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THE PRESIDENT THE SPEAKER
LEGISLATIVE COUNCIL LEGISLATIVE ASSEMBLY

SUSTAINABLE FUNDING AND CONTRACTING WITH THE NOT-FOR-PROFIT 
SECTOR – COMPONENT I

This report has been prepared for submission to Parliament under the provisions of section 25 of 
the Auditor General Act 2006. 

Performance audits are an integral part of the overall audit program. They seek to provide 
Parliament with assessments of the effectiveness and efficiency of public sector programs and 
activities, and identify opportunities for improved performance.

The information provided through this approach will, I am sure, assist Parliament in better 
evaluating agency performance and enhance parliamentary decision-making to the benefit of all 
Western Australians.

COLIN MURPHY
AUDITOR GENERAL
18 September 2013

http://www.slp.wa.gov.au/legislation/statutes.nsf/main_mrtitle_63_homepage.html
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Auditor General’s Overview

The Not-For-Profit (NFP) sector is playing an increasingly important role in delivering a 
range of services to the community on behalf of government. In recent years government 
has recognised the need to ensure the ongoing sustainability of the sector. A key part of 
this is addressing an identified shortfall between the level of support provided to the NFP 
sector to provide community services and the cost of doing so.

To address this shortfall, the government announced a range of funding and contracting 
reforms in its 2011-12 budget. These included a funding increase to the NFP sector of 
more than $600 million over four years to be introduced in two phases:

 y  Component I – a price adjustment of 15 per cent paid to eligible NFPOs from 1 July 
2011 

 y  Component II – key contracting reforms to reduce administrative burden on the 
sector and to provide a further average 10 per cent funding increase.

In this audit we examined the rollout of Component I of the government’s reforms. We 
assessed whether the initiative had been well planned, funding increases had been 
accurately applied to eligible NFPOs and implementation had been monitored to ensure 
it was working effectively.

I am pleased to report that despite some challenging timeframes the agencies have 
worked well together to ensure that the Component I initiative has been successfully 
implemented. I also note that feedback from the NFP sector has been positive. It is 
encouraging to see the collaborative approach that has been taken by all the agencies 
involved to deliver these important reforms.
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Executive Summary

Overview
The Not-For-Profit (NFP) sector plays an important role in delivering government funded 
services to the community, ranging from assisting people with disabilities to providing 
emergency shelter and various types of health services. In 2011-12 the value of contracts 
for human services with the NFP sector was estimated at $1 billion of which around  
$600 million in contracts were eligible for Component I funding. 

The role of Not-For-Profit Organisations (NFPOs) is increasing due to a growing demand 
for these services and moves by the Western Australia public sector to act as a facilitator, 
rather than a direct provider of services. Government considers it important that NFPOs 
have the capacity and capability to respond to growing demand. 

In 2009 the State Economic Audit Committee’s report noted that the global financial crisis 
had impacted the financial viability of the sector. The crisis had led to poorer returns from 
investments, falls in corporate and philanthropic support, and reduced income from sales 
and other commercial activities. Further, in 2010, a government appointed Partnership 
Forum comprising government and NFP representatives reviewed community sector 
funding for services and identified a shortfall of 20 to 30 per cent between the current 
level of State funding and the cost of providing these services. 

In recognition of the need to ensure the sustainability of the NFP sector, the State 
Government announced funding and contracting reforms in its 2011-12 Budget. The 
initiative included more than $600 million over four years to support the NFP sector and 
ensure government pays a fair and appropriate price for the services it purchases from 
this sector. 

These reforms are being implemented in two phases:

 y  Component I - a price adjustment of 15 per cent paid to eligible NFPOs from 1 July 
2011 to address the sector’s immediate funding concerns. 

 y  Component II - key contracting reforms set out in the Delivering Community Services 
in Partnership Policy including an average 10 per cent funding increase to ensure 
services are procured and funded sustainably.

Component I funding has been provided to around 500 NFPOs delivering services under 
995 contracts for 16 government agencies. The initiative was publicly announced in May 
2011 and rollout of the funds started in July 2011.

This audit assessed whether Component I funding to eligible NFPOs was accurately 
applied to service contracts. Our key questions were:

 y  how well did coordinating agencies manage the implementation of Component I 
funding
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Executive Summary

 y  did agencies follow due process for releasing the funds

 y  did coordinating agencies and other agencies monitor implementation and ensure the 
scheme is working well?

The audit focused on implementation of Component I by two central agencies (the 
Departments of the Premier and Cabinet and Treasury) and four line agencies.

Conclusion
The rollout of Component I funding was well planned although the tight timelines created 
challenges for some agencies in identifying eligible NFPOs and finalising contract 
variations. Still, all selected agencies managed to rollout the funding in a timely manner 
and with reasonable accuracy. Some errors were found in agencies’ calculation of the 
funding entitlement of each NFPO. These were identified and addressed during the rollout 
of funds. A framework has been put in place for monitoring, evaluating and reporting on 
the reform. The NFP sector has commented positively on the rollout of Component I.

Key Findings
 y  Component I of the reform was well planned by the Departments of the Premier and 

Cabinet, Treasury and Finance in consultation with the NFP sector and major line 
agencies. This collaborative approach helped minimise risks involved in implementation 
and compliance. 

 y It is estimated that total funding for Component I will be $386 million to June 2015, up 
from the $374 million originally budgeted. 

 y  Treasury has advised the Partnership Forum the rollout of Component I for 2011-12 
has been completed, with over 98 per cent of the 2011-12 total contract value (the 
2011-12 eligible base, plus the 15 per cent price adjustment) being rolled out from 
government agencies to their respective NFPOs, at 30 June 2012. 

 y  A survey of the NFP sector in late 2012 found 73 per cent of the Component I price 
increase was allocated to staff salaries and benefits, although it does not report 
whether these funds were specifically allocated to the salaries of service delivery 
staff. Component I reforms are mainly intended to increase salary levels though 
Government chose not to prescribe how and where NFPOs spend the funds.

 y  The Department of Treasury and agencies worked to ensure eligible contracts 
were identified and allocated Component l funding. However, some agencies faced 
difficulties in identifying eligible contracts due to:

��  a devolved agency structure and regional service delivery

��  complex funding arrangements
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Executive Summary

��  the limited capability of their information systems to provide a complete list of 
contracts and identify eligible contracts with their current values as of the 31 
January 2011 cut-off date.

 y  To address difficulties in identifying eligible contracts an additional claims process was 
undertaken in November 2011. A further 10 contracts with NFPOs, which agencies 
had overlooked as eligible, were approved. Government also decided Component 
l would apply to Disability Services Commission funding packages that had been 
allocated to individuals before June 2011 but who had not yet confirmed which 
NFPO would provide services for them. The additional claims totalled $8.21 million in  
2011-12.

 y  While the tight timeframes presented challenges to agencies in identifying eligible 
contracts and processing payments, our testing in four agencies found:

��  all Component I funding was made to eligible NFPOs and individuals. Treasury 
required agencies to have the contract variations signed by the NFPO before 
releasing the funds. In all instances the NFPOs had signed the contract variations 
before Component I funding was rolled out. 

��  the correct amount of Component I funding was paid to almost all sampled contracts 
and individuals. Where errors were identified these had been corrected.

��  payments were made in a timely manner with the quarterly scheduled payments to 
the NFPOs as required by Government. Treasury advised there were no reports of 
agencies not distributing Component I payments. 

 y  Coordinating agencies, particularly the Department of Treasury, closely monitored 
the implementation by line agencies, and identified and addressed issues, such as 
eligibility of NFPOs and contracts, changes in values from initial advice to Treasury, as 
they occurred. The Partnership Forum was regularly updated on the status of reform 
in line with the agreed reporting framework. Our audit did not find any unresolved 
issues relating to Component I funding between the sector and the agencies.

Recommendations
Agencies should 

 y  continue to monitor and ensure the ongoing reform process is well implemented

 y  maintain adequate and sufficient records of their service agreements and grants 
particularly where these are held outside the central office

 y  use an appropriate system or database to enable access to reliable and accurate 
contract information and generate useful management reports.
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Agency Responses
Department of the Premier and Cabinet 
The Department of the Premier and Cabinet will continue to support the Partnership Forum 
in its oversight of the rollout, monitoring and evaluation of the Sustainable Funding and 
Contracting with the NFP Sector Initiative. This includes progress with key contracting 
reforms and the rollout of Component II to ensure the reform is well implemented and to 
embed change and ensure improved outcomes.

This will be achieved through the Department of the Premier and Cabinet continuing 
to chair the Partnership Forum’s Funding and Contracting Working Group. 
Recommendations from this Working Group will made available to the Partnership Forum 
on the implementation of the funding and contracting arrangements including the rollout 
of Component II funding. This Group will also provide advice on the implementation of 
the funding and contracting evaluation framework and its effectiveness.

The Departments of the Premier and Cabinet, Treasury and Finance, have already worked 
to progress the Evaluation Framework to better identify key indicators, data sources and 
baseline reporting in order to reduce the administrative burden in data collection. Curtin 
University has also identified areas where data collection can be improved, which will 
assist with the continual refinement of the Evaluation Framework as the initiative and 
procurement reforms rollout.

The Funding and Contracting Working Group will consider these identified areas and 
progress issues in subsequent meetings.

In accordance with Economic and Expenditure Reform Committee reporting requirements, 
government agencies will also be required to provide an update on the Sustainable 
Funding and Contracting Initiative, specifically on the implementation and rollout of their 
Component II funding. The Department of the Premier and Cabinet will be coordinating 
this with input from both the Departments of Treasury and Finance.

The Department of the Premier and Cabinet will also continue to work with the Department 
of Finance to ensure the Funding and Contracting Services unit incudes in its regular 
reports to the Partnership Forum any significant challenges, issues or best practice 
examples. This will involve the Unit ensuring that agencies and Departments maintain 
adequate and sufficient records of their grants and service agreements where these are 
held outside central office.

Similarly, the Department of the Premier and Cabinet will continue to work with the 
Department of Finance to ensure the use of an appropriate system or data base to enable 
access to reliable and accurate contract information and generate useful management 
reports.

Executive Summary

http://www.dpc.wa.gov.au/Pages/Default.aspx
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Department of Finance
It is pleasing to note that the report findings were of a positive nature. The Department of 
Finance played a significant role in supporting the collaborative effort of the Component 
I roll-out through assisting with standardised templates for contract variations, helping 
agencies identify eligible contracts and quality checking the information provided to 
Treasury.

Department of Aboriginal Affairs
The Department of Aboriginal Affairs (DAA) notes the recommendations of the Office of 
the Auditor General report. DAA is pleased to note the findings of the report show the 
DAA has accurately applied Component I funding to its service contracts with the Not  
For-Profit sector and related payments were made in a timely manner.

The DAA will continue to monitor and ensure the ongoing reform process is well 
implemented through focus on the following areas:

 y  DAA maintains adequate and sufficient records of all service agreements with the 
Not-For-Profit Sector and uses an appropriate system to enable access to reliable 
and accurate contract information and generate useful management reports.

 y  DAA has incorporated Component I funding into the base funding for eligible contracts.

 y  All contracts are managed centrally and recorded on a central contracts register with 
individual contract summaries maintained. The contract summaries record all contract 
variations, payments and calculations. Each contract has its own file in DAA’s record 
management system (TRIM) that contains contract documentation.

 y  DAA maintains separate coding for Component I eligible contracts on its contract 
register and Finance system to ensure the funding is tracked.

Mental Health Commission
The Commission welcomes the recommendations from the Auditor General and will 
continue to improve its own systems and processes to ensure access to reliable and 
accurate contract information.

As the report recognises, the timeframe of implementation by line agencies was extremely 
challenging. The achievements noted in the report would not have been possible without 
the hard work and dedication of Commission staff.

WA Drug and Alcohol Office
The Drug and Alcohol Office was pleased to be part of the Component I audit process and 
to demonstrate the work done to deliver this funding accurately and on time. Component 
I provided a recurrent boost of $4.4 million to the sector and together with Component II 
is having a very positive impact on the sustainability of alcohol and other drug services.

Executive Summary

http://www.finance.wa.gov.au/cms/index.aspx
http://www.daa.wa.gov.au/
http://www.mentalhealth.wa.gov.au/Homepage.aspx
http://www.dao.health.wa.gov.au/
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The Delivering Community Services in Partnership Policy (DCSP policy) states 
community services are “intended to address physical or social disadvantage and/or 
promote the health and wellbeing of individuals, families and communities”. Although  
for-profit organisations and local governments deliver some community services on 
behalf of Western Australian government agencies, the majority are provided by the Not-
For-Profit (NFP) sector.

In 2009 the Government-appointed Economic Audit Committee delivered a report with 
“recommendations for immediate and ongoing improvement in the outcomes achieved 
by the Western Australian public sector”. Several recommendations related to the role of 
the community sector including that Government “negotiate a set of principles to facilitate 
the government/community sector partnership in delivering human services with the 
community sector, including ensuring sustainable service delivery”. 

In response to the Economic Audit Committee’s recommendations, the Partnership Forum 
(the Forum) was formed in July 2010. It is a Cabinet-endorsed joint government and 
community sector forum comprising the heads of government agencies and community 
sector organisations, with an independent chair. The Premier appoints all members.

The Forum was tasked by the Premier to advise on the sustainability of services provided 
by the NFP sector. In December 2010, the Forum confirmed the existence of a funding 
shortfall to the NFP sector of 20 to 30 per cent. The Forum defined the shortfall as the 
difference between the current level of State funding and the cost to the NFP sector of 
delivering the funded services.

Informed by the Forum’s recommendations, the Government announced the Sustainable 
Funding and Contracting reforms with the NFP sector in May 2011. The reforms offered 
more than $600 million over four years to address the funding shortfall for community 
services provided by the sector. They also aimed to deliver key contracting reforms in 
the DCSP policy (Figure 1).

The Departments of the Premier and Cabinet, Treasury, and Finance are coordinating 
the reform. Their responsibilities were developed prior to implementation (Appendix 1). 
In May 2011, the Forum agreed on policy, implementation and governance frameworks 
for the reform. These frameworks set out: 

 y key policy elements, underlying principles and anticipated benefits of the policy 
framework to Western Australians

 y  the approach to implementing the reforms in stages (Component l and ll) and what is 
proposed to occur at each stage

 y  a governance framework covering the Forum’s strategic oversight and  
decision-making role, reporting and monitoring mechanisms and process for  
resolving issues. 

Background
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Out of the $600 million in reform moneys, Government allocated $18 million for 
administrative and support resources to implement Components I and II of the reform. 
The allocation was:

 y  $1.4 million for Treasury

 y  $8.0 million for Finance to establish the Funding and Contracting Services (FaCS) 
unit 

 y  $8.6 million for direct agency support.

Funding  
Category Description

Funding 
($ million)

Component I A 15% immediate increase from July 2011 on all 
eligible service contracts. It also factored in the 'Non-
Government Human Services Sector Indexation’ 
(NGHSS) on the revised price of eligible contracts over 
three years from 1 July 2012 to 2015.

374

Component II An average increase of 10% over two years to be rolled 
out from 1 July 2013 across all eligible service contracts, 
linked to key contracting reforms in the DCSP Policy. 

117

Indexation To continue indexation on the base value of all contracts 
with the non-government organisations as per the 
NGHSS Policy (this recognises the ongoing growth in 
costs for the sector).

96

Implementation support Includes setting up a Funding and Contracting Services 
unit at the Department of Finance to provide education, 
training and support on implementation of the DCSP 
Policy and associated funding and contracting reforms. 

18

Total funding announced in 2011-12 Budget 604*

Source: Treasury and OAG

Figure 1: Sustainable Funding and Contracting Allocation (2011-12 Budget)
*The difference between the sum of the individual funding allocations and the total 
amount is due to rounding.

Most of the support funding relates to Component II (procurement reforms) as it is 
more complex to implement. Treasury advised that almost 17 FTEs are involved in 
the implementation. Finance’s FaCS unit is not only providing guidance and training 
on procurement reform to each agency but also provides direct support to agencies 
transitioning to the new procurement process.

Background



12 | Auditor General Western Australia | Sustainable Funding and Contracting with the Not-For-Profit Sector – Component I

The Forum’s review identified a range of sustainability issues, most significant amongst 
these was staff salaries. While the Component I reforms are mainly intended to increase 
salary levels, Government decided not to prescribe how and where NFPOs spent the 
funds. This is to ensure each NFPO could spend its increased funding to resolve the most 
relevant and urgent sustainability issues it faces. Agencies were to apply the funding as 
a contract variation and then release the funding through the regular contract payment 
schedules.

Treasury coordinated with agencies to identify eligible NFPOs and community services 
contracts to enable rollout of Component I payments from July 2011. Some 500 NFPOs 
with 995 contracts were identified. These contracts were with 16 government agencies. 
However, a survey of the NFP sector in late 2012 identified that seven agencies account 
for 94 per cent of contracts by value (Figure 2). Almost 90 per cent, of the NFPOs 
receiving Component l funding, contract with these seven agencies.

Some 30 per cent of these NFPOs are small with less than four full time equivalent 
employees and an annual income of $250 000 or less. The survey found 73 per cent of 
the Component I price increase was allocated to staff salaries and benefits, although it 
does not report whether these funds were specifically allocated to the salaries of service 
delivery staff.

Source: Treasury and OAG

Figure 2: Distribution of contracts and value by government agency

Background
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Background

2009

2010

2011

2012

October 2009
The State Economic Audit 

Committee recognised the need 
to improve the sustainability of the 

NFP sector

July 2010
Government formed Partnership 

Forum

December 2010
Treasury requested government 

agencies confirm and update 
information on current service 

agreements with the NFP sector

February 2011
Agency data used to inform Cabinet 

of options to address the shortfall 
as part of the 2011-12 budget 

process

May 2011
Treasury provided eligibility criteria 
to agencies and requested updated 

data on service agreements with 
the NFP sector meeting the criteria

July 2011
Agencies started to roll out the 
Component I funding i.e. 15% 

immediate price increase on all 
eligible NFP service contracts

November 2012
Treasury reported to the Forum that 

98% of the Component I funding 
had been rolled out to the NFP 

Sector

September 2010
Treasury advised Partnership 

Forum on funding shortfall to NFP 
sector

September 2010
Treasury requested government 
agencies identify and quantify 

service agreements with the NFP 
sector

December 2010
Partnership Forum confirmed 

funding shortfall to the NFP sector 
of 20 to 30%

May 2011
In Budget 2011-12 Government 

announced $604 million over four 
years for Sustainable Funding and 
Contracting Reforms with the NFP 

sector

June 2011
Treasury provided agencies with 

templates for letter to NFPs, 
variation to service agreement, 

indexation policy

November 2011
Economic and Expenditure Review 
Committee considered the eligibility 
of additional claims from agencies 

for Component I funding

December 2012
A survey of NFPs conducted as 
part of the first evaluation of the 

reform received positive feedback 
from the sector and found 73% of 
the Component I price increase 

was allocated to staff salaries and 
benefits

Figure 3: Timeline of events for planning and implementing Component l reforms
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What Did We Do?

This audit focused on Component I of the reform which involved identification of eligible 
contracts by the agencies and providing an immediate funding increase of 15 per cent 
from 1 July 2011.

The objective of the audit was to assess whether Component I funding to eligible NFPOs 
was accurately applied to service contracts. We asked:

 y how well did coordinating agencies manage the implementation of Component I

 y  did agencies follow due process for releasing the funds

 y  did coordinating agencies and other agencies monitor implementation and ensure the 
scheme is working well?

We examined two coordinating and four line agencies: 

Coordinating agencies:

 y  Department of the Premier and Cabinet

 y  Department of Treasury (Treasury)

Line agencies:

 y  Department of Aboriginal Affairs

 y  Disability Services Commission

 y  Mental Health Commission

 y  WA Drug and Alcohol Office

The four audited line agencies accounted for 67 per cent of the total Component I funding 
distributed. The contracts sampled at these agencies accounted for 42 per cent by value 
of all eligible contracts funded. We tested eligibility and calculations of Component I 
funding for the year 2011-12.

We also met with the Department of Finance which is responsible for guidance and 
support to the public and NFP sectors on the implementation of the DCSP policy and 
associated funding and contracting reforms. 

We sought feedback from the WA Council of Social Services on implementation of 
Component I from the perspective of the NFP sector. 

Our testing involved interviews with agency representatives, and accessing and reviewing 
relevant documents. We also checked whether agencies complied with Treasury’s 
requirements in allocating the funding: 

 y  Component I calculations for sampled agencies’ payments were correct 

http://www.dpc.wa.gov.au/Pages/Default.aspx
http://www.treasury.wa.gov.au/cms/index.aspx
http://www.daa.wa.gov.au/
http://www.disability.wa.gov.au/
http://www.mentalhealth.wa.gov.au/Homepage.aspx
http://www.dao.health.wa.gov.au/
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What Did We Do?

 y  only eligible NFPOs with contracts in place at 31 January 2011 were funded

 y  a Variation to Service Agreement was signed by the NFPO before funds were released

 y  Component I adjustments were added to the scheduled payment set out in the service 
agreement.

The audit was conducted in accordance with Australian Auditing and Assurance 
Standards.
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What Did We Find?

Implementation was planned in consultation with 
agencies and the NFP sector
The reforms implementation was planned in consultation with the NFP sector through 
a Forum working group comprising representatives of the NFP sector and major line 
agencies. This collaborative approach was in line with the Economic Audit Committee’s 
recommendations and helped to minimise risks with implementation and compliance. 

The working group advised on: 

 y  eligibility criteria for funding

 y  roles and responsibilities of coordinating agencies, line agencies and NFPOs

 y  the implementation strategy

 y  the evaluation framework.

Treasury provided standard timelines and documentation to agencies for dealing with 
NFPOs and Treasury. Separate policies and guidelines for Component I were not 
developed as it was a simple price increase to all eligible NFPOs without requiring any 
additional services.

The eligibility criteria for Component I funding were defined and agreed with the sector 
and endorsed by the Cabinet before implementation. To be eligible for Component I 
funding a contract had to be:

 y  in place on 31 January 2011

 y  a service agreement with a NFPO for the delivery of community services, as defined 
in the DCSP policy

 y  ongoing after 30 June 2011.

Contracts were ineligible if they were:

 y  a grant

 y  a service agreement with a 50 per cent or greater Commonwealth contribution

 y  between two state agencies, or with a local government or for-profit organisation as 
the reforms aimed to address NFPOs immediate financial needs and did not target 
other sectors.

Contracts signed between 31 January 2011 and 30 June 2011 were not subject to 
the price adjustment unless they rolled over an existing contract (at 31 January 2011) 
under substantially the same conditions. These contracts may be considered eligible for 
Component II when implementing the new DCSP policy.
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What Did We Find?

The price adjustment to NFPOs under Component I is 
occurring over four years 
Component I was approved with a total budget of $374.4 million over four financial years 
of which $87.85 million was originally budgeted for 2011-12 (Figure 4). However, it is 
estimated that $386.6 million funding will be provided to the NFP sector by June 2015. 

Identification by line agencies of eligible service agreements in June 2011 initially 
assessed expenditure at $81.8 million. This was revised to $82.5 million in September 
2011, when further eligible contracts were identified. 

Appropriation of Component I funding 
to the agencies

2011-12 2012-13 2013-14 2014-15 Total
($ million)

Approved Budget for Component I 87.85 91.58 95.48 99.53 374.44

Less:

Allocation for identified eligible contracts 
at September 2011

82.50 – – – 82.50

Forward estimate – September 2011 – 86.00 89.66 93.47 269.13

Additional claims approved in November 
2011

8.21 8.56 8.93 9.31 35.01

Total annual funding for Component I 90.71 94.56 98.59 102.78 386.64 

Funding shortfall (budget vs. forecast) 2.86 2.98 3.11 3.25 12.20 

Addressed by:

One-off contribution from DSC 4.30 – – – 4.30 

Carried over to offset approved additional 
claims*

(1.44) 1.44 – – –

Additional appropriation to DSC – 1.54 3.11 3.25 7.90 

– – – – –

Source: Treasury and OAG

Figure 4: Component I Funding - projected distribution 2011-12 to 2014-15
*The balance of $1.44 million in 2011-12 was rolled over to the next financial year
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What Did We Find?

Several agencies then submitted additional claims for service agreements not identified 
in the first round due to oversight, agencies’ devolved structure or complexity of their 
funding structure. Claims relating to for-profits and local governments were also 
considered at this time.

In November 2011, Government considered the eligibility of these additional claims and 
approved further funding of just over $8 million in 2011-12. These included additional 
claims totalling $7.7 million from the Disability Services Commission (DSC) (Figure 5). 

During the additional claims process, the DSC identified a funding inequity for its self-
directed services with individuals who had not chosen an NFPO service provider, post the 
31 January 2011 cut-off date. As a consequence, the Government committed a further 
$7.9 million appropriation to the DSC (Figure 4), over the forward estimates, to address 
this identified inequity.

This brought the total funding in 2011-12 to $90.7 million compared to the $87.85 million 
budgeted. In discussions between Treasury and DSC over the funding shortfall, DSC 
agreed to fund $4.3 million from its existing budget on a one-off basis in 2011-12. This 
left Treasury with a surplus of $1.44 million in 2011-12. This surplus was rolled over to 
2012-13 to offset the ongoing impact of additional claims approved in November 2011.

Eligible service agreements were identified and 
allocated Component l funding
To determine the required 2011-12 budget allocation, Treasury worked with agencies to 
identify eligible NFPOs and service agreements and the base contract value. Almost all 
were identified before July 2011. However, the type of information held in some agencies’ 
information systems, or lack of it, created difficulties and extra workload.

Agencies were asked in September 2010, December 2010 and prior to the release in 
May 2011 of the 2011-12 Budget to identify and confirm NFPOs and service agreements 
eligible for Component I funding. Treasury and other coordinating agencies required this 
information to accurately determine the budget required to implement Component l and 
also to monitor the rollout of funds. 

Treasury analysed the collated information, in consultation with agencies, to ensure only 
eligible service agreements received Component I funding. While the criteria for funding 
were clear, in some instances there were difficulties in applying them due to the complex 
contracting arrangements of a few NFPOs. For example, one agency assessed a number 
of contracts with a large NFPO as eligible. However, Treasury considered these ineligible 
as the NFPO operates in a different contracting environment to most NFPOs and had 
received significant funding in the previous two years. 
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What Did We Find?

Agencies faced a number of challenges in identifying eligible service agreements and 
accurate contract values. For instance: 

 y  Some agencies had problems in identifying eligible contracts, due to their devolved 
and regional service delivery. In some instances, service agreements were initiated 
and held by local offices but not registered centrally which made identification difficult 
for the agency’s central office.

 y  Of four regional organisations providing a similar service, one was constituted as a 
for-profit organisation. This made it ineligible for funding, in contrast to the other three. 
We were advised that the organisation has since become an NFPO.

 y  After consideration, some grants were deemed to be, in effect, service agreements. 
In one instance where this occurred the NFPOs received triennial grants. The NFPOs 
queried the assessment and were subsequently funded.

 y  DSC’s contract management system provides ‘point in time’ information. Initially 
Treasury’s information request in mid May 2011 did not specify a cut-off date. 
DSC provided the value for each NFPO service agreement at that time. When the 
criteria were confirmed, Treasury then requested information at the 31 January 2011  
cut-off date. DSC was unable to readily provide a complete list of all NFPO service 
agreements and value at the cut-off date due to its system’s ‘point in time’ information 
limitations. Its system could only generate a list of contracts valid at the cut-off date 
but with current contract values. 

This limitation meant the initial information Treasury needed had to be manually reconciled 
with the final value for each contract and associated clients. A further complication was 
that DSC’s funding model allows individuals flexibility to choose between services and 
providers. As a result, contract values frequently change for valid reasons. We found 
the process followed ensured any errors or omissions were picked up before actual 
payments were released to the NFPOs.

The Budget announcement; Forum meetings; seminars and training; and website 
information (including through the WA Council of Social Services and National Disability 
Services) all served to inform the sector of the reforms and to potentially identify other 
eligible service agreements not already included by agencies. Over the five months to 
October 2011, only 19 formal enquiries about eligibility were received from the service 
providers including for-profits, local governments and the NFP sector. The Forum was 
regularly updated on the number, progress and status of enquiries received. We did not 
find any unresolved enquiries at the time of our audit.
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What Did We Find?

An additional claims process was undertaken to ensure 
all eligible service agreements received Component l 
funding
An additional claims process in November 2011 approved 10 eligible contracts with 
NFPOs that agencies had overlooked. It also approved the inclusion of DSC funding 
categories that were previously excluded. These claims totalled an extra $8.21 million 
in 2011-12, of which DSC contributed $4.3 million on a one-off basis from within its own 
budget. 

After the budget announcement, agencies received a number of enquiries and complaints 
from organisations about the eligibility criteria, their exclusion and the impact ineligibility 
would have on service delivery. Consequently, Treasury coordinated a process for 
additional claims which were not included in agencies’ original list of eligible contracts. 
These were considered during the Mid-Year Review in November 2011. 

Government did not approve claims from local governments, for-profit organisations and 
NFPOs providing services such as arts and culture. These decisions were in line with 
the policy intention to support NFPOs providing services to the most disadvantaged and 
vulnerable.
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What Did We Find?

Claims categories Description

Estimated 
payment

2011-12 
($ million)

Funding to 
Individuals via Local 
Area Coordinators

This funding was approved on the premise that people 
with disabilities and their families who self-manage their 
own support via Local Area Coordinators, rather than 
direct their funding via an NFPO, would be disadvantaged 
if their funds were not adjusted by 15%. 

Number of individuals: 1 325 

2.06

Hardship Claim Includes all contracts or variations to contracts between 
the cut-off date (31 January and 01 July 2011) that were: 
1) allocated for funding 2) approved for funding 3) pending 
confirmation by the NFPO which has not attracted the 
15% increase. 

Number of individuals: 314 

1.92

Non-recurrent  
(one-off) funding

At the time of the cut-off date, there were many individuals 
and some block funded services with a recurrent 
commitment pending. For example, group homes to be 
built that were being supported with non-recurrent draw-
downs on their funding until recurrent services were in 
place. 

Number of individuals and places: 425 individuals and 38 
places 

3.72

Total 7.70 

Source: DSC and OAG

Figure 5: DSC’s additional claims categories and estimated Component I payment 
2011-12

The decision to apply Component l funding to DSC’s funding was based on the principle 
that, individuals who self-manage their own support funding should not be disadvantaged 
by potentially being unable to pay for the services they need. It was also decided that 
Component l could apply to NFPO contracts which started after 31 January 2011 and 
were waiting for services and accommodation to be available (739 individuals). For 
instance, individuals also have the option to change service providers when they choose 
to, and they should not be disadvantaged if this occurred after the cut-off date. Figure 5 
summarises DSC’s claims categories approved for Component l.
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What Did We Find?

Agencies followed due process for calculating the 
price adjustment and releasing funds although the tight 
timelines created risks
The first stage of the Component I funding rollout was implemented within tight timeframes. 
In spite of this, both coordinating and line agencies managed to deliver this phase of the 
reform within the required timeframe. By 31 July 2011, 94 per cent of eligible contracts 
had been amended to make the 15 per cent price adjustment and insert the standard 
indexation clause.

The tight implementation timeframes created challenges for agencies and increased the 
risk of incorrectly calculating the amount to pay on each contract. However, we could not 
find any significant errors in the sampled Component I payments. We found all audited 
agencies followed due process for releasing Component I funding. 

For the adjustment payment to be made line agencies were required to: 

 y  provide a list of eligible contracts to Treasury

 y  finalise the variation to service agreements by 30 June 2011 reflecting the standard 
indexation approach and 15 per cent price adjustment

 y  respond to enquiries by NFPOs

 y  record all service agreement expenditure in Treasury’s information management 
system

 y  maintain a register of all contract amendments and use of additional funding.

Agencies were advised of the final list of eligible service agreements in late June and 
provided with a standard letter and variation of service agreement to send to NFPOs. 
Agencies then had approximately one week to finalise the service agreement variations, 
including calculating the payment adjustment. 

Of the four line agencies we audited, all ensured NFPOs had signed and returned the 
contract variations before releasing the funding. The Drug and Alcohol Office and the 
Department of Aboriginal Affairs released the funds in July and August 2011 respectively. 
The Disability Services Commission and the Mental Health Commission released the 
funds with the scheduled second quarter payments in October 2011.

In one instance where a NFPO reported that the increase had not been passed on 
soon after July 2011, Treasury followed up with the agency concerned. Treasury then 
thoroughly reviewed the agency’s remaining contracts to ensure this was the only 
instance.
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What Did We Find?

Of the contracts we sampled we found:

 y  all NFPOs and individuals had eligible contracts 

 y  all the NFPOs signed the contract variations before Component I funding was rolled 
out

 y  the correct amount of Component I funding was paid to all except one category of 
sampled contracts and individuals

 y  payments were made in a timely manner as part of the quarterly scheduled payments 
to the NFPOs.

However, we found one agency did not prorate the price adjustment for services started 
after 1 July 2011. In one funding category we found 14 of the 40 services we sampled 
started after 1 July 2011. The funding for these should have been calculated from the 
start date to 30 June 2012. Instead it was calculated for the full year. The value of this 
error was approximately $143 000 or 0.29 per cent of the total funding distributed by 
the agency through Component I in 2011-12. The agency advised it will adjust these 
overpayments as part of the annual output acquittal process for 2011-12. 

Treasury reported to the Forum that the rollout of Component I for 2011-12 has been 
completed, with over 98 per cent of the 2011-12 total contract value (the 2011-12 eligible 
base, plus the 15 per cent price adjustment) being rolled out from government agencies 
to their respective NFPOs, at 30 June 2012. The balance related to accruals, differences 
between estimated and actual contract values and cessation of contracts. The Forum 
was also advised that there were no reports of agencies not distributing Component I 
payments. 

Component l implementation is being monitored and an 
evaluation framework is in place
The Forum has developed frameworks for monitoring and evaluating the reforms 
over five years. While coordinating agencies are monitoring the rollout of Component 
I funding there is also regular reporting to Forum meetings and a mechanism for 
resolving implementation issues. Treasury monitors expenditure through its information 
management system. This monitoring is supported by an external evaluation over five 
years. 

The first evaluation report delivered in December 2012 found strong support from both 
the public and NFP sectors and agencies for this government initiative. It also found that 
the implementation process has been challenging but has been approached in good 
faith. 
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What Did We Find?

The reform’s governance framework provides mechanisms for regular reporting and 
monitoring through quarterly reports to the Partnership Forum. The Forum’s terms of 
reference were updated in August 2011 to reflect this oversight role. The framework 
also sets out a process for resolving issues arising during implementation. Any matters 
relating to:

 y  payment of Component I and II funding are to be first raised by the NFPO with the line 
agency 

 y  application of DCSP policy will be raised by the NFPO with the line agency with FaCS 
engagement and support

 y  inconsistent application of the policy across the public sector is to be referred to FaCS

 y  broader issues such as scope, categorisation of grants and service agreements, use 
of templates, and policy compliance are to be referred directly to FaCS.

Reports on implementation and progress of the reform are also submitted to the Economic 
and Expenditure Review Committee, the Under Treasurer, the Premier and Cabinet. 

During the rollout of the 15 per cent price adjustment agencies reported monthly on 
the release of funding. Any material changes to the previously agreed amount had to 
be explained. Treasury also created a separate account in its information management 
system, for each of the 16 agencies involved in Component I. This proved useful in 
identifying and resolving anomalies between estimated and actual payments during this 
phase. 

For instance, Treasury advised that it identified anomalies in one agency’s reports. This 
agency was not part of our audit sample. This led to an immediate review of the agency’s 
eligible contracts and Component I funding. Treasury found that of 190 contracts, 125 
were correct, 35 required adjustment to the actual value and 30 were either duplicates, 
retendered, expired, ineligible or needed to be referred to the additional claims process. 

The NFPOs were not required to report during Component I as the price increase did not 
involve any new outcomes from the existing service contracts with line agencies. Their 
only responsibility during implementation was to sign and return the contract variation. 

The Government has also endorsed an evaluation framework to assess the reform’s 
implementation and its effectiveness. The survey reported that 80 per cent of NFPO 
respondents commented positively on the impact of Component I funding on service 
delivery. During our interviews the WA Council of Social Services also confirmed that it 
had received positive feedback from the sector on the implementation of Component I 
funding. 
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Appendix 1

Responsibilities of coordinating agencies in implementing Component I and II of the 
sustainable funding and contracting reform

Department of the 
Premier and Cabinet Department of Treasury Department of Finance

Overall coordination of 
communication relating 
to Partnership Forum 
reform initiatives.

Overseeing the rollout 
and allocation of 
Component I and II 
funding.

Provide guidance and support to 
the public and NFP sectors on the 
implementation of the DCSP policy and 
associated funding and contracting 
reforms. These include:

 y  Building capacity of the public 
and NFP sectors to implement the 
procurement reforms

 y  Provide robust procurement policy and 
practice advice

 y  Provide support and education

 y  Monitoring and reporting on the 
implementation of the DCSP policy

 y  Encouraging collaborative 
relationships between public and NFP 
sectors

(Has limited involvement with funding 
component of the reforms.)

Self-directed services 
and support.

Gather monthly status 
updates from agencies 
on the Component I 
rollout.

Policy, planning and 
service design for 
agencies.

Ensure NFPs are 
receiving the price 
increase as per 
their contractual 
arrangements.

Oversight of Social 
Innovation Grants 
Scheme and Social 
Enterprise Fund.

Coordinating the 
implementation of 
Evaluation Framework 
to monitor and measure 
the key objectives of 
reforms.

Provide secretariat 
support to the 
partnership forum.

Continue to liaise 
with agencies and 
NFP peak bodies to 
confirm existing and 
find potential data 
sources to establish 
benchmarks upon which 
the Framework can be 
based.

Capability and compliance review 
of agencies to assess infrastructure 
agencies have in place to strategically 
manage their procurement spend, 
maximise outcomes for service users and 
mitigate the risk of service delivery failure.

Outplacement of officers trained in 
DCSP policy: provide on-site support 
to agencies in transitioning to the new 
procurement process.

Source: Finance and OAG









Auditor General’s Reports

REPORT 
NUMBER 2013 REPORTS DATE 

TABLED

12 The Banksia Hill Detention Centre Redevelopment Project 7 August 2013

11 Information Systems Audit Report 27 June 2013

10 Supply and Sale of Western Australia's Native Forest Products 26 June 2013

9 Administration of the Patient Assisted Travel Scheme 26 June 2013

8 Follow-up Performance Audit of Behind the Evidence: Forensic 
Services 19 June 2013

7 Fraud Prevention and Detection in the Public Sector 19 June 2013

6 Records Management in the Public Sector 19 June 2013

5 Delivering Western Australia's Ambulance Services 12 June 2013

4

Audit Results Report - Annual Assurance Audits: Universities and 
state training providers and Other audits completed since 29 October 
2012 – and Across Government Benchmarking Audits: Recording, 
custody and disposal of portable and attractive assets and Control of 
funds held for specific purposes

15 May 2013

3 Management of Injured Workers in the Public Sector 8 May 2013

2 Follow-on Performance Audit to ‘Room to Move: Improving the Cost 
Efficiency of Government Office Space’ 17 April 2013

1 Management of the Rail Freight Network Lease: Twelve Years Down 
the Track 3 January 2013

https://audit.wa.gov.au/reports-and-publications/reports/management-of-the-rail-freight-network-lease/
https://audit.wa.gov.au/reports-and-publications/reports/follow-on-performance-audit-to-room-to-move/
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https://audit.wa.gov.au/reports-and-publications/reports/delivering-was-ambulance-services/
https://audit.wa.gov.au/reports-and-publications/reports/fraud-prevention-and-detection-in-the-public-sector/
https://audit.wa.gov.au/reports-and-publications/reports/records-management-in-the-public-sector/
https://audit.wa.gov.au/reports-and-publications/reports/follow-up-performance-audit-of-behind-the-evidence-forensic-services/
https://audit.wa.gov.au/reports-and-publications/reports/administration-of-the-patient-assisted-travel-scheme/
https://audit.wa.gov.au/reports-and-publications/reports/supply-and-sale-of-western-australias-native-forest-products/
https://audit.wa.gov.au/reports-and-publications/reports/information-systems-general-computer-controls-and-capability-assessments/
https://audit.wa.gov.au/reports-and-publications/reports/the-banksia-hill-detention-centre-redevelopment-project/
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