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Background
The Department of Health (DOH) is a major purchaser of health 
services from the Not-For-Profit sector. In the 2002 financial year, 
the DOH purchased services valued at approximately $260m 
from over 470 Not-For-Profit Organisations (NFPOs) with 
individual values ranging from a few thousand dollars to millions 
of dollars. The NFPOs that are contracted to the DOH are usually 
community-based organisations staffed by both professionals 
and volunteers that range from small groups to large, multi 
million dollar organisations. Services delivered include, medical 
research, youth counselling, mental health care, palliative care 
and medical services specifically for Aboriginal people.

What the audit found...
The audit identified a range of issues and opportunities for 
improvement in respect to the granting of funds and purchasing 
of services from Not-For-Profit Organisations (NFPOs). The 
Department of Health (DOH) has committed to implementing 
measures including a new contracting system to address these 
issues and to meet requirements of a new Government policy on 
the funding of NFPOS:

 DOH is often faced with a limited choice of service providers 
available to deliver required health services. DOH sometimes 
enters into contracts with NFPOs that lack adequate financial, 
administrative or service delivery capacity without imposing 
additional requirements or taking other mitigating action. 
DOH has advised that Aboriginal organisations are 
particularly likely to lack the necessary capacities.

DOH’s funding arrangements with NFPOs regularly included 
inadequate contracting practices. Application of these 
inadequate practices to the small percentage of high risk 
funding arrangements has in some instances resulted in 
significant, undesirable outcomes.

Nearly 60 per cent of the sampled arrangements were 
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historically based funding arrangements, with renewal 
occurring in the absence of an assessment of whether the 
arrangement continued to meet identified health needs. 

Sixteen of the 19 sampled contracts for provision of 
Aboriginal health services did not adequately specify service 
delivery requirements.

Over $1.2 million of sampled ‘new’ funding, mostly for 
Aboriginal health services, was provided in the absence of 
any documented assessment and/or contract agreement. 

Accountability could be improved in the Office of Aboriginal 
Health by more consistent and detailed documenting of 
decisions and actions.

In almost 60 per cent of sampled contracts, NFPOs frequently 
did not meet activity and financial reporting obligations and 
in 90 per cent of these, contract managers took no action. 

Contract management guidelines were either not in place or 
not consistently followed and little training had been given 
to contract managers.

What the audit recommended...
Given DOH’s pre-eminent role as a Government purchaser of 
services from NFPOs and its significant reliance on NFPOs, DOH 
has responsibility to take a lead in assisting NFPOs to enhance 
their corporate governance skills. In particular, DOH support 
should be targeted toward service delivery areas where there 
are limited providers, and where the existing providers lack the 
requisite knowledge or skills. 

In addition, DOH should: 

Pursue with relevant stakeholders including Government, 
the actions needed to bring about more effective contracting 
arrangements with Aboriginal NFPOs.

Establish a clear documented approval process for all 
funding that incorporates references to identified health 
needs.

Establish consistent file management practices that require 
documentation of contract management actions and 
establish an audit trail.

Establish consistent contract management guidelines 
incorporating contact management intervention 
commensurate with the level of risk.

Establish a more purposeful and cohesive approach to 
managing high risk NFPOs that involves consultation 
between individual contract managers and the various 
divisions of DOH.


