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Overview and Background 

In late 2014, the Acting Director General, Department of Health (Health) wrote to the Auditor 

General advising of his concerns regarding the structure and performance of Health’s Central 

Computing Services contract. Following discussions with Health and a preliminary review of 

available information, we decided that an audit of the procurement and management of the 

contract was warranted.  

In November 2010, Health entered into a $44.9 million contract with a large international 

company (the Contractor) to provide centralised computing services. This entailed the provision 

of high quality primary and secondary data centre facilities. The contract also includes 

management and support of the computer and network infrastructure in the data centres. The 

contracted service was structured to ensure IT systems and applications had a high degree of 

availability.  

Key Findings 

 Seventy-nine contract variations have added at least $81.4 million to the contract.  

 Two variations to the contract totalling $41.5 million were arguably inconsistent with the 

purpose and terms of the initial contract and given their size should have been procured 

under a competitive public tender process to ensure value for money. The employee who 

authorised these 2 variations also massively exceeded his expenditure authorisation limit of 

$100,000. Health has since advised that it has updated its expenditure authorisation limit 

schedule and trained senior staff in authorising procurement. 

 One of the significant variations ($21 million) expanded the data centre capacity. The 

Contractor undertook the majority of the scoping work for the project and Health accepted 

the proposal without doing its own validation. Health now has significant excess data centre 

capacity and ongoing unwarranted expenditure: 

o Health is using only 65 of the 167 racks, for mounting computer and related components 

in 1 of its data centres. The value of the unused racks is $2,040,000 and the rental cost 

for the space taken up by these unused racks is around $90,000 per month. 

o Health is not using 5 network switches purchased in 2013 at a cost of $1.25 million. 

 The second of the major variations was for a non-production environment at a cost of around 

$265,000 per month. We found no business case to justify the project. The acquired capacity 

far exceeds requirements and Health now has to use this idle capacity for other purposes. 

The variation runs until March 2019 which is past the expiry date of the contract. 

 Health’s contract management and governance were insufficient, largely ineffective and 

meant that emerging issues went unaddressed: 

o Health did not adequately assess the performance of the contract or Contractor until 

November 2014 when a contract extension was signed. Health had identified serious 

concerns with this contract earlier but did not act on these concerns or implement a 

contract management plan or appoint a contract manager. 
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o Health did not monitor key contract deliverables. One deliverable was that the primary 

data centre would be available for 99.98% of the time (out of action for 1.6 hours per year 

or less). The effect became evident when 2 outages in February 2015 meant that Health 

could not use clinical and non-clinical computer applications and the IT network for 14 

hours. 

o The Acting Director General improved the governance arrangements around ICT 

procurement and projects after becoming aware of significant issues. He also requested a 

review of contracts and procurement, concerns from which led to this audit. 

 Financial management was ineffective, contributing to regulatory non-compliance, large 

unbudgeted expenditure commitments, overpayments and a general lack of transparency:  

o Health could not meaningfully monitor and compare expenditure against the contract 

budget as it was not increasing the contract value for variations or coding all relevant 

invoices to the contract. 

o We tested the accuracy of the invoiced services against the contract schedule of rates 

and noted numerous discrepancies that Health could not explain. Across 26 invoices, we 

found overpayments representing $41,000 or 8.8% of the value of the invoices. 

o Health entered into 8 leases ($27 million) through the Contractor for software and other 

services for the data centres. These leases had financial lease components and should 

therefore have received Treasurer’s approval. 

o Significant upfront payments of $10.8 million were paid in June 2013 on 5 leases of $16 

million. Health could not explain the rationale for this unusual payment arrangement. 

Recommendations 

Health should: 

 clearly separate the roles and responsibilities for contract management with that of contract 

management oversight 

 ensure that there is adequate assessment and review of this contract’s performance in 

accordance with the contract terms and conditions 

 develop and implement a contract management plan and conduct a comprehensive risk 

assessment of the contract, to inform the need for a dedicated contract manager 

 assess its required or predicted capacity requirements to ensure that appropriate data centre 

space, IT hardware and software are available 

 negotiate with the Contractor for other government agencies to use the non-production 

environment and unutilised data centre space 

 review all invoices for this contract to determine the accuracy of rates used in the 

calculations. 


