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Contracting Not-For-Profit Organisations 
for Delivery of Health Services 

Overview 
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: 

ß	 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. 

ß	 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. 

ß	 Nearly 60 per cent of the sampled arrangements were historically based funding 

arrangements, with renewal occurring in the absence of an assessment of whether the 

arrangement continued to meet identified health needs. 

ß	 Sixteen of the 19 sampled contracts for provision of Aboriginal health services did not 

adequately specify service delivery requirements. 

ß	 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. 

ß	 Accountability could be improved in the Office of Aboriginal Health by more consistent 

and detailed documenting of decisions and actions. 

ß	 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. 

ß	 Contract management guidelines were either not in place or not consistently followed 

and little training had been given to contract managers. 

AUDITOR GENERAL FOR WESTERN AUSTRALIA 5 
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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. 

The requirement to support Aboriginal agencies to deliver services is explicit in key 

government policies and commitments that underpin the work of DOH in the area of 

Aboriginal health. These include the Royal Commission into Aboriginal Deaths in Custody 

(emphasising self determination), the Western Australian Framework Agreement on 

Aboriginal and Torres Strait Islander Health (emphasising community control) and the 

Statement of Commitment to a New and Just Relationship between the Government of 

Western Australia and Aboriginal Western Australians (emphasising community capacity 

building). 

Government agencies such as DOH are faced with the challenge of meeting the requirements 

indicated above and maintaining services while working through Aboriginal organisations 

that may not have the same capacities or work within the same frameworks as other NFPOs. 

An added complexity in a number of these arrangements is a shared contracting role with the 

Commonwealth Office of Aboriginal and Torres Strait Islander Health Services which is often 

the primary source of funds for the organisation. 

The challenges faced by DOH in working with Aboriginal organisations and applying 

conventional mechanisms for accountability have been well recognised over the years, and 

are shared by other Government agencies working with Aboriginal organisations, for whom 

the reality is that different standards have been applied, not least to ensure the continuing 

delivery of services. 

More generally, various audit reports since 1994 have identified poor management practices 

amongst agencies contracting with all varieties of NFPOs. In response to a 2000 Audit report 

and a subsequent report by the Public Accounts Committee1, a Working Party was established 

in 2001 by the Department of the Premier and Cabinet and the State Supply Commission 

(SSC) to address shortcomings in the system of competitive tendering and contracting of 

NFPOs. The Working Party included representatives from NFPOs and government agencies, 

including the DOH. 

1 ‘Accounting and Not-for-Profit Organisations’. 
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In October 2002, the Government approved the release of the policy developed by the 

working party2, with its express aim being to promote “flexibility, innovation and community 

responsiveness in the funding and purchasing of services...” by government agencies. The 

policy took effect on November 1, 2002 with a proposed standardised service agreement 

shell to be made available from July 1, 2003. Key aspects of the new policy are: 

ß efficient and effective allocation of resources to meet identified priorities; 

ß provision of high quality services at a fair price; and 

ß high ethical and accountability standards in dealing with each other and the community. 

The new policy also aims to: 

ß clarify when government agencies are to put service availability out to open tender; and 

ß reduce complexities and inconsistencies, whilst promoting flexibility. 

These principles were incorporated in the approach taken to this audit and in formulating 

the recommendations of this report. 

What is the Potential Risk? 
Effective management of the process for contracting with the NFP sector is required to 

prevent limited health dollars being wasted through poorly targeted or inefficiently delivered 

health services. 

What Did We Do? 
The audit examined a sample of DOH’s health service arrangements with the NFP sector in 

the 2001-02 year, as well as a small number of 2000-01 funding arrangements. The audit 

was conducted from August to December 2002. DOH was then given until March 2003 to 

respond to the audit findings and take whatever corrective action it considered necessary, 

details of which have been incorporated into this report. 

The audit examined DOH’s funding process on the basis that the process involves three 

stages as outlined in Figure 1. These three stages can most easily be conceptualised as a 

continual cycle, with the overall purpose being to facilitate achievement of desired outputs 

and outcomes. This conceptual framework matches the SSC’s Supply Policies and Guidelines 

and is consistent with the new policy on Funding and Purchasing Community Services. 

2	 ‘Funding and Purchasing Community Services - A Policy Statement on a Fresh Approach to Funding and Purchasing Relationships 
with the Not-For-Profit Sector’. 
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PLANNING AND FORMATION 
OF AGREEMENTS 

¢ Needs Identification 
¢ Procurement Strategy 

Decision-making 

ACTIVE MANAGEMENT 
OF AGREEMENTS 

¢ Monitoring Service 
Delivery and Performance 

¢ Risk Management 

REVIEW AND EVALUATION 
OF AGREEMENTS 

Figure 1: Cycle of planning, contract formation and contract management 

Six operational areas of DOH were examined which together accounted for approximately 88 

per cent of total funding to NFPOs: 

Operational Areas Reviewed Funding to NFPOs in 2001 -0023 

($ million) 

Aged and Continuing Care 120 

Resource Management Directorate 55 

Office of Mental Health 16 

Office of Aboriginal Health 16 

Public Health 12 

Office of The Chief Medical Officer 8 

3 Other operational areas of DOH also make payments to NFPOs. 
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What Did We Find? 

Planning and Formation of Agreements 
The SSC’s Supply Policies and Guidelines Manual provides agencies with guidance on 

procurement planning. The guidelines identify key steps in contract planning, which include 

identifying needs and the assessment of various options for service delivery. 

Needs Identification 

Good management practice suggests that for any funding arrangement, the specified 

outputs of the contract arrangement should be able to be clearly linked to identified and 

documented needs. 

The DOH’s high level needs analysis is documented in its Purchasing Intentions 

1999-20024. The Purchasing Intentions set out the strategic directions of the DOH in its role 

as a purchaser of health services and are based on government priorities, including plans 

and commitments (eg State-Commonwealth agreements). These priorities in turn are built 

on assessments of indicators of population health status, health system information and 

consultations with key stakeholders including NFPOs. The Purchasing Intentions define the 

DOH’s desired health outcomes and its priority areas for collaborative work with NFPOs, one 

of the main areas of which is to address the widening gap in the health status of Aboriginal 

and non-Aboriginal people5. 

Sitting underneath the Purchasing Intentions, DOH has a number of specific health 

strategies to address areas of need identified within the Purchasing Intentions. DOH’s health 

strategies rely on a continuous flow of information to ascertain health needs and to develop 

purchasing plans, including activity data from NFPOs. The health strategies are also 

developed through a process of consultative strategic planning, typically involving clinical, 

provider and consumer representation. 

NFPOs are required to submit a business case to DOH if they are seeking new funding or if 

they wish to substantially change their existing funding arrangements. DOH’s Business Case 

guidelines state that a business case should establish the need, identify and compare 

alternative options, select the preferred options, and develop strategies for implementation 

and evaluation. However, few NFPOs seek substantial changes to their funding 

arrangements. No instances were noted in the arrangements examined where NFPOs sought 

substantial changes to existing arrangements that would have required a detailed business 

case to be prepared. 

4 Updated by the Western Australian Purchasing Intentions (Health) 2000-01.

5 Poor health status is reflected in the the average life expectancy of Aboriginal people at birth being approximately 14 years lower


than for other Western Australians - Western Australian Aboriginal Health Strategy ‘A Strategic Approach to Improving the Health 
of Aboriginal People in Western Australia’ February 2000. 
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Procurement Strategy – Decision-Making 

The process through which agencies engage NFPOs to provide services should include 

determining the form that funding should take, identifying suitable NFPOs and establishing 

appropriate contractual arrangements for provision of the funding. Throughout this process, 

agencies need to be cognisant of risks such as, the limited financial and administrative 

capacity of some NFPOs, and ensure that decisions are taken in a transparent, effective and 

accountable manner. 

Procurement Options 

Prior to the release of the new NFPO purchasing policy, agencies were required under SSC 

guidelines to purchase services from NFPOs using a competitive, commercially-based 

approach. Under this approach, tenders would be sought in an open market competition if the 

required value of services was more than $50 000. Services valued at between $5 000 and 

$50 000 required written quotes be sought from potential providers whilst verbal quotes only 

were required for services valued at less than $5 000. 

Exemption from the SSC requirement to invite a public tender can be obtained if: 

ß a bona fide sole source of supply exists, where the market is tested periodically; 

ß an emergency situation exists that threatens life, property or equipment; or 

ß a public pre-qualification has occurred. 

The new NFPO policy has recognised that a competitive tendering and contracting approach 

can consume undue amounts of community time and resources without significant benefit. 

Funding via competitive tendering is now seen as being suitable in a limited number of 

instances such as when services are capable of being delivered by a multiplicity of NFPOs. 

The new policy instead advocates that funding should generally be via grants where NFPOs 

require financial assistance for specified purposes or, a ‘Restricted Process’ when an agency 

requires a service to be undertaken. 

The ‘Restricted Process’ seeks to reduce the adversarial approach of competitive tendering 

and contracting, with processes that can include seeking expressions of interest followed by 

direct negotiation with a particular supplier and, renewal of arrangements on the basis of the 

existing NFPO being a preferred provider (refer Figure 2). 

Whatever the arrangement chosen, the policy emphasises the need for agencies to properly 

document the basis for their decisions to ensure clear accountability, and when using the 

Restricted Process to have mechanisms in place that prevent potential providers from being 

excluded from consideration, such as through the existence of an appeal process. 
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PROCUREMENT OPTIONS 

PUBLIC 
TENDER 

RESTRICTED PROCESS 

¢ ROI, EOI, REP 
¢ Direct negotiation 
¢ Review current providers 

GRANTS 

Figure 2: Approved funding options under the Government’s new policy for funding 
and purchasing community services. 

Assessment of DOH’s purchasing practices was made against the requirements of the SSC 

guidelines that applied up until November 2002 as well as against other long standing good 

practice that has become the foundation of the new NFPO purchasing policy. The audit found 

that DOH regularly did not comply with the SSC competitive tendering requirements or with 

the more general good practice requirements of the new policy. 

Competitive (Public) Tender 

Competitive tendering processes were used in only a small proportion of funding 

arrangements entered into with the NFP sector in 2001-02. Of the six DOH operational areas 

reviewed, all had used a competitive tendering process to award funding on a limited 

number of occasions. 

DOH acknowledged that limited use was made of competitive purchasing practices but 

advised that it had formed the view based on verbal advice received from the SSC that the 

purchase of services from the NFP sector was outside the scope of the SSC competitive 

tendering and contracting policy. However, the SSC disputed giving such verbal advice. The 

SSC advised Audit that up until the new NFPO purchasing policy “service arrangements 

including with not for profit organisations have always been considered by the SSC to be 

subject to the (competitive) purchasing requirements of the Commission’s supply policies”. 
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CONTRACTING NOT-FOR-PROFIT ORGANISATIONS 
FOR DELIVERY OF HEALTH SERVICES 

Limited numbers and/or capacity of NFPOs in key areas of health is a major factor for DOH’s 

minimal use of competitive tender processes. These constraints were particularly evident in 

the Aboriginal health service area where for reasons of culture and the remoteness of some 

communities, mainstream NFPOs have largely not entered the market, though the Western 

Australian Council of Social Services indicated to Audit that this is slowly changing. 

Assessment of a number of instances where competitive tendering processes were used 

demonstrated the funding difficulties that can be faced but also highlighted room for some 

improvement in the evaluation process. For example: 

ß	 Four sampled contracts totalling over one million dollars were awarded by the Office of 

Mental Health to NFPOs that were assessed as failing to meet evaluation criteria 

including, service delivery specifications and demonstrating how services would be 

implemented. The documented recommendations of the selection panel referred to these 

failings but awarded the contracts based on the applicants being the only respondent in 

the region or the lowest cost applicant. 

ß	 The Office of Aboriginal Health did not form an assessment panel to evaluate any 

submissions for a contract valued at $572 410, rather, the task was undertaken by a single 

staff member. The only application received was from an NFPO that was currently 

providing the service, but was known by senior Office of Aboriginal Health staff to be a 

high risk in terms of financial viability because it was technically insolvent. A mandatory 

selection criterion for the tender was that applicants be financially viable. The tender 

applicant did not reveal the true nature of its financial circumstances in their application. 

The one page evaluation and selection report made no mention of the financial difficulties 

facing the NFPO that were known by Office of Aboriginal Health. The tender was awarded 

to the NFPO. 

Restricted Process 

Funding through a restricted process is estimated to account for approximately 90 per cent of 

all DOH funding arrangements. The audit of a sample of these arrangements6 found that 

nearly 60 per cent were arrangements that are renewed by the DOH on an annual basis 

without referral to the market, had been in place for a number of years and whose value 

ranged from several thousand dollars to millions of dollars. The retaining of established 

service providers is a practice permitted under certain conditions by the new policy as a 

‘Preferred Provider’ arrangement. Preferred provider status gives recognition to an 

organisation’s history of performance and a need for service continuity. 

6 These arrangements made up over 50 per cent of the audit sample. 
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However, the audit found that the risks from rollover renewal funding were not recognised 

in DOH’s processes. In particular, no evidence was found amongst the sampled 

arrangements of: 

ß	 a documented assessment of the need to renew or vary individual funding arrangements. 

DOH advised that renewal or variation is broadly determined through the annual 

budgetary process; and 

ß	 assessment of the capacity and desire of other potential NFPOs to deliver the required 

service. 

The previously mentioned limited number of capable NFPOs in some health service areas 

can in part explain why established contracts are generally renewed without any review of 

alternative service delivery options. Nevertheless, proper accountability for public funds 

requires DOH to ensure that funding decisions are carefully made, transparent and include 

mechanisms to enable potential alternative service providers to express an interest and be 

considered. 

Grants 

The new NFPO policy specifies that in providing grants, public authorities should: 

ß clearly document the application and approval process; 

ß ensure that grants are tied to a clearly defined purpose; and 

ß ensure there is a properly documented acquittal of grant funds. 

The use of Grants is minimal in most of the divisions of DOH, though 20 per cent of sampled 

funding arrangements constituted Grant payments. The audit found that in most instances 

Grant payments had been awarded in the absence of a documented evaluation process to 

determine whether funding was appropriate. For example, the Office of the Chief Medical 

Officer awarded funding totalling $165 000 to two NFPOs in the absence of a documented 

evaluation or, of any linkage of the funding back to stated health priorities. 

Other Funding Arrangements 

The audit also identified a range of other funding decisions that demonstrate the need for 

adoption at all times of accepted good practice: 

ß	 The Chief Medical Officer independently assessed and granted an application for 

research funding. No evidence was found of a written assessment of the application. 

The contract allowed for four equal installments to be made over 12 months however the 

first payment of $55 000 was made in August 2001 and a final installment of $88 000 

was made in November 2001. The first payment was made and the contract signed 
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despite problems being apparent with the progress of the project, though the full extent 

of problems was not apparent until after the full contract price had been prematurely paid 

in November. Because of flaws in the project design (that were not identified in the 

assessment process), planned specified outcomes were not met. 

ß	 The Office of Aboriginal Health in August 2001 made payment of $125 578 to an NFPO 

to cover a shortfall in staff wages. The NFPO assumed that these funds were additional to 

their existing allocation, but were not told until November 2001 that the funding for 

wages had been offset against health services. The Office of Aboriginal Health also did not 

advise the NFPO until September 2001 that its 2001-02 contract would not include 

funding for a number of previously funded health services. However, in the absence of 

timely advice or more appropriately, a deed of variation to the contracts, the NFPO had 

delivered these services in accordance with previous contractual arrangements. In May 

2002, the Office of Aboriginal Health made a ‘without prejudice’ offer to cover costs 

incurred by the NFPO in delivering these health services. The offer was accepted and the 

Office of Aboriginal Health paid the NFPO an additional $87 000 in June 2002 to cover 

service delivery costs for the July to September 2001 period. 

ß	 The Office of Aboriginal Health used an interim letter of agreement to formalise the 

2001-02 funding arrangement worth $497 200 with an NFPO that did not comply with 

undertakings aimed at ensuring the NFPO would achieve a balanced budget in 2001-02, 

that services would be delivered professionally, and the provision of audited accounts for 

the 2000-01 year. The interim letter of agreement lacked specifications that would reflect 

the performance concerns, rather it simply required the NFPO to continue to deliver 

services and meet reporting requirements as per its previous contract. No contract existed 

for 2000-01, the previous contract being for 1999-2000. 

Contract Drafting 

Contracts need to be precise and sufficiently comprehensive to enable effective management 

and monitoring of service delivery. Poorly drafted contracts reduce the effectiveness of the 

contract management process and may result in both parties having limited legal recourse in 

the event of a dispute. 

DOH used a standard contract shell in over 90 per cent of the sampled funding arrangements 

with NFPOs. The contract shell is designed for use by DOH when entering into multiple, like 

contract arrangements where generally only minor changes are required to suit specific 

circumstances. However, the audit found numerous instances of contracts containing minor 

errors including incorrect dates being used to specify the period of the contract, and 

nonsensical reporting requirements such as multiple reporting requirements in respect of 

funding for one off capital purchases. 
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The audit noted that the standard contract shell does not provide the DOH with the ability 

to: 

ß	 appoint an administrator to an NFPO. The need for this authority arose on at least two 

occasions in 2001-02; 

ß check the independence of and endorse the auditor of the NFPO; and 

ß require a declaration by the NFPO that they have no conflict of interest. 

In addition, contracts were being drafted that did not give DOH sufficient capacity to ensure 

that NFPOs met contract obligations before contractual payments were made. For example, 

a common problem faced by DOH contract managers is incomplete, late or non-lodgment of 

activity and financial reports by NFPOs. A realignment of the contract payment schedule and 

reporting dates so that payments occur after the due date for lodgment of reports, would 

give DOH greater capacity to manage this situation. DOH has advised that such an approach 

would in many instances seriously disrupt the provision of services by NFPOs but, that it will 

look at adjusting payments to be made in following periods where contractual issues remain 

unresolved. 

Specifying the Outputs 

In funding the delivery of community services, it is particularly important to clarify the 

desired outputs so that government plans can be translated into contractual terms. Clearly 

specified outputs are essential to ensure that NFPOs have a clear understanding of 

government expectations. Poorly specified outputs increase the risk that Government will 

not receive required or value for money services. 

The audit found that five of the six DOH divisions generally satisfactorily specified 

contractual outputs in the service specification schedules. However, this was not the case for 

the Office of Aboriginal Health where 16 of the 19 arrangements reviewed contained service 

specification schedules that lacked detail as to the outputs to be provided by the NFPOs. The 

output specifications were broad, open to misinterpretation and incapable of being measured 

in a meaningful way. Moreover, the absence of well defined output requirements seriously 

affects the ability of contract managers to effectively monitor the performance of the NFPOs. 

In one example, the consequence of not properly specifying output requirements resulted in 

the Office of Aboriginal Health paying $20 000 to an NFPO for a research report which was 

later assessed by a senior Office of Aboriginal Health contract manager as substandard 

because the information it presented was already freely available in the public domain. 

Because the service specification schedule had broadly defined the required outputs to be 
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“the investigation, research and production of a report”, the Office of Aboriginal Health had 

no basis for arguing that the contractual outputs had not been achieved. Recourse was also 

constrained by the fact that Office of Aboriginal Health had made full payment on signing of 

the contract and prior to the delivery of any services. 

Active Management of Agreements 
Good contract management by DOH involves managing the relationship with NFPOs to 

ensure high standards of service delivery, value for money, reduced risk and the ability to 

identify changes in health needs and to adapt to those changes. 

Monitoring Service Delivery and Performance 

Monitoring of service delivery and performance is a key component of contract management. 

Monitoring can involve such things as the review and analysis of service and financial reports, 

performance review meetings, and site visits to better understand the service delivery 

environment. 

NFPOs are generally required to submit quarterly financial and activity reports to DOH for 

contracted services. These reports are the main source of information the DOH relies on to 

monitor and manage service delivery and financial accountability of the NFPOs. 

In almost 60 per cent of sampled funding arrangements, contractual reporting obligations by 

NFPOs were not met in full, with non-compliance ranging from incomplete reports to no 

reporting. Incomplete reports included failure to provide activity data and failure to provide 

documented acquittal for funds. In 90 per cent of these arrangements, contract managers 

either did not follow-up, or took between two to six months to follow-up late reports whilst 

incomplete reports were not followed up in any of the arrangements reviewed. Such practices 

demonstrate a lack of regard by contract managers and NFPOs for appropriate stewardship of 

public moneys. 

In addition, the audit found that: 

ß	 four of the six divisions consistently did not document their assessment of the 

reasonableness of information reported by NFPOs in their financial and activity reports. 

ß	 scheduled contract payments were made to NFPOs when no financial or activity reports 

had been lodged by the due dates for submission. 
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ß	 most of DOH’s contract managers have received only minimal contract management 

training and in only three of the six divisions do contract managers have any form of 

contract management guideline. Moreover, where the guidelines do exist, they are not 

comprehensive and were not applied with any consistency. For instance, there are no 

guidelines for dealing with NFPOs that demonstrate poor financial and administrative 

capacity and that fail to meet contractual obligations. 

ß	 of the sampled arrangements, only Aged and Continuing Care and the Office of 

Aboriginal Health were found to be conducting regular site visits, though only Aged and 

Continuing Care undertook formal assessments of the effectiveness of funding 

arrangements. 

Other Administrative Issues 

The funding of NFPOs can on some occasions involve significant financial risks for DOH as 

not all NFPOs are well managed, financially secure or fully capable of consistently delivering 

on contracted outputs. In such an environment, DOH needs to identify the risks and devise 

suitable management strategies. Because individual NFPOs often provide services to 

different divisions of DOH, the risk management process should entail ongoing consultation 

between the divisions to share information and cooperate on management strategies. 

However, no evidence was found of such consultation. 

Tailoring a standard contract is one way to manage high risk NFPOs, though Audit found 

little evidence of such a strategy being used. In the example cited previously where the 

Office of Aboriginal Health awarded a $572 410 contract that was technically insolvent, it 

did so without altering the standard contractual terms or including additional governance 

requirements to address this risk. DOH advised that at the time of funding its focus was on 

ensuring continued delivery of the service. 

The failure to identify and appropriately address risks associated with NFPOs before they 

emerge can lead to significant consequences for DOH and the community. This was evident 

from the sample of funding arrangements reviewed at Office of Aboriginal Health where 

urgent financial assistance payments totalling in excess of $1 million were made to NFPOs 

that were known for up to one year to be high risk. In these instances, Office of Aboriginal 

Health felt a responsibility to provide funding to the NFPOs to meet cash deficits that arose 

primarily from administrative mismanagement. This responsibility was borne out of the 

NFPOs being the sole providers of a number of essential health services. However, these 

payments were made by DOH without a signed agreement or contractual arrangement that 

clearly detailed the amount, the purpose of payments and the expected outcomes linked to 

the payments: 

AUDITOR GENERAL FOR WESTERN AUSTRALIA 17 



CONTRACTING NOT-FOR-PROFIT ORGANISATIONS 
FOR DELIVERY OF HEALTH SERVICES 

ß	 payments made to an NFPO in February and March 2001 totalling $526 419 to cover 

projected cash-flow deficits in those months; 

ß	 payments made to an NFPO totalling $132 279 to cover workers’ compensation and 

redundancy costs in December 2001 and June 2002; 

ß payments in 2002 totalling $267 087 to the Administrators of two NFPOs; and 

ß	 payment in August 2001 of $125 578 to an NFPO for the “express purpose of meeting this 

fortnight’s staff wages for [the NFPO]”. In November 2001 this money was offset against 

budgeted allocations across a range of Primary Health programs contracted to the NFPO. 

Audit also found little in the way of documentation to justify the basis for these decisions. This 

was a significant failing in accountability given the nature of the payments, the amount 

involved and the potential precedent it sets for other NFPOs that experience financial 

difficulties. More generally, Audit found a consistent lack of documentation within the Office 

of Aboriginal Health. 

Review and Evaluation of Agreements 
SSC Contract Management Guidelines recommend that at the end of a contract period 

agencies review the success of the contract and its continuing need. Government agencies 

should have in place ‘a review and evaluation system which will meet accountability 

requirements, preserve the integrity of the process, aid in maintaining the agency’s 

knowledge base and contribute to the identification of areas for improvement’. 

Generally, DOH does not review the success of its contracts upon expiry. Nearly 60 per cent 

of the sampled arrangements were historically based funding arrangements, with yearly 

renewal occurring in the absence of an assessment of whether the arrangement continued to 

meet identified health needs. Three reasons were evident for this: 

ß	 the ability of DOH to assess the success of contracts is dependent upon lodgment of 

complete and accurate activity reports by NFPOs. In almost 60 per cent of the sample 

arrangements, these activity reports were either not lodged or not complete; 

ß health needs in general change only marginally from year to year; and 

ß	 limited numbers of available providers gives few service delivery options for DOH’s senior 

managers. 

In the absence of such periodic reviews, DOH is restricted in the confidence it can have that 

all the services delivered by NFPOs are maximising potential outcomes. 
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What Does this Mean? 
The majority of DOH’s funding arrangements with NFPOs involve low risk situations where 

the inadequacies of current contracting practices are rarely if ever highlighted. However, 

application of these same inadequate contracting practices to the small percentage of high 

risk funding arrangements have resulted in significant, undesirable outcomes. Addressing 

the risks associated with high risk NFPOs will require DOH to become more proactive in 

building the capacity of such organisations if their involvement in the market is considered 

essential to service delivery. 

What is Being Done? 
DOH has advised that it will be addressing a number of the issues raised in this report by 

adopting principles and policies developed by the Working Party on ‘Funding Agreements 

with Not-For-Profit Organisations’. 

DOH has also advised that it is developing an integrated contract management system, 

‘CONTRAX’ to support contract management functions. The phased implementation of this 

system is scheduled for completion by the end of June 2003. In addition, DOH advised that 

it will develop and adopt an appropriate contract management policy and implement training 

in this policy for contract management staff. The policy will include procedures that are 

consistent with principles raised in this report. 

What Should be Done? 
DOH acknowledges that a significant difficulty arises in dealings with NFPOs due to the large 

variance in their administrative skills, abilities and governance practices. Many NFPOs, 

including those in the Aboriginal health services area, have acknowledged the need for 

improvements in these areas. 

Given DOH’s pre-eminent role as a Government purchaser of services from NFPOs and their 

significant reliance on NFPOs, DOH has a responsibility to take a lead in assisting NFPOs to 

enhance their corporate governance skills. This initiative would be congruent with the new 

policy on Funding and Purchasing Community Services from the NFP sector that states, 

“public authorities are to demonstrate a commitment to fostering sound governance 

amongst their NFPOs…”. 

In particular, DOH support should be targeted toward service delivery areas where there are 

limited providers, such as in specialised health provision and in rural and remote areas, and 

where the existing providers lack the requisite knowledge or skills. The importance of this 

initiative should be recognised through incorporation into DOH’s Purchasing Intentions. 
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CONTRACTING NOT-FOR-PROFIT ORGANISATIONS 
FOR DELIVERY OF HEALTH SERVICES 

In addition, DOH should: 

ß	 Pursue with relevant stakeholders including Government, the actions needed to bring 

about more effective contracting arrangements with Aboriginal NFPOs. 

ß	 Establish a clear documented approval process for all funding that incorporates references 

to identified health needs. 

ß	 Establish consistent file management practices that require documentation of contract 

management actions and establish an audit trail. 

ß	 Establish consistent contract management guidelines incorporating contact management 

intervention commensurate with the level of risk. 

ß	 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. 
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