actively.

Fire Sprinkler and Building  Status The infrastructure compliance review was not completed at the time of

Compliance incomplete this report following a change in personnel. Fire sprinkler compliance
across the hospital and clinic buildings has not been fully confirmed.
This is a legal compliance obligation under the Building Act and Fire and
Emergency NZ standards. The Board should direct management to
provide a full compliance certificate register at the next Board meeting.

Ageing Infrastructure — Ongoing The hospital and clinic buildings are ageing. The Trust has invested

General $4.6M in catch-up capex between 2022 and 2025, reflecting a backlog
of deferred maintenance. The current capital register ($4.97M, Section
D1.4) includes significant remediation and resilience items. Without a
completed, Board-approved infrastructure plan, the full liability is
unknown. A formal infrastructure condition assessment should be
commissioned.
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Suggested Composition

Role Notes

1-2 Trustees Board representation with clinical or H&S background

CEO Management representative

H&S Manager / nominee (ex officio) Operational lead for H&S programmes

Worker Representatives At least one clinical and one non-clinical worker representative, reflects HSWA

participation obligations

The H&S Committee should meet quarterly and present a written report to the full Board at each meeting. Its
mandate covers HSWA compliance, worker safety, clinical workspace safety, and notifiable event oversight.
Notifiable events (serious harm or near-miss) must be escalated to the full Board immediately. Where a
separate Infrastructure Committee is established, physical building compliance items (generator, fire, WOF) sit
with that committee; otherwise, they are absorbed within the H&S Committee.

BOARD ACTION REQUIRED:

(1) Elevate the single generator risk to HIGH on the risk register with a specific funding strategy assigned.

(2) Initiate a competitive tender for Rawene Campus security infrastructure to replace or supplement the
current manned security arrangement.

(3) Commission an independent infrastructure condition assessment to establish the full scope of
deferred maintenance liability.

BDO Northland | April 2026 | STRICTLY CONFIDENTIAL — BOARD USE ONLY  Page 32 of 37



Hauora Hokianga Trust | Financial Review & Recovery Programme | Board Confidential

3. Infrastructure Committee

Why This Is Critical

The Trust faces a combined capital liability of approximately $9.5M over five years: $4.97M in strategic project
capex (Section D1.4) and $4.49M in projected asset replacements (Section C6), plus an unquantified staff
housing stock liability. This scale of infrastructure obligation warrants dedicated Board-level oversight with
trustee expertise in asset management, construction, or capital investment.

An Infrastructure Committee is not conventional for a trust of this size, but Health NZ adopted exactly this
model in 2025 in recognition that infrastructure governance requires different skills and focus than financial
audit or H&S compliance.

Mandate

e Oversight of the strategic project capex register ($4.97M) — priorities, funding strategy, progress
against funding-gated framework.

e Oversight of the projected asset replacement schedule ($4.49M over 5 years) — annual plan vs actuals,
deferred items.

e Building compliance — fire certificates, warrants of fitness, sprinkler compliance register.
¢ Staff housing stock — condition assessment progress, strategic options (remediate / exit / redevelop).

¢ Independent infrastructure condition assessment — commissioning and oversight of findings.

Suggested Composition

Role Notes

1-2 Trustees Board representation with asset management, construction, engineering, or
capital project background preferred

CEO Management accountability for infrastructure programme
Facilities Manager (ex officio) Operational reporting on capex and maintenance
Independent Adviser (optional) Co-opted infrastructure or engineering specialist, non-voting

The Infrastructure Committee should meet quarterly and report to the full Board at each meeting. During the
active capital programme phase, it may meet more frequently. All capex decisions remain with the full Board it
has no authority to commit expenditure.

Under a three-committee model, the infrastructure mandate would sit within the FAR Committee.
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4. Clinical Governance Committee

A Clinical Governance Group already meets regularly at management level. Elevating this to a formal Board
sub-committee, or establishing a Board-level Clinical Governance Committee, would close the current
governance gap between clinical operations and Board accountability. With 7,136 enrolled patients and
services spanning primary care, hospital inpatient care, maternity, mental health, disability support, and
rongoa, the Board needs structured oversight of clinical quality and patient safety outcomes.

Suggested Composition

Role Notes

1-2 Trustees Board representation with relevant experience

CEO (ex officio) Provides management reporting

Clinical Director / Lead Clinician (ex  Operational clinical accountability
officio)

Consumer / Whanau Reflects kaupapa Maori governance values
Representative (recommended)

5. Summary: Recommended Committee Structure

Committee ‘ Priority Cadence Key Focus Status
Finance, Audit & Risk High Monthly Financial recovery, audit, risk, ’ Not established
(FAR) (recovery); financial controls
bi-monthly
(steady state)
Health & Safety Medium  Quarterly HSWA compliance, worker Management group exists;
safety, notifiable events Board representative required
Infrastructure High Quarterly Capex register, asset . Not established

replacement, building
compliance, housing stock

Clinical Governance Medium  Bi-monthly Clinical quality, patient safety, Management group exists;
health outcomes Board representative required

BOARD ACTION REQUIRED:
Approve the following sub-committees:
(1) FAR Committee
(2) Capex/Infrastructure Committee
(3) Health & Safety Committee (Existing committee — Board rep/co-opt)
(4) Clinical Governance Committee (Existing committee — Board rep/co-opt)
And direct the Chair and CEO to develop Terms of Reference for ratification at the next Board meeting.
Prioritise FAR Committee establishment - this should be operational as soon as possible.
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APPENDICES

Appendix A, Recovery Plan Risk Register (Detailed)

The following detailed risk register was prepared as part of the Five-Year Recovery Plan and should be read in

conjunction with the Board Assurance risk register in Section G.

R2

R3

R4

R5

R6

R7

R8

Employee-cost growth
outpaces revenue
recovery;
wages/revenue ratio
does not return below
78%

Contract renewal with
Te Whatu Ora delivers
below-indexation uplift
(<3% p.a.)

Cash reserves fall below
the $1.5M Board-
adopted floor before
recovery delivers

Capex commitment
without funding
certainty or Board
approval on the $4.97M
register

Workforce attrition in
remote rural roles

drives substitution to
high-cost locum cover

IT modernisation delay

extends legacy platform
support costs and audit
exceptions

Regulatory or audit
finding requiring
remediation

Scenario 2 adoption
delayed beyond Q1
2027; recovery
timetable slips by a full
year

Rating

High

High

Medium-High

Medium-High

High

Medium

Medium

Medium-High

‘ Mitigation

Quarterly FTE review; CFO / CEO
freeze discretionary hires;

renegotiate locum rates;

publish wage-to-revenue

dashboard monthly.

Early engagement with CEO / Board Chair
commissioner; prepare

unit-cost benchmarking

dossier; scenario-test

Scenario 1 downside.

Monthly cash-flow CFO
forecasting to 13 weeks;

staged capex release

gates; overdraft facility

standby.

Funding-gated framework  CFO
adopted (Section D1.4). No
commitment without: (a)

H&S critical necessity, or

(b) confirmed external

funding, or (c) sustained
break-even. Monthly

review by Finance & Risk
Committee.

Retention bonuses for
critical roles; housing
support; grow-your-own
clinical pipeline; cap locum
spend per service line.

People & Capability

Milestone-based vendor
payments; parallel run for
<90 days; pre-commit
decommissioning plan.

ClO/ CFO

Management letter CFO / FAR Committee
tracker; pre-audit self-

assessment; Finance & Risk

Committee review of all

findings within 30 days.

Board resolution targeted Board Chair
at next Board meeting;

implementation plan

tabled within 60 days of

adoption.
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Appendix B, KPl Monitoring Dashboard (Recovery Plan)

The Board should receive the following KPIs monthly from the CFO. The CFO will present this dashboard as the

first agenda item of every meeting during the first three years of the recovery.

Metric Category Target Amber Red Trigger Frequency  Notes
(2027) Band
Wages / Revenue ratio P&L <78.0% 78-80% > 80% Monthly Primary recovery
indicator
Operating result vs P&L Within 2% +2-5% > +5% unfav. Monthly
budget
EBITDA margin P&L >3.0% 1.0-3.0% <1.0% Monthly
Cash & investments Liquidity >$2.5M $1.8-2.5M <$1.8M Monthly Min policy $1.5M
Days cash on hand Liquidity > 45 days 30-45 < 30 days Monthly
days
Debtor days Working <35 days 35-45 > 45 days Monthly
capital days
Capex spend vs plan Capital Within £10%  +10-20% >+20% Quarterly
FTE vs budget Workforce Within +2 +2-5 FTE > +5 FTE Monthly
FTE
Locum spend / total Workforce <6.0% 6.0-8.0% > 8.0% Monthly
wages
Staff turnover (rolling Workforce <14% 14-18% > 18% Quarterly
12m)
Service volume vs Service >98% 95-98% <95% Monthly
contract
Audit findings Governance 0 1 >2 Quarterly

outstanding >90d
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Appendix C, Cashflow Summary

ANNUAL CASHFLOW FORECAST — HAUORA HOKIANGA TRUST | FY2027-FY2031

Scenario 2 (Wage Optimisation) — Primary Board Planning Scenario. All figures NZD.

FY2026 FY2027 FY2028 FY2029 FY2030 FY2031
Cash Flow Item
Actual/Est) (Year (Yea (Year 3) (Year 4) (Year 5)

OPERATING CASH INFLOWS

Revenue Receipts (incl. MOH, PHO, ACC) 20,477,152 22,448,000 23,346,000 24,513,000 25,739,000 26,768,000
Interest Received $206,081 $64,800 $50,000 $40,000 $30,000 $20,000
Other Cash Receipts $200,000 $150,000 $150,000 $150,000 $150,000 $150,000

L OPERATING INFLOWS 20,883,233 22,662,800

OPERATING CASH OUTFLOWS

Wages & Salaries Paid 16,339,999 15,894,000 16,053,000 16,695,000 17,363,000 18,058,000
Clinical Supplies & Drugs $1,292,617 $1,331,396 $1,371,337 $1,412,477 $1,454,851 $1,498,497
Overheads & Admin $3,459,525 $3,528,715 $3,599,290 $3,671,275 $3,744,701 $3,819,595
Trustee & Audit Costs $144,406 $148,000 $152,000 $155,000 $158,000 $161,000
GST Net Payments - $200,000 $200,000 $200,000 $200,000 $200,000
Leave Liability Movement - ($50,000) ($50,000) ($50,000) ($50,000) ($50,000)

TOTAL OPERATING OUTFLOWS $21,645,734 $22,565,664 $22,845,256 $23,740,448 $24,632,993 $25,559,551

NET OPERATING CASHFLOW ($762,501) $97,136 $700,744 $962,552  $1,286,007

INVESTING ACTIVITIES

Capital Expenditure (Capex) ($850,000) (51,040,652) ($944,517) ($979,415) ($789,610) ($736,472)
Proceeds from Asset Sales - - - - - -
Term Deposit Movements ($1,800,000) - - - - $500,000
NET INVESTING CASHFLOW ($2,650,000) ($1,040,652) ($944,517) ($979,415) ($789,610) ($236,472)
NET CHANGE IN CASH ($3,412,501) ($943,516) ($243,773) ($16,863) $496,397 $1,141,977
Opening Cash Balance $5,303,953 $3,678,705

CLOSING CASH BALANCE $2,735,189 $2,491,416 $2,474,553 $2,970,950 $4,112,927
Minimum Cash Reserve (Board Policy) $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000
Headroom above Minimum Reserve $2,178,705 $1,235,189 $991,416 $974,553 $1,470,950 $2,612,927
KEY RISK ALERT:

If the 2027 deficit continues without cost control, cash headroom will fall to $1.1M by June 2027,
approaching the $1.5M minimum reserve. Cost containment must start now.

— End of Report —
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