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LIST OF ABBREVIATIONS AND GLOSSARY 

 

ABD Available Bed Day 

ACT Australian Capital Territory 

ANAO Australian National Audit Office 

CC Complications or Co-morbidities 

CEO Chief Executive Officer 

CFO Chief Financial Officer  

CHC Calvary Health Care ACT Limited  

CPI Consumer Price Index 

DRG Diagnostic Related Groups 

DVA Department of Veterans Affairs 

ECT Electro Convulsive Therapy  

GSO Government Solicitor’s Office 

ICU Intensive Care Unit 

KPI Key Performance Indicators 

LCMHC Little Company of Mary Health Care (formerly known as the Sisters of 
the Little Company of Mary) 

NCPH National Capital Private Hospital 

NHCDC National Hospital Cost Data Collection 

OBD Occupied Bed Day 

OH&S Occupational Health and Safety 

PAS Patient Administration System 

PR Private Recovery (Ward) 

PwC PricewaterhouseCoopers 

SNAS Sub and Non-Acute Services 

TCAS Time Cost Attribution Schedule (when referring to the Arbitrators’ 
Determination) 

TCAS Time Cost Allocation Study (when referring to the study used to assist 
the implementation of the Arbitrators’ Determination) 

TCH The Canberra Hospital  

Glossary  

Cross-Charging  Those amounts owed by the private hospital for its use of public hospital 
staff, facilities or services. 

Infrastructure Staff, facilities and services provided by a hospital. 
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1. REPORT SUMMARY AND AUDIT OPINIONS 

INTRODUCTION 

1.1 This report presents the results of a performance audit that reviewed the 
effectiveness and accountability of ACT Health in the management of agreements 
with Calvary Health Care ACT Limited (CHC) for the operation of the Calvary 
Public and Private Hospitals.  In conducting this audit, Audit has also examined 
and reviewed those aspects of the operations of CHC relevant to compliance with 
the Agreements. 

1.2 There are substantial public monies involved.  Recurrent spending by ACT Health 
on Calvary Public Hospital is budgeted at around $105.4 million in 2007-08.  
Actual funding provided in 2006-07 was $108.2 million, including $98.4 million 
to fund recurrent expenses, and $4.9 million for capital and capital grants.   

1.3 As at 30 June 2007, the value of the capital investment in the Calvary Public 
Hospital was estimated to be $85 million, which mostly represented the net value 
of public funded property, plant and equipment. 

1.4 In recent years, there have been several allegations that there are irregularities in 
cross-charging – the amount that Calvary Private Hospital pays Calvary Public 
Hospital for use of its staff, facilities and services.   

1.5 The Auditor-General decided to conduct a performance audit on this topic after 
considering the overall significance and cost of the health services delivered, and 
the need for public accountability and transparency.  

BACKGROUND 

1.6 Calvary Health Care ACT Limited (CHC) is owned by the Little Company of 
Mary Health Care (LCMHC).  LCMHC is an experienced national provider of 
health care services with an annual turnover of some $420 million in 2005-06.  
LCMHC operates additional aged care facilities alongside the Bruce Calvary 
hospitals, a hospice in Barton, another private hospital in Deakin and a further 23 
health care facilities outside the Australian Capital Territory (ACT).   

1.7 There are six Calvary agreements, three each for the public and private hospitals.  
In 1971 the Commonwealth entered into an agreement with LCMHC to construct 
a public hospital at Bruce in the ACT.  This agreement has been supplemented 
several times since, notably to provide for a private hospital, co-located within the 
Bruce precinct.  Other supplementary agreements have related to issues such as 
employment arrangements and additional private hospital services.  

1.8 CHC is a not-for-profit organisation that provides public and private hospital 
services in Bruce, ACT.  Both public and private hospitals are co-located in the 
same complex and serve the community in the northern part of the ACT and 
surrounding areas.  The two hospitals employ more than 1 000 staff across all the 
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services and manage 334 beds (of which the private hospital has 95) in the acute 
and sub-acute sectors. 

1.9 The two hospitals deliver a range of health services to ACT residents, such as: 

• emergency medicine; 

• public and private wards; 

• dental; 

• Intensive Care Unit;  

• maternity; 

• day surgery; 

• Mental Health Unit; 

• consulting suites, and 

• a full range of allied and specialist services. 

1.10 The benefits of co-locating hospitals are generally well recognised.  CHC advised 
that the benefits comprised: 

• efficiencies generated by economies of scale (particularly in terms of 
‘lumpy’ capital items), to enhance capacity utilisation; 

• clinical and support workforce advantages; and 

• consumer choice for patients as well as relief of pressures on taxpayer-
funded public service provision. 

1.11 The two Calvary hospitals have an unusual arrangement where both hospitals are 
owned and managed by the same organisation, the CHC, with cross-charging 
arrangements being critical to the proper allocation of costs between the public 
and private hospitals.   

1.12 Although many other hospitals in Australia are co-located, few have the same 
owner and operator using the same buildings and shared corporate resources.  
Audit acknowledges the advantages in having shared staff, facilities and services.  
The inherent functionality of co-location allows for synergies to be achieved for 
both the public and private hospitals, although these synergies can be hard to 
quantify. 

AUDIT OBJECTIVE 

1.13 The objective of this audit was to provide an independent opinion to the 
Legislative Assembly on the effectiveness and accountability of ACT Health in 
relation to management of, and compliance with, the existing funding agreements 
with CHC for provision of public health services. 
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AUDIT APPROACH AND FOCUS 

1.14 This performance audit was conducted under the authority contained in the 
Auditor-General Act 1996. 

1.15 The audit scope covered: 

• the Calvary Public Hospital Agreement 1971 and its variations; 

• the Calvary Private Hospital Agreement 1988 and its variations; and 

• cross-charging arrangements for when Calvary private hospital uses Calvary 
public hospital facilities. 

1.16 The audit included an assessment of ACT Health’s management of, and 
compliance with, these Agreements.  It also included an assessment of the cross-
charging arrangements in place between ACT Health and CHC. 

1.17 The audit focused on the: 

• appropriateness of the cross-charging arrangements, in particular the 
systems and procedures for reimbursing the public hospital for private 
hospital use of public hospital staff, facilities and services; 

• alleged cross-subsidisation of Calvary private hospital by the public hospital 
in recent years; and 

• review and monitoring of cross-charging reimbursements. 

1.18 The audit did not address clinical issues associated with the provision of health 
services by CHC.  No issues arose during the audit that suggested the need to 
address clinical issues. 

1.19 Appendix A provides further details of the audit criteria, approach and 
methodology. 

1.20 Audit wishes to acknowledge CHC’s co-operation during the audit, in particular, 
the assistance provided with respect to facilities, data, access to key staff and 
responses to queries.   

1.21 Audit also acknowledges and appreciates the assistance of a senior officer 
seconded from ACT Health in undertaking data analysis of CHC’s Patient 
Administration System and medical records.  

AUDIT OPINIONS 

1.22 The audit opinions drawn against the audit objective are set out below. 

• The existing Calvary Hospital agreements are complex, out-of-date and do not 
facilitate the efficient and effective management of the contractual relationship 
between ACT Health and CHC.  The parties to these agreements have been unable 
to agree on the terms of a single, improved, replacement.  
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• Notwithstanding improvements in recent years, ACT Health’s policies and 
practices have not been sufficiently robust to manage effectively the agreements 
with CHC. 

• Although ACT Health has commissioned many investigations and reviews into 
cross-charging issues, it did not routinely monitor the cross-charging pricing and 
reimbursements to ensure correct and timely payments were made to the public 
hospital. 

• The current systems and procedures used by CHC to reimburse the public hospital 
for the private hospital use of the public hospital’s staff, facilities and services are 
inadequate and ineffective, and the reimbursement payments are not accurate, 
complete or timely.  The amounts involved in the errors and omissions in CHC 
calculations found by Audit in the samples tested were not material. 

• There have been several instances where CHC did not comply with the financial 
arrangement principles specified in the agreements.  This could lead to the public 
hospital cross-subsidising private hospital operations.   

• There was scope for improvement by ACT Health and CHC with respect to issues 
such as the timeliness of the decision-making process, control environment, and 
robust policies and administrative procedures.  Such improvements would 
minimise the risk of cross-subsidisation and hence loss of public revenue.  

KEY FINDINGS 

1.23 The audit opinions are supported by the following findings: 

Nature of Calvary hospital agreements (Chapter 2) 

• The Calvary Public Hospital provides medical services to the ACT 
community under a set of agreements with ACT Health.  The budgeted 
funding to be provided under these agreements in 2007-08 is $105.4 million. 

• The existing agreements are complex, not well understood, out of date, and 
not fully reflective of the relationship between the parties.  This results in 
inefficiencies (for ACT Health and CHC) in managing the contractual 
relationship.  In particular: 

− the agreements reflect a relationship between ACT Health and 
Calvary Public which is more akin to that with a public sector body 
rather than a non-Government body.  This may not be the most 
appropriate model for dealing with an independent private entity, even 
when a long-term partnership relationship is envisaged; 

− the current agreements cross-reference each other, meaning that the 
overall contractual arrangement is opaque; 

− although improvements have been made to the annual Performance 
Plans, with recent plans containing sufficient information on services 
to be provided, these Performance Plans are agreed late in the year to 
which they apply.  They were monitored during the year, but were not 
reviewed on completion for satisfactory delivery; 
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− budgets for Calvary Public Hospital are constructed primarily on an 
input basis (an attempt to reflect costs) rather than an output basis 
(reflecting the services delivered); and 

− the agreements provide for cross-charging.  However, the cross-
charging provisions are unclear and changes to arrangements over the 
years because of practice have not been formally agreed.  These 
changes were not always consistent with the written agreements, 
resulting in the current agreements no longer reflecting actual practice.  

• There have been significant efforts over the years, mostly by the 
Government, to improve the contractual arrangements, largely without 
success.  Consolidation of the current agreements would make management 
easier.  Replacing the set of agreements with a new, single agreement is 
necessary in the longer-term. 

Management of, and compliance with, Calvary hospital agreements (Chapter 3) 

• The complex nature of the agreements makes it difficult for ACT Health to 
manage and comply with certain provisions of the agreements.   

• ACT Health has improved its management of the agreements in recent years 
and achieved a reduction in the costs of services.  However, ACT Health did 
not routinely review the cross-charging financial arrangements to ensure 
they reflected the recovery of reasonable costs and remained consistent with 
the agreements.  This has led to a higher risk that the agreements will not be 
complied with and the Territory’s financial interests will not be protected. 

• Although ACT Health has an overarching Risk Management Framework 
and Policy covering its functions, it has not developed a specific risk 
management plan for the management of the agreements with CHC. 

• ACT Health has not developed a contract management plan to assist in the 
administration of the Calvary arrangements and has not documented 
procedures and practices that have been established over time. 

• In providing for a private hospital, the agreements call for a high degree of 
separation between the hospitals.  This has not been achieved, and the lack 
of clarity and transparency has contributed to difficulties in managing the 
agreements. 

• Separate audited accounts of Calvary Private and Calvary Public were not 
provided annually to ACT Health. 

• The agreements define the funding of CHC as being on the basis of cost 
recovery.  However, this has not been implemented effectively, with the risk 
that the public hospital has subsidised the private hospital.   

• ACT Health does not know the overall amount of cross-charging and 
financial reports provided by CHC to ACT Health do not include this 
information. 

• Since 2002, ACT Health has commissioned several reviews that have 
investigated cross-charging and identified under-payments by Calvary 
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Private Hospital to Calvary Public Hospital.  CHC has disputed claims 
arising from these reports, and subsequent discussions with ACT Health 
have led to agreed, often lower, amounts being repaid, except the outcome 
of the 2007 Cogent report which is still under negotiation.   

• Although there were regular discussions and reports on CHC performance, 
ACT Health did not seek, and CHC did not provide, formal annual reports 
of achievement against the agreed performance in the Performance Plan. 

Management of the cross-charging arrangements (Chapter 4) 

• The 1988 Private Hospital Agreement, which allows CHC to operate a 
private hospital, defines the financial arrangements between the public and 
private hospitals.  The Agreement requires the operation of the hospitals to 
be financially independent of one another, and for the private hospital to not 
in any way be subsidised by the public hospital.  Cross-charging 
arrangements aim to have the public and private hospitals bear their 
appropriate share of costs associated with their respective use of staff, 
facilities, and services. 

• The current CHC reimbursement systems involve complex calculations and 
the exercise of judgement.  This, as well as inadequate controls, increases 
the following risks: 

− incorrect calculations or omission of the amount of reimbursements; 

− use of charges that are not in accordance with the Calvary Private 
Agreement and subsequent variations; 

− incorrect or incomplete data supplied by peripheral systems; and 

− potential cross-subsidisation of the private hospital through not 
appropriately recovering the cost of using the public hospital’s staff, 
facilities and services.   

• CHC does not have documented policies or procedures to guide staff in the 
preparation and calculation of the monthly reimbursements.  The current 
cross-charging systems and processes rely on a few officers’ corporate 
knowledge and their understanding of the cross-charging arrangements. 

• The Chief Financial Officer for CHC approved the monthly reimbursements 
between the public and private hospitals.  There was no evidence of review 
of the correctness and completeness of reimbursements to the Calvary 
Public Hospital by any relevant staff working solely for the public hospital.  
The current arrangements expose CHC to the risk of a perception of conflict 
of interest since the key officers involved in the management of cross-
charging are employed by CHC. 

• Audit examined a sample of major cross-charging calculations for the 
months of June 2006, July 2007 and October 2007 and found a number of 
problems, including: 

− omissions in adjusting the amounts charged for the Consumer Price 
Index (CPI) since July 2007 for floor rentals; 
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− incorrect calculations of chargeable time for operating theatres and 
theatre consumables; 

− errors in calculating on-cost charges for public hospital staff working 
in the private hospital; and 

− the reimbursement charges for new health services provided by the 
private hospital, for example, endoscopies and Electro-Convulsive 
Therapy (ECT), were determined by CHC without ACT Health’s 
agreement. 

• CHC does not use the Time Cost Allocation Schedule (TCAS) survey result 
prepared by an independent auditor in July 2007 to allocate costs of the 
Executives.   

• The TCAS survey was not conducted within a reasonable period after the 
Arbitration determination made in July 2005.  It took two years to complete 
the first survey and the reasons for the delay are not known.  Audit noted 
that significant resources and costs had been incurred to resolve the issues 
relating to allocation of staff and management costs between the public and 
private hospitals.  Subsequently, ACT Health and CHC agreed to an 
alternative methodology, but the adjustment was not retrospectively applied 
from 1 July 2005 as per the Arbitrators’ Determination. 

• Audit reviewed a sample of private hospital patients’ records during the 
period from January 2006 to June 2007 and found that 25 cases were 
recorded in the Patient Administration System (PAS) as private hospital 
patients admitted in the private hospital’s Private Recovery (PR) Ward.  
However, these patients were physically located in the public hospital’s 
Intensive Care Unit (ICU) according to their individual Medical Records.  
Therefore: 

− CHC did not follow the correct procedures for admission to the public 
hospital’s ICU from the private hospital’s Private Recovery Ward.  As 
a result of this, the public hospital subsidised the care of these patients 
to the benefit of the private hospital;  

− Calvary private hospital did not compensate the public hospital for the 
appropriate costs of using the public hospital’s ICU by the post-
surgery private hospital patients; and  

− Non-compliance with the admission procedures to the public 
hospital’s ICU may have potentially breached the Australian Health 
Care Agreement.  

• In addition to the 25 cases noted above, further discrepancies were found in 
patient records, where the Patient Administration System identified patients 
as being in the PR Ward and the Medical Record identified these patients as 
being in the public hospital’s ICU. 

• Following the establishment of the private hospital in 1988, the cross-
charging arrangements had not been comprehensively revised until February 
2004.  Notwithstanding a number of more recent reviews of the cross-
charging arrangements by several internal auditors and consultants engaged 
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by ACT Health; many of the recommendations made by these consultants 
have not been implemented by ACT Health or CHC in a timely manner.   

• The charges to CHC in the current financial arrangements are low in 
comparison with the latest available National Hospital Cost Data Collection 
for private hospitals; suggesting that the costs were not appropriately 
recovered by ACT Health.  The current pricing schedule, which was set in 
February 2004, with annual indexation, is out of date and requires a 
comprehensive review. 

• In response to deficiencies identified by Audit, CHC is developing new 
protocols, policies and procedures to improve the control environment and 
advised that it has reimbursed amounts underpaid due to errors or omissions 
in calculations. 

RECOMMENDATIONS AND RESPONSE TO THE REPORT 

1.24 The Audit made 12 recommendations to address the audit findings detailed in this 
report.   

1.25 In accordance with section 18 of the Auditor-General Act 1996, a final draft of 
this report was provided to the Chief Executive of ACT Health and the Chief 
Executive Officer of CHC for their consideration and comments.   

1.26 Key points of the response from the Chief Executive of ACT Health are shown 
below and other comments are incorporated in the text of the report. The full 
response is at Appendix F. 

ACT Health welcomes the Auditor General’s performance audit of the management 
of the Calvary Hospital agreements and agrees with a number of the findings and 
recommendations.  

ACT Health agrees with the Auditor General that the set of agreements with 
Calvary are complex and historically derived. The parties (Commonwealth and 
Calvary) effectively agreed at the outset, that their partnership was to be an 
enduring one. In fact the Commonwealth Government provided Calvary with a 99-
year lease and fully equipped public hospital (at no cost to Calvary), together with 
an annual subsidy to fully fund the cost of service delivery. This partnership was 
always intended to be different to a typical arm’s length contract with a 
commercial service provider.  

Each subsequent agreement was developed and entered into by the parties in 
response to changing circumstances at the time. The agreements were active policy 
decisions by the government of the day. The effect of these successive agreements 
and policy decisions is a complex set of agreements that govern the conduct of the 
parties. They do not, and should not be interpreted as the mechanism for managing 
the day-to-day business of funding and delivery of these health services in the ACT. 

The suite of agreements over the years has had the effect of more closely aligning 
the ACT Government’s approach to the management of Calvary with those of the 
public sector, rather than an arm’s length, contracted commercial services 
arrangement, as indeed was the original intention of the Commonwealth.  

The Auditor General has used the ANAO better practice guide for managing 
contracts for assessment of ACT Health’s performance in managing the Calvary 
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agreements. ACT Health agrees that an external benchmark (the ANAO guide) is 
an appropriate tool to assess the performance of a party’s management of 
contracts, especially standard commercial contracts. ACT Health believes that the 
current agreements, based solely on successive policy decisions by government(s), 
are vastly different from commercial contracts, and therefore any assessment of 
ACT Health’s performance in management of the agreements, and indeed the 
agreements themselves, on the basis of the ANAO guide is flawed. Notwithstanding 
this, the ANAO guidelines provide a helpful starting point when reviewing the 
agreements.   

Over the last three years ACT Health has made a number of attempts to simplify 
and consolidate the suite of agreements. Indeed, this work is ongoing at the present 
time. The Auditor General is correct in her observation that this has not been 
successful to date. ACT Health is not in a position to unilaterally impose a revised 
contract, and clearly Calvary will not agree to any change in the contractual 
arrangements unless that change is in its best interests. This will be a matter of 
ongoing negotiation, as it always has been. 

Notwithstanding the importance of negotiating a simplification of the agreements, 
ACT Health’s overriding priority will remain the delivery of quality, accessible and 
value for money public health care by Calvary. This is currently being delivered to 
a highly satisfactory standard.  

It is most unlikely that simplification of the historical suite of agreements will have 
any practical impact on the standard of health care being delivered to the public. 

ACT Health manages the current agreements in the context of delivering a 24-hour 
per day, seven day per week essential public service that has a major impact on the 
health and lives of the Canberra community.  

This involves day-to-day, multi layered interaction between Calvary and the rest of 
the ACT public health system – at a clinical and managerial level. These 
arrangements are subject to annual, monthly and for some services, daily 
monitoring and evaluation by ACT Health of Calvary’s achievements and 
performance. Such arrangements are similar to those which pertain to other parts 
of the ACT public health system. They are summarised in an annual funding and 
performance plan, and routinely revised annually in line with ACT Government 
budget processes.  An additional, formal written annual report of achievements is 
highly desirable. However, its absence is not evidence of poor compliance. 

In relation to the issue of cross charging, ACT Health agrees there is scope for 
improvement to the transparency of these arrangements. In the 2007-2008 
financial year following initial negotiations with ACT Health, Calvary agreed to a 
payment of $600,000 in recognition of the need to revise the amount of cross 
charging for operating theatres following a jointly commissioned costing review.  
The matter remains the subject of further negotiation, but this is clear evidence of 
effective recovery action taken by ACT Health.  

Similarly, following the 2004 Arbitration ACT Health and Calvary agreed to 
manage and simplify the scale of cross charges.  

ACT Health has acted on all reports and allegations of inappropriate practices by 
Calvary. Allegations have been investigated both internally and externally, and 
findings have been acted upon. Where Calvary has disagreed with such findings, 
ACT Health has pursued an appropriate course of negotiation and settlement.  On 
occasions, resolution takes a considerable time to achieve.  
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Notwithstanding the nature and extent of any disagreement between the parties, 
ACT Health has at all times protected that most critical of the Territory’s interests, 
i.e. uninterrupted supply and delivery of high quality, value for money, public 
health care for its citizens, residents and visitors. 

The Auditor General finds that there is no formal Risk Management Plan [for 
management of the Calvary Hospital Agreements]. ACT Health conducts a wide 
range of risk management and risk mitigation activities that can be properly 
defined as “risk management planning”.   

ACT Health’s management approach is based on maintaining an effective, 
professional relationship with Calvary and involves a degree of risk sharing by the 
parties, a commonplace feature of major infrastructure and like projects entered 
into between the public and private sectors.  

Over the last 3-4 years this approach has delivered a number of positive outcomes 
including: 

o Costs of service at Calvary Hospital has been reduced from almost 30% 
above national benchmark in 2002-03 to just 10.3% above benchmark in the 
most recent published national report.  

o Substantial improvement in emergency department timeliness (currently 
meeting most national benchmarks), emergency department access block 
(reduced by more than half) and record levels of access to elective surgery.  

In summary ACT Health agrees that there is scope for improvement in a number of 
technical aspects of management of the Calvary agreements, principally in the 
area of documentation. ACT Health strongly agrees with the need to simplify the 
suite of agreements. It has taken steps to do so in the past and continues to do so at 
present. 

The cross charging arrangements can certainly be made more transparent, current 
and explicit. ACT Health will work closely with Calvary to ensure its compliance 
with the cross charge regime. It is reassuring that notwithstanding the risks 
identified by the Auditor General, the exhaustive audit did not identify any material 
loss to the public system. 

ACT Health has acted to protect the Territory’s interests, but does acknowledge 
that further vigilance in risk management needs to be pursued. Evidence provided 
to the Auditor General in the course of this audit confirms that ACT Health’s 
management of the Calvary agreements over the last three years has in fact 
improved efficiency, timeliness, accessibility, value for money and annual 
performance monitoring processes. 

In relation to the pattern of incorrect procedures for the admission of private 
patients to the public ICU, ACT Health notes that Calvary has rectified this and 
will make the appropriate adjustment to cross charges for the public hospital. ACT 
Health also understands that Calvary has initiated contact with the private health 
insurance funds in relation to this pattern of errors to ensure that any unintended 
billing anomalies have been bought to their attention. 

Response from the Chief Executive Officer of Calvary Health Care  
Calvary welcomes the review by the Auditor General and the opportunity to 
enhance our procedures and protocols to strengthen the control environment 
surrounding the provision of services to the ACT community and between the 
Private and Public hospitals. 
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Calvary does not concur with all of the key findings and audit opinions, however 
consistent with the approach we have always taken with ACT Health we will work 
cooperatively with them to achieve the appropriate outcomes consistent with the 
recommendations.   

Calvary works in partnership with ACT Health to provide services to the ACT 
community that respond to the changing needs of the community.  This is a 
continually evolving environment and requires a flexible and responsive approach.  
Our ability to continue to do this is demonstrated in our ability this year to respond 
to a 9% increase in acute service demand which is significantly greater than was 
budgeted for in the performance plan. 

Calvary continues to provide high quality clinical care on behalf of ACT Health 
within a cost efficient model.  This value for money has been demonstrated by a 
significant reduction in the cost of service provision in the ACT as compared to the 
rest of the country. 

The Auditor General has not identified any material errors in the application of the 
cross-charging. The value of processing discrepancies identified [in the sample 
tested] ($20,000 - $30,000) in underpayments from the Public Hospital to the 
Private Hospital, is minor when compared to the Public hospital expenditure of 
$105m and  when compared to the additional payments (outside of contractual 
obligations) of in excess of $230,000 made by the Private Hospital to the Public 
hospital.  

Calvary has at times disputed claims arising from various reports and resolved 
these matters by agreement with ACT Health.  Calvary does not agree that cross-
subsidisation has occurred, nor that the prices paid are non competitive when 
compared to the private NHCDC. 

Calvary continues to invest in the Bruce campus.  As a not-for-profit entity (as 
required by our constitution) any surpluses are reinvested in the facilities at Bruce. 

The current agreements and subsequent arrangements arising from Arbitration 
have created a complex cross charging environment which is time consuming and 
hence costly to administer.  Extraordinary resources on the part of Calvary and 
ACT Health have been expended over the years in reviews of these arrangements. 

As recommended by the Auditor General, Calvary looks forward to working with 
ACT Health in the development of a new agreement, to replace the current 
Agreements the first of which is now more than 30 years old.  The principles 
outlined by the ANAO 2007 guidelines with regard to contemporaneous contract 
management principles will be useful in this regard.  The current Agreements have 
provided a helpful basis confirming the principles of a long- term relationship 
which we look forward to continuing. 

Calvary is continuing its work on the further development of new funding 
arrangements, enhanced policy and procedure protocols to further improve the 
control environment and contract management framework.  Work has already 
commenced in these areas. 

Calvary looks forward to continuing the dialogue on new funding models with or 
without cross charging methodologies.  The use of robust models is essential in this 
area.  The ACCESS Economics report “Critique of Cost Sharing Arrangements” 
clearly demonstrates that the application of inappropriate models can lead to 
misinterpretation of results and poor or inadequate resource allocations.  

The benefits of having collocated facilities include economies of scale; enhanced 
capacity utilization; flexibility and enhancements of service provision and new 
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models of care; improved patient demand management opportunities; medical, 
clinical and support workforce recruitment and retention advantages; and the 
ability to share capital investment.     ACCESS Economics in their report “The 
benefits of co-located Calvary Public and Private Hospitals April 2008” comment 
on the enhanced social capital arising from collocation which “…has provided 
$1.2m from auxiliary and capital injections and a further $1.2m from the 
Foundation in the past four years”. 

1.27 In addition, the Chief Executive of ACT Health and the Chief Executive Officer 
of Calvary Health Care provided responses to each recommendation, as shown 
below. 

Recommendation 1 (Chapter 2) 

ACT Health and CHC should replace the current set of agreements as soon as possible 
with a single agreement that incorporates better practice. 

ACT Health’s Response: 

Agreed.  ACT Health will continue to pursue its longstanding efforts to replace the current 
set of agreements with a single agreement that incorporates better practice. 

Calvary Health Care’s Response: 

Agreed.  Calvary looks forward to working with ACT Health in the development of a new 
agreement, to replace the current Agreements, the first of which is now more than 30 years 
old.   

Recommendation 2 (Chapter 2) 
As an interim step towards improving existing contractual arrangements, ACT Health 
should prepare a consolidated agreement that reflects all the current provisions of the latest 
agreements. 

ACT Health’s Response: 

Agreed.  ACT Health has already prepared such a draft consolidated agreement. 

Calvary Health Care’s Response: 

Agreed in principle.  Calvary would prefer that the parties’ energies are focussed towards 
Recommendation 1.  

Recommendation 3 (Chapter 3) 
ACT Health should develop a specific risk management plan for the management of the 
agreements with CHC.   

ACT Health’s Response: 

Agreed.  ACT Health will further document and consolidate its existing risk management 
practices for the Calvary arrangements into a formal Risk Management Plan. 
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Calvary Health Care’s Response: 

Noted. 

Recommendation 4 (Chapter 3) 

Given the significant funding, importance and complexity of health services provided by 
CHC, ACT Health should establish a Contract Management Plan for the management of its 
agreements with CHC.   

ACT Health’s Response: 

Agreed. ACT Health will further document and consolidate its existing contract 
management practices for the Calvary arrangements into a formal Contract Management 
Plan.  

Calvary Health Care’s Response: 

Noted. 

Recommendation 5 (Chapter 3) 

ACT Health should: 

a. reconcile and adjust as appropriate the payment of the annual maintenance subsidy to 
take into account any surplus made by the Public Hospital in the previous year, in 
accordance with the 1979 Supplementary Agreement; and  

b. require audited financial statements for the public hospital’s operations for each 
financial year in accordance with the 1979 Supplementary Agreement. 

ACT Health’s Response: 

a) Agreed.  

b) Agreed.  ACT Health will remind Calvary of its responsibility to provide separate 
public and private hospital accounts.  

Calvary Health Care’s Response: 

a) Not agreed.  In our audited financial statements the public hospital has incurred an 
operating deficit. 

b) Noted. 
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Recommendation 6 (Chapter 3) 

ACT Health should: 

a. update the charges in the financial arrangements annually as provided for in the 
agreements; and 

b. implement measures, such as independent audits, to ensure that correct and timely 
cross-charging payments are made from the private to the public hospital. 

ACT Health’s Response: 

a) Agreed 

b) Agreed. 

Calvary Health Care’s Response: 

Noted. 

Recommendation 7 (Chapter 3) 

ACT Health should: 

a. seek the annual financial report on the reconciliation of cross-charging arrangements 
as provided for in the Performance Plan;  

b. request that this annual financial report separately disclose the amount of cross-
charging received by the public hospital; and 

c. assure itself that the contents of these reports are reliable. 

ACT Health’s Response: 

Agreed 

Calvary Health Care’s Response: 

Noted. 

Recommendation 8 (Chapter 3) 

ACT Health should: 

a. seek a formal annual report from CHC that comprehensively reports on its 
performance against the Performance Plan; and  

b. formally review that report and provide written feedback to CHC. 
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ACT Health’s Response: 

Agreed.  ACT Health notes this is already effectively in place through historical Finance & 
Performance Committee reports, and existing Funding and Performance Plan 
arrangements.  However, ACT Health acknowledges that documentation will be further 
improved to strengthen current arrangements. 

Calvary Health Care’s Response: 

Noted. 

Recommendation 9 (Chapter 4) 

Calvary Health Care should: 

• review its reimbursement systems and controls to enhance the accountability, 
effectiveness and transparency of the monthly reimbursements to the public hospital; 

• formalise the systems and procedures, including maintenance of proper records, for 
any variations to the pricing agreements; 

• implement appropriate monitoring controls and independent review to verify the 
correctness and completeness of the reimbursement payments and supporting source 
documentation; and 

• streamline the reimbursement systems so that monthly reimbursements are made in a 
timely manner. 

ACT Health’s Response: 

Noted 

Calvary Health Care’s response: 

Agreed.  Calvary has commenced development of revised protocols and procedures in 
relation to cross charging arrangements.  These protocols will be reviewed with ACT 
Health prior to implementation.  These are “living documents” which require updating on 
a regular basis to respond to changes in service delivery models and health demands. 

In implementing enhanced protocols we will be mindful of balancing resource 
consumption in administration areas which otherwise could be used to deliver health 
services to the community. 

Calvary will continue its use of specialist reviews for various components of the cross 
charging arrangements as required.  These reviews have historically provided important 
feedback on areas requiring focus and changes in service provision. 

In addition to the cyclical reviews of cross charging which have been undertaken under 
Calvary’s and ACT Health’s internal audit programs we will introduce a yearly review of 
the cross charging control environment. 
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Whilst Calvary’s protocols and procedures will benefit from a further revision they have 
provided a framework which has supported the significant number of transactions which 
are processed as part of the cross charge arrangements, as evidenced by an adjustment 
rate of less than 0.3%. 

Recommendation 10 (Chapter 4) 

Calvary Health Care should: 

• follow the required procedures for allowing private hospital patients to make an 
election as either a public patient or private patient for admission to the public 
hospital’s Intensive Care Unit in accordance with the Australian Health Care 
Agreement between the Commonwealth and the ACT 2003 to 2008; 

• record admissions and discharges accurately in the Patient Administrative System 
and patients’ Medical Records; 

• ensure the private hospital does not charge the patient for the days in the public 
hospital’s Intensive Care Unit; and 

• establish and agree with ACT Health appropriate administrative procedures in 
relation to the treatment of private hospital patients in the public hospital which 
reflect the provisions of the Calvary Private Agreement and subsequent variations.  
These procedures should be documented and available in a consolidated form for the 
use of ACT Health and private and public hospital staff. 

ACT Health’s Response: 

Noted 

Calvary Health Care’s response: 

Agreed in principle.  Calvary has updated its procedures in relation to election processes 
across the hospital through a series of in-house workshops with staff and the development 
of improved fact sheets.  This is an ongoing process for staff with training being responsive 
to the differing needs of staff. 

We welcome the opportunity for dialogue on alternative funding models. 

Calvary Private does not receive Private Hospital ICU funding from health funds. 

Recommendation 11 (Chapter 4) 

Calvary Health Care should seek, on a timely basis, agreement from ACT Health for a new 
pricing arrangement for new procedures or health care services that require the use of the 
public hospital’s staff, facilities and services.   

ACT Health’s Response: 

Noted 
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Calvary Health Care’s response: 

Agreed.  Calvary as part of its revised protocols and procedures will institute a change 
control mechanism for new pricing arrangements for new procedures.  The genesis for this 
change started in early 2007.   Calvary and ACT Health have over the past 12 months been 
developing a revised framework for performance management reporting.  A 
comprehensive reporting regime is already in place, which will be enhanced with 
expanded contract management protocols.  This approach will be reviewed in light of the 
recommendations in this report and fine tuned where necessary. 

Recommendation 12 (Chapter 4) 

Calvary Health Care and ACT Health should regularly review and update the cross-
charging pricing schedule, to ensure the pricing agreement is fair and reasonable and in 
accordance with agreements. 

ACT Health’s Response: 

Agreed. 

Calvary Health Care’s response: 

Agreed.  Calvary supports regular reviews to ensure the cross-charging pricing schedule 
is fair and reasonable and in accordance with the agreements.  The enhanced procedures 
and protocols are already being developed that will be of further assistance in this area. 

Calvary has always acted in a manner consistent with our long-term relationship and the 
Agreements with ACT Health in providing value for money services to the ACT community.  
The existing Agreements provide a mechanism for this to occur.  The enhanced procedures 
and protocols that are being developed will be of further assistance in this area. 
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2. NATURE OF CALVARY HOSPITAL 
AGREEMENTS  

INTRODUCTION 

2.1 This Chapter describes the various agreements that make up the contractual 
relationship between ACT Health and Calvary Health Care (CHC) and then 
analyses the overall set of agreements against better practice.  The Chapter then 
discusses approaches to reviewing or rationalising these agreements. 

KEY FINDINGS 

• The Calvary Public Hospital provides medical services to the ACT community under 
a set of agreements with ACT Health.  The budgeted funding to be provided under 
these agreements in 2007-08 is $105.4 million. 

• The existing agreements are complex, not well understood, out of date, and not fully 
reflective of the relationship between the parties.  This results in inefficiencies (for 
ACT Health and CHC) in managing the contractual relationship.  In particular: 

− the agreements reflect a relationship between ACT Health and Calvary Public 
which is more akin to that with a public sector body rather than a non-
Government body.  This may not be the most appropriate model for dealing 
with an independent private entity, even when a long-term partnership 
relationship is envisaged; 

− the current agreements cross-reference each other, meaning that the overall 
contractual arrangement is opaque; 

− although improvements have been made to the annual Performance Plans, with 
recent plans containing sufficient information on services to be provided, these 
Performance Plans are agreed late in the year to which they apply.  They were 
monitored during the year, but were not reviewed on completion for satisfactory 
delivery; 

− budgets for Calvary Public Hospital are constructed primarily on an input basis 
(an attempt to reflect costs) rather than an output basis (reflecting the services 
delivered); and  

− the agreements provide for cross-charging.  However, the cross-charging 
provisions are unclear and changes to arrangements over the years because of 
practice have not been formally agreed.  These changes were not always 
consistent with the written agreements, resulting in the current agreements no 
longer reflecting actual practice.  

• There have been significant efforts over the years, mostly by the Government, to 
improve the contractual arrangements, largely without success.  Consolidation of the 
current agreements would make management easier.  Replacing the set of agreements 
with a new, single agreement is necessary in the longer-term. 
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CURRENT AGREEMENTS 

Description of the agreements 

2.2 In 1971, the Commonwealth entered in to an agreement with the Little Company 
of Mary Health Care (LCMHC) to construct a public hospital at Bruce in the 
ACT.  This arrangement was supplemented in 1979 to incorporate the running of 
the hospital, and subsequently in 1991 to (amongst other things) clarify 
employment arrangements.  In 1988, an arrangement was concluded to provide 
for a private hospital co-located within the Bruce precinct.  This agreement was 
supplemented in 1994 and twice in 1997 to provide for private obstetric beds, the 
construction of a private mental health facility and the construction of consulting 
rooms.  

2.3 There have been gradual changes within the supplementary agreements to reflect 
extensions to the services provided by the private hospital and to cover matters 
such as employment arrangements for the public hospital, and name changes of 
the parties. 

2.4 Details of the prices to be paid and the quantity of services to be rendered have 
been outside these agreements.  In recent years, these have been covered by 
annual Performance Plans together with the annual budget agreement.  There is no 
specific provision in the agreements for the production of these Performance 
Plans, although paragraph 7 of the 1979 Supplementary Agreement can be taken 
as providing a basis for these Performance Plans.  Nevertheless, Audit considers it 
is preferable to have specific reference to annual plans in the head agreement. 

2.5 A list of the agreements relating to both hospitals is provided at Appendix B. 

Nature of the agreements 

2.6 The original agreements imply that the relationship between ACT Health and 
Calvary Public is more akin to that with a public sector body rather than a non-
Government body.  ACT Health has confirmed that this reflects the initial 
intentions for Government’s relationship with CHC to be one that extends beyond 
‘normal’ purchaser/provider arrangements because Calvary Public Hospital is an 
integral part of the ACT’s public health system.   

2.7 ACT Health advised that the procedures for forming the budget for CHC are 
outlined in paragraph 14(i) of the 1979 Supplementary Agreement.  CHC was to 
submit ‘estimates of revenue and expenditure’ that would then be considered by 
ACT Health together with ‘information and statistics’ as required.  CHC has ‘the 
same right to participate in the discussions relating to the funding and budget 
estimates for all hospitals in the Territory as are given to all other public hospital 
representatives in the Territory’.   

2.8 ACT Health further advised that the following key features of the agreements 
reflected the original intention of the Commonwealth: 

o staff in Calvary public hospital are employed under the Public Sector 
Management Act, and are effectively liabilities to the Territory; 
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o Calvary Hospital CEO is recognised as an agency Chief Executive under the 
Public Sector Management Act (PSMA); 

o Calvary is formally recognized as a public hospital in the Commonwealth 
Health Insurance Act; 

o collective employment agreements with all Calvary public hospital staff are 
the same agreements that apply to all ACT Health staff; 

o quarterly staffing/Human Resource reports prepared by the ACT Public 
Service Commissioner covering all ACT Government agencies include 
Calvary public hospital staff; 

o visiting medical officers (VMO) at Calvary are contracted to the Territory to 
provide services at Calvary in accordance with the legislation regulating 
public hospital VMO services; 

o public liability, medical indemnity and other insurance arrangements for 
Calvary Public Hospital staff are managed in the same way as other ACT 
Government agencies, i.e. via the ACT Insurance Authority (ACTIA); and 

o the ACT Government Solicitor provides the legal services for Calvary public 
hospital as part of its broader services for ACT Health. 

2.9 CHC advised that, the primary reason for locating the Calvary private hospital 
with the public hospital was to take advantage of the additional capacity of the 
public hospital which has been paid for, but was under-utilised.  As such, private 
services began to be offered some eight years after commencement of the 
provision of public health services to use this capacity.   

2.10 Audit recognises that the relationship between the ACT Government and CHC is 
an enduring one, with a lifespan that goes beyond most commercial contracts.  
CHC has been granted a crown lease for 99 years over the land for the purpose of 
running a public hospital.  ACT Health considers that this lease ‘sets the 
parameters for the relationship between the ACT and Calvary’.  However, Audit 
views the lease as being necessary for the conduct of the contractual arrangements 
rather than a key driver.   

2.11 As discussed further in this Chapter, Audit considers that a complex quasi-
contractual relationship exists between the Government and CHC.  While 
acknowledging that the current set of agreements reflects a relationship different 
to a traditional contractual relationship, these agreements may not be the most 
appropriate model for dealing with an independent private entity, even when a 
long-term partnership relationship is envisaged. 

Statement of deliverables 

2.12 The agreements in themselves do not define the deliverables, other than to specify 
general principles, for example, that: 

The Association (now Calvary Health Care) shall conduct the Hospital in such a 
manner as to make it available to all persons irrespective of creed or individual 
ability to pay … The Association shall provide such other medical and ancillary 
services as may be agreed between the Association and the Commission (now ACT 
Health).  
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2.13 The 2006-07 Performance Plan defined agreed objectives, activity targets (mostly 
volume) and specific service targets (mostly timeliness).  The activity targets also 
included measures of access (for example, access to emergency care) and patient 
safety.  The Plan also defined, in general terms, the nature of the services that 
were to be provided, such as emergency care, palliative care, aged care and 
rehabilitation and mental health.  Under the plan, CHC was to cooperate with the 
rest of the ACT Health system across a range of services, and contained 
agreements on issues such as provision of data and financial and performance 
reporting.   

2.14 As at 15 April 2008, the 2007-08 Performance Plan had not been agreed to by 
ACT Health and CHC.  The planned signing timeframe was August to October 
2007.  There are significant differences from the 2006-07 Plan including new 
objectives of improved patient satisfaction and delivery of services within budget, 
monthly reviews against activity targets, and definitions of Clinical Decision Unit 
(CDU), in-patient beds and elective surgery activities.  ACT Health stated that it 
completed the first full draft by September 2007, and that agreement has been 
reached on all major issues.  Pending finalisation, both ACT Health and CHC are 
working to (and reporting against) the targets in the draft Plan.    

2.15 Delays in finalising the annual Performance Plans have been noted for several 
years.  An ACT Health internal audit of July 2005 found that: 

o ACT Health has difficulty in establishing and obtaining Calvary’s agreement 
to Performance Plans.  Historically discussions over agreements have 
extended into the financial year and the value of agreements diminishes as 
the process is delayed; 

o payment to Calvary is not linked to, or conditional on, an agreed level of 
service so there is no incentive for Calvary to agree to performance plans; 
and 

o while ACT Health receives reports on how the funds have been expended by 
Calvary Health Care ACT, it does not have sufficient control to ensure that 
the funds are being used to meet ACT Health’s objective. 

2.16 The internal audit recommended that ‘ACT Health needs to review its future 
funding arrangements with Calvary Health Care ACT.  Payment of funds should 
be tied to an annual Performance Plan and agreed to prior to the start of the 
funding period.’  ACT Health management agreed to the recommendation.  
However, Audit noted that many deficiencies observed in 2005 still exist. 

2.17 Audit also noted that all of the plans examined contained reasonable descriptions 
of the services to be provided, with respect to quantity and quality.  The use of 
Performance Plans as an annual definition of services facilitates flexibility to 
negotiate new services or implement alternative arrangements for service delivery.  

Linkage of payments to deliverables 

2.18 There are different processes used to establish the amount to be paid and the 
performance to be delivered.  The amount to be paid uses a budget process that is 
based on the preceding year’s budget, adjusted for changes to activities and costs 
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(an input-focussed approach).  Agreed performance has been negotiated through 
the development of annual Performance Plans.  These Plans include a wide range 
of planned activities and numerical targets, and include the primary measure of 
hospital activity, namely cost-weighted separations, as a target. 

2.19 Audit observed that although the amounts to be paid and performance targets are 
defined, the linkage between the two could be improved.  The current process of 
first setting the price and later the performance, detracts from the negotiating 
position of ACT Health and may contribute to delaying the final agreement of the 
Performance Plan.  Changes to the Performance Plan, such as for additional 
elective surgery, come with a specific price.  However, there is no indication in 
the annual Plan of where resourcing is to be directed, as there is one price for the 
overall package of services. 

2.20 Reflecting improvements to the current arrangements, the Performance Plan now 
refers to participating in benchmarking designed to reduce ACT average costs per 
separation to within 10 percent of the national average by 1 July 2010.   

Performance indicators 

2.21 The 2006-07 Performance Plan includes both targets and benchmark targets.  The 
latter are mostly identical to the former, but for some measures they are more 
demanding.  Audit assessed that the indicators were germane to the delivery of 
services, and were capable of being measured reliably.   

2.22 There are some aspects of performance that are of a descriptive nature and are 
therefore not readily assessed by performance indicators.  

Definition of amounts to be paid 

2.23 The amounts to be paid to CHC under the Agreements are to be negotiated in a 
similar way as for a public service Department.  For example, Section 14(i) of the 
1979 Supplementary Agreement states that:  

An approved budget shall be determined for the Hospital for each year during the 
term of this agreement.  For the purpose of determining the approved budget 
[CHC] … shall … submit the estimates of revenue and expenditure.  …  [CHC] 
shall have the same right to participate in the discussions relating to the funding 
and budget estimates for all hospitals in the Territory as are given to all other 
public hospital representatives in the Territory.  [ACT Health] shall determine the 
approved budget for a year before the beginning of the year and shall have the right 
to vary, after consultation with [CHC], the approved budget at any time during the 
year.1 

2.24 The amounts to be paid have been included, as described above, in annual 
budgets.  They have also been included in Performance Plans. 

                                                 

1  The quote has been edited to insert the current names of the entities in square brackets. 
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2.25 As noted above, the budgeted amounts are constructed on an input basis.  For 
example, the budget for 2007-08 is constructed by taking the July 2006 starting 
base, adding new initiatives such as additional elective surgery and the opening of 
a new Sub and Non-Acute Services (SNAS) facility, accounting for ceasing or 
transferring programs, and adding amounts for pay increases and other indexation 
increases.  The linkage to activity levels is included in the annual Performance 
Plan, which sets target activity levels. 

2.26 Paragraph 14(ii) of the original Public Hospital Agreement defines the funding 
arrangement as being a cost-recovery arrangement.  ACT Health is to pay a 
‘maintenance subsidy’ that covers the excess of costs over income of the public 
hospital.  Paragraph 14 (ii) limits the maintenance subsidy to the amount provided 
for in the budget.  Paragraph 14 (v) specifies that the maintenance subsidy is 
liable to adjustment depending on the financial statements for the operating of the 
Hospital for the year.   

Cross-charging 

2.27 Cross-charging provisions arose when Calvary Private came into operation. 
Although the public and private hospitals are not physically separated, the 1988 
Calvary Private Agreement attempted to separate the operations of the two 
hospitals as far as possible by including provisions that, for example, there should 
be completely separate books of account and banking or like facilities for the 
public and private hospitals.  The Agreement also specified that the financial 
relationship should be as follows: 

• the financial arrangements are specified by ACT Health; 

• these arrangements are subject to the condition that Calvary Private should 
be financially independent of, and not in any way subsidised by, the public 
hospital; 

• CHC has 30 days to object to any such arrangements specified by ACT 
Health.  This should be accompanied by a request to enter commercial 
arbitration; and 

• ACT Health can change the arrangements at any time, but should review 
them each year in November. 

2.28 This Agreement was modified by the 1994 Private Hospital Supplementary 
Agreement, which provided for obstetric facilities as well as updating cross-
charging rates.   

2.29 Audit observed that the financial arrangements defined in the Agreements 
provided for ACT Health to set prices (based on costs) for cross-charging, and 
CHC can object if they believe prices are not reasonable.    

2.30 The 1988 Calvary Private Agreement set the rates for cross-charging that were to 
be applied at that time, detailed in the Annexure to the Agreement called ‘Calvary 
Private – Financial Arrangements’ and the three Attachments to that Annexure.   
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2.31 CHC advised that the current cost recovery process involves a relatively 
substantial workload to administer, including work to capture the required data, 
review the data, report on the data and then process any adjustments.   

2.32 The lack of clarity and specificity of cross-charging arrangements has led to a 
number of allegations and subsequent inquiries and reviews.  These are discussed 
in more detail later in this report.  

Dispute resolution 

2.33 Section 17 of the 1979 Supplementary Agreement states that if any dispute shall 
arise concerning the role of the Hospital, or if any action is proposed by ACT 
Health which affects the role of the Hospital, CHC will have a right of access to 
the responsible Minister.  This is the only reference to dispute resolution. 

2.34 The Annual Performance Plan for 2006-07 includes reasonable provisions that 
any dispute will be resolved through negotiations between the Chief Executive 
Officer of CHC and the Chief Executive of ACT Health.  Where a dispute is 
unable to be resolved, it should be defined in writing and a mediator appointed. 

Accountability requirements 

2.35 There are a number of contract features that would normally help provide 
accountability.  These include the definition of assets ownership and the 
timeliness of completion of agreements.  Other accountability requirements such 
as sound risk management practices and the appropriate allocation of 
responsibility under the Agreements are covered in the next Chapter on the 
management of the agreements.   

Asset ownership 

2.36 LCMHC holds a lease on the hospital land, but ownership of the completed 
hospital is not formally defined in the Agreements.  ACT Health’s view is that 
until the Crown Lease expires, CHC effectively owns the buildings and 
improvements on the land.  Audit considers that it is preferable that fundamental 
issues such as asset ownership are defined clearly in the Agreements, to provide 
clear mechanisms for financing long-term capital items and upgrades. 

Execution of agreements 

2.37 The minimum requirements for the sound execution of agreements are that the 
legal documents are signed by individuals with the power to commit their 
organisations, they are completed before the period to which the agreement 
applies, and they are available for reference when required. 

2.38 ACT Health was unable to provide Audit with a complete set of signed copies of 
the Agreements.  Before the audit commenced, ACT Health provided unsigned 
electronic copies of the three public hospital Agreements and two of the Calvary 
Private Hospital Agreements.  A request as part of this audit for signed 
Agreements yielded three documents: 
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• an undated, unsigned version of the original 1971 Agreement with CHC for 
the Public Hospital; 

• the signed Supplementary Agreement with CHC for the Public Hospital; 
and 

• a draft of the Calvary Private Agreement, undated and apparently from 1987 
(the final was dated 1988). 

2.39 There are six Agreements, three each of the public and private hospitals.  These 
are listed in Appendix B. 

2.40 Audit reviewed the timeliness of the establishment of Performance Plans for 
2005-06, 2006-07 and 2007-08, and the results are in the table below. 

Table 2.1: Review of Performance Plans 2005-06 to 2007-08 

Year Date signed 

2005-06 25 October 2005 

2006-07 18 October 2006 

2007-08 Not signed as at 17 April 2008 

Source: ACT Auditor-General’s Office  

2.41 ACT Health advised that delays in signing Performance Plans are not a major 
problem, as CHC was aware of the draft and was reporting against the provisions 
of that draft.  However, Audit notes for the months of July, August and September 
2007, no financial report was provided by Calvary Public Hospital to ACT Health 
on the grounds that funding had not been finalised. 

Assessment against better practice 

2.42 Audit notes that the current arrangement, which was initiated between the 
Commonwealth and LCMHC in the 1970’s, foresaw a long-term relationship with 
government and, therefore, has many aspects of a relationship between 
government agencies.  The Agreement was intended to last at least 99 years by 
virtue of the lease issued to CHC.  Notwithstanding this, Audit considers the 
Agreements also have many of the characteristics of a legally binding commercial 
agreement with an independent body, and therefore many aspects of better 
practice established for contract management are relevant to this arrangement.   

2.43 Audit has compared the Agreements against better practice contract management 
as defined by the Australian National Audit Office (ANAO).  This comparison, 
which is summarised at Appendix C, indicates that an improved agreement is 
needed to accord with current better practices and facilitate the achievement of 
intended outcomes.  Particular aspects of current Agreements that warrant further 
attention include: 

• better definition of premises and land provided to CHC; 

• assigning liability for potentially damaging actions; 
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• inclusion of ‘standard’ clauses relating to privacy, Occupational Health and 
Safety (OH&S), security of records etc.; 

• specification of a process for making regular changes to quantum amounts; 

• consideration of how penalties and incentives can improve the payments 
process; 

• inclusion of a reference to what is to be done in cases of conflicts of interest; 

• provision for formal procedures when the need for variations to agreements 
arise; 

• definition of how CHC has responsibility for any sub-contractors and their 
work; 

• consideration of how best to provide for release of information to bodies 
like the ACT Legislative Assembly, Auditor-General and ACT Health; 

• consideration of how to accommodate termination and consequential 
transition arrangements; 

• reduction of the potential for friction, by upgrading how disputes and 
alternatives can be accommodated; and 

• considering how treatment of Intellectual Property can be included. 

2.44 Audit notes that some of these matters may require frequent adjustment, and are 
not suitable for a long-term agreement.  Accordingly, these may be better handled 
through other arrangements, such as a schedule or annual agreements.   

2.45 ACT Health considers that an analysis against a typical commercial contract is 
unhelpful, as the nature of the relationship between the Territory and CHC, in 
particular, the need to govern that relationship over a period of 100 years or more, 
suggests that several of the matters raised are irrelevant or impractical.  As noted 
above, Audit acknowledges that the Agreements with CHC are not a normal 
contractual arrangement.  However, Audit considers there is a need to clarify and 
simplify the set of Agreements, and suggests that better practice in contract 
management should be incorporated in any new or replacement agreement.  This 
would contribute to a better defined relationship with CHC. 

Conclusion 

2.46 This section has described a set of Agreements that are complex, not well 
understood, out of date, and not fully reflective of the relationship between the 
parties.  As a consequence, the Agreements do not assist in the efficient and 
effective administration of the contractual relationship with CHC.  Further, the 
very complexity of the Agreements and the legal constraints, has made it difficult 
to revise them.  Commitment to improving transparency and better administration 
from both parties is needed for this to occur.   
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Recommendation 1  

ACT Health and CHC should replace the current set of agreements as soon as possible 
with a single agreement that incorporates better practice. 

PROPOSED REVISIONS TO THE AGREEMENTS 

2.47 Over the years, the Government has recognised a number of difficulties associated 
with the current arrangements with CHC, including potential financial and 
operational risks to the Territory.  ACT Health and CHC have sought to improve 
the contractual relationship.  This section briefly discusses some of the approaches 
adopted.   

2.48 The Agreements provide for regular amendments to financial arrangements – this 
process is discussed in the next Chapter. 

Renegotiation efforts  

2.49 As early as 1994, CHC sought to consolidate the Agreements.  The issue has been 
raised several times since.  For example, a review by the ACT Government 
Solicitor in March 2004 noted that a consolidation would be useful and that CHC 
would prepare a draft.  CHC forwarded, for ACT Government consideration, a 
proposed Memorandum of Understanding in August 2004.  A December 2004 
review by WalterTurnbull also suggested there be a new agreement. 

2.50 In 2005, the then Minister for Health proposed a change in the relationship with 
CHC.  Under this proposal, the ACT Government would take over the running of 
the public hospital directly, to address a number of the ACT Government’s 
concerns including the: 

• lack of transparency in the operations of CHC; 

• increasingly complex cross-charging arrangements; 

• lack of compliance with essential directions; 

• inability to achieve standardisation; 

• duplication of support services; and 

• limited ability for the Territory to manage risks. 

2.51 This proposal did not proceed.  Subsequently, ACT Health identified the issues 
that needed to be considered in developing a new contract.  The Chief Minister 
called for a revised agreement to be drafted by the end of 2005.  CHC agreed to a 
consultative process to update the contractual relationships on 25 November 2005. 

2.52 Audit was provided with a draft agreement dated March 2006.  According to ACT 
Health, this agreement did not proceed because CHC did not agree to it, and the 
‘Functional Review’ in the lead up to the 2006-07 Budget, adopted a different 
approach.  Audit observed that the draft did not meet CHC’s conditions for a new 
agreement, in particular that of no disadvantage. 
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2.53 The ACT Health Annual Report for 2005-06 stated that a challenge for the 
coming year was clarifying the ownership and control arrangements for the 
delivery of health care services by Calvary Public Hospital.   Following the  
2006-07 budget, ACT Health commissioned a pair of consultancies – examining 
business and legal aspects - to further review ownership and governance 
arrangements for CHC.  A number of ACT Health commitments followed the 
conclusion of these reviews, such as including CHC in the cost-reduction strategy, 
finalising a Clinical Services Plan and Capital Asset Development Program, and 
further consideration of the Calvary service profile and role delineation.  Only 
after that would changes to governance and control arrangements be considered.    

2.54 Audit observed that merging the consideration of the reform of the contractual 
arrangements with changes to Calvary’s service profile would delay contractual 
reform.  These two issues should be separated to gain acceptance from CHC, 
which is critical in achieving reforms.  

2.55 The latest set of Agreements includes many amendments to preceding 
Agreements.  Audit has recommended replacing the latest set of Agreements with 
a new, single agreement, but history suggests this will not be easy, as there have 
been several attempts which, for various reasons, have not proceeded.   

2.56 Audit considers that a worthwhile interim step would be to replace the 
Agreements with a consolidated version that repeats all the current provisions of 
the Agreements between ACT Health and CHC.  This appears necessary given the 
complexity of the current Agreements, that signed copies of all Agreements are 
not readily available, and the difficulties in making any substantive changes.  
Consolidation of the Agreements would make management and compliance easier 
for both parties.  

Recommendation 2  

As an interim step towards improving existing contractual arrangements, ACT Health 
should prepare a consolidated agreement that reflects all the current provisions of the latest 
agreements. 

The form of a new agreement   

2.57 In the longer term, a new agreement that addresses the current deficiencies and 
provides for a streamlined administration for both parties is necessary.  As a 
consultant to CHC noted,  

the management burden of a complex and time-consuming cost-recovery system is 
a strain on both productivity and goodwill.  … Alternative models of cost recovery 
need not be as resource intensive as the current process. 

2.58 Audit noted that in practice, ACT Health has used elements of an output-based 
funding approach in its negotiations with CHC.  Specifically, ACT Health 
monitored the cost per weighted separation to negotiate a reduction in cost. 

2.59 Audit’s considerations of good practice, and discussion with CHC and ACT 
Health, indicate that an agreement that clearly provides for a more output-based 
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model with an appropriate and fair price for the output would be more effective 
than the present set of complex Agreements.   

2.60 Robinson2 describes a number of models from ‘pure’ output funding where all 
payments are based on a price for each service delivered, to mixed models where 
there can be separate payments for capital and for items such as Emergency 
Department services.  Robinson also discusses the concept of outcome funding, 
where there can be incentive payments for achievement of quality outcomes.   

2.61 Victoria was the first State in Australia to introduce the casemix system whereby 
hospitals were funded on the basis of the number and complexity of the cases that 
they dealt with, rather than on historical funding as in the ACT.  But even in 
Victoria, casemix applies to only two-thirds of acute funding.  The remaining 
third goes to a variety of non-inpatient, or grant-based funding - where casemix is 
not appropriate, or adequate.3 

2.62 ACT Health advised that: 

There are many forms of output based funding, ranging from arrangements where 
some or all payments are linked directly to the number of outputs produced, an 
arrangement often called activity based funding, to arrangements where funding 
and outputs are allocated and monitored at a global level.  The latter is the 
arrangement that ACT Health and [CHC] participate in. 

Difficulties arise with activity based funding when the number of outputs produced 
is either lower or higher than the agreed performance targets.  If the activity is 
lower than the target, then the funding available to the organisation is reduced.  
However, this often creates a double-jeopardy situation where the costs have 
already been incurred by a hospital, for example through employment of staff, and 
the only way a hospital can avoid a deficit is by taking measures such are reducing 
the number of staff on duty, which generally results in further activity reductions. 

Alternatively, if the activity is higher than the target, two options are created.  
Firstly, an organisation can stop further activity so that activity and funding match.  
This has the effect of reducing service access for a period of time at the end of a 
financial year which has a detrimental affect on the community, and shifts demands 
and costs to other hospitals.  Secondly, further funding can be provided to enable 
higher levels of activity to continue.  However, current ACT Government 
budgeting processes don’t provide for additional funding being routinely available.  

Additionally, another problem with activity based funding is that it encourages 
gaming to maximise revenue, and/or encourages over servicing in order to 
maximise revenue.  Neither is conducive to achieving good value for money. 

A final point to make about activity based funding is that it reliant on activity being 
either translated to an episode based classification or being supported by block 
grant funding.  Problems however arise when the same activity is counted in two 
ways to contribute to separate targets. 

                                                 
2  Robinson, Marc.  Output-driven Funding and Budgeting Systems in the Public Sector, Discussion Paper No. 101, 

February 2002.  QUT Discussion Papers in Economics, Finance and International Competitiveness.  
http://eprints.qut.edu.au/archive/00000535/01/robinson_101.pdf  

3  Brook, Chris.  Casemix Funding for Acute Hospital Care in Victoria, Australia.  
http://www.health.vic.gov.au/casemix/casemix.pdf  
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2.63 A consultant to CHC has recently suggested a model of care where the public 
purchaser (ACT Health) purchase services from CHC in a competitive market 
together with private health insurance funds.  Under this proposed model, Calvary 
public and private hospitals would operate as one entity. 

2.64 The consultant noted that where outputs can be clearly defined and do not have 
wide variance in costs for different occasions of service, casemix purchasing is an 
appropriate output model.  The relatively small amount of services, primarily in 
allied health areas, that are not amenable to a case-mix approach could be fully 
accounted for and funded based on cost recovery. 

2.65 The consultant also raised the issue of capital payments, and recommended an 
approach that would involve regular capital payments to the hospital operator, but 
with ownership reverting to the Territory after a specific period of time. 

2.66 Audit accepts that there can be difficulties with output-based or casemix funding 
as outlined above by ACT Health.  Similarly, CHC has noted difficulties, for 
example, that not all services provided can be easily benchmarked or funded 
through casemix, and the absence of clear mechanisms for capital financing.  

2.67 Audit believes that there are various funding models which can offer opportunities 
for reducing administrative costs, maintaining the benefits of co-location and 
providing public accountability and transparency.  Each model, however, has its 
own disadvantages and advantages.  It is not within the scope of this Audit to 
assess the merits of the various funding models and recommend a specific model 
of funding.  It is essential nevertheless that both parties commence negotiations 
and reach agreement to improve the current arrangements, taking into account the 
ACT Government long-term objective for the delivery of integrated desired health 
outcomes to the ACT community. 

Co-location of hospitals 

2.68 There is an increasing number of sites where private hospitals are co-located with 
public hospitals.  The comment quoted below reflects the issue of co-location of 
hospitals.  

… there is general consensus within the healthcare industry that collocation brings 
the promise of reduced duplication, greater efficiencies and a wider range of 
specialist services. But it also treads a fine line between the public and private 
sectors and runs the risk of the public sector being seen to subsidise the private. … 
In order for the two hospitals to exist on the same campus, … there must be 
rigorously applied commercial arrangements. … This needs to be well documented 
so there can be no allegations that the public system subsidises the private. … 
People get nervous about collocation because they think one of the systems will 
subsidise the other, but that's not happening at all. You need auditing systems in 
place to track activities and finances and show that is not what's happening.4 

                                                 
4  Ward, Anita.  Co-location: A Growing Trend in the Australian Healthcare Industry.  Address to Australian Doctors Fund 

Co-location Meeting Sydney – 20 May 1998 
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2.69 There is an example of co-location in the ACT, where the National Capital Private 
Hospital (NCPH) shares a site with The Canberra Hospital (TCH).  Under a series 
of service level agreements, TCH provides services to NCPH.  These can be on 
the basis of closely specified unit prices, for example, the delivery of meals, or on 
a cost-sharing basis, for example, utilities.  These agreements are simple and 
unambiguous contracts for services, unlike the complex arrangements between 
CHC and ACT Health.  Audit recognises, however, that much of the current 
complexity has been caused by the fact that CHC operates both the public and 
private hospitals and the hospitals share the main hospital building. 

2.70 CHC submitted that there are costs as well as benefits of co-location to the private 
hospital, and these costs include the onerous management burden of a complex 
and time-consuming cost recovery system. 

2.71 Audit agrees with CHC’s view that co-location offers real advantages.  However, 
it also requires transparent arrangements and clear accountability and review 
mechanisms between the public and private hospitals, especially where the two 
hospitals occupy the same building.  These requirements are not present in the 
current arrangements and reinforce the need for a new agreement as proposed in 
Recommendation 1.    
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3. MANAGEMENT OF, AND COMPLIANCE 
WITH, CALVARY HOSPITAL AGREEMENTS 

INTRODUCTION 

3.1 This Chapter assesses ACT Health’s performance in management of, and 
compliance with, the Calvary Hospital agreements.   

KEY FINDINGS 

• The complex nature of the agreements makes it difficult for ACT Health to manage 
and comply with certain provisions of the agreements.   

• ACT Health has improved its management of the agreements in recent years and 
achieved a reduction in the costs of services.  However, ACT Health did not routinely 
review the cross-charging financial arrangements to ensure they reflected the 
recovery of reasonable costs and remained consistent with the agreements.  This has 
led to a higher risk that the agreements will not be complied with and the Territory’s 
financial interests will not be protected. 

• Although ACT Health has an overarching Risk Management Framework and Policy 
covering its functions, it has not developed a specific risk management plan for the 
management of the agreements with CHC. 

• ACT Health has not developed a contract management plan to assist in the 
administration of the Calvary arrangements and has not documented procedures and 
practices that have been established over time. 

• In providing for a private hospital, the agreements call for a high degree of separation 
between the hospitals.  This has not been achieved, and the lack of clarity and 
transparency has contributed to difficulties in managing the agreements. 

• Separate audited accounts of Calvary Private and Calvary Public were not provided 
annually to ACT Health. 

• The agreements define the funding of CHC as being on the basis of cost recovery.  
However, this has not been implemented effectively, with the risk that the public 
hospital has subsidised the private hospital.   

• ACT Health does not know the overall amount of cross-charging and financial 
reports provided by CHC to ACT Health do not include this information. 

• Since 2002, ACT Health has commissioned several reviews that have investigated 
cross-charging and identified under-payments by Calvary Private Hospital to Calvary 
Public Hospital.  CHC has disputed claims arising from these reports, and subsequent 
discussions with ACT Health have led to agreed lower amounts being repaid, except 
the outcome of the 2007 Cogent report which is still under negotiation.   
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• Although there were regular discussions and reports on CHC performance, ACT 
Health did not seek, and CHC did not provide, formal annual reports of achievement 
against the agreed performance in the Performance Plan. 

3.2 In assessing the management of the Calvary Agreements, Audit: 

• held meetings with both parties to the Agreements; 

• assessed management activities against better practice principles; and 

• inspected documentation relating to the management of the Agreements by 
ACT Health, including reports provided to ACT Health by CHC. 

BETTER PRACTICE  

3.3 As discussed in Chapter 2, Audit acknowledges that the Calvary Agreements, 
while exhibiting many of the qualities of a commercial contract, have some 
unusual characteristics.  While making simple comparisons with commercial 
contracts is not appropriate in relation to the Calvary Agreements, Audit considers 
that many elements of better practice contract management is relevant to the 
management of the Calvary Agreements. 

3.4 Audit compared the management of the Agreements with the practices 
recommended by the ANAO in their 2007 better practice guide, ‘Developing and 
Managing Contracts’.  This guide included a number of key tasks required when 
managing contracts.  These are listed at Appendix C, with brief comments on 
ACT Health’s performance against them.  These issues are also described in more 
detail in the rest of this Chapter. 

PROCESSES AND PROCEDURES 

Risk management 

3.5 The ACT Health Risk Management Framework and Policy requires that risk 
management principles be integrated into all business strategies, activities and 
management systems.   

3.6 In addition, although the Government Procurement (Principles) Guidelines do not 
apply to the Calvary Hospital agreements given their unique nature, Audit 
considers that some of these principles, such as value for money, probity and 
ethical behaviour, as well as management of risk, are relevant to the ongoing 
management of the Agreements. 

3.7 With respect to the management of risks, for example, the guidelines require that 
a Territory entity must, in the procurement of goods, services or works, carry out 
an identification, analysis and evaluation of likely risks, and implement sound risk 
management strategies. 

3.8 Audit recognised that ACT Health conducts several activities to mitigate the risks 
involved in the management of the relationship with Calvary, including: 

• meetings and planning activities involving participation by CHC; 
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• the development of annual performance plans that provide short to medium 
term goals and objectives for Calvary Public Hospital; and 

• monitoring of performance against targets.   

3.9 However, ACT Health has not developed a specific risk management plan for the 
management of the unique CHC Agreements.  

3.10 Audit considers the complexity of the arrangements with CHC creates a range of 
potential financial and operational risks that warrant a specific risk management 
plan.  Such a plan could reduce risks by putting in place provisions for a 
systematic identification and assessment of risks, and for monitoring whether 
actions put in place have been implemented and have mitigated the risks 
identified. 

Recommendation 3  

ACT Health should develop a specific risk management plan for the management of the 
agreements with CHC.   

Processes and guidelines for managing the agreements 

3.11 A contract management plan is an important means of ensuring that the provisions 
of the complex agreements are adhered to by all parties.  A contract management 
plan should address such matters as: 

• the management structure for administering the Agreements, including 
positions and their responsibilities; 

• a timeline of key events; 

• a listing of each party’s obligations under the Agreements, and the processes 
in place to ensure these obligations are met (a compliance plan); 

• a stakeholder management plan; and 

• references to the processes needed to administer the project, for example, 
the holding of meetings, payment of amounts, setting of budgets and the 
maintenance of records. 

3.12 As could be expected in administering the Calvary arrangements over many years, 
ACT Health has well established and understood customs and practices, but these 
have not been documented in the form of a contract management plan (or similar 
document).  For example, although a framework for contract management and 
governance, which includes a schedule for development of the annual 
performance plan, has now been documented, the schedule and the desired 
timeframes in the schedule are not always met.  The risk of not documenting 
adequately important contract management elements is that effective management 
becomes dependent on the corporate memory of experienced staff.  Although 
ACT Health has been well served in this respect, continuity of staffing cannot be 
guaranteed.  Better practice, therefore, is to document contract management 
processes and procedures. 
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Recommendation 4  

Given the significant funding, importance and complexity of health services provided by 
CHC, ACT Health should establish a Contract Management Plan for the management of its 
agreements with CHC.   

STRUCTURE AND STAFFING  

3.13 The function of Contract Manager for the Calvary Public Hospital has been one of 
the duties of ACT Health’s Deputy Chief Executive since at least July 2005.   

3.14 The Contract Manager is assisted by the Health Performance Section, especially 
with respect to developing and reporting against the annual performance plan.  
The Finance group, under the Chief Financial Officer, also has key 
responsibilities especially with respect to formulating the CHC budget and 
authorising changes to payments.  In addition, members of the Health Economics 
Unit have assisted with respect to managing health performance statistics and 
advising on costs.  These staff also attend at a range of meetings involving 
Calvary, as discussed later. 

3.15 ACT Health advised that management of the arrangement with CHC was 
conducted relatively informally, for example, through regular meetings between 
the Deputy Chief Executive and CHC’s CEO and monthly meetings of the ACT 
Health Executive. 

3.16 Audit considers the lines of responsibility for the contract management functions 
and the interaction between various work groups within ACT Health are not well 
defined, and the contract management function is under-resourced. 

COMPLIANCE WITH AGREEMENTS 

3.17 Audit reviewed whether ACT Health had complied with selected provisions of the 
various Agreements.  The results are summarised below. 

Calvary Private to be a separate operation 

3.18 The Private Hospital Agreement of 26 April 1988 states that CHC shall conduct 
Calvary Private Hospital as a separate operation from the public hospital (at 
paragraph 1).  CHC was also required to submit a full set of audited accounts and 
statements of activities of Calvary Private Hospital annually to ACT Health (at 
paragraph 7). 

3.19 Audit noted that there are many circumstances where Calvary Private Hospital is 
not a separate operation.  For example, there are shared executives, shared 
systems relating to pay supplies and several other factors.  Also, dealings between 
the two hospitals are not at arms length.  For example: 

• the documentation relating to cross-charging between the two hospitals is 
prepared by a private hospital employee, reviewed by the Chief Financial 
Officer (CFO) (a shared executive employed by CHC) and subject to partial 
inspection by the General Manager of Calvary Private Hospital; and   
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• there is no head of the Calvary Public Hospital (although there is a separate 
General Manager for Calvary Private Hospital); instead, the public hospital 
staff and the General Manager of Calvary Private Hospital report to the 
CEO of CHC.   

3.20 Also, separate audited accounts for Calvary Private Hospital and Calvary Public 
Hospital are not provided annually to ACT Health.  ACT Health stated that they 
had previously sought and obtained such audited accounts, including those for the 
2005-06 year, but these accounts were not available to Audit for review.   

3.21 In 2005, the Minister for Health wrote to CHC describing the situation as one 
where ‘in effect, CHC through its ownership of both public and private hospitals 
effectively determines the costs and raises invoices to itself.’  The Minister for 
Health also wrote that a new contract would ‘progressively dispense with 
cumbersome cross-charging arrangements through encouragement of a formal 
commercial separation of the public and private arms of the Calvary ACT 
operation.’   

3.22 The IT systems are common, although there is coding that indicates the nature of 
accounts and classifies patients as being private or public.  There have been 
disagreements about the extent of mutual contributions to the IT system.  Ongoing 
disputes about the proportion of staff time that should be allocated to the private 
hospital also indicate a lack of clarity of separation.  For example, the 
WalterTurnbull report of December 2004 referred to percentages of staff time that 
should be allocated to the private hospital ranging from 23 percent to 31 percent.  
Further reviews were necessary, but the result was eventually settled through 
arbitration. 

3.23 Audit concludes that the separation between the two hospitals is not as clear as 
was envisaged in the Agreements.  A lack of clarity and transparency has 
contributed to difficulties in managing the Agreements.  This has led to several 
complaints and a number of consultancies and reviews have been required, at a 
cost both in terms of funding and management time.  Recommendation 1 has 
already suggested a new and more transparent agreement, which should address 
such issues. 

Employment arrangements 

3.24 The 1991 Second Supplementary Agreement relating to Calvary Public Hospital 
set out, in paragraph 3(ii), that future employees of Calvary Public Hospital shall 
be engaged under the Public Service Act.  The only exceptions were those who 
were engaged solely to work in Calvary Private Hospital.  However, Audit was 
informed that some public Executives and IT staff are employed by Calvary 
Private Hospital.  Audit considers this is not consistent with the Agreement, 
although CHC maintains that it permissible for Private Hospital staff engaged 
under non-Public Sector Management Act terms to work in the Public Hospital, 
and ACT Health in its response to a draft of this report noted that these staffing 
arrangements are appropriate.   If the employment arrangements specified in the 
1991 Agreement are no longer advantageous to either party, this is another 
indication of the need to replace the Agreements. 
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3.25 ACT Health advised that agreement had previously been reached with CHC that 
the specific staffing arrangements referred to by the Auditor-General were 
appropriate and assist with the process of more formal separation of public and 
private hospital functions. They are also more consistent with current day labour 
market requirements.  ACT Health further advised it will ensure these 
arrangements are more explicitly documented.   

3.26 A December 2004 review by WalterTurnbull noted that extensions and changes to 
the charging arrangements for personnel laid out in the 1988 Calvary Agreement 
have not all been formally agreed to by ACT Health and CHC. 

Budget setting 

3.27 The 1979 Supplementary Public Hospital Agreement states that ACT Health is to 
‘determine the approved budget for a year before the beginning of the year and 
shall have the right to vary, after consultation with [CHC], the approved budget at 
any time during the year’. 

3.28 The budget for CHC is established in the context of the overall ACT Government 
budget process.  ACT Health receives funding on an incremental basis and adopts 
the same principle when assigning budgets to CHC.  This provides for the 
negotiation of the agreed amount to be paid to CHC.   Although the annual 
Performance Plan, which states the deliverables, is usually not completed until 
mid-year, the agreed amount to be paid is normally known to CHC at the start of 
the financial year.  In 2007-08, however, CHC provided no financial reports for 
the first three months of the financial year on the grounds that funding was not 
finalised.  In practice, the amount agreed will be the same as the budget provided, 
with negotiations focussing on the other elements of the Performance Plan.  There 
can also be further adjustments negotiated with CHC outside the annual budget 
process.  These additional sums are accompanied with specification of the 
additional activity. 

3.29 Better practice would be to negotiate with CHC with respect to funding as well as 
services to be provided.  This approach would still retain the option of adjusting 
funding according to the services selected and take into account costs and benefits 
that may be offered by CHC during the budget negotiation process.  In other 
words, negotiating on the amount offered strengthens ACT Health’s negotiating 
position and may provide incentives to achieve better service provision by CHC.   

3.30 As noted by consultants in 2005, ‘ACT Health has not in the past fully exercised 
its authority to set budgets and hold Calvary Public Hospital accountable for 
performing within budget.’  This situation has improved in recent times through 
the use of additional funding tied to additional activity. 

Funding arrangements 

3.31 The 1979 Supplementary Agreement, paragraph 14(ii), effectively defines the 
funding as a cost-recovery arrangement.  ACT Health is to pay a ‘maintenance 
subsidy’ that covers the excess of costs over income of the public hospital.  
Paragraphs 14 (iii) and (iv) cover the details of what is to be included, for 
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example, to omit depreciation and interest, but to cover legal fees and necessary 
accommodation.  Paragraph 14 (v) specifies that the maintenance subsidy is liable 
to adjustment depending on the financial statements for the operation of the 
hospital for the year.  Paragraph 14 (vi) requires audited accounts (with the 
auditor approved by ACT Health) and with books open to inspection by ACT 
Health.  Paragraph 14 (vii) requires CHC to provide certification that payments 
out of the maintenance subsidy were in accordance with the approved budget.  

3.32 The Statement of Financial Performance provided by CHC to Audit on public 
hospital operations for 2006-07 referred to an operating deficit of $268 000 for the 
public hospital, not including donations of $623 000.   

3.33 Audit observed that there was no transparent arrangement for recovery of any 
surpluses should they occur.  ACT Health did not have the relevant financial 
statements to reconcile and adjust the payment of the annual maintenance subsidy 
in accordance with the 1979 Supplementary Agreement.   

3.34 ACT Health advised that while the recovery of surpluses has not happened in the 
way described by the Agreement, it had recovered these through the delivery of 
activity at variable marginal cost.   

3.35 ACT Health further stated that negotiation of a fair price in the context of the 
annual Performance Plan is effective in achieving value for money, and is 
consistent with a move towards output funding.  Audit considers, however, that 
better outcomes can be achieved for both parties by renegotiating the Agreement, 
rather than working around it. 

Recommendation 5  

ACT Health should: 

a. reconcile and adjust as appropriate the payment of the annual maintenance subsidy to 
take into account any surplus made by the Public Hospital in the previous year, in 
accordance with the 1979 Supplementary Agreement; and  

b. require audited financial statements for the public hospital’s operations for each 
financial year in accordance with the 1979 Supplementary Agreement. 

Financial arrangements for cross-charging 

3.36 The Calvary Private Agreement states at paragraph 10(ii) that Calvary Private 
Hospital should be independent of, and not in any way subsidised by, the public 
hospital.  ACT Health can vary the financial arrangements for cross-charging 
within this constraint, but with right of objection by CHC, with reference to an 
arbitrator if necessary.  Paragraph 10 (iv) states that these financial arrangements 
shall be reviewed prior to the opening of further beds and annually in November. 

3.37 The Annexure to the 1988 Calvary Private Agreement provides details of the 
financial arrangements for cross-charging.  It includes provisions that define how 
the charges should be calculated, and the initial charges, for example, per 
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occupied bed day.  Paragraph 2.03 of the Annexure provides for expenses to be 
paid monthly in arrears.  Paragraph 2.06 requires CHC to consult with ACT 
Health before determining the remuneration of any staff member of Calvary 
Private Hospital subject to cost sharing.  ACT Health can also determine, for the 
purpose of calculating the amount payable, the staff member’s remuneration.   

3.38 The cross-charging financial arrangements are subject to review by ACT Health.  
For example, a letter from the Chief Executive of ACT Health in February 2004 
proposed changes to the financial arrangements.  However, no consolidated 
current version of the changed financial arrangements was maintained.  This 
makes it difficult to determine exactly what the financial arrangements for cross-
charging were. 

3.39 Cross-charging has been the subject of occasional reviews by ACT Health’s and 
Calvary’s internal auditors and consultants.  Details are outlined in Appendix D.  
These reviews have addressed pricing levels and the process adopted by CHC to 
manage the cross-charging process.  Audit found no evidence of any routine 
update of the cross-charging financial arrangements (pricing schedule), in 
November or otherwise.  Likewise, Audit found no evidence of any vetting of 
salaries paid to Calvary Private Hospital employees subject to cross-charging.  
Indeed, Audit was informed by ACT Health that cross-charging calculations were 
the responsibility of CHC, not of ACT Health.   

3.40 The lack of routine monitoring and checking of cross-charging arrangements by 
ACT Health exposes the ACT Government to the risk of financial loss through 
errors and irregularities.  Audit was aware of a range of allegations by CHC staff.  
Audit believes that investigations of such allegations cannot substitute for regular 
monitoring processes. 

3.41 In reviewing the payments from Calvary Private Hospital to Calvary Public 
Hospital for cross-charging, Audit found that payments were typically two to four 
months after the expense was incurred. 

3.42 Audit therefore concludes that ACT Health has not monitored cross-charging 
financial arrangements as provided for in the Agreement.  The lack of routine 
review to ensure the arrangements reflect reasonable prices and remain consistent 
with the Agreements increases the risk of non-compliance with the agreements 
and the risk that the Territory’s financial interests will not be protected – as such 
recoveries would directly contribute to the public hospital profits (see  
Recommendation 5). 

Recommendation 6  

ACT Health should: 

a. update the charges in the financial arrangements annually as provided for in the 
agreements; and 

b. implement measures, such as independent audits, to ensure that correct and timely 
cross-charging payments are made from the private to the public hospital. 
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Implementation of Cross-Charging 

3.43 Implementing better practice in managing cross-charging arrangements would 
ensure: 

• there are clear arrangements for the private hospital to pay the public 
hospital for services (and vice-versa if appropriate);  

• the amounts that are paid are correct, subject to audit and presented clearly 
to ACT Health; and 

• the amounts that the public hospital receives from cross-charges are taken 
into account in determining the amounts of public money that are paid to 
CHC.    

3.44 The current arrangements do not reflect these better practices.  

3.45 Despite the many reviews that have investigated cross-charging (noted in 
Appendix D) the overall amount of cross-charging is not known by ACT Health.   

3.46 Financial reports by CHC to ACT Health do not explicitly list cross-charging as 
revenue.  The items listed as revenue are:  

• User Charges – Government Recurrent; 

• User Charges – Non Government; 

• Interest; 

• Other; and 

• Resources Received Free of Charge. 

3.47 These financial reports provided no further information on these items.  ACT 
Health stated that cross-charging revenue received from the private hospital is 
reflected in the ‘User Charges - Non Government’ revenue and the other 
categories.  However, Audit noted that CHC provided to ACT Health a 
spreadsheet that described other revenue for 2006-07; based on this, ‘User charges 
- Non-Government’ did not include cross-charging between the hospitals, but 
instead related to fees paid by private patients (including DVA) and non-
inpatients.  ‘Other revenue’ does include one element of cross-charging, namely 
private hospital rent, but not the other components of cross-charging.  This CHC 
report was also inconsistent with its Statement of Financial Performance for the 
year ended 30 June 2007.  

3.48 CHC provided to Audit a spreadsheet that indicated how cross-charging was 
reflected in the monthly statements to ACT Health.  In brief, the amounts for 
cross-charging are entered as negative amounts in the ‘employee expenses’ and 
‘administrative expenses’ categories.  Although the spreadsheet provided to ACT 
Health (discussed in the previous paragraph) referred to rental revenue being 
included in ‘Other revenue’, the spreadsheet provided to Audit had no allocations 
to the ‘Other revenue’ category.    
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3.49 Audit was informed by CHC that they understood cross-charging amounts were 
not included in the budget because they were taken into account in setting the 
budget.  This is reasonable, as it appears, as discussed above, that cross-charging 
amounts are reflected in the monthly reports to ACT Health.  However, there have 
been no reports from CHC to ACT Health that have disclosed the amount of 
cross-charging in any given year.   

3.50 With respect to Calvary Public Hospital/Private Hospital cross-charging 
arrangements, the 2006-07 Performance Plan noted that ‘CHC will continue to 
work with ACT Health in relation to cross-charging arrangements between CHC’s 
co-located public and private hospitals and provide an annual financial report on 
reconciliation of cross-charging arrangements’.  There was a similar commitment 
by CHC in 2005, and the mid-point review for 2005-06 noted that ‘Calvary to 
submit cross-charging reconciliation’.  However, such reports were not provided.    

3.51 Audit’s view is that current arrangements are confusing, the amounts paid as 
cross-charges are hard to verify, and the reports provided by CHC appear not to 
have been checked by ACT Health.  A better and transparent approach would be 
to have specific entries in the financial reports that separately state cross-charging 
amounts. 

Recommendation 7  

ACT Health should: 

a. seek the annual financial report on the reconciliation of cross-charging arrangements 
as provided for in the Performance Plan;  

b. request that this annual financial report separately disclose the amount of cross-
charging received by the public hospital; and 

c. assure itself that the contents of these reports are reliable. 

Partial recovery of some cross-charging amounts 

3.52 An Acumen Alliance audit conducted in 2005 following allegations of incorrect 
cross-charging showed that half of the 22 allegations were substantiated.  Four of 
these were able to be accurately quantified, with a subsequent request to CHC for 
the reimbursement of $146 850, together with the comment that CHC would be 
informed of the outcome of work to determine the loss under the other allegations. 

3.53 CHC responded in December 2005 disputing most of the findings and proposing 
that the amount be settled by providing services to public patients off the waiting 
lists in Calvary Private Hospital to the agreed value.  This was accepted by ACT 
Health in January 2006, proposing that $146 850 worth of surgical services be 
provided by either the private or public hospital at no charge.   

3.54 A report by Cogent estimated that the private hospital was underpaying the public 
hospital by $2.4 million for use of the operating theatre, endoscopy services and 
birthing suites.  Following negotiations with CHC, the 2007-08 budget included 
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an amount of $600 000 labelled ‘Adjust third party revenue for private patient 
cross-charge’.  CHC’s view was that the activity-based costing by Cogent report 
was not appropriate and subsequently offered to pay $642 000, which CHC 
believes is commensurate with NHCDC private hospital costs.  Audit noted that 
CHC’s response was supported by a consultant report (Access Economics) 
commissioned by CHC.  However, advice from the Government Solicitor’s Office 
is that the ‘market price’ is irrelevant in considering the provisions of the 
Agreements that call for the private hospital not to be subsidised by the public 
hospital.  ACT Health has not accepted the CHC approach.   

3.55 An earlier report on cross-charging, the PwC review of 2002, identified, in 
addition to more substantive issues that were pursued through further reviews, 
under-charging due to incorrect indexation.  Audit was advised that the major 
difference in CPI rates occurred in 2000-01 as a result of the introduction of the 
Goods and Services Tax during the year.  CHC advised that the Agreement did 
not state which CPI index was to be used and ACT Health did not seek additional 
payments.   

3.56 The Duesburys Nexia report of February 2006 concluded that the systems and 
processes for reimbursing Calvary Public Hospital for private hospital patient use 
of public hospital staff, facilities and services are generally effective, although 
they are subject to a significant amount of human intervention, especially when 
the data is brought together from the various data collection systems of the 
Hospital and in calculating the monthly reimbursements.  This report also 
identified some specific amounts for recovery, which Audit is informed were 
paid. 

Conclusion 

3.57 Audit concludes that payments to CHC, and the inadequate provision of 
information to ACT Health by CHC, are not in accordance with the Agreements.  
As a result, the Government is potentially missing out on recovering substantial 
amounts of money over time, given the long-term nature of the Agreements.  It 
also indicates the Agreements are not being managed effectively to achieve 
adherence to their provisions.  The lack of information on cross-charging being 
provided to ACT Health on the operations of Calvary Public Hospital and lack of 
independent assurance on the reliability and accuracy of reports submitted, 
increases the risk that the amount of cross-charging is incorrect. 

OUTCOMES OF THE AGREEMENT 

Continuous improvement 

3.58 The performance of both public hospitals (the Canberra Hospital and the Calvary 
Public Hospital) in the ACT in relation to costs has been below the national 
average as indicated by metrics such as costs per cost-weighted separation.  ACT 
Health’s analyses of National Health Cost Data Collection information showed 
that, in 2002-03, CHC was 43 percent more expensive than its peer hospitals, with 
TCH being 19 percent more expensive than its peers.  Performance Plans, starting 
with 2006-07, have included as an objective that CHC will reduce its costs by 
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July 2010, to be no more that 10 percent above the national average for hospitals 
of its type.  

3.59 ACT Health states that, based on a range of budget initiatives, which have been 
reflected in the annual Performance Plans, Calvary’s costs are currently projected 
to be within 8 percent of its national peer group average.  CHC has commented 
that it could reduce costs to the national average if it were to have full control of 
the hospital. 

Reporting on Calvary performance to senior ACT Health management 

3.60 Monthly reports on key performance indicators (KPIs) are provided by CHC to 
ACT Health and these are available for discussion at monthly ACT Health 
management meetings.  Information is also incorporated into quarterly reports to 
the ACT Government on the overall performance of the health system, as well as 
being provided in the annual report for ACT Health.   

3.61 In addition, a mid-point review of performance against the Performance Plan is 
usually prepared (it was omitted in 2007-08 because the Plan was not approved as 
at April 2008).  The Performance Plan also calls for a wide range of clinical 
information and statistics.  This is collected and analysed by ACT Health to check 
performance against key targets in the Performance Plan, and to support national 
reporting of hospital data.   

3.62 Further, ACT Health prepares a quarterly report on health service performance as 
well as its annual report, which includes ACT Health’s overall performance.   

3.63 There is no formal and public report of CHC’s results against the agreed 
performance in the Performance Plan.  ACT Health stated that this is inferred in 
the process to negotiate the succeeding Plan.  However, such performance 
reporting is not apparent.  Audit also observed that although there had been many 
ad hoc interrogations of data conducted by Health Policy and Planning, there had 
been no such interrogations specifically on a CHC issue.  

Recommendation 8  

ACT Health should: 

a. seek a formal annual report from CHC that comprehensively reports on its 
performance against the Performance Plan; and  

b. formally review that report and provide written feedback to CHC. 

Relationships between the parties 

3.64 The relationship between ACT Health and CHC has developed over the years.  As 
discussed in Chapter 2, it is, in many respects, more akin to a relationship between 
two public sector bodies than with a commercial entity.  
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3.65 There are, for example, a series of monthly Finance and Performance Committee 
meetings between CHC’s CEO and ACT Health Executives.  As this Committee 
provides overall governance of ACT Health, it is not necessarily focussed on 
CHC.  In addition, there are regular meetings between the Deputy Chief Executive 
of ACT Health (the contract manager) and the CEO of CHC to discuss all current 
issues in relation to the operation and management of Calvary Public Hospital.  
The Deputy Chief Executive informed Audit that the format of these meetings is 
similar to those with his direct reports within ACT Health, although the CEO of 
CHC does not report directly to ACT Health.  There are also several officers who 
regularly liaise with Calvary staff in relation to data and statistics.   

3.66 There is considerable regular contact on matters such as the Access Improvement 
Program, which has involved ACT Health staff working with CHC to devise ways 
of overcoming barriers to effective care.  The use in the ACT of ‘Service 
Streams’, such as for cancer, aged care and rehabilitation and mental health, has 
also involved health practitioners at CHC and the rest of the ACT working to 
coordinate services.   

3.67 Although there is significant interaction on clinical issues, Audit observed that 
there is scope for improved communication at the working level between officers 
of ACT Health and CHC officials responsible for maintenance of the contractual 
relationship.   

3.68 Audit noted that there had been difficult exchanges that included, for example, the 
taking of disputes to commercial arbitration, high level representations by CHC to 
the Minister, rejection of the ACT Health draft revised agreement and disputations 
over findings of studies.  There have been no formal contract disputes with 
Calvary since the 2004 arbitration and Audit observed that both parties are 
currently working through CHC’s disagreement over the findings of the latest 
review (Cogent’s report) commissioned by ACT Health.  Nevertheless, CHC 
noted that the onerous administrative burden of the current cost-recovery system 
and the various reviews have been a strain on both productivity and goodwill. 

3.69 There were positive attitudes to the relationship shown by both parties during the 
audit.  Audit also noted that both parties have worked together to achieve 
improvement to CHC’s cost-effectiveness and better integration of services 
between the two public hospitals and community-based services.   

3.70 Given the importance of Calvary Public Hospital and CHC to the delivery of 
public health outcomes, a strong and effective relationship at all levels between 
ACT Health and CHC is essential.  This could be enhanced through measures 
such as more on-site presence at, and familiarity by ACT Health staff with, the 
operations of Calvary Hospital. 

3.71 ACT Health advised that: 

In fact this proactive approach to the management of risk associated with the 
Calvary contracts has over the last 3-4 years been without any formal contract 
dispute and has delivered a number of positive outcomes for the Canberra 
community: 
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o Costs of service at Calvary Hospital has been reduced from almost 30% 
above national benchmark in 2002-03 to just 10.3% above benchmark in the 
most recent published national report. It is in line with ACT Health’s 
commitment to the ACT Government to bring our hospital cost in within 
10% of national peer hospital benchmark cost by 2012. 

o Substantial improvement on a range of key performance indicators, 
including emergency department timeliness (currently meeting most national 
benchmarks), emergency department access block (reduced by more than 
half) and access to record levels of elective surgery.  

o Commissioning of significant new service levels, e.g. additional elective 
surgery, and the new sub and non-acute Older Person’s Unit.  

o Implementation of new models of service management, i.e. clinical streams 
and networks, which provide better integration of across hospital and 
community based services as well as more effective clinical relationships 
between our two public hospitals. 
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4. MANAGEMENT OF THE CROSS-CHARGING 
ARRANGEMENTS  

INTRODUCTION 

4.1 This Chapter examines the management of, and compliance with, the cross-
charging arrangements in place between ACT Health and Calvary Health Care 
ACT Limited (CHC) specified in the Calvary Private Agreement 1988 and the 
subsequent variations. 

KEY FINDINGS 

• The 1988 Private Hospital Agreement, which allows CHC to operate a private 
hospital, defines the financial arrangements between the public and private hospitals.  
The Agreement requires the operation of the hospitals to be financially independent 
of one another, and for the private hospital to not in any way be subsidised by the 
public hospital.  Cross-charging arrangements aim to have the public and private 
hospitals bear their appropriate share of costs associated with their respective use of 
staff, facilities, and services. 

• The current CHC reimbursement systems involve complex calculations and the 
exercise of judgement.  This, as well as inadequate controls, increases the following 
risks: 

− incorrect calculations or omission of the amount of reimbursements; 

− use of charges that are not in accordance with the Calvary Private Agreement 
and subsequent variations; 

− incorrect or incomplete data supplied by peripheral systems; and  

− potential cross-subsidisation of the private hospital through not appropriately 
recovering the cost of using the public hospital’s staff, facilities and services.  

• CHC does not have documented policies or procedures to guide staff in the 
preparation and calculation of the monthly reimbursements.  The current cross-
charging systems and processes rely on a few officers’ corporate knowledge and their 
understanding of the cross-charging arrangements. 

• The Chief Financial Officer for CHC approved the monthly reimbursements between 
the public and private hospitals.  There was no evidence of review of the correctness 
and completeness of reimbursements to the Calvary Public Hospital by any relevant 
staff working solely for the public hospital.  The current arrangements expose CHC 
to the risk of a perception of conflict of interest since the key officers involved in the 
management of cross-charging are employed by CHC. 

• Audit examined a sample of major cross-charging calculations for the months of June 
2006, July 2007 and October 2007 and found a number of problems, including: 

− omissions in adjusting the amounts charged for the Consumer Price Index (CPI) 
since July 2007 for floor rentals; 
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− incorrect calculations of chargeable time for operating theatres and theatre 
consumables; 

− errors in calculating on-cost charges for public hospital staff working in the 
private hospital; and  

− the reimbursement charges for new health services provided by the private 
hospital, for example, endoscopies and Electro-Convulsive Therapy (ECT), 
were determined by CHC without ACT Health’s agreement. 

• CHC does not use the Time Cost Allocation Schedule (TCAS) survey result prepared 
by an independent auditor in July 2007 to allocate costs of the Executives.   

• The TCAS survey was not conducted within a reasonable period after the Arbitration 
determination made in July 2005.  It took two years to complete the first survey and 
the reasons for the delay are not known.  Audit noted that significant resources and 
costs had been incurred to resolve the issues relating to allocation of staff and 
management costs between the public and private hospitals.  Subsequently, ACT 
Health and CHC agreed to an alternative methodology, but the adjustment was not 
retrospectively applied from 1 July 2005 as per the Arbitrators’ Determination. 

• Audit reviewed a sample of private hospital patients’ records during the period from 
January 2006 to June 2007 and found that 25 cases were recorded in the Patient 
Administration System (PAS) as private hospital patients admitted in the private 
hospital’s Private Recovery (PR) Ward.  However, these patients were physically 
located in the public hospital’s Intensive Care Unit (ICU) according to their 
individual Medical Records.  Therefore: 

− CHC did not follow the correct procedures for admission to the public 
hospital’s ICU from the private hospital’s Private Recovery Ward.  As a result 
of this, the public hospital subsidised the care of these patients to the benefit of 
the private hospital;  

− Calvary private hospital did not compensate the public hospital for the 
appropriate costs of using the public hospital’s ICU by the post-surgery private 
hospital patients; and  

− Non-compliance with the admission procedures to the public hospital’s ICU 
may have potentially breached the Australian Health Care Agreement.  

• In addition to the 25 cases noted above, further discrepancies were found in patient 
records, where the Patient Administration System identified patients as being in the 
PR Ward and the Medical Record identified these patients as being in the public 
hospital’s ICU. 

• Following the establishment of the private hospital in 1988, the cross-charging 
arrangements had not been comprehensively revised until February 2004.  
Notwithstanding a number of more recent reviews of the cross-charging 
arrangements by several internal auditors and consultants engaged by ACT Health; 
many of the recommendations made by these consultants have not been implemented 
by ACT Health or CHC in a timely manner.   
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• The charges to CHC in the current financial arrangements are low in comparison with 
the latest available National Hospital Cost Data Collection for private hospitals; 
suggesting that the costs were not appropriately recovered by ACT Health.  The 
current pricing schedule, which was set in February 2004, with annual indexation, is 
out of date and requires a comprehensive review. 

• In response to deficiencies identified by Audit, CHC is developing new protocols, 
policies and procedures to improve the control environment and advised that it has 
reimbursed amounts underpaid due to errors or omissions in calculations. 

BACKGROUND 

4.2 The Calvary Hospital ACT Incorporated (currently known as Calvary Health Care 
ACT Limited) and the former Australian Capital Territory Health Authority 
entered into a Deed in April 1988 (the Calvary Private Agreement) relating to the 
establishment and operation of a private hospital known as Calvary Private within 
the public hospital premises at Bruce.   

4.3 The Calvary Private Agreement was amended in 1994 for Calvary Private to 
establish a number of obstetric beds and revise some of the reimbursement 
charges.  A second supplementary agreement was made in 1997 allowing Calvary 
Private to build and operate a private psychiatric clinic known as Hyson Green in 
the Bruce complex.  

4.4 The Calvary Private Agreement and the supplementary Agreements set out the 
conditions that CHC should follow in the operation of the co-located private and 
public hospitals.  These Agreements include provisions to govern the conduct of 
financial arrangements between the public and private hospitals.  The principle of 
the financial arrangements requires the operation of the public and private 
hospitals to be financially independent of each other and for the private hospital to 
not in any way be subsidised by the public hospital. 

4.5 Details of the financial arrangements are outlined in the Annexure and the three 
Attachments to the original Calvary Private Agreement and the amendments made 
in Schedule 1 of the 1994 Supplementary Agreement.  The financial arrangements 
set out the pricing schedules for cross-charging for staff, facilities and services. 

4.6 Co-location of the private and public hospitals potentially enables synergies to be 
achieved from sharing staff, facilities and services.  However, Audit understands 
that the co-location of the Calvary Private accommodation within the same 
complex of the public hospital is unusual, as opposed to co-location on, or 
adjacent to, the public hospital campus.  Also, the operations of the public and 
private components of the hospital are under one management structure.   

4.7 The public and private hospitals share a range of facilities that includes operating 
theatres, delivery suites, general administration, wards and floor space.  However, 
of the services available at the Calvary hospitals, some are provided by both the 
public and private hospitals and others are specific to either the public or private 
hospital. 
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4.8 Cross-charging arrangements are intended to ensure the public and private 
hospitals to bear their appropriate share of costs.  Issues pertaining to cross-
charging arrangements between the public and private hospitals for staff, facilities 
and services have been raised in representations to the Auditor-General in recent 
years.  Potential cross-subsidisation of Calvary Private by its use of public 
hospital facilities and infrastructure has also attracted public interest and the topic 
has been raised in the Legislative Assembly. 

4.9 Table 4.1 summarises the gross and net amounts of cross-charging 
reimbursements between the public and private hospitals in 2005-06, 2006-07 and 
the first seven months of 2007-08.   

Table 4.1: Gross and net amounts of reimbursements between the Calvary public 
and private hospitals  

 
2005-06 
$ million 

2006-07 
$ million 

July 2007 to 
January 2008 

$ million 

Private to Public Hospital 8.63 8.02 5.44 

Public to Private Hospital 1.57 2.59 1.97 

Net Amount of reimbursement 
made by the Private to the 
Public Hospital 

7.06 5.43 3.47 

Annual Government funding to 
the Public Hospital 

88.99  
(a) 

98.37  
(b) 

61.50  
(c) 

Percentage of net cross-charge 
received by the Public Hospital 
to annual Government funding 

7.93% 5.51% 5.64% 

(a) and (b) - Amount as per annual audited financial statements of ACT Health 
(c) - Pro-rata (7 months) of 2007-08 annual funding ($105.43 million)  

 

Source: CHC financial data and ACT Health 2005-06 and 2006-07 Annual Reports 

CROSS-CHARGING ARRANGEMENTS 

Review of financial arrangements 

4.10 The Calvary Private Agreement sets out a number of terms and conditions that 
CHC should comply with in the establishment and management of the private 
hospital, including the financial arrangements for the Calvary Private Hospital.  
ACT Health can vary the financial arrangements set out in the Annexure and 
Attachments to the Agreement, which shall be reviewed annually by ACT Health 
in November.   

4.11 Since 2002, ACT Health has commissioned a number of reviews of Calvary 
agreements and special investigations relating to cross-charging arrangements 
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(refer Table 4.2 below).  Further details are provided at Appendix D (at page 83).  
The cost of these reviews and investigations was more than $500 000. 

Table 4.2: Reviews and investigations of Calvary agreements and cross-charging  

Date Review and investigations  

August 2002 Pricewaterhouse Coopers (PwC) Review of the public/private charging 
arrangements for co-located services at Calvary Health Care ACT.   

July 2005 Acumen Alliance, Internal Audit Review of Contract Management of Non-
Government Service Providers.   

July 2005 Arbitration between ACT Health and CHC to determine the most appropriate 
cost allocation of staff time between the public and private hospitals.  

August 2005 Acumen Alliance, ACT Health/Calvary Health Care ACT Limited Special 
Investigation.   

November 2005 Acumen Alliance, Special Investigation 1: Calvary Health Care ACT Limited. 

February 2006 Duesburys Nexia, Special Investigations into the appropriateness of 
arrangements for reimbursing Calvary public hospital for private hospital 
patients’ utilisation of public hospital infrastructure. 

September 
2006 

Middletons Lawyers, Consultancy to advise on revised health care services at 
Calvary Hospital – employment perspective  

November 2006 KPMG, Consultancy to advise on revised ownership and control 
arrangements and purchase of health care services at Calvary Public 
Hospital  

April 2007 Cogent Business Solutions Pty Ltd (Cogent), Cost Sharing Arrangements for 
Operating Theatres, Endoscopy and Birthing Suites between Public and 
Private Hospital.   

June 2007 Duesburys Nexia, Time Allocation Cost Survey for Calvary Hospital  

Source: ACT Health 

4.12 Audit noted that there had not been any comprehensive updates of the cross-
charging arrangements of 1994 until February 2004 when ACT Health advised 
Calvary of the revised pricing schedules for bed rental, other rental fees, utilities, 
delivery suites, operating theatre, salary and on-cost for public and private 
hospital staff.  Audit understands that the revision of the pricing schedules made 
in 2004 was essentially based on the results of the review completed by 
PricewaterhouseCoopers (PwC) in August 2002 and subsequent negotiations 
between ACT Health and CHC.   

4.13 CHC disagreed with ACT Health’s cost allocation methodology for calculating 
staff costs apportioned to the public and private hospitals, as revised in February 
2004.  Consistent with the dispute resolution clause of the 1988 Private Hospital 
Agreement, ACT Health and Calvary entered into arbitration by an independent 
body to decide on the methodology to allocate staff salary and on-cost to the 
public and private hospitals.  The arbitrators made the final Determination in July 
2005 that the staff costs associated with ‘Group 1’ employees (including Medical 
Administration, Quality Development Manager, Wardsman/Security, 
Occupational Therapists, the Executives and others) should be based on a Time 
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Cost Attribution Schedule (TCAS), to be subject to an independent survey.  For 
other categories of staff, different cost drivers were to be applied, for example, in-
patient throughput is the cost driver for the position of Dietician. 

4.14 The TCAS survey was to be conducted by both parties as soon as possible during 
2005-06 and the subsequent years.  However, the TCAS survey was not 
conducted until late 2006-07. 

4.15 In June 2007, Duesburys Nexia completed the survey for the Record Management 
Department’s employees and the Executives based on two periods of six weeks 
(12 weeks in total).   

Current pricing schedules 

4.16 The current financial arrangements are primarily set out in ACT Health’s letter of 
16 February 2004, which revised most of the major cross-charging items specified 
in the 1994 Calvary Private Agreement and the Supplementary Agreements.  The 
pricing schedules for utilising the public hospital’s facilities and infrastructure 
outlined in ACT Health’s letter and the subsequent Arbitration Determination 
made in July 2005 (discussed in previous paragraphs) form the basis of the current 
financial arrangements.  

4.17 The existing pricing agreements cover the: 

• rental for the premises; 

• cost for actual usage of the operating theatres and the delivery suite; and 

• cost apportioned between the public and private hospitals for management 
and administrative staff, library, utilities and public risk insurance. 

4.18 Direct cost and administration on-cost for repairs and maintenance (on equipment 
or areas used exclusively by the private hospital) and administration on-cost for 
supplies, medical supplies, linen and sterile supplies (excluding consumable 
supplies expended in the operating theatre) outlined in the Annexure to the 
original Agreement were superseded by other arrangements prior to February 
2004.  For example, Audit understands that the private hospital has paid for any 
routine maintenance required in the areas of the campus it occupies.  However, 
Audit could not find any document to support amendments to the Agreement that 
were understood to have been agreed to by both parties. 

4.19 CHC advised Audit that, by and large, the pricing paid by the private hospital is 
outlined in ACT Health’s letter of February 2004 and the subsequent Arbitration 
Determination.  However, CHC also advised that, reflective of the dynamic 
relationship with ACT Health, custom and practice also play a part in meeting the 
agreed outcomes, and that the outcomes of their discussions and decisions may 
have not been documented in a formal variation to the Agreements.  Audit 
considers that it is important for CHC to seek formal agreements with ACT 
Health for any variation to the pricing arrangements and maintain proper records 
of the communications and the outcome of the negotiations with ACT Health.  A 
lack of formalised agreement may expose CHC to the potential risk of not 
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complying with the Agreement.  Audit has also recommended that CHC improve 
its record management practice. 

4.20 Since the updates of the pricing schedules in February 2004, ACT Health 
commissioned two separate reviews of the cross-charging arrangements (refer 
Appendix D).  In February 2006, ACT Health’s contracted internal auditor 
(Duesbury Nexia) completed a review of the appropriateness of the financial 
arrangements for reimbursing the public hospital for the private hospital patients’ 
utilisation of public hospital staff, facilities and services.  The Duesbury Nexia 
report concluded that CHC generally complied with the pricing schedule agreed 
between ACT Health and CHC for the period under review (November 2004 to 
October 2005).  However, the report also made a number of recommendations to 
address weaknesses in the reimbursement systems and processes.  These do not 
appear to have been addressed by CHC.   

4.21 As discussed in Chapter 3, the study conducted by Cogent in April 2007 estimated 
the private hospital was underpaying the public hospital by $2.4 million for use of 
the operating theatre, endoscopy services and birthing suites during 2005-06.  
CHC disputed the claims in the Cogent report and proposed to reimburse 
$642 000 to the public hospital based on its calculations by using the National 
Hospital Cost Data Collection (NHCDC) benchmark data, and adjusted for 
various factors.  The prices for theatre rental, endoscopy and birthing suite have 
also been adjusted by indexation to 2007-08 rates.  Because of the remaining 
uncertainty, and CHC’s unwillingness to pay for operating theatres and similar 
costs on a cost-allocation basis, ACT Health in 2007 sought an opinion from the 
Government Solicitor’s Office (GSO) on the definition of cross-charging.  The 
legal opinion supported ACT Health’s position, and, at time of audit, ACT Health 
had not agreed that the $642 000 referred to above was the sum owed to the public 
hospital. 

EFFECTIVE ACCOUNTABILITY AND GOVERNANCE FRAMEWORK 

Risk management  

4.22 Inherent risks exist in the cross-charging arrangements as they are susceptible to 
mis-statement or errors in calculations due to the complexity of underlying 
calculations or principles.  CHC’s current systems and processes are essentially a 
manual process of drawing information from various sources.  Some of the 
information comes from mainstream hospital systems such as the Financial 
Management System and the Patient Administration System (PAS), and some 
comes from peripheral systems such as the manual collection and calculation of 
time usage for the operating theatres, staff payroll and on-cost.   

4.23 The inherent risks associated with the current cross-charging reimbursement 
systems managed by CHC relate to: 

• incorrect calculations or omission of the amount of reimbursements; 

• use of incorrect charges that are not in accordance with the Calvary Private 
Agreement and subsequent variations; 
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• incorrect or incomplete data supplied by peripheral systems; and 

• potential cross-subsidisation of the private hospital through not 
appropriately recovering the cost of using the public hospitals staff, facilities 
and services.  

4.24 As the reimbursement systems involve complex calculations and at times the 
exercise of judgement, they generally increase inherent risk. 

4.25 To comply with the principle of the financial arrangements stipulated in the 
Calvary Private Agreement and subsequent variations, CHC is required to ensure 
that monthly reimbursements made to the public hospital are timely, correct and 
complete, as well as in accordance with the agreed pricing schedule.  This did not 
always occur. 

Accountability and control framework 

4.26 To minimise the risks associated with the management of, and compliance with, 
the cross-charging arrangements, CHC should implement an effective control 
framework.  As a minimum, the accountability framework and key controls over 
the processing of the monthly reimbursements to the public hospital should 
include: 

• appropriate policies and procedural documents with specific guidance as to 
the structure of the current pricing agreements and other specific 
requirements, such as timing of annual indexation of certain health care 
service charges in accordance with the revised cost-charging agreement of 
February 2004; 

• a clear understanding by staff and management of their responsibilities and 
accountabilities in relation to processing of monthly reimbursements; 

• an effective monitoring process to ensure the correctness and completeness 
of the reimbursements to the public hospital, including an appropriate 
independent review of the source documentation and calculations; and 

• an effective management review of the monthly cross-charging and 
reimbursements, for example, conducting analytical review on a regular 
basis to identify any unusual outcomes or trends in monthly 
reimbursements.   

ASSESSMENT OF CROSS-CHARGING ARRANGEMENTS 

Policies and guidelines 

4.27 CHC does not have documented policies or procedures to guide staff in the 
preparation and calculation of the monthly reimbursements. The current cross-
charging systems and processes rely on a few officers’ corporate knowledge and 
their understanding of the cross-charging arrangements.   

4.28 In the absence of documented policies and procedures, departure of these key staff 
could have an adverse impact on the effectiveness and correctness of the cross-
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charging calculations and reimbursements.  Also, without documented 
procedures, some staff would act on what they believe to be appropriate practice 
without prior approval by the senior executive or ACT Health.   

4.29 The calculations of the monthly reimbursements for use of the public hospital’s 
staff, facilities and services, such as floor rental, operating theatres, theatre 
consumables, x-rays and delivery suites, are compiled by Calvary Private 
Hospital’s finance staff - based on a template and inputs from various sources that 
are predominantly prepared manually.  Audit considers that any systems with a 
high level of manual intervention are prone to human error and manipulation.   

4.30 CHC advised Audit that the spreadsheets developed by CHC to capture the cross-
charge details, and the standard forms that were developed following the 
Arbitration, are components of procedural manuals.  CHC also advised that while 
the current framework has not been as robust as CHC would like, it has ensured 
the majority of the cross-charging has occurred without incident.  CHC also 
indicated that a current policy and procedural manual that incorporates the cross-
charging arrangements is being developed.   

Effectiveness of governance and accountability arrangements 

4.31 Calvary’s systems and processes for the monthly cross-charging calculations are 
managed by a private hospital finance staff member and reviewed and approved 
by the Chief Financial Officer (CFO).  The private hospital finance staff and the 
CFO are employed by CHC.  Audit understands that monthly reimbursements are 
usually reviewed by the General Manager of the private hospital.  However, there 
was no evidence of review by any relevant staff solely working for the public 
hospital to ensure the correctness and completeness of the reimbursements to the 
public hospital, prior to review and approval by the CFO. 

4.32 CHC advised Audit that it does not believe that there is a conflict of interest for 
staff working across both hospitals.  However, Audit considers that the current 
governance arrangement exposes CHC to the risk of a perception of conflict of 
interest since the key officers involved in the management of cross-charging are 
employed by CHC.   

4.33 There is no clear evidence of appropriate mitigating controls to ensure that the 
source data and supporting documentation for cross-charging (for example, the 
Excel spreadsheets used to calculate monthly reimbursements for floor rental, 
operating theatres and delivery and time usage of the operating theatres) have 
been subject to an effective independent review to reduce the likelihood of errors 
occurring.  Audit found a number of errors and omissions during the sample 
testing of the monthly cross-charging calculations (details are discussed in the 
following paragraphs).  

4.34 As previously mentioned, CHC has no formal policies or procedural guidelines 
covering the monthly reimbursement process, nor documentation to support the 
basis for variation from the pricing agreements in charges or cost allocation 
methodology.  This has not only caused confusion to staff in calculating the 



Management of the cross-charging arrangements 

 
Page 58 MANAGEMENT OF CALVARY HOSPITAL AGREEMENTS 

 

monthly reimbursements to the public hospital, but has also exposed CHC to 
accountability and reputational risks for not complying with the Agreements.   

4.35 Errors in calculations have caused incorrect reimbursements and a potential 
breach of the cross-charging arrangements in the Calvary Private Agreement and 
the subsequent variations. 

4.36 Manual systems and processes usually require high level of resources and 
controls.  The current systems and processes are inefficient and time-consuming.  
Audit reviewed the monthly reimbursement for 2005-06 and 2006-07, and noted 
the monthly reimbursements were not always made on a timely basis since it 
sometimes took two to four months to make a monthly reimbursement.  This is 
not consistent with good payment practice and the requirement of the original 
Calvary Private Agreement that calls for settling the accounts within one month. 

4.37 To enhance accountability and transparency, CHC should improve its existing 
systems and control processes to ensure that the monthly reimbursements to the 
public hospital have been made correctly and appropriately in accordance with the 
Calvary Private Agreement and the subsequent variations. 

Recommendation 9  

Calvary Health Care should: 

• review its reimbursement systems and controls to enhance the accountability, 
effectiveness and transparency of the monthly reimbursements to the public 
hospital; 

• formalise the systems and procedures, including maintenance of proper records, 
for any variations to the pricing agreements; 

• implement appropriate monitoring controls and independent review to verify the 
correctness and completeness of the reimbursement payments and supporting 
source documentation; and 

• streamline the reimbursement systems so that monthly reimbursements are made 
in a timely manner. 

4.38 In response to Audit findings, CHC advised Audit that: 

• CHC is currently reviewing its systems and controls in relation to the cross-
charging to enhance the effectiveness and transparency of the process and 
provide an environment that underpins a timely, effective and accurate 
cross-charging environment; 

• changes have been made to the spreadsheets when errors have been 
identified to improve the overall control environment.  The control 
environment will be reviewed on an ongoing basis.  It is CHC’s intention, 
after the new protocols are in place, to have an independent review 
undertaken as to their effectiveness in improving the rigour of the process; 
and  
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• the communication between CHC and ACT Health has been appropriate if 
not always timely in its written form.  CHC has put to ACT Health a new 
governance arrangement consistent with the principles of contract 
management that should help improve their communication.   

4.39 Audit understands that ACT Health has agreed informally to these changes and 
CHC is in the process of establishing the new arrangements. 

REASONABLENESS AND CORRECTNESS OF CROSS-CHARGING 
REIMBURSEMENTS 

Correctness of cross-charging 

4.40 Audit examined a sample of major cross-charging calculations for June 2006, 
July 2007 and October 2007 and found: 

• omissions in adjustment of Consumer Price Index (CPI) since July 2007 for 
floor rentals, resulting an under reimbursement by $8 495; 

• incorrect calculations of the chargeable time for operating theatres and 
theatre consumables, resulting an under reimbursement by $9 156.  The 
error was in the calculation between the start and finishing time of one 
episode of care in the spreadsheet; and 

• errors in the calculation of on-cost charges for public hospital staff working 
in the private hospital, due to omission in the input of staff costs for the 
period from 4 to 17 October 2007 for the private hospital ward, resulting in 
under reimbursement by $2 510. 

4.41 These errors and omissions have benefited the private hospital. 

4.42 CHC accepted the Audit findings and advised that these errors and omissions have 
been adjusted, and reimbursements to the public hospital have been made 
accordingly.   

4.43 CHC advised that it does not believe the errors and omissions identified by Audit 
are material and that the reviews undertaken over the last few years including the 
2006 Duesbury Nexia review have not identified any material errors or omissions.  
CHC believes that the costs involved in reviewing all charges would not result in 
material changes to the cross-charge and therefore intends to focus its resources 
on improving the operational environment surrounding cross-charging by 
developing new protocols and procedural manuals and streamlining, where 
possible, the process to provide efficiencies. 

Audit comments 

4.44 Based on the sample testing of the monthly reimbursement transactions, Audit 
found that CHC has generally complied with the 2004 pricing schedule but made 
errors and omissions in the monthly calculations of the cross-charging items.   
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4.45 The results of the sample testing confirmed Audit’s assessment of the potential 
risks in CHC’s reimbursement systems and processes, which would be susceptible 
to errors and omission.   

4.46 Audit considers the errors and omissions in cross-charging calculations identified 
above could be minimised if staff have a good understanding of the cross-
charging arrangements and the agreed pricing schedules.  Availability of 
documented policies and procedures, including a comprehensive list of the latest 
pricing agreements, would assist staff to fully understand the arrangements.  CHC 
should also put in place appropriate systems and controls to mitigate any potential 
risks. 

4.47 Although the amount arising from the errors and omissions identified by Audit in 
the sample tested (and other matters discussed in subsequent paragraphs) is not 
material, Audit considers the error rate relatively significant when considered 
against the small sample size examined (only three months during 2005-06 and 
2006-07).  Further, Audit is concerned that deficiencies of policies and operating 
procedures in the current reimbursement system, if continued, can lead to 
potential loss of public revenue.  Incorrect reimbursement of cross-charges to the 
public hospital may lead to community concern about taxpayers’ funds being used 
to subsidise private sector operations and could adversely affect CHC’s 
reputation.  Audit considers that, for accountability and transparency, it would be 
a prudent management practice for CHC to review prior years’ reimbursements 
and make appropriate adjustments to compensate the public hospital as necessary.   

COMPLIANCE WITH THE FINANCIAL ARRANGEMENTS  

Allegations of cross-subsidisation 

4.48 During 2005, ACT Health’s contracted internal auditors (Acumen Alliance) 
conducted two separate investigations into allegations of cross-subsidisation of 
the private hospital for the use of the public funded facilities and also of 
management practices at the hospitals.  These have been discussed in Chapter 3 
and also outlined in Appendix D.   

Compliance with the cross-charging arrangements 

Staff cost 

4.49 As discussed in previous paragraphs, ACT Health and CHC entered into 
arbitration to decide on the appropriate cost allocation methodology for 
apportioning staff costs to the public and private hospitals.  The arbitrators made 
their final determination in July 2005 that the staff costs associated with ‘Group 1’ 
employees should be based on TCAS, and an independent auditor should be 
engaged to conduct TCAS survey as soon as practicable. 

4.50 The arbitrators determined that: 

• there would be two data collection periods (DCP) of three months’ duration 
for the TCAS; 
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• in 2005-06, the TCAS survey should be conducted as soon as practicable 
after 1 July 2005 and in 2006-07 commence on 1 January 2007.  The DCP 
would alternate from year to year and this should accommodate any 
seasonal variations, one-off major projects or other anomalies that might 
occur in workload; and 

• the new methodologies would take effect from the financial year 
commencing 1 July 2005. 

4.51 In June 2007, Duesburys Nexia completed the survey for the Medical Record 
Management Department’s employees and the Executives based on two periods of 
six weeks (12 weeks in total) instead of two periods of three months.  Audit 
understands that the variation to the period of data collection was agreed to by 
both parties.   

4.52 CHC did not use the results of the time allocation survey, which allocated 
78.9 percent and 21.1 percent of the Executive Group’s time to the public hospital 
and the private hospital respectively.  Instead, CHC proposed to use individual 
Executive’s time allocation effective from 1 July 2007.  

4.53 In its letter to ACT Health of October 2007, CHC advised that CHC did not 
believe the application of an average rate for the Executives was an appropriate 
method of charging given the different salary weightings of the individual staff, 
for example, the CEO compared to a clerical staff member in Medical Records 
Department. 

4.54 There was no documented record that the cost allocation methodology for the 
Executives currently adopted by CHC had been agreed to by ACT Health.  Audit 
has sought confirmation from ACT Health as to whether any informal consent to 
the proposed change to the cross-charging has been made.  At the time of 
reporting, no confirmation has been received by Audit. 

Audit comment 

4.55 Audit noted that neither ACT Health nor CHC undertook the TCAS survey within 
a reasonable time according to the Arbitration determination.  It took about two 
years to complete the first TCAS survey.  The reasons for this delay were not 
made known to Audit.   

4.56 In addition, Audit noted that significant resources and costs had been incurred to 
resolve the issues relating to allocation of staff and management costs between the 
public and private hospitals.  Subsequently, ACT Health and CHC agreed to an 
alternative methodology, but the adjustment was not retrospectively applied from 
1 July 2005 as per the Arbitrators’ Determination.  Audit considers it is essential 
for CHC to seek clarification from ACT Health as to whether the TCAS is to be 
applied from the financial year commencing 1 July 2005 and appropriate 
adjustments to the staff cost be made retrospectively from that date (see 
Recommendation 12). 
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Use of the public hospital’s Intensive Care Unit services 

4.57 An Intensive Care Unit (ICU) is a designated ward of a hospital which is specially 
staffed and equipped to provide observation, care and treatment to patients with 
actual or potential life-threatening illnesses, injuries or complications, from which 
recovery is possible. The ICU provides special expertise and facilities for the 
support of vital functions and uses the skills of medical, nursing and other staff 
trained and experienced in the management of these problems. 

4.58 The ICU is a facility provided by the public hospital.  The private hospital is not 
licensed for an ICU.  All Calvary ICU patients are public hospital patients.  The 
provision of an ICU is one of the synergies of co-location that benefits the private 
hospital.  Under the existing arrangement, the private hospital cannot receive any 
direct financial benefit from the publicly funded ICU. 

4.59 Under the Australian Health Care Agreement between the Commonwealth and the 
ACT 2003 to 2008 (Part 6 and Schedule E), all patients are required to make an 
election to be either a public or private patient on admission to the public hospital.  
This election can be made retrospectively if the patients are unable to make an 
election at the time of admission.  If the patients do not make any election they are 
deemed to be treated as public patients and cannot be deemed to be private 
patients.  After their intensive care in the public hospital, the private hospital 
patients are discharged from the public hospital and can be re-admitted to Calvary 
Private Hospital as private hospital patients. 

4.60 A consultant’s review of the ICU arrangements in 2002 reported that the 
arrangement was considered reasonable, based on drawing a clear distinction 
between when a patient is a public and private patient. 

4.61 A review conducted by Duesburys Nexia in February 2006, found the systems for 
reimbursing the public hospital for use of the ICU were appropriate.  The 
consultant did not identify any usage of the ICU by any private hospital patients.  
However, after a further review of a number of ICU admissions, one case was 
identified of a Commonwealth Department of Veteran Affairs (DVA) patient 
admitted to the private hospital who used the ICU as a private hospital patient.  
The review determined that an appropriate reimbursement was made in this 
instance to the public hospital.  The period under review was 1 November 2004 to 
31 October 2005. 

4.62 Audit understands that the DVA patients are handled differently from other 
patients due to specific billing requirements by the DVA. 

4.63 Notwithstanding satisfactory results for reimbursing the public hospital for the 
utilisation of the ICU in the previous reviews, Audit was concerned that there was 
no cross-charging arrangements for the use of the ICU facilities by private 
hospital patients (who had elected to be a private patient in ICU) outlined in ACT 
Health’s letter of February 2004.   

4.64 To confirm whether CHC had, since the previous reviews, managed the use of the 
public hospital’s ICU services by private hospital patients in accordance with the 
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usual arrangements, Audit examined data held in the PAS concerning admission, 
transfer and discharge of patients in both Calvary public and private hospitals for 
the period July 2005 to December 2007.  Audit found that CHC did not always 
follow the correct procedures for admission to the ICU from Calvary private 
hospital.  Details of the findings are summarised in Case Study 4.1 below. 

Case Study 4.1 Review of ICU admissions 

Audit reviewed private hospital patients’ records during the period from January 2006 to 
June 2007 and found 25 cases (two cases from January to November 2006 and 23 cases 
from December 2006 to April 2007) were incorrectly recorded in the Patient 
Administration System (PAS) as private hospital patients admitted in the private hospital’s 
Private Recovery (PR) Ward.  These patients, according to their individual Medical 
Record, were physically located in the public hospital’s ICU.  One of these 25 cases was a 
DVA patient.   

Audit also noted that Calvary Private continued to bill these patients as patients of Calvary 
Private hospital.   

Audit understands that, in accordance with a CHC internal memorandum of 30 October 
2006, the private hospital management had instructed staff to close the 23 hour/PR Ward 
effective from 30 October 2006 and treat private hospital patients in the public hospital’s 
ICU after normal ‘recovery’ from surgery.  In a memorandum of 11 December 2006 from 
the senior management of the private hospital, staff were advised to record these private 
hospital patients as in the 23 hour/PR Ward because they were not regarded as true ‘ICU’ 
patients but extended recovery patients.  The memorandum also advised that a ‘private 
hospital recovery ward’ code had been reopened in the PAS to facilitate data collection in 
relation to recording the admission of these patients. 

No more patients were recorded in the PR Ward in the PAS after May 2007, since staff had 
then been instructed to follow the correct procedures to admit private hospital patients after 
surgery to the public hospital’s ICU.   

Audit comments 

The correct procedures for admission to the public hospital’s ICU from the private 
hospital’s Private Recovery Ward were not always followed.  As a result of this, the public 
hospital subsidised the care of these patients to the benefit of the private hospital.   

Audit was also concerned that internal memorandums had provided incorrect instructions 
to staff on procedures for admission.  Concerns have been raised regarding the significant 
financial advantage to the private hospital if the patients were charged at the private 
hospital ICU rate for the time they stayed in the public hospital’s ICU.  However, Audit 
found no evidence of Calvary Private Hospital charging private ICU rate for these patients. 

Calvary Private Hospital did not compensate the public hospital for the appropriate costs of 
using the public hospital’s ICU by the post-surgery private hospital patients.   

Non-compliance by CHC with the admission procedures to the public hospital’s ICU may 
potentially breach the Australian Health Care Agreement. 
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4.65 Audit did not find any documented record in the Medical Records of the 25 
private hospital patients that they had elected to be treated as either public or 
private patients in the public hospital’s ICU.  The correct procedures for allowing 
patients to make an election to the public hospital freely were potentially hindered 
following a directive from Calvary Private management that these patients should 
be recorded as having located in the PR Ward when recording in the PAS, 
because they were not regarded as patients who required true ‘ICU’ treatment.   

4.66 This practice exposed Calvary public hospital to a risk of not complying with the 
Australian Health Care Agreement in managing patients’ elections as public or 
private patients on admission to the public hospital’s ICU. 

4.67 Audit is concerned about discrepancies in patient records, where the PAS records 
identified patients as being in the PR Ward and the Medical Records identified the 
patients as being in the ICU.  Audit considers this is a very important issue from 
both an administrative and medico-legal view point.  If a private hospital patient is 
admitted to the ICU, details in both the PAS and the Medical Record should 
agree, with regard to the unit and hospital to which the patient is admitted, and the 
times of admission and discharge. 

4.68 CHC advised Audit that the decision to close the PR Ward and relocate the 
PR Ward to the public hospital’s ICU during the period under review was in 
response to underutilised capacity in the ICU and the smaller number of patients 
in the PR Ward overnight allowing better use of resources in both hospitals.  CHC 
further advised that the decision was made without having considered the 
administrative ramifications, and that the discrepancies between the PAS and the 
Medical Records were unfortunate.  However, notwithstanding this administrative 
and procedural anomaly, CHC indicated that the clinical care of these affected 
patients had not been changed. 

4.69 CHC indicated that the public hospital had been reimbursed for those patients 
being in the PR Ward (i.e. at $28.30 per day).  Due to unavailability of patients’ 
election forms, it was not possible to conclude what election patients would have 
been made, had the forms been completed.  CHC believed that it would be 
unlikely for an informed patient to have elected to be a private patient in the 
public hospital.  In the interest of expediency, CHC advised that the private 
hospital has now reimbursed $5 800 to the public hospital in accordance with the 
scheduled fee for use of a public ICU outlined in the Disallowable Instrument 
issued in 2007.  In addition, $1 131 has been reimbursed to the public hospital for 
use of the ICU by the DVA patient identified in the above Case Study. 

4.70 As part of its proposed new protocols, CHC advised that it is implementing 
revised procedures for gathering election forms and updating its staff training.  

Audit comment 

4.71 Concerns have been raised regarding the significant financial advantage to the 
private hospital if the patients were charged at the private hospital ICU rate for the 
time they stayed in the public hospital’s ICU.  
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4.72 Audit understands that the private health funds would not reimburse Calvary 
Private Hospital for the use of a private hospital’s ICU since the hospital does not 
have accreditation to operate a private ICU.  Audit examined detailed billing 
records of these affected patients and found no evidence that the private hospital 
had received payment at a private ICU rate from the health funds for those 
patients who stayed in the public hospital’s ICU.  Audit noted that, for most cases 
examined, the patients were charged for a case-based episode of care 
(i.e. patients’ private health funds had only reimbursed the Calvary Private 
Hospital at a fixed amount covering their entire stay in the hospital dependent 
upon the medical treatment).  There were also six cases where the reimbursement 
was based on the number of days in the hospital. 

4.73 However, Audit found that four of these 24 cases (excluding the DVA case) 
showed incorrect charges of $1 621 (or an average of $405 per case).  This may 
be due to incorrect records in the PAS that resulted in erroneous billing charges.  
CHC advised Audit that it has had discussions with the health funds for the 
patients who are members concerning these invoices.   

4.74 Audit found no documentary record that CHC had consulted and sought 
agreement from ACT Health prior to the closure of the private hospital’s 
PR Ward.  Audit understands that CHC usually shuts down some hospital 
facilities during Easter and Christmas holidays due to resourcing issues.  The 
closure of the private hospital’s PR Ward for a long period of time (in the above 
Case Study, the PR Ward had been closed for six months since October 2006), has 
a significant impact on the operations and resources of the public hospital.  Audit 
therefore believes that it would be CHC’s obligation to consult ACT Health prior 
to making the decision to close the PR Ward and negotiate appropriate cross-
charging arrangements for the use of the public funded ICU facilities.  

4.75 The existing agreement between ACT Health and CHC sets out specific 
procedures and cost-recovery arrangements in relation to the use of public 
hospital facilities by the private hospital.  There is evidence, as detailed above, in 
relation to the admission of private hospital patients to the public hospital ICU, 
that these procedures are not being followed.  There is also evidence that these 
procedures are being varied or added to at an operational level without sufficient 
consideration of the terms of the existing agreement or the cost-recovery 
implications of those changes.   

4.76 Audit considers that, in accordance with good administrative practices, changes to 
administrative procedures in relation to the treatment of private hospital patients 
in the public hospital should be issued under the authority of the CEO or 
delegated senior management of the public hospital.  Such notices of procedural 
change should address whether there are cost-recovery implications.  If there are 
cost-recovery implications these should be clearly set out in the notice and 
amendments made to CHC’s cross-charging procedures.  ACT Health should 
receive a copy of these notices so that it can monitor compliance with the cost-
recovery arrangements under its agreement with CHC. 
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4.77 CHC advised Audit that there has been a great deal of communication with 
ACT Health on this issue since December 2007, and the matters have not been 
resolved at the time of reporting. 

Recommendation 10  

Calvary Health Care should: 

• follow the required procedures for allowing private hospital patients to make an 
election as either a public patient or private patient for admission to the public 
hospital’s Intensive Care Unit in accordance with the Australian Health Care 
Agreement between the Commonwealth and the ACT 2003 to 2008; 

• record admissions and discharges accurately in the Patient Administrative System 
and patients’ Medical Records; 

• ensure the private hospital does not charge the patient for the days in the public 
hospital’s Intensive Care Unit; and 

• establish and agree with ACT Health appropriate administrative procedures in 
relation to the treatment of private hospital patients in the public hospital which 
reflect the provisions of the Calvary Private Agreement and subsequent variations.  
These procedures should be documented and available in a consolidated form for 
the use of ACT Health and private and public hospital staff.  

Records management 

4.78 Audit reviewed a sample of patients (51) admitted to Calvary PR Ward during the 
period from 1 July 2006 to 5 April 2007 to verify the accuracy of the time 
recorded in the PAS and in the patients’ Medical Records.  Audit noted that only 
30 percent of records showed the time difference between the PAS and the 
Medical Records was less than 30 minutes between leaving the theatre suite and 
arriving at the ICU (considered reasonable by Audit).  The gaps in the remaining 
70 percent of records examined ranged from 30 minutes up to 13 hours, 
suggesting serious deficiencies in record management practices. 

4.79 Gaps in the Medical Records have the potential to impact on the accuracy of 
cross-charges. 

4.80 CHC advised Audit that its review of the records provided by Audit identified 
some discrepancies but the overall discrepancies over the ten-month period were 
not significant. 

REASONABLENESS AND APPROPRIATENESS OF PRICING AGREEMENT 

Previous reviews of cross-charging arrangements 

4.81 Following the establishment of the private hospital in 1988, the cross-charging 
arrangements had not been comprehensively revised until February 2004.  
Notwithstanding a number of reviews of the cross-charging arrangements by 
several internal auditors and consultants engaged by ACT Health (refer 
Appendix D), many of the recommendations made by these consultants have not 
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been implemented by either ACT Health or CHC in a timely manner.  For 
example, it took about 18 months to revise the pricing schedule in February 2004 
since the recommendations of the PwC report in August 2002 and more than two 
years to review the theatre costing reviewed by Cogent in April 2007 following 
the recommendations made by PwC (2002) and Acumen Alliance (2005).  

4.82 Implementation has also been patchy.  For example, the Acumen Alliance (2005) 
report included an analysis of the implementation of the PwC (2002) 
recommendations and found that many had not been implemented.  Similarly, 
recommendations from other reports referred to in Appendix D, including the 
Acumen Alliance reports of July and August 2005 and the Duesburys-Nexia 
report of February 2006 had many recommendations that have not been 
implemented.  

4.83 As a result, the existing cross-charging arrangements and pricing schedules have 
not been updated on a regular basis to match the increasing cost of provision of 
health services.  Without the regular review and update of pricing arrangements, 
some of the charges reimbursed by the private hospital may not be sufficient, or in 
line with the national benchmark data, for example, the National Hospital Cost 
Data Collection (NHCDC) published by the Commonwealth Department of 
Health and Ageing.  This raises questions about CHC accountability and 
transparency, and its compliance with the principle of financial arrangements 
pursuant to the Calvary Private Agreement.   

4.84 Similarly, the failure to update the pricing arrangements to recover the appropriate 
costs from the private hospital may increase the risks that the Territory’s financial 
interests will not be protected.  

4.85 Audit identified the following matters that should be considered in improving the 
cross-charging arrangements. 

Indexation  

Appropriateness of annual indexation 

4.86 In accordance with ACT Health’s letter of February 2004, indexation should be 
based on March to March CPI figures for annual adjustments of floor rental fees, 
and delivery suite fees in the next financial year.  The letter did not specify which 
CPI figures should be used.  A review of the ACT Health’s records noted that 
ACT Health and CHC agreed to use the ACT CPI figures.  The following table 
summarises the movements of the annual CPI numbers for ACT, National and 
Health component of National CPI from March 2003 to March 2007. 
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Table 4.3: Analysis of Australian CPI increases March 2003 to March 2007 

Index  
March 
2003 

March 
2004 

March 
2005 

March 
2006 

March 
2007 

Average 
5 Years 

ACT –  All Groups 3.8% 2.3% 2.2% 3.5% 2.4% 2.8% 

National – Eight Capital Cities 3.4% 2.0% 2.4% 3.0% 2.4% 2.6% 

Health component of National 
CPI 7.2% 6.5% 5.7% 4.6% 4.4% 5.7% 

Source: Australian Bureau of Statistics 

4.87 Comparison of the ACT CPI and the National CPI revealed that the public 
hospital had not been disadvantaged since ACT CPI figures (an average of 
2.8 percent over the last 5 years) were not significantly different from the National 
CPI figures (an average of 2.6 percent).  However, Audit considers that it may be 
more appropriate to use the Health component of National CPI figures (with an 
average of 5.7 percent over the past 5 years) because the Health component CPI 
more accurately reflects the costs in providing health-related services.  Using the 
appropriate CPI indexation would assist in ensuring ACT Health recovers the 
appropriate costs of sharing public resources with the Calvary Private Hospital. 

Timing of indexation 

4.88 Audit noted that the timing for indexation has not been consistently applied.  For 
example: 

• the indexation of delivery suite charges were made from April 2007 instead 
of July 2007 as per ACT Health’s letter of February 2004; and 

• for those charges not specified in ACT Health’s letter of February 2004, 
such as operating theatre (rent and consumables), annual CPI adjustments 
were made from April annually.   

4.89 Audit noted that ACT Health’s letter of February 2004 required CHC to undertake 
a cost analysis of the operating theatres using the July to December 2003 data to 
determine appropriate rates for 2004-05 and thereafter.  However, Audit did not 
find any evidence of review by CHC until the costing study by Cogent in 2007.  
Audit considers that inconsistent timing in application of annual CPI adjustments 
may confuse staff and potentially lead to incorrect cross-charging. 

Lack of pricing agreement for certain services 

4.90 Due to a lack of clear and agreed arrangements for the new health care services 
provided by the private hospital since 2005, such as endoscopies and Electro-
Convulsive Therapy (ECT), the pricing arrangements are primarily determined by 
CHC.  Audit could not find any evidence of any formal agreement or record of 
communication with ACT Health that pricing for these new services had been 
agreed with ACT Health.   



Management of the cross-charging arrangements 

 
MANAGEMENT OF CALVARY HOSPITAL AGREEMENTS Page 69 

 

Endoscopies 

4.91 In accordance with ACT Health’s letter of February 2004, the use of the theatre 
should be $176.10 per half hour (or $5.87 per minute), which would be revised in 
2004-05 after completion of the costing analysis to be undertaken by CHC.  Audit 
noted that the costing analysis of the theatre was not undertaken until the costing 
study by Cogent in April 2007.  CHC had applied the ACT CPI figure to adjust 
the theatre charge annually. 

4.92 Audit also found that CHC has separated the rental charges for the use of the 
operating theatres into rental and consumables components for calculating the 
reimbursements for use of the operating theatre, endoscopy and ECT.  For 
example, the theatre, rental and consumables were charged at $4.12 and $2.24 per 
minute respectively during 2006-07 ($6.36 per minute in total).  The charge per 
minute has been increased to $7.90 in CHC’s letter to ACT Health of 
August 2007 in response to the Cogent report. 

4.93 The reimbursements for the use of endoscopy were only based on the rental 
charges and five minutes per session for clean up (i.e. $4.12 per minute).  The 
reason for using the rental component only to calculate the reimbursement of 
endoscopy has not been made known to Audit.  There was no documentary record 
of ACT Health’s agreement to the methodology and charge used by CHC in the 
calculations.   

4.94 Audit noted that the theatre cost for use of endoscopy based on NHCDC private 
hospital data was higher than the current rate being reimbursed by the private 
hospital (refer Table 4.5).  In addition, based on the theatre rental and 
consumables costs from the current ACT Health pricing schedule, Audit estimated 
that the reimbursements by CHC for use of the theatres for endoscopy services 
(based on the theatre rental component only) would be underpaid by $156 000 for 
the period from January 2006 to December 2007.   

4.95 CHC advised Audit that reviews had been done by the private hospital and the 
latest review, when the new endoscopy centre was being established, indicated 
that a new rate was established.  CHC considers that using the full theatre cost 
(rental and consumable components) for use of endoscopy would not reflect costs 
and would disadvantage the private hospital.   

4.96 CHC further advised that endoscopy charges were less than theatre charges as the 
services provided were significantly different.  CHC indicated that an endoscopy 
(excluding polypectomy or excision) was a medical procedure and therefore the 
infrastructure requirements were considerably different to those required for 
surgery. 

4.97 Audit noted the Cogent study identified that, during 2005-06, CHC paid $116 863 
to the public hospital for use of endoscopy and that this left a shortfall of 
$238 884 that should be recovered by the public hospital.  However, CHC 
disagreed with the Cogent study, and commissioned a report by Access 
Economics, which questioned the methodology used by Cogent to calculate these 
underpayments. 
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Electro-Convulsive Therapy 

4.98 Audit noted that ECT charges were based on the number of operations multiplied 
by a standard time in the theatre (ten minutes per session regardless of the actual 
number of minutes used).  The results of the sample tests are summarised in the 
table below. 

Table 4.4: Analysis of standard and actual time in the theatres for ECT 

Month Number of 
Operations 

Standard Time 
(10 minutes Per 

Operation)  

Actual Time in 
Minutes  

Difference in 
Minutes (Actual 

vs. Standard) 

June 2006 5 50 86 +36 (a) 

July 2007 16 160 144 -16 (b) 

October 2007 15 150 225 +75 (a) 

Comments:  
(a) Actual time more than standard time (i.e. +) - benefits to the private hospital  
(b) Standard time more than actual time (i.e. -) - benefits to the public hospital 

Source: ACT Auditor-General’s Office  

4.99 Audit noted that the standard of ten minutes per ECT treatment was less than the 
national standard of fifteen minutes (including five minutes of cleaning time) 
generally used by private hospital sector as the basis for theatre fees/benefits.  
Based on the above analysis, it seems that the private hospital has generally 
benefited from using a standard time per operation for ECT which is generally 
lower than the actual number of minutes in the theatres and also lower than the 
national standard time.   

ICU bed rate 

4.100 Other charges, such as reimbursement by the private hospital for use of PR/ICU 
bed which is currently charged at $28.30 per day, seem to be low since the rate is 
based on the amount of OBD (Occupied Bed Day) which was determined as early 
as 2004.   

Audit comments 

4.101 Audit noted that the Duesbury Nexia report (2006) had raised a number of issues 
including the validity of the current methodology of using ten minutes per case for 
calculating of the reimbursement for ECT cases and recommended that CHC seek 
agreement in writing with ACT Health.  However, there is no evidence to indicate 
that CHC has taken any action to address these matters. 

4.102 If the cross-charging arrangements are not clearly defined, inconsistent 
methodology in the calculation of the monthly reimbursements may apply.   

4.103 The financial arrangement principle outlined in the 1988 Agreement requires the 
operations of the public and private hospitals be financially independent of each 
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other.  However, CHC has used its own determined prices for the private hospital 
to reimburse the public hospital for new health care services (for example, ECT 
and endoscopy services) without seeking ACT Health’s prior agreement.  In the 
absence of any formalised pricing agreement, it is likely that CHC’s actions are 
not consistent with the 1988 Agreement and subsequent variations.   

Recommendation 11  

Calvary Health Care should seek, on a timely basis, agreement from ACT Health for a new 
pricing arrangement for new procedures or health care services that require the use of the 
public hospital’s staff, facilities and services.   

4.104 CHC advised Audit that ACT Health has been aware for some time of the rates 
charged for these services (in particular via the Duesbury Nexia report) and has 
not raised the matter over a period of time where there has been considerable 
dialogue on cross-charging.  CHC considers that any changes will be addressed 
via the yearly November review or using the new contract management process 
that CHC recommended. 

COMPARISON WITH NATIONAL BENCHMARK PRICING 

4.105 There are other cross-charges that are low compared to the National Hospital Cost 
Data Collection (NHCDC) compiled by the Commonwealth Department of Health 
and Ageing.  Audit undertook a broad review of some major service items 
(including floor rental, operating theatres rental, and endoscopies at Appendix E) 
based on the latest NHCDC data for private hospitals (2002-03), adjusted by ACT 
CPI indexes to 2007-08 level, and compared them to the current pricing schedule 
agreed between ACT Health and CHC set in February 2004, indexed annually.   

4.106 The table below summarises the Audit’s analysis of the current pricing schedules. 
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Table 4.5: Comparison of current pricing schedule for cross-charging by Calvary Private Hospital to NHCDC data for private 
hospitals (2002-03), updated for 2007-08 using CPI (ACT) indexes 

 Current Pricing for Calvary Private 
Hospital 

National Hospital Cost Data 
Collection (NHCDC)   

Cost Category February 2004 
(Latest available 
prices set by ACT 
Health) 

2007-08 Rate 
Applied by 
Calvary Private 
Hospital 

Private Hospital 
Round 7/2002-03 
(latest available) 

2007-08 
(ACT CPI 
Indexed Rate) 

Audit Comment 

Floor rental  85 percent of the 
‘Occupied Bed Day’ 
(OBD) rental fee 
adjusted by annual 
CPI. 

$30.75 in 2006-07 or 
$32.16 in 2007-08 
after CPI adjustment. 

Not available  -- The current pricing arrangements for floor rental are 
primarily based on the rate determined when the 
private hospital was established in 1988.  Audit 
considers the existing arrangements may not be 
appropriate as usual commercial practice is to base 
rental on floor area. 

Theatre rental $176.10 per half 
hour, indexed 
annually. 

$7.90 per minute in 
2007-08 ($237 per 
half hour). 

$10 to $20 per minute 
(or $300 to $600 per 
half hour) for the 
common procedures.   

$12 to $23 per 
minute ($360 to 
$690 per half hour) 
after indexations. 

The theatre costs for the common procedures as per 
NHCDC private hospitals data in 2002-03 ranged 
from $10 to $20 per minute or from $12 to $23 per 
minute in 2007-08, after adjustment by annual ACT 
CPI figures. 
This suggests that the overall rate currently being 
charged to Calvary Private Hospital of $7.90 per 
minute is low and requires review. 

Endoscopy Not specified in the 
February 2004 
pricing agreement. 

$4.12 per minute plus 
five minutes clean up 
time per operation for 
2006-07. 
$5.39 per minute for 
2007-08. 

$8.30 per minute  $9.59 per minute  The current price of $5.39 per minute paid by 
Calvary Private Hospital was much lower than the 
NHCDC indexed rate of $9.59 per minute for 
2007-08 for one common endoscopy procedure. 

Source: ACT Auditor-General’s Office 
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Audit comment 

4.107 Audit acknowledges that there are limitations and constraints associated with the 
comparative information outlined above, since there will inevitably be differences 
in detailed composition of the costs reported by the NHCDC data and those of 
CHC.  Nevertheless, such comparisons provide a helpful basis for assessing the 
indicative costs of services and facilities incurred by the private hospitals.  

4.108 Based on the analysis at Table 4.5, Audit considers that the current pricing 
agreements, taking into account CHC’s latest proposed changes, remain low in 
comparison with the latest available NHCDC data for private hospitals (2002-03), 
updated by Audit to 2007-08 rates, using ACT CPI adjustments.  This suggests 
that the costs to the public hospital were not appropriately recovered by ACT 
Health.  Further, the current agreed pricing schedule, which was set in February 
2004, is out of date and requiring comprehensive review, especially given the 
significant increases in health care costs in recent years.   

4.109 The principle of the financial arrangements requires the operation of the public 
and private hospitals be financially independent of each other and the private 
hospital to not be subsidised in any way by the public hospital.  To address any 
public concerns about cross-subsidisation by the public hospital, it is appropriate 
for CHC to work with ACT Health to have the pricing agreement reviewed and 
updated, on a regular basis, to reflect the most recent changes in the costs of using 
public hospital facilities by the private hospital. 

Recommendation 12  

Calvary Health Care and ACT Health should regularly review and update the cross-
charging pricing schedule, to ensure the pricing agreement is fair and reasonable and in 
accordance with agreements. 

4.110 CHC advised that:  

… there has been over recent years a continuing dialogue concerning the 
overarching contractual arrangements for the public hospital which would have a 
flow on impact to the private hospital.  [CHC] has always been willing to negotiate 
a way forward consistent with the principles of the agreement.  Any significant 
changes to the pricing arrangements would need to be considered within the 
framework of the overall agreements.  Our proposal for a new governance 
framework reflective of contract management principles is indicative of our 
commitment to this. 

CONCLUSION 

4.111 In summary, Audit identified deficiencies in CHC’s reimbursement systems and 
procedures.  These increase the risk of CHC not complying with the Calvary 
Private Agreement and the agreed pricing arrangements for cross-charging.  It is 
essential that CHC implement appropriate accountability and governance 
arrangements to enhance the accuracy and completeness of the monthly 
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reimbursements and timeliness of payments, as well as to ensure the compliance 
with the principle of financial arrangements outlined in the original Agreement. 

4.112 The issues associated with cross-charging arrangements have been acknowledged 
by ACT Health and CHC in their annual Performance Plans and Strategic Plan. 

4.113 The Calvary Public Hospital Performance Plan 2006-07, under public hospital and 
private hospital cross-charging arrangements, includes the commitment that: 

Calvary will continue to work with ACT Health in relation to cross-charging 
arrangements between Calvary’s co-located public and private hospitals and 
provide annual financial reports on reconciliation of cross-charging arrangements. 

4.114 To meet the community’s expectations, it is important that ACT Health and CHC 
reach agreement to improve the appropriateness of the cross-charging 
arrangements to prevent subsidisation of the private hospital.  Significant delays 
in resolving these issues will undermine the community confidence in the benefits 
of the co-location of the private and public hospitals including the opportunity for 
maximising the effective use of shared staff, facilities and services. 
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APPENDIX A AUDIT CRITERIA, APPROACH AND 
METHODOLOGY 

AUDIT CRITERIA 

ACT Health should ensure that there is a clear understanding of the accountability 
requirements under the relevant Agreements. 

• There is a clear statement of deliverables in the Agreements and/or annual 
Performance Plan. 

• The deliverables are supported by relevant, appropriate and measurable 
performance indicators. 

• There is a clear statement or formula of the amount to be paid in the 
Agreements and/or annual Performance Plan. 

• Payments are linked to deliverables, and the linkage is clear. 

• There are clear provisions, such as arbitration, to resolve any remaining 
ambiguities. 

• There are clear accountability requirements, and provisions to define assets 
ownership and sound risk management practices. 

ACT Health should actively manage Calvary Health Care (CHC) performance against 
the Agreements, including thoroughly reviewing achievements against required 
deliverables by CHC under the Agreements and/or Performance Plan. 

• Agreements are adhered to by ACT Health and CHC. 

• There are documented procedures to obtain and analyse information from 
CHC under the Agreements and annual Performance Plans. 

• There are sufficient trained and experienced staff to handle the contractual 
arrangements with CHC. 

• There are clear processes for reporting to, and appropriate actions by, senior 
management, if there are any exceptions with respect to CHC reporting; in 
particular if performance indicators are not reaching their targets. 

• There are clear processes for consultation between ACT Health and CHC. 

Payments by ACT Health to CHC should be consistent with the Agreements and/or the 
annual Performance Plan. 

• Payments to CHC by ACT Health take account of cross-charging between 
the private and public hospitals. 

• Settlement of cross-charging amounts between the private and public 
hospitals is within agreement conditions. 

• Cross-charging calculations are reasonably based, and use an approach that 
is agreed by both parties.   
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• The data used to calculate cross-charging are collected in a way that is 
reasonable and reliable. 

• Payments to CHC are benchmarked against standard costs of provision of 
hospital services, and any discrepancies are analysed and discussed with 
CHC with a view to improving cost-effectiveness. 

Agreements should be appropriate to the services funded and structured so as to 
facilitate the achievement of value for money. 

• The Agreements and annual Performance Plans are appropriate to the health 
services that are delivered. 

• The Agreements and annual Performance Plans have sufficient flexibility to 
take into account changes affecting health services, such as community 
needs and technology. 

• The Agreements and annual Performance Plans contain provisions that are 
designed to encourage the provision of value for money in the delivery of 
the services. 

• The Agreements and annual Performance Plans are structured to facilitate 
their efficient administration. 

The Audit also considered the results of the reviews of cross-charging arrangements 
commissioned by ACT Health and the actions taken by ACT Health and CHC to address 
the issues outlined in the reviews.  

AUDIT APPROACH AND METHODOLOGY 

The audit approach and methodology consisted of:  

• interviewing key staff members at ACT Health and Calvary Hospital; 

• reviewing the Calvary Public Hospital and the Calvary Private Hospital 
Agreements (and their variations) and supporting documentation, such as 
annual Performance Plans; 

• reviewing annual budgets, performance reports and other relevant 
documentation; 

• reviewing all relevant policies, procedures and guidelines for the 
appropriateness of cross-charging arrangements; 

• undertaking sample testing for the correctness and appropriateness of cross-
charging and reimbursement of costs between the private and public 
hospitals; and 

• undertaking research on the better practices of public-private partnership for 
hospital health service provision. 
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APPENDIX B LIST OF CALVARY AGREEMENTS 

The following tables outline the details of the agreements and subsequent variations. 

Appendix Table 1: List of Public Hospital Agreements 

Year Topic Between   

1971 Construction of 
Calvary Hospital 

Commonwealth and The Corporation of the 
Little Company of Mary 

1979 Supplementary 
Agreement - 
Construction 
Operation and 
Maintenance of 
Calvary Hospital 

Capital Territory 
Health 
Commission 

and The Corporation of the 
Little Company of Mary 

1991 Second Supplementary 
Agreement – Relating 
to Calvary Hospital 

ACT and Calvary Hospital ACT 
Incorporated 

Source: ACT Health and CHC  

Appendix Table 2: List of Private Hospital Agreements 

Year Topic Between   

1988 Establishment of 
Calvary Private 
Hospital 

ACT Health 
Authority 

and Calvary Hospital ACT 
Incorporated 

1994 Supplementary 
Agreement – Variation 
of Calvary Private 
Agreement 

ACT and Calvary Hospital ACT 
Incorporated 

1997 Second Supplementary 
Agreement – Heyson 
Green 

ACT and Calvary Hospital ACT 
Incorporated 

Source: ACT Health and CHC  

Audit comment 

The agreements do not fully reflect the current arrangements, which have been varied over 
the years through exchange of correspondence and custom and practice.  For example, in 
recent years, various cross-charging prices have been negotiated between the parties 
separate to the above, as well as through the 2005 arbitration hearing decisions.  None of 
the changes subsequent to February 2004 have been incorporated into the agreements. 
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APPENDIX C COMPARISON WITH BETTER 
PRACTICES 

This appendix includes relevant criteria based on the Australian National Audit Office 
Better Practice Guide on developing and managing contracts.  Table 3 refers to the 
structure of the agreements; Table 4 to the processes involved in managing the agreements. 

Appendix Table 3: Better practice on contract contents 

Relevant Better Practice Criteria Is this in the Calvary Agreements? 

Access and disclosure 
• The contract should include provisions for the 

parties to disclose information, regardless of 
any contractual obligations to maintain 
confidentiality, to the ACT Legislative 
Assembly or its Committees, and Auditor-
General. 

Access by ACT Health and the Auditor-
General is defined, but not specifically for the 
Legislative Assembly. 

Assistance provided to the contractor 
• The contract should specify any Government 

assistance such as use of government property 
and legal services. 

Resources provided by the ACT Government 
to CHC to help them deliver the services are 
not clearly defined.   

Liabilities and indemnities 
• Liabilities and indemnities provisions 

designed to assign one or more parties the 
liability for damage in the event that a 
specified risk occurs should be clearly 
specified.  

Not included. 

Government specific clauses 
• The contract should include clauses on 

Privacy, Occupational Health and Safety 
(OH&S), Security 

With respect to OH&S, CHC is asked to notify 
all claims.  There is nothing specific on 
security and privacy of patient information.  
For public sector employees in the Calvary 
public hospital, confidentiality is covered by 
the Public Sector Management Act. 

Payments 
• The contract should include payment clauses 

that specify the quantum and timing of 
payments and the mechanism for adjusting 
payments to the contractors. 

The quantum of payments is defined through 
the budget process.  ACT Health is to ensure 
‘prompt payment’ monthly, but this is not 
defined.  Adjustments to payments are 
provided for by negotiation.  Calvary Private is 
to pay Calvary Public for services, monthly in 
arrears. 

Penalties and incentives 
• Penalties and incentives for timeliness and 

quality of services should be clearly specified. 

There are no late fees or incentives, other than 
for the late provision of data. 
 

Confidential information 
• The contract should specify how confidential 

information is to be identified and dealt with. 

No Deed of Confidentiality.  
 



Comparison with better practices 

 
Page 80 MANAGEMENT OF CALVARY HOSPITAL AGREEMENTS 

 

Relevant Better Practice Criteria Is this in the Calvary Agreements? 

Conflict of interest 
• There should be a provision for identifying 

and managing conflict of interests, including 
sub-contractors and parent body. 

Not included. 
 

Contract variations 
• The contract should include formal 

procedures, specifying the mechanisms to be 
used if the contract needs to be varied. 

Not included.  (Note - Variations have been 
administered in an ad hoc manner). 

Sub-contracting 
• The contract should provide that the 

contractor retains responsibility for ensuring 
the subcontractors perform their obligations.   

ACT Public Service employees are ‘subject to 
prior written approval’ of staff positions and 
salaries. 

Termination and contract end dates 
• The contract should include the doctrine of 

executive necessity which recognises that 
government may need to break contracts 
because of a change of policy or other similar 
circumstances.  

CHC may give 12 months notice.  There is no 
provision for termination of the Public 
Hospital Agreement by the Territory except in 
the case of default by CHC.  The Territory may 
give three years notice to rescind the Private 
Hospital Agreement. 

Transition arrangements 
• The contract should include effective 

transition arrangements during start-up or 
termination.  

No transition arrangements are included. 

Disputes 
• The contract should include clear 

arrangements if a dispute arises during the 
performance of the contract. 

Access by ‘the responsible … Minister’ if in 
dispute, subject to ‘laws’ but no definition of 
what breach, failure or omission are.  
Arbitration is provided for in case of disputes 
over financial arrangements. 

Insurance 
• The contract should specify the nature of 

insurance policies to be held by the 
contractor. 

Insurance policies are to be in joint names ‘if 
required’ but capital assets are not to be 
insured.  There are no specific provisions for 
review of insurances. 

Intellectual property rights 
• The contract should include the ownership 

and rights to use intellectual property rights 
created within the scope of the contract and 
outside the contract. 

Not included. 
 

Source: ANAO Better Practice Guide Developing and Managing Contracts, February 2007. 
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Appendix Table 4: Better practice on administration of the agreements 

Key Tasks in administering contracts Better 
Practice Criteria Comments and Findings within ACT Health 

Identify and manage risks A Risk Management Plan specific for Calvary 
arrangements is not in place. 

Establish effective lines of communication with 
stakeholders There are regular meetings at a senior level.  

Establish and sustain contracting capability Limited internal capability.  ACT Health has 
not used the resources available from ACT 
Procurement Solutions. 

Establish systems and procedures Process and procedures, such as a contract 
management plan, have not been put in place. 

Identify and assign responsibilities Responsibilities below the contract manager 
have not been clearly assigned. 

Identify and access the skills required There are few formal contracting skills in the 
management team. 

Administer the contract Overall, payments are made, services are 
delivered, and reports on performance are 
received. 

Manage contract performance Monitoring of performance measures is carried 
out, but can be improved. 

Negotiate contract variations There have been no recent formal amendments.  
Amendments to financial arrangements have 
been subject to negotiations but poorly 
documented – which increases likelihood of 
lack of clarity over contract content and 
responsibilities. 

Manage contract disputes Disputes have escalated to arbitration.  
Agreement to annual plans has been protracted. 

Keep records Complete versions of the Agreements and the 
financial arrangements have not been available, 
nor have accurate records of variations been 
produced. 

Source: ANAO Better Practice Guide Developing and Managing Contracts, February 2007. 
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APPENDIX D INVESTIGATIONS AND REVIEWS 
OF THE AGREEMENTS INCLUDING CROSS-
CHARGING 

The following table summarises the investigations, internal audit reviews and consultancy 
reviews of the Calvary Hospital agreements, including reviews of the cross-charging 
arrangements since 2002. 

Appendix Table 5: Review of the Calvary Agreements and cross-charging 

Date Review/Investigation Initiated By 

 Investigations of alleged cross-subsidisation  

August 
2005 

Acumen Alliance, ACT Health/Calvary Health Care ACT 
Limited Special Investigation.  The review assessed the 
veracity of 22 allegations received by ACT Health concerning 
cross-charging arrangements between Calvary public and 
private hospitals.  CHC agreed to reimburse $146 850 by 
provision of additional health services ‘in kind’ to public 
hospital patients in settlement. 

ACT Health  

November 
2005 

Acumen Alliance, Special Investigation 1 Calvary Health 
Care ACT Limited.  The review investigated the veracity of a 
number of allegations surrounding management practices at 
Calvary hospital, including data recording in the emergency 
department as well as management and rostering practices. 

ACT Health 

 Reviews of cross-charging   

August 
2002 

Pricewaterhouse Coopers (PwC) Review of the public/private 
charging arrangements for co-located services at Calvary 
Health Care ACT.  The review examined the cross-charging 
arrangements between the public and private hospitals.  

ACT Department 
of Health and 

Community Care 
(DHCC) 

July 2005 Acumen Alliance, Internal Audit Review of Contract 
Management of Non-Government Service Providers.  The 
review covered management of Calvary agreements. 

ACT Health 

July 2005 Arbitration between ACT Health and CHC to determine the 
most appropriate cost allocation of staff time between the 
public and private hospitals.  

ACT Health and 
CHC 

February 
2006 

Duesburys Nexia, Special Investigations into the 
appropriateness of arrangements for reimbursing Calvary 
public hospital for private hospital patients utilisation of 
public hospital infrastructure. 

ACT Health 
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Date Review/Investigation Initiated By 

April 2007 Cogent Business Solutions Pty Ltd (Cogent), Cost Sharing 
Arrangements for Operating Theatres, Endoscopy and 
Birthing Suites between Public and Private Hospital.  The 
Cogent review identified that CHC should reimburse ACT 
Health $2.4 million for use of these facilities during 2005-06.  
CHC disagreed with the costing methodology and offered to 
reimburse $642 000 to ACT Health, which was still subject to 
negotiation. 

ACT Health 

June 2007 Duesburys Nexia, Time Allocation Cost Survey for Calvary 
Hospital.  This was the first time allocation cost survey 
conducted in accordance with the arbitration determination.   

ACT Health 

 Consultancy reviews – governance arrangements  

September 
2006 

Middletons Lawyers, Consultancy to advise on revised health 
care services at Calvary Hospital – employment perspective.  

ACT Health 

November 
2006 

KPMG, Consultancy to advise on revised ownership and 
control arrangements and purchase of health care services at 
Calvary Public Hospital.   

ACT Health 

Source: ACT Auditor-General’s Office analysis of ACT Health and CHC records 
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APPENDIX E COMPARISON OF ACT HEALTH 
CURRENT PRICING TO NATIONAL HOSPITAL 
COST DATA COLLECTION  

This Appendix compares the current pricing applied by CHC in its monthly cross-charging 
reimbursement to the latest available National Hospital Cost Data Collection (NHCDC) 
data for private hospitals (Round 7, 2002-03). 

National benchmark data 

The National Hospital Cost Data Collection (NHCDC) is an annual collection of hospital 
costs allocated to Diagnostic-Related Groups (DRGs) from which cost weights per DRG 
and the cost of treating a patient within a DRG are calculated.  This collection is 
administered by the Casemix Section of the Australian Government Department of Health 
and Ageing (DHAA) and Round 7 of this collection is located at its website.   

Audit has included the latest available private hospital costs from DHCDC Round 7,  
2002-03 to provide an indicative cost for some DRGs.  Adjustment of the 2002-03 cost by 
annual Consumer Price Index (CPI) has been made by Audit to reflect the indicative cost 
for 2007-08. 

Audit’s analysis of cross-charging arrangements assessed ward rental, theatre rental and 
endoscopy costs. 

Ward rental 

The rates charged by CHC per bed per month for wards 6W, 6E, 5N and Private Day 
Surgery are essentially based on the ‘Occupied Bed Day’ (OBD) rate determined in 
February 2004 ($28.30) adjusted by annual CPI movements.  Usual commercial practice is 
to base rental on floor area.   

There is little if any publicly available data that relates to floor rentals for hospitals.  The 
Hospital Reference Manual for Round 7 of the NHCDC suggests a rate of depreciation for 
hospital buildings of 2.5 percent per annum of their valuation.  This rate could be applied 
to the ‘85 percent of beds’ calculation currently used.  However, Audit considers it would 
be preferable to have a rate per square metre of floor area, based on a current valuation of 
the area used, as is the current situation for the rental for non ward areas. 

Floor rental rates for the accommodation and care of private patients in wards serviced and 
staffed by the public hospital, such as 5P, Private Recovery and 23 hour wards, need 
review.  The rates should include not only the cost of floor space, which is all that is 
currently charged, but also the cost of the provision of medical, nursing and administrative 
staff and equipment.  The basis for the calculation of floor rental for non ward areas should 
remain as a rate per square metre.  However, Audit considers the rate should be reassessed 
based on a percentage of the current valuation of the floor space per year. 
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Theatre rent 

From July 2007, the charges for Theatre Rental were $6.36 per minute (theatre rent $4.12 
and theatre consumables $2.24 per minute) in accordance with the revised pricing schedule 
determined by ACT Health in February 2004, after indexation.  The rate has been further 
adjusted to $7.90 per minute following the Cogent report. 

NHCDC Round 7 (private hospitals) 

The following table shows theatre costs from the NHCDC Round 7 (2002-03) for a number 
of common procedures: 

Appendix Table 6 - Theatre costs of common procedures from the NHCDC (Round 7) 

MBS AR 
DRG AR DRG Description Theatre 

Cost 

* 
Theatre 

Time 
(mins) 

@ 
Theatre 
$/min 

(2002-03) 

#  
2007-08 
Indexed 

Rate 
$/min 

30571 G07B Appendicectomy without 
(W/O) Catastrophic or Severe 
CC (complications or co-
morbidities) 

$772 65 $11.88 $13.73 

49318 I03C Hip Replacement W/O 
Catastrophic or Severe CC 

$2 603 170 $15.31 $17.69 

49518 I04Z Knee Replacement and 
Reattachment 

$1 766 170 $10.39 $12.01 

37201 L05B Transurethral Prostatectomy 
W/O Catastrophic or Severe CC 

$839 50 $16.78 $19.39 

35657 N04Z Hysterectomy for Non-
Malignancy 

$1 598 80 $19.98 $23.09 

Notes: 
MBS = Medicare Benefits Schedule. 
AR DRG = Australian Refined Diagnostic Related Groups. 
* Theatre time (minutes) was based on National Procedure Banding Schedule used by private 
hospitals and private health insurers for 2002-03. 
@ Theatre $ per minute was calculated by Audit based on the theatre cost per NHCDC divided by 
theatre time (minutes). 
# 2007-08 indexed rate per minute was calculated based on ACT CPI (March to March) figures 
released by the Australian Bureau of Statistics. 

Source: NHCDC Round 7 Private Hospital 2002-03 and National Procedure Banding Schedule 

As can be seen from these data, the cost of performing common procedures in operating 
theatres ranges from approximately $10 per minute to $20 per minute (in 2002-03 costs) or 
from $12 per minute to $23 per minute in 2007-08 based on CPI increases, excluding any 
allowance for depreciation.  This suggests that the overall rate currently being charged to 
CHC of $7.90 per minute in 2007-08 requires review. 
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Endoscopy 

From August 2007, the charges for endoscopies were $5.39 per minute.  This rate was 
quoted by CHC in the letter of August 2007, in response to the Cogent report. 

NHCDC Round 7 (private hospitals) 

The following table shows the NHCDC data Round 7 (2002-03) for one common 
endoscopy procedure: 

Appendix Table 7: NHCDC data (Round 7) for one common endoscopy procedure 

MBS AR 
DRG 

AR DRG Description Theatre 
Cost 

* 
Theatre 

Time 
(mins) 

@ 
Theatre 
$/min 

(2002-03) 

#  
2007-08 
Indexed 

Rate 
$/min 

32090 G44B Other Colonoscopy 
W/O Catastrophic or 
Severe CC 

$332 40 $8.30 $9.59 

Notes: 
MBS = Medicare Benefits Schedule. 
AR DRG = Australian Refined Diagnostic Related Groups. 
* Theatre time (minutes) was based on National Procedure Banding Schedule used by private 
hospitals and private health insurers for 2002-03. 
@ Theatre $ per minute was calculated by Audit based on the theatre cost per NHCDC divided by 
theatre time (minutes). 
# 2007-08 indexed rate per minute was calculated based on ACT CPI (March to March) figures 
released by the Australian Bureau of Statistics. 

Source: NHCDC Round 7 Public Hospital 2002-03 and National Procedure Banding Schedule 

The data shows that the current charge of $5.39 per minute for endoscopies is significantly 
less than the NHCDC rate of $8.30 (in 2002-03 costs) or the 2007-08 indexed rate.  This 
suggests the rate applied by CHC requires review. 
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APPENDIX F ACT HEALTH’S RESPONSE 
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Report No.  2 / 2007 Agency Implementation of Audit Recommendations 
Report No.  1 / 2007 Credit Card Use, Hospitality and Sponsorship  
Report No.  9 / 2006 Sale of Block 8, Section 48, Fyshwick  
Report No.  8 / 2006 2005-06 Financial Audits  
Report No.  7 / 2006 Annual Report 2005-2006 
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Reports Published in 2005-2006 
Report No.  4 / 2006 Road Safety 
Report No.  3 / 2006 Management of Trust Moneys and Other Non-Public Moneys 
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Report No.  6 / 2005 Government Procurement 
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