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1. Chairman’s Report

On behalf of the Board of Health Benefits Limited (HBL) | am pleased to present HBL’s Annual Report
for its inaugural financial year to the end of June, 2011.

This report covers the 11 months since HBL was reconstituted as a company on 30 July 2010. The
company performed favourably against budget, and met or exceeded most of the service
descriptions and performance measures set out in its Statement of Intent with the Crown.

HBL’s purpose - as set out in its Constitution - is to reduce the costs of District Health Boards (DHBs)
through the efficient and effective delivery of administrative, support and procurement services for
DHBs. More specifically, HBL is tasked with contributing to $700 million of administrative, support
and procurement savings for DHBs over five years.

Progress Positive

As outlined in HBL’s Statement of Intent (SOI), in the first year of operation the company has
concentrated on building organisational capacity and capability, and focussed on determining
options for achieving the transformational change that will be required to deliver on its savings
targets. The progress has been positive, with a roadmap for Finance, Procurement and Supply Chain
initiatives proceeding to Business Case stage, and roadmaps for Facilities and Support Services
developed by the end of the year. Work on Information Services and Human Resources/Payroll work
programmes are well underway.

The first year’s work has also included the development of a costing baseline and benchmarking
capability to measure benefits from planned actions and to identify future opportunities. HBL has
undertaken a series of Information Requests with DHBs, with the goal of collecting data across
shared service functions. This has been used to build the baseline view at a high level. Subsequent
information gathering is being used to inform business cases and help identify areas where potential
benefits are worthy of more detailed analysis; and this is helping identify further savings
opportunities for HBL.

Savings Reported

At the same time as the transformational planning has occurred, HBL has also worked with DHBs to
achieve savings for the year. For its initial year of operations a primary measure of success has been
related to assisting DHBs deliver $30 million in savings identified from “Target 30” programmes.
These are collective procurement programmes and it is pleasing to report that total reported savings
and benefits from these initiatives were $55 million for the financial year.

In addition, HBL introduced new initiatives that will deliver savings early in the 2011/12 year. This
includes collective procurement of Rehabilitation equipment, forecast to deliver savings of $1 million
a year, a collective Treasury and Banking contract forecast to deliver $4 million in savings a year and
a guide for DHBs to improve revenue collection.
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New Benefits for 2011/2012
A Business Plan for the 2011/12 financial year has been developed and the immediate focus of the
work plan is delivering $40 million of new benefits in 2011/12. That will be in addition to continued

savings from the 2010/11 initiatives.

The Board of HBL believes the Company is on track to deliver its forecast savings and we look
forward to working with the sector to reduce costs over coming years.

Our results are achieved by the efforts of our dedicated staff and | express the Board’s appreciation
for the excellent work they have put in. | also acknowledge the contribution of DHBs in achieving

savings and assisting with the development of business cases and data gathering.

The Company’s achievements to date, and its work programmes are detailed in this report.

B

Ted van Arkel
Board Chair
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2. Chief Executive’s Report

The inaugural year for Health Benefits Limited (HBL) has been a successful one, with service
performance measures mostly met and DHBs achieving savings targets.

The Company was reconstituted on 30 July 2010 and a Statement of Intent (SOI) was prepared by
the Board of HBL in accordance with Part 4 of the Crown Entities Act 2004.

HBL was tasked with contributing to gross savings of $700 million over a five year period after
establishment. This is a significant challenge and it is pleasing to report that after its inaugural
financial year the Company is on track with savings targets and well placed to facilitate and lead the
transformational changes to make savings and efficiencies — and manage the related
implementation programmes — over the next few years.

Role in the Health Sector

As a Crown Company, subject to the Companies Act 1993, HBL has the ability to operate in a
commercial manner.

The role of HBL is to facilitate and lead initiatives that save money by reducing administrative,
support and procurement costs for DHBs. It will do this by challenging existing practice, setting the
stage for change and providing the initial leadership to deliver value.

In the 2010/11 year HBL has worked with DHBs and health sector leaders to set the strategic
direction for administration and support services with the aim of optimising the delivery of these
services.

Where savings will come from

HBL’s 2010/11 Business Plan outlined five roadmaps for transformational change:

= Financial Management and Information Systems

= Strategic procurement and supply chain

= Human Resources and shared payroll services

= [nformation Systems and technology rationalisation and integration; and
= Facilities Management, engineering and maintenance services.

This is in addition to collective procurement initiatives.

The data gathering and analysis work performed by HBL highlighted that the DHB spending from
which HBL’s work programmes are designed to realise benefits were:

= Finance $65 million

= Procurement and Supply Chain $32 million

= |nformation Services $236 million

= Collective Procurement $964 million

= Facilities and Service Management $429 million
=  HR/Payroll — not yet available
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Building Organisational Capacity and Capability

The HBL Board meets monthly and in addition has held business and planning workshops. The Board
has established a separate Finance, Audit and Risk Committee which meets regularly.

The Board endorsed an organisational design for HBL and in December 2010 | was appointed Chief
Executive of HBL. Since this time HBL has transitioned from contractor resource to permanent
appointments. The organisational structure of HBL as of 30 June 2011 was as follows:

Structure

The HBL Board of Directors appoints the Chief Executive of the Company, who is responsible for
leading the day-to-day operations of the company, supported by a senior management team.

The high level organisation of HBL comprises:

Chief Executive

A4 A 4 A 4 \ 4
Corporate & Finance Communications Strategy & Planning Programme
Manager Manager Manager Director

A 4 A 4 l A 4

HR, Legal, ICT, Contract Communications, Advertising, Strategy, Planning Programme and Project
Management, Policy, Media, Public Affairs, Procureme'nt EXCE"EI’ICQ Management, Portfolio
Finance, Accounting Engagement Management Office

Good Employer

To ensure that the Company meets its Good Employer obligations prescribed in the Crown Entities
Act Part 3 Section 118, HBL provides opportunities to:

= Enhance the abilities of individual employees;

= Recognise the aims, aspirations and employment requirements of women, and the cultural
differences of ethnic or minority groups; and

=  Recognise the employment requirements of people with disabilities.

The Company has an organisational and team culture that recognises the diversity of New Zealand
society and brings a perspective appropriate to a company dedicated to contributing to improved
health outcomes for all New Zealanders.

Policies and procedures for HBL have been developed and contracted external financial, IT and
payroll services procured to support the company.

Business and Funding model options were developed and submitted to Shareholding Ministers. HBL

has a range of funding options that are flexible and provide autonomy to HBL to take action on
opportunities, consistent with good commercial practice.
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HBL's future work programmes, business and funding model options and deliverables for the
Company for 2011/12 are outlined in its Business Plan and Statement of Intent which were delivered
to shareholding Ministers at the end of June 2011. The SOl is published on HBL's website at
www.healthbenefits.co.nz

2010/11 Year in Review
e Assisting DHBs to Realise $30 million in Savings

For its first year of operations, a primary requirement of HBL's work was to assist DHBs to meet their
accountabilities for savings totalling $30 million that was already included in their 2010/11 District
Annual Plans. As at the end of June 2011, DHBs reported Target 30 full-year baseline savings of $31
million from these initiatives. In addition, value added-savings of $2 million were identified, along
with $22 million in other savings such as reduction in capital expenditure, total cost of ownership
and cost increases avoided. The reported total savings and benefits of $55 million for the year were
therefore considerably ahead of the $30 million targeted.

HBL will continue to develop existing benefits tracking process to improve the clarity around benefit
measurement and reporting for the initiatives in the sector that relate to the scope of HBL's
activities.

e Delivering Early Opportunities

HBL negotiated and distributed a collective shared banking and treasury contract for DHBs. While
there are some aspects of the contract to be renegotiated due to government changes to the Crown
Health Financing Agency (which was a party to the contract), the commencement of this proposal is
expected to realise savings of approximately $4 million a year.

HBL also worked closely with DHBs to improve revenue collection from patients ineligible for free
healthcare, by reviewing practices to build a best practice guide.

A collective procurement agreement for rehabilitation equipment purchasing was negotiated during
the year. Forecast benefits from the implementation of that contract are $1 million a year.

e All of Government Support

HBL has worked closely with DHBs and the Ministry of Economic Development to realise savings
from All of Government programmes.

Based on MED estimates the five year forecast savings for DHBs from initial programmes are $6
million from office consumables, $4 million from vehicles, S6 million from print devices and $7
million from laptops and desktops.

e Baselining and benchmarking

HBL undertook a series of Information Requests with DHBs, with the goal of collecting data across
shared service functions. This has been used to build the baseline view at a high level. Subsequent
information gathering is being used to inform business cases and help identify areas where potential
benefits are worthy of more detailed analysis; and this is helping identify further early savings
opportunities for HBL.
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e Roadmap for Change

HBL’s 2010/11 Business Plan outlined five roadmaps for transformational change. To speed progress
and take advantage of synergies, the roadmaps for FMIS and Procurement and Supply Chain were
merged and a Business Case for this was presented to the HBL board in June. This was after the
roadmap had been reviewed by DHB representatives in workshops.

Roadmaps for the Facilities Management and Support Services were also presented and reviewed at
DHB workshops and approved by the HBL Board. Preparatory analysis was well underway for the
Information Services work before 30 June 2011.

Work on the HR and Payroll workstream was also progressed with primary data gathering requests
to DHBs completed and timelines set.

e Medical Devices

HBL has worked with PHARMAC to develop an approach for the prioritisation, assessment,
standardisation and procurement of Medical Devices. The legal definition of Medical Devices is very
broad. Currently the procurement of Medical Devices is arranged by DHBs and HBL and the work
being done with PHARMAC aims to more clearly define the categories or classifications of products
and services and determine the best approach for each category. The HBL procurement savings
objectives are to a large extent associated with procurement of Medical Devices. Accordingly, it will
be important to track the benefits from the collective view including benefits arising from
PHARMAC's involvement with Medical Devices. More recently, HBL has also engaged with the
National Health Committee to clarify respective roles.

¢ Northern Region

HBL worked closely with the four northern DHBs — Auckland, Waitemata, Counties Manukau and
Northland - in the development of shared services for the northern region, under the healthAlliance
banner. HBL has supported this initiative because it sees this development as an opportunity to
achieve savings within the northern region and provide learnings for application in other regions.
Post balance date, HBL completed an agreement to take a shareholding in healthAlliance and sees
this development as an opportunity to more rapidly achieve benefits.

e Engagement with Key Stakeholders

It is clear that HBL's stakeholders, particularly DHBs, need to be fully aware of HBL and its purpose if
they are to support the successful adoption of its programmes and initiatives. Therefore the
Company has placed significant emphasis on communicating its work and engaging stakeholders in
its programmes and planning processes. HBL’s approach has been to understand and involve
relevant stakeholders and their concerns in the Company’s plans, decision-making processes and
activities.

The challenge in the early stage of options analysis for HBL's programmes has been that the pathway
ahead is not always clear. It was not always possible to give stakeholders the clear and precise

messages that they would like.

Despite these difficulties, HBL has actively engaged through workshops, face-to-face meetings,
emails and newsletters. HBL has been active in building relationships with key stakeholders including
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the Ministry of Health including the National Health Board, PHARMAC, DHBs (Chairs, CEOs, CFOs,
ClOs and Procurement and Supply Chain leaders, suppliers and vendors, other health agencies, the
Ministry of Economic Development and union groups.

e Alignment with DHBs

It is important that HBL's plans are aligned with DHBs and other agency plans.

The high level nature of planning in 2010/11 has meant that it has not been possible to specifically
attribute costs savings by programme to DHBs for their annual planning processes. In the final
quarter of the 2011 calendar year HBL will publish for DHBs further details of projected savings and
costs for its work plan; based on business case work that will be completed by then.

This will include savings and benefits for future financial years at a more detailed programme level,
which will be able to be used by DHBs to inform their future annual plans. This level of detail of
savings and benefits will be subject to continual improvement, particularly as business cases are
endorsed and implemented.

e DHB Support

| appreciate the significant contribution DHBs have made to the development of HBL plans and
business cases through data collection, involvement in workshops and general feedback on projects
and initiatives. This ongoing support is critical to our shared efforts in achieving savings and
efficiency targets.

Looking Ahead

HBL's first business case will be completed in 2011/12 and the implementation of that, together with
subsequent business cases, will bring about exciting change.

HBL will strive to take into account the needs and interests of individual DHBs through the process of
developing initiatives and projects and expects DHBs to endorse the various plans and proposals put
forward by the company. However, a unanimous view is unlikely to emerge in all cases and HBL will
work with DHBs to overcome any barriers to change.

This is a shared journey which will result in the generation of sustainable savings for the sector.

M{{/({M%Q\

Nigel Wilkinson
Chief Executive
Health Benefits Limited
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3. Statement of Service Performance

This section provides statements of service performance for outputs produced within the Company’s
output classes during 2010/11. These measures were set in the Company’s 2010/11 Statement of
Intent, which was prepared by the Board of Health Benefits Limited in accordance with Part 4 of the
Crown Entities Act 2004.

Statement of Intent

Output Class 1: Collective procurement initiatives

Performance Metric/Target Status Comment
Measure
Quality Feedback from A majority of Met. The performance measure was set in terms of
service users on users are satisfied completed procurement initiatives and the
the quality of with the services service provided by the selected supplier(s).
service delivered | that are provided. For the procurement initiatives that were
from undertaken there were few that were in place
implemented long enough for the quality of service to be
procurement assessed. Instead HBL undertook a survey of
initiatives. HBL service users.
The survey was conducted using the Common
Measurements Tool (CMT) - a survey tool
available for New Zealand State
Services/Agencies to use in order to measure
and analyse the satisfaction of their users. The
CMT follows specific guidelines and
methodologies as set out by the State Services
Commission (SSC).
A total of 112 individuals were selected to
respond (being DHB executives and
government officials identified as users of HBL
services) with a response rate of 47%.
Respondents rated HBL on a scale of one to
five. In line with CMT methodology three to
five represented “satisfied" The overall
satisfaction for HBL was a mean 2.8 out of 5
(56%), while the percentage of respondents
rating HBL 3 (neutral) or higher was 59%.
Services are Services meet the | Not Standards of service are defined in contracts
provided to standards defined | applicable | with suppliers.
agreed in SLAs with yet. During the financial year there were no
standards. providers. collective procurement contracts led by
Health Benefits Limited that were in place for
longer than 6 months, which is the minimum
period before Service Levels could
reasonably be assessed.
Quantity | Gainsin the $2.0 million. Not Met. The “Early Opportunities” identified in the
Timelines | current year Business Plan related to banking
from early arrangements and to Rehabilitation
opportunities as equipment supply.
detailed in the These contracts were not completed by 30
Business Plan. June 2011. Draft contracts for Banking have
since been provided to DHBs as have
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Rehabilitation Equipment supply contracts.
The savings and benefits from these contracts
will be delivered and measured in the 2011/12
year.

Collective Two initiatives Met. Two examples of collective procurement
procurement are underway by initiatives implemented during the year were
initiatives are 30 Jun 2011. syringe drivers and electricity.
implemented.
Initiatives are Post- Met. The collective procurement initiative where
subject to a implementation implementation was completed more than 3
post- reviews months prior to 30 June 2011 was electricity.
implementation completed for all A post implementation review for this was
performance initiatives within completed 10 May 2011.
review. 3 months of
implementation.
Assistance plan Delivery on the Met. The assistance plan was that HBL would
to DHBs to meet | assistance plan, deliver the assistance previously provided by
their which will be DHBNZ, and funded by the 20 DHBs. HBL took
accountabilities agreed with DHBs on that role and the personnel involved in
to achieve early in 2010/11. providing that assistance. This included
savings from programme management and monitoring
Target 30. using generally-accepted programme
methodology, as well as savings reporting.
The assistance plan was delivered and the
DHBs met their accountabilities to achieve
$30 million in savings and benefits for the
financial year. The benefits and savings for all
categories across the DHBs was $55 million for
the year.
Output Class 2: Efficient and high-quality systems
Performance Metric/Target Status Comment
Measure
Quality Delivery of 100% of Not Met. Roadmaps and business cases were
successful roadmaps and successfully  delivered. However, the
roadmaps and business cases metric/target does not capture the
business cases prepared are achievement of the performance measure.
for endorsed by Therefore a conservative rating of “Not Met”
transformation. sector and/or has been applied.
approved by During the vyear roadmaps for Finance,
shareholding Procurement and Supply Chain and Facilities
Ministers Management and Support Services were
prepared. The roadmaps were prepared and
shared in workshops with representation
from DHBs with specialist expertise in the
relevant area. The Finance Procurement and
Supply Chain roadmap progressed to a draft
business case which was presented and
endorsed by the Board of HBL in June.
Business cases will be shared with Ministry
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officials and Ministers as part of the on-going
engagement process, which will include
seeking endorsement of cases with the
sector.

Quantity
timeliness

Roadmaps for
transformational
change

At least 2
roadmaps for key
service areas are
completed by 30
Jun 2011

Met.

Three Roadmaps for change were presented

and approved by the HBL Board of directors

by 30 June 2011 being:

e Finance

e  Procurement and Supply Chain

e  Facilities Management and Support
Services

The Finance, Procurement and Supply Chain

Programmes were subsequently incorporated

into one Business Case.

Output Class 3: Promulgation o

f best practice and provision of advice

Performance Metric/Target Status Comment
Measure
Quality Establish and Baseline of DHBs | The When the Statement of Intent was drafted it
publish to procurement, deadline was thought that sufficient quality data had
stakeholders a administration of 31 already been collected to enable a Baseline to
baseline against | and support December | be developed by 31 December 2010. After
which future services 2010 was more detailed review it was identified that
performance completed by 31 | not further data would be required from DHBs in
can be Dec 2010. achieved. | order to develop a robust baseline.
measured. The development of the data request, the
compilation of the data by the 20 DHBs and
then the aggregation of the data was a
significant exercise and was carried out in the
second half of the financial year. A baseline
and benchmarking report was presented to
Board of Health Benefits Limited in June
2011.1t was used to inform the Finance,
Procurement and Supply Chain Business case
and was subsequently distributed in an
information pack to DHBs.
Feedback from A majority of Not Met. | A survey of HBL service users was conducted
DHBs and users are using the Common Measurements Tool (CMT)
shareholding satisfied with the - a survey tool available for New Zealand
Ministers on the | leadership and State Services/Agencies to use in order to
provision of advice produced measure and analyse the satisfaction of their
leadership and users. The CMT follows specific guidelines and
advice to the methodologies as set out by the State
sector Services Commission (SSC). A total of 112
individuals were selected to respond (being
DHB executives and government officials
identified as users of HBL services) with a
response rate of 47%. Respondents rated HBL
on a scale of one to five. In line with CMT
methodology three to five represented
“satisfied". The survey showed 76% of
respondents neutral or agreed HBL provided
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advice as promised.

Shareholding Ministers were provided with a
range of submissions over the course of the
year, including HBLs Funding Model options,
Business Plan and Statement of Intent.
Shareholding Ministers provided written
feedback on submissions and these responses
indicated that the Ministers were satisfied
with the advice provided.

Gains in the $1.5 million. Not yet Specific data about revenue collection in

current year determined| relation to patients treated that are not

from improved for the eligible for free treatment is not routinely

revenue sector. reported by DHBs and the relevant data from

collection from all DHBs for the 2010/11 is not yet available.

non-residents. However, data compiled for four Northern
DHBs shows that for the 2010/11 financial
year there was a net gain of approximately
$6.5 million in revenue collection from
ineligible patients at these DHBs. This gain is
the result of a wide range of activity and
initiatives implemented at those DHBs.

Quantity Initiative to Initiative is Met. A guide to ineligible patients was presented
timeliness | improve underway by 30 at Ministry of Health workshops in May and

revenue Jun 11 and post distributed to DHB eligibility team leads at the

collection from implementation same time. Further best practice collateral is

non-residents is review being produced for DHBs as part of on-going

implemented. completed within work with eligibility teams.

3 months of A Project closure report was for Ineligible
implementation. Patients was completed in July 2011 as part of

HBL’s post-implementation review.

Report on DHB Interim Report Met. Savings reports have been provided to DHBs

savings.

provided to DHBs
and shareholding
Ministers by 30
Jun 11.

on a monthly basis, with details included in
quarterly reports to shareholding Ministers.
As at the end of June 2011, the report
showed DHBs reported Target 30 full-year
baseline savings of $31 million. In addition,
value added-savings of $2 million were
identified, along with $22 million in other
savings such as reduction in capital
expenditure, total cost of ownership and cost
increases avoided. The reported total savings
and benefits of $55 million for the year were
considerably ahead of the $30 million
targeted.
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Statement of Financial Performance by Output Class

Actual 2011

Revenue
Less
Expenditure:
Surplus /
(Deficit)

Budget 2011

Revenue
Less
Expenditure:
Surplus /
(Deficit)

13| Page

1. Collective 2. Efficient high- 3. Promulgation of
procurement quality systems best practise and
initiatives provision of advice
1,524 3,967 259

1,282 3,337 218

242 630 41

1,900 2,000 1,800

1,900 2,000 1,800

0 0 0
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4. Board of Directors

=  MrEK(Ted) van Arkel is the Chair of Health Benefits Limited (HBL).

Prior to becoming a professional Director he was Managing Director of Progressive Enterprises
Limited. He retired from that company at the end of 2004 after the successful integration of
Woolworths (NZ) Limited.

The following are general disclosures of interest given by Mr van Arkel pursuant to s140 (2) of
the Companies Act 1993 and entered into HBL's interests register: Chairman — UNITEC NZ,
Chairman — Restaurant Brands NZ Ltd, Chairman — Charlie’s Group Ltd, Director — Nestle NZ Ltd ,
Director — Allied Work Force Group Ltd, Director — Danske Mobler Ltd, Director — Auckland
Regional Chamber of Commerce & Industry Ltd, Director — Youthtown NZ Ltd, Director —van
Arkel & Co Ltd (Family Company), Director — Lang Properties Ltd (Family Company), Director,
The Warehouse Group Ltd, Director — Lockwood Group Ltd.

= DrLester Levy is Deputy Chair of HBL.

He is Professor of Leadership at the University of Auckland Business School and has extensive
experience in management and governance in both the private and public health sectors.

The following are general disclosures of interest given by Mr Levy pursuant to s140 (2) of the
Companies Act 1993 and entered into HBL's interests register: Chairman - Waitemata District
Health Board, Chairman - Auckland District Health Board, Chairman - Tonkin & Taylor Limited,
Director/Shareholder - Brilliant Solutions Limited, Director/Shareholder -LLC Limited,
Director/Shareholder - Mentum Limited, Chief Executive - NZ Leadership Institute, Professor of
Leadership - University of Auckland Business School, Trustee - A+ Trust.

=  Ms Tracey Adamson is a Director of HBL. She is Chief Executive of Wairarapa DHB.

The following are general disclosures of interest given by Ms Adamson pursuant to s140 (2) of
the Companies Act 1993 and entered into HBL's interests register: Director - Biomed Ltd,
Director - Technical Advisory Services, Chief Executive - Wairarapa DHB.

=  Mr Brent Esler is a Director of HBL.

He is the Chief Executive of Combined Rural Traders Society.

The following are general disclosures of interest given by Mr Esler pursuant to s140 (2) of the
Companies Act 1993 and entered into HBL's interests register: Director - CRT Fuel Ltd, Director-
CRT Finance Ltd, Director - Southern DC3 Ltd, Director - ANZPAC Oils Ltd, Director - Card
Enterprises Ltd, Director/Shareholder - Red Cat Biplane Adventures Ltd, Director/Shareholder -
GTS Motorsport Limited, Chief Executive - CRT Co-operative.

= Mr Chris Fleming is a Director of HBL. He is Chief Executive of South Canterbury DHB.
The following are general disclosures of interest given by Mr Fleming pursuant to s140 (2) of the
Companies Act 1993 and entered into HBL's interests register: Chair - South Island Shared

Services Agency Limited, Director - Carlisle Hobson Properties Ltd, Chief Executive Officer -
South Canterbury District Health Board, Member- District Health Boards’ Executive.
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=  Mr Paul Harper is a Director of HBL.

He is a professional director and former General Manager of Procurement and Distribution at
Carter Holt Harvey.

The following are general disclosures of interest given by Mr Harper pursuant to s140 (2) of the
Companies Act 1993 and entered into HBL's interests register: Director - Port of Napier Ltd,
Director- Lodestar Enterprises Ltd, Director- Pacific Link Ltd, Director - Northgate Holdings Ltd,
Director - healthAlliance NZ Limited.

=  Mrs Edie Moke is a Director of HBL. She is a professional director and former board member on
the Crown Health Financing Agency.

The following are general disclosures of interest given by Mrs Moke pursuant to s140 (2) of the
Companies Act 1993 and entered into HBL's interests register: Member - Upper South A
Regional Ethics Committee, Trustee - The Canterbury Community Trust, Director - Canterbury
Trust House Ltd, Director - Canterbury Direct Investments Ltd, Director - The Canterbury
Community Trust Charities Ltd.

=  Ms Paula Rebstock is a Director of HBL.

She was formerly Chair of the Commerce Commission and has also held positions in Treasury,
the Department of the Prime Minister and Cabinet, and the Department of Labour.

The following are general disclosures of interest given by Ms Rebstock pursuant to s140 (2) of
the Companies Act 1993 and entered into HBL's interests register: Deputy Chair - Kiwi Rail,
Chair - Insurance & Savings Commission, Advisory Board member - Synergia Ltd, Advisory Board
member - University of Auckland Business School, Financial Performance Auditor — Ngapuhi
Board of Trustees (Settlement Committee), Lead Assessor - State Services Commission
(Performance Improvement Framework — reviews of Crown Law, Department of Conservation,
Ministry of Women'’s Affairs, Department of Labour, and Ministry of Pacific Island Affairs),
Director— Phoenix Limited, Director- Probation Services Governance Board, Director - Accident
Compensation Commission, Member- Ministerial Advisory Committee of Official Statistics.
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5. Executive Interest Register

Executive Interest Disclosed

Nigel Wilkinson Shareholder, The Commonwealth Bank

Alison West Valve Digital/Graphic — family business.

Mara Fisher Nil

Mark Reynolds Investment Trust via Milford Asset Management.
Vaughan Matthews Nil

Executives also register with the Board any close associations they might have with companies or
organisations where a conflict of interest could potentially arise.
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6. Governance

Overview

HBL is mandated to operate in a commercial manner and, working within legislative and policy
frameworks, takes a commercial, direct and transparent approach to governance and in engagement
with key stakeholders.

Background - Legislative Requirements

HBL is a Crown company listed as a Schedule Four company under the Public Finance Act 1989. As a
Crown company, HBL is subject to the Companies Act 1993 in addition to other Acts governing
statutory entities. This accountability and legislative framework gives HBL the following features:

= The ability to have a mix of commercial and non-commercial objectives, allowing the Company
to operate in a commercial manner within a public sector environment;

=  Crown input through Ministerial ownership and an accountability framework that includes
producing and reporting against a Statement of Intent, Statement of Service Performance and an
Annual Report; and

=  Flexible ownership arrangements.

As a Crown company, HBL's Board is accountable to shareholders. Currently, the Minister of Health
and the Minister of Finance are equal shareholders in HBL.

As shareholders, Ministers endorse the strategic direction and intent of the Company, as determined
by the board, and monitor its performance through a range of accountability documents, such as the
Statement of Intent and Annual Report. Ministers are assisted in this role by the Crown Ownership
Monitoring Unit within the Treasury and the Ministry of Health.

Major Transactions

The company will from time to time enter into transactions or commitments which constitute, or
might constitute a “major transaction” for the purposes of section 129 of the Companies Act 1993. It
is not practical or desirable for the Shareholding Ministers to pass a special resolution each time the
Company proposes to enter into a transaction which is, or might be, a major transaction. For the
2010/11 year the Shareholding Ministers approved a resolution that authorised, for the purposes of
the Companies Act, the Company’s entry from time to time any transactions or commitments which
constitute, or might constitute, a major transaction, provided certain specified criteria were met.
HBL has received a similar resolution for 2011/12 from its shareholders.

Governance Functions and Responsibilities

HBL is governed by a Board comprising eight directors, including a Chairperson. The directors are
appointed by the Shareholding Ministers following approval by Cabinet.

17 |Page HBL Annual Report



Approvals and Consultation with Shareholding Ministers

The Minister of Health has a power under Section 33A of the New Zealand Public Health and
Disability Act to direct DHBs as to how administrative, support and procurement services must be
obtained, and/or who must provide such services (Ministerial direction).

A report of progress against Business Plan and Statement of Intent objectives is provided to
Shareholding Ministers on a quarterly basis.

Shareholder approval is required if HBL proposes acquiring shares in another entity.
Supporting Arrangements and Mechanisms

The Board of HBL has a Finance, Audit and Risk subcommittee to assist the Board in its governance
role:

The purpose of the sub-committee is to assist the Board in their oversight of:

= The integrity of the Company’s financial statements;

= The Company’s financial strategy and objectives;

= The Company’s compliance with legal and regulatory requirements;
= The Company’s risk management processes; and

= The performance of the Company’s audit processes.

Sector Engagement Responsibilities of the Chair and Board Members
The Chair and Board Members engage with key stakeholders as relevant and appropriate.

The Chair or Directors, or their nominee, attend meetings of DHB Chairs to ensure that there are
active and open lines of communication at the provider and customer governance level and

the Chair engages with key stakeholders and Shareholding Ministers. Stakeholders include the
National Health Board, the National Health Information Technology Board, the Crown Ownership
Monitoring Unit and the Ministry of Health.

Involvement of DHBs in Decision Making

HBL recognises that its best chance of implementing successful shared services initiatives is to
deliver services that are valued by DHBs. HBL strives to take into account the needs and interests of
individual DHBs through the process of developing initiatives and projects.

A unanimous view is unlikely to emerge in all cases and HBL reserves the right to ask the Minister of
Health to consider using the Ministerial power to direct DHBs under Section 33A of the New Zealand
Public Health and Disability Act when necessary. HBL did not ask the Minister of Health to exercise
this power in the year ending 30 June 2011.
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7. Statement of Responsibility

The Board is responsible for the preparation of the Health Benefits Limited's financial statements
and statement of service performance, and for the judgements made in them.

The Board of the Health Benefits Limited has the responsibility for establishing and maintaining a
system of internal control designed to provide reasonable assurance as to the integrity and reliability
of financial reporting.

In the Board’s opinion, these financial statements and statement of service performance fairly
reflect the financial position and operations of Health Benefits Limited for the period ended 30 June

2011.

Signed on behalf of the Board:

B

E K van Arkel
Board Chair
28 October 2011

M Moks .

E Moke

Board member

Finance, Audit & Risk Committee Chair
28 October 2011
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8. Audit Report

AUDIT NEW ZEALAND

Mana Arotake Actearoa

Independent Auditor’s Report

To the readers of
Health Benefits Limited’s
financial statements and statement of service performance
for the year ended 30 June 2011

The Auditor-General is the auditor of Health Benefits Limited (the company). The
Auditor-General has appointed me, Andy Burns, using the staff and resources of Audit
New Zealand, to carry out the audit of the financial statements and statement of service
performance of the company on her behalf.

We have audited:

. the financial statements of the company on pages 23 to 41, that comprise the
statement of financial position as at 30 June 2011, the statement of comprehensive
income, statement of changes in equity and statement of cash flows for the year
ended on that date and notes to the financial statements that include accounting
policies and other explanatory information; and

. the statement of service performance of the company on pages 9 to 13.

Opinion on the financial statements and statement of service performance

In our opinion:

. the financial statements of the company on pages 23 to 41:
o comply with generally accepted accounting practice in New Zealand; and
o give a true and fair view of the company’s:

financial position as at 30 June 2011; and

5 financial performance and cash flows for the year ended on that
date.
° the statement of service performance of the company on pages 9 to 13:
o complies with generally accepted accounting practice in New Zealand; and
) gives a true and fair view of, for each class of outputs for the year ended

30 June 2011, the company’s:
service performance compared with the forecasts in the statement

of forecast service performance at the start of the financial year;
and
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. actual revenue and output expenses compared with the forecasts in
the statement of forecast service performance at the start of the
financial year.

Opinion on other legal requirements

In accordance with the Financial Reporting Act 1993 we report that, in our opinion, proper
accounting records have been kept by the company as far as appears from an examination of
those records.

Our audit was completed on 28 October 201 1. This 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 of Directors and our responsibilities, and we explain our independence.

Basis of opinion

We carried out our audit in accordance with the Auditor-General's Auditing Standards, which
incorporate the International Standards on Auditing (New Zealand). Those standards require
that we comply with ethical requirements and plan and carry out our audit to obtain
reasonable assurance about whether the financial statements and statement of service
performance are free from material misstatement.

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

An audit involves carrying out procedures to obtain audit evidence about the amounts and
disclosures in the financial statements and statement of service performance. The procedures
selected depend on our judgement, including our assessment of risks of material misstatement
of the financial statements and statement of service performance, whether due to fraud or
error. In making those risk assessments, we consider internal control relevant to the company’s
preparation of the financial statements and statement of service performance that give a true
and fair view of the matters to which they relate. We consider internal control in order to
design audit procedures that are appropriate in the circumstances but not for the purpose of
expressing an opinion on the effectiveness of the company’s internal control.

An audit also involves evaluating:

° the appropriateness of accounting policies used and whether they have been
consistently applied;

e the reasonableness of the significant accounting estimates and judgements made by
the Board of Directors;

. the adequacy of all disclosures in the financial statements and statement of service
performance; and

. the overall presentation of the financial statements and statement of service
performance.

We did not examine every transaction, nor do we guarantee complete accuracy of the
financial statements and statement of service performance. In accordance with the Financial
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Reporting Act 1993 we report that we have obtained all the information and explanations we
have required. We believe we have obtained sufficient and appropriate audit evidence to
provide a basis for our audit opinion.

Responsibilities of the Board of Directors

The Board of Directors is responsible for preparing financial statements and a statement of
service performance that:

@ comply with generally accepted accounting practice in New Zealand;

. give a true and fair view of the company’s financial position, financial performance
and cash flows; and

. give a true and fair view of its service performance.

The Board of Directors is also responsible for such internal control as is determined necessary
to enable the preparation of financial statements and a statement of service performance that
are free from material misstatement, whether due to fraud or error.

The Board of Directors’ responsibilities arise from the Crown Entities Act 2004 and the
Financial Reporting Act 1993.

Responsibilities of the Auditor

We are responsible for expressing an independent opinion on the financial statements and
statement of service performance and reporting that opinion to you based on our audit. Our
responsibility arises from section 15 of the Public Audit Act 2001 and the Crown Entities Act
2004.

Independence

When carrying out the audit, we followed the independence requirements of the
Auditor-General, which incorporate the independence requirements of the New Zealand
Institute of Chartered Accountants.

In addition to the audit we have carried out reviews in relation to procurement. These
additional assurance arrangements are compatible with those independence requirements.
Other than the audit and these assignments, we have no relationship with or interests in the
Health Benefits Limited.

I
I/

T
Audit New Zealand

On behalf of the Auditor-General
Auckland, New Zealand

\
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9. Financial Statements

1. STATEMENT OF COMPREHENSIVE INCOME

For the year ended 30 June 2011

Actual Budget
2011 2011
Notes $00( $00(
Income:
Revenue from Crown 2 5,700 5,700
Interest income 51 0
Total Income 5,751 5,700
Expenditure:
Personnel costs 3 1,515 1,833
Depreciation and amortisation expense 7,8 11 25
Other expenses 4 3,312 3,842
Total Expenditure 4,838 5,700
Surplus/ (Deficit) 913 0
Other Comprehensive Income:
Total Other Comprehensive Income 0 0
TOTAL COMPREHENSIVE INCOME 913 0
The accompanying notes form part of and are to be read in conjunction with these financial
statements.
Explanations of major variances against budget are provided in note 21.
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2. STATEMENT OF FINANCIAL POSITION
For the year ended 30 June 2011

Actual Budget
2011 2011
Notes $00( $00(

ASSETS
Current Assets:
Cash and cash equivalents 5 2,371 36
Debtors and other receivables 6 114 478
Total Current Assets 2,485 514
Non-Current Assets:
Property, plant, and equipment 7 85 273
Intangible assets 8 26 0
Total NonCurrent Assets 111 273
Total Assets 2,596 787
LIABILITIES
Current Liabilities:
Creditors and other payables 9 1,254 476
Employee entitlements 10 129 11
Total Current Liabilities 1,383 487
Non-current liabilities:
Employee entitlements 10 0 0
Total Non-Current Liabilities 0 0
Total Liabilities 1,383 487
Net Assets 1,213 300
EQUITY
Contributed Equity 11 300 300
Retained Earnings 11 913 0
Total Equity 1,213 300

The accompanying notes form part of and are to be read in conjunction with these financial
statements.

Explanations of major variances against budget are provided in note 21
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3. STATEMENT OF MOVEMENT IN EQUITY
For the year ended 30 June 2011

Actual Budget
2011 2011
Notes $00 I $00

Balance at 1 July 2010 0 0
Comprehensive Income

Surplus/ (Deficit) 913 0

Other comprehensive income 0 0

Total Comprehensive Income 913 0

Owner Transactions

Contributed Equity 300 300

Repayment of capital 0 0

BALANCE AT 30 June 2011 11 1,213 300

The accompanying notes form part of and are to be read in conjunction with these financial

statements.
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4. STATEMENT OF CASH FLOWS
For the year ended 30 June 2011

Actual Budget
2011 2011
Notes $00 $00(
Cash flows from Operating Activities:
Receipts from Crown 6,505 5,289
Receipts from other revenue 239 0
Interest received 51 0
Payments to suppliers (3,219) (4,038)
Payments to employees (1,114) (1,215)
Goods and services tax (net) * (389) 0
Net Cash Flow frof@perating Activities 12 2,073 36
Cash flows from Investing Activities:
Purchase of property, plant, and equipment (2) (300)
Net Cash Flow from Investing Activities (2) (300)
Cash flows from Financing Activities:
Contributed Equity 300 300
Net Cash Flow from Financing Activities 300 300
Net.(decrease)/lncrease in cash and cash 2371 36
equivalents
Cash and cash equivalents at the beginning of 0 0
the year
Cash and cash equivalents at the end of the 2371 36
year 5
The accompanying notes form part of and are to be read in conjunction with these financial
statements.
Explanations of major variances against budget are provided in note 21.
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10. Notes to Financial Statements

1. STATEMENT OF ACCOUNTING POLICIES

REPORTING ENTITY

Health Benefits Limited (HBL) was established on 30 July 2010 and is a Crown company as defined by
the Crown Entities Act 2004, listed in Schedule four of the Public Finance Act 1989 and is domiciled
in New Zealand. HBL's ultimate parent is the New Zealand Crown.

HBL's primary objective is to provide services to the New Zealand public, as opposed to that of
making a financial return. Accordingly, HBL has designated itself as a public benefit entity for the
purposes of New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS).

The financial statements for HBL are for the year ended 30 June 2011, and were approved by the
Board on 28 October 2011.

BASIS OF PREPARATION

Statement of Compliance

The financial statements of HBL have been prepared in accordance with the relevant requirements
of the Public Finance Act 1989, Financial Reporting Act 1993 and Crown Entities Act 2004, which
includes the requirement to comply with generally accepted accounting practice in New Zealand (NZ
GAAP). The financial statements are for the period from the date of establishment to 30 June 2011.
Comparative figures have not been presented as this is the entity's first year of operation.

The financial statements comply with NZ IFRS, and other applicable Financial Reporting Standards, as
appropriate for public benefit entities.

Measurement base
The financial statements have been prepared on a historical cost basis.

Functional and presentation currency
The financial statements are presented in New Zealand dollars and all values are rounded to the
nearest thousand dollars (5000). The functional currency of HBL is New Zealand dollars (NZS).

Changes in accounting policies
This is the company's first year of operation, accounting policies have been determined based on NZ
GAAP and NZ IFRS and also what is appropriate for the business.

Early adopted amendments to standards
The following amendments to standards have been early adopted:

NZ IFRS 7 Financial Instruments: Disclosures -The effect of early adopting these amendments is

the following information is no longer disclosed:

- The carrying amount of financial assets that would otherwise be past due or impaired
whose terms have been renegotiated; and

- The maximum exposure to credit risk by class of financial instrument if the maximum
credit risk exposure is best represented by their carrying amount.
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NZ IAS 24 Related Party: Disclosures (Revised 2009) - The effect of early adopting the revised

NZ IAS 24 is:

- More information is required to be disclosed about transactions between HBL and entities
controlled, jointly controlled, or significantly influenced by the Crown;

- Commitments with related parties require disclosure;

- Information is required to be disclosed about any related party transactions with Ministers
of the Crown.

Standards, amendments, and interpretations issued that are not yet effective and have not been
early adopted

Standards, amendments, and interpretations issued but not yet effective that have not been early
adopted, and which are relevant to HBL are:

NZ IFRS 9 Financial Instruments will eventually replace NZ IAS 39 Financial Instruments:
Recognition and Measurement. NZ IAS 39 is being replaced through the following 3 main
phases:

- Phase 1 Classification and Measurement,
- Phase 2 Impairment Methodology, and
- Phase 3 Hedge Accounting.

Phase 1 has been completed and has been published in the new financial instrument standard
NZ IFRS 9.

NZ IFRS 9 uses a single approach to determine whether a financial asset is measured at
amortised cost or fair value, replacing the many different rules in NZ IAS 39. The approach in
NZ IFRS 9 is based on how an entity manages its financial assets (its business model) and the
contractual cash flow characteristics of the financial assets. The financial liability requirements
are the same as those of NZ IAS 39, except for when an entity elects to designate a financial
liability at fair value through the surplus/deficit. The new standard is required to be adopted
for the year ended 30 June 2014. HBL has not yet assessed the effect of the new standard and
expects it will not be early adopted.

SIGNIFICANT ACCOUNTING POLICIES
Revenue
Revenue is measured at the fair value of consideration received or receivable.

Revenue from the Crown
HBL is primarily funded through revenue received from the Crown, which is restricted in its use for
the purpose of HBL meeting its objectives as specified in the statement of intent.

Revenue from the Crown is recognised as revenue when earned and is reported in the financial
period to which it relates.

Interest

Interest income is recognised using the effective interest method. Interest income on an impaired
financial asset is recognised using the original effective interest rate.
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Leases

Operating leases

An operating lease is a lease that does not transfer substantially all the risks and rewards incidental
to ownership of an asset. Lease payments under an operating lease are recognised as an expense on
a straight- line basis over the lease term.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with banks, and other short-
term highly liquid investments with original maturities of three months or less. All investments are
held in New Zealand.

Debtors and other receivables
Debtors and other receivables are initially measured at fair value and subsequently measured at
amortised cost using the effective interest method, less any provision for impairment.

Impairment of a receivable is established when there is objective evidence that HBL will not be able
to collect amounts due according to the original terms of the receivable. Significant financial
difficulties of the debtor, probability that the debtor will enter into bankruptcy, receivership or
liquidation, and default in payments are considered indicators that the debt is impaired. The amount
of the impairment is the difference between the asset's carrying amount and the present value of
estimated future cash flows, discounted using the original effective interest rate. The carrying
amount of the asset is reduced through the use of an allowance account, and the amount of the loss
is recognised in the surplus or deficit. When the receivable is uncollectible, it is written-off against
the allowance account for receivables. Overdue receivables that have been renegotiated are
reclassified as current (that is, not past due).

Property, plant, and equipment

Property, plant, and equipment consist of the following asset classes: leasehold improvements,
furniture and office equipment.

Property plant and equipment are shown at cost or valuation, less any accumulated depreciation
and impairment losses.

Additions

The cost of an item of property, plant, and equipment is recognised as an asset only when it is
probable that future economic benefits or service potential associated with the item will flow to HBL
and the cost of the item can be measured reliably.

Work in progress is recognised at cost less impairment and is not depreciated.

In most instances, an item of property, plant, and equipment is initially recognised at its cost. Where
an asset is acquired at no cost, or for a nominal cost, it is recognised at its fair value as at the date of
acquisition.

Disposals
Gains and losses on disposals are determined by comparing the proceeds with the carrying amount
of the asset, and are reported in the surplus or deficit.

Subsequent costs

Costs incurred subsequent to initial acquisition are capitalised only when it is probable that future
economic benefits or service potential associated with the item will flow to HBL and the cost of the
item can be measured reliably.
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The costs of day-to-day servicing of property, plant, and equipment are recognised in the surplus or
deficit as they are incurred.

Depreciation

Depreciation is provided on a straight-line basis on all property, plant, and equipment, at rates that
will write-off the cost (or valuation) of the assets to their estimated residual values over their useful
lives. The useful lives and associated depreciation rates of major classes of property, plant, and
equipment have been estimated as follows:

Asset Type Useful Life Rate
Leasehold improvements 5 years 20%
Furniture and office equipment 18 mths - 11 yrs 9mths 8.5%-67%
IT Hardware 2.5 -3 years 33% - 40%

Leasehold improvements are depreciated over the unexpired period of the lease or the estimated
remaining useful lives of the improvements, whichever is the shorter.

The residual value and useful life of an asset is reviewed, and adjusted if applicable, at each financial
year end.

Intangible assets

Software acquisition and development

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire and
bring to use the specific software.

Staff training costs are recognised as an expense when incurred.

Costs associated with maintaining computer software are recognised as an expense when incurred.
Costs associated with development and maintenance of HBL's website are recognised as an expense
when incurred.

Amortisation

The carrying value of an intangible asset with a finite life is amortised on a straight-line basis over its
useful life. Amortisation begins when the asset is available for use and ceases at the date that the
asset is derecognised. The amortisation charge for each financial year is recognised in the surplus or
deficit.

The useful lives and associated amortisation rates of major classes of intangible assets have been
estimated as follows:

|Acquired computer software | 2.5 years | 40.00% |

Impairment of property, plant, and equipment and intangible assets

Property, plant, and equipment and intangible assets that have a finite useful life are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised for the amount by which the asset's carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset's fair
value less costs to sell and value in use.

Value in use is depreciated replacement cost for an asset where the future economic benefits or
service potential of the asset are not primarily dependent on the asset's ability to generate net cash
inflows and where HBL would, if deprived of the asset, replace its remaining future economic
benefits or service potential.
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If an asset's carrying amount exceeds its recoverable amount, the asset is impaired and the carrying
amount is written-down to the recoverable amount. A reversal of an impairment is recognised in the
surplus or deficit.

Creditors and other payables
Creditors and other payables are initially measured at fair value and subsequently measured at
amortised cost using the effective interest method.

Employee entitlements

Shortterm employee entitlements

Employee benefits that are due to be settled within 12 months after the end of the period in which
the employee renders the related service are measured at nominal values based on accrued
entitlements at current rates of pay.

These include salaries and wages accrued up to balance date, annual leave earned to but not yet
taken at balance date, and sick leave.

A liability for sick leave is recognised to the extent that absences in the coming year are expected to
be greater than the sick leave entitlements earned in the coming year. The amount is calculated
based on the unused sick leave entitlement that can be carried forward at balance date, to the
extent that it will be used by staff to cover those future absences.

A liability and an expense is recognised for bonuses where there is a contractual obligation or where
there is a past practice that has created a constructive obligation.

Superannuation schemes
Defined benefit schemes
HBL has no obligations to contribute to any defined benefit superannuation funds.

Defined contribution schemes
Obligations for contributions to Kiwisaver are accounted for as defined contribution superannuation
schemes and are recognised as an expense in the surplus or deficit as incurred.

Equity
Equity is measured as the difference between total assets and total liabilities. Equity is disaggregated
and classified into the following components.

= contributed equity; and

= retained earnings

Goods and services tax

All items in the financial statements are presented exclusive of goods and service tax (GST), except
for receivables and payables, which are presented on a GST-inclusive basis. Where GST is not
recoverable as input tax then it is recognised as part of the related asset or expense.

The net amount of GST recoverable from, or payable to, the Inland Revenue Department (IRD) is
included as part of receivables or payables in the statement of financial position.

The net GST paid to, or received from the IRD, including the GST relating to investing and financing
activities, is classified as a net operating cash flow in the statement of cash flows.

Commitments and contingencies are disclosed exclusive of GST.

Income tax

HBL is a public authority and consequently is exempt from the payment of income tax. Accordingly,
no provision has been made for income tax.
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Budget figures

The budget figures are derived from the statement of intent as approved by the Board. The budget
figures have been prepared in accordance with NZ GAAP, using accounting policies that are
consistent with those adopted by the Board in preparing these financial statements.

Critical accounting estimates and assumptions

In preparing these financial statements HBL has made estimates and assumptions concerning the
future. These estimates and assumptions may differ from the subsequent actual results. Estimates
and assumptions are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below:

Estimatinguseful lives and residual values of property, plant, and equipment
At each balance date, the useful lives and residual values of property, plant, and equipment are
reviewed. Assessing the appropriateness of useful life and residual value estimates of property,
plant, and equipment requires a number of factors to be considered such as the physical condition
of the asset, expected period of use of the asset by HBL, and expected disposal proceeds from the
future sale of the asset.
An incorrect estimate of the useful life or residual value will affect the depreciation expense
recognised in the surplus or deficit, and carrying amount of the asset in the statement of financial
position. HBL minimises the risk of this estimation uncertainty by:

= physical inspection of assets;

= asset replacement programs;

= review of second hand market prices for similar assets; and

= analysis of prior asset sales.

Critical judgements in applying accounting policies
Management has exercised the following critical judgements in applying accounting policies:

Leases classification

Determining whether a lease agreement is a finance or an operating lease requires judgement as to
whether the agreement transfers substantially all the risks and rewards of ownership to HBL.
Judgement is required on various aspects that include, but are not limited to, the fair value of the
leased asset, the economic life of the leased asset, whether or not to include renewal options in the
lease term, and determining an appropriate discount rate to calculate the present value of the
minimum lease payments. Classification as a finance lease means the asset is recognised in the
statement of financial position as property, plant, and equipment, whereas for an operating lease no
such asset is recognised.

HBL has exercised its judgement on the appropriate classification of equipment leases, and has
determined no lease arrangements are finance leases.

2. Revenue from Crown
HBL has been provided with funding from the Crown for specific purposes as set out in its founding

legislation and the scope of the relevant government appropriations. Apart from these general
restrictions, there are no unfulfilled conditions or contingencies attached to government funding.
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3. Personnel Costs

Actual
2011
$00 I
Salaries and wages 1,432
Defined contribution plan employer contributions 16
Increase/ (Decrease) in employee entitlements 67
Total Personnel costs 1,515
Employer contributions to defined contribution plans include contributions to Kiwisaver.
4. Other Expenses
Actual
2011
$00 I
Fees to principal auditor:
- audit fees for financial statement audit 36
Staff travel 116
Consultancy 1,151
Contractors 1,605
Other expenses 404
Total Other expenses 3,312
5. Cash and Cash Equivalents
Actual
2011
$00
Cash at bank and on hand 2,371
Total Cash and cash equivalents 2,371

All cash on hand is held with Westpac Banking Corporation of New Zealand. The carrying value of
cash at bank and short-term deposits with maturities less than three months approximates their fair
value.

6. Debtors and Other Receivables

Actual
2011

$00 I
Debtors and other receivables 114
Less: provision for impairment 0
Total Debtors and other receivables 114

Fair value
The carrying value of receivables approximates their fair value.
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Impairment
The ageing profile of receivables at year end is detailed below:

2011 Actual
Gross Impairment Net
$00( $00(300
Not past due 0 0 0
Past due over 90 days 114 0 114
Total 114 0 114

All receivables greater than 30 days in age are considered to be past due.
HBL has a very small number of receivables, and impairment is assessed based on individual
amounts outstanding and the likelihood of non-payment.

7. Property, plant, and equipment

Movements for each class of property, plant, and equipment are as follows:

Furniture Leasehold Information Total
and office Improve- Technology
equipment ments
$00( $00( $00(C $00(

Cost or valuation
Balance at 1 July 2010 0 0 0 0
Additions 7 0 86 93
Balance at 30 June 2011 7 0 87 94
Accumulated depreciation
and impairment losses
Balance at 1 July 2010 0 0 0 0
Depreciation expense 1 0 7 8
Amortisation 0 0 0 0
Balance at 30 June 2011 1 0 7 8
Net Book Value
At 1 July 2010 0 0 0 0
Balance at 30 June 2011 6 0 79 85

The total amount of property, plant and equipment in the course of construction is $nil.
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8. Intangible Assets

Movements for each class of intangible asset are as follows:

Acquired Internally Total
software generated
software
$00( $00( $00(
Cost
Balance at 1 July 2010 0 0 0
Additions 29 0 29
Disposals 0 0 0
Balance at 30 June 2011 29 0 29
Accumulated depreciation and
impairment losses
Balance at 1 July 2010 0 0 0
Amortisation expense 3 0 3
Disposals 0 0
Balance at 30 June 2011 3 0 3
Carrying amounts
Balance at 1 July 2010 0 0 0
At 30 June 2011 26 0 26
There are no restrictions over the title of HBL's intangible assets, nor are any intangible assets
pledged as security for liabilities.
9. Creditors and Other Payables
Actual
2011
$00 I
Creditors 415
Accrued expenses 776
Other payables 63
Total Creditors and other payables 1,254

Creditors and other payables are non-interest bearing and are normally settled on 30-day terms.
Therefore, the carrying value of creditors and other payables approximates their fair value.
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10. Employee Entitlements

Actual
2011
$00 I
Current portion
Accrued salaries and wages 62
Annual leave 67
Total current portion 129
Total Employee entitlements 129

HBL does not currently have any employment agreement containing long service leave entitlements.
All employee entitlements relate to annual leave entitlements expected to be taken with the twelve
months following the entitlement falling due.

11. Equity
Actual
2011
$00
Retained Earnings
Balance at 1 July 0
Surplus/ (Deficit) for the year 913
Balance at 30 June 913
Contributed Equity
Balance at 1 July 0
Capital contributions from the Crown 300
Balance at 30 June 300
Total Equity 1,213
12. Reconciliation of net surplus/(deficit) to net cash flow from operating activities
Actual
2011
$00 I
Net surplus/ (deficit) 913
Add/ (less) non-cash items
Depreciation and amortisation expense 11
Total noncash items 11
Add/ (less) movements in statement of financial position items
Debtors and other receivables (114)
Creditors and other payables 1,134
Provisions 0
Employee entitlements 129
Net movements in working capital items 1,149
Net cash flow from operating activities 2,073
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13. Capital Commitments and Operating Leases
HBL currently has no capital commitments or operating leases.
14. Related Party Transactions

All related party transactions have been entered into on an arms' length basis.
HBL is a wholly-owned entity of the Crown.

Significant transactions with governmerglated entites

HBL has been provided with funding from the Crown of $5,700,000 (Budget $5,700,000) for specific
purposes as set out in its founding legislation and the scope of the relevant government
appropriations.

Collectively, but not individually, significamanisactions with governmesrelated entities

In conducting its activities, HBL is required to pay various taxes and levies (such as GST, PAYE, and
ACC levies) to the Crown and entities related to the Crown. The payment of these taxes and levies is
based on the standard terms and conditions that apply to all tax and levy payers. HBL is exempt from
paying income tax.

HBL also purchases goods and services from entities controlled, significantly influenced, or jointly
controlled by the Crown. Purchases from these government-related entities for the year ended 30
June 2011 totalled $850,000. These purchases included the purchase of outsourced Finance, Payroll
and IT services from healthAlliance, seconded staff and expenses from the District Health Boards and
(DHB's) District Health Board New Zealand Ltd (DHBNZ), and accommodation costs and expenses
from the Ministry of Health. HBL received revenue of $5,700,000 and equity of $300,000 from the
Ministry of Health.

At year end HBL had related party debtors of $84,000 with the Ministry of Health and District Health
Boards. HBL had outstanding creditors of $221,000 owed to District Health Boards, healthAlliance
and DHBNZ.

Key management personnel
No transactions were entered into during the year with key management personnel.

Key management personnel compensation

Actual
2011

$00(
Salaries and other short-term employee benefits 798
Post-employment benefits 7
other long term benefits 0
Termination benefits 0
Total key management personnel compensation 805

Key management personnel include all board members, the Chief Executive, and members of the
HBL Executive Team.
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15. Board Member Remuneration

The total value of remuneration paid or payable to each Board member during the year was:

Actual
2011

$00 I
EK van Arkel (Chair) 71
Dr Lester Levy (Deputy Chair) 44
Paul Harper 35
Brent Esler 35
Paula Rebstock 35
Edie Moke 35
Chris Fleming 35
Tracey Adamson 35
Total Board member remuneration 325

There have been no payments made to committee members appointed by the Board who are not
Board members during the financial year.

HBL has provided a deed of indemnity to Directors for certain activities undertaken in the
performance of HBL's functions.

HBL has effected Directors' and Officers' Liability and Professional Indemnity insurance cover during
the financial year in respect of the liability or costs of Board members and employees.

No Board members received compensation or other benefits in relation to cessation.

16. Employee remuneration over $100,000 per annum

Actual 2011 Number of
employees

Total remuneration paid or payable:
$160,000 - $169,999 1

Total Employee remuneration 1

Most employees of HBL were employed for only part of the financial year.
During the year ended 30 June 2011, no employees received compensation and other benefits in
relation to cessation.

17. Events after the balance date

healthAlliance New Zealand Ltd
HBL received approval from the Minister of Health to become a shareholder in healthAlliance New
Zealand Ltd (HANZL) on 18 July 2011.

Lease on new premises

HBL has signed a lease with Goodman Nominee (NZ) Ltd for premises in Penrose, Auckland. The
lease is for five years with a break clause available after three years. The lease is effective from 8th
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August 2011. A condition of the lease is a bank guarantee in favour of Goodman Nominees (NZ) Ltd
equivalent to nine month’s rent and operating expenses of $187,000.

18. Financial Instruments
18a. Financial Instrument Categories

The carrying amounts of financial assets and liabilities in each of the NZ IAS 39 categories are as

follows:
Actual
2011
$00(
Loans and receivables
Cash and cash equivalents 2,371
Debtors and other receivables 114
Total loans and receivables 2,485
Financial liabilities measured at
amortised cost
Creditors and other payables (excluding income in 1954
advance) !
Total financial liabilities measured at amortised cost 1,254

18b. Financial Instrument Risks

HBL's activities expose it to credit risk, and liquidity risk. HBL policy does not allow any
transactions that are speculative in nature to be entered into.

Fair value interest rate risk

Fair value interest rate risk is the risk that the fair value of a financial instrument will fluctuate
due to changes in market interest rates. HBL's exposure to fair value interest rate risk is limited
to its bank deposits which are held at fixed rates of interest. HBL does not actively manage its
exposure to fair value interest rate risk.

Credit risk

Credit risk is the risk that a third party will default on its obligation to HBL, causing it to incur a
loss. Due to the timing of its cash inflows and outflows, HBL invests surplus cash with registered
banks.

HBL has processes in place to review the credit quality of customers prior to the granting of
credit. In the normal course of business, HBL is exposed to credit risk from cash and term
deposits with banks, debtors and other receivables. For each of these, the maximum credit
exposure is best represented by the carrying amount in the statement of financial position.

HBL holds no collateral or other credit enhancements for financial instruments that give rise to
credit risk.
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Credit quality of financial assets

The credit quality of financial assets that are neither past due nor impaired can be assessed by
reference to Standard and Poor's credit ratings (if available) or to historical information about
counterparty default rates:

Actual
2011
$00(
COUNTERPARTIES WITH CREDIT RATINGS
Cash at bank and term deposits
AA 2,371
Total cash at bank and term deposits 2,371
COUNTERPARTIES WITHOUT CREDIT RATINGS
Debtors and other receivables
Existing counterparty with no defaults in the past 114
Total debtors and other receivables 114

Liquidity risk

Management of liquidity risk

Liquidity risk is the risk that HBL will encounter difficulty raising liquid funds to meet
commitments as they fall due. Prudent liquidity risk management implies maintaining sufficient
cash and the ability to close out market positions.

HBL manages liquidity risk by continuously monitoring forecast and actual cash flow
requirements.

Contractual maturityanalysis of financial liabilities, excluding derivatives

The table below analyses financial liabilities into relevant maturity groupings based on the
remaining period at balance date to the contractual maturity date. Future interest payments on
floating rate debt are based on the floating rate of the instrument at balance date. The amounts
disclosed are the contractual undiscounted cash flows.

Carrying  Contractual Less than 6-12 Less than
amount cash flows 6 months months 1 year
$000" $000' $000' $000' $0O0O0°
2011
Creditors and other payables 1,254 1,254 1,254 0 0
Total 1,254 1,254 1,254 0 0

19. Capital Management

HBL's capital is its equity, which comprises capital and retained earnings. Equity is represented by
net assets.

HBL is listed as a Schedule Four company in the Public Finance Act 1989 and subject to the financial
management and accountability provisions of the Crown Entities Act 2004, which impose restrictions
in relation to borrowings, acquisition of securities, issuing guarantees and indemnities, and the use
of derivatives.

HBL manages its equity by prudently managing revenues, expenses, assets, liabilities, investments,
and general financial dealings to ensure the company effectively achieves its objectives and purpose,
while remaining a going concern.
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20. Contingencies
HBL does not have any contingent assets or liabilities.

21. Explanation of major variances against budget

Explanations for major variances from the HBL's budgeted figures in the statement of intent are as
follows:

Statement of comprehensive income

Other income

Other revenue was more than budgeted by $51,000 due to interest received from cash on call which
was not budgeted.

Personnel Costs
Personnel costs were less than budgeted by $318,000 mainly due to timing relating to the
establishment of the business and recruiting permanent staff.

Other expenses
Other expenses were less than budgeted by $530,000 mainly due to the timing of work which
occurred later than anticipated in the budget.

Statement of Financial Position

Property, Plant & Equipment

Property, Plant & Equipment were $162,000 less than budgeted as HBL did not purchase office
furniture and equipment during the year as office space was shared with the Ministry of Health,
where all equipment was supplied.

Creditors and other payables

Creditors and other payables were $778,000 more than budget due to timing of work by service
providers, completed in the last quarter of the year and invoices being accrued at year end for work
completed.

Cash and cash equivalents
Cash and cash equivalents were higher that budget by $2,335,000 due to the surplus of $913,000,
amounts owed to creditors exceeding budget and deferral of fixed asset purchases.

Statement of Cash Flows

Cash receipts were $1,216,000 more than budget due to timing of receipts from the Crown
compared to timing assumed in the budget.

Payments to suppliers were less than budget by $819,000 due to the surplus of $913,000 and
amounts owed to creditors exceeding budget. Deferral of fixed asset purchases resulted in improved
cash flow of $298,000 and payments to personnel were $101,000 less than budget due to timing of
staff recruitment.
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11. Directory

Directory

Shareholders
The Minister of Health (Responsible Minister)
The Minister of Finance

Registered Office
C/-Michael McCarthy
Level 1

1 The Terrace
Wellington

New Zealand

Contact Address
PO Box 11-410
Ellerslie
Auckland 1061
New Zealand

Email: info@healthbenefits.co.nz
Web: www.healthbenefits.co.nz
Phone: +64 9 487 4900

Auditor

The Auditor-General pursuant to section 15 of the Public Audit Act 2001. Andy Burns of Audit New
Zealand was appointed to perform the audit on behalf of the Auditor-General.

Banker
Westpac Banking Corporation

Executive Management

Nigel Wilkinson Chief Executive

Vaughan Matthews Strategy and Planning Manager

Mara Fisher Programme Director

Mark Reynolds Communication and Engagement Manager
Alison West Corporate and Finance Manager
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