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

of the government 
 

[2] 6(c) - to prevent prejudice to the maintenance of the law, including the prevention, investigation, 
and detection of offences, and the right to a fair trial 

 
[3]  9(2)(a) - to protect the privacy of natural persons, including deceased people 

 
[4] 9(2)(b)(ii) - to protect  the commercial position of the person who supplied the information or who 

is the subject of the information 
 

[5] 9(2)(ba)(i) - 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. 
 

[6] 9(2)(d) - to avoid prejudice to the substantial economic interests of New Zealand 
 

[7]  9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of 
advice tendered by ministers and officials  
 

[8] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression 
of opinions 
 

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

[10] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or prejudice 
 

[11] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 
[12] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage 

 
[13] Not in scope 

 
[14] 6(e)(iv) - 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. 

 

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 [3] 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) of the Official Information Act. 
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Action required by: Urgent File number: HC06-27-2-11

 

 

Health report 
Hon Tony Ryall (Minister of Health) 
Hon Bill English (Minister of Finance) 

District Health Board (DHB) Funding Advice 2014-15 

Executive summary 

i. Cabinet has agreed an indicative increase to the operating allowance for 2014/15 for Vote 
Health of $350M [CAB Min (12) 30\8 refers]. 

ii. This paper seeks agreement to provide advice on Thursday 28 November 2013 to District 
Health Boards (DHBs) about funding for devolved health services to allow them to progress 
effective planning for the 2014/15 year.  The funding advice is subject to final confirmation by 
Government through the Budget 2014 process.   

iii. Following discussion at Cabinet on Monday 25 November 2013, Ministers have agreed to 
release the DHB funding package based on a $250M allocation.   

iv. Officials have prepared DHB funding advice for 2014/15 on this basis.  This leaves an 
allowance of $100M with the Ministry of Health (the Ministry) to meet its pressures and 
allocate across the sector. 

v. Funding has been allocated using the standard Population Based Funding Formula (PBFF) 
allocation method.  The DHB minimum growth rate for 2014/15 is set at 1.5%.  DHB 
allocations are shown in Appendix one.   

vi. The demographic component of the PBFF has been updated for the latest Statistics New 
Zealand population projections.   

vii. The average percentage increase for DHBs is 2.25% made up from 1.64% for demographics 
and 0.61% for contribution to cost pressure.  The demographic growth rate is slightly higher 
than last year due to the changes in net migration assumptions.    

viii. For out-year planning assumptions the DHBs will be asked to assume that a similar dollar 
level of increase will apply for the next two years.   

ix. This funding represents the same nominal amount as the planning signal for 2014/15 given 
last year.    
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Recommendations: 

  Minister of 
Health 

Minister of 
Finance 

a) Agree to the allocation of an additional $250M to DHBs devolved funding 
from 2014/15 ongoing, made up from $181.89M for demographics, $68.11M 
as a contribution to cost pressures 

Yes / No Yes / No 

b) Agree that the minimum funding growth will be 1.5%.  This costs $3.4M and 
is included in the demographic amount 

Yes / No Yes / No 

c) Agree to the release of the DHB funding package on Thursday 28 November 
2013 for planning purposes, as outlined in this report 

Yes / No Yes / No 

d)  Agree that for planning purposes DHBs should assume that a similar dollar 
level of increase will apply in the out-years 

Yes / No Yes / No 

e) Agree to increase funding for top-sliced services in line with either 
contribution to cost pressures for services that are not demand-driven or 
contribution to cost pressure plus demographics for demand-driven services 
as appropriate 

Yes / No Yes / No 

f) Note that the demographic growth funding allocated for inpatient forensics 
will mainly be used to fund Capital and Coast DHB for the additional five 
beds they are providing 

Yes / No Yes / No 

g) Agree to Paediatric Cardiac being shifted from a top slice to a national IDF Yes / No Yes / No 

h) Note that shifting Paediatric Cardiac to a national IDF is a fiscally neutral 
transfer requested by Auckland DHB 

Yes / No Yes / No 

i) Note that the Ministry will provide advice to the Minister of Health and the 
Minister of Finance on the scope of a review of the Population-based 
Funding Formula in the first quarter of 2014 

Yes / No Yes / No 

 
 
 
John Hazeldine  Ben McBride 
Acting Director DHB PAMF Manager, Health 
National Health Board The Treasury 
 
 
 

 
Hon Tony Ryall  Hon Bill English 
Minister of Health  Minister of Finance 

DATE:             DATE: 
 

Ministry of Health Contacts: 

Mhairi McHugh 

Team Leader, Capital and Operating 

National Health Board 

John Hazeldine 

Acting Director, DHB Performance, 
Accountability, Monitoring & Funding; National 
Health Board 
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Allocation Methodology 

10. DHB funding is allocated based on PBFF shares.  The PBFF was updated for the latest 
Statistics New Zealand population projections.     

11. DHB funding is allocated using PBFF, but rules are applied to ensure that each DHB 
receives a minimum increase in funding of 1.5%.  The minimum funding increase is in place 
to ensure that DHBs are able to meet wage and inflationary pressures.  This is the same 
minimum increase as last year.    

12. DHBs who are over their target PBFF shares receive ‘transitional funding’.  The transitional 
funding has been decreased by a DHB-specific percentage of their base funding.  The 
percentage used is 50% of the DHB’s own demographic funding growth rate with a minimum 
of 0.5% and a maximum of 1%.  This effectively reduces the demographic funding growth for 
these DHBs by up to 1% but their overall growth rate will never be less than the minimum.  

13. Two of the smallest DHBs, West Coast DHB and Whanganui DHB, have been allowed an 
exception in 2014/15 due to the rural adjustor not being updated for a number of years.  
Their minimum reduction has been set at 0% and 0.25% respectively.  A review of the rural 
adjustor will be included in the PBFF review.     

14. Lakes, South Canterbury, Whanganui and Tairawhiti DHBs have been given additional 
transitional funding of $3.4M to keep their funding at the minimum level.  The final transitional 
funding for 2014/15 is $23.2M of which $16.7M is paid to West Coast DHB.   

15. Hawkes Bay DHB and Southern DHB growth rates are close to the minimum but they did not 
receive additional transitional funding.   

16. In previous years a maximum increase in population funding growth has been set, last year 
this was 4.71%.  No DHB is at the maximum for 2014/15. 

17. Setting the contribution to cost pressures at 0.61% will ensure demographic pressures (for 
population growth and ageing), which amount to 1.64% nationally, are fully funded within the 
available funding increase of 2.25%, thus maintaining real total service levels for all New 
Zealanders.    

Population changes 

18. This year’s population projection for 2014/15 is higher than last year’s estimate by 
approximately 10,000 people.  This is due largely to a return to positive net migration which 
has flowed through into the assumptions underlying this year’s set of projections.  The impact 
on DHBs is varied with the largest impacts on Waitemata DHB and Bay of Plenty DHB.  The 
Bay of Plenty DHB change appears to be a correction from last year’s lower growth rate.        

Impact of Christchurch earthquake on population projections 

19. Canterbury DHB’s projected population increase from 2013/14 to 2014/15 has remained 
consistent between projection updates. However the effect on Canterbury DHB’s PBFF 
share relative to the rate and mix of change in other boards has seen a small decrease from 
the 2012 PBFF model. Statistics NZ have confirmed that they have assumed migration into 
Canterbury is increasing but have not split the population figures to show the migrant 
workers separately.   

Population Based Funding Formula Review 

20. The PBFF review has been delayed for two years due to the delay in the Census.  Officials 
recommend that a review commence in the first half of 2014 in order to ensure that the PBFF 
remains fit for purpose.  The Ministry will provide advice to the Minister of Health and the 
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Minister of Finance on the scope of the PBFF review in the first quarter of 2014.   This will 
discuss options on how widely the review should look at funding settings.   

Inter-District Flow Pricing and the Tertiary Adjuster 

Inter-District Flow Pricing  

21. The national pricing programme is a joint DHB, District Health Boards New Zealand 
(DHBNZ) and Ministry process.  The pricing can be considered in three parts: 

1. The technical recalculation of individual prices based on event level cost data from the 
2011/12 year; 

2. The tertiary adjuster; and 

3. The uplift in prices from the 2011/12 year to the 2014/15 year. 

22. Variations to prices through technical calculations and uplift are minimal.  The inpatient case-
mix system has had a minor revision, the outpatient prices were not individually reviewed 
and the net uplift impact was 0.2%.  The major change is the tertiary adjuster, which 
increased from $120M to $164M. 

Tertiary Adjuster 

23. The tertiary adjuster is recalculated annually and this year has an increase of $44M or 37%.  
If implemented, this would have a material impact on DHBs funding increase for 2014/15.  

24. The tertiary adjuster calculation compares tertiary DHB costs of producing secondary cases 
with the revenue based on secondary DHB costs.  This is based on the assumption that 
while the costs of tertiary cases is properly accounted for in tertiary case-mix funding, the 
costs of doing secondary cases in a tertiary setting incurs a diseconomy cost due to staff mix 
and staff cover that is not addressed in case-mix funding.  

25. This comparison between costs in secondary and tertiary settings is very sensitive to the 
differences between secondary and tertiary costs.  Tertiary costs have increased faster than 
secondary costs leading to the increase in the adjuster.  Tertiary DHBs are keen to 
implement these changes pointing to their higher costs.  Other DHBs have commented on 
the variability of the results over time and have criticised the methodology used as being cost 
recovery for tertiary providers.  Smaller DHBs have also complained that the rural adjuster is 
only updated every 5-7 years but the tertiary adjustor is updated annually.   

26. The Ministry intends to implement the change to the tertiary adjuster over 3 years to smooth 
the financial impact.   

Changes to top-sliced funding 

Forensic Mental Health 

27. Inpatient Forensic Services are funded as a top-slice to the DHB of service.  The funding has 
been increased annually in line with general funding for cost pressures and demographic 
growth.    

28. There is a strong need for additional forensic beds in the Auckland region but the Mason 
Clinic cannot add extra capacity at present due to the refurbishment work required to fix their 
leaky buildings.  At the end of the refurbishment there will be an ability to increase capacity.  
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Appendix one: DHB Funding allocations 

 

Summary of DHB increases for 2014/15 

 DHB  

 2014/15 DHB 
Funding 
Package 

Starting Point 
$millions  

 2014/15 
increase $ 
millions  

 2014/15 
funding 

November 13 
$millions  

 Percentage 
Increase  

Auckland 1,054.94  19.64  1,074.58  1.86% 

Bay of Plenty 594.89  18.27  613.16  3.07% 

Canterbury 1,223.22  26.35  1,249.57  2.15% 

Capital & Coast 665.18  13.13  678.30  1.97% 

Counties Manukau 1,208.30  33.83  1,242.14  2.80% 

Hawkes Bay 427.37  6.70  434.07  1.57% 

Hutt 348.06  6.49  354.54  1.86% 

Lakes 273.49  4.08  277.57  1.49% 

MidCentral 448.88  8.02  456.91  1.79% 

Nelson Marlborough 369.14  8.14  377.28  2.20% 

Northland 476.68  9.11  485.79  1.91% 

South Canterbury 161.31  2.42  163.74  1.50% 

Southern 759.86  12.01  771.87  1.58% 

Tairawhiti 141.68  2.09  143.77  1.47% 

Taranaki 296.75  5.02  301.77  1.69% 

Waikato 971.05  20.69  991.73  2.13% 

Wairarapa 119.65  2.16  121.81  1.81% 

Waitemata 1,258.22  46.29  1,304.51  3.68% 

West Coast 116.50  2.55  119.06  2.19% 

Whanganui 198.55  3.01  201.56  1.52% 

Total:    11,113.73  250.00  11,363.73  2.25% 
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