
      

 
 
 
 
 
 
 

 

 
 
 
 
 
 

JOINT MINISTRY OF HEALTH / MENTAL 
HEALTH COMMISSION 

 
 

RING-FENCE PROTECTION PROJECT 
 

 
REPORT 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

31 January 2003 



Ring-Fence Protection Project Report  31 January 2003    2

EXECUTIVE SUMMARY  
 
The Ring-Fence Protection Project was a joint project between the Ministry of Health and 
the Mental Health Commission with terms of reference agreed with the Minister of 
Health.  The purpose of the project was to validate the extent to which DHBs are 
protecting the ring-fence around mental health funding. 
 
Following a lengthy history of government funding injections specifically to strengthen 
and develop mental health services, there is a clear government expectation that funds 
intended for mental health be fully applied by the funder, and that in both funding and 
provision mental health resources are not diverted to other uses.  This is the concept of 
the mental health ‘ring-fence’. 
 
DHBs are still relatively new in their roles, especially as funders.  The intention was to 
approach this project as a positive partnership between the Mental Health Commission, 
the Ministry of Health and DHBs that would support DHBs in developing capability as 
robust funders. 
 
Six DHBs were selected for the project: Waitemata, Auckland, Counties Manukau, 
Waikato, Capital & Coast, and Canterbury.   
 
The Ministry of Health collated service delivery and financial information supplied 
previously by each of the six DHBs.  The DHBs were asked to verify the collated 
information and complete or amend it, if necessary, as well as to provide some new 
information.  Consultants Deloitte Touche Tohmatsu conducted on-site checks of selected 
material to determine the integrity of this information and establish the appropriateness of 
the overhead costing methodology. 
 
Staff of the Ministry and the Commission assessed the information in order to answer the 
questions intended to meet the project objectives and provided each DHB with an interim 
report with results specific to the DHB.  Each DHB verified the relevant findings and 
provided further information, where required, as well as comment on some issues that had 
arisen.  The verified findings from individual DHBs were collated into this composite 
report.   
 
Overall, the review team was assured that in 2001/02 funds provided for mental health 
were applied to mental health services.  However, the review team did not have the same 
level of comfort as to whether DHB planning for 2002/03 provides adequate assurance 
that allocated funds will be applied to mental health.  Four of the six DHBs have yet to 
complete the approval processes for their district annual plans.  These plans are the 
authoritative documents for determining the ring-fence.  One DHB is, as at 31 January 
2003, planning to allocate less funding to mental health services than expected to ensure 
sustainability of existing services.   
 
In the correspondence around the project, a number of the DHBs noted that the project 
had uncovered issues with their internal processes, and they indicated that steps are being 
taken to address these.   They also recorded their views on a variety of ways in which the 
Ministry processes or the interface between the Ministry and the DHBs could be 
improved.   
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The project threw up a wealth of information regarding the complexity of the current 
planning, funding and monitoring processes.  Some of these systems issues will be 
followed up outside of this project. 
 
The findings, against the project objectives, are summarised as follows: 

 
 
Objective 1:  To assess the extent to which 2001/02 funds designated for mental health have 
been used for the delivery of mental health services. 
 
• All funds provided to the six DHBs in 2001/02 were applied to the funding of mental health 
services in 2001/02 or made available for spending in 2002/03. 

 
• In addition, all six DHB provider arms made losses on their provision of mental health 
services in 2001/02. 
 
• Some services were not delivered to contracted levels, particularly services for children 
and youth.     
 
 
Objective 2:  To assess the extent to which in 2002/03 it is planned that: 
a) the baseline funding is to be maintained   
 
All six DHBs identified their intention to maintain the base funding level of 2001/02 contracted 
services in 2002/03. 
 
b) Blueprint resources are to be used for expansion of mental health services 
 
All six DHBs intend to fully apply new Blueprint funding to the expansion of mental health 
services to be delivered in 2002/03. 
 
c) future funding track, demographics and other adjusters are to be applied to mental 

health. 

As at 31 January 2003, only Waikato and Capital & Coast DHBs amongst the six have agreed 
2002/03 district annual plans.  These DHBs are applying adjusters to mental health funding in 
line with expectations.  Auckland, Counties Manukau and Canterbury DHBs have uncompleted 
plans but signal intentions that would meet expectations for protection of the ring-fence.   
 
Waitemata DHB’s intentions are, as at 31 January 2003, $0.660 million below minimum 
expectations.  However, as a provider of regional services, Waitemata DHB does not agree that 
the expectations in relation to demographic adjusters are fair. 
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INTRODUCTION 
 
Background to the mental health ring-fence 
 
The purpose of this project was to validate the extent to which DHBs are protecting 
the ring-fence around mental health funding. 
 
Following a lengthy history of government funding injections specifically to 
strengthen and develop mental health services, there is a clear government expectation 
that funds intended for mental health be fully applied by the funder, and that in both 
funding and provision mental health resources are not diverted to other uses.  This is 
the concept of the mental health ‘ring-fence’.   
 
The ring-fence is an administrative mechanism to protect or encourage particular 
service areas or initiatives without a separate appropriation [known as a Non-
Departmental Output Class or NDOC].  Funding that falls within the mental health 
ring-fence is recognised separately within Ministry and DHB accounts.  The rules that 
“protect” that funding are set out in Ministry DHB accountability documents, and 
supplementary correspondence1.   
 
The ring-fence is complex to administer.  DHBs, as funders, must allocate funding to 
mental health, then track the difference between funding provided to them by the 
government and services actually funded, as well as differences in services funded as 
opposed to actually delivered.  They must ensure that there are mechanisms in place 
for un-utilised funding to be reserved for mental health purposes.  Any surpluses 
earned by DHB provider arms must be made available for re-investment in mental 
health. 
   
DHBs are still relatively new in their roles, especially as funders.  The intention was 
to approach this project as a positive partnership between the Commission, the 
Ministry and DHBs that would support DHBs in developing capability as robust 
funders. 
 
Ring-fence rules 
 
The rules around the treatment of funding that sits within the mental health ring-fence 
are set out in the annual Crown Funding Agreement (CFA) agreed between each DHB 
and the Minister of Health and the Operating Policy Framework (OPF): 
2001/02 OPF Page 19 Mental Health 
  CFA Clause k2.29 Wash-ups for Mental Health Services 
2002/03 OPF Page 38, 3.17 Use of Surplus Funding and 3.18 Mental Health  
  OPF Page 50, 6.9 Monitoring & Reporting on Service Delivery. 
 
These are set out in full in Appendix 1:  Policy Settings 
 
For both years the policy intent is clear:  Mental health funding is targeted at 
improving the mental health of New Zealanders and therefore all mental health 
funding is to be used for mental health purposes.  Where surpluses are made in the 

                                                
1 See Appendix 1 for extracts from the policy documents that specify the relevant policy settings. 
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mental health services area, it is expected that these funds be put back into providing 
useful mental health services in the DHB’s region.   
 
Issues relating to the mental health ring-fence were also covered in:  

• a letter of 11 April 2002 from the Ministry of Health; and  
• the Minister’s letters to DHBs regarding Blueprint funding allocations2. 

 
 
Ring-fenced amounts  
 
For 2001/02, the ring-fenced amounts were determined by the level of funding 
devolved to DHBs in relation to mental health contracts.  For 2002/03, the ring-fenced 
amounts will be those agreed by the DHBs and the Minister of Health in the district 
annual plan (DAP) of each DHB.  Because the amounts are not necessarily specified 
in the text, they must be inferred by reference to the underlying DAP financial 
templates.   
 
Following discussion with the Minister, the expectations for DAPs for 2002/03 were 
set out in letters sent to 13 DHBs from the Ministry in July 2002.  The letters clarified 
that final approval of DAPs would be contingent upon DHBs’ meeting the expected 
levels of funding in the mental health ring-fence, including the following parameters: 

• agreement on 2001/02 and 2002/03 base funding for mental health;  
• reinvestment of 2001/02 and 2002/03 surpluses in mental health services;  
• a ‘fair’ application of 2002/03 future funding track, demographics and any 

other applicable sustainability funds3;  
• inclusion of the 2002/03 Blueprint funding allocation for service expansion; 

and 
• recognition of the issues around deficits and cost of capital.  

 
 
Approach to the ring-fence project 
 
The Ring-Fence Protection Project was a joint project between the Ministry of Health 
and the Mental Health Commission with terms of reference4 agreed with the Minister 
of Health.    
 
In June 2002, six DHBs were selected for this project, based on the following 
criteria5: 

• materiality (2001/02 funding level); 
• Ministry confidence in DAP financial planning information supplied by the 

DHBs;  
• Ministry confidence in funder’s reallocation;  
• Ministry confidence in provider management;  
• proportion of adult population accessing services as reported to the NZ 

Health Information Service (MHINC); and 
                                                
2 See Appendix 2 for Minister’s letter to Midland DHBs regarding Blueprint funding allocations. 
3 See Appendix 3 for Methodology for Calculating “Fair Share”.  
4 See Appendix 4 for Terms of Reference. 
5 See Appendix 5 for the full criteria. 
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• completeness of output collection programme (OCP) data returns to the 
Ministry. 

The six DHBs selected were: Waitemata, Auckland, Counties Manukau, Waikato, 
Capital & Coast, and Canterbury.   
 
 
Project objectives  
 
1) To assess the extent to which 2001/02 funds designated for mental health have 

been used for the delivery of mental health services. 
 
2) To assess the extent to which in 2002/03 it is planned that: 

a) the baseline funding is to be maintained; 
b) Blueprint resources are to be used for expansion of mental health 

services; and 
c) future funding track, demographics and other adjusters are to be 

applied to mental health. 
 
These objectives were expressed in the following questions to be directed to each 
DHB: 
 
For 2001/02 
a) What were the funds provided to the DHB for mental health funding? 
b) Did these funds get applied to funding of mental health services? 
c) Did the contracted services get delivered? 
d) What were the services not delivered? 
e) Did the funder re-apply any funds from mental health services not provided to 

other mental health services? 
f) Did the provider arm of the DHB make a surplus on the delivery of its services 

that can be attributed to under-delivery, and how much? 
g) Were the overhead allocations fair? 
 
For 2002/03 
h) Is the DHB planning to apply funder and provider surpluses from mental 

health in 2001/02 to the funding of services in 2002/03? 
i) Is the base level of mental health services to be maintained? 
j) Are the Blueprint and sustainability funds provided to the DHB for mental 

health to be fully applied to mental health purchasing? 
 
This report is structured to respond to these questions in turn. 
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PROCESS  
 

Step 1:  The Ministry of Health collated service delivery and financial information 
previously supplied by each of the six DHBs:  

a) returns to central databases ie. Contract Management System (CMS) 
via the Output Collection Programme (OCP) reporting tool, and the 
Client and Claims Processing System (CCPS); 

b) 2002/03 DAPs; and  

c) 2002/03 DHB phased quarterly reports to the Ministry.  
Step 2:  The DHBs were asked to verify the collated information and complete or 

amend it if necessary, as well as to provide some new information. 
Step 3:  Consultants Deloitte Touche Tohmatsu (“Deloitte”) conducted on-site checks 

of selected material to determine the integrity of this information and 
establish the appropriateness of the overhead costing methodology. 

Step 4:  Staff of the Ministry and the Commission assessed the information from 
Steps 2 and 3 in order to answer the questions intended to address the project 
objectives and provided each DHB with an interim report with results 
specific to the DHB. 

Step 5:  Each DHB verified the relevant findings and provided further information 
where required as well as comment on some specified issues.  

Step 7:  The findings from individual DHBs were collated into a draft composite 
report and individual DHB Supplements for the DHBs to review. 

Step 9:  The Commission and the Ministry finalised the report. 
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FINDINGS 
 
Summary of Findings  
 
Objective 1:  To assess the extent to which 2001/02 funds designated for mental health 
have been used for the delivery of mental health services. 
 
• There was full agreement between each DHB and the Ministry of Health regarding the 
level of funding provided to each DHB for mental health funding in 2001/02. 
 
• All funds provided by the Ministry of Health to the six DHBs were applied to the 
funding of mental health services6. 

 
• DHB funders had sought, through a variety of mechanisms, to protect mental health 
funding unspent in 2001/02 so that it would be available for funding mental health services 
in 2002/03. 

 
• In addition, all six DHB provider arms made losses on their mental health services; that 
is, more was expended on the provision of mental health services (or reserved for the 
following year) than was provided to the provider arms as “mental health funding”.  The 
balance was met from deficit support funding or cash resources. 
 
• However, services were not delivered to contracted levels.  Five DHBs showed under-
delivery, particularly in the area of services for child and youth, with the sixth DHB 
delivering to contract on community staffing and beds but not providing information on 
services funded by “programme”. 
 
Objective 2:  To assess the extent to which in 2002/03 it is planned that: 

 
a) the baseline funding is to be maintained   
 

All six DHBs identified their intention to maintain the base funding level of 2001/02 
contracted services in 2002/03. 

 
b) Blueprint resources are to be used for expansion of mental health services 
 

All six DHBs intend to fully apply new Blueprint funding to the expansion of mental 
health services to be delivered in 2002/03. 

 
c) future funding track, demographics and other adjusters are to be applied to 

mental health. 
 

Only Waikato and Capital & Coast DHBs amongst the six have agreed 2002/03 
DAPs.  These plans meet expectations for the protection of the mental health funding 
ring-fence in relation to “sustainability” funding sources for 2002/03.  Auckland, 

                                                
6 This result was to be expected, as 2001/02 was the first year that DHBs had responsibility for funding 
services in their respective communities and the funding devolved by the Ministry of Health was for 
application to existing contracts.  Most funding devolved to DHBs in 2001/02 was not available for 
application at the discretion of DHBs. 
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Counties Manukau and Canterbury DHBs currently signal intentions that would meet 
ring-fence protection expectations.  These will need to be reflected in their final, 
agreed DAPs.   
 
The intentions of Waitemata DHB do not yet meet overall ring-fence protection 
expectations with respect to the new funding made available in 2002/03; they are 
currently $0.660 million below minimum expectations.  The demographic adjusters 
were allocated to DHBs on the basis of population, rather than revenue for services, 
and, in the view of Waitemata DHB, this needs to be reflected in the expectations.  
This will be worked through as part of the process of reaching agreement on their 
DAP. 
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TABLE 1:  Collated Results 
 
Question in 
Terms of 
Reference 

Conclusion Summary of Assessment by the Mental Health Commission and Ministry of Health  

a)  What were the 
funds provided to 
the DHB for 
mental health 
funding in 
2001/02? 

$386.786 
million 

There was full agreement between each DHB and the Ministry of Health around the level of funding provided to each 
DHB for mental health funding in 2001/02.  The six DHBs reviewed in this project together account for $386.786 
million, or over 60% of overall mental health funding devolved to DHBs in 2001/02. 
 
This amount excludes:  
• Clinical Training Agency (CTA) and other revenue sources (eg. part payments, training courses, disability support 

services funding, and funding from government agencies other than the Ministry of Health); 
• one-off funding provided to the three Auckland DHBs to provide additional acute services in the short term; 
• $0.263 million yet to be paid to Waikato DHB; 
• $0.416 million paid to Capital & Coast DHB for an 0800 line; and 
• $1.776 million paid to Capital & Coast DHB for establishment of an adolescent inpatient unit. 
 

b)  Did these funds 
get applied to 
funding of mental 
health services in 
2001/02? 
 

Yes In five DHBs, the verified mental health funds were all recognised for application to mental health services by the 
funder-arm.  In addition, funding accrued from 2000/01 was all applied by Waitemata and Auckland DHBs.  The sixth 
DHB, Waikato, “clawed-back” funding of $0.517 million in 2001/02 (due to under-delivery) for re-application into 
2002/03. 
 
Four DHBs each recorded a funder surplus, to the total value of $0.467 million to be applied in 2002/03. 
 
Deloitte found the sample of NGO contract files they reviewed to be in full alignment with the verified funding for those 
contracts in all six DHBs.  
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c)  Did the 
contracted services 
get delivered in 
2001/02? 
 

Total delivery 
95.5%  

This review used output collection programme (OCP) returns to assess delivery against contract (ie. delivery of funded 
services) by the six DHB providers.   
 
Five of the six DHBs did not fully deliver to contracted service levels in 2001/02, with the sixth, Capital & Coast DHB, 
not providing sufficient information on which to assess delivery of services funded by “programme” [total value 
approximately 1.8% of C&C DHB mental health services funding]. 
 
The review estimated the value of aggregate services delivered by DHB provider arms’ at $292.1 million relative to 
contracts of $306.0 million, that is, 95.5% of contract value.  This is a conservative valuation as it does not take account 
of normal vacancy levels.  Community staffing accounted for most of the shortfall, with total staff vacancies relative to 
contracted levels averaging 147 full-time-equivalent staff across 2001/02.  This represents a shortfall of 8.3 % relative to 
funded community staffing levels.  In contrast, there was material delivery of funded bed-days available in inpatient 
units.   
 
Overall, actual bed-day occupancy averaged 88.2% relative to contracted capacity during 2001/02. 
 
The analysis of NGO services that are purchased on a fee-for-service basis7 found that there was a total of $2.4 million 
of un-utilised funding in 2001/02.  This was fully identified by the six DHBs for re-application to mental health services. 
 

d)  What were the 
services not 
delivered in 
2001/02? 
 

Child & youth 
services in 
particular 

The areas where services were commonly provided below contracted levels were child & youth services in the 
community.  In addition, occupancy in inpatient child & youth services was around 45% - 60% in the two child and 
adolescent inpatient units (Auckland and Christchurch).   
 
Other areas of shortfall included older people services, alcohol & drug services and community mental health teams. 
   

 

                                                
7 The review did not investigate actual delivery of all services by non-government organisations (NGOs), but did include fee-for-service contracts as recorded in the 
Ministry’s CCPS database.  The fee-for-service contracts cover most community residential services and these comprise a substantial proportion of funded NGO mental 
health services.   
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e)  Did the funder re-
apply any funds from 
mental health services 
not provided to other 
mental health services 
in 2001/02? 

Yes Some DHBs re-applied funds that resulted from under-delivery for the purchase of additional mental health services in 
2001/02. 
 
The majority of re-applied funds across the six DHB provider arms appeared to be used to address cost pressures 
within mental health services.   
 

f)  Did the provider arm 
of the DHB make a 
surplus on the delivery 
of its mental health 
services that can be 
attributed to under-
delivery and how much? 

No provider 
surpluses  

None of the six DHBs recorded a provider arm surplus.  
 
An aggregate DHB provider arm deficit of $7.5 million was recorded for the six DHBs, representing 2.5% of total 
provider arm mental health funding. 
 
There were material differences noted between the levels of fully-absorbed costs per FTE in the six DHBs – with the 
Auckland metropolitan DHBs and Capital & Coast DHB showing significantly higher costs than the planned sector 
average for 2001/02 estimated from data in the Mental Health Commission’s Mental Health Services Expenditure 
Report for the year ending 30 June 2001.  It was beyond the scope of this review to examine and explain the 
differences. 
 

g)  Are the DHB 
provider arm overhead 
cost allocations in 
2001/02 fair? 

Equal mix of 
yes and 
inconclusive 

Deloitte found overhead cost allocations by three of the six DHBs to be fair in 2001/02.  In the remainder, where the 
common costing methodology was not used, Deloitte was unable to conclude from their discussions and information 
available for the review, whether the DHB allocations were appropriate.  This inconclusive result was due to the 
allocation of overheads on the basis of direct costs only (instead of a fair share of indirect costs).  Significant further 
work would have been required to reach a conclusion. 
 

h)  Is the DHB planning 
to apply any funder and 
provider surpluses from 
mental health in 
2001/02 to the funding 
of services in 2002/03? 

Yes, where 
applicable 

An aggregate DHB funder-arm surplus of $0.5 million in 2001/02 was recorded across the six DHBs, with most in two 
DHBs.  These surpluses have been confirmed for full re-application in 2002/03. 
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i)  Is the base level of 
mental health services 
to be maintained in 
2002/03?  

Yes All DHBs reviewed identified their intention to maintain their base funding level of 2001/02 contracted services in 
2002/03. 

j)  Are the Blueprint and 
sustainability funds 
provided to DHBs for 
mental health to be fully 
applied to mental health 
purchasing in 2002/03? 

Blueprint: 
Yes 
 
Sustainability: 
Materially yes 
for two DHBs 
 
Subject to DAP 
finalisation for 
four DHBs 

All six DHBs reviewed identified their intention to fully apply new Blueprint funding to the expansion of mental 
health services to be delivered in 2002/03. 
 
As at 31 January 2003, only Waikato and Capital & Coast DHBs amongst the six have agreed 2002/03 DAPs.  These 
DHBs’ DAPs meet expectations for the protection of the mental health funding ring-fence. 
 
Auckland, Counties Manukau and Canterbury DHBs signal intentions that would meet expectations with respect to the 
sustainability funding made available in 2002/03.  These will need to be reflected in their agreed DAPs. 
 
The intentions of Waitemata DHB as at 31 January 2003 are  $0.660 million below minimum expectations.  The 
demographic adjusters were allocated to DHBs on the basis of population, rather than service revenue, and, in the view 
of Waitemata DHB, this needs to be reflected in the expectations.  This will need to be worked through as part of the 
process of reaching agreement on their DAP.   
 
It was also evident that in 2002/03 the six DHBs are applying the new funding intended for sustainability in different 
ways between services and pricing, as well as between NGOs and DHB provider arms. This issue has been identified 
for further consideration as part of policy settings as this differential application has the potential, over time, to impact 
on the sustainability of mental health services. 
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TABLE 2:  Summary of Results by DHB 
  

Question in Terms of 
Reference 

Waitemata Auckland Counties 
Manukau 

Waikato  Capital & Coast Canterbury  

a)  What were the funds 
provided to the DHB 
for mental health 
funding in 2001/02? 
 
($ million) 

84.924 66.160 44.867 50.337 48.750 91.748  

b)  Did these funds get 
applied to funding of 
mental health services 
in 2001/02? 
 

Yes Yes Yes Yes 
 

Yes Yes 

c)  Did the contracted 
services get delivered 
in 2001/02? 
 

Estimated 93% 
delivery against 
contracting 
framework 

Estimated 99% 
delivery against 
contracting 
framework 

Estimated 94% 
delivery against 
contracting 
framework 

Estimated 99% 
delivery against 
contracting 
framework 

Yes for inpatient 
services and 
services funded by 
FTE; data not 
received for 
programmes 

Estimated 92% 
delivery against 
contracting 
framework 

d)  What were the 
services not delivered 
in 2001/02? 
 

Child & youth 
community 
services; alcohol & 
drug services 

Child & youth 
community 
services; older 
people; kaupapa 
Maori 

Child & youth; 
older people; 
sub-acute services 

Child & youth; 
adult community 
mental health 
teams; prison/court 
liaison; maternal 
mental health 

Inconclusive for 
programmes 

Child & youth 
services; adult 
community mental 
health teams 
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Question in Terms of 
Reference 

Waitemata Auckland Counties 
Manukau 

Waikato  Capital & Coast Canterbury  

e)  Did the funder re-
apply any funds from 
mental health services 
not provided to other 
mental health services 
in 2001/02? 
 

Yes Yes Yes   Yes Provider arm - Not 
applicable 
 
NGO funding - Yes 

Provider arm –  
No formal re-
application 
 
NGOs - Yes 

f)  Did the provider arm 
of the DHB make a 
surplus on the delivery 
of its mental health 
services that can be 
attributed to under-
delivery and how 
much? 

No provider surplus No provider surplus No provider surplus No provider surplus No provider surplus No provider surplus 

g)  Are the DHB 
provider arm overhead 
cost allocations in 
2001/02 fair? 

Yes Yes Yes Inconclusive Inconclusive Inconclusive 

h)  Is the DHB planning 
to apply any funder and 
provider surpluses from 
mental health in 
2001/02 to the funding 
of services in 2002/03? 

Yes No surpluses No surpluses No surpluses Yes No material 
surpluses 
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Question in Terms of 
Reference 

Waitemata Auckland Counties 
Manukau 

Waikato  Capital & Coast Canterbury  

i)  Is the base level of 
mental health services 
to be maintained in 
2002/03?  

Yes Yes Yes Yes Yes Yes 

j)  Are the Blueprint 
and sustainability funds 
provided to DHBs for 
mental health to be 
fully applied to mental 
health purchasing in 
2002/03? 

Blueprint – Yes 
 
Sustainability 
funding – Not in 
total, subject to 
finalisation of the 
2002/03 DAP 

Blueprint – Yes 
 
Sustainability 
funding –Yes, 
subject to 
finalisation of the 
2002/03 DAP 

Blueprint –Yes 
 
Sustainability 
funding – Yes, 
subject to 
finalisation of the 
2002/03 DAP 

Yes Yes Blueprint –Yes 
 
Sustainability 
funding – Yes, 
subject to 
finalisation of the 
2002/03 DAP 
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Discussion 
The ring-fence protection project aimed to validate the extent to which DHBs are 
protecting the ring-fence around mental health funding.  This was to be achieved by 
assessing:  

(a) the extent to which 2001/02 funds designated for mental health have been used 
for the delivery of mental health services; and  

(b) the extent to which in 2002/03 it is planned that funds designated for mental 
health are to be applied to mental health services. 

 
As reported in Tables 1 & 2, the project team was assured that in 2001/02 funds 
provided for mental health were applied to mental health services.   
 
The project team did not have the same level of comfort as to whether DHB planning 
for 2002/03 provides adequate assurance that allocated funds will be applied to mental 
health.  All six DHBs maintained base levels of mental health service funding from 
2001/02 into the following year and are applying Blueprint funding in 2003/03. 
Although five DHBs are applying sustainability funding to the level expected for 
mental health services to compensate for inflation and population growth, one DHB’s 
intentions do not, as at 31 January 2003, meet overall ring-fence protection 
expectations for new funding made available in 2002/03.  Four DHBs have, as at 31 
January 2003, to complete their DAPs to the satisfaction of the Minister and these 
plans are the authoritative documents for determining funds to be managed within the 
ring-fence.   
 
The review highlighted a number of matters that fall outside the terms of reference, 
but that are worthy of note.  Most of these matters fall into four broad categories: 

(1)   Sustainability of DHB providers 
All DHBs were recording deficits in their provider arms.  At the same time, 
the information provided by DHBs showed areas where the actual levels of 
staff and spending on programmes such as child and youth wrap-around 
services, were significantly below funded levels (although the project 
assessment tool may have overstated the value of under-delivered services). 
The information collected was not sufficiently detailed to determine why 
DHBs provider arms were recording deficits while at the same time not 
providing the full level of funded services.  The Ministry will undertake work 
to better understand the dynamic around DHB sustainability.   

 
(2) Sustainability of the NGO sector 

It was also evident that the six DHBs are applying the new funding intended 
for sustainability in 2002/03 in different ways between services and pricing, as 
well as between NGOs and DHB provider arms.   In the medium-term, it is 
important that attention is given to the sustainability of the NGO sector. 

 
(3) Clarity and consistency of accounting practices 

There were elements of funding for 2001/02 by DHBs that were recognised in 
2001/02 but identified for use in 2002/03; recognised in 2001/02 and assigned 
for one purpose, then clawed back and re-allocated for another purpose within 
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2001/02; unused in 2001/02 and identified as available for use in 2002/03; or 
recognised as funding for 2001/02, although not payable until 2002/03. 

While all DHBs had reflected these intentions, the accounting treatment 
differed between DHBs.  Likewise, overhead allocation practices and the 
treatment of site-specific capital adjusters differ between DHBs. As a general 
rule, these treatments did not result in a record of the transactions that was 
transparent to the central agencies conducting the review.  Deloitte was unable 
to conclude that three DHBs’ provider arm overhead cost allocations in 
2001/02 were fair.  The Ministry will be following up on these issues. 
 

(4) Information quality 
 
DHBs are required to provide accurate and complete financial and service 
delivery information specified by the Ministry in a timely manner to central 
systems.  There was very little available from central systems on the activity 
levels for the six DHBs participating in the review.  The Ministry will be 
following up on this issue. 
 

A number of DHBs have indicated that they are taking steps to improve internal 
processes as a result of the review.  DHBs have also recorded their views on a variety 
of ways in which the interface between the Ministry and DHBs could be improved 
and the Ministry will be following up on these.   
 
 

******************************************
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APPENDIX 1:  Policy Settings 
 
The following extracts from the Crown Funding Agreement and Operating Policy Framework 
define the Government’s ring-fence policy.  
 
2001/02 OPF (page 19) 
 
Mental Health 
 
Mental health funding is targeted at improving the mental health of New Zealanders and therefore 
all mental health funding is to be used for mental health purposes.  Where surpluses are made in 
the mental health services area, it is expected that these funds be put back into providing useful 
mental health services in the DHB’s region.  DAPs that forecast significant surpluses for mental 
health will not be accepted. 
 
Where it is not possible to use the mental health funds in the current financial year, then the DHB 
must plan to use them in the following financial year.  This also means that those DHBs that have 
made surpluses in the current financial year must include, in their DAPs, how they will reinvest 
these funds in future mental health services in their areas. 
 
The corollary of this is that deficits in mental health services are to be funded from future revenue 
for mental health services. As for surpluses, DAPs that forecast significant deficits for mental 
health will not be accepted. 
 
2001/02 CFA  (clause k2.29) 
 
Wash-ups for Mental Health Services 
 
In respect only of mental health services covered by the Mental Health Service Schedule in Part 3 
of the Main Hospital Contract clause D9 of the Business Rules is to be read subject to the 
following new rules: 

 (1) During the Term the Business Rules relating to services funded under the Price Volume 
Capped purchase method will be applied to mental health services, except that measures to 
rectify under-delivery will be managed by you.  This means that you will be responsible for 
reallocating funding to alternative mental health services, which may be hospital or non-
hospital services.   

 (2) In this event, no repayment of funding to us will be required, but you are required to notify 
us six months and 12 months (respectively) after 1 July 2001 on how you have managed mental 
health volumes including (without limitation) a written report on the following matters: 

• what services or volumes you have identified as under-delivered during the preceding 
six months to which the report relates; 
• the type and amount of funding reallocated to other services and what services you 
purchased with this re-allocated funding; 
• The reasons for the under-delivery and what (if any) measures you intend to take to 
rectify it. 

 
2002/03 OPF (page 38) 
 
3.17 Use of Surplus Funding  
Spending of any surpluses must always be consistent with Government health objectives, and not 
be contrary to Government policies.  It should be noted that Section 16 of the Public Finance Act 
enables the Minister of Finance to direct a DHB to pay to the Crown any surpluses. 
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Surpluses that arise from the efficient delivery of services can be retained by a DHB, subject to: 
• information provided in the DHB’s DAP 
• any directive from the Minister of Finance 
• Elective Services Surpluses requirements 
• Mental Health Services Surpluses requirements 
• Public Health Service Surpluses requirements. 

 
Surpluses arising from the under delivery of service will only be able to be retained by a DHB 
subject to the agreement of the Minister of Health as to the use of the surpluses.   
 
Mental health and Public health surpluses requirements are set out below. Elective Services 
Surplus requirements are set out in Appendix 5. 
 
3.18 Mental Health  
Mental health funding is targeted at improving the mental health of New Zealanders. All mental 
health funding is therefore to be used for mental health purposes.  Where surpluses are made in 
the mental health services area it is expected that these funds be put back into providing useful 
mental health services in the DHB’s region.  DAPs that forecast significant surpluses for mental 
health will not be accepted. 
 
Where it is not possible to use the mental health funds in the current financial year then the DHB 
must plan to use them in the following financial year.  This also means that those DHBs that are 
anticipating surpluses in funding or delivering mental health services in the financial year 
immediately prior to the DAP period must include in their DAP how they will reinvest these funds 
in future mental health services in their areas. 
 
Measures to rectify under-delivery of mental health services will be managed by each DHB.  This 
means that each DHB will be responsible for reallocating funding to alternative mental health 
services, which may be hospital or community services provided by the DHB provider arm or 
other providers. 
 
In this event no repayment of funding to the Crown will be required, but the DHB is required to 
fulfill the reporting requirements set out in section 6.9 of chapter 6. 
 
2002/03 OPF (page 50) 
 
6.9 Monitoring and Reporting on Service Delivery  
 
Each DHB must monitor the delivery of Personal and Family Health Services and Mental Health 
Services set out in its DAP in accordance with the requirements of the NZPHD Act. 
 
Where a DHB has altered the personal and family health or mental health Volume Schedules set 
out in its DAP, the DHB will forward updated Schedules to the Ministry with its Quarterly Report.  
In the event of under-delivery against the Personal and Family Health or Mental Health Volume 
Schedules the DHB is required to notify the Ministry six months and 12 months (respectively) in 
each year on how it has managed the under–delivery including (without limitation) a written 
report on the following matters: 

•  what services or volumes the DHB has identified as under-delivered during the 
preceding six months to which the report relates 
•  the type and amount of funding reallocated to other services and what services 
the DHB has purchased with this re-allocated funding 
•  the reasons for the under-delivery and what (if any) measures the DHB intends to 
take to rectify the under-delivery. 
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APPENDIX 2:  Minister’s letter of 9 May 2002 to Midland Region DHBs 
regarding Blueprint funding allocations 
 
 
 
DHB Chair 
 
 
Dear  
 
Having considered the Midland Regional Mental Health Plan, I am writing to advise 
you of your District Health Board’s (DHB) component of the Blueprint funding 
allocation for the 2002/2003 funding year.  This funding is for new and additional 
services to be underpinned by resources you will receive for sustainability (e.g. future 
funding track and demographics). 
 
Your DHB’s component of your regional mental health additional Blueprint funding 
allocation for the 2002/2003 funding year is ………….GST inclusive.  The funding 
will be included in the 2002/03 Crown Funding Agreement and subject to any 
conditions that we may agree as part of concluding that Agreement. 
 
The Government is keen to see this funding translated as quickly as possible into 
services on the ground that will make a real difference for people with severe mental 
illness.  I am conscious that the current one-year planning horizon limits the ability for 
DHBs to commit during 2002/03 to  “early starts” for services for 2003/04.  I would 
like to encourage this, and to this end I have asked my officials to design a process 
that will allow the setting of agreed “Blueprint funding” allocations for 2003/04 by 
September 2002. 
 
Thank you for submitting your Regional Mental Health Plan.  I am especially keen 
that you continue to develop your regional mental health network and broaden the 
foundation of key stakeholder involvement.   
 
Congratulations on a job well done.  
 
Yours sincerely 
 
 
 
 
Hon Annette King 
MINISTER OF HEALTH 
 
Cc:  DHB CEO 

Bob Henare, Mental Health Commission, PO Box 12 479, Wellington 
 
 



Ring-Fence Protection Project Report  31 January 2003         22

APPENDIX 3:  Methodology for calculating “fair share”  
from letter of June 2002  from Gordon Davies to DHBs re maintaining the ring-fence in district annual plans 
 
Adjustment Base Multiplied 

by 
Factor Value Total 

FFT:      
   Provider Arm Base Funding for mental health 

provider arm  (before third order 
adjustments) 

 FFT provider arm adjustment 2.4% Product 

  Funder Arm Base Funding for mental health 
funder arm (before third order 
adjustments) 

 FFT funder arm adjustment 0.99% Product 

Total FFT     
 

Sum  

Demographics:      
   Provider Arm  Base Funding for mental health 

provider arm  (before third order 
adjustments) 

 Total provider arm adjustment as 
percentage of total base provider arm 
funding 

Variable Product 

   Funder Arm Base Funding for mental health 
funder arm  (before third order 
adjustments) 

 Total funder arm adjustment as 
percentage of total base funder arm 
funding 

Variable Product 

Total Demographics     Sum  
Revenue catch-up:      
Bottom of range    0.000 0.000 
Top of range Base Funding for mental health 

provider arm  (before third order 
adjustments) 

 Total provider arm adjustment as 
percentage of total base provider arm 
funding 

Variable but 
around 
2.83% 

Product 
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APPENDIX 4:  Terms of Reference 
 

Mental Health Commission and Ministry of Health  
DHB Mental Health Ring-Fence Protection Project  

 
Purpose 
 
The purpose of this project is to validate the extent to which DHBs are successfully 
protecting the ring-fence around mental health funding. 
 
 
Background 
 
DHBs take full responsibility for mental health funding decisions from 2002/03.  
Following a lengthy history of government funding injections specifically for mental 
health services, there is a clear government expectation that mental health funds be fully 
applied by the funder and that in both funding and provision mental health resources are 
not diverted to other uses.   This is in concept the mental health ‘ring-fence’.  Protection 
of this ring-fence is complex.  DHBs, as funders, must track the differences in funding 
provided to them by the government and services actually funded, as well as differences 
in services funded as opposed to actually delivered, and ensure that there are mechanisms 
in place for un-utilised funding to be reserved for mental health purposes.  Any surpluses 
earned by DHB provider arms must be made available for re-investment in mental health. 
 
   
Philosophical Approach 
 
The Ministry sees its role as one of monitoring the DHBs' performance in protecting the 
ring-fence.  
 
DHBs are still relatively new in their roles, especially as funders, so there is considerable 
potential to use this project to support DHBs in developing capability as robust funders.  
The project will be more successful if it can be approached as a positive partnership rather 
than as an effort to ‘catch DHBs out’. 

 
 

Objectives 
 
1 To assess the extent to which 2001/02 funds designated for mental health have 

been used for the delivery of mental health (and resulting volume increases) 
 
2 To assess the extent to which in 2002/03 it is planned that (new and existing): 

a. ‘Blueprint’ resources are used for expansion of mental health services 
b. future funding track, demographics and other adjusters are applied to mental 
health. 

 
These objectives can be expressed as the following questions: 
 
For 2001/02 
a) What were the funds provided to the DHB for mental health funding? 
b) Did these funds get applied to funding of mental health services? 
c) Did the contracted services get delivered? 
d) What were the services not delivered? 
e) Did the funder reapply any funds from mental health services not provided to other 

mental health services? 
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f) Did the provider arm of the DHB make a surplus on the delivery of its services, that 
can be attributed to under-delivery, and how much? 

g) Are the overhead allocations fair? 
 
For 2002/03 
h) Is the DHB planning to apply any funder and provider surpluses from mental health 

in 2001/02 to the funding of services in 2002/03? 
i) Is the base level of mental health services to be maintained? 
j) Are the Blueprint and sustainability funds provided to the DHB for mental health to 

be fully applied to mental health purchasing? 
 
 
Scope 
 
The project will involve the collection and assessment of both volume and financial data.   
The project will use, as far as possible, existing sources of information.  Further checks 
may be carried out to determine the integrity of this information.   Further information 
may be sought directly from DHBs where this is not available in existing central systems.    
It is expected that five to eight DHBs would be reviewed.  The results of this project may 
be used to inform the Commission’s review of Auckland mental health services. 
 
 
Process 
 
1 Agree to Terms of Reference 
2 Develop tool 
3 Develop selection criteria 
4 Write to selected DHBs to outline process 
5 Collect, validate and assess information 
6 Prepare reports in consultation with DHBs 
7 Action plans and follow-up as required. 
 
 
Review team 
 

MHC Ministry of Health Joint contractor 
Jan Dowland, Chief 
Executive 

Todd Krieble, Manager 
Mental Health Policy & 
Service Development 

Deloitte Touche Tohmatsu, 
Hamilton  

Mark Jacobs, Programme 
Manager 

Chris Windsor, Principal 
Analyst 

 

Gaylia Powell, Senior Policy 
Analyst  

Bevan Sloan, Business 
Analyst 

 

Andrew Gaudin, Independent 
Contractor  

Marc Smith, Analyst  

 
 
Timeline 
 
1 Terms of Reference agreed 26 April 2002 
2 Ministerial briefing 30 May 2002 
3 DHB letter, August 2002 
4 Information collection and validation, September - November 2002 
5 Reports, December 2002 
6 Any amendments to CFA 
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APPENDIX 5:  Criteria for selection of DHBs for ring-fence protection project 
 
 

 
All weightings equal 

 
 

Criterion Measure Ranking 
Materiality Level of funding 2001/02 1-3  1= small 

2= med 
3= large 

Confidence in DAP 
numbers 

Variance between funding 
for 2001/02 reported by 
DHB and funding for same 
period recorded by MoH as 
percentage of MoH funding 
- ranked 

1-3 1 = lowest 7 
2 = middle 7 
3  = top 7 

Confidence in funder’s 
reallocation 

DAP funder surplus/deficit 
forecast for 2001/02 as 
percentage of total revenue 
in DAP – converted to 
absolute values then ranked 

1-3 1 = lowest 7 
2 = middle 7 
3  = top 7 

Confidence in provider 
management 

Provider surplus or deficit 
as a percentage of provider 
revenue – converted to 
absolute values then ranked 
(If not available, assigned 
100%) 

1-3 1 = lowest 7 
2 = middle 7 
3  = top 7 

Population reached Percentage of adult 
population seen  

1-3 1 = lowest 7 
2 = middle 7 
3  = top 7 

OCP compliance Fields completed as at 30 
April 
 

1-3 1 = all 
2= some 
3= none 
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APPENDIX 6:  Abbreviations 
 
CCPS Client and claims processing system 
CFA Crown funding agreement 
CMS Contract management system 
Commission Mental Health Commission 
DAP District annual plan 
Deloitte Deloitte Touche Tohmatsu 
DHB District health board 
Ministry Ministry of Health 
NGO Non-government organisation 
OCP Output collection programme 
OPF Operating policy framework 
 


