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the crown health financing agency

The CHFA's objective is to assist Our responsibilities are grouped into
DHBs to achieve and maintain three distinct 'lines of business’
financial sustainability through the designed to service the lending and
provision of a range of financial property requirements of DHBs and
services and expert advice. resolve the Crown'’s obligations in

respect of the residual assets and
liabilities of the Area Health Boards
that existed prior fo July 1993.

The nature and scope of these
functions is covered by a Composite

Terms of Reference (most recently
updated August 2005).

The CHFA is committed fo working
in partnership with DHBs, the
Ministry of Health, Treasury, and
other stakeholders to achieve the
Government's objectives for the

health sector.

RESULTS WE CONTRIBUTE TO

Improved financial sustainability of the DHB sector
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The lines of business undertaken by
the CHFA are:

Lending: we are the lender

fo the DHB sectfor and provide
a range of loan facilities to
refinance existing private secfor
debt or fo finance new capital

investment.

Property: we assist DHBs with
the disposal or acquisition of
property fo meet future service
needs. We also offer advice to
DHBs to achieve efficient use

of their property estate including
ownership, management,

occupation, construction and use.

Financial services: we manage
a range of residual functions on
behalf of the Government, and
provide financial, analytical
and management support fo
DHB efficiency projects and

collaborative initiatives.



highlights of 2005 /06

Working in partnership with
DHBNZ and DHBs to secure
significant cost savings and
insurance coverage benefits
through the ‘Value from

Insurance’ project

Implementing our new name
as the Crown Health Financing
Agency and related identity
initiatives to reflect our ongoing
role in the New Zealand

health sector

Gaining support and approval
for our revised terms of

reference encouraging further
expansion of our property and

financial advisory services

Developing and implementing
new lending terms and
conditions and associated risk
management for lending to

hospital construction projects

Providing advice to the

Ministry of Health’s National
Capital Committee on a range
of individual DHB requests

for Crown funding of new
capital projects

Providing advice to DHBs to
assist in planning future property

requirements

Supervising the construction and
sale of a new community mental
health facility for Waitemata —
and achieving a significant
surplus on the sale

Working with Te Puni Kokiri and
the Office of Treaty Seftlements
to clear the majority of our

property holdings for sale
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Actively marketing Lake Alice
and the former Napier Hospital

Site for sale

Successfully resolving two of the

residual portfolio responsibilities

Working in partnership with
Otago and Southland DHBs
to review opportunities for joint
procurement functions across

both DHBs
Assisting the New Zealand

Blood Service to renegotiate
their lease with Capital &
Coast DHB, review the facility
leases in Nelson, Christchurch
and Dunedin, and to identify
and manage the refurbishment
of new premises for their North

Shore operation.




chief executive’s report

STRATEGIC OVERVIEW

The CHFA has continued to work
in partnership with DHBs to assist
them to achieve their business
objectives, and achieve greater

financial sustainability.

We have actively strengthened
our nefworks and relationships
with senior DHB management to
support information sharing, DHB
partnerships, and opportunities

for improved secfor performance.

During 2005/06 we continued

our ongoing work programme with
DHBNZ — ensuring that we maintain
close alignment in pursing greater
DHB collective activity. This work
has also assisted in raising the
awareness of the pofential benefits
and challenges associated with

greater DHB partnership.

This year we have continued fo
develop our core lending, property
and financial services to ensure that
they are responsive to the needs

of the sector.

Following the successful
diversification of our property
and financial advisory services

in 2004,/05 1o include a greater
range of strategic advice and
support, this year we placed

an emphasis on increasing the
awareness and upfake of our

capability in this area.

LENDING SERVICES

During the past year our lending
activity has focused on providing
debt finance for major capital

investments.

We have implemented new lending
ferms and conditions and established
the Llender’s Quantity Surveyor
process (infroduced in 2004/05) as
a standard risk management discipline

for all major construction projects.

These procedures are fo profect
loan quality and reflect the fact that
the CHFA is predominantly lending
fo capital projects, now that the
private sector debt has largely

been refinanced.

In addition, we have continued to
infroduce greater flexibility into our
lending arrangements, ensuring that
our financial products meet DHB
needs and assist them to manage

their interest rate risks and cash flow.

In reviewing our range of financial
products, we have begun
invesfigating options for infroducing

a leasefinance product for DHBs.

We are working with the NZ Debt
Management Office (DMO) to
investigate opportunities to reduce
DHB inferest costs through better
alignment between DHB borrowing

and DMO bond tenders.

PROPERTY SERVICES

Our Terms of Reference were revised
in August 2005. The changes
supported a broadening of our
services to include advice and
assistance for property development,
|eosing, site p|onning, construction
and rationalising the use of sites.
This year a range of property
advisory projects were complefed
for DHBs and the New Zealand

Blood Service.

This advice complements our well-
esfablished disposal services and
confribufes fo assisting the health
sector fo achieve a more productive

property estate.

We pursued a number of
opportunities fo purchase surplus
properties from Auckland,
Wairarapa, Otago, Northland
and Nelson-Marlborough DHBs.

During the year we worked with the
Office of Treaty Settlements and Te
Puni Kokiri fo complete the clearance
of a number of our property holdings
through the sfatutory Maori Profection
Mechanism processes.

Of nofe, the former Napier Hospital
site and Lake Alice facilities were

successfully cleared and were being
actively markefed for sale by the end

of the financial year.
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1.0 operational review for 2004 /05

1.1 lending services

The CHFA has a unique position

in the health sector as the sole
provider of term debt to DHBs.
DHBs access our loans to refinance
existing private debt, and to fund
hospital infrastructure and other

capital assets.

The CHFA applies normally
accepted lending criteria —
recognising that DHBs are required
fo operate on a financially
sustainable basis whilst delivering

a high sfandard of services.

We assess the affordability of
investment proposals, sfructure term
debt faciliies to support investments,

and provide financial advice fo DHBs.

Funding for the CHFA loans is
provided to the CHFA by the

New Zealand Debt Management
Office. This allows the CHFA to lend

to DHBs at the most cost effective rate.

Debt finance and our lending
criteria and independent financial
monitoring ensure that DHBs
minimise borrowing levels, and
maintain sufficient cash flows to
meet their loan requirements. By
minimising and repaying debt, the
DHB sector can build balance sheet

provisions for future asset replacement.

CHFA LOANS PORTFOLIO

The CHFA has progressively
refinanced the majority of DHB
private sector debt since 2001, and
is now predominantly focused on

lending for major capital investments.

As at 30 June 2006, the CHFA
has approved loans tofalling
$1,425.0m. loans actually drawn
down amounted to $204.7m,
which is an increase of $94.2m

on the previous year (figure 1).

This increase in volumes has
supported a reduction in our
loan administration charge from

0.20% to 0.15% in 2005 /06.

At 30 June 2006, the average
interest rate paid by DHBs was
6.45%. The CHFA inferest rate
lincluding our margin) is 38 basis
points below the average private
bank benchmark rate — reflecting
an estimated saving fo DHBs

of $3.4m per annum in annual

interest costs (Ref figure 2).

Figure 1: CHFA fotal loans approved

MONITORING AND ADVICE

The CHFA is an independent
advisor fo the Minisfer of Health

and Minister of Finance on the
financial sustainability of the sector.
Our objective assessment of DHB
financial performance is based on
monitoring of DHB results against
prudent lending criteria and commonly

accepted financial standards.

During 2005/06 we mainfained
ongoing monitoring of sector frends
and the potential opportunities and
risks to achieving DHB financial
fargets. This monitoring programme
also informed regular advice to

stakeholders and officials.

This year we have continued

fo enhance the quality of our
analysis and advice. Stakeholders
have responded positively to the
quality, timeliness and usefulness

of our advice.
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3.0 financial performance
for the year ended 30 June 2006




3.1 statement of financial performance
FOR THE YEAR ENDED 30 JUNE 2006

Income

Crown Funding

Inferest revenue
- District Health Boards
- Other

Gain on sale of properties

Other income

Total Operating Revenue

Expenditure

Interest expense
- Area Health Board debt
- NZ Debt Management Office advances
Residual asset management
Cash flow swap amortisation
Surplus property disposal

Other expenses

Total Operating Expenses

Net operating (deficit)
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The Statement of Accounting Policies and Notes form an infegral part of, and should be read in conjunction with, these Financial Statements.




CROWN HEALTH FINANCING AGENCY

3.2 statement of movements in equity
FOR THE YEAR ENDED 30 JUNE 2006

Net operafing [deficif) (6,060)

Total recognised revenues and expenses (6,060)

Funds transferred fo Ministry of Health (528)

Equity at start of period 12,803
Equity at end of period 6,215

The Statement of Accounting Policies and Notes form an infegral part of, and should be read in conjunction with, these Financial Statements.




3.3 statement of financial position
AS AT 30 JUNE 2006

Crown equity

Current assets

Cash and bank

Debtors

Advances to Disfrict Health Boards
Properties infended for sale

Swap mismatch account

Non-current assets
Advances to DHBs

Fixed assetfs

Total assets

Current liabilities
Accounts payable and accruals
Area Health Board Debt
Advances from Westpac

- Property transactions

Advances from NZ Debt Management Office

Non-current liabilities

Advances from NZ Debt Management Office

Total liabilities

Net assets

8,601

1,172,951
169

1,173,120
1,181,721

505
2,050
2,555

1,172,951

1,172,951
1,175,506
6,215
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The Statement of Accounting Policies and Notes form an infegral part of, and should be read in conjunction with, these Financial Statements.




CROWN HEALTH FINANCING AGENCY

3.4 statement of cash flows
FORTHE YEAR ENDED 30 JUNE 2006

Cash flows from operating activities
Cash was provided from:
Operating income
Inferest received

- DHB loan advances

- Area Health Board

- Other
Properties infended for sale
Other income

Net GST

Cash was applied fo:
Payments to suppliers and employees [3,801)
Transfer to Ministry of Health [(515)
Inferest paid
- Area Health Board 2,372)
- fo NZ Debt Management Office

Net cash flow from operating activities

Cash flows from investing activities

Cash was provided from:

Sale of surplus District Health Board properties

Cash was applied fo:
Properties infended for sale

Fixed assets

Net cash flow from investing activities

The Statement of Accounting Policies and Notes form an infegral part of, and should be read in conjunction with, these Financial Statements.
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3.4 statement of cash flows
FORTHE YEAR ENDED 30 JUNE 2006

Cash flows from financing activities

Cash was provided from:

Advance from NZ Debt Management Office
District Health Board principal repayment
Area Health Board Swap mismatch

Advances from Westpac

314,274
Cash was applied to:

Loans from District Health Boards (291,914
Area Health Board Debt (20,010)
Repayment to Westpac (19,772)

(331,694)
Net cash flow from financing activities (17,422)

Net increase (decrease) in cash held 2,238

Opening cash balances 4,045
Closing cash balances 6,283

Comprising:
Cash at bank 2,540
Short term deposifs 3,743

6,283

The Statement of Accounting Policies and Notes form an infegral part of, and should be read in conjunction with, these Financial Statements.




CROWN HEALTH FINANCING AGENCY

3.5 statement of accounting policies

STATUTORY BASE

The Crown Health Financing
Agency (CHFA), formerly The
Residual Health Management Unit
(RHMU), was established on 1 July
1993 by the Health Sector
(Transfers) Act 1993, continues
under section 57 of the NZ Public
Health and Disability Act 2000
and operates as a Crown Entity for

the purposes of the Crown Entities
Act 2004.

With effect from 1 July 1993, CHFA
assumed responsibility for all Area
Health Board assets and liabilities
that did not vest in Disfrict Health
Boards (formerly Crown Health
Enterprises) or other fransferees.

In addition CHFA manages lending
to District Health Boards (DHBs)

and provides assistance fo the
sector to dispose of surplus property.
All activities are undertaken in
accordance with the CHFA's Composite
Terms of Reference approved by the
Responsible Ministers.

These financial statements have been
prepared in accordance with section
41 of the Public Finance Act 1989,
section 67 of the New Zealand
Health and Disability Act 2000 and
section 198 (3)(b) of the Crown
Entities Act 2004.

MEASUREMENT SYSTEM

Generally accepted accounting
practice recognised as appropriate
for the measurement and reporting
of results and financial position on
an hisforical cost basis has been
followed.

BUDGET FIGURES
The budget figures are those
approved by the Board at the

beginning of the financial year.

The budget figures have been
prepared in accordance with
generally accepted accounting
practice and are consistent with the
accounting policies adopted by the
Board for the preparation of the

financial statements.

GOODS AND SERVICES TAX

The financial statements have been
prepared exclusive of goods and
services fax (GST), with the
exception of accounts payable and
accounts receivable, which are
stated GST inclusive.

REVENUE RECOGNITION

Fees, inferest and other revenue is
recognised when earned and is
reported in the financial period to

which it relates.

COMPARATIVE FIGURES
To ensure consistency with the current
period, comparative figures have

been reclassified where appropriate.

TAXATION

CHFA is a public authority in terms
of the Income Tox Act 2004 and
consequently is exempt from

income tax.

INVESTMENTS
Investments are stated at the lower

of cost and net realisable value.

FIXED ASSETS

All items of property, plant and
equipment are inifially recorded at
cost and depreciated. Initial cost
includes the purchase consideration
and those costs directly affributable
in bringing the asset to the location
and condition necessary for ifs

infended use.

DEPRECIATION

Depreciation is calculated on a
straight line basis to allocate the cost
of an asset, less any residual value,

over its useful life.

The estimated useful lives of property,

plant and equipment are as follows:

Leasehold improvements
2.8 - 12.8 years (7.8% — 36.0%)

Computer equipment
2.1 = 3.5 years (28.8% — 48.0%)

Office equipment
2.8 = 5.4 years (18.6% — 36.0%)

Furniture and fittings
4.6-12.8 years [7.8% —21.6%)




ACCOUNTS RECEIVABLE
Accounts receivable are stated
af expected realisable value
after providing for doubtful and

uncollectable debts.

STATEMENT OF CASH FLOWS
Cash is defined as cash balances
on hand, held in bank accounts,
demand deposits and other highly
liquid investments in which CHFA
invests as part of its day-foday
cash management.

Cash flows derived from:

Operating activities includes cash
received from all income sources
of CHFA and records the cash

payments made for the supply of

goods and services.

Investing activities are those activities

relating fo the acquisition and

disposal of non-current assets and

money market investmentfs.

Financing activities comprise the
change in equity and debt capital
structure of CHFA.

FINANCIAL INSTRUMENTS

CHFA is party to financial instruments
as part of its normal operations.
These financial instruments include
bank accounts, shortterm deposits,
advances to DHBs, debtors, creditors
and loans. Al financial instruments
are recognised in the stafement of
financial position and all revenues
and expenses in relation to financial
instruments are recognised in the

statement of financial performance.

Except for loans and advances to
DHBs, which are recorded at cost,
and those items covered by a
separate accounting policy, dll
financial instruments are shown

at their estimated fair value.

As a guardian of public money,
CHFA must be risk averse and seek
fo minimise exposure arising from
its treasury activity. CHFA is not
authorised by ifs finance policy fo
enfer info any fransaction that is

speculotive in nature.

CHFA esfablishes counterparty limits
for each counterparty based on

external credit ratings.

CHFA has entered info financial
instruments which give rise to off-
balance sheet exposures in order
fo reduce risks arising from carrying
out its ongoing business. These
instruments include a cash flow
swap with the New Zealand Debt
Management Office (NZDMO) 1o
facilitate the management of the
repayment of Area Health Board
debt and to hedge the associated
inferest rate exposure.

Any gains or losses arising from
exposure fo these instruments are
offset against the related gains

or losses on the assets or liabilities
being hedged.
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OPERATING LEASES

leases where the lessor effectively
refains substantially all the risks and
benefits of ownership of the leased
items are classified as operating
leases. Operating lease expenses
are recognised on a systematic basis

over the period of the lease.

PROPERTIES INTENDED FOR SALE
Property infended for sale is sfated
at acquired cost plus all recognised
revenue and expenditure associated
with that property. Revenue consists
of renfal income earned during

the holding period. Expenditure
includes all holding costs including

maintenance, interest and rates.

CHANGES IN ACCOUNTING
POLICIES

There have been no changes in
accounting policies. All policies
have been applied on bases

consistent with those used last year.




CROWN HEALTH FINANCING AGENCY

3.6 notes to the financial statements

1. MAJOR BUDGET VARIATIONS

Statement of financial performance
Income and expenditure: Interest
revenue and expenditure:

DHB inferest income and the
corresponding NZDMO interest
expense were not budgeted for

as the amounts offsef each other.

Gain on sales of properties:
Anticipated sales of properties
have not occurred within budgeted
timeframes as a resulf of unforeseen
delays in obtfaining the required
Crown land clearance.

Other expenses: Delays in legal
proceedings resulted in less than
anticipated legal fees being incurred

in the current year.

Statement of financial position
Cash and Bank: The NZDMO
CHFA Facility of $310.1Tm was
greater than budgeted for. The funds
represent temporary repayment from
DHBs. The timing and amounts of
the repayments is dependant on

DHB's surplus cash flow.

Properties intended for sale:
Anticipated property sales did nof
occur in the current year due fo
delays in obtaining Crown land

clearance.

Accounts payable and debtors:
These accounts include inferest
payable and receivable in respect of
the DHB loans which were not
budgeted for.

Advances fo District Health Boards
and advances from NZDMO- current
and non-current portion: The facilities
were not fully drawn down at
balance date. The current portion
was not budgeted for separately as
the term of the loans were not known

at the time of setting the budget.

Statement of cash flows

Interest received from DHBs and
inferest paid to NZ Debt
Management Office: DHB inferest
received and the corresponding NZ
Debt Management Office interest
paid were not budgeted for as the
amounts offset each other.

Properties intended for sale and sale
of surplus DHB properties:
Anticipated sales of properties

owned by CHFA have not occurred

within budgeted timeframes. The
purchase and sale of DHB surplus
property did not occur as anficipated
due to DHBs vet to declare property
surplus or opting fo use altlernative

disposal options.

Advance from NZ Debt
Management Office: The movement
in the NZDMO advance of
$174.6m was not budgeted for as
the repayment of debt is dependant
on the cash position of DHBs.

Advance from Westpac increased
as a result of the refinancing of a
property loan previously funded from
CHFA equity.

2. SURPLUS PROPERTY DISPOSAL

EXPENSES

These expenses were funded by an

operating loan.
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3.6 notes to the financial statements (continued)

3. OTHER EXPENSES

2006
Actual
$000s

Other expenses include:

Audit fees

Depreciation
leasehold improvements
Furniture & fitlings
Office equipment

Computer equipment

Total depreciation for the year

Board fees
Board expenses
Rental and leasing costs

(Note: Rental and leasing costs are included under residual asset management]
Board members eamned the following fees during the 2006 vyear:

Ross Tanner (Chair)
Dame Ann Hercus
lan Sliper

Edie Moke

4. FUNDS TRANSFERRED TO THE MINISTRY OF HEALTH
CHFA receives renfal income on behalf of the Crown in respect of its lease obligations of five floors of Tourism and Travel
House. These funds are returned fo the Ministry on a quarterly basis. CHFA receives appropriations for the full cost of

leasing the five floors.




CROWN HEALTH FINANCING AGENCY

3.6 notes to the financial statements (continued)

5. CASH AND BANK

2006
Actual
$000s

Westpac cheque accounts 228
Westpac debt account 0

On call deposits:

Westpac on call

Short term deposifs:
ASB/Westpac deposifs 6,053
NZ Debt Management Office - CHFA facility 310,054

Total cash and bank 316,445

Inferest rates receivable on deposits range from 7.25% to 7.47%

The $310.1m (2005: $229.6m| facility relates to appropriation drawdown to fund cash advance facilities to DHBs and
then temporarily repaid by them. These facilities were able to be redrawn by the DHBs and the amounts in this account

are specifically allocated 1o individual DHBs. No interest is earned by CHFA on the balance in this account.

6. DEBTORS

2006
Actual
$000s

Interest receivable 6,462
Other 144
6,606
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3.6 notes to the financial statements (continued)

7. ADVANCES TO DISTRICT HEALTH BOARDS
The following loans made to Disfrict Health Boards have interest rates that vary between 5.77% and 7.25% per annum.

2006
Actual
$000s

Current
CHFA advances 209,873
209,873

Non current

CHFA advances 694,814

Total advances 904,687

Repayable as follows:
Less than one year 209,873
One fo two years 338,119
Two fo five years 356,695

Beyond five years

904,687

8. PROPERTIES INTENDED FOR SALE

Cost
Costs affributed fo properties

Income received from properties

Total properties intended for sale




CROWN HEALTH FINANCING AGENCY

3.6 notes to the financial statements (continued)

9. CASH FLOW SWAP

On 2 August 1993 the CHFA entered into a cash flow swap agreement with the New Zealand Debt Management
Office to hedge all future cash flows relating to the Area Health Board debt assumed and loan advances made to
Crown Health Enferprises.

CHFA's obligations under the Cash flow Swap Agreement were repaid on 20 and 29 June 2001.

The swap mismatch account represents the difference between the cash inflows and outflows under the cash flow
swap agreement up fo 30 June 20006.

Swap Mismatch Account

All Area Health Board debt has now been repaid and the balance in this account at 30 June 2006 is $0 (2005:
$25.42m).

The difference between the actual cash flows and the present value of the cash flows is the amount amortised on a
straightline basis over the life of the swap. The balance at 30 June 2006 is $0 and an expense of $3.04m has been
recognised in the Statement of Financial Performance for the year ended 30 June 2006 (2005: expense $3.04m).

The balance in the swop mismatch account has been cleared to nil as all swap payments were received from the

New Zealand Debt Management Office in June 2006.

10. PROPERTY, PLANT AND EQUIPMENT

Accumulated  Depreciation Net Book
Depreciation Value
$000 $000 $000

2006

Lleasehold improvements 33 0 128
Furniture and fittings 21 6 56
Office equipment 14 2
Computer equipment 41

Total

2005

Lleasehold improvements
Furniture and fittings
Office equipment

Computer equipment

Total
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3.6 notes to the financial statements (continued)

11. ACCOUNTS PAYABLE AND ACCRUALS

Creditors

Accruals
- NZ Debt Management Office Interest
- leave Entitlements

- Other

12. AREA HEALTH BOARD DEBT

Area Health Board debt is term debt that was raised by the Area Health Boards prior to their disestablishment on
30 June 1993. All Area Health Board debt has now been repaid.

2006
Actual
$000s

Principal Outstanding

Less: Current Portion

Term portion

These liabilities were assumed by CHFA on 1 July 1993. Maturity dates for this debt ranged up to 1 June 2006.
Coupon interest rates range from 11.85% to 15.00% per annum.

Repayable as follows:

Less than one year
One to two years




CROWN HEALTH FINANCING AGENCY

3.6 notes to the financial statements (continued)

13. ADVANCES FROM NZ DEBT MANAGEMENT OFFICE

The following advances from NZ Debt Management office have interest rates that vary between 5.77% and 7.25% per annum.

2006
Actual
$000s

2005
Actual
$000s

Current
Advances to CHFA Existing Debt
NZ Debt Management Office - CHFA Facility

209,873
310,054

333,135
229,600

519,927

562,735

Non current

Advances to CHFA Existing Debt

694,814

477,382

Total advances

1,214,741

1,040,117

Repayable as follows:
One to two years
Two fo five years

Beyond five years

338,119
356,695

147,513
329,869

694,814

477,382

The $310.1m (2005: $229.6m) facility relates to appropriation drawn down 1o fund cash advance faciliies to DHBs
and them temporarily repaid by them. These facilities were able o be redrawn by the DHBs and the amounts in this

account are specifically allocated to individual DHBs. No interest is payable by CHFA on the balance in this account.
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3.6 notes to the financial statements (continued)

14. LOAN FACILITIES

2006 2005
Actual Actual
$000s $000s

Repaid Loan Facility 310,054 229,600
Undrawn Loan Facility 170,292 34,410
480,346 264,010

At 30 June 2006, DHB's have undrawn loan facilities of $480.35 m with CHFA (2005: 264.01m).
CHFA has the equivalent undrawn loan facilities with NZDMO.

The budgeted NZDMO & DHB loans have not been apportioned between current and non-current assets and liabilities.
This information was not available during the budget preparation.

15. ADVANCES FROM WESTPAC - PROPERTY TRANSACTIONS
The facility with Westpac is in place fo finance the purchase of DHB surplus property. The facility is capped at $15.0m,

is unsecured and has a maturity date of 31 October 2009, or such later date as the lender may from time fo time agree.
As at balance date, $5.48m (2005: $1.07m) was drawn.




CROWN HEALTH FINANCING AGENCY

3.6 notes to the financial statements (continued)

16. RECONCILIATION OF OPERATING CASH FLOWS WITH NET OPERATING SURPLUS

2006
Actual
$000s

Net Operating Deficit (5,871)
Add (less)

Non cash items

Amortisation of cash flow swap

Depreciation

Total non-cash items

Add (less)

Movements in working capital ifems

Decrease [increase) in debtors (1,182)
Increase [decrease] in accounts payable 546

Decrease (increase) in swap mismatch account 2,372

Total movements in working capital items 1,736

Net cash flow from operating activities (1,049)




3.6 notes to the financial statements (continued)

17. COMMITMENTS AND CONTINGENCIES
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2006
Actual
$000s

2005
Actual
$000s

Commitments

Non Cancellable Lease Operating Commitments

Term Classification of Commitments:
Less than one year

One to two years

Two fo five years

Over five years

Other Non Cancellable Contracts

Term Classification of Commitments
Less than one year
One to two years

Two fo five years

Contingencies

CHFA has been notified of contingent liabilities for potential legal claims plus associated legal fees in respect of the

actions of the former Area Health Boards. CHFA is defending those claims that have resulted in litigation and will defend

any of the others that result in litigation. It does not accept liability for the claims and no provision has been made in the

financial statements.

Quantifiable contingent liabilities are as follows:

Medical

Total contingent liabilities
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Accommodation lease
CHFA has a lease obligation in respect of 2,691 square metres of office accommodation in Tourism and Travel House,
Wellington. The lease expires in 2012. This space is sublet to fenants including CHFA at a rate greater than the current

cost of CHFA's lease. The cost of the lease is apportioned and all sublease rental recovered is returned fo the Ministry of

Health. CHFA rental expense for the year 30 June 2006 was $34,429 (2005: $34,429).

18 EMPLOYEES’ REMUNERATION

Total remunerations and benefits Number of employees
$000 2006 2005

200210
190-200
180-190
170-180
160-170
150-160
140-150
130-140
120-130
110-120
100-110

The Chief Executive of CHFA is in the bracket of 200-210 above. There was no compensation or other benefits paid or

payable fo persons who ceased to be board members or employees in relation fo that cessation.

19. INDEMNITIES AND INSURANCE COVER FOR BOARD MEMBERS AND EMPLOYEES
Under individual employment contracts, CHFA indemnifies employees for any act done or omitted by the Employee in

good faith in pursuance or intended pursuance of the functions, duties or powers of the Employer or the Employee.

Insurance cover is provided to Board members and employees under Directors and Officers Liability, Personal Accident
and Overseas Travel policies.

20. FINANCIAL INSTRUMENTS

CHFA has a policy for providing risk management for interest rates and the concentration of credit. All expenditure
is in New Zealand dollars and CHFA is not exposed to any foreign currency risk.

Interest Rate Risk

Inferest rate risk on the AHB ferm borrowing is hedged by a cash flow swap with the New Zealand Debt Management
Office. Advances to District Health Boards have rafes that match the associated New Zealand Debt Management

Office advances to CHFA.
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3.6 notes to the financial statements (continued)

Credit Risk

Credit risk is the risk that a third party will default on its obligations to CHFA, causing CHFA to incur a loss. In the normal
course of its business, CHFA incurs credit risk from trade debtors including DHBs, and transactions with financial
institutions and the New Zealand Debt Management Office.

Financial instruments that potentially subject CHFA fo credit risk consist principally of cash, shortHerm investments, advances

to District Health Boards and various transactions with the New Zealand Debt Management Office and the Crown.

CHFA places its cash and shortterm investments with high credit quality financial insfitutions and limits the amount of
exposure fo any one financial insfitution.

Credit risk with respect to advances to District Health Boards are reviewed monthly in compliance with borrowing

arrangements.
The New Zealand Debt Management Office is a Crown agency with a high quality credit rating.
All CHFA's financial instruments, including advances to Disfrict Health Boards as at 30 June 2006, are recorded at cost.

A fair value valuation has been carried out on advances to District Health Boards. Advances made with a face value
of $904,687,000 are valued at $901,935,816.

21. RELATED PARTY INFORMATION

CHFA is a wholly owned entfity of the Crown. The Government significantly influences CHFA's role as well as being its

maijor source of revenue.

The Board has entered info a number of fransactions with government departments and crown agencies on an arms
length basis. VWhere those parties are acting in the course of their normal dealings with CHFA, related party disclosures

have not been made for transactions of this nature.
There were no related party fransactions with the members of the Board.

There were no other related party transactions.

22. NZIFRS IMPACT
At the time of reporting, the adoption period for reporting under NZIFRS, will be for the year ended 30 June 2008.

Significant accounting policy changes have been addressed and a full review on accounting policies and deferminations
made in relafion to NZIFRS adoption has been carried out. The estimated effect on CHFA's financial stafements of NZIFRS
adoption at the time of preparing this report is not expected fo be significant.

This review will be subject to audit assurance.
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3.6 notes to the financial statements (continued)

23. TRUST FUNDS

CHFA has responsibility for the management of mental patients frozen inferest funds and Southland DHB patient interest
funds. These funds are held in trust pending the preparation of a scheme, under section 11 of the Health Sectors
(Transfers) Act 1993, on behalf of the patients.

The mental patients frozen interest funds were transferred during the year info a trust administered by the Public Trust
under Section 11 of the Health Sectors (Transfers) Act 1993.

The Southland DHB Patient Inferest Funds confinue fo be held in frust by CHFA.

Trust funds on hand at 30 June 2006 are as follows:

2006
Actual
$000s

Mental patients’ frozen funds

Liquid assets

ASB money market deposit — all regions excluding Auckland
ASB money market deposit — Auckland

Total sums held

Represented by:
Balance at beginning of year

Add:

Inferest revenue from money market deposits

Less:

Payments to patients
Transfer to Public Trust

Total mental patients’ frozen funds
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2006
Actual
$000s

Southland patients’ frozen funds
Liquid assets

ASB Money Market Deposit

Represented by
Balance af beginning of year

Add:

Inferest revenue from money market deposits

Less:

Payments to patients

Total Southland patients’ frozen funds

3.7 statement of responsibility

The Board and management of the CHFA accept responsibility for the preparation of the annual financial statements

and the judgements used therein;

The Board and management of the CHFA accepls responsibility for esfablishing and mainfaining a system of infernal
control designed to provide reasonable assurance as fo the integrity and reliability of financial reporting; and

In the opinion of the Board and management of the CHFA, the financial stafements for the year ended 30 June 2006,

fairly reflect the financial position, cash flows and operations of the CHFA.

DA Gie o

ROSS TANNER GRAEME BELL
Chair Chief Executive
Date: 26 October 2006 Date: 26 October 2006
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3.8 audit report

to the readers of the Crown Health Financing Agency's financial statements

FOR THE YEAR ENDED 30 JUNE 2006

The Auditor-General is the auditor of
the Crown Health Financing Agency.
The Auditor General has appointed
me, Stephen Lucy, using the staff and
resources of Audit New Zealand,

fo carry out the audit of the financial
statements of the Crown Health

Financing Agency, on his behalf,
for the year ended 30 June 2006.

UNQUALIFIED OPINION

In our opinion the financial statements
of the Crown Health Financing
Agency on pages 14 1o 35:

e comply with generally accepted
accounting practice in New
Zealand; and

fairly reflect:

the Crown Health Financing
Agency's financial position as
at 30 June 2006; and

the results of its operations and
cash flows for the year ended
on that date.

The audit was completed on
26 October 2006, and is the date
at which our opinion is expressed.

The basis of our opinion is explained
below. In addition, we outline the
responsibilities of the Board and the
Auditor, and explain our independence.

BASIS OF OPINION
We carried out the audit in
accordance with the Auditor-General’s

Auditing Standards, which incorporate
the New Zealand Auditing Standards.

We planned and performed the audit
to obtain all the information and
explanations we considered necessary
in order to obtain reasonable assurance
that the financial statements did not
have material misstatements, whether
caused by fraud or error.

Material misstatements are differences
or omissions of amounts and
disclosures that would affect a
reader’s overall understanding of the
financial statements. If we had found
material misstatements that were not
corrected, we would have referred

to them in our opinion.

The audit involved performing
procedures to fest the information
presented in the financial statements.
We assessed the results of those
procedures in forming our opinion.

Audit procedures generally include:

e determining whether significant
financial and management
confrols are working and can be
relied on to produce complete
and accurate data;

verifying samples of transactions
and account balances;

performing analyses fo identify
anomalies in the reported data;

reviewing significant estimates
and judgements made by the
Board:;

confirming yearend balances;

determining whether accounting
policies are appropriate and
consistently applied; and

determining whether all financial
statement disclosures are
adequate.

We did not examine every transaction,
nor do we guarantee complete
accuracy of the financial statements.

We evaluated the overall adequacy of
the presentation of information in the
financial statements. We obtained all
the information and explanations we
required fo support our opinion above.

AUDIT NEW ZEALAND

Mana Arotake Aotearoa

RESPONSIBILITIES OF THE BOARD
AND THE AUDITOR

The Board is responsible for
preparing financial statements in
accordance with generally accepted
accounting practice in New Zealand.
Those financial statements must fairly
reflect the financial position of the
Crown Health Financing Agency

as at 30 June 2006. They must also
fairly reflect the results of its operations
and cash flows for the year ended on
that date. The Board's responsibilities
arise from the Public Finance Act
1989 and the New Zealand Health
and Disability Act 2000.

We are responsible for expressing an
independent opinion on the financial
statfements and reporting that opinion
to you. This responsibility arises from

section 15 of the Public Audit Act 2001
and the Public Finance Act 1989.

INDEPENDENCE

When carrying out the audit

we followed the independence
requirements of the Auditor General,
which incorporate the independence
requirements of the Insfitute of Chartered
Accountants of New Zealand.

In addition fo the audit we performed
an assurance assignment over the
Crown Health Financing Agency's
compliance with its own lending
processes and procedures, which is
compatible with those independence
requirements. Other than the audit
and this assignment, we have no
relationship with or interests in the
Crown Health Financing Agency.

S B LUCY

Audit New Zealand
On behalf of the Auditor - General
Wellington, New Zealand




MATTERS RELATING TO THE
ELECTRONIC PRESENTATION
OF THE AUDITED FINANCIAL
STATEMENTS

This audit report relates fo the
financial statements of the Crown
Health Financing Agency for the
year ended 30 June 2006 included
on the Crown Health Financing
Agency’s web site. The Board is
responsible for the maintenance
and infegrity of the Crown Health
Financing Agency's web site.
We have not been engaged fo

report on the integrity of the Crown

Health Financing Agency's web site.

We accept no responsibility for any
changes that may have occurred

to the financial statements since
they were initially presented on

the web site.

The audit report refers only to the
financial statements named above.
It does not provide an opinion on
any other information which may
have been hyperlinked to/from these
financial statements. If readers of
this report are concerned with the
inherent risks arising from electronic
data communication they should
refer to the published hard copy

of the audifed financial statements
and related audit report dated

26 October 20006 to confirm the
information included in the audited
financial statements presenfed on

this web site.

Legislation in New Zealand
goveming the preparation and
dissemination of financial stafements
may differ from legislation in other

jurisdictions.
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