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Introduction 
Fiona Stanley Hospital (FSH) is the largest hospital in WA, offering health care services to 
southern Perth suburbs and regional communities across the State. The hospital opened in 
October 2014. For the first time in WA, government decided to contract a private facilities 
management company to deliver all non-clinical services.  

In November 2015, the Education and Health Standing Committee wrote to the Auditor 
General asking that he consider an audit of the company’s self-reporting of its performance 
against its contractual obligations and the level of scrutiny given to that reporting by WA 
Health.  

Our audit has assessed whether delivery of the required non-clinical services was at the cost 
expected and if the contract is effectively monitored and enforced by the South Metropolitan 
Health Service (SMHS). The audit’s timing provides an early assessment of the contract and 
the non-clinical service provision so that lessons can be learned in what may be a 20 year, 
multi-billion dollar contract. 

Background 
FSH is a 783 bed public hospital. It includes a 140 bed State Rehabilitation Service, a 30 bed 
purpose built mental health unit and the State Burns Service.   

The Government decided in 2009 to contract-out non-clinical services for FSH to a facilities 
manager (FM). While outsourcing of services occurs in other WA hospitals, the outsourcing of 
non-clinical services has not been done on this scale before.   

The Minister for Health and Serco Australia Pty Ltd, the FM, signed the non-clinical services 
contract in July 2011. At approval the contract included 27 ongoing operational services, of 
which 2 did not proceed and were removed from the contract. A further service was taken off 
the FM and replaced with a support service resulting in 25 services being delivered by the FM. 
Elements of the 3 services that were removed from scope are now being delivered by SMHS 
(Figure 1). Appendix 1 describes each service. 

 

Figure 1: Non-clinical services delivered by the facilities manager and South Metropolitan Health 
Service 
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SMHS is responsible for managing the contract, including monitoring the self-reporting by the 
FM against about 1,000 reporting obligations, including more than 480 key performance 
indicators (KPIs). If the FM does not meet required performance levels, failure points accrue. 
Financial deductions (in the form of payment abatements) are imposed as the number of failure 
points accumulate.  

The initial contract term is 10 years, with two 5-year extension options. In July 2011, the 
approved contract had an estimated contract value of $4.3 billion over 20 years. This included: 

 $3.7 billion to the FM for planning and delivering non-clinical services at FSH 

 $577 million for hospital equipment provided through a finance lease arrangement.  

From August 2011 to 30 June 2017, SMHS spent about $630 million on FM non-clinical 
services (see Appendix 2) and $212 million on finance lease payments for hospital equipment. 
Total payments for hospital equipment are now expected to be about $467 million.  

In December 2013, the Government delayed the hospital’s opening date from April 2014 to 
October 2014. The contract was amended to ‘delay and phase’ the opening of the hospital – 
replacing a transitional period where the FM would take over the site and plan for the hospital 
to be ready. Delivery of key non-clinical services commenced from practical completion of FSH 
in December 2013 and full delivery of all non-clinical services was in place from hospital 
opening on 4 October 2014. SMHS paid $52 million less than the original contract forecast of 
$192 million, because the delay in opening the hospital reduced the period of full non-clinical 
services. A timeline of contract events is shown at Appendix 3. 

Audit conclusion 
Overall, non-clinical service delivery at FSH has met contractual requirements, and SMHS has 
the resources and processes in place to manage the contract. However, SMHS is not tracking 
overall cost performance effectively. SMHS is not tracking overall cost against the original base 
estimate, and needs to monitor against an agreed baseline as FM services are costing more 
than originally estimated. Actual costs over the last 2 years were $24.6 million higher than base 
estimates when the contract was approved in 2011, and patient numbers have grown faster 
than planned, increasing service demand and costs. 

Current contract disputes are estimated at between $6 and $7 million and differences of 
interpretation could add significant costs to the contract. Resolving these disputes is proving to 
be a lengthy process. Although service delivery has not yet been affected, the longer the 
disputes are, the greater the risk to service continuity. While adhering to the contract, SMHS 
and the FM need to find more efficient ways to resolve the disputes. 

The extensive reporting under the contract is absorbing a lot of SMHS and FM resources, but 
has not always reliably captured performance. SMHS effort has mainly sought to ensure 
compliance with reporting requirements and contract specifications, but this balance of effort 
needs to shift to using the information to identify service improvements and efficiencies. As part 
of this, SMHS and the FM should look to reduce the reporting overhead on services which are 
relatively low cost, predictable and which have less direct impact on the delivery of patient 
care.  

Key findings 

The costs of contracted non-clinical services are higher than estimates at approval 
After 2 years of full operations (2015-16 and 2016-17) non-clinical services cost $331 million, 
about $24.6 million more than initial base estimates approved in 2011. This was mainly 
because initial estimates did not include final prices for 4 services, separate one-off payments 
for estates and ICT, contract variations, and payments for services delivered in earlier years. 
Several variable service payments were also higher due to underestimated volumes. Annual 
forecasts made at the start of each of the 2 financial years have been more accurate with 
actual costs being $1.6 million above the annual service plan estimates.  
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Estimates of patient numbers suggest that service volumes will be higher than 
anticipated 
The number of patients coming into the hospital directly influences the cost of some services 
(for example patient catering and linen) provided under the contract. Original estimates of the 
contract price made assumptions, such as patient separations (number of patients admitted 
and discharged). Patient separations were forecast to rise steadily to peak at 66,949 in year 10 
of the contract (2020-21). After the end of 2015-16, they were already 22% higher than this 
forecast and projected to grow in 2016-17 and 2017-18. This will possibly increase the costs of 
the contract because more of the contract term will have high patient numbers.  

SMHS is not tracking total cost performance and does not have a current estimate of 
what the contract is likely to cost overall   
Initial estimates of the full cost of the contract had significant gaps as elements of the contract 
were not costed and the services included have changed considerably. SMHS has not revised 
the total contract cost estimate since non-clinical services started, nor is it tracking 
performance in a way that informs how it may need to adjust services to manage total costs. 
After 2 years of full operations it has much better information on how the hospital is being used, 
and how FM services are working which could be used to comprehensively revise the initial 
estimate.  

SMHS track actual costs against the annual service plan. The plan includes fixed costs, and 
variable costs based on unit prices for services and expected service volumes. SMHS monitors 
individual unit costs for services to see if they vary against the contract. This annual pricing and 
monitoring mechanism does not enable SMHS to track long-term cost performance. It could 
also mask the impact of apparently small annual cost increases.  

Overall, the standard of non-clinical service delivery is acceptable and the contract is 
adequately managed 
The FM is generally delivering non-clinical services to the required standard with 91% of the 
500,000 FM reported KPI events passed in 2016-17. There has been little disruption to non-
clinical services. 

SMHS has adequate contract management resources and processes to oversee compliance 
with reporting requirements, and identify most performance issues. SMHS has applied the 
characteristics of good contract management identified in the Auditor General’s report on WA 
Health ICT procurement in 2016. Contract management staff do monthly compliance checks, 
review contract reporting and data, inspect and audit service delivery. Progress made by the 
FM to complete corrective actions from audits are monitored. 

Contract managers have identified concerns about planning, resourcing and contract reporting 
for 3 services (management and integration, managed equipment and estates). We looked at 
management and integration, and estates in the audit. These 2 services have had 
improvement plans monitored by SMHS since early 2016. The FM has completed most 
improvement actions although some are taking longer than expected.  

SMHS responded to higher than expected final prices by removing some services from the 
contract. The original contract included health records and clinical coding, and scheduling and 
billing services. SMHS rejected the final prices offered by the FM and now provides similar 
services in-house. It is not possible to compare the price that would have been paid to the FM 
with in-house costs because full in-house costs are not captured and the specification for in-
house delivery is different.   

SMHS responded effectively to performance issues in the sterilisation service. SMHS removed 
this service from the contract in May 2015 and now runs it in-house. Again, comparing costs 
and performance is not possible because the service now delivered by SMHS does not match 
the specification contemplated under the original contract. Both parties are still in negotiations 
about recovering their costs from removing the sterilisation service. 
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Reporting has not always reliably captured performance 
The FM is required to report against KPIs and other measures across all the service lines in 
the contract. Reliable and accurate reporting is key to SMHS using contractual provisions 
effectively. SMHS has identified issues, and we also identified issues regarding the reliability of 
FM self-reporting across some services. Since mid-2015, contract managers have found 
instances where: 

 contractual reports on KPI failures have not matched the raw performance data  

 KPI failure points have been incorrectly calculated.  

We also found gaps in reporting: 

 poor performance in the sterilisation service was not identified through KPI reports, and 
its subsequent removal from the contract was triggered by clinician complaints  

 data entry error rates of 26% for cleaning services 

 only 5% of ‘cleans’ being entered into the KPI reporting database. 

Both SMHS and the FM are working to improve reporting compliance and reliability. The FM 
has reviewed and documented how KPIs are measured, recorded and reported, and examined 
data integrity and data controls in their performance reporting systems. SMHS does not 
consider all reporting issues to be resolved, and is planning to audit the FM’s data control 
system in early 2018. 

SMHS does not have complete assurance that all appropriate financial deductions have been 
applied when KPIs have not been met. This is because it is difficult to track KPI failures under 
the extensive and complex performance regime, and because SMHS has not yet verified and 
reconciled all KPI failure points (and therefore payment abatements). A SMHS audit of FM 
systems used for reporting KPI failures and invoicing is currently underway.  

Reporting is not yet actively driving service improvement and efficiencies 
The contract requires the FM to report monthly against almost 1,000 reporting obligations 
across 25 services. A full monthly report on all of these obligations is over 12,000 pages long. 
Both the FM and SMHS use considerable resources to ensure reporting complies with the 
contract. However, reporting has mainly focused on compliance and SMHS should look to shift 
that effort to service improvement: 

 The size of the reporting framework results in a significant compliance workload. Contract 
reporting is one part of the management and integration service line which cost nearly 
$19 million in 2016-17. The FM has 3 staff and SMHS has 1 senior contract manager 
supported by 2 contract managers allocated to this work.    

 Our analysis of cleaning services data showed the benefits of focusing on performance 
and cost rather than just compliance. We found inconsistent clinical practices for isolation 
cleans had contributed to costs being $1.1 million higher than expected in 2015-16. 
SMHS was aware of issues with isolation cleans, and had been trying to resolve them. 
During the audit, SMHS issued additional guidance on isolation cleans, reducing their 
frequency and cost in 2016-17.  

 Some service areas have more impact on cost and hospital operations than others. 
However, SMHS has not yet reviewed the reporting framework to prioritise those areas, 
or reduce the monitoring frequency of others or removed non-essential elements. This 
would identify ways to reduce the compliance workload and cost.    

Lengthy contract disputes are likely to increase costs and pose a risk to service 
continuity  
There are a number of contractual disputes and differences in interpretation between the FM 
and SMHS, which are likely to increase costs both retrospectively and over the remainder of 
the contract. These disputes are taking a long time to resolve (4 have been unresolved for 21 
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months) and although there has not been an impact on service delivery, the longer disputes 
run, the greater the risk of service disruption.  

There are 7 contract disputes; 2 in cleaning and 1 each in helpdesk, management and 
integration, linen, ICT and internal logistics. In June 2017 the potential retrospective cost 
impact of these disputes was estimated at between $6 and $7 million. For instance, resolving 
the dispute over whether the absence of an Identity and Access Management (IAM) System 
has affected the FM’s ability to meet KPIs on answering helpdesk calls may allow the FM to 
recover nearly $580,000 in deductions.  

Disputes could also affect future costs. For instance, there is a dispute over whether the 
contract covers cleaning emergency department bays between patients. If these cleaning 
activities are not within the scope of the contract, as the FM believes, this could add about 
$1 million per year to SMHS costs. 

Contract interpretation issues may also have significant cost implications. There are over $10 
million in financial claims that are not resolved. SMHS has rejected $8 million of these claims 
but the FM does not agree, and may escalate the claims to dispute resolution.  

Recommendations 

SMHS should by July 2018: 

1. Drive cost effectiveness of the contract  

a. update the initial contract cost estimate and monitor contract costs against the revised 
estimates  

b. update cost estimates by service type and set budget targets for service types 

c. resolve outstanding contract disputes and potential disputes in a more timely manner 

d. complete the audit of KPI failure points and associated payment abatements to ensure 
they have been correctly applied. 

2. Improve reliability and value of reporting, and identify opportunities to drive service 
improvements  

a. continue the program of work to improve reliability of reported information, ensuring that 
the importance of following procedures for clinical staff is addressed 

b. review reporting obligations and the KPI framework including an assessment of the 
value of KPIs and the data that is monitored, in order to reduce the reporting burden 

c. undertake more in-depth analysis of KPIs to identify areas which could drive service 
improvements. 
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Responses 

South Metropolitan Health Service 

The South Metropolitan Health Service (SMHS) welcomes the acknowledgement from the 
OAG of the high levels of accountability, reporting and complexity of the contract, which has 
more than 480 Key Performance Indicators (KPIs) across 25 services. The services delivered 
by Serco support the high volumes of patients which are treated at FSH, which includes the 
treatment of more than 102,000 patients through the Emergency Department, approximately 
51,000 admitted inpatients (including emergency and elective surgery), performing more than 
34,000 operations and more than 540,000 outpatient appointments.  

The contract is achieving positive results in a number of areas and the FM is delivering many 
of the services to a high standard. Serco staff on the ground have developed and maintained 
strong working relationships with WA Health staff, site visitors and our patients. This effectively 
supports a patient-focused and integrated approach to ensure the delivery of high quality care. 

SMHS is undertaking substantial work in consultation with Serco to resolve outstanding 
contract disputes, and to develop processes to ensure any future disputes are dealt with in a 
timely manner. SMHS is confident that it is already effectively using the reporting and data 
provided by Serco to monitor and drive performance. SMHS is committed to identifying further 
opportunities for improvement and ensuring highly reliable, accurate and appropriate reporting 
under this contract.  

The SMHS Board and Executive are pleased with the OAG’s findings regarding the 
appropriateness and quality of contract management within SMHS, and note that this is 
particularly positive given the complexity of the contract and its reporting requirements. SMHS 
is confident that it is delivering robust and diligent contract management across a range of high 
value and high risk contracts within the south metropolitan area and will continue to ensure 
Serco is accountable, meet their obligations under the contract and support excellent patient 
care. 

SMHS accepts the recommendations identified by the OAG and will take action to address 
them by July 2018. SMHS recognises and welcomes the opportunity for further improvement 
and will work closely with Serco to address the audit findings and recommendations. 

Serco 

SMHS is receiving outstanding value from the Facilities Management Services Contract at 
Fiona Stanley Hospital. Like for like costs are in line with the initial estimate despite patient 
numbers being approximately 22% greater than anticipated and, as pointed out within the 
Summary of Findings, the distraction of the significant unresolved disputes relating to the 
contract. 

The Summary of Findings in the report states that actual costs for the delivery of FM’s Services 
over the past two years were $24.6 million higher than estimated when the contract was 
approved in 2011. The analysis used by the Auditor General in comparing the estimated and 
actual costs is not consistent with the methodology applied to the initial estimate. Serco has 
provided its analysis to the Auditor General which shows actual costs were $2.1m higher than 
the initial estimate on a like for like basis. This excludes variances for the four services which 
did not have final prices included in the initial estimate. 

The report states that that the actual cost of services over the past two years are $1.6m above 
the Annual Service Plan estimate. Serco does not agree with this. The analysis that Serco 
provided to the Auditor General confirms that the cost of services was $10.6m lower than the 
Annual Service Plan forecast provided to the Auditor General and Department of Health over 
the same period. 

Over the last two years, Serco has consistently increased performance and established 
effective systems and processes to drive efficiencies and continuous improvement in provision 
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of the services. However, Serco believes there is opportunity to work collaboratively with 
SMHS to further improve outcomes for both parties. Both parties have a mutual common 
interest in ensuring that: 

 the Contract services are provided in an efficient and cost effective manner, which 
prioritises optimal health outcomes; 

 disputes are resolved in a timely and mutually agreeable manner, without recourse to 
litigation; and 

 priority is given to identifying and initiating performance improvements. 

From commencement of the Contract, Serco has been supporting SMHS in the running of 
Fiona Stanley Hospital without impact to clinical services. In some instances delivering 
services in good faith has meant that Serco was not compensated for that work and put patient 
outcomes ahead of valid financial claims. Resolutions of the outstanding disputes and 
contractual issues are essential to ensuring this good will and flexibility in service delivery 
endures.  

The KPI regime in the Contract is complex, driven by penalties which at times do not reflect 
any actual costs related to the KPI failures and is administered in a way that does not 
effectively promote or encourage genuine process improvement and efficiencies. Serco fully 
supports undertaking a strategic review of the KPI regime in order to properly support the 
Contract services, drive performance improvement and reduce the wastage of resources 
associated with onerous and inefficient administration of the KPI regime. 

Serco also fully supports undertaking a strategic review of the onerous reporting obligations 
under the Contract and the processes for addressing disputes, which have to date failed to finally 
resolve any formal dispute between the parties.  To be effective, such strategic reviews of the 
Contract must entail all stakeholders, including the Contract parties, engaging openly and in 
good faith and with agreement on the scope of the review and desired outcomes. Serco will 
commit all appropriate time and resources to such reviews in an effort to achieve mutually 
agreeable improvements to this critical priority and long-term Contract. 
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