
 

 

The Auditor-General 
Auditor-General Report No. 24 2022–23 

Performance Audit 

Defence’s Management of the Delivery of Health 
Services to the Australian Defence Force 

Department of Defence 

 

Australian National Audit Office 



 

 
Auditor-General Report No. 24 2022–23 
Defence’s Management of the Delivery of Health Services to the Australian Defence Force 
 
2 

  

© Commonwealth of Australia 2023 

ISSN 1036–7632 (Print) 
ISSN 2203–0352 (Online) 
ISBN 978-1-76033-811-4 (Print) 
ISBN 978-1-76033-812-1 (Online) 

Except for the content in this document supplied by third parties, the Australian National 
Audit Office logo, the Commonwealth Coat of Arms, and any material protected by a trade 
mark, this document is licensed by the Australian National Audit Office for use under the 
terms of a Creative Commons Attribution-NonCommercial-NoDerivatives 3.0 Australia licence. 
To view a copy of this licence, visit http://creativecommons.org/licenses/by-nc-nd/3.0/au/. 

You are free to copy and communicate the document in its current form for non-commercial 
purposes, as long as you attribute the document to the Australian National Audit Office and 
abide by the other licence terms. You may not alter or adapt the work in any way. 

Permission to use material for which the copyright is owned by a third party must be sought 
from the relevant copyright owner. As far as practicable, such material will be clearly labelled.  

For terms of use of the Commonwealth Coat of Arms, visit the It’s an Honour website at 
https://www.pmc.gov.au/government/its-honour. 

Requests and inquiries concerning reproduction and rights should be addressed to:  

Senior Executive Director 
Corporate Management Group 
Australian National Audit Office 
GPO Box 707 
Canberra ACT 2601 

Or via email: 
communication@anao.gov.au.  

 

    

 



Auditor-General Report No. 24 2022–23 
Defence’s Management of the Delivery of Health Services to the Australian Defence Force 

3 

Canberra ACT 
23 May 2023 

Dear President 
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is titled Defence’s Management of the Delivery of Health Services to the Australian 
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The Honourable the President of the Senate 
The Honourable the Speaker of the House of Representatives 
Parliament House 
Canberra  ACT 
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 This audit is part of an ongoing program of 
work to examine aspects of the Department of 
Defence’s (Defence’s) contract management 
and administration.  

 This audit was undertaken to provide 
independent assurance to Parliament on the 
effectiveness of Defence’s management of the 
Australian Defence Force (ADF) health services 
contract. 

 

 Defence has been partly effective in 
managing its ADF health services 
contract to achieve efficient and effective 
delivery of the contracted services. In 
particular, Defence’s contract 
management demonstrated 
shortcomings in ensuring the 
implementation of all contracted 
requirements.  

 

 There were four recommendations made 
to improve Defence’s management of: 
record-keeping for the contract; contract 
change proposals; accreditation for ICT 
systems that manage personal 
information; and monitoring and 
reporting on benefits realisation under 
the contract. 

 The Department of Defence has agreed 
to all four recommendations. 

 

 Defence has a legal obligation to provide 
medical and dental services to ADF personnel 
who are providing continuous full-time 
service, and a capability imperative to 
maintain the health status of ADF personnel. 

 The ADF health services contract is a key 
component of the service delivery model 
used to deliver health care to the ADF.  

 In January 2019, Defence awarded the ADF 
health services contract to Bupa Health 
Services Pty Ltd. 

$3.6bn 
estimated contract value (GST 
inclusive) for the initial six-year 
period (2018–19 to 2024–25), at 

October 2022. 

1,283 
approximate number of 

contracted health professionals 
and support staff providing health 
services to the ADF, at June 2022. 

11% 
increase in cost per eligible 

person compared to the $7,540 
benchmark established in 2018.  
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Summary and recommendations 
Background 
1. The Department of Defence (Defence) is required under its legislative and regulatory 
framework to provide comprehensive health care, including dental and other ancillary health 
care1, to members of the Australian Defence Force (ADF).2  

2. Health services are provided to approximately 60,000 permanent ADF members and 
approximately 25,000 reservists. Health services are provided day-to-day across 51 health centres 
and clinics located on Defence bases throughout Australia.3 Where an ADF member needs health 
care that cannot be provided on-base, ADF members are able to access a network of health care 
facilities and providers off-base. Access to off-base health care facilities and staffing of on-base 
facilities is acquired by Defence through the Australian Defence Force Health Services Contract 
(ADF health services contract or the contract).  

3. On 14 January 2019, Defence awarded the ADF health services contract to Bupa Health 
Services Pty Ltd (Bupa or the contractor). The $3.4 billion (GST inclusive) contract is for an initial 
period of six years, with options to extend to a maximum of 10 years and an estimated cost of 
$6.0 billion (GST inclusive). The new arrangements replaced the previous contract with Medibank 
Health Solutions Pty Ltd.4 

4. When seeking approval to enter into the new contract, Defence advised the Minister for 
Defence and the Minister for Finance that it would deliver the following benefits: 

• enhanced health service delivery with a robust continuous improvement and innovation 
process; 

• improved business intelligence through automation, data collection and analysis; and 
• improved commercial arrangements through specific contract mechanisms that promote 

cost containment. 
5. When entering into the new contract Defence advised ADF members and families that:  

Whilst the range of health services procured under this Contract has not substantially changed, 
Joint Health Command has sought to continue to improve its delivery of health services to Defence 
personnel. Under the ADF Health Services Contract, Defence will see a greater use of data and 
analytics in health service delivery, the identification and minimisation of low value care, and an 
increased focus on continuous improvement and innovation.5 

 
1 Ancillary health care includes services such as physiotherapy, optical, podiatry, audiology, and mental health 

services. 
2 Defence Determination 2016/19, Conditions of Service made under section 58B of the Defence Act 1903 

identifies two classes of ADF members that meet the definition of ‘rendering continuous full-time service’. 
These are a member of the Permanent Forces (Army, Navy, Air Force) or a member of the Reserves on 
continuous full-time service.  

3 The 51 health centres and clinics include RMAF Butterworth, Penang, Malaysia.  
4 Defence awarded the initial ADF health services contract to Medibank on 28 June 2012. Medibank provided 

health services until 30 June 2019, enabling the completion of a six-month transition-in period for Bupa. 
5 Department of Defence, ADF Health Services Contract [internet], Defence, available from 

https://www.defence.gov.au/adf-members-families/health-well-being/services-support-fighting-fit/adf-healt
h-services-contract [accessed 6 February 2023]. 
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6. Under the contract the full suite of health services necessary for ADF members to maintain 
an acceptable level of health, fitness and wellbeing is to be provided. This includes: 

• a health professional workforce6; 
• access to medical advice, triage and referrals (including providing mental health risk 

assessments) 24 hours a day, seven days a week; 
• access to a broad range of specialised services; 
• an appointment and booking system and/or service; 
• imaging and radiology services; 
• pathology services; and 
• occupational rehabilitation services. 
7. In July 2019, the workforce engaged under the contract to provide health care in the 
garrison environment (on-base) was comprised of approximately 997 contracted health 
professionals. In June 2022, approximately 1,283 health professional and support staff were 
providing services on-base. The composition of the workforce in July 2019 and June 2022 is 
illustrated below at Figure S.1. 

 
6 The health professional workforce provides health services in the garrison environment (on-base), such as 

primary and occupational healthcare, dental, physiotherapy, mental health and psychology services, 
pharmacy, occupational rehabilitation and health administration. 



 

 

Figure S.1: Health professional and support staff positions per category under the ADF health services contract — July 2019 and June 
2022 

 
Note a: The ‘Technicians’ category includes dispensary assistant/technicians and central sterile supply technicians. 
Source: ANAO analysis. 
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8. The quantity and type of health services delivered under the contract through the off-base 
network, between July 2019 and June 2022, is illustrated below at Figure S.2. 

Figure S.2: Health services delivered to ADF members through the off-base network — 
July 2019 to June 2022 

 
Source: ANAO analysis. 

Rationale for undertaking the audit 
9. Defence has a legal obligation to provide medical and dental services to ADF personnel 
who are providing continuous full-time service, and a capability imperative to maintain the health 
status of ADF personnel. Defence's ADF health services contract is a key element of its support 
arrangements for the ADF.  
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10. This performance audit is part of an ongoing program of work that has examined aspects 
of Defence’s contract management and administration. The audit was undertaken approximately 
half-way through the initial six-year period of the ADF health services contract7, to provide 
independent assurance to Parliament on the effectiveness of Defence’s contract management.  

Audit objective and criteria 
11. The objective of the audit was to assess whether Defence is managing its ADF health 
services contract to achieve efficient and effective delivery of the contracted services. 

12. To form a conclusion against the objective, the following high-level criteria were used. 

• Has Defence established fit-for-purpose contract governance arrangements? 
• Has Defence established fit-for-purpose performance monitoring, evaluation and 

reporting arrangements? 
• Have services been delivered effectively against contracted requirements? 
• Have the expected cost and service delivery efficiencies under the contract been realised? 
13. To assess Defence’s contract management the ANAO reviewed both the design and 
implementation of the contracted arrangements.  

14. The audit focused on Defence’s arrangements to deliver its responsibilities under Defence 
Regulation 2016, subsection 49(1), through its management of the contract with Bupa Health 
Services Pty Ltd (Bupa) to deliver health services to the ADF.8  

15. The audit also followed-up on the moderate financial audit finding raised by the ANAO in 
2020–21, relating to the governance of ADF health services, including invoicing and assurance 
arrangements for the contract.9 

16. The audit did not examine:  

• the effectiveness of the procurement approach used to award the contract and the related 
value for money assessment; 

• the effectiveness of the service delivery model selected by Defence to deliver health 
services to ADF personnel;  

• other activities conducted by Joint Health Command that contribute to the delivery of 
Defence’s legal obligation to provide medical and dental services to ADF personnel;  

• related procurements, including planned facility upgrades, JP2060 Phase 3 – the provision 
of deployable health units, or JP2060 Phase 4 – the replacement of the Defence electronic 
Health System (DeHS) with a Health Knowledge Management System; or  

• the delivery of clinical services to ADF members.  

 
7 The contract includes four options to extend for twelve months, allowing Defence to extend the total duration 

of the contract for a further four years, to a maximum of 10 years from the operative date of 1 July 2019.  
8 Defence Regulation 2016 – Part 8, sections 49 and 50, and Defence Determination 2016/19, Conditions of 

Service made under section 58B of the Defence Act 1903, state that members providing continuous full-time 
service include members of the Permanent Forces and members of the Reserves who are required to perform 
a period of continuous full-time service with the Permanent Forces.  

9 Auditor-General Report No.40 2020–21 Financial Statements Audit Interim Report on Key Financial Controls of 
Major Entities, paragraph 1.112 and paragraphs 3.3.13–3.3.17. 
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Conclusion 
17. Defence has been partly effective in managing its ADF health services contract to achieve 
efficient and effective delivery of the contracted services. In particular, Defence’s contract 
management demonstrated shortcomings in ensuring the implementation of all contracted 
requirements.  

18. While Defence has developed largely fit for purpose contract governance arrangements, 
the implementation of contracted requirements has been partly effective. Defence has not 
managed the contract to ensure that: all plans required under the contract have been put in place; 
contract change proposals are made in accordance with processes established in the contract; all 
reports prepared by the contractor meet the minimum contracted requirements; invoices are 
complete; and contract payments are only made on the basis of complete invoices. Weaknesses 
identified in Defence’s control framework for payments have not been fully resolved, reducing 
Defence’s ability to provide assurance on the proper use of public resources for which it is 
responsible.  

19. Defence has included a fit for purpose performance management framework in the 
contract. However, implementation has been partly effective. Defence has not managed the 
contract to ensure that the full suite of performance measures, and all review and assessment 
processes, have been fully implemented in line with contract requirements. 

20. Performance measurement and assessment arrangements are not fully functioning and 
Defence is not well placed to provide assurance that services are being delivered effectively 
against the contracted requirements. Key arrangements and initiatives to drive and monitor 
benefits realisation have not been fully implemented and Defence is not able to demonstrate that 
the expected cost and service delivery efficiencies under the contract have been realised.  

Supporting findings 

Contract governance arrangements 
21. The contract includes a framework for contract management and governance intended to 
build the relationship between Defence and its contractor through the engagement of senior 
executives, regular monitoring of service provision, and clear arrangements to manage 
communication and escalate issues. However, senior executive engagement has been less regular 
than intended, a communications plan (which provides guidance on escalating issues) has not 
been in place since 1 July 2019, the terms of reference for five committees no longer align with 
contracted requirements, and Defence has drafted but not implemented a contract management 
plan. Further, an ‘informal’ approach to record keeping for key meetings between the parties has 
been adopted, which is not consistent with Defence records management policy. (See paragraphs 
2.5 to 2.20)  

22. While the contract establishes that it shall only be changed through contract change 
proposals (CCPs), contract adjustments have occurred outside the CCP process and without 
formal agreement. The contract management and governance framework does not address how 
contract changes are to be managed, and Defence has drafted but not implemented a contract 
management plan to provide guidance to those responsible for reviewing and processing CCPs. 
(See paragraphs 2.21 to 2.31)  
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23. The contractor is responsible for risk and issue management and has developed a risk 
management plan as required. However, the quarterly risk reports received by Defence and 
governance committees have not consistently met the minimum contracted requirements. Jointly 
chaired governance committees have responsibility for risk oversight but have not sought to 
assure themselves that controls to mitigate identified risks have been effectively implemented. 
(See paragraphs 2.34 to 2.41)  

24. There is oversight of the contract's financial management through governance 
committees jointly chaired by Defence and the contractor. These committees receive and 
consider relevant financial reports. There are also financial levers included in the contract to help 
Defence manage contractor performance. These have been utilised, with Defence claiming 
liquidated damages totalling $1 million from the contractor as at June 2022. Contracted gainshare 
arrangements have also been applied, with Defence sharing in gains totalling $10.4 million. (See 
paragraphs 2.43 to 2.51)  

Management of claims for payment  
25. Defence has established a commercial audit program to provide assurance that the 
contractor’s monthly claims for payment have been calculated in accordance with the contract 
and are proper and valid. Testing undertaken by Defence (through its commercial audit program) 
and by the ANAO (during the annual financial statements audit and this performance audit) has 
identified that Defence has made many payments on the basis of incomplete invoices. 
Information missing from invoices has included whether the ADF member was approved to obtain 
the service, who provided the service, what service was provided, and where the service was 
provided. (See paragraphs 2.53 to 2.62 and 2.73 to 2.81)  

26. Weaknesses in financial governance and the billing system were identified through the 
commercial audit program in June 2020. In February 2021, a program of work commenced to 
improve the quality of invoice data submitted by the contractor to Defence, including through the 
development and implementation of business rules within the contractor’s systems. As at 
December 2022, the weaknesses in Defence’s control framework for payments had not been fully 
resolved, reducing Defence’s ability to provide assurance on the proper use of public resources 
for which it is responsible. (See paragraphs 2.61 to 2.72)  

Performance monitoring, reporting and evaluation 
27. The contract includes a performance management framework that sets out performance 
measures, payments, reporting, and review and assessment arrangements. (See paragraphs 3.3 to 
3.8)  

28. Four types of performance measures are used to assess contractor performance, against 
seven key result areas. One type has been fully implemented, one type has been largely 
implemented, and two types have been partly implemented. (See paragraphs 3.9 to 3.11)  

29. The contract includes a range of payments to support Defence’s management of 
contractor performance, including incentive payments and at-risk amounts. As at August 2022, 
Defence has shared in gains and retained amounts ‘at risk’. Defence has also made incentive 
payments totalling $7 million to the contractor in error. Defence has since commenced a program 
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of work to identify any additional incentive payments made in error and recover the funds. (See 
paragraphs 3.14 to 3.17)  

30. The contract requires the contractor to provide a monthly transactional report and a 
quarterly contract status report. The contract also provides that six types of performance reviews 
be undertaken. The performance reviews to be conducted by Defence have not been fully 
implemented, and joint performance appraisals have not been conducted. (See paragraphs 
3.18 to 3.38)  

31. The performance management framework has been evaluated. A review commissioned 
by Defence in November 2021 reported in August 2022. Defence started a process in late 2022 to 
update and revise the framework to address issues identified by the review. (See paragraphs 
3.12 to 3.13) 

Delivery of contracted requirements 
32. Without fully functioning performance measurement and assessment arrangements, 
Defence is not well placed to provide assurance that services are being delivered effectively 
against the contracted requirements. (See paragraphs 4.3 to 4.15)  

33. The contract establishes a range of credentialing, training and security requirements 
intended to ensure that the services are fit-for-purpose for the Defence environment. Assurance 
arrangements for credentialing are fully established, and largely established for the training and 
security requirements. The security requirements were not established in a timely manner, with 
the contractor’s ICT system operating under provisional accreditation for almost four years 
between June 2019 and April 2023. (See paragraphs 4.16 to 4.19)  

Expected cost and service delivery efficiencies  
34. Defence is not able to demonstrate that the expected cost and service delivery efficiencies 
under the contract have been realised, as it has not fully implemented the arrangements intended 
to support benefits realisation. Defence identified the cost and service delivery efficiencies it 
expected to achieve from the contract in a benefits management plan developed during the 
procurement. Benefits management was handed over to the individual business units responsible 
for contract management and service delivery in October 2019. Benefits realisation has not been 
overseen by the responsible governance committees, and there is no evidence of reporting of 
progress to deliver the expected benefits identified. (See paragraphs 4.23 to 4.24)  

35. Other key measures intended to support the realisation of cost and service delivery 
efficiencies have not been fully implemented. As at December 2022, three out of 17 initiatives 
had been implemented. The contractor’s ‘technical solution’ — which includes the referral and 
booking system and services management tools — has not delivered the expected improvements 
in business intelligence. Further, ongoing data quality issues have meant that expectations 
regarding improved data collection and the use of analytics to achieve cost and service delivery 
efficiencies have not been realised. (See paragraphs 4.27 to 4.42)  

36. The realisation of cost efficiencies has been eroded through unplanned growth in the 
contracted health workforce, the increasing use of flex-fill (short-term additional workforce 
requirements) and the introduction of a second price variation mechanism in 2021. (See 
paragraphs 4.43 to 4.47)  
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37. As at December 2022, the contract was overspent against its budget. The cost per eligible 
person is 11 per cent higher than the benchmark established in 2018 and the total expected value 
over the initial six-year period has increased by $230.2 million, to $3.6 billion dollars. The contract 
is demand driven and Defence has assessed that the realisation of cost savings was impacted by 
unanticipated events such as the 2019–20 black summer bushfires and the COVID-19 pandemic. 
(See paragraphs 4.48 to 4.50)  

Recommendations 
  

Paragraph 2.9 
The Department of Defence ensure that all record keeping 
requirements are complied with in its management of the ADF 
health services contract.  

Department of Defence: Agreed 

  
Paragraph 2.32 

The Department of Defence develop and implement an assessment 
and authorisation framework, supported by appropriate 
governance and assurance arrangements, to oversee the handling 
of contract change proposals under the ADF health services 
contract.  

Department of Defence: Agreed 

 

  
Paragraph 4.20 

The Department of Defence ensure that accreditation processes for 
ICT systems that manage sensitive, including personally identifiable, 
information are completed in a timely manner, and that risks are 
identified and effectively monitored to ensure information is being 
managed appropriately. 

Department of Defence: Agreed 

 

  
Paragraph 4.25 

The Department of Defence implement the benefits management 
plan for the ADF health services contract and establish appropriate 
governance arrangements to monitor and report on benefits 
realisation. 

Department of Defence: Agreed 

Summary of entity response 
Defence welcomes the ANAO Audit Report into Defence’s management of the delivery of health 
services to the Australian Defence Force and agrees to the recommendations and the area for 
improvement. 

Defence is committed to strengthening the processes and controls for the management and 
administration of the ADF Health Services Contract. Defence had previously identified many of the 
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required improvements and will continue to review, align, progress and implement the bodies of 
work underway to achieve efficient and effective delivery of the contracted services. 

Key messages from this audit for all Australian Government entities 
38. Below is a summary of key messages, including instances of good practice, which have 
been identified in this audit and may be relevant for the operations of other Australian 
Government entities. 

Governance 
• Effective contract management helps entities achieve the value for money and benefits 

anticipated by a procurement, and the proper use of public resources for which they are 
responsible.  

• Fit for purpose assurance arrangements, which are commensurate with the value and 
complexity of the contracted activity, are a necessary element of effective contract oversight 
and benefits realisation.  
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Audit findings 
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1. Background 
Introduction 
1.1 The Department of Defence (Defence) is required under its legislative and regulatory 
framework to provide comprehensive health care, including dental and other ancillary health care10, 
to members of the Australian Defence Force (ADF).11 The Defence Regulation 2016, section 49, 
establishes that:  

(1) The Commonwealth must arrange provision to a member of the Defence Force rendering 
continuous full time service of medical and dental treatment necessary to keep the member fit for 
the performance of the member’s duties.  

(2) The provision of treatment under subsection (1) is not required to comply with a law of a State 
or Territory if it complies with a Defence Instruction.  

(3) The Commonwealth must arrange for the supply of pharmaceuticals required for the provision 
of treatment under subsection (1), including arranging associated activities such as transport, 
storage and possession of the pharmaceuticals.  

(4) The supply of pharmaceuticals (and associated activities) under subsection (3) is not required 
to comply with a law of a State or Territory if it complies with a Defence Instruction. 

1.2 The Defence Health Manual is a key component of the policy framework12 that applies to 
the delivery of health services to the ADF and sets out that: 

Defence provides health care that is clinically necessary to keep Defence members medically and 
dentally fit to perform their military duties. Defence also provides health preparation for 
deployment; force optimisation; health support to operations; diagnosis and treatment of injury, 
illness or disability; and rehabilitation services to help Defence members return to duties or 
transition to civilian life.  

Within the garrison setting, Defence members have access to the range of essential health services 
and entitlements equitable with those provided to the Australian community including general 
practice, dental services, mental health and occupational psychology services, hospital care, allied 
health care and specialist services.  

Arrangements for the provision of health services  
1.3 Health services are provided to approximately 60,000 permanent ADF members and 
approximately 25,000 reservists. Health services are provided day-to-day across 51 health centres 
and clinics located on Defence bases throughout Australia.13 Where an ADF member needs health 
care that cannot be provided on-base, ADF members are able to access a network of health care 

 
10 Ancillary health care includes services such as physiotherapy, optical, podiatry, audiology, and mental health 

services. 
11 Defence Determination 2016/19, Conditions of Service made under section 58B of the Defence Act 1903 

identifies two classes of ADF members that meet the definition of ‘rendering continuous full-time service’. 
These are a member of the Permanent Forces (Army, Navy, Air Force) or a member of the Reserves on 
continuous full-time service.  

12 A Defence member’s eligibility for Defence health care is associated with the member’s Service Category or 
Service Option. The health and wellbeing requirements for each Service Category is detailed in the Military 
Personnel Policy Manual. 

13 The 51 health centres and clinics include RMAF Butterworth, Penang, Malaysia.  
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facilities and providers off-base. Access to off-base health care facilities and staffing of on-base 
facilities is acquired by Defence through the Australian Defence Force Health Services Contract (ADF 
health services contract).  

1.4 On 28 June 2012, Defence awarded the ADF health services contract to Medibank Health 
Solutions Pty Ltd (Medibank). This contract was for an initial term of four years and was valued at 
$1.7 billion.14 Medibank was contracted to provide the following services.  

• On-Base services — labour hire of health professionals and support staff across 6715 
health centres and clinics around Australia. 

• Off-Base services — including rehabilitation, optometry, other specialists, hospitals, and 
allied health services through the civilian community. 

• Pathology services — a national network of pathology services. 
• Imaging and radiology services — a national network of imaging and radiology services.  
• The Health Hotline — a telephone based 24/7 nurse triage and referral service.  
1.5 In February 2016, Defence extended its contract with Medibank to 31 October 2018. The 
two-year extension increased the total contract value to $2.7 billion.  

1.6 In March 2017, Defence advised the Minister for Defence of its intention to conduct a 
procurement process and enter into a new contract for the delivery of health services by 
1 November 2018. The contract with Medibank was due to expire on 31 October 2018 and there 
were no further options available to extend the contract.  

1.7 Initial industry engagement was conducted between April and June 2017.16 In July 2017, 
Defence advised its Investment Committee that it had underestimated the time required to 
complete the procurement and that initial industry engagement had identified significant risks 
associated with the proposed timeframe to transition to new arrangements. In August 2017, 
Defence sought and obtained approval from the Minister for Defence and the Minister for Finance 
to issue a limited tender to Medibank to continue to provide health services to the ADF. Defence 
advised the Minister that:  

the proposed extension satisfies two requirements under paragraph 10.3 (10.3b and 10.3d.iii) of 
the Commonwealth Procurement Rules in that unforeseen circumstances mean that health 
services to the ADF cannot be obtained in the allocated timeframe under open tender or 
prequalified tender, and the incumbent provider is the only reasonable option (in the timeframe) 
for delivery of the complex, bespoke clinical service delivery arrangement required.  

 
14 Prior to 2012, health services were provided to ADF members through a variety of methods: labour hire of 

contracted health professionals and administration staff; informal fee-for-service arrangements; standing 
offer panels for pathology and optometry; or through directly contracting with local and national providers.  

15 Since 2012, 16 health centres and clinics have been closed or multiple centres have been consolidated into a 
single facility, reducing the total number of health centres and clinics from 67 to 51. 

16 Twenty-six responses were received and 12 respondents were invited to participate in consultation meetings 
with Defence held between 1 and 4 May 2017. 
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1.8 Subsequently, a Deed of Variation was executed to extend the ADF health services contract 
with Medibank for a period of eight months (1 November 2018 to 30 June 2019) at an additional 
cost of $285 million.17  

1.9 In September 2017, Defence issued an Invitation to Register Interest (ITR) to market. In 
January 2018, Defence issued a Request for Proposal (RFP) to three tenderers that had been 
shortlisted through the ITR process.18 In November 2018, Defence selected Bupa as the preferred 
tenderer. Negotiations were conducted between 22 November and 4 December 2018 and on 12 
December 2018, Defence sought approval from the Minister for Defence and the Minister for 
Finance to award the ADF health services contract to Bupa. Defence advised the Ministers that: 

The current ADFHS Contract with MHS has delivered benefits, including increased integration of 
health services and efficiencies in healthcare delivery. The next generation ADFHS Contract 
provides opportunities to further these benefits, including: 

a) enhanced health service delivery with a robust continuous improvement and innovation 
process 

b) where appropriate, a shift in focus, from health outputs to health outcomes, supported by a 
performance based contract and performance management framework 

c) enhanced clinical leadership, with a focus on health literacy and preventative health 

d) improved business intelligence through automation, data collection and analysis 

e) improved commercial arrangements through specific additional contract mechanisms that 
promote cost containment and provide incentives for health services transformation. 

1.10 On 14 January 2019, contract arrangements with the new service provider, Bupa Health 
Services Pty Ltd (Bupa or the contractor), were announced by the Minister for Defence. A revised 
ADF health services contract was signed on that day. The revised contract was to take effect from 
1 July 2019, after a six-month transition-in period. The announcement stated that the arrangements 
would ‘support the delivery of a range of primary and specialist health services at both on-base 
health facilities and through a comprehensive network of off-base service providers’ for over 80,000 
ADF members and reservists, and that under the new contract ‘ADF members will continue to 
receive the full scope of health services they currently receive.’19 

1.11 When entering into the new arrangements, Defence advised ADF members and families 
that:  

Whilst the range of health services procured under this Contract has not substantially changed, 
Joint Health Command has sought to continue to improve its delivery of health services to Defence 
personnel. Under the ADF Health Services Contract, Defence will see a greater use of data and 

 
17 The Deed of Variation inserted a new clause relating to ‘further extension of the contract period’ and two new 

schedules. The Deed of Variation was executed on 31 August 2017. 
18 The three potential tenderers shortlisted were Medibank Health Solutions Pty Ltd, Bupa Health Services Pty 

Ltd and Trigea Pty Ltd.  
19 Minister for Defence, ‘Bupa to provide health services for ADF members’, media release, issued 14 January 

2019, available from 
https://www.minister.defence.gov.au/media-releases/2019-01-14/bupa-provide-health-services-adf-member
s [accessed 28 November 2022].  
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analytics in health service delivery, the identification and minimisation of low value care, and an 
increased focus on continuous improvement and innovation.20 

1.12 Defence’s contract with Bupa is for an initial period of six years (2019–20 to 2024–25), and 
a maximum of 10 years. The contract objectives are set out in Box 1 below.  

Box 1: Current Australian Defence Force Health Services Contract — objectives 

• To ensure that, for the payments provided for under the Contract, the Contractor 
provides: coordinated and managed access to the Services that are clinically appropriate 
and timely; and the Services to the required level of performance, safety, quality and 
capability, including the Outcomes and otherwise in accordance with the Contract.  

• To provide an effective capability to the ADF that: supports the ADF’s mission to ‘fight 
and win’; supports the Commonwealth’s policy of Defence self-reliance; and minimises 
the Total Cost of Services.  

• Collaborative delivery of episodes of care, that are effective and efficient.  
• Certainty of cost for access to each episode of care to provide visibility and assurance 

to the Commonwealth for forward budgeting and forecasting.  
• Comprehensive data collection, analysis and reporting to improve the transparency of 

service delivery and information to the Commonwealth.  
• To develop, maintain and enhance appropriate skill sets and capabilities within both the 

Commonwealth and the Contractor.  
• To obtain value for money for the Commonwealth on an ongoing basis in relation to the 

provision of the Services.  
• To achieve, over the Term, cost savings associated with the delivery of the Services, 

through the identification and implementation of initiatives, innovations and otherwise.  
• To obtain for the Contractor as a commercial entity a reasonable return on its 

investment when it performs the Contract efficiently and successfully, being a return 
that appropriately reflects the properly managed risks assumed by the Contractor in the 
performance of the Contract.  

• For the Commonwealth to have appropriate Intellectual Property rights arising out of 
or in connection with the provision of the Services.  

• To encourage the most efficient use of resources for the delivery of the Services and 
achievement of the Capability.  

• To work within a framework that ensures the safety of persons and complies with all 
Laws and other regulatory requirements.  

• To achieve these joint Objectives through a culture of mutual respect and co-operation, 
and in an environment that fosters innovation, continuous improvement, cost 
efficiency, transparency and open, honest and timely communication. 

 
20 Department of Defence, ADF Health Services Contract [Internet], Defence, available from 

https://www.defence.gov.au/adf-members-families/health-well-being/services-support-fighting-fit/adf-healt
h-services-contract [accessed 6 February 2023]. 
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1.13 Under the contract, Bupa is to provide the full suite of health services necessary for ADF 
members to maintain an acceptable level of health, fitness and wellbeing. The services include: 

• a health professional workforce21; 
• access to medical advice, triage and referrals (including providing mental health risk 

assessments) 24 hours a day, seven days a week; 
• access to a broad range of specialised services; 
• an appointment and booking system and/or service; 
• imaging and radiology services; 
• pathology services; and 
• occupational rehabilitation services. 
1.14 In July 2019, the workforce engaged under the contract to provide health care in the 
garrison environment (on-base) was comprised of approximately 997 contracted health 
professionals. In June 2022, approximately 1,283 health professional and support staff were 
providing services on-base. The composition of the workforce in July 2019 and June 2022 is 
illustrated in Figure 1.1 below. 

 
21 The health professional workforce is to provide health services available within the garrison environment 

(on-base) such as primary and occupational healthcare, dental, physiotherapy, mental health and psychology 
services, pharmacy, occupational rehabilitation and health administration. 



 

 

Figure 1.1: Health professional and support staff positions per category under the ADF health services contract — July 2019 and June 
2022 

 
Note a: The ‘Technicians’ category includes dispensary assistant/technicians and central sterile supply technicians. 
Source: ANAO analysis. 
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1.15 The quantity and type of health services delivered under the contract through the off-base 
network, between July 2019 and June 2022, are illustrated in Figure 1.2 below. 

Figure 1.2: Health services delivered to ADF members through the off-base network — 
July 2019 to June 2022 

 
Source: ANAO analysis. 
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b. Ongoing annual growth of approximately 4.6 per cent to adjust for contract indexation and 
anticipated volume increases (note: the projected contract price is forecasted to grow by 
approximately 3.75 per cent, which provides a margin for volume increase).  

1.17 Defence also advised the Ministers that the cost estimates provided were indicative, as the 
ADF health services contract is demand driven, and that one driver of demand was Defence’s 
operational tempo. Defence stated that:  

In the military context, there is a risk of significant changes in volume outside of predictions, such as 
increased operational tempo, which impacts demand. 

1.18 In March 2022 Defence advised its internal Enterprise Business Committee, when seeking 
additional funds of $230.2 million for the contract, that a surge in demand for health support had 
been experienced due to the following.  

• The 2019–20 black summer bushfires, which saw an additional 3,500 hours of un-rostered 
health professional hours delivered in support of Operation Bushfire Assist.  

• The COVID-19 pandemic, which saw the release of contracted health professionals to assist 
vaccination delivery teams in aged care facilities and support Defence quarantine and testing 
activities. 

1.19 As at October 2022, actual expenditure under the ADF health services contract totalled  
$1.8 billion (GST exclusive). The budget for the initial six-year period of the contract and actual 
expenditure under the contract as at 31 October 2022, is detailed in Table 1.1 below. 

Table 1.1: ADF health services contract — budget and actual expenditure at 
31 October 2022 

 2018–19 
$m 

2019–20 
$m 

2020–21 
$m 

2021–22 
$m 

2022–23 
$m 

2023–24 
$m 

2024–25 
$m 

Total 
$m 

Budget 

Transition-in 15.0 7.9 – – – – – 22.9 

Contract  – 471.6 488.5 504.0 519.9 536.3 553.4 3,073.7 

Additional 
fundsa – – – 66.0 54.0 54.8 55.4 230.2 

Revised 
budget 15.0 479.6 488.5 570.0 573.9 591.1 608.8 3,326.8 

Expenditure 

Under/ 
Overspendb – 9.7 53.8 (18.9) – – – 44.6 

Total 
expenditure 15.0 489.2 542.3 551.1 204.8c – – 1,802.4 

Note a: Additional funds were approved by Defence’s Enterprise Business Committee in March 2022. 
Note b: For 2021–22 the contract was overspent by $47.1 million until additional funds were approved by the Enterprise 

Business Committee in March 2022. 
Note c: Expenditure for 2022–23 is to 31 October 2022.  
Source: ANAO analysis. 
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1.20 As shown in Table 1.1, actual expenditure under the contract exceeded the annual budget 
in 2019–20, 2020–21 and 2021–22, until additional funding of $230.2 million (GST exclusive) for 
2021–22 and the forward estimates period (2022–23 to 2024–25) was approved by Defence’s 
Enterprise Business Committee in March 2022. As at October 2022, total expenditure incurred over 
the life of the contract was $44.6 million higher than the revised budget (that is, the budget inclusive 
of the additional funds approved in March 2022). 

Administrative arrangements 
1.21 Within Defence, responsibility for health services is shared between the Armed Services 
(Army, Navy, Air Force), Joint Operations Command (JOC) and Joint Health Command (JHC).22  

1.22 Located within Defence’s Joint Capabilities Group, JHC is responsible for the delivery of 
health services to enable ADF preparedness.23 The Commander Joint Health is responsible for 
providing health and health related services in the garrison (on-base) environment and managing 
access to a contracted network of off-base health facilities and providers.  

1.23 JHC is also responsible for administering the ADF health services contract. The contract 
identifies: the Commander Joint Health (CJHLTH) as the Commonwealth representative for contract 
management purposes; the Director-General Health Business and Plans (DGHBP) as the senior 
representative; and the Director Health Contracts24 as the management representative.25 The 
personnel occupying these positions are responsible for the management and administration of the 
ADF health services contract, including contract compliance, administration, reporting, invoicing 
and governance. 

Rationale for undertaking the audit 
1.24 Defence has a legal obligation to provide medical and dental services to ADF personnel who 
are providing continuous full-time service, and a capability imperative to maintain the health status 
of ADF personnel. Defence’s ADF health services contract is a key element of its support 
arrangements for the ADF.  

 
22 The roles and responsibilities for the partnering arrangements for health services are set out in a Service Level 

Agreement.  
23 JHC is considered a key military enabler, through the provision of health services to maintain the fitness of 

personnel to meet ADF preparedness requirements, and ensuring that wounded, ill and injured personnel 
receive timely, high quality health care and rehabilitation recovery services when required. 

24 The Director Health Contracts is now known as the Director ADF Health Services Contract. 
25 The roles and responsibilities of the Commonwealth and contractor representatives are set out within the 

‘Details Schedule’ of the contract. In September 2022, Defence identified that the roles and responsibilities, as 
set out, were mismatched. Defence noted that the Director ADF Health Services Contract (the contract 
manager) was identified as the ‘Management Representative’ and should be the ‘Commonwealth 
Representative’; the DGHBP was the ‘Senior Representative’ and should be the ‘Management 
Representative’; and the CJHLTH was identified as the ‘Commonwealth Representative’ and should be the 
‘Senior Representative’. As at December 2022, a contract change proposal to rectify the error had been raised 
but had not yet been implemented.  
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1.25 This performance audit is part of an ongoing program of work that has examined aspects of 
Defence’s contract management and administration.26 The audit was undertaken approximately 
half-way through the initial six-year period of the ADF health services contract27, to provide 
independent assurance to Parliament on the effectiveness of Defence’s contract management.  

Audit approach 

Audit objective, criteria and scope 
1.26 The objective of the audit was to assess whether Defence is managing its ADF Health 
Services Contract to achieve efficient and effective delivery of the contracted services. 

1.27 To form a conclusion against the objective, the following high-level criteria were used. 

• Has Defence established fit-for-purpose contract governance arrangements? 
• Has Defence established fit-for-purpose performance monitoring, evaluation and 

reporting arrangements? 
• Have services been delivered effectively against contracted requirements? 
• Have the expected cost and service delivery efficiencies under the contract been realised? 
1.28 To assess Defence’s contract management, the ANAO reviewed both the design and 
implementation of the contracted arrangements.  

1.29 The audit focused on Defence’s arrangements to deliver its responsibilities under Defence 
Regulation 2016, subsection 49(1), through its management of the contract with Bupa Health 
Services Pty Ltd (Bupa) to deliver health services to the ADF.28   

1.30 The audit also followed-up on the moderate financial audit finding raised by the ANAO in 
2020–21, relating to the governance of ADF health services, including invoicing and assurance 
arrangements for the contract.29  

1.31 The audit did not examine:  

• the effectiveness of the procurement approach used to award the contract and the related 
value for money assessment; 

• the effectiveness of the service delivery model selected by Defence to deliver health 
services to ADF personnel;  

• other activities conducted by Joint Health Command that contribute to the delivery of 
Defence’s legal obligation to provide medical and dental services to ADF personnel;  

 
26 Recent performance audits examining aspects of Defence’s contract administration have included: 

Auditor-General Report No.43 2021–22 Effectiveness of the Management of Contractors — Department of 
Defence; and Auditor-General Report No.4 2021–22 Defence’s Contract Administration — Defence Industry 
Security Program.  

27 The contract includes four options to extend for twelve months, allowing Defence to extend the total duration 
of the contract for a further four years.  

28 Defence Regulation 2016 – Part 8, sections 49 and 50, and Defence Determination 2016/19, Conditions of 
Service made under section 58B of the Defence Act 1903, state that members providing continuous full-time 
service include members of the Permanent Forces and members of the Reserves who are required to perform 
a period of continuous full-time service with the Permanent Forces.  

29 Auditor-General Report No.40 2020–21 Financial Statements Audit Interim Report on Key Financial Controls of 
Major Entities, paragraph 1.112 and paragraphs 3.3.13–3.3.17. 
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• related procurements, including planned facility upgrades, JP2060 Phase 3 – the provision 
of deployable health units, or JP2060 Phase 4 – the replacement of the Defence electronic 
Health System (DeHS) with a Health Knowledge Management System; or  

• the delivery of clinical services to ADF members.  

Audit methodology 
1.32 The audit methodology involved:  

• examining relevant records and documents, including the ADF health services contract; 
• the analysis of invoices submitted by the service provider;  
• discussions with relevant Defence personnel; and 
• review of a representation letter from the service provider. 
1.33 The audit was conducted in accordance with ANAO Auditing Standards at a cost to the ANAO 
of approximately $682,300. 

1.34 The team members for this audit were Joyce Knight, Elizabeth Wedgewood, Georgia 
Johnston, James Wright, Michael Brown, Dale Todd, Nathan Daley, Qing Xue, Sally Ramsey and Amy 
Willmott. 
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2. Contract management — governance and 
payment arrangements 
Areas examined 
This chapter examines the effectiveness of Defence’s management of the ADF health services 
contract, focusing on arrangements for contract and financial governance.  
Conclusion 
While Defence has developed largely fit for purpose contract governance arrangements, the 
implementation of contracted requirements has been partly effective. Defence has not managed 
the contract to ensure that: all plans required under the contract have been put in place; contract 
change proposals are made in accordance with processes established in the contract; all reports 
prepared by the contractor meet the minimum contracted requirements; invoices are complete; 
and contract payments are only made on the basis of complete invoices. Weaknesses identified 
in Defence’s control framework for payments have not been fully resolved, reducing Defence’s 
ability to provide assurance on the proper use of public resources for which it is responsible.  
Recommendations and areas for improvement 
The ANAO has made two recommendations to improve Defence’s management of: 
record-keeping for the contract; and contract change proposals. One area for improvement was 
identified in relation to risk management.  

2.1 This chapter examines whether contract and financial governance arrangements have been 
established that support Defence to effectively monitor and manage contract delivery and 
payments. Effective and fit-for-purpose contract and financial governance arrangements support 
compliance with the requirements of the Public Governance, Performance and Accountability Act 
2013 (the PGPA Act) and Defence’s Accountable Authority Instructions for proper resource use, the 
achievement of value for money, transparency, and accountability. Effective contract and financial 
governance arrangements also support the controls framework, the establishment of effective 
contractor relationships, and the achievement of contracted outcomes.  

2.2 To assess whether Defence has established fit-for-purpose contract governance 
arrangements, the ANAO reviewed both the design and implementation of the arrangements.  

Has Defence established fit-for-purpose contract governance 
arrangements? 

The contract includes a framework for contract management and governance intended to build 
the relationship between Defence and its contractor through the engagement of senior 
executives, regular monitoring of service provision, and clear arrangements to manage 
communication and escalate issues. However, senior executive engagement has been less 
regular than intended, a communications plan (which provides guidance on escalating issues) 
has not been in place since 1 July 2019, the terms of reference for five committees no longer 
align with contracted requirements, and Defence has drafted but not implemented a contract 
management plan. Further, an ‘informal’ approach to record keeping for key meetings between 
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the parties has been adopted, which is not consistent with Defence records management 
policy.  

While the contract establishes that it shall only be changed through contract change proposals 
(CCPs), contract adjustments have occurred outside the CCP process and without formal 
agreement. The contract management and governance framework does not address how 
contract changes are to be managed, and Defence has drafted but not implemented a contract 
management plan to provide guidance to those responsible for reviewing and processing CCPs.  

The contractor is responsible for risk and issue management and has developed a risk 
management plan as required. However, the quarterly risk reports received by Defence and 
governance committees have not consistently met the minimum contracted requirements. 
Jointly chaired governance committees have responsibility for risk oversight but have not 
sought to assure themselves that controls to mitigate identified risks have been effectively 
implemented.  

There is oversight of the contract's financial management through governance committees 
jointly chaired by Defence and the contractor. These committees receive and consider relevant 
financial reports. There are also financial levers included in the contract to help Defence 
manage contractor performance. These have been utilised, with Defence claiming liquidated 
damages totalling $1 million from the contractor as at June 2022. Contracted gainshare 
arrangements have also applied, with Defence sharing in gains totalling $10.4 million.  

2.3 The contract governance arrangements for the ADF health services contract are established 
through:  

• a ‘Contract Management and Governance Framework’ (the Framework), which is part of 
the contract;  

• arrangements for managing contract changes;  
• arrangements for managing risk; and 
• arrangements for financial management and claims for payment. 

Contract management and governance framework 
2.4 The contract includes an attachment entitled ‘Contract Management and Governance 
Framework’ (the Framework). The Framework sets out the following.  

• The preferred relationship model, including executive commitment and engagement 
requirements.  

• Contract governance arrangements, including: Defence's management structure, roles 
and responsibilities of key positions, and key points of contact; the Contractor’s 
governance model; and communication requirements.  

• How issues are to be resolved.  
• The meetings and forums that Defence and the contractor are to participate in, including 

record keeping requirements.  
• Contractor performance review requirements.  
• Reporting requirements. 
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• Subcontractor management. 

Relationship model and executive engagement 

2.5 The Framework sets out the preferred relationship model including relationship principles, 
executive commitment and relationship, and behavioural and cooperation obligations. The 
Framework states that ‘senior executive commitment from both the Commonwealth and the 
Contractor (Bupa) is crucial to the success of the relationship’. The agreed interactions and the 
extent to which these interactions have occurred between July 2019 (contract commencement) and 
December 2022 are set out at Table 2.1. 

Table 2.1: Contracted responsibilities for senior executive interaction  
Meeting Frequency ANAO comment 

The Chief of Joint Capabilities (CJC), 
Commander Joint Health (CJHLTH) and 
senior Bupa officialsa meet to:  
• review any significant relationship issues 

that have been escalated and to agree 
an action plan for resolution; and  

• agree any key strategic and operational 
priorities for the subsequent three to six 
month period. 

Six-monthly  Defence records show that CJC/Bupa CEO 
have not met six-monthly. 
Between July 2019 and December 2022, 
CJC / Bupa CEO have met three times — 
in April 2020, September 2021b and 
October 2022.  

Director General Health Business and 
Plans (DGHBP) and Bupa meet to:  
• review the Contractor’s achievement of 

its commitments;  
• review progress on resolution of 

significant issues; and  
• provide guidance on the implementation 

of strategic and operational priorities. 

Monthly Defence has advised that DGHBP meets 
with Bupa monthly. The records reviewed 
demonstrate that meetings have been held 
monthly throughout 2022. Defence has not 
retained all records of the monthly 
meetings held between 1 July 2019 and 
December 2021.  

Director General Garrison Health (DGGH) 
and Bupa meet to:  
• review operational service delivery; 
• review progress on the resolution of 

significant operational service delivery 
issues; and  

• provide guidance on ongoing 
operational priorities. 

Monthly Defence has advised that monthly 
meetings between DGGH and Bupa have 
not been implemented. 

Note a: The contractor’s representatives were identified as the Chief Executive Officer (CEO), the Managing Director 
Health Services, and the General Manager ADF Health Services. 

Note b: Defence records show that Bupa made several attempts to set this meeting up at the six-month point as 
required. On 20 August 2021, Defence advised that its representatives were available to meet on 
9 September 2021 ‘subject to the COVID/Afghanistan situations’. 

Source: ADF health services contract and ANAO analysis of Defence documentation.  

2.6 In summary, Defence has not been able to demonstrate that the executive engagement 
requirements have been met. While there is documentation indicating that senior executive 
engagement has occurred, the agreed level and frequency of interaction has not occurred as 
outlined in the Framework and the key points of discussion and outcomes from these meetings 
have not been consistently documented.  
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Record keeping 

2.7 In February 2023, Defence advised the ANAO that the Commander Joint Health (CJHLTH) 
and the senior executive of the contractor meet monthly, with outcomes of these meetings ‘back 
briefed to the Chief of Joint Capabilities (CJC) and that DGHBP [Director General Health Business 
and Plans] meets with the contractor fortnightly’. Defence further advised that ‘informal’ records 
of these meetings are retained, and back briefs are provided to the Director ADF Health Services 
Contract.  

2.8 An informal approach to record keeping is not consistent with Defence’s records 
management policy or with whole-of-government guidance for contract management.30 Failure to 
maintain appropriate records exposes Defence to risk where key points of discussion and any 
actions or outcomes are not recorded, particularly if disputes arise between parties to a contract.31  

Recommendation no. 1 
2.9 The Department of Defence ensure that all record keeping requirements are complied 
with in its management of the ADF health services contract.  

Department of Defence: Agreed 

2.10 Defence will ensure compliance with record keeping requirements. 

Contract governance arrangements 

2.11 Contract governance arrangements outlined in the Framework include Defence’s 
management structure32, the contractor’s governance model, and communication 
requirements. 

2.12 In December 2020, Defence advised the contractor of changes to Defence’s 
management structure, including roles that had been disestablished and additional roles to be 
added to the list of key points of contact in the Framework. Those changes were not agreed 
and formalised through a contract change proposal (CCP) (see paragraph 2.21), and as at 
December 2022, the Defence management structure outlined in the contract Framework did 
not reflect actual arrangements within Defence. 

 
30 Department of Finance guidance identifies that meeting minutes, file notes and other records are required to 

support effective contract administration.  
 See: Contract Management Guide December 2020, Department of Finance, [internet], paragraph 2.8, 

available from 
https://www.finance.gov.au/2020-12/Contract_Management_Guide/December_2020/Master.gov.au 
[accessed 7 February 2023].  

31 Further issues relating to Defence’s record keeping are discussed in paragraphs 4.11 to 4.12.  
32 In September 2022, Defence identified that the roles were incorrectly identified in the details schedule of the 

‘Conditions of Contract.’ The details schedule identifies the Commonwealth and contractor representatives 
responsible for management of the ADF health services contract. The Director ADF Health Services Contract 
(the contract manager) is identified as the ‘Management Representative’ and should be identified as the 
‘Commonwealth Representative’. The Director-General Health Business and Plans is identified as the ‘Senior 
Representative’ and should be identified as the ‘Management Representative’. The Commander Joint Health 
(CJHLTH) is identified as the ‘Commonwealth Representative’ and should be identified as the ‘Senior 
Representative’. As at December 2022, a contract change proposal to rectify the error had been raised but 
had not yet been implemented.  
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2.13 Changes have also been made to the contractor’s governance model and the meetings and 
forums identified in the Framework (see paragraphs 2.16 to 2.19). Some aspects of those 
arrangements have been formally adjusted through the provision of ‘notices’, as allowed for under 
the contract. For example, in October 2022 Defence advised the contractor that it would be taking 
over the secretariat functions for: meetings between the contractor’s executive, the Chief of Joint 
Capabilities (CJC) and Commander Joint Health (CJHLTH); the Program Governance Board; Garrison 
Management Committee; and the Contract Delivery Committee.33 As at December 2022, the 
contractor’s governance model outlined in the contract was no longer up to date and a CCP had not 
been progressed to update the contract. Defence advised the ANAO in February 2023 that the CCP 
had been cancelled and changes to the secretariat function would be incorporated as part of the 
program of work being undertaken to amend and update the Contract Management and 
Governance Framework (see paragraph 2.19). 

2.14 To support effective relationship management the Framework requires the development of 
a communication plan. A plan was initially developed by the contractor and approved by Defence 
for the six month transition-in period. That plan stated that a separate plan for the operational 
period (post 1 July 2019) ‘will be developed by the contractor, in partnership with Defence during 
Transition-In’. In August 2022, Defence directed the contractor to develop and submit a 
communications plan for Defence approval. A final draft plan was submitted to Defence on 
31 December 2022. Defence advised the ANAO in February 2023 that it was reviewing the plan to 
provide feedback to the contractor.  

Resolving issues 

2.15 The Framework establishes escalation processes for managing issues, and states that issues 
are to be raised and resolved at the lowest level of management possible. The ANAO’s review 
indicates that in practice, issues are routinely escalated to the jointly chaired committees. This 
approach means that issues resolution may reside with the co-chairs of the committees.34 Further, 
delay in the development of the communication plan means that guidance on the escalation of 
issues has not been in place since July 2019, when the communication plan for the transition-in 
period lapsed.  

Meetings and forums 

2.16 The Framework establishes requirements regarding: participation of the parties in various 
fora35; the preparation and circulation of meeting agendas; and the recording of meeting minutes. 

2.17 The ANAO examined the agenda packs and meeting records for five committees between 
July 2019 and November 2022, to assess their operation against the Framework.36 These included 
the Program Governance Board (PGB), Garrison Management Committee (GMC), Contract Delivery 
Committee (CDC), Complaints and Clinical Incidents Meetings (CCIM), and Continuous 

 
33 The contractor is responsible for providing secretariat support to the meetings and fora listed in the ‘meeting 

schedule’ and identified in the Contract Management and Governance Framework. 
34 For example, the terms of reference for the Garrison Management Committee and Contract Management 

Committee state that: ‘any matters being recommended for decision or endorsement that cannot reach a 
consensus, the Co-Chairs will make the final decision’.  

35 The fora are listed in the Framework and referred to as the ‘meeting schedule’.  
36 Eight committees are set out in the meeting schedule of the Framework. The ANAO did not examine the 

agenda packs and meeting records of three committees as one had been disestablished and two are regional 
committees. 
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Improvement and Innovation (CII) committee. The terms of reference (ToR) for each of these 
committees were developed by and are maintained by the contractor. The ToR identify the 
committee’s: purpose; term; composition and membership, including invitees; meeting 
administration; decision making; responsibilities, including for recordkeeping (the contractor); 
review requirements; and standing agenda items.  

2.18 Changes made to meetings and forums listed in the Framework have been made outside of 
the contract change proposal process. As a result, the ToR for the five committees no longer align 
with the contracted requirements outlined in the Framework.37 The changes include: 
disestablishment of committees and absorption of their functions into other committees38; and 
amendments to the purpose, membership and composition of committees identified in the 
contractor’s governance model and the meeting schedule.39 These changes were made outside of 
the mechanisms established in the contract and Defence policy guidance.40  

2.19 In April 2022, Defence commenced work to revise the contract governance arrangements. 
Defence advised the ANAO in February 2023 that an internal review of contract governance 
arrangements was underway to address the misalignment between actual governance 
arrangements and those outlined in the Framework.41 In April 2023, Defence advised the ANAO that 
the revisions to the Framework have been drafted and a CCP process to implement the new 
arrangements is expected to be completed in May 2023.  

Contract management and administration 

2.20 While a Contract Management and Governance Framework is in place, Defence has not 
implemented a contract management plan to administer the ADF health services contract.42 As at 
December 2022, work to develop and implement a contract management plan and related 
documentation — including a responsible, accountable, consulted and informed (RACI) matrix, a 
probity management plan, and a risk management and assurance plan — had not been completed. 
In February 2023, Defence advised the ANAO that the contract, risk, probity and assurance 
management plans and the RACI matrix had been developed but had not yet been implemented.  

 
37 For example, the purpose of the Garrison Management Committee (GMC), according to the Framework, 

includes discussing financial performance. According to its ToR, the purpose of the GMC no longer includes 
oversight of financial performance. Financial matters are discussed at the Finance Governance Meetings and 
escalated to the Contract Management Committee (now known as the Contract Delivery Committee) where 
necessary. 

38 The Business Enhancement Committee was disestablished in April 2020 and its functions absorbed by the 
Contract Management Committee which was rebadged as the Contract Delivery Committee in April 2020. 

39 The meeting packs, agendas and meeting records examined by the ANAO indicate that both Defence and the 
contractor’s personnel were aware of the changes.  

40 For example, Defence advised the contractor in May 2022 that: ‘Regarding existing forums, JHC has in good 
faith has been working [sic] to this Meeting Schedule provided by Bupa under Contract Change Proposal (CCP) 
BU058 (which was cancelled). As you are aware, this Meeting Schedule had been operating since early 2021.’  

41 Defence advised the ANAO that the internal review would address the governance model, Terms of Reference 
and secretariat functions, and remedy gaps between the Framework and current practices. 

42 In April 2022, Defence released a department-wide Contract Management Handbook which, among other 
things, advises contract managers of the benefits of developing a contract management plan (CMP) to 
support the administration of contracts. The Handbook states that: 'the CMP provides direction to the 
contract team for the ongoing management of the contract and describes how it will be governed and 
administered.’  
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Arrangements to manage contract changes 
Contract change proposals  

2.21 The ADF health services contract establishes that it shall only be changed by Contract 
Change Proposal (CCP) and that either party may propose a change to the contract. The contract 
includes the template that is to be used and establishes that ‘unless otherwise agreed in writing, 
the Commonwealth representative shall approve or reject CCPs, giving reasons for such rejection.’43  

2.22 As at December 2022, 100 CCPs had been lodged since the contract was signed on 
14 January 2019. Of the 100 CCPs, 79 have been approved and enacted, two have been rejected, 
nine have been cancelled, and 10 were in progress.  

2.23 The ANAO examined the 79 approved CCPs and found that 48 involved material changes to 
the contract.44 Box 2 below summarises the ANAO’s analysis of approved CCPs.  

Box 2: ANAO analysis of approved contract change proposals 

• Twelve CCPs changed the Conditions of Contract, with three of those involving material 
changes. Those changes comprised of: one enacted to extend the time frame to complete an 
award term assessment; and two related to the treatment of stale invoices. While legal advice 
was sought for the change proposed to extend the timeframe, there was no evidence of 
advice being sought or obtained for the changes to the treatment of stale invoices. 

• Thirty CCPs have changed the Statement of Work, with 13 of those involving material 
changes. Advice was not sought or obtained to assess the potential impact of the proposed 
changes for 12 of those CCPs.  

• Twenty-six CCPs have changed the Price and Payment schedule of the Contracta, with 22 of 
those involving material changes. Of those 22, 18 were to increase pricing due to new or 
amended MBS items (see case study no.1), with no evidence of legal or financial advice being 
sought for three of those 18.  

• Five CCPs have changed the performance management framework and one changed the 
contract management and governance framework. Out of these six CCPs, five involved 
material changes. Legal and commercial advice was sought for two. There is no evidence that 
legal or commercial advice was sought for the other three. 

• Five CCPs have made changes to multiple components of the contract, with all of those 
involving material changes. Two related to the service delivery model, and three related to 
service delivery requirements. Clinical advice was sought for one of those CCPs. There is no 
evidence that specialist advice was sought for the other four. 

Note a: The 26 changes to the pricing tables include: the introduction of new rates for psychologists; new codes for 
telehealth, COVID related health services and prostheses; application of price indexation; increases to the 
recurring services management fee; and the application of new or amended Medicare Benefits Schedule 
(MBS) rates. 

 
43 The contract sets out that the contractor is to be advised of the approval or rejection of a CCP within 20 

working days. 
44 A contract change proposal has been assessed as material where the proposal seeks to change: service 

delivery requirements; the service delivery model; contractual provisions to address a process issue; the 
operation of the governance and/or performance management frameworks; or the operation of key 
contractual and/or commercial mechanisms.  



 

 
Auditor-General Report No. 24 2022–23 
Defence’s Management of the Delivery of Health Services to the Australian Defence Force 
 
36 

2.24 A number of contract adjustments have occurred without formal agreement to a CCP. The 
Defence Contract Management Handbook clearly identified, and highlighted, that this approach is 
‘What not to do’ in relation to contract changes45 and stated that:  

Even where a contract sets out a contract change process, it is possible to vary the contract by 
conduct, for example, in an email or by simply acting as if the change has been made. In some 
cases, the conduct of contract management personnel may give rise to an ‘estoppel’, such that 
Defence will not be able to argue that a contract change has not taken place as a result of the 
course of action adopted by the parties.46 

2.25 Defence’s Contract Management Handbook was superseded by the Contract Management 
Framework (CMF) in July 2022. The CMF also states that ‘care should be given not to inadvertently 
make a change to the contract through verbal agreement or conduct — verbal changes, however 
informal, may be legally binding.’  

2.26 Defence should ensure that in its management of the contract, all future contract changes 
comply with the contracted requirement for a CCP and have regard to the guidance in the CMF.  

Guidance, oversight and assurance regarding contract change proposals  

2.27 The Contract Management and Governance Framework of the ADF health services contract 
does not address how contract changes are to be managed. Defence has working level instructions 
to provide guidance to contract management personnel responsible for reviewing and processing 
CCPs. Defence has also drafted but not implemented a contract management plan that includes a 
reference to those working level instructions. The ANAO compared these instructions against the 
requirements of Defence’s Contract Management Handbook and the results are set out at 
paragraph 2.30. 

2.28 While CCP summaries have been provided to the Contract Delivery Committee, Defence has 
not implemented a fit for purpose assessment and authorising framework for proposed contract 
changes. A fit for purpose framework would provide assurance to the authorised delegate that risks 
have been identified and appropriately mitigated prior to approving a CCP for implementation. This 
is particularly important for CCPs with significant implications for the contract, including those 
involving financial risk.  

2.29 An example of an agreed CCP with significant implications is provided in case study 1 below.  

 
45 The Handbook was issued in July 2018 and updated in April 2022. It was superseded by the Defence Contract 

Management Framework in July 2022.  
46 Department of Defence, Defence Contract Management Handbook, version 1.1, 1 April 2022, paragraph 233. 

The Handbook also stated the following.  
• Managing contract changes is a key activity for complex Defence contracts.  
• A contract change alters the original contract. Parties to an existing contract may vary or even extinguish 

some of its terms by a subsequent agreement. In effect, this creates a ‘new’ contract with the revised 
terms. 

• Contract managers need to be aware that contract changes, if not properly assessed and understood, 
can alter the contract to Defence’s detriment. Accordingly, prior to agreement to a contract change, 
contract managers need to consider whether the proposed change is value for money (noting that a 
contract change may in itself be considered a ‘procurement’ for the purposes of the Commonwealth 
Procurement Rules).  

• A contract change is in itself a separate agreement, and either needs to be supported. 
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Case study 1.  Approval of a price variation mechanism in addition to the established indexation 
process 

In April 2021, Defence sought legal advice regarding a contract change seeking to introduce a 
price variation mechanism in addition to the contracted indexation process. Defence was 
informed that the proposal was not in accordance with the contract terms. In June 2021, 
Defence agreed to the contract change proposal. Since then, a further 10 contract change 
proposals have been submitted and executed to apply the pricing increase.  

In May 2022, Defence sought further legal advice regarding the application of the change that 
had been agreed to in June 2021. Defence subsequently identified that as a result of agreeing 
to the price variation mechanism it was exposed to additional financial risk, estimated to be a 
further two per cent per annum price increase on top of indexation.  

Defence has since observed in internal advice that the agreement made in June 2021 and its 
flow-on effects have highlighted a need to strengthen internal processes to ensure the potential 
ramifications of a proposal that has cost and service delivery impacts are better understood 
before the execution of contract change proposals. 

2.30 In October 2022, Defence advised the ANAO that it maintains an internal work instruction 
to provide guidance to contract management personnel. The instruction outlines the procedures 
to be followed when processing CCPs. The ANAO’s review of the work instruction indicates that, 
as currently framed, it does not meet the requirements of Defence’s Contract Management 
Handbook (or the Contract Management Framework) as it does not provide guidance on how to: 

• determine if the proposed CCP is required; 
• assess the effect of the proposed CCP on service delivery and/or the contracted price; 
• assess the potential effect of the proposed CCP on other significant terms and conditions 

of the contract, for example governance, risk or performance management frameworks; 
• assess whether the CCP will transfer or create additional risk; and 
• determine when subject matter (contractual, financial, or legal) advice on the proposed 

change is required.  
2.31 To improve its management of risk, Defence should develop and implement an 
assessment and authorisation framework, supported by appropriate governance and assurance 
mechanisms, to oversee the handling of contract change proposals.  
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Recommendation no. 2 
2.32 The Department of Defence develop and implement an assessment and authorisation 
framework, supported by appropriate governance and assurance arrangements, to oversee the 
handling of contract change proposals under the ADF health services contract.  

Department of Defence response: Agreed 

2.33 Defence will develop and implement an assessment and authorisation framework and 
update existing standard operating procedures to ensure further oversight of the handling of 
contract change proposals. 

Arrangements for managing risk 
Planning and reporting 

2.34 Under the ADF health services contract the contractor is responsible for risk and issue 
management. The contractor is to prepare and submit a Risk Management Plan (RMP), conduct the 
risk management program, and manage issues in accordance with the approved RMP. The 
contractor is also responsible for implementing risk, issue, and opportunity management programs.  

2.35 The June 2021 RMP submitted by the contractor to Defence was approved in August 2021. 
Updates made to the plan in December 2021 were accepted by Defence in March 2022.47 Further 
updates and amendments were requested and made to the RMP between June and August 2022, 
however as at December 2022, a revised RMP had not been formally approved by Defence.  

2.36 To aid Defence’s awareness of risks to contract delivery, the contractor’s quarterly Contract 
Status Report (CSR) is to include a report on risks and problems.48 The ANAO reviewed the quarterly 
CSRs received by Defence for the period July 2019 to September 2022 and found that while they 
included a risk and a problem report as required, the reports have not consistently met the 
minimum requirements set out in the contract. For example, the progress of risk mitigation 
activities was not included in ten (77 per cent) of the risk reports included in the CSRs. In contrast, 
all 13 problem reports met the minimum requirements. 

2.37 The ANAO also examined the risk registers included in the 13 CSRs. The risk registers: 
included a risk identification number; title and description of the risk; identified the risk owner; and 
identified the control measure in place. The risk registers did not consistently record the inherent 
and residual risk ratings or identify the risk treatment to be applied (tolerate, treat, transfer, 
terminate) where the control had not resulted in a reduction to the risk rating. 

 
47 The updates accepted in March 2022 were not formally approved. 
48 For the ‘problem’ report included in the CSR, the contract requires it to describe the significant problems 

experienced during the reporting period and any potential problems. The description is to include: an account 
of the problem; the effect of the problem on the contract to date; the proposed resolution; any requested 
Commonwealth representative actions to overcome or mitigate the problem; the effect on the contract if the 
proposed actions are put into effect; and the effect on the contract if the proposed actions are not taken or 
fail. 
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Risk oversight 

2.38 Governance and risk oversight is provided by the jointly chaired (Defence-contractor) 
Garrison Management Committee (GMC) and Contract Delivery Committee (CDC). The Program 
Governance Board (PGB), which is chaired by Defence, also has a role in overseeing risk. 

2.39 The roles of these committees and a summary of the ANAO’s review of their activities 
regarding risk is set out in Table 2.2 below.  

Table 2.2: Committees with risk management responsibilities 
Committee Defence 

representation 
Frequency ANAO comment 

Contract 
Delivery 
Committee 
(CDC)  
The committee’s 
role includes 
providing 
operational 
oversight of 
risks, 
opportunities 
and issues.a 

Director, ADF 
health services 
contract 
(Contract 
Manager) 
EL2 or 
equivalent 

Monthly (July 
to November 
2019) 
Quarterly 
(From 
February 
2020) 

Meeting records were examined for 16 meetings 
held between September 2019 and November 
2022. 
• Escalated issues and decisions from the 

operations meetings have been included in 
the agenda for discussion since April 2020. 

• A summary of incidents (complaints, clinical, 
work health and safety, and corrective actions) 
have been included for discussion since April 
2020. The incidents summary is an extract 
from the CSRs. Records of the discussion and 
any action (approved, agreed, recommended, 
endorsed, noted) regarding the incident 
summary provided have not been consistently 
recorded.  

• Risks and issues have been included for 
discussion at each meeting held since April 
2020. Risk and issues reports are an extract 
from the risk register presented in CSRs. 
Records of the discussion were not 
documented until May 2021 and the actions of 
the committee (approved, agreed, 
recommended, endorsed, noted) regarding 
the risks and issues reported have not been 
consistently recorded.  

• The CSRs were an agenda item between April 
2020 and November 2021. Committee 
meeting records do not consistently record the 
details or key points of the discussion 
regarding the CSR, including the risk register, 
problem or quality assurance reports included. 

• Emerging or material changes in the risk 
profile have been included in the committee’s 
agenda for discussion since May 2022. 

• Meeting records do not indicate if Defence has 
sought to assure itself that the contractor has 
tested the effectiveness of the controls 
(mitigation activities) identified in the risk 
register. 
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Committee Defence 
representation 

Frequency ANAO comment 

Garrison 
Management 
Committee 
(GMC)  
The committee’s 
role is to provide 
strategic 
oversight and 
discuss risk and 
governance.b 

Director 
General, Health 
Business and 
Plans 
Band one/One 
star or 
equivalent 

Monthly 
(September to 
December 
2019) 
Quarterly 
(From 
February 
2020) 

Meeting records were reviewed for 17 meetings 
held between September 2019 and November 
2022.  
• Escalated issues and decisions were included 

as an agenda item for 14 meetings (82 per 
cent). A record of the discussion of the 
escalated issues and decisions was not 
documented for seven meetings (50 per cent).  

• An incident summary was included as an 
agenda item for 10 (59 per cent) of the 
meetings. For six (60 per cent) of the 10 
meetings where incident summaries were 
included in the agenda, the discussion of the 
agenda item has not been recorded. For one 
of the six meetings (16 per cent) where the 
item was included in the agenda, the records 
reviewed indicate that the item was not 
discussed due to time constraints. 

• Risks and governance issues were included 
as an agenda item for 14 (82 per cent) of the 
meetings, including emerging or material 
changes in the risk profile since February 
2021. Records for 10 (59 per cent) of the 
meetings did not document the outcome or 
the discussion regarding emerging or material 
changes in the risk profile. 

Program 
Governance 
Board (PGB)  
The committee 
is to discuss the 
management 
and financial 
aspects of the 
services 
provided.  

Commander, 
Joint Health 
Band two/Two 
star or 
equivalent 

Annually Meeting records were examined for the three 
meetings held between August 2020 and August 
2022.c 

• The PGB is provided with an annual report 
that addresses risk management. 

• The 2019–20 report outlined the high-level risk 
management arrangements that the 
contractor was implementing, including 
certification status of its quality management 
system.  

• The 2020–21 report outlined actions that the 
contractor had, or was in the process of 
undertaking, to: 
− improve the security of ICT systems and 

protect data; 
− strengthen controls in key areas (reviews, 

audits, business rule program, data quality, 
capability and subcontractor reporting, and 
monitoring arrangements);  

− strengthen the provider network; and 
− strengthen subcontractor relationships. 
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Committee Defence 
representation 

Frequency ANAO comment 

• The 2021–22 report outlined actions that the 
contractor had, or was in the process of 
undertaking to:  
− address recruitment and retention of the 

on-base workforce;  
− improve risk management controls; and 
− remain compliant with the quality 

management system, and occupational 
health and safety management standards. 

Note a: Issues are also escalated from the off-base operations meeting, on-base operations meeting, finance 
governance meeting and occupational rehabilitation meeting. 

Note b: The Contract Delivery Committee can escalate issues/decisions to the Garrison Management Committee. 
Note c: Agenda papers and outcomes from the Program Governance Board meeting in September 2021 were sighted 

which confirm that the meeting was held. However, meeting minutes or an attendance, decision and action log 
for the September 2021 meeting could not be located by Defence. 

Source: ANAO analysis. 

2.40 The ANAO’s review of the minutes of GMC and CDC meetings indicated the following. 

• Since 2021, the CDC has discussed risks and issues, and emerging or material changes to 
the risk profile, however these discussions have not been consistently documented.  

• There is no evidence that the CDC or GMC have sought to assure themselves that the 
controls (mitigation activities) identified in the risk registers have been implemented and 
their effectiveness tested.  

• There is no evidence that the CDC has sought to assure itself that the problems reported 
by the contractor have been resolved.  

2.41 To improve Defence’s risk management arrangements for the ADF health services contract, 
there would be benefit in Defence reviewing its arrangements — including the approach adopted 
by relevant committees — for seeking assurance that the controls and mitigation activities 
identified to manage risk, and reported in the risk register, have been implemented and are 
effective.  

Opportunity for improvement  

2.42 There would be benefit in Defence reviewing its arrangements for seeking assurance that 
the controls and mitigation activities identified to manage risk, and reported in the risk register, 
have been implemented and are effective. 

Arrangements for financial management 
2.43 Financial issues are discussed between Defence and the contractor at jointly chaired 
committees. These committees are discussed in Table 2.3. 
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Table 2.3: Governance committees with financial oversight responsibilities 
Committee and role Defence 

representation 
Frequency ANAO comment 

Contract Delivery 
Committee (CDC)  
The committee’s role 
includes the review of 
financial expenditure 
and the identification of 
areas for review and 
investigation.a 

Director, ADF 
health services 
contract 
(Contract 
Manager) 
EL2 or equivalent 

Monthly (July to 
November 2019) 
Quarterly (From 
February 2020) 

Meeting records were examined 
for 16 meetings held between 
September 2019 and November 
2022. 
• The committee’s focus is 

largely operational.  
• Between September and 

November 2019, the monthly 
financial reporting provided to 
the CDC included an overall 
financial summary, cashflow 
projections, and observations.  

• From April 2020, financial 
reporting was folded into a 
quarterly executive 
performance summary report 
extracted from the quarterly 
CSR. From May 2022, a 
separate financial update was 
provided to the CDC. 

Garrison Management 
Committee (GMC)  
The committee has 
oversight of financial 
performance. 

Director General, 
Health Business 
and Plans 
Band one/One 
star or equivalent 

Monthly (September 
to December 2019) 
Quarterly (From 
February 2020) 

Meeting records were examined 
for 17 meetings held between 
September 2019 and November 
2022.  
• Until March 2021, the GMC 

received a financial 
performance report as a 
standing agenda item.  

• Since February 2021, financial 
matters have been escalated 
to the GMC from the CDC and 
have been discussed at the 
GMC as issues arise. Specific 
matters discussed include: the 
application of pricing rules for 
pathology; other invoicing 
matters; and the status of the 
Business Rule Program.b 

Program Governance 
Board (PGB)  
The committee is to 
discuss the 
management and 
financial aspects of the 
services provided.  

Commander, 
Joint Health 
Band two/Two 
star or equivalent 

Annually Meeting records were examined 
for the three meetings held 
between August 2020 and August 
2022.c 
The PGB receives an annual 
financial report.  
• The 2019–20 report included 

actual expenditure incurred 
and a forecast for 2020–21.  

• The 2020–21 report included 
actual expenditure for 2019–
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Committee and role Defence 
representation 

Frequency ANAO comment 

20 and 2020–21. It did not 
include a forecast for 2021–
22. 

• The 2021–22 report included 
actual expenditure from 2019–
20 to 2021–22 and a forecast 
for 2022–23. 

Note a: Financial issues are escalated to the CDC from the co-chaired Finance Assurance Meeting, which was initially 
established in May 2021 as the Finance Governance Meeting and rebadged in November 2021. The Finance 
Assurance Meeting is not identified in the Contract Management and Governance Framework of the ADF 
health services contract, however it is identified in the governance model that is in place. The Terms of 
Reference for this committee state that the purpose of the committee is to define problems, agree actions, 
delegate and provide oversight of financial issues and escalate financial issues to the CDC. 

Note b: The Business Rule Program was established in February 2021. Its purpose is to embed the Medicare Benefits 
Schedule and other pricing rules into the systems used by Bupa and enhance the accuracy of invoicing and 
billing passed on to Defence. 

Note c: Agenda papers and outcomes from the Program Governance Board meeting in September 2021 were sighted 
which confirm that the meeting was held. However meeting minutes or an attendance, decision and action log 
for the September 2021 meeting could not be located by Defence. 

Source: ANAO analysis of Defence documentation. 

Financial reporting 

2.44 To facilitate Defence’s financial management, the contractor is to include a finance report 
within the quarterly Contract Status Report (CSR).49  

2.45 The ANAO examined 13 CSRs covering the period July 2019 to September 2022. Each CSR 
included a finance report which provided a summary of financial activity for the quarter, invoicing 
and/or billing observations50, compliance matters51, forecasts52, and other financial matters.  

Financial levers 

2.46 The contract includes a range of financial levers to support Defence to manage contractor 
performance. These include financial incentives and disincentives, as summarised in Table 2.4.  

 
49 To support Defence to monitor, manage and verify the services provided and the outcomes achieved, the 

contractor is required to provide quarterly CSRs. The CSRs are to include information on: contract status, 
subcontractor status, performance measurement, continuous improvement and innovation, finance, risk, 
problems, quality assurance, defence industry participation, indigenous participation, intellectual property 
progress, and health and safety. A configuration change register is also to be provided. 

50 Common invoicing and/or billing observations reported across the period examined included: the volume and 
percentage of invoicing processed through automated or manual means; the value of items charged under 
miscellaneous codes; and the overall value of services delivered outside of the contractor’s contracted 
network. 

51 Compliance matters discussed in the CSRs included the status of audit and other assurance activities, 
including the periodic cost review activity and the status of the Business Rule Program. 

52 The CSRs included monthly cashflow forecasts for the financial year.  
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Table 2.4: Financial levers in the health services contract 
Financial lever Contract description and implementation 

Liquidated 
damages 

Liquidated damages are a genuine pre-estimate of loss incurred by Defence where 
the contractor fails to achieve a key requirement. The two key requirements are: 
• all claims for payment are proper and valid and provided in accordance with the 

relevant provisions of the contract; and 
• all subcontractors and health practitioners at all times hold all required 

credentials. 

Restrictions on 
certain payments 

Restrictions apply to claims for incentive payments and are intended to ensure that 
incentive payments are not made where key requirements have not been met and 
the Commonwealth is entitled to claim liquidated damages or terminate the contract 
for default. 

Stop payment 
events 

Stop payment events enable the Commonwealth, at its discretion, to withhold some 
or all payments where specific contractual and performance requirements have not 
been met. 

Gainshare 
commitments 

Gainshare commitments are a mechanism intended to control contractor costs.  
The gainshare commitment applies if the contractor achieves a consolidated profit 
margin over an agreed threshold for providing medical specialist, allied health and 
hospital task-priced services. 
Where the contractor achieves a consolidated profit margin over an agreed 
threshold, a percentage of the additional profits is payable to Defence. The 
percentage of any additional profit payable to Defence increases from 50 per cent 
(up to 31 December 2020) to 85 per cent (after 31 December 2021). 

Source: ANAO analysis. 

2.47 As at June 2022, Defence had claimed liquidated damages totalling $1 million from the 
contractor. 

2.48 Under the contract, ‘Periodic Cost Reviews’ (PCRs) are to be conducted to give effect to the 
gainshare commitments. In practice, gainshare has been calculated by the contractor and Defence 
has used its ‘commercial audit program’ to gather invoices and transaction data to review gainshare 
calculations. As at June 2022, $10.4 million of gains had been shared with Defence. 

2.49 The PCRs are also used to inform the award term assessment process.53 The aims of a PCR 
are to provide the information needed to enable the Commonwealth to: 

• determine the allowable costs that the contractor has incurred in providing recurring 
services; 

• determine the savings achieved by the contractor flowing from approved initiatives and 
otherwise; 

• determine the likely allowable costs to be incurred by the contractor as part of any 
proposed award term extension; 

• ensure that the contract represents, and will continue to represent throughout the 
proposed Award Term, value for money; and 

 
53 This process is used by Defence to determine if an award term extension will be granted. The first award term 

assessment process is to be undertaken within 12 months of the second anniversary of the operative date and 
annually thereafter. The operative date for the health services contract was 1 July 2019. Therefore, the first 
award term process was to commence by 1 July 2021 and conclude by 30 June 2022. 
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• ensure that Defence receives the benefit of the gainshare commitments.  
2.50 A PCR was conducted in 2021 as part of the award term assessment process (see paragraphs 
3.35 to 3.37). In June 2022, Defence advised the contractor that the initial PCR had satisfactorily 
provided the information required for Defence to ‘assess the items and addressed the aims of the 
PCR as outlined in the Contract.’ As at December 2022, Defence was conducting a second PCR. 

2.51 The contract also provides for benchmarking activities to be undertaken. Benchmarking is 
intended to support Defence to: determine if the service fees are competitive with the current 
market; and compare service fees against comparable charges and rates for services that are the 
same as, or similar to, the services being provided to Defence. In February 2023, Defence advised 
the ANAO that it was engaging with the contractor to finalise the selection of a benchmarking 
organisation, however the benchmarking activity had not yet commenced.  

Has Defence established effective arrangements to manage claims for 
payment? 

Defence has established a commercial audit program to provide assurance that the contractor’s 
monthly claims for payment have been calculated in accordance with the contract and are 
proper and valid. Testing undertaken by Defence (through its commercial audit program) and 
by the ANAO (during the annual financial statements audit and this performance audit) has 
identified that Defence has made many payments on the basis of incomplete invoices. 
Information missing from invoices has included whether the ADF member was approved to 
obtain the service, who provided the service, what service was provided, and where the service 
was provided.  

Weaknesses in financial governance and the billing system were identified through the 
commercial audit program in June 2020. In February 2021, a program of work commenced to 
improve the quality of invoice data submitted by the contractor to Defence, including through 
the development and implementation of business rules within the contractor’s systems. As at 
December 2022, the weaknesses in Defence’s control framework for payments had not been 
fully resolved, reducing Defence’s ability to provide assurance on the proper use of public 
resources for which it is responsible.  

Arrangements for managing payments  
2.52 Defence’s Director ADF Health Services Contract (EL2 level) has day-to-day responsibility for 
overseeing and managing all contract administration, including reporting, invoicing and governance 
aspects of the contract. To support the contract manager, Defence has established a dedicated 
business unit (ADFHSC – Financial Governance) to manage the invoicing aspects of the contract, 
process claims for payment, plan and conduct the ‘commercial audit’ program, and develop and 
submit the audit reports.  

Claims for payment  

2.53 Under the ADF health services contract, the contractor submits a consolidated monthly 
invoice. The invoice covers the provision of health services on-base by the contracted health 
workforce and health services that have been accessed through the off-base network. Over the 
period assessed by the ANAO (July 2019 to June 2022) the average value of the consolidated 
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monthly invoice was $46 million. To support its claims for payment, the contractor is required to 
provide a Monthly Service Delivery Report (MSDR) alongside its monthly invoice.  

2.54 The minimum requirements of the MSDR are detailed in the Contract Management and 
Governance Framework (the Framework). The MSDR is to include data regarding the provision of 
health services in the garrison environment (on-base) by the contracted workforce and the services 
accessed through the off-base network.  

2.55 The ANAO’s review of monthly invoices submitted from July 2019 to June 2022 indicated 
the following.  

• For health services provided on-base — the monthly invoice ranged between $13 million 
and $22 million and the supporting MSDR was comprised of between 17,258 and 
28,747 line items. 

• For health services accessed through the off-base network — the monthly invoice ranged 
between $1 million and $29 million and the supporting MSDR was comprised of between 
14,977 and 163,938 line items. 

2.56 The process used to accept, validate and pay the consolidated monthly invoice submitted 
by the contractor is outlined in a Commercial Governance Plan. The plan also outlines the processes 
used to validate charges made by subcontractors and service providers providing health services 
accessed by ADF members through the off-base network.54  

2.57 The Commercial Governance Plan states that its objective is:  

to provide the financial delegate with assurance that the invoices received by Bupa are correctly 
rendered and in accordance with the relevant financial policies and procedures. 

2.58 The plan also states that claims for payment are to be submitted electronically through 
Defence’s systems and that: 

in line with the delegations identified in the contract management plan and Defence policy the 
Contract invoice is to be approved for payment by the Commonwealth Representative nominated 
in the Contract. 

2.59 The plan states that a two-step process is to be used to approve invoices. This involves ‘a 
detailed error check upon receipt to ensure the supporting documentation equals the service 
package total and in summary the invoice total.’ The invoice may be approved for payment if the 
invoice amount and the value of the supporting information has been reconciled. 

2.60 The ANAO’s review of invoice approval processes indicated that claims for payment are 
approved by the Assistant Director ADF Health Services Contract (Financial Governance). While the 
Assistant Director has the financial delegation required to approve claims for payment, the position 
is not identified in the Framework as a key contact and the responsibilities of this role have not been 
documented in a contract management plan (see paragraph 2.20).  

 
54 In reviewing the Commercial Governance Plan, the ANAO observed that the plan refers to legislative 

instruments and policies that are no longer in effect. The plan refers to the Commonwealth Financial 
Management and Accountability Act 1997 (FMA Act) and Defence Chief Executive Instruction 2.4 Payment of 
Accounts. The FMA Act has been replaced by the Public Governance, Performance and Accountability Act 
2013 (PGPA Act) and Chief Executive Instructions have been replaced by Accountable Authority Instructions 
made pursuant to the PGPA Act.  
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Billing system 

2.61 Under the contract, Bupa is required to deliver an automated and transparent billing system 
capable of identifying billing and other anomalies and ensuring that claims for payment have been 
calculated and are payable in accordance with the contract. Defence observed, during transition-in, 
that the billing system was not fully functional at the operative date of 1 July 2019. 

Commercial audit program 

2.62 Defence has developed and implemented a ‘commercial audit program’ for the purpose of 
validating the accuracy of the invoices and supporting information provided by the contractor with 
its claims for payment.55  

2.63 The policy and processes that apply to the commercial audit program are detailed in the 
Commercial Governance Plan. The plan was approved in October 2021 and states that the purpose 
of the ‘commercial audit’ program is to test that: 

• the charges to the Commonwealth for the services delivered were in accordance with 
Defence’s requirements; 

• were delivered in accordance with Defence’s requirements; 
• were delivered to or for a Defence member; 
• were appropriate; 
• were charged in accordance with the Contract terms; and 
• where applicable were consistent with the clinical and business rules of the health industry 

within Australia.  

2.64 According to the plan, Defence is to conduct commercial audits on a quarterly basis. Defence 
completed four commercial audits in 2020–21 and four in 2021–22. As at December 2022, Defence 
was in the process of progressing the first commercial audit for 2022–23.56  

 
55 In February 2023, Defence advised the ANAO that it is applying auditing standard ASA 200 Overall Objectives 

of the Independent Auditor and the Conduct of an Audit in Accordance with Australian Auditing Standards 
prepared by the Auditing and Assurance Standards Board. The ‘commercial audit’ program implemented by 
Defence cannot comply with ASA 200, as ASA 200 deals with the independent auditor’s overall responsibilities 
when conducting an audit of a financial report in accordance with Australian Auditing Standards and requires 
the auditor to comply with all Australian Auditing Standards relevant to the audit (ASA 200.18). In addition, 
Defence does not comply with relevant ethical requirements relating to a financial report audit engagement, 
including those pertaining to independence (ASA 200.14).  

 The engagements undertaken as part of the commercial audit program do not have the three separate parties 
(an assurance practitioner, a responsible party and intended users) necessary for an audit conducted under 
Australian Auditing Standards per the AUASB Framework for Assurance Engagements [available from 
https://www.auasb.gov.au/admin/file/content102/c3/Framework_AssuranceEngagements_May20_FINAL.pdf
] and brought into Australian Auditing Standards in ASA 210 Agreeing the Terms of Audit Engagements 
[available from https://standards.auasb.gov.au/asa-210-may-2017], which contains the requirements relating 
to the responsibilities of each party.  

56 As at December 2022, the commercial audits scheduled for September and November 2022 had not been 
completed.  
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2.65 To conduct the commercial audits, Defence identifies a sample of transactions and selects a 
number of line items from the sample extracted for further testing.57 For the eight commercial 
audits conducted between July 2019 and April 2022, Defence sampled 24,095 (0.72 per cent) of 3.4 
million transactions, valued at $633 million, for the provision of services off-base. Of the 24,095 
off-base transactions, 5,798 (24 per cent) were selected for detailed testing. To select the sample 
of transactions for detailed testing, Defence identifies key areas or categories of interest. For 
example, in March 2022, it was decided that the commercial audit would include a general invoice 
review and a targeted review on ‘duplicates’ and ‘hospital charging’.  

2.66 The commercial audit program has identified a range of issues with the quality of data 
provided to Defence. Identified errors have included: the service provider name did not match the 
name on the referral; the speciality did not match; the ABN was incorrect; the Employee ID was not 
recorded; a Defence Approval Number (DAN) was not recorded; the referring health practitioner 
and health centre were incorrect; and the quantity, item number and description were incorrect. 
Error rates by category, as identified by the commercial audit program, are illustrated in Figure 2.1. 

 
57 The tests are comprised of thirteen questions intended to provide assurance to Defence that the charges to 

the Commonwealth for the services delivered were: in accordance with Defence’s requirements; delivered to 
or for a Defence member; appropriate; charged in accordance with the contract terms; and where applicable 
were consistent with the clinical and business rules of the health industry within Australia. 



 

 

Figure 2.1: Commercial audit program — identified error rate per category — July 2019 to June 2022 

  
Note: In February 2023, Defence advised the ANAO that the reduction in the error rate was a result of the Business Rule Program. This is a joint Bupa/Defence program that 

was established in February 2021. Defence advised that its purpose is to identify, analyse and quantify the material impact of commercial leakage that was observed 
by Defence as a result of the contractor not implementing certain health industry business rules as required under the ADF health services contract. The analysis and 
artefacts of the Business Rule Program were provided to Bupa in January and April 2021. Defence advised the ANAO that the resultant impact was a reduction in the 
error rate of missing and/or incomplete data.  

Source: ANAO analysis. 
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2.67 In June 2021 the ANAO observed, as part of its 2020–21 financial statements audit work, 
that for the period July 2019 to October 202058 Defence had found that ‘a significant percentage’ 
of provider invoices did not contain sufficient information to confirm that the invoice was for an 
authorised service provided to an eligible member.59 The ANAO also:  

• found issues with the timeliness of the completion, approval and management sign off, of 
the quarterly reviews conducted by Defence60; and 

• observed that the commercial audit program was limited to the provision of services 
through the off-base network and recommended that the assurance program be extended 
to include the provision of services on-base.  

2.68 The ANAO recommended that Defence examine and strengthen the design of processes to 
provide assurance over the accuracy and validity of the health service payments. Given the issues 
noted in the review of off-base health services, the ANAO also recommended that the assurance 
activities be extended to include on-base service charges. The ANAO stated that the assurance 
processes should be completed in a timely manner and issues arising escalated to an appropriate 
level of management to ensure that issues can be dealt with promptly and recoveries initiated 
where required.61 

2.69 Defence agreed to the ANAO recommendations. To address the findings from the ANAO’s 
2020–21 financial statements audit work, Defence’s commercial audit program was extended to 
include an examination of on-base services. Between September 2021 and April 2022 Defence 
selected 5,823 transactions (1.12 per cent) valued at $3.3 million (1.79 per cent) of 521,629 
transactions valued at $187 million for the provision of services on-base. These commercial audits 
identified risks and issues regarding: duplication of invoices for the provision of on-base services; 
total hours charged exceeding 24 hours for a single day and for a single contracted health 
professional; contracted health professional IDs linked to more than one individual; contracted 
health professionals linked to more than one ID; and contracted health professionals charged at 
higher rates outside of their registration (for example, an enrolled nurse being charged out as a 
registered nurse).62  

 
58 The commercial audit report for the period July 2019 to January 2020 was conducted in June 2020. The 

commercial audit report for the period May to July 2020 was conducted in October 2020 and the commercial 
audit report for the period August to October 2020 was conducted in February 2021.  

59 The invoices tested by the ANAO in that context did not record an Employee ID, Defence Approval Number or 
ABN. 

60 The commercial audits were conducted months after the relevant review period ended. For example, the 
commercial audit covering the period July 2019 to January 2020 was conducted in June 2020 and was not 
approved until February 2021. The commercial audit covering the period May to July 2020 was conducted in 
October 2020 and was not approved until January 2021. The commercial audit covering the period August to 
October 2020 was conducted in February 2021 and was not approved until March 2021.  

61 Auditor-General Report No.40 2020–21 Financial Statements Audit Interim Report on Key Financial Controls of 
Major Entities, 2 June 2021, paragraph 1.112 and paragraphs 3.3.13–3.3.17.  

62 The contract provides that all contracted health professional workforce positions must be filled with an 
appropriately credentialed health professional in the event of absence (planned, unplanned or vacancy) or 
flex demands. The Services Management Plan, approved by Defence, identifies alternate craft groups that 
may be used against each position description in the workforce plan. If Bupa (or Serco) is unable to fill a 
position, but a suitable candidate exists within an approved alternate craft group, use of the alternate craft 
group may be requested. All requests are to be approved by Defence. Alternate Craft Group determinations 
set out, as part of the approval, the charges that can be applied.  
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2.70 Work has been underway since February 2021 to address the findings from Defence’s 
commercial audit program and improve the quality of the invoicing data submitted to Defence. The 
improvements are to be delivered through the development and implementation of a suite of 
business rules within the contractor’s systems that are necessary to ensure that claims for payment 
comply with the requirements of the contract.63  

2.71 In March 2022, Defence was advised that the contractor had included additional fields in its 
data set to meet Defence’s requirements that the service had been provided to an eligible person. 
Defence also reported that the data fields had been added in June 2021 and that the September 
2021 commercial audit had confirmed the remediation activities had been implemented. It was also 
noted that for the purposes of the commercial audits, Defence randomly samples approximately 
one per cent of the health invoices received by Bupa for the relevant period. 

2.72 As part of the 2021–22 audit of Defence’s financial statements, the ANAO found that 
weaknesses around the governance of ADF health services identified in the 2020–21 audit remained 
unresolved. As at December 2022, work to develop and implement the business rules required to 
improve the billing system was ongoing.  

Additional ANAO analysis of data quality 

2.73 In the context of this performance audit, the ANAO reviewed the information recorded in 
35 Monthly Service Delivery Reports (MSDRs) covering the period July 2019 to June 2022.64 This 
information comprised four million transactions for the provision of health services through the 
off-base network (with a value of $744 million) and 711,360 transactions for services delivered 
on-base (valued at $547 million). The ANAO identified that 26 per cent of transactions contained at 
least one or more data quality issue. In summary, there were:  

• 39,334 instances (one per cent) where the Employee ID had not been recorded;  
• 137,877 instances (three per cent) where a Defence Approval Number had not been 

recorded65;  
• 254,821 instances (six per cent) where the referring health practitioner had not been 

recorded;  
• 343,692 instances (nine per cent) where the referring health centre had not been 

recorded; and  
• 607,612 instances (15 per cent) where the Service Provider Name, Number and/or ABN 

had not been recorded.66  
2.74 The ANAO tested the off-base transactions against a set of business rules that the ANAO 
confirmed with Defence should be in place. The ANAO’s analysis, and the errors identified by 
Defence’s commercial audit program, indicate that Defence does not have a fully effective control 
framework for payments and has paid invoices that were incomplete. Depending on the invoice, 

 
63 The inaugural session of the Business Rule Program Working Group was held in May 2021. 
64 The ADF health services contract sets out the minimum data requirements that each transaction within the 

Monthly Service Delivery Report (MSDR) is to meet. The MSDR for November 2019 was missing from the data 
extracted from Defence systems for the ANAO analysis. 

65 The 137,877 instances where a Defence Approval Number was not recorded were valued at $6 million. 
66 Of the 607,612 instances where the Service Provider Name, Number and/or ABN had not been recorded, 

123,610 were where the Service Provider Name, Number and ABN were all blank and 176,046 were where 
the ABN field was blank. 
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Defence was not informed of: whether the ADF member was approved to obtain the service; who 
provided the service; what service was provided; and where the service was provided. The payment 
of incomplete invoices limits Defence’s ability to provide assurance on the proper use of public 
resources for which it is responsible.  

2.75 Key results from the ANAO analysis are summarised in Table 2.5.  

Table 2.5: Data quality issues — Monthly Service Delivery Reports 
Business rule Test Rationale Results of ANAO 

analysis 

Correctly rendered 
invoices should 
include the 
following 
information: 
• invoice number; 
• description and 

date of services 
provided;  

• invoice date; 
and 

• a valid ABN. 
 

Is the invoice 
number 
recorded? 

Bupa provides a consolidated 
monthly invoice. Therefore, each 
transaction (line item) needs to 
include the invoice number to enable 
Defence to trace the services 
provided.  

All transactions had an 
invoice number 
recorded. 

Is the invoice 
date 
recorded? 

If the invoice date is not recorded 
Defence cannot confirm when the 
invoice was generated. 

9,261 transactions 
worth $1.6 million were 
identified where the 
invoice date was not 
recorded. 

Is the date of 
service 
recorded? 

If the service provision date field is 
blank Defence cannot confirm the 
date that the service was provided.  

All transactions 
included a date of 
service. 

Is the invoice 
date before 
the date of 
service? 

An invoice should not be paid if the 
invoice is dated prior to the provision 
of the service.  

30,364 transactions 
worth $3.3 million were 
identified where the 
invoice date was prior 
to the date of service. 

Is the ABN 
field blank? 

If an ABN is not provided Defence is 
unable to verify the identity of the 
service provider.  

176,046 transactions 
worth $9 million were 
identified where an 
ABN was not recorded. 

Is the ABN 
valid? 

If an ABN is not included in the 
Australian Business Register, 
Defence is unable to confirm that the 
service provider is validly trading.  

1,780 transactions 
worth $0.7 million were 
identified that did not 
have a valid ABN 
recorded. 

If so, was the 
ABN active at 
the time the 
service was 
provided? 

If the ABN has been cancelled prior 
to the service or registered after the 
service has been provided, it 
introduces a risk that the service 
providers are or were non-compliant 
with accreditation, credentialing or 
other service delivery requirements of 
the contract.  

3,056 transactions 
worth $1.7 million were 
identified where the 
ABN had been 
cancelled before the 
date of service. 
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Business rule Test Rationale Results of ANAO 
analysis 

Correctly rendered 
Defence Approval 
Number (DAN) 

Is the DAN 
field blank? 
 

All healthcare delivered through the 
off-base network requires a DAN, to 
provide assurance that only approved 
health services are being billed to 
Defence.  

137,877 transactions 
worth $20.4 million 
were identified that did 
not have a DAN 
recorded. 

Is the DAN 
date field 
blank?  

The DAN date enables accurate 
tracking of services accessed through 
the off-base network. It also enables 
Defence to identify where Defence 
members have needed to access 
health care in emergency or other 
acute circumstances. 

685,133 transactions 
worth $100.9 million 
were identified where 
the DAN date was not 
recorded. 

Eligible Person IDs 
(EPID) should be 
appropriately 
applied 

Is the EPID 
field blank? 
If so, is there a 
reason 
selected as to 
why? 

If both the EPID and ‘no EPID’ reason 
are blank, then Defence cannot 
confirm that the health care was 
provided to an eligible person. 

39,334 transactions 
worth $4 million were 
identified where no 
EPID was recorded and 
no reason for not 
recording an EPID was 
identified. 

Source: ANAO analysis of data provided by Defence. 

2.76 The ANAO and Defence’s commercial audit program have identified data quality issues 
which indicate that there are weaknesses in the processes established to ensure that appropriate 
(complete and accurate) data is recorded and transferred to Defence.  

2.77 The ANAO identified three combinations where blank or invalid fields increased the 
opportunity for fraudulent transactions to occur and constrained the ability of Defence to detect it. 
The three combinations were as follows.  

• Where no Defence Approval Number (DAN), no EPID (Eligible Person ID), and no reason 
for not recording an EPID has been provided.  

• Where no EPID, and no reason for not recording the EPID has been provided.  
• Where multiple EPIDs are associated with a unique DAN. 
2.78 A Defence Approval Number (DAN) is required to generate a referral to enable Eligible 
Personnel (EP) to access specialised health care, or health care that cannot be provided on-base. An 
Eligible Person ID (EPID) identifies the ADF member that the health care has been provided to. 
Where a DAN is not recorded, Defence is unable to confirm that the health services it has been 
invoiced for have been authorised. 

2.79 A DAN, EPID and/or the reason for not recording an EPID is required to enable Defence to 
assure itself that only approved health services are being provided to EPs. Where this combination 
of fields is blank, Defence is unable to confirm that the health services provided were approved and 
is unable to identify the member that the services were delivered to. This combination of blank 
fields poses risks to Defence, including by constraining its ability to provide effective clinical 
follow-up. The ANAO identified 39,334 transactions where an EPID was not recorded, and where a 
reason for not recording one was not provided. The total value of these services was approximately 
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$4 million. Of these 39,334 transactions, 10,927 (28 per cent) also had no DAN recorded. The total 
value of these services was approximately $1 million. 

2.80 A DAN is intended to allow Defence to trace the quantity and categories of health services 
that have been provided to an EP. There should not be multiple EPIDs linked to one DAN. Excluding 
pathology services67, the ANAO identified 452,556 unique DANs used for approving the delivery of 
health services, of which 3,305 (0.7 per cent) had more than one EPID linked to it. These 3,305 DANs 
were used to approve 55,257 transactions worth $20.2 million.  

2.81 The National Archives of Australia identifies eight characteristics of data quality — accuracy, 
completeness, consistency, integrity, reasonability, timeliness, uniqueness, validity — and identifies 
that a good data quality strategy defines appropriate standards, requirements, and specifications 
for data.68 Establishing mandatory data entry rules is important in ICT systems. Preventing the entry 
of invalid data supports accuracy, completeness, integrity and consistency of data and enhances the 
quality of data used to inform decision-making. The ongoing work described in paragraph 2.72, to 
develop and implement the business rules required to improve the billing system, should have 
regard to data quality requirements.  

 
67 Of the $744 million worth of health services delivered through the off-base network, $66.7 million in services 

was for pathology. Pathology records were excluded from the ANAO analysis to account for known exceptions 
where a single approval was recorded to reflect bulk testing for COVID-19. For example, when a ship returned 
from sea all ADF members posted to that vessel required a COVID test prior to disembarking from the vessel 
and before sailing.  

68 National Archives of Australia, Data governance and management [Internet] available from 
https://www.naa.gov.au/information-management/building-interoperability/interoperability-development-
phases/data-governance-and-management/data-quality [accessed 2 March 2023]. 
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3. Contract management — performance 
monitoring, reporting and evaluation  
Areas examined 
This chapter examines the effectiveness of Defence’s management of the ADF health services 
contract, focusing on performance monitoring, reporting and evaluation.  
Conclusion 
Defence has included a fit for purpose performance management framework in the contract. 
However, implementation has been partly effective. Defence has not managed the contract to 
ensure that the full suite of performance measures, and all review and assessment processes, 
have been fully implemented in line with contract requirements.  

3.1 This chapter examines whether reporting and monitoring arrangements have been 
established that support effective contract management. Effective and fit-for-purpose contract 
reporting arrangements enable Defence to monitor and evaluate contractor performance in 
delivering the services and outcomes of the contract, while internal reporting arrangements enable 
oversight of Defence’s administration of the contract.  

3.2 To assess whether Defence has established fit-for-purpose performance monitoring, 
reporting and evaluation arrangements, the ANAO reviewed both the design and implementation 
of the arrangements.  

Has Defence established fit-for-purpose performance monitoring, 
evaluation and reporting arrangements? 

The contract includes a performance management framework that sets out performance 
measures, payments, reporting, and review and assessment arrangements.  

Four types of performance measures are used to assess contractor performance, against seven 
key result areas. One type has been fully implemented, one type has been largely implemented, 
and two types have been partly implemented.  

The contract includes a range of payments to support Defence’s management of contractor 
performance, including incentive payments and at-risk amounts. As at August 2022, Defence 
has shared in gains and retained amounts ‘at risk’. Defence has also made incentive payments 
totalling $7 million to the contractor in error. Defence has since commenced a program of work 
to identify any additional incentive payments made in error and recover the funds. 

The contract requires the contractor to provide a monthly transactional report and a quarterly 
contract status report. The contract also provides that six types of performance reviews be 
undertaken. The performance reviews to be conducted by Defence have not been fully 
implemented, and joint performance appraisals have not been conducted.  

The performance management framework has been evaluated. A review commissioned by 
Defence in November 2021 reported in August 2022. Defence started a process in late 2022 to 
update and revise the framework to address issues identified by the review.  
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Performance Management Framework 
3.3 The ADF health services contract includes a Performance Management Framework (PMF) 
that sets out:  

• performance measures;  
• performance payments; 
• performance reporting; and 
• performance reviews and assessments. 
3.4 The performance assessment process, set out in the PMF, is intended to measure and assess 
the contractor’s performance against the required outcomes. The required outcomes are:  

• improved health outcomes for eligible personnel and value for the Commonwealth;  
• a joint health effect that enables capability and provides care for eligible personnel; and 
• a health effect that enables capability and provides administrative support to the Chief 

Medical Officer, Defence Force Recruitment. 
3.5 There is an alignment between the required outcomes in the contract and the legislative 
responsibility of Defence to provide medical and health treatment for members of the Australian 
Defence Force (ADF). There is also an alignment between the performance measures used to 
determine whether an award term extension69 will be granted and the objectives of the contract.  

3.6 To achieve the required contract outcomes, seven contributory outcomes or Key Result 
Areas (KRAs) have been identified in the PMF. The seven KRAs are: readiness; wellbeing; patient 
experience; command experience; sustainability; cost efficacy; and behaviours.  

3.7 There are four types of performance measures used to assess the contractor’s performance 
against the KRAs. These are: Enterprise KPIs (EKPIs); Contract KPIs (CKPIs); Strategic Performance 
Measures (SPMs); and Strategic Health Indicators (SHIs).  

3.8 The performance measures and the relationship between the measures and the key result 
areas identified by Defence are illustrated below in Figure 3.1. 

 
69 An award term extension is an outcome from the award term assessment process. The award term 

assessment process is used by Defence to determine if an option to extend the contract will be invoked. 



Contract management — performance monitoring, reporting and evaluation 

 
Auditor-General Report No. 24 2022–23 

Defence’s Management of the Delivery of Health Services to the Australian Defence Force 
 

57 

Figure 3.1: ADF health services contract — performance management hierarchy  
 

SPM-01:
Agility to 
Support 

Readiness

SPM-02:
Commitment 

to Patient 
Satisfaction

SPM-03:
Health 

Steward

SPM-04:
Innovation

SPM-05:
Defence 
Ready

Performance 
Management 
Framework

Readiness 
KRA

Wellbeing 
KRA

Patient 
Experience 

KRA

Command 
Experience 

KRA

Sustainability 
KRA

Cost Efficacy 
KRA

Behaviours 
KRA

SPM-06: Cost 
Control

SPM-07: 
Relationships

SPM-08: Best 
for Defence

CKPI-01: Flex 
Fill Rate

CKPI-03: Occ 
Rehab Fill 

Rate

CKPI-02: 
General Fill 

Rate

CKPI-04: 
Defence 

Recruiting HQ 
Fill Rate

EKPI-02: 
Patient 

Satisfaction

EKPI-02: 
Population 

Health 
Management

EKPI-03: 
Command 
Satisfaction

SHI-01: 
Readiness 
Dashboard

SHI-02: 
Population 
Dashboard

SHI-03: 
Customer 
Wait Time

SHI-04: 
Command 
Dashboard

SHI-05: 
Contractor 
Personnel 
Dashboard

SHI-06: Cost 
Dashboard

SHI-07: Cost 
Transparency

St
ra

te
gi

c 
Pe

rfo
m

an
ce

 
M

ea
su

re
s 

(S
PM

s)
Ke

y 
Pe

rfo
rm

an
ce

 
In

di
ca

to
rs

 (K
PI

s)

St
ra

te
gi

c 
He

al
th

 
In

di
ca

to
rs

 
(S

HI
s)

 
Note: Enterprise KPIs (EKPIs) attract payment incentives and are intended to measure the contractor’s contribution 

to delivering improved health outcomes. Enterprise KPIs have been coloured yellow. 
Note: Contract KPIs (CKPIs) affect the payment of the ‘At-Risk’ amount. Contract KPIs are intended to measure the 

contractor’s ability to provide a contracted health professional workforce to meet Defence’s long and short-term 
requirements. Contract KPIs have been coloured orange. 

Note: Strategic Performance Measures (SPMs) are used to assess whether to award a contract term extension. 
Strategic Performance Measures have been coloured light blue. 

Note: Strategic Health Indicators (SHIs) are used by the Commonwealth to validate KPIs and measure the 
performance of services not linked to a performance payment. Strategic Health Indicators have been coloured 
green. 

Source: ADF health services contract. 

3.9 The ANAO examined the measures and indicators, their purpose in the hierarchy, and 
whether they have been implemented. As discussed in Table 3.1 below, the Enterprise KPIs (EKPIs) 
and Strategic Health Indicators (SHIs) have been partly implemented. The Strategic Performance 
Measures (SPMs) have been largely implemented and the Contract KPIs (CKPIs) have been fully 
implemented.  
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Table 3.1: Performance measures and indicators 
Measures and indicators ANAO assessment of implementation status 

Enterprise Key Performance Indicators (EKPIs)  
Three EKPIs are used to assess the contractor’s 
contribution to ‘delivering improved longitudinal health 
and functional outcomes for Eligible Personnel and 
value for the Commonwealth’. 
• EKPI-01 is intended to measure health outcomes 

for Eligible Personnel.a  
• The Performance Management Framework 

(PMF) identifies six population health metrics that 
are to be used to assess EKPI-01:  
− two metrics are associated with return to work; 
− one metric is associated with dental care; 
− one metric is associated with health literacy 

and capacity for self-care; and 
− two metrics are associated with back care. 

• The PMF also identifies that a baseline for the six 
population health metrics was to be established 
during the 12 month performance implementation 
period (1 July 2019 to 30 June 2020). 

• EKPI-02 and EKPI-03 are intended to assess 
patientb and command experience.c The 
assessment is undertaken using a survey that 
was designed by the contractor and approved by 
Defence in April 2021. 

• The EKPIs affect the contractor’s entitlement to 
performance incentives. 

Partly implemented 
At December 2022 EKPI-01 had not been 
implemented, as a population health baseline had not 
been established. Defence is therefore unable to 
assess the extent to which the contractor has 
contributed to improved health outcomes. 
• Adjustments to the population health metrics used 

to assess EKPI-01 were discussed in June 2020.  
• In October 2020, the performance implementation 

period was extended by six months (to December 
2020) to allow more time to complete the 
baselining activity. 

• In November 2020, the contractor proposed new 
population health metrics. The proposal was not 
agreed by Defence in August 2021. 

• In September 2021, the contractor proposed an 
alternative EKPI-01 metric. Feedback on the 
proposal was provided by Defence to the 
contractor in February 2022.  

• In June 2022, Defence advised the contractor to 
pause any further work until the review of the 
performance management framework was 
finalised.  

• As at March 2023, work to implement EKPI-01 
had not recommenced and Defence was 
progressing a body of work to revise the 
performance management framework. 

Implementation of EKPI-02 and EKPI-03 was 
delayed. The surveys were released in April 2021 and 
associated reporting commenced in June 2021. 

Contract KPIs (CKPIs)  
The four CKPIs are intended to measure the 
contractor’s ability to provide a contracted health 
professional workforce.  
The ‘at-risk’ amount is either fully retained by the 
contractor or a portion is released to Defence based 
on contractor performance.  
All four CKPIs are related to provision of the 
contracted health workforce. All CKPIs have been 
used to determine the ‘at risk’ amount that is to be 
released. 
• CKPI-01, 02 and 03 are intended to contribute to 

‘a joint health effect that enables Capability and 
provides care for Eligible Personnel’. 

• CKPI-04 is intended to contribute to ‘a health 
effect that enables Capability and provides 
administrative support to the Chief Medical Officer, 
Defence Force Recruiting’. 

Fully implemented 
All four CKPIs have been implemented. 
Three CKPIs have been in place and reported on 
since the operative date. 
On 12 May 2020, the PMF was modified to 
incorporate a new CKPI, CKPI-04, to reflect the 
inclusion of six additional full-time equivalent Medical 
Officer positions to provide services to Defence Force 
Recruitment.d 

The fourth CKPI has been reported on since its 
introduction in May 2020. 
As at October 2022, $18.8 million of the ‘at-risk’ 
amount had been retained by Defence. 
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Measures and indicators ANAO assessment of implementation status 
The achievement of workforce fill rates are quantity 
measures that do not address workforce quality or 
effectiveness. 

Strategic Performance Measures (SPMs) 
The purpose of SPMs is to:  
• validate the effectiveness of the CKPIs and 

EKPIs;  
• measure the provision of services; and  
• assess whether to award a term extension to the 

contractor.  
Of the eight SPMs, six are to be assessed by the 
Commonwealth, and two are to be assessed by the 
contractor.  
For each of the SPMs, the PMF identifies the party 
responsible for undertaking the assessment, the 
methodology, performance thresholds and rating 
scale, data source, data owner and review period.e  

Largely implemented  
Defence has conducted a desk top appraisal against 
the eight SPMs every six months since January 2020. 
• For the six SPMs that require Defence input, 

Defence is to provide the results of its assessment 
to the contractor, who is to include the information 
in the quarterly contract status reports (CSRs).  

• The results of these assessments were not 
provided to the contractor for the January–June 
2020 and July–December 2020 periods. The 
appraisal for January–June 2021 was provided in 
November 2021.  

• While Defence did not provide this information to 
the contractor until November 2021, it conducted 
an assessment against each of the measures as 
required. The contractor has included 
self-assessments against each of the measures 
and reported the results in the CSRs.   

The ANAO examined the self-assessments 
undertaken by Bupa and reported in the CSRs and 
has identified instances where the assessment 
methodology has not been complied with and the 
recorded results did not align with the performance 
thresholds established.  

Strategic Health Indicators (SHIs)  
SHIs are used by Defence to validate the 
effectiveness of the KPIs and measure the 
performance of services that are not linked to a 
performance payment. 
Reporting on the SHIs comprises six dashboards 
which report on: readiness; wellbeing; patient 
experience; command experience sustainability; and 
cost efficacy. 
The Commonwealth is to provide the contractor a 
cost transparency performance assessment for 
inclusion into the contractor’s reporting bi-annually. 

Partly implemented 
For each of the seven SHIs, the PMF identifies the 
performance thresholds, rating scale, data source, 
data owner and review period.  
Of the six dashboards, four have either not been 
implemented, have been suspended, include 
components that are not being tracked, or the results 
as reported do not match the description of the 
assessment threshold.  
In June 2021, the contractor reported that Defence 
had agreed that a formal dashboard for SHI-04 
(command experience) was no longer required. In 
February 2023, Defence advised the ANAO that the 
contractor had not been advised to cease reporting 
for SHI-04.  
At October 2022, reporting on SHI-02 had been 
suspended until EKPI-01 was remediated. 

Note a: To measure improved population health outcomes, the contract identifies six population health metrics that will 
be used: dental care; degree of health literacy and capacity for self-care; two metrics associated with return to 
work; and back care. 

Note b: The patient experience includes satisfaction and experience. The performance management framework for the 
contract states that a patient’s overall satisfaction is considered to be influenced by, but not limited to, 
timeliness, privacy, communication, ease of use, facilities, and perception of clinical quality. 
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Note c: The Defence command experience includes satisfaction and experience. The performance management 
framework for the contract states that command satisfaction is considered to be influenced by, but not limited 
to, the quality of clinical outcomes, communication, engagement, and reporting. 

Note d: At October 2022, there were 17 full-time equivalent Medical Officer positions identified to provide support 
directly to Defence Force Recruitment. 

Note e: The review periods for the Strategic Performance Measures vary. One SPM (SPM-04 Innovation) is to be 
reported on annually. Four SPMs (SPM-03 Health Steward, SPM-06 Cost Containment, SPM-07 Relationships 
and SPM-08 Best for Defence) are to be reported on bi-annually and three SPMs (SPM-01 Agility to support 
readiness, SPM-02 Commitment to patient satisfaction and SPM-05 Defence ready) are to be reported on 
quarterly.  

Source: ANAO analysis of Defence documentation. 

Review and evaluation of the performance measurement framework (PMF) 

3.10 The PMF included a 12-month performance implementation period for the EKPIs. The 
performance implementation period was to be in place from the contract’s operative date (1 July 
2019) to 30 June 2020. The objectives of the performance implementation period were to:  

• validate the accuracy of the EKPIs as appropriate measures to assess the extent to which 
the contractor is contributing to the achievement of enterprise outcomes;  

• confirm that the data collected and used to measure performance provides an accurate 
and valid measure;  

• verify the processes for the collection of the data, measurement and reporting of EKPIs; 
and  

• minimise the impact of unrepresentative performance discrepancies.  
3.11 The PMF identifies six population health metrics that are to be used to assess EKPI-01. These 
are: dental care; degree of health literacy and capacity for self-care; two metrics associated with 
return to work; and back care. The 12 month performance implementation period (1 July 2019 to 
30 June 2020) that applied to EKPIs was also to be used to establish a baseline for the six population 
health metrics. In June 2020, the contractor reported that the six population health metrics were 
yet to have a baseline established and that data from Defence was required to complete the activity. 
On 8 October 2020 the performance implementation period was extended to 31 December 2020 
to allow more time to establish a baseline for the population health metrics and enable Defence to 
assess the contractor’s contribution to improved health outcomes as measured by EKPI-01. In 
February 2021, the contractor advised Defence of challenges in measuring the EKPI-01 metric as 
outlined in the contract. As discussed in Table 3.1, as at December 2022, EKPI-01 had not been 
implemented and Defence was unable to assess the extent to which the contractor has contributed 
to improved health outcomes. As at March 2023, work to implement EKPI-01 remained paused 
while Defence progressed a body of work commissioned in November 2021 to revise the PMF (see 
paragraphs 3.12 and 3.13). 

3.12 In November 2021, Defence commissioned an external consultancy to undertake a review 
of the PMF.70 The purpose of the review was to assess whether: the performance management 
framework was achieving required outcomes; whether the metrics appropriately incentivise the 
contractor to achieve the targets; and examine the position put forward by the contractor that a 
number of measures were not achievable and were considered 'unfair'. In April 2022, the 
consultants provided Defence with the review findings and in August 2022, the review report was 

 
70 Defence engaged the consultants (EY) under a standing offer panel arrangement.  
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presented to Defence and the contractor at the Garrison Management Committee. The review 
found that the PMF: 

• structure was not punitive; 
• works as intended to ensure equitable service delivery across all facilities;  
• rewards volume of care over quality of care;  
• does not clearly relate to and incentivise achievement of contract objectives; 
• includes performance thresholds that have not been consistently validated against service 

delivery requirements, and are highly sensitive to small changes in performance; 
• reporting does not consistently provide the granularity required to inform operational 

decision making; 
• incentivises the contractor to fill short-term absences even where not required; and 
• potentially incentivises the contractor to fill roles with anyone with the appropriate 

credentials rather than selecting staff who are high performing and suitable for the 
Defence environment.  

3.13 The review did not make any recommendations however it did identify opportunities for 
improvement. For example, the review found that that there would be benefit in clarifying the 
methodology and data sources used by Defence to assess the qualitative performance measures. 
Defence started a process in late 2022 to update and revise the PMF to address the issues identified 
by the reviewers. In February 2023 Defence advised the ANAO that a project to revise the PMF was 
underway.  

Performance payments 
3.14 The ADF health services contract includes a range of payments to support Defence manage 
contractor performance. The performance payments are detailed in Table 3.2 below.  

Table 3.2: Performance–related payments  
Financial 
lever 

Contract description and implementation 

Incentive 
payments 

Incentive payments are intended to reward the contractor for its contribution to the 
achievement of enterprise level outcomes.  
The maximum amount of incentive payable is two per cent of the total price associated 
with all services completed within a review period. The incentive amount is either fully 
earned, partially earned or not earned. 

At-risk 
amounts 

At-risk amounts apply to the provision of the contracted health professional and 
occupational rehabilitation workforce. At-risk amounts can either be fully earned or 
reduced where the contractor is unable to meet the contracted workforce requirements 
as outlined in the workforce plan and measured through the Contract KPIs (CKPIs). 
The at-risk amount is calculated as five per cent of the total cost of the actual hours 
worked within a review period by the contracted health workforce, the external 
rehabilitation providers and rehabilitation support officers.  

Source: ANAO analysis. 

3.15 When the contractor has submitted claims for performance payments to Defence, Defence 
has verified the calculations are accurate and paid the invoice. As at October 2022, Defence had 
made incentive payments totalling $7 million and retained $18.8 million of the ‘at-risk’ amount.  
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3.16 Under the contract restrictions apply to claims for incentive payments. The restrictions are 
intended to ensure that such payments are not made where key requirements have not been met. 
For example, where the Commonwealth is entitled to claim liquidated damages or terminate the 
contract for default.  

3.17 For the period examined by the ANAO (July 2019 to October 2022), performance payments 
were made in error by Defence. That is, performance payments were made in cases where 
contractual clauses restricting certain payments had been triggered. In July 2022, the ANAO advised 
Defence that it had identified $4.7 million in incentive payments had been made in error as the 
contractual clauses restricting certain payments had been triggered. In August 2022, another 
performance payment of $1.1 million was claimed and paid by Defence in error. Subsequently, 
Defence sought legal advice and commenced a review to identify all instances where contractual 
clauses restricting certain payments had been triggered and if other incentive payments had been 
made in error. Defence has also sought to recover the funds identified as paid in error, as a debt 
owed to the Commonwealth. 

Performance reporting, reviews and assessments 
Performance reporting 

3.18 The contract requires the contractor to provide a monthly transactional report and a 
quarterly CSR. Each CSR is to include 14 components, including a performance measurement report 
intended to help Defence assess the contractor’s performance against the performance measures 
(see Figure 3.1).  

3.19 The ANAO examined the 13 CSRs submitted between 1 July 2019 and 30 September 2022 
and found that the performance measurement reports largely met the minimum standards 
established in the ADF health services contract. 

Performance reviews and assessments  

3.20 The contract sets out six types of performance reviews that are to be undertaken: periodic 
performance reviews; combined and/or individual services performance reviews; contract 
performance reviews; performance assessment reviews; and award term assessments, inclusive of 
periodic cost reviews.  
Periodic performance reviews 

3.21 Periodic performance reviews are to be conducted by the contractor. The contract states 
that periodic performance reviews are to be conducted in accordance with the approved Services 
Management Plan (SMP) and are to report on and review: the performance of services provided in 
the period just completed against the requirements of the contract, including the requirements of 
the Statement of Work; the estimated requirements for services in next and future periods; and 
any issues or risks that could affect the provision of the services in future periods.  

3.22 The contract sets out that the frequency of these reviews is to be identified in accordance 
with the approved SMP; and that details of how the contractor proposes to conduct them are to be 
included in a communications plan. A communications plan was approved in March 2019 for the 
transition-in period as required under the contract (the contract was to take effect from 1 July 2019, 
after a six month transition-in period). However, a communications plan has not been in place since 
1 July 2019 and the SMP does not refer to periodic reviews. In November 2022, Defence advised 
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the contractor that the intent of the periodic performance reviews was being met through the 
provision of feedback on the quarterly CSRs.   
Combined and individual services performance reviews 

3.23 Combined services performance reviews are to be conducted by the contractor at intervals 
of no greater than three months unless otherwise agreed with the Commonwealth Representative. 
For individual services performance reviews, Defence may request at its discretion that the 
contractor participate in those reviews. The aim of both types of performance reviews is to provide 
an opportunity for both parties to discuss the provision of services, including any issues. The reviews 
are to consider matters that have been included in the CSRs and any other applicable reports.  

3.24 While these aims are outlined in the contract, the mechanism through which the reviews 
are to be conducted are not identified. Additionally, there is no reference to a plan or guide, such 
as the SMP, that would otherwise set out how these contractual requirements should be met.  
Contract performance reviews 

3.25 Contract performance reviews are joint reviews, involving an appraisal by Defence of the 
contractor’s performance and an appraisal by the contractor of Defence’s performance. The aims 
of these reviews are to:  

• consider matters reported in the CSRs, including problems, opportunities, risks and issues 
relating to the services; and 

• facilitate the early identification and mitigation of any adverse effects on the contract of 
contractor or Commonwealth performance, and to deal with external changes impacting 
upon the contract. 

3.26 The SMP, approved by Defence, identifies that joint contract performance reviews are to be 
undertaken every six months, or at a time as otherwise agreed. While Defence has not conducted 
the contract performance reviews as required under the contract, it has conducted a desk-top 
performance appraisal every six months since January 2020.  

3.27 The ANAO examined the timeliness of Defence’s provision of appraisals to Bupa. Appraisals 
were not provided to Bupa for the January–June 2020 and July–December 2020 periods. The 
appraisal for January–June 2021 was provided in November 2021. The appraisal for July–December 
2021 was provided in June 2022. The appraisal for January–June 2022 was provided in December 
2022.  
Performance assessment reviews 

3.28 The contract includes two mechanisms to assess contractor performance against contracted 
requirements — performance assessment reviews and award term assessments. 

3.29 The aims of performance assessment reviews are to enable Defence to: 

• consider the contractor’s adjusted performance score for each KPI and performance 
against other applicable performance measures; 

• provide an appraisal of the contractor’s performance;  
• consider evidence provided by the contractor in support of any performance adjustment 

claims; 
• determine the performance payments; and 



 

 
Auditor-General Report No. 24 2022–23 
Defence’s Management of the Delivery of Health Services to the Australian Defence Force 
 
64 

• review the analysis of potential Initiatives and the progress of Approved Initiatives as part 
of the Continuous Improvement and Innovation (CII) program. 

3.30 Defence has tracked the contractor’s adjusted performance score for each KPI, Strategic 
Performance Measure and Strategic Health Indicator since July 2019. Defence has also conducted 
a desk-top performance appraisal every six-months since January 2020. (See paragraphs 3.26 to 
3.27.)  

3.31 As at December 2022, Defence had not held a performance assessment review meeting to 
determine the performance payments or review the analysis of potential incentives and progress 
of Approved Initiatives as part of the CII program.  

3.32 In the absence of performance assessment review meetings, Defence has done the 
following.  

• When the contractor has submitted claims for performance payments to Defence, 
Defence has verified the calculations are accurate and paid the invoice (see 
paragraph 3.15). 

• The contractor’s progress to implement Approved Initiatives was initially reported to the 
Garrison Management Committee (GMC) prior to the commencement of the Continuous 
Improvement and Innovation (CII) Committee in April 2021.71 Since April 2021, the 
progress of Approved Initiatives has been monitored by the CII committee, with updates 
provided to the GMC and a summary of progress provided to the PGB. 

3.33 In October 2022, the contractor wrote to Defence requesting that the performance 
assessment review meetings be held. Defence responded in November 2022 and proposed that the 
Contract Delivery Committee (CDC) be used to meet the intent of the performance assessment 
review requirements outlined in the contract. 

3.34 In February 2023, Defence advised the ANAO that it monitors performance payments 
monthly and has implemented an internal process to review the payment of potential incentives. 
The ANAO reviewed the supporting evidence provided and noted that while Defence has 
strengthened its assessment, review and approval activities, work to document, formally approve 
and implement the improved assessment and review processes had not yet been completed. In 
regard to the progress of Approved Initiatives, Defence advised the ANAO that the CII committee is 
responsible for monitoring progress.  
Award Term Assessment 

3.35 The contract expiry date is 30 June 2025, unless it is extended by an ‘Award Term’. Award 
term assessments are used to determine if an award term extension will be granted. The 
assessment process and criteria are set out in the contract. The criteria are as follows. 

• The contractor has performed its obligations in a manner which satisfies the contract 
objectives. 

 
71 In February 2022, Defence’s Enterprise Business Committee was advised that three key continuous 

improvement and innovation initiatives had been jointly implemented. The purchase of four ADF dedicated 
low acuity mental health inpatient beds at the Darwin Private Clinic. The booking and payment of a GP 
appointment for all ADF members transitioning from Defence to enable a clinical handover. A national 
telepsychiatry initiative to improve access to psychiatry services. 
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• The contractor’s behaviours have positively contributed to its performance against the 
objectives of the contract and the performance requirements. 

• The contractor’s performance has been assessed as being in performance band ‘A’ or ‘B’ 
for every review period. 

• The contractor’s performance against the Enterprise KPIs and Other Performance 
Measures relevant to an award term is acceptable to the Commonwealth (Strategic 
Performance Measures). 

• The outcome of a periodic cost review, conducted in accordance with the contract, is 
acceptable. 

• The contractor has received no more than two ratings of ‘unsatisfactory’ in respect of the 
Continuous Improvement and Innovation (CII) Program at the Performance Assessment 
Reviews. 

• The contractor has not been required to raise a remediation plan, or where one or more 
remediation plans have been required, the contractor has, in the opinion of the 
Commonwealth Representative, completed all the steps and activities required.  

3.36 Since contract signature Defence has conducted one award term assessment and was in the 
process of conducting a second during this audit.72 The first assessment commenced in April 2021 
and included  a periodic cost review (PCR) that commenced in July 2021, upon receipt of the 
necessary financial data from the contractor.73 The award term assessment used the desk-top 
appraisals conducted by Defence to inform Defence’s assessment of contractor performance 
against the performance measures. 

3.37 Completion of the first award term assessment was due by 30 June 2022. In May 2022, 
Defence sought and obtained agreement from the contractor to amend the initial award term 
determination date to 30 September 2022. The award term assessment results were provided to 
the contractor in August 2022.  

3.38 In summary, Defence considered that the contractor’s performance was ‘unsatisfactory’ 
and elected not to offer an award term extension, reducing the maximum duration of the contract 
to nine years. The contractor was advised that it was expected to develop and comply with a 
remediation plan to:  

• lift performance against the contract KPIs, and ensure Defence has complete transparency 
of its subcontractor’s remediation plan;  

• develop and implement ICT systems and process functionality enhancements, including 
the overall effectiveness of the iRBS; 

• develop and implement a communication strategy to ensure timely management of 
emerging risks and issues including performance shortfalls; and 

• address audit findings regarding the invoicing issues identified.  

 
72 The second award term assessment process covers the period 1 July 2022 to 30 June 2023 and is scheduled to 

conclude no later than 30 September 2023. 
73 The contractor submitted the financial data required on 30 June 2021. 
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4. Service delivery 
Areas examined 
This chapter examines how Defence assures itself that the delivery of health services meets 
contracted requirements, and whether the expected cost and service delivery efficiencies under 
the contract have been realised. 
Conclusion 
Performance measurement and assessment arrangements are not fully functioning and Defence 
is not well placed to provide assurance that services are being delivered effectively against the 
contracted requirements. Key arrangements and initiatives to drive and monitor benefits 
realisation have not been fully implemented and Defence is not able to demonstrate that the 
expected cost and service delivery efficiencies under the contract have been realised.  
Recommendations 
The ANAO has made two recommendations to improve Defence’s contract management, by: 
ensuring that contractor managed ICT systems used to deliver services to ADF members are 
accredited in a timely manner; and improving Defence’s ability to assess the extent to which cost 
and service delivery efficiencies are able to be realised.  

4.1 This chapter examines how Defence provides assurance that the delivery of health services 
meets contracted requirements, and whether the expected cost and service delivery efficiencies 
under the contract have been realised.  

4.2 The effective delivery of contracted requirements and the achievement of expected 
efficiencies, supports the achievement of value for money as required by the Commonwealth 
Procurement Rules, and the proper use of public resources as required by the Public Governance, 
Performance and Accountability Act 2013 (PGPA Act).74  

Have services been delivered effectively against contracted 
requirements? 

Without fully functioning performance measurement and assessment arrangements, Defence 
is not well placed to provide assurance that services are being delivered effectively against the 
contracted requirements. 

The contract establishes a range of credentialing, training and security requirements intended 
to ensure that the services are fit-for-purpose for the Defence environment. Assurance 
arrangements for credentialing are fully established, and largely established for the training and 
security requirements. The security requirements were not established in a timely manner, 
with the contractor’s ICT system operating under provisional accreditation for almost four years 
between June 2019 and April 2023. 

 
74 Under the PGPA Act the Accountable Authority of the Department of Defence is required to govern the entity 

in a way that promotes the proper use and management of public resources for which the authority is 
responsible. The term ‘proper’ when used in relation to the use or management of public resources, means 
efficient, effective, economical and ethical. 
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Health services 
Health services provided to ADF personnel  

4.3 As discussed in paragraph 1.3, access to off-base health care facilities and staffing of on-base 
facilities is acquired by Defence through the ADF health services contract.  

4.4 Health services are provided to eligible Defence personnel, comprising approximately 
60,000 permanent ADF members and approximately 25,000 reservists. Health services are provided 
day-to-day across 51 health centres and clinics located on Defence bases throughout Australia.75 
Where an ADF member needs health care that cannot be provided on-base, ADF members are able 
to access a network of health care facilities and providers off-base.  

4.5 As discussed in paragraphs 1.14 and 1.15, a large and diverse health professional workforce 
is engaged under the contract to provide health services to ADF members on-base (see Figure 1.1) 
and a wide variety and large volume of health services are available to, and have been accessed by, 
ADF members through the off-base network (see Figure 1.2).  

Health services provided to civilians 

4.6 While the ANAO has not audited the delivery of clinical services under the ADF health 
services contract, Defence advised the ANAO that the contract had been used to provide health 
services to civilians as part of Operation COVID Assist, under Defence Assistance to the Civil 
Community (DACC) arrangements.  

4.7 The ADF health services contract defines ‘Eligible Personnel’ as: 

ADF personnel, reserve members serving on continuous full time service, reserve members serving 
on other than continuous full time service, and General Reserve–Special Reserve as detailed in the 
Defence Health Manual … and any other personnel approved by the Commonwealth. 

4.8 In March 2021, Defence advised the contractor that it had declared ‘residents of aged care 
facilities’ as ‘Eligible Personnel’ and aged care facilities as ‘Defence places of work’ to enable its 
contracted health professionals to deliver COVID-19 vaccinations to those residents as part of DACC 
arrangements.76 

4.9 The Defence Health Manual states that a Defence member’s eligibility is associated with the 
member's Service Category or Service Option.77 While the focus is on permanent ADF members and 
reservists, the manual also outlines that ‘Defence health services provides care for civilians only 
when appropriate civilian resources are not readily available and until the patient can be safely 

 
75 The 51 health centres and clinics include RMAF Butterworth, Penang, Malaysia.  
76 The contractor was informed by Defence in writing on 10 March 2021 that this declaration had been agreed 

with the Director-General Health Business and Plans (SES Band 1 equivalent) to ‘mechanise this from a 
contract perspective’. 

77 ADF Service Options and Categories are outlined at: Department of Defence, ADF Total Workforce System | 
Pay and Conditions [Internet], available from 
https://pay-conditions.defence.gov.au/adf-total-workforce-system [accessed 19 March 2023]. Health services 
are predominantly available to members in ADF Service Categories 2 to 7. 
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transferred to a non-Defence health services provider.’ Notwithstanding this, the Defence Health 
Manual expressly does not apply to assistance provided under DACC arrangements.78  

4.10 In March 2023, the ANAO asked whether Defence had quantified the cost of providing 
health services to civilians as part of Operation COVID Assist. Defence advised the ANAO that the 
costs could not be quantified due to an inability to separate the work undertaken by the contracted 
workforce for Operation COVID Assist from business-as-usual tasks.79 Defence further advised that 
‘all ADF health services contract costs associated with directly supporting Operation COVID Assist, 
Op FLOOD Assist and Op BUSHFIRE Assist’ were absorbed by Joint Health Command and therefore 
Defence did not seek ‘no win/no loss’ funding.80  

4.11 In May 2023, the ANAO asked Defence for documentation confirming the contractual basis 
for the deployment of its contracted health professionals into aged care facilities, and to confirm 
the source of the policy authority supporting their deployment. Defence advised that it could not 
provide any further information as it had already provided the ANAO with the extent of the available 
contemporaneous evidence.81   

4.12 Defence’s inability to confirm the source of policy authority for decisions taken as recently 
as 2021, limits its ability to support Parliamentary scrutiny and external review of its decision-
making and administration. Other shortcomings in Defence’s record keeping arrangements for the 
ADF health services contract were discussed in paragraphs 2.7 to 2.8. Recommendation 1 in this 
audit report is that Defence ensure that all record keeping requirements are complied with.  

 
78 The Defence Health Manual defers to the Defence Assistance to the Civil Community Manual for these 

arrangements.  
 See: Defence, Support to the Australian Community [Internet], available from 

https://www.defence.gov.au/programs-initiatives/support-australian-community.  
 The current version of the DACC Policy — consistent with the two preceding versions (in 2019 and 2020) — 

outlines examples that are not to be considered as DACC, including the ‘provision of emergency health care to 
civilians by Defence health personnel to save life and relieve suffering when civilian health resources are not 
readily available’. 

 See: Department of Defence, Defence Assistance to the Civil Community Policy [Internet], August 2021, 
available from https://www.defence.gov.au/sites/default/files/2020-12/DACC-Policy.pdf [accessed 19 March 
2023].  

79 For example, a nursing officer may spend six hours undertaking pre-deployment medicals and two hours 
undertaking routine primary health care. This breakdown of work undertaken is not captured and therefore 
cannot be quantified. 

80 In circumstances where the ADF undertakes peacekeeping or other operations for which no financial 
allowance was made in the overall Defence budget, an appropriate adjustment for this operation may be 
added to the funding base as a one-off inclusion. Such items are often described as being funded on a 'no win, 
no loss' basis. 

81 Recent ANAO audit work suggests that potential policy authority may have been provided by the Australian 
Government through its approval of a National Framework for Addressing Localised Outbreaks of COVID-19 in 
April 2020. The framework set out that if certain conditions were met, Australian Government ‘sponsored 
deployable [medical] capability (AUSMAT [Australian Medical Assistance Teams] or the ADF) may be 
requested’ to provide ‘medical and other support capability for localised outbreaks when the capacity of state 
and territory medical resources … is exceeded. A range of conditions and potential scenarios were set out 
within the framework, including ‘in a high-density residential care facility where ability to maintain effective 
social distancing is limited, including aged care, quarantine, detention and correctional facilities’. 
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Performance Management Framework 
4.13 The performance assessment process set out in the Performance Management Framework 
(PMF) for the contract, is intended to measure and assess the contractor’s performance against the 
required outcomes. The PMF was reviewed in chapter 3.  

4.14 As discussed in paragraph 3.9, the performance measures underpinning the assessment 
arrangements have been partly implemented, with the exception of the Contract KPIs (CKPIs) which 
have been fully implemented.  

4.15 Without fully functioning performance assessment arrangements, Defence is not well 
placed to assure itself that services are being delivered effectively against the contracted 
requirements. 

Arrangements to provide assurance that credentialing, training and security 
requirements have been met that support the effective delivery of services in the 
Defence environment 
4.16 To support the effective delivery of the contracted services, the ADF health services contract 
establishes a range of requirements that are intended to ensure that the services are fit-for-purpose 
for the Defence environment. These include credentialing, training and security requirements.  

4.17 The security requirements include accreditation requirements that apply to service 
providers engaged by the contractor to provide health services to ADF members. Other security 
requirements applying to the contractor and its subcontractors relate to the ICT systems used to 
collect, record and transfer health information. Under the contract, the ICT system used by the 
contractor to deliver health services to ADF members is required to be accredited. The accreditation 
is required as the ICT systems collects, records and transfers personally identifying information. 

4.18 Defence’s arrangements to provide internal assurance that credentialing, training and 
security requirements have been met, are detailed in Table 4.1 below. In summary, assurance 
arrangements for credentialing are fully established, they are largely established for the training 
and security requirements.  
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Table 4.1: Assurance arrangements for contracted credentialing, training and security 
requirements 

Category Contract requirement ANAO comment 

Credentialing The contractor, its 
subcontractors and health 
practitioners, ‘shall at all times, 
hold all credentials: required by 
Law to be held by the 
Contractor, Subcontractor or 
Health Practitioner, as 
relevant; and in the case of a 
Health Practitioner performing 
Services on-base or for 
MATRS [Medical Advice, 
Triage and Referral Service], 
required in the applicable 
position description.’ 
The contractor is required to 
certify on an annual basis that 
all health practitioners are 
appropriately credentialed.  
The contractor is to provide 
Defence with evidence and 
details of initial and ongoing 
credentialing on request. 

Fully established 

• Defence relies on self-reporting from Bupa to obtain 
assurance that the credentialing requirements have 
been met. In November 2020, September 2021 and 
July 2022, the contractor provided an annual letter of 
certification to Defence as required, confirming that: 
− all Health practitioners providing health services to 

Eligible Personnel and engaged by Bupa for the 
performance of Services are appropriately 
credentialed.   

• The quarterly Contract Status Reports (CSRs) include 
reporting on credentialing and have reported on the 
results of credentialing audits conducted by the 
contractor, its subcontractors, and Joint Health 
Command. 

• The ANAO identified instances of follow-up activity 
regarding credentialing. In response to a request from 
Defence, the contractor notified Defence in November 
2022 of 224 instances (between July 2019 and June 
2022) where contracted health support personnel were 
providing services without the appropriate credentials. 

Training The contractor is responsible 
for ensuring that all contracted 
health professionals 
performing services are 
appropriately trained and 
comply with the induction and 
training requirements, 
including position specific 
continuous professional 
development.   
The contractor is to develop 
and maintain a training plan.  
The contractor is to keep 
auditable records to 
demonstrate compliance with 
the relevant training 
requirements. Defence may, at 
any time, request evidence 
that contractor personnel have 
satisfactorily completed the 
specified training. 

Largely established  
• The first training plan submitted by the contractor was 

approved by Defence in April 2019, and was last 
updated in March 2021. As at December 2022 
Defence had not completed its review of, or approved, 
a further update of the training plan submitted by the 
contractor in March 2022. 

• The records reviewed by the ANAO indicate that 
Defence has not kept the training requirements 
outlined in the contract up to date. The contract refers 
to courses that are no longer offered.  

• Completion of training is monitored by each Joint 
Health Unit (JHU). The ANAO’s review of meeting 
minutes for on-base operational meetings (ADFHSC 
JHU meetings) indicates that training, new starter 
induction and credentialing is a standard agenda item. 
Monitoring by the JHUs is a key source of assurance 
as they are responsible for the day-to-day operations 
of the health services across each region and have a 
working level understanding of training requirements. 

• Training is not required to be, and has not been, 
included in the quarterly CSRs.  
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Category Contract requirement ANAO comment 

Security The contractor is responsible 
for ensuring that: 
• it, and its subcontractors 

obtain and maintain 
Defence Industry Security 
Policy (DISP) membership;  

• contracted health 
professionals and 
administrative support 
personnel engaged by the 
contractor and its 
subcontractors hold, at 
minimum, a baseline 
security clearance; and  

• the ICT systems used to 
deliver health services are 
accredited.   

These requirements have 
been included to ensure that 
the contractor and its 
subcontractors comply with 
Defence’s security 
requirements and the Defence 
Security Policy Framework 
(DSPF). 
DISP members are to 
complete an Annual Security 
Report.  
 

Largely established 

• On 20 December 2019, the contractor obtained DISP 
membership at: level one (protected) for governance 
and personnel; and entry level 
(unclassified/dissemination limiting markers) for 
physical, information and cyber security.a 

• The contractor provided its 2020 Annual Security 
Report to Defence in June 2021. The 2021 report was 
provided in December 2021. The 2022 report was 
provided in December 2022.b 

• Defence commenced a DISP audit in November 2022. 
• Joint Health Command (JHC) maintains a log of how 

many new security clearances have been granted and 
how many security clearances in total have been 
granted. The log is updated monthly and has been 
maintained since July 2019.  

• A separate security report is not required and has not 
been included in the quarterly contract status report. 
However, the contractor is required to disclose 
notifiable incidents, and has done so.  

• Provisional accreditation of the contractor’s ICT system 
was achieved in June 2019.  

• In December 2022, Defence identified that the residual 
risk rating of ‘moderate’ was sufficient to recommend 
that the system be accredited.c  

• Formal accreditation of the system was achieved in 
April 2023.  

Note a: The contractor’s ICT system used to deliver health services to ADF members stores personally identifiable 
information.  

Note b: The Annual Security Reports for 2020 and 2021 were provided to the Defence Industry Security Office (DISO). 
Copies of these reports were not provided to Joint Health Command, until requested in October 2022. The 
Annual Security Report for 2022 was provided to DISO and a copy was also provided to Joint Health Command. 

Note c: As part of the 2020–21 Defence financial statements audit, the ANAO found that Defence was unable to provide 
evidence and assurance that personally identifiable information was being managed appropriately. In 2021–
22, the finding remained unresolved. 

Source: ANAO analysis of Defence documentation. 

4.19 Table 4.1 indicates that while formal accreditation of the contractor’s ICT system was 
achieved in April 2023, the accreditation process was not completed in a timely manner. As outlined 
in the table, provisional accreditation was achieved in June 2019 and full accreditation was achieved 
in April 2023, almost four years later. As discussed in paragraph 4.17, the contractor’s ICT system 
collects, records and transfers the personal information of ADF members. Defence therefore 
requires assurance that the risks associated with contractor ICT systems are appropriately 
managed. The ANAO found, as part of its 2020–21 financial statements audit work, that Defence 
was unable to provide evidence and assurance that personally identifiable information was being 
managed appropriately. In 2021–22, the finding remained unresolved. 
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Recommendation no. 3 
4.20 The Department of Defence ensure that accreditation processes for ICT systems that 
manage sensitive, including personally identifiable information, are completed in a timely 
manner, and that risks are identified and effectively monitored to ensure information is being 
managed appropriately. 

Department of Defence: Agreed 

4.21 Defence has already completed full accreditation of the relevant system. Defence notes 
the recommendation aligns with a current body of work to strengthen ICT systems accreditation 
and extant processes that have been established to ensure information risks are managed 
appropriately. 

Have the expected cost and service delivery efficiencies under the 
contract been realised? 

Defence is not able to demonstrate that the expected cost and service delivery efficiencies under 
the contract have been realised, as it has not fully implemented the arrangements intended to 
support benefits realisation. Defence identified the cost and service delivery efficiencies it expected 
to achieve from the contract in a benefits management plan developed during the procurement. 
Benefits management was handed over to the individual business units responsible for contract 
management and service delivery in October 2019. Benefits realisation has not been overseen by 
the responsible governance committees, and there is no evidence of reporting of progress to 
deliver the expected benefits identified in the benefits management plan.  

Other key measures intended to support the realisation of cost and service delivery efficiencies 
have not been fully implemented. As at December 2022, three out of 17 initiatives had been 
implemented. The contractor’s ‘technical solution’ — which includes the referral and booking 
system and services management tools — has not delivered the expected improvements in 
business intelligence. Further, ongoing data quality issues have meant that expectations regarding 
improved data collection and the use of analytics to achieve cost and service delivery efficiencies 
have not been realised.  

The realisation of cost efficiencies has been eroded through unplanned growth in the contracted 
health workforce, the increasing use of flex-fill (short-term additional workforce requirements) and 
the introduction of a second price variation mechanism in 2021.  

As at December 2022, the contract was overspent against its budget. The cost per eligible person is 
11 per cent higher than the benchmark established in 2018 and the total expected value over the 
initial six-year period has increased by $230.2 million, to $3.6 billion dollars. The contract is demand 
driven and Defence has assessed that the realisation of cost savings was impacted by unanticipated 
events such as the 2019–20 black summer bushfires and the COVID-19 pandemic.  

4.22 The objectives of the contract (see Box 1: of this audit report) include the following goals for 
cost and service delivery efficiency.  

• ‘Collaborative delivery of episodes of care, that are effective and efficient’.  
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• ‘To achieve, over the Term, cost savings associated with the delivery of the Services, through 
the identification and implementation of initiatives, innovations and otherwise’.  

• ‘To encourage the most efficient use of resources for the delivery of the Services and 
achievement of the Capability’.  

Arrangements for achieving cost and service delivery efficiencies 
4.23 The cost and service delivery efficiencies that Defence expected to achieve under the new 
ADF health services contract were identified in a benefits management plan and supporting benefits 
register, log and tracker. These documents were developed during the procurement phase of the 
contract, and identified the following strategic benefits that Defence hoped to achieve through 
implementation of the contract. 

• Improved health outcomes. 
• Greater workforce capability. 
• Improved commercial acumen. 
• Improved customer (patient and command) experience.  
• Greater focus on ensuring the health preparedness of ADF personnel. 
4.24 In October 2019, benefits management was handed over to five ‘action owners82’ and was to 
be overseen by the Corporate Governance Board (CGB). The CGB last met in November 2021 and was 
replaced by the Executive Board in 2022.83 In its review of the meeting minutes for the CGB and 
Executive Board, the ANAO found no evidence of progress reporting against the benefits identified in 
the benefits management plan.  

Recommendation no. 4 
4.25 The Department of Defence implement the benefits management plan for the ADF health 
services contract and establish appropriate governance arrangements to monitor and report on 
benefits realisation. 

Department of Defence: Agreed 

4.26 Defence will establish a project team to implement the benefits realisation management 
plan and will establish appropriate governance arrangements to monitor and report on benefits 
realisation. 

Continuous improvement and innovation program 
4.27 Under the contract, the contractor is required to develop, implement and refine, on an 
ongoing basis, a Continuous Improvement and Innovation Program (CII program) that: 

• improves clinical outcomes (including the reduction of low value care where appropriate); 
• enables the cost to the Commonwealth for the provision of services to be reduced; 

 
82 The five action owners identified in October 2019 were: the Director Health Contracts; Director Contract 

Service Delivery Management; Director National Operations; Director Clinical Governance and Clinical 
Services; and Director Health Policy. 

83 The Executive Board is a component of Joint Health Command’s governance framework.  
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• reviews process and procedures to ensure best practices are identified and implemented; 
• promotes a culture of efficiency and cost consciousness between the Commonwealth and 

the contractor that actively seeks to achieve a reduction in the total cost to the 
Commonwealth for the provision of services; and 

• improves the health literacy of eligible personnel and commanders.  
4.28 The contractor is to conduct and manage the CII program in accordance with the approved 
Continuous Improvement and Innovation Plan (CII plan). The CII plan was initially approved in 
September 2019 and was last updated in September 2021.  

4.29 As of December 2022, the CII program had identified 17 initiatives. These were approved 
for implementation by the Continuous Improvement and Innovation Committee (CII committee). 
The CII committee is a joint contractor–Defence committee that convened in April 2021. The 
initiatives that have been identified are summarised in Table 4.2. 

Table 4.2: Continuous improvement and innovation initiatives approved for 
implementation as at December 2022 

Initiative Defence’s 
assessment of 
status 

Goal/Objective 

Inductions and 
orientation 

Approved, yet to 
be implemented 

To support attainment of role specific competencies in 
a timely manner to enable new starters to succeed in 
their role and improve the quality, experience and 
retention of the health workforce. 

Handover of clinical care 
for members 
transitioning from 
Defence 

Implemented Support JHC to meet Ministerial requirement that 
members transitioning from Defence will have an 
appointment with their civilian GP for clinical handover. 

Dartmouth (learning from 
variation) approach to 
healthcare 

Approved, yet to 
be implemented 

Implement a stream of continuous improvement and 
innovation work that incorporates the ‘Dartmouth 
methodology’ for healthcare improvement and 
addressing unwarranted variation. 

Low value care program Implemented A high performing Defence Health System that can 
identify and reduce or eliminate the provision of low 
value care throughout enhanced data and analytic 
capabilities. 

Dental optimisation Approved, yet to 
be implemented 

Greater consistency in service delivery and resilience 
to supply and demand variations. Lower costs of 
provision per episode of dental care. Broader choice 
and more convenient access for eligible personnel 
including flexibility for treatment outside business 
hours. 

Health knowledge 
management 

Approved, yet to 
be implemented 

Better data and digitisation of the delivery of health 
services to improve value for Defence. 

Access to low acuity 
mental health inpatient 
beds 

Pipeline ADF members can readily access low acuity mental 
health inpatient beds in their region. 
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Initiative Defence’s 
assessment of 
status 

Goal/Objective 

Access to low acuity 
mental health inpatient 
beds: the Darwin Clinic 

Operationalised Reduction of clinical risk associated with on-base 
management of eligible personnel at risk. Reduction of 
travel distance to access off-base mental health 
inpatient care at a private facility. Reduction in wait 
times to access off-base mental health inpatient care. 

Telehealth Pipeline Improved timely access to healthcare. 

Telehealth: access to 
GPs through the Medical 
Advice Triage and 
Referral Service 

Approved, yet to 
be implemented 

Provide timely access to GPs via telehealth for ADF 
members through the Medical Advice, Triage and 
Referral Service. 

Telehealth: National 
telepsychiatry service 

Implemented Improve access to and timeliness of psychiatry 
appointments following initial referral for all suitable 
eligible personnel. 

Telehealth: National 
telepsychology service 

Approved, yet to 
be implemented 

Provide a sufficient number of psychologists to ensure 
ADF members have timely access to coordinated, high 
quality and cost effective care that is proximal to the 
member’s location and within clinically appropriate 
timeframes. 

Bundled inpatient care Pipeline Incentivise the delivery of quality care and improved 
health outcomes while managing financial risk. 

Pathology specimen 
barcoding 

Pipeline Ability to track all pathology specimens from point of 
collection to receipt of report. 

Centralised site for 
information pertaining to 
network diagnostic 
service providers 

Pipeline Eligible personnel, command and JHC Health Centre 
staff can easily access important information on their 
health, self-management and how to access care 
when required. 

Eligible Persons (EP) 
feedback 

Pipeline Providing insights to drive continuous improvement 
and innovation. 

Audiology optimisation Pipeline Audiogram services are provided to members in a 
cost-effective manner and in accordance with 
Defence’s WHS requirements. 

Note: The Continuous Improvement and Innovation (CII) Plan defines initiatives in the ‘pipeline’ as initiatives which 
have been approved but are yet to be implemented. The categories of initiatives identified in the opportunity 
register no longer align with the categories in the CII plan. 

Source: Extracted from the ‘opportunities register’ provided to the Continuous Improvement and Innovation (CII) 
Committee at its December 2022 meeting.  

4.30 According to the Performance Management Framework, Defence is to: review, on an 
annual basis, the contractor’s progress to implement the initiatives approved by the CII 
Committee; and provide a copy of the assessment to the contractor for inclusion in the CSR. 

4.31 In February 2022, as part of a business case submitted to Defence’s Enterprise Business 
Committee seeking additional funds for the contract, the committee was advised that three 
continuous improvement and innovation initiatives were underway or had been implemented. 
These were: the purchase of four ADF dedicated low acuity mental health inpatient beds at the 
Darwin Private Clinic; the booking and payment of a GP appointment for all ADF members 
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transitioning from Defence to enable a clinical handover; and a national telepsychiatry initiative 
to improve access to psychiatry services. 

4.32 In April 2022, Defence assessed that the CII Program was starting to deliver improved 
clinical outcomes. The assessment also noted that the:  

program was still in its infancy and noted concerns around the capacity of Bupa and Defence to 
implement the initiatives in a timely manner.  

4.33 As at December 2022, three of the 17 initiatives identified through the CII program had 
been implemented. The remaining 14 initiatives were categorised as either ‘operationalised’, 
‘approved, yet to be implemented’ or in the ‘pipeline’.84  

4.34 The approved initiatives in Table 4.2 (above) are recorded in an ‘opportunities register’ 
that was developed jointly by the contractor and Defence.85 The ANAO examined the register 
and noted that the register does not enable Defence to identify:  

• the link between the proposed initiative and the stated objectives of the CII program;  
• a baseline or benchmark that an initiative is intended to improve; or 
• how success will be measured.  
4.35 In February 2023, Defence advised the ANAO that it acknowledged that: 

• the link between an initiative and the objectives of the CII program is not included in the 
‘opportunity register’; and 

• the ‘opportunity register’ does not contain the expected timeframes, benefits or the 
baseline, that an initiative is intended to improve.  

4.36 Defence also advised the ANAO of the following.  

• Three criteria are used to prioritise initiatives. These are: alignment with the ADF Health 
Strategy, Value for Money, and Risk Reduction. This information is available in a separate 
register.  

• A forward workplan, which identifies expected timeframes for implementation, was 
presented to the Program Governance Board in August 2022.  

• Intended benefits are identified and managed at the individual initiative level.  

Other mechanisms to track planned cost and service delivery efficiencies  
4.37 As discussed in paragraphs 1.9 and 1.11, Defence expected the contract to deliver a number 
of benefits, including cost and service delivery efficiencies. In December 2018, when seeking 
approval to enter into the new contract, Defence advised the Ministers for Defence and Finance 
that the contract would deliver: 

• enhanced health service delivery with a robust continuous improvement and innovation 
process; 

 
84 The categories of initiatives identified in the opportunity register no longer align with the Continuous 

Improvement and Innovation (CII) Plan. The CII Plan identifies five categories of initiatives: pipeline, approved, 
inflight, paused, and operationalised. 

85 The joint opportunities register was approved by the Continuous Improvement and Innovation Committee in 
June 2021. 
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• improved business intelligence through automation, data collection and analysis; and 
• improved commercial arrangements through specific contract mechanisms that promote 

cost containment. 
4.38 Defence also advised ADF members and families that:  

Under the ADF Health Services Contract, Defence will see a greater use of data and analytics in 
health service delivery, the identification and minimisation of low value care, and an increased 
focus on continuous improvement and innovation.86 

4.39 The expected service delivery efficiencies were identified in the contract objectives (see 
paragraph 1.12) and the benefits management plan, register and log (see paragraph 4.23).  

4.40 Mechanisms to achieve these objectives encompassed improved business intelligence, 
including improved data collection and analysis. Defence has also undertaken an internal review of 
cost drivers (see paragraph 4.43). 

4.41 Improved business intelligence — through automation, data collection and analysis — was 
to be enabled and delivered by the contractor through its technical solution.87  Issues regarding the 
functionality and usability of this technical solution have been raised by Defence since entering into 
the contract. In August 2022, Defence advised the contractor that it was to develop and implement 
ICT system and process enhancements to its technical solution, including the ‘intelligent Referral 
and Booking System’ (iRBS).  

4.42 Data quality issues have also affected expectations regarding improved data collection and 
the use of analytics to achieve cost and service delivery efficiencies (see the discussion of data 
quality in paragraphs 2.73 to 2.81). One of the outcomes of the Award Term Assessment was a 
requirement that the contractor develop and implement a remediation plan to deliver ICT system 
and process enhancements for the booking referral process, reporting, and invoice processing. This 
was communicated to the contractor on 8 August 2022. On 11 October 2022, the contractor 
submitted a remediation plan which was not approved by Defence. On 11 November 2022, the 
contractor submitted a revised remediation plan which Defence ‘approved with minor defects’ in 
December 2022.  

4.43 In October 2021, Defence completed an internal review of the costs incurred to date under 
the contract, to identify the factors contributing to a forecast overspend.88 Defence assessed that 
the source of the overspend against the approved contract expenditure was a result of the following 
factors. 

• Higher than initial estimated demand for contracted health professionals, including 
additional short-term (flex-fill) arrangements to meet ‘surge’ requirements. 

 
86 Department of Defence, ADF Health Services Contract [internet], Defence, available from 

https://www.defence.gov.au/adf-members-families/health-well-being/services-support-fighting-fit/adf-healt
h-services-contract [accessed 6 February 2023]. 

87 The contractor’s technical solution includes: an ‘intelligent Referral and Booking System’ (iRBS); integrated 
contracted health professional workforce and occupational rehabilitation services management tools; a 
pathology solution; an imaging and radiology solution; a medical advice, triage and referral service (MATRS) 
solution; a health engagement portal; a reporting and data analytics solution; a finance system; and a 
complaints and clinical incident management system.  

88 The review noted that the reported expenditure to date for the contract was in excess of the amounts 
approved at the commencement of the contract.  
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• Allowances for non-priced off-base items were underestimated. 
• Application of the Multiple Operation Rule in non-network hospitals did not appear to be 

occurring. 
• An increased demand for several off-base service packages. 
• The impact of unanticipated costs related to the COVID-19 pandemic. 
4.44 The review observed that ‘there are opportunities for JHC [Joint Health Command] to 
address ongoing financial governance process and take a proactive approach in management of s23 
[PGPA Act section 23] commitment versus forecast demand on an ongoing basis.’   

4.45 The ANAO examined contract costs for July 2019 to June 2022 and identified the following.  

• The growth in expenditure exceeded the one per cent growth in usage and estimated 
indexation allowed for in the contract.  

• Key cost drivers have increased, particularly the on-base workforce, which grew from 
approximately 997 FTE in July 2019 to approximately 1,283 FTE in June 2022.  

• The last reported cost per eligible person (CPEP) was $8,429 per eligible person. This was 
11 per cent higher than the established benchmark of $7,540 in SPM-06, and was to be 
used to assess cost control.  

4.46 In June 2021, Defence agreed to implement a price variation mechanism (see case study 1) 
in addition to annual indexation. In May 2022, Defence estimated that the additional costs 
associated with the implementation of the additional price variation mechanism could result in an 
additional two per cent increase to the annual cost of the contract. Assuming an average annual 
cost of $500 million89, the introduction of this mechanism has exposed Defence to the risk of an 
additional cost increase of approximately $10 million per annum.  

4.47 The budget for the contract was increased by $230.2 million in March 2022. As of December 
2022, contract expenditure had exceeded the budget by approximately four per cent and the total 
estimated cost of the contract had increased from $3.4 billion to $3.6 billion over the initial six-year 
contract period.  

4.48 In February 2023, Defence advised the ANAO that: 

the ADF health services contract is demand driven and costs of services is directly linked to the 
demand for services by Defence and Defence members. Realisation of cost savings is sensitive to 
changes in the demand signal for clinically necessary care, both as set out in the Defence Health 
Manual and also in response to unanticipated events such as the COVID-19 pandemic.  

4.49 As discussed in paragraphs 1.18 to 1.19, in March 2022 Defence advised its internal 
Enterprise Business Committee that a surge in demand for health support had been experienced 
due to: 

• the 2019–20 black summer bushfires, which saw an additional 3,500 hours of un-rostered 
health professional hours delivered in support of Operation Bushfire Assist; and 

• the COVID-19 pandemic, which saw the release of contracted health professionals to assist 
vaccination delivery teams in aged care facilities and support Defence quarantine and 
testing activities (see paragraph 4.6). 

 
89 Annual expenditure has exceeded $500 million per annum since 2020–21, see Table 1.1.  
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4.50 In summary, Defence has assessed that the realisation of cost savings was impacted by 
unanticipated events. However, it is unable to demonstrate that it is likely to achieve the cost and 
service delivery efficiencies as advised to the Ministers for Defence and Finance in December 2018 
(see paragraph 1.9), or the service delivery efficiencies identified in the contract objectives (see 
paragraph 1.12) and the benefits management plan, register and log (see paragraph 4.23). This is 
because key arrangements and initiatives to drive and monitor benefits realisation have not been 
fully implemented.  

Grant Hehir 
Auditor-General 

Canberra ACT 
 23 May 2023 
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Appendix 1 Entity response 
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Appendix 2 Improvements observed by the ANAO 

1. The existence of independent external audit, and the accompanying potential for scrutiny 
improves performance. Improvements in administrative and management practices usually 
occur: in anticipation of ANAO audit activity; during an audit engagement; as interim findings are 
made; and/or after the audit has been completed and formal findings are communicated. 

2. The Joint Committee of Public Accounts and Audit (JCPAA) has encouraged the ANAO to 
consider ways in which the ANAO could capture and describe some of these impacts. The ANAO’s 
2022–23 Corporate Plan states that the ANAO’s annual performance statements will provide a 
narrative that will consider, amongst other matters, analysis of key improvements made by 
entities during a performance audit process based on information included in tabled performance 
audit reports. 

3. Performance audits involve close engagement between the ANAO and the audited entity 
as well as other stakeholders involved in the program or activity being audited. Throughout the 
audit engagement, the ANAO outlines to the entity the preliminary audit findings, conclusions 
and potential audit recommendations. This ensures that final recommendations are appropriately 
targeted and encourages entities to take early remedial action on any identified matters during 
the course of an audit. Remedial actions entities may take during the audit include: 

• strengthening governance arrangements; 
• introducing or revising policies, strategies, guidelines or administrative processes; and 
• initiating reviews or investigations. 
4. The below actions were observed by the ANAO during the course of the audit. It is not 
clear whether these actions and/or the timing of these actions were planned in response to 
proposed or actual audit activity. The ANAO has not sought to obtain assurance over the source 
of these actions or whether they have been appropriately implemented. 

• Since February 2023, Defence and the contractor have been working on developing a 
revised contract management and governance framework. As at April 2023, this program 
of work was ongoing, see paragraph 2.19. 

• As at February 2023, work to develop and implement a contract management plan and 
other artefacts, including a responsible, accountable, consulted and informed (RACI) 
matrix, probity management, risk management and assurance plan had been developed, 
but not yet implemented, see paragraph 2.20. 

• In August 2022, Defence wrote to the contractor to advise that a communication strategy 
was to be developed to ensure timely management of emerging risks and issues including 
performance shortfalls under the contract, see paragraph 2.14. 

• As at December 2022, Defence had commenced work to conduct a benchmarking activity. 
In February 2023, Defence advised the ANAO that it was engaging with the contractor to 
finalise the selection of a benchmarking organisation, however the benchmarking activity 
had not yet commenced, see paragraph 2.51. 

• In August 2022, Defence sought legal advice regarding performance payments that were 
made in error and has subsequently sought to recover the funds as a debt owed to the 
Commonwealth, see paragraph 3.17. 
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• In November 2021, Defence commissioned an external consultancy firm (EY) to undertake
a review of the performance management framework to assess whether: the framework
was achieving required outcomes; whether the metrics appropriately incentivise the
contractor to achieve the targets; and examine the position put forward by the contractor
that a number of measures were not achievable and were considered 'unfair'. As at
October 2022, work to update and revise the performance management framework had
commenced. In February 2023 Defence advised the ANAO that a project to revise the PMF
was underway, see paragraph 3.13.

• In December 2022, Defence identified that the residual risk rating of ‘moderate’ was
sufficient to recommend that the contractor’s ICT system be accredited. The process to
formally accredit the system was completed in April 2023, see Table 4.1.
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