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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the 
Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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File number: HC06-27-2-11 
Action required by: date 

District Health Board (DHB) Indicative Funding Advice 2016-17 

To: Hon Dr Jonathan Coleman, Minister of Health 
Hon. Bill English, Minister of Finance 

Purpose 
The Ministry of Health (the Ministry) asks the Ministers of Health and Finance (joint Ministers) to agree 
that the Ministry can release the indicative funding advice to DHBs prior to 18 December 2015 and 
provide an early signal to DHBs on 2016/17 funding for Electives.  

Key points 
• The recommended funding signal to DHBs comprises $11.724 billion baseline funding, and a $320 

million (2.73 percent) increase to manage growth (to cover demographic and a portion of other cost 
growth). 

• The final funding amount will be confirmed as part of Budget 2016/17. 
• DHB funding will be allocated using the Population Based Funding Formula (PBFF) method, which 

was recently updated and approved by joint Ministers (HR 20151707 refers). 
• DHB funding growth is subject to a minimum growth rate of 1.5 percent and a maximum growth rate 

of 4.25 percent.  Eight DHBs are at the minimum and two DHBs are at the maximum.  
• Last year the increase was $300 million.  
• For out-year planning assumptions, the DHBs will be asked to assume the same level of increase. 
• Officials believe that DHBs can manage on this level of funding with access to the current deficit 

provision of $50 million.  However in order to do so, some DHBs are expected to utilise cash reserves 
and within month overdraft facilities and this may not be a sustainable situation.  An overall 
improvement in efficiency gains and in deficit reduction plans is likely to be required if DHBs are to 
continue to manage in out years. 

• Canterbury DHB was given one off additional funding of $16.4 million in the current year.  This has 
not been included in the current package for 2016/17.  The current paper assumes that any additional 
funding for Canterbury DHB will be provided through deficit support and only when cash reserves and 
overdraft facilities are exhausted.   

• If following the next phase of the Price Waterhouse Cooper financial review, a decision was made to 
fund Canterbury DHB additional revenue from the deficit support pool, the remaining sector deficit 
position could become unmanageable within the current pool. 

• To assist DHBs in their planning for elective surgery officials believe it would be beneficial to provide 
an early signal of the 2016/17 funding for Electives.   
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District Health Board (DHB) Indicative Funding Advice 2016-17 

Recommendations 
The Ministry and Treasury recommend that you: 

 Minister of 
Health 

Minister of 
Finance 

a) Agree that the Ministry of Health release indicative funding advice to 
DHBs prior to 18 December 2015 

Yes / No Yes / No

b) Note that the recommended funding signal to DHBs comprises 
$11.724 billion baseline funding, and a $320 million (2.73 percent) 
increase to manage growth. 

  

c) Agree that the Ministry of Health provides DHBs with an early signal 
on 2016/17 funding for Electives for $12 million to support the 4000 
discharge increases for the electives health target. 

Yes / No Yes / No

 
 
 
 
 
Michael Hundleby Ben McBride 
Acting Director Manager, Health  
National Health Board The Treasury

 
 
 
 
 
 
 
Hon. Dr Jonathan Coleman Hon. Bill English 
Minister of Health Minister of Finance 

Date: Date: 
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District Health Board Indicative Funding Advice 2016-17 

Background 
1. The Ministry of Health (the Ministry) usually provides indicative funding advice to DHBs in 

December so that they can complete the first draft of their Annual Plans by March of the following 
year.  The March deadline allows the finalisation of Annual Plans before the start of the financial 
year.  It also allows the Ministry to provide consolidated financial forecasts for the Treasury 2016 
Budget Economic and Fiscal Update. 

2. Without a funding signal the Ministry would need to insert a placeholder position into the Treasury 
2016 Budget Economic and Fiscal Update and negotiation around DHB Annual Plans would be 
considerably more difficult.  

3. This advice is in advance of the current Budget 2016 process.  Final Budget decisions on the 
amount of new funding to be provided to Vote Health is expected to be made in April 2016. 

Discussion 
Overall funding signal 
4. The recommended funding signal to DHBs comprises $11.7241 billion for the baseline funding, with 

a $320 million budget bid to manage for growth (to cover demographic and a portion of other cost 
growth).  

5. 

Funding parameters 
6. DHB funding is allocated based on PBFF shares but rules are applied to ensure that each DHB’s 

funding allocation is never reduced and is increased year on year.  A minimum increase in funding 
of 1.5 percent is applied to ensure that DHBs are able to meet wage and inflationary pressures.  
This is the same increase as last year.  The Ministry is applying a maximum funding increase of 
4.25 percent funding to DHBs.   

  

                                                
1 Note the baseline DHB funding is $3.536 million higher than the October Baseline Update 2015 appropriation 

because it anticipates a technical adjustment in the March Baseline Update 2016. 

[33]
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7. The minimum of 1.5 percent requires those DHBs to absorb all volume pressure and an 
approximate 0.5 percent cost pressure through a mixture of efficiency and service change.  This is 
considered a very tight but manageable task.  If the minimum is increased the problem of cost 
management is deferred rather than removed.  The maximum has been set at 4.25 percent so that 
DHBs who are under-funded against their PBFF share can receive both their annual demographic 
growth and some movement towards PBFF share.   

8. The PBFF was recently updated and approved by joint Ministers (HR 20151707 refers).  There are 
a couple of minor changes to the allocation of the funding required to deal with a revised model 
and these are listed below: 
a. DHBs whose funding is over their PBFF share receive transitional funding and this is 

decreased annually using a standard approach.  With a new model the level of transitional 
funding is reset based on the new model.  For West Coast DHB this means that the increase 
in their PBFF share as a result of the review is used to reduce their level of over funding 
instead of being used to give them a windfall increase in funding.  For other DHBs the impact 
of this change is marginal. 

b. the new PBFF includes an allowance of approximately $4 million for the cost of the Chatham 
Islands.  However, because Canterbury DHB is at a minimum funding rate of 1.5 percent it 
would not receive the funding for this additional cost.  The Canterbury DHBs minimum was 
therefore increased to include the extra approximate $4 million. 

Effects on individual DHB 
9. Table Two below summarises increases by DHB for the 2016/17 year, which includes the $320 

million for growth. 
10. Eight DHBs (Whanganui, West Coast, Wairarapa, Taranaki, South Canterbury, Hutt Valley, 

Canterbury2 and Capital and Coast) are at the minimum and two DHBs (Lakes, and Northland) are 
capped at the maximum.   

11. Eight DHBs receive transitional funding of $67 million (last year this was $69 million).  Of these, 
four DHBs may have problems with affordability in the medium term:   
a. Whanganui and West Coast DHBs will always receive the minimum funding as they have a 

very slow growing or decreasing population.   
b. Taranaki and Hutt Valley DHBs have been affected by the changes to the PBFF, the New 

Zealand Deprivation Index 2013 and demographics.  They have transitional funding of $8.9 
million and $14.3 million respectively which means they are likely to be on the minimum 
funding path for several years. 

12. Canterbury DHB was given one off additional funding of $16.4 million in the current year.  This has 
not been included in the current package for 2016/17.  The current paper assumes that any 
additional funding for Canterbury DHB will be provided through deficit support and only when cash 
reserves and overdraft facilities are exhausted. 

  

                                                
2 Canterbury has a 1.81% but this includes the Chatham funding, their real growth rate is 1.5% 
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13. Table Two: Summary of DHB increases for 2016/17 with $320 million. 

 Minimum increase 1.5 percent3 and maximum increase of 4.25 percent.  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Pressures on DHBs 

Demand pressures 
14. Demand pressures (demographic growth) are estimated annually as an input to prepare DHB’s 

funding advice.  This process compares growth in the population4 adjusted for the associated cost 
profile by age, sex, ethnicity and deprivation.5 The standard calculation of demand pressures 
focuses on the incremental population increase from year to year using the latest set of population 
data from Statistics New Zealand.  Using the 2015 population data, this standard incremental 
demographic pressure is around (2.57 percent), reflecting a population increase of 76,805.  
Appendix One shows the DHB raw population projection changes from 2015/16 to 2016/17 
financial year. 

 
                                                
3 The minimum and maximum applies to population based funding, top slices change in different ways and this can sometimes 

result in an overall increase that is below 1.5% or 4.25%, e.g. Whanganui and Capital and Coast DHBs.   
4 Statistics New Zealand provides annual updates of DHB population projections by age, sex and ethnicity (Maori, Pacific, 

Other). 
5 This adjustment utilises the cost weights from the PBFF model. 

DHB  
2016/17 DHB 

Funding 
Package 

Starting Point  

2016/17 Total 
Increase 

2016/17 
Funding 

December 
15 

Estimate  

Percentage 
Increase  

Auckland  1,145.37 37.80 1,183.18  3.30%
Bay of Plenty  632.52 24.45 656.97  3.87%
Canterbury  1,277.42 23.06 1,300.48  1.81%
Capital & Coast  688.12 10.27 698.39  1.49%
Hawkes Bay  451.39 7.78 459.17  1.72%
Hutt  362.92 5.45 368.36  1.50%
Lakes  282.82 12.00 294.82  4.24%
MidCentral  465.07 12.04 477.12  2.59%
Nelson 
Marlborough  392.52 6.13 398.65  1.56%
Northland  508.42 21.50 529.92  4.23%
South Canterbury  167.04 2.51 169.54  1.50%
Southern  788.38 21.91 810.28  2.78%
Tairawhiti  146.57 6.04 152.61  4.12%
Taranaki  317.27 4.76 322.03  1.50%
Waikato  1,038.38 42.06 1,080.44  4.05%
Wairarapa  127.61 1.91 129.52  1.50%
Waitemata  1,339.57 35.08 1,374.65  2.62%
West Coast  121.30 1.82 123.12  1.50%
Whanganui  205.32 3.01 208.34  1.47%
Total:     11,724.10 320.00 12,044.10  2.73%
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15. Statistics New Zealand updates its estimates of the current and future population each year.  The 

2015 update added 30,353 people, compared to the 2014 figures.  If this adjustment is also taken 
into account, then the demographic demand pressure is 3.23 percent (or a population increase of 
107,158 people).  This is shown in Table Three below.  One perspective is that since PBFF is 
based on shares of population numbers the total change of 107,158 needs to be accommodated in 
establishing DHBs shares.  This would be the largest annual change that has ever had to be 
accommodated. 

16. On the other hand, there are reasons why the calculation of demand pressure usually ignores the 
annual updates to the population projections.  First, the current DHB baseline of $11.724 billion is 
not calculated on a bottom-up basis to reflect any particular population size, and the year-to-year 
demand pressures calculated using PBFF cost weights are indicative of the pressures faced by the 
sector rather than a precise estimate of the “correct” level of health sector funding.  Second, 
population projections are revised every year and there are always variances.  These can (and do) 
go down as well as up and can be expected to average out over time.  Over the last 5 years, the 
cumulative value of these movements has been an undercount of around 10,000 people, including 
the 30,353 undercount affecting the current year.  Population estimates were reduced by over 
40,000 people over the two years 2011/12 and 2012/13.  

 
Table Three: National Population Projection Variance 
    
 2015/16 FY 2016/17 FY Increase 
2014 Population Series       4,608,398   4,660,728      52,330  
2015 Population Series       4,638,750   4,715,555      76,805  
Change            30,353        54,828    107,158  
 
Key:    
  Population used for respective Funding Packages 

Cost pressures 
17. DHBs also face a range of cost pressures, including inflationary pressures (such as increases in 

costs of clinical supplies and equipment) and potential wage settlements. 
18. Inflation for 2016/17 has been estimated by the Treasury as 2.1 percent. 
19. 

20. 

21. 
Savings 
22. At a national level the difference between the funding level and the combined cost and volume 

pressure estimate is 1.88 percent.  This means that collectively DHBs will need to find a 
combination of demand management, efficiency and service mix changes to this level.  Individual 
DHB results are different from this because their funding amounts are also affected by changes to 
the PBFF formula, changes to the current year population numbers and adjustments to funding for 
the application of the minimum and maximum funding amounts.  Appendix Two provides more 
details on the increase by DHB broken down into the pressures and required efficiency 
adjustments. 

  

[38]

[38]

[38]
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Inter district Flows 
23. Inter-district flow (IDF) prices have been recalculated by the National Cost Collection Pricing 

Programme and on average will increase by about one percent.  For many DHBs, especially those 
on the minimum funding path, the combination of IDF volume growth and price increase will be 
greater than their percentage growth in funding placing further pressure on their own hospital 
budgets and contracting with other providers. 

Discussion on combined pressures  
24. There is $50 million in the deficit support pool for 2016/17(Refer Table Four below).  The main 

question is whether this will provide sufficient support especially for those DHBs on the 1.5 percent 
minimum.  Effectively, all DHBs are being required to maintain efficiencies at 1.88 percent.    

Table Four:  Available Deficit Support  

 Financial 
Year 

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 

2015/16 
OBU 

Deficit 
support 
$(000) 

55,000 50,000 50,000 39,211 39,211 39,211 

25. Based on current annual plans the gross sector deficit for 2016/17 will be $62 million.  There are a 
number of risks to this figure: 
a. Firstly, there are specific risks with a number of DHBs who, due to their current year position 

and their proposed funding path, look unlikely to reach breakeven in 2016/17.  

b. The second risk is more general, where DHBs are unable to manage cost and volume 
pressures.  

26. A gross sector deficit of $70 million does not translate into a dollar for dollar need for deficit 
support.  Around $30 million to $40 million of the risk sits with DHBs who have already depleted 
their cash reserves and have partially or completely utilised their within month overdraft facilities6.     
These DHBs (Southern, Wairarapa and Tairawhiti) are expected to require deficit support.  The 
residual risk sits with DHBs who could cover their position from cash reserves and/or their within 
month overdraft facility.  Under the scenario of a $70 million gross sector deficit the current deficit 
support appropriation of $50 million would therefore be tight but manageable.   

27. In Canterbury DHB’s case there could be additional pressure on the affordability of their 
earthquake programme of repairs and rebuilds.  Cabinet was previously asked to note that $20 
million per annum will be reserved within Ministry risk reserves to cover the risks associated with 
the Canterbury DHB’s operational performance from 2013/14 to 2018/19 (SEC Min (13) 2/4 refers).  
There is no separate reserve for this so it needs to be covered from the deficit pool.  Price 
Waterhouse Coopers have been engaged to do further work on the Canterbury DHBs financial 
position.  If, following this review, a decision was made to fund Canterbury DHB additional revenue 
from the deficit support pool the remaining sector deficit position could become unmanageable 
within the current pool.     

28. The use of cash reserves and within month overdraft facilities may not be a sustainable solution for 
DHBs and if they do not return to surplus in the following year they may need access to further 
deficit support.  This also has the effect of depleting the potential pool of funding available for 
capital investment and could place more stress on out year need for Government equity funding of 
facilities. 

                                                
6 DHBs have access to additional cash from the shared banking arrangements to cover up to one month of income, this is what 

is referred to as their overdraft facility. 

[33]

[33]
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29. In the second scenario where there is a systemic issue across DHBs in managing cost and volume 
pressures, the strategy of using cash reserves and overdraft facilities may still be feasible as a 
short term measure but would again potentially reduce funding for future capital developments and 
could be unsustainable in the medium term.   

Top slicing 
30. The majority of DHB funding is allocated on the basis of the PBFF.  There are some services 

however, that are funded on a cost basis to the DHB providing the service.  This is done for 
services and costs that do not fit the PBFF model or for new initiatives in the initial few years of set 
up.  Most of these are increased annually in line with cost and volume pressures as appropriate.   

31. There is one exception to this in the current package: Forensic Mental Health growth has been 
targeted to Waitemata DHB to meet the demand for beds. This does place additional pressure on 
the other units to manage within low cost growth.  

Land adjuster 
32. This adjuster was set up in 2008/09 to cover the high capital charge on land paid by Auckland DHB 

due to the extraordinary land values in Auckland.  Joint Ministers agreed that this funding advice 
was to provide recommendations for the 2016/17 year for the land adjuster (Health Report 
20151707 refers).  For 2016/17 officials recommend leaving the current land adjuster and making 
no further moves to include the compensation for the additional capital charge due to revaluations 
on land or buildings within the PBFF. 

33. Officials recommend that the cost of capital charge on land be considered as part of a wider review 
of the financing of capital investment in the health sector.  This is a highly complex area and 
requires careful analysis.  Officials will provide a more detailed scoping of this project in early 
March 2016.  The review will then report back to joint Ministers in July 2016 to allow time for 
Cabinet to consider any changes to current settings in time for implementation for the 2017/18 
funding year.    

Electives 
34. To assist DHBs in their planning for delivery of elective surgery in 2016/17 the Ministry intends to 

provide an early signal of the Electives advice.  This advice includes the new funding of $12 million 
to support the 4,000 discharge increase for the Elective Health Target.  The Ministry will also 
advise DHBs of the continuation of the following initiatives from prior budgets funding: 
a. $24 million to support additional general surgery and orthopaedic discharges, including major 

joint replacements (Budget 2015 Initiative over 3 years) 
b. $2.5 million to support an estimated 127 Bariatric surgery procedures.(Budget 2014 initiative 

over 4 years) 
35. The implications of supplying this early advice to DHBs without final approval of the budget 

appropriation for 2016/17 are, if the funding appropriation is not received or is a different figure, 
DHBs will need to adjust their delivery and financial plans.  DHBs will be unable to achieve the 
surgical discharges signalled within existing budgets, so advice will need to be revised in 
accordance with the budget agreed. 

Communications Strategy 
36. DHBs will be advised that the funding is for the purposes of funding demographic growth pressure 

with a contribution to cost pressures.  They will also be informed that there is no contingency for 
additional costs.  This message will need to be re-iterated to sector groups in order that the full 
2.73 percent of funding increase is not perceived as being available for cost or industrial relations.  
For out-year planning assumptions, DHBs will be asked to assume that a similar dollar level of 
increase will apply for the next two years.  DHBs will be asked to manage their deficits in line with 
the lower of their current Annual Plan or their recovery plan. 

 
END. 
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Appendix One 
 
 
DHB Raw Population Projection Changes from 2015/16 to 2016/17 Financial Year 
 
DHB Statistics NZ 2014 

estimated 2015/16 
population 

Statistics NZ 
2015 estimated 
2016/17 
population 

Variance 
16/17 less 
15/16 

% 
Variance 

Auckland 482,015 510,450 28,435 5.90% 

Bay of Plenty 222,235 226,530 4,295 1.93% 

Canterbury 529,905 543,820 13,915 2.63% 

Capital and Coast 301,170 307,250 6,080 2.02% 

Counties Manukau 524,505 541,080 16,575 3.16% 

Hawkes Bay 160,735 161,780 1,045 0.65% 

Hutt 144,550 145,310 760 0.53% 

Lakes 103,920 105,170 1,250 1.20% 

MidCentral 171,250 174,340 3,090 1.80% 

Nelson Marlborough 146,270 147,210 940 0.64% 

Northland 169,035 170,560 1,525 0.90% 

South Canterbury 59,043 59,210 168 0.28% 

Southern 313,050 319,200 6,150 1.96% 

Tairawhiti 47,603 47,680 78 0.16% 

Taranaki 118,560 118,110 - 450 -0.38% 

Waikato 391,770 400,820 9,050 2.31% 

Wairarapa 43,880 43,890 10 0.02% 

Waitemata 582,765 597,510 14,745 2.53% 

West Coast 33,685 33,190 - 495 -1.47% 

Whanganui 62,453 62,445 - 8 -0.01% 

Total 4,608,398 4,715,555 107,158 2.33% 
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Appendix Two 
 
 
DHB Increases for 2016/17 broken into components ($ million) 
 

DHB 

2016/17 
DHB 

Funding 
Package 
Starting 

Point 

Cost and 
volume 

pressure 
pre 

efficiency

efficiency 
adjustments

Cost and 
volume 

pressure 
less 

efficiency 

Adjustment 
for PBFF 

changes, base 
population 

changes and 
minimum and 

maximum 
rules 

2016/17 
Total 

Increase

Auckland   1,145.4   57.4  21.6  35.8   2.0  37.8 
Bay of Plenty   632.5   28.9  11.9  17.0   7.5  24.4 
Canterbury   1,277.4   64.1  24.1  40.0  -16.9  23.1 
Capital & Coast   688.1   28.8  13.0  15.9  -5.6  10.3 
Counties Manukau   1,266.1   66.6  23.9  42.7  -2.3  40.4 
Hawkes Bay   451.4   17.7  8.5  9.2  -1.4  7.8 
Hutt   362.9   14.1  6.8  7.3  -1.8  5.4 
Lakes   282.8   9.5  5.3  4.2   7.8  12.0 
MidCentral   465.1   18.4  8.8  9.7   2.4  12.0 
Nelson Marlborough   392.5   18.2  7.4  10.8  -4.7  6.1 
Northland   508.4   21.8  9.6  12.2   9.3  21.5 
South Canterbury   167.0   6.5  3.2  3.3  -0.8  2.5 
Southern   788.4   32.9  14.9  18.0   3.9  21.9 
Tairawhiti   146.6   5.3  2.8  2.5   3.5  6.0 
Taranaki   317.3   12.8  6.0  6.8  -2.0  4.8 
Waikato   1,038.4   49.3  19.6  29.7   12.3  42.1 
Wairarapa   127.6   5.6  2.4  3.2  -1.3  1.9 
Waitemata   1,339.6   71.4  25.3  46.1  -11.0  35.1 
West Coast   121.3   5.4  2.3  3.2  -1.3  1.8 
Whanganui   205.3   6.4  3.9  2.5   0.5  3.0 
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