9 Better performance through clearer roles and
accountabilities

IPART’s 1998 review found that NSW Health’s corporate governance suffered from a lack of
clarity in the respective roles of the Department and the AHSs, and that this was a significant
barrier to better health outcomes. The current review found that little has been done to clarify
these roles, and action to do so is urgently required.

Nearly all the stakeholders consulted identified corporate governance as a key area needing
reform. Many complained that the roles and responsibilities of each part of the NSW health system
are not clearly delineated or, if they are, that the delineation is not clear to those ‘on the ground’.
For example, the Department is seen as infringing unnecessarily on the autonomy of AHSs,
while some AHSs are seen as not complying with their obligations to the Department. The
establishment of separate decision-making and funding processes has exacerbated this problem.

To address these issues, IPART believes that the corporate governance structures need to be
strengthened by improving the existing AHS model.* Alternative approaches that involve
dismantling the Area structure would be too disruptive, especially when the system is still
undergoing major change as a consequence of the GAP. Further, overseas experience suggests
that more radical change will not necessarily work, and the longer time required for
implementation will slow progress on clinical and other reforms already underway.

IPART believes NSW Health needs to make four main changes to strengthen its corporate
governance model, including:

e refocusing the Department’s roles on strategic planning, policy setting and supra-Area
responsibilities, so it can provide stronger overall leadership for the health system

e making AHSs more accountable for meeting the health needs of their Area, including
introducing a system of incentives and sanctions tied to their performance under simpler
and clearer performance agreements

e making the statutory corporations and other health entities more accountable

e improving procedures for Ambulance Service and better integrating ambulances and
hospital emergency departments.

Each of these changes is discussed in more detail below. In many respects, they echo
recommendations from IPART’s 1998 review. While IPART understands that NSW Health has
not acted on these earlier recommendations largely because of its focus on implementing GAP,
it believes the changes now need to be implemented as a matter of urgency. NSW Health should
begin implementing them immediately.

% IPART reached a similar conclusion in its 1998 review, when it recommended that, to improve corporate

governance, the relationship between the Department and the AHSs be reformed and their roles more clearly
defined. It identified a number of options for reforming this relationship, and recommended the AHS model be
retained, but with a modified structure. Its reasons for preferring this option are summarised in Attachment 4.




9.1 Refocus the Department’s role on strategic planning and
policy setting

In the last three years, the Department has grown significantly, and its role has expanded to
include operational aspects traditionally the responsibility of AHSs. IPART believes the
Department’s proper role is to provide leadership and set strategic directions for the
components of NSW Health, not to operate them. It therefore needs to refocus its role on this
high-level leadership.*

On occasions, leadership will involve mandating frameworks—such as the recent guidelines on
the use of drugs in cancer treatment, and the targets for day-of-surgery admission and day-only
surgery. Many stakeholders consider these latter two examples to be good central management:
they were appropriate matters for mandating, with the framework developed by the Department
focused on establishing the outcomes to be achieved rather than prescribing how to do so. The
AHSs were then able to develop their own approaches for achieving these outcomes and, in
general, have succeeded in doing so in a relatively short time.

IPART endorses this approach, which could be termed ‘flexible mandating’. It is not
incompatible with more autonomous AHSs. The Department needs the power to mandate a
State-wide approach to specific issues to improve the overall performance of the State’s health
system. However, it must use this power selectively, and ensure it does not lead to an ever-
expanding role for the centre.

IPART envisages that in some cases, the Department will develop these frameworks in
consultation with other stakeholders, and apply clear sunset or review provisions. In others, it
may identify broad strategic directions only, which can then be cascaded down to metropolitan
or rural plans, and Area plans.

Either way, the AHSs will be responsible for implementing the framework, preferably in the
manner they determine to be most appropriate to their Area, to achieve the desired outcome.
The Department will hold them accountable by monitoring their performance, and applying
sanctions if the outcomes are not achieved. It is important this circular path is adhered to, as all
components are integral to the effective delivery of policy.

To effectively perform the leadership role, the Department should focus on five key areas. These
include: State-wide planning, direction-setting and guidance; State-wide health issues; strategic
financial and asset management; industrial relations; and strategic performance measurement
and monitoring. It also needs to restructure its organisation to reflect its sharper focus.

9.1.1 State-wide planning, direction-setting and guidance

Planning, direction-setting and guidance is a fundamental part of the Department’s role. It
includes undertaking high-level, State-wide scenario planning to develop a medium- to longer-
term vision for the health system, and a State health plan that sets the strategic direction for all
levels of the system, including funding and service development. (The framework and processes
for this high-level planning are set out in Chapter 4.)

¥ The approach in this report is in line with the WHO’s 2000 report and its discussion on stewardship. The role

IPART recommends for the Department fits very well with the philosophy of ‘row less and steer more’.
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In addition, it includes:

e developing greater metropolitan and rural plans within the State health plan

e ensuring a strong focus on public health within plans, especially early intervention and
prevention strategies

e determining which services should be managed centrally as State-wide services, in the
context of the State health plan and in consultation with AHSs and clinicians

e cross-referencing the overarching strategic plans with relevant resource plans, for example
for assets, human resources and information technology

e promoting risk management across the system

e if requested, providing guidance and support to AHSs on significant management and
implementation issues

e providing advice to the Minister on health policy and legislative issues, and advocating
reform of health law.

Although the Department must be clearly responsible for and accountable for setting State-wide
directions through planning, it must involve AHSs, clinicians and the community in its
planning and policy development processes. This involvement must go beyond consultation to
enable clinicians to provide guidance and leadership as appropriate. By actively engaging these
groups, the Department can ensure that its policies and decisions draw on the different
expertise and perspectives of key stakeholders, and that these stakeholders feel some ownership
of policies and decisions. This will be particularly important where the Department adopts a
flexible mandating approach.

To provide an effective mechanism for AHS involvement and input, IPART believes the
Department should strengthen and reconfigure the Senior Executive Forum (SEF) as a Senior
Executive Advisory Board. This non-statutory board would comprise the Director-General, the
Deputy positions, the Chief Finance Officer, and the CEOs of the Areas and statutory
corporations, and would enable a more cooperative management approach. It would focus on
providing input into system-wide matters, as opposed to being a forum for discussion. Although
the Department would ultimately make the higher-level decisions (subject to Ministerial
approval where required), this board’s deliberations would assist in formulating final
decisions—for example, on policies related to information technology, industrial relations and
budget scenarios.

In addition, the Department should establish a forum that includes the chairs of all Area boards
(and statutory corporations), to meet regularly with the Department’s executive and the
Minister. This forum is properly a management concern for the Department and it should
replace the current forum arranged by the Health Services Association.

The key mechanisms for clinician and community involvement in planning and direction-
setting should be the new Health Care Advisory Council and Health Priority taskforces (outlined
in Chapter 7).




IPART considered the extent to which the Department should be involved in approving AHS
plans. This approval process can take a significant period of time, and delay the implementation
of the Area plans. If the Department’s performance agreements with AHSs are effective and
based on agreed outcomes, and it monitors these outcomes, there is less need to approve local
plans. However, it should approve any major capital works that underpin the plan.

The AHS should be required to prepare strategic Area health plans that must be consistent with:

e the Department’s performance agreement with the Area

e the State health plan, clinical guidelines and State-wide or regional policies determined by
the Department

e four-year rolling budgets and approved capital works programs.

These will set clear, firm limits on the AHS strategic plans. The Department will receive copies
of the plans and review the plans for consistency with the requirements set out above. This
would be undertaken to an agreed timetable and process. Where the Department identifies an
inconsistency it must notify the AHS and require resubmission of a complying plan.

The Minister would retain the ability to direct an AHS (or the Department) in the case of
potential serious issues with the planning or delivery of Health Services. However, the
structures proposed in this report are aimed at reducing the need for such interventions and
increasing the accountability of the Department and AHSs.

Where certain services are nominated as priority initiatives for central management and
funding review a period of no more than four years should be specified. After this review, the
AHS where the service is located may take over its management and its separate funding pool
rolled into the AHS’s funding base. This is designed to prevent the gradual expansion of the
number of centrally-managed services.

9.1.2 State-wide primary health care issues

Another major part of the Department’s role is leading the health system’s response to State-wide
public health issues. Primary health care includes population and community health, and
encompasses a broad range of issues. For example, managing these issues includes limiting the
spread of communicable diseases, such as SARS, as soon as a new outbreak occurs, and developing
ongoing and long-term plans to contain their spread. It involves promoting better health practices
by the community, such as improving nutrition and exercise levels, and reducing the use of
tobacco, drugs and alcohol. And it includes providing care outside hospitals, such as in
community health centres or by post-acute care teams visiting patients in their homes.

The Department should be responsible for:

e developing State-wide strategies, plans and processes for primary, public and community
health

e delivering State-wide public health services, such as anti-smoking advertising, legislative
responses to smoking and substance abuse

e ensuring AHSs develop plans for public and community health consistent with the overall
State health plan
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e agreeing output/outcome-based targets for public and community health programs with the
AHSs and monitoring performance against these targets.

These roles are consistent with the overall allocation of responsibilities between the Department
and AHSs. The key difference is that, in relation to public health, the Department is directly
responsible for delivering some health services.

9.1.3 Strategic financial and asset management

The Department’s third major area of responsibility is strategic financial and asset management.
This includes financial reporting and monitoring, the overall budget framework, funding
mechanisms (such as the RDF, episode funding, budget holding and capital charging) and asset
management.

The Department should be responsible for:

e developing funding mechanisms and allocations that are consistent with the overall
strategic direction of the State plan, and that provide appropriate incentives and
accountabilities for the AHSs and service providers

e establishing monitoring and reporting mechanisms to ensure AHSs and service providers
are accountable for the efficient and effective use of those funds consistent with their
responsibilities.

Based on its review, IPART has recommended a range of improvements to the funding
mechanisms and arrangements, which are discussed in Chapter 8.

IPART believes the Department’s asset-management role would be strengthened if it were more
involved in the development of capital proposals in conjunction with the AHSs. As part of a
review of functions with the establishment of shared services corporation the Department
should consider the transfer of responsibility for negotiating Service and Resource Allocation
Agreements (SRAAs) with Treasury from the information management and technology section
to the finance and business management section. This will better link the resource allocation
and outcomes functions.

Finally, from time to time the Department needs to establish specific priorities and new
programs to address the varying pressures on the health system. To date, this has resulted in
more detailed financial monitoring of individual programs, which has increased the cost and
complexity of the Department’s monitoring systems with little benefit. Instead, monitoring
should be output- or outcome-based and there should be an expectation that special monitoring
requirements will be only temporary.

9.1.4 Industrial relations and employment issues

As deemed employer of all staff within the public health system, the Department has an
overarching industrial relations role within the system. This includes developing employee
relations policies—such as those for sick leave, rehabilitation, code of conduct, discipline and
harassment—which need to be consistent across the system.




However, the central agencies (Treasury and the Premier’s Department) have the predominant
role, especially in relation to wage negotiations. This is appropriate given the potential for wage
decisions to have implications for other government sectors, and for the State budget. But
IPART believes these agencies should more fully involve the Department when developing
sector-wide wage strategies. In turn, the Department should engage the proposed Senior
Executive Advisory Board when considering the implications of these strategies for the health
system, to obtain input from AHSs. Ideally, there should be provision for some flexibility in the
implementation of new agreements.

The Department’s role also includes coordinating system-wide workforce strategies (including
the priority issue of workforce planning), and promoting excellence and innovation and State-
wide training and development programs. Currently, the responsibilities for workforce issues
are dispersed across three key divisions (public health, operations and policy). These should be
brought together by creating a strategic workforce planning unit (see Chapter 12).

IPART supports the need for AHSs to retain an industrial relations role, to enable them to deal
with issues of workforce flexibility and local conditions. However, they will need to interact with
the Department on these issues, as there could be State-wide implications.

9.1.5 Strategic performance measurement and monitoring

The Department’s final key area of responsibility, strategic performance measurement and
monitoring, is the critical lynchpin between the Department and AHSs and other entities. This
role involves:

e benchmarking of key measures of performance across States, AHSs and facilities

e monitoring a dynamic set of key performance indicators that are linked to the State plan

e monitoring the implementation of operational and strategic plans and compliance with
targets and outcomes (including quality)

e investigating performance when AHSs fail to achieve targets or agreed outcomes, to hold
them properly accountable.

These monitoring and inspection roles should occur in a formalised manner and the level of
monitoring and inspection may vary with performance. Those AHSs and entities that do not
appear to meet their targets and outcomes for some months will incur an inspection, with a full
audit set in place after a certain period of failed performance. For those AHSs that do meet their
financial and health outcomes, the Department should be less interventionist, with fewer
reports and inspections—that is, these AHSs should enjoy a form of earned autonomy.

A policy of varying the level of performance monitoring and inspection according to past
performance is consistent with regulatory and administrative best practice. It provides rewards
for those who perform well, while focusing compliance efforts on areas of greatest risk. IPART
has adopted this approach in its own licence compliance activities.

Controls on expenditures, such as requirements for approval of capital expenditure or new
equipment could be relaxed for AHSs that out-perform expectations. The UK Government
recently incorporated this approach in proposals for earned autonomy for hospitals.
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9.1.6 Future scope of the Department

Many of the stakeholders IPART consulted see the Department as being too large, previously
resisting outside input, prone to ‘micro-management’, and having a confusing structure. While
these perceptions may be flawed, they need to be addressed.

The Department has undergone a number of restructures in recent years. In August 2000, it
had 633 staff, including corporate and executive support. In January 2003, staff numbers had
risen to 790. After allowing for the transfer of CEIDA, this means a net increase of over 130
positions in less than two and a half years.

Some of this growth is due to the Department taking on the central management roles for
emergency department performance and winter-beds, as well as initiatives under the GAP.
However, IPART believes it should significantly sharpen its organisational focus and structure.

This will involve the abolition of some positions, and staff transfers to:

e the new Health Shared Services Corporation (see Chapter 10)
e the Areas and statutory corporations, as management functions are devolved back
e other Government agencies.

IPART’s recommendations in relation to improving clinical and community governance
structures (see Chapters 5 and 7) will strengthen the involvement of clinicians and the
community that has been a positive feature of recent reforms. As a further step, IPART suggests
that the Department establish an Innovation Exchange, to promote the sharing of new ideas and
methods, whether these are developed from within parts of the system or learnt from interstate
or overseas. This initiative would complement the proposed Innovation Fund outlined in
Chapter 8.

To address the perception about micro-management, the Department should conduct an
intensive but short review of its committees, circulars, directions and procedures—the sheer
number of which creates the impression, if not the reality, of micro-management. The aim of
the review should be to minimise red tape, and ‘de-clutter’ the bureaucratic infrastructure. In
addition, IPART believes all new circulars should have a sunset clause as standard practice. The
central agencies should also review their reporting requirements for the health system, and very
likely for all government agencies.

To create a more logical structure, the Department should ensure its future structure is more
functionally aligned and focused on its core functions. For example, stakeholders cited the fact
that oral health promotion sits within the policy area, not public health as seems logical.

9.2 Make Area Health Services more autonomous and more
accountable

AHSs are significant entities in their own right—in terms of assets, budgets, staff and services.
They have their own statutory boards, whose members are now renumerated. Their CEOs are
directly responsible to the Director-General and to their boards, and they are also members of
these boards.
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IPART’s proposed model for corporate governance and funding envisages that AHSs continue to
have two roles with their communities: that of purchasers of services to care for their
communities, and of operators of the hospitals and other facilities that provide this care. These
roles are not conflicting, but AHSs need to consider them separately and independently.

IPART proposes four measures to better distinguish AHSs’ role and responsibilities from the
Department’s, and to improve their performance:

e creating a framework of greater autonomy for the areas, balanced with improved
accountability mechanisms backed by a system of incentives and sanctions

e focusing the roles of AHS boards on corporate governance and strategic leadership, and
holding them to account through improved performance agreements based on key targets
and outcomes arising from the State or Area plans

e aiming to achieve a high standard of board membership through selection on merit,
improved training, diverse skill mix and fewer members on most boards

e clarifying the role and accountabilities of AHS CEOs.

Each of these measures is discussed below. IPART also considered the need to reduce the
number of AHSs and review their boundaries. While there is an argument for this, it believes
that given its other recommendations, it would be too disruptive for the system at this time,
and impede progress on other reforms. This issue is discussed in section 9.2.5.

9.2.1 Create a framework for greater autonomy and accountability

IPART believes the performance of AHSs can be improved by granting them greater autonomy
as part of a package that also includes increased responsibilities and sanctions for failing to
meet these responsibilities.

Under this framework, the Department would establish State-wide strategic directions through
the State health plan and other polices, and set out clear outcomes and targets for each AHS in
its performance agreement. AHSs would:

e have more authority in developing their Area plan (in line with the State health plan)

e have more authority in determining how to achieve the outcomes and targets in the
performance agreement

e have greater roles in decision-making forums like the proposed Senior Executive Advisory
Board

® be subject to fewer performance indicators at the departmental level

e receive less scrutiny if they continue to meet their performance goals.

To balance this greater autonomy, AHSs would also be more effectively held accountable for
meeting their outcomes and targets. They would be accountable to the Department through its
strengthened monitoring systems and to the Minister, and subject to sanctions when they
significantly or consistently fail to meet their outcomes and targets.
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These sanctions could escalate from the demotion of a CEO, the dismissal of a CEO, the
dismissal of a board’s Chair to the ultimate sanction of the dismissal of the board by the
Minister and the CEO by the Director-General. In this instance, a new board and CEO would be
appointed, either immediately, or after a period with an administrator, similar to the system
that applies to local councils.

9.2.2 Focus the role of AHS boards on corporate governance and leadership

During its review, IPART saw evidence of considerable variation in the current role and
performance of AHS boards, particularly in relation to the abilities of current board members
and the degree of leadership they provide. It concluded that these boards should be retained,
but they must be reformed.

Boards should be established on the basis that their key roles are to provide corporate
governance, strategic leadership and high-level expertise that may not be available within the
AHS management. They should not be involved in daily management issues. Nor should they be
seen as a primary or significant source of community input. Board members may well be
members of the local community, but IPART believes community input to AHSs must be sought
through more open, participatory models (see Chapter 7).

Several other changes should also be made:

e Performance agreements between AHS boards and the Minister should be more focused,
timely and functional. Their primary purpose should be to focus on outputs (eg occasions of
service) and outcomes (eg improved response times) that are linked to the Area plan.

e The conduct of the boards should be based on a best-practice model of the existing boards,
especially in relation to information flows. Board members should receive initial and
ongoing training. Certain boards are already following this approach.

e AHS staff should only attend board meetings while the items they are involved in are being
discussed, or at the invitation of the board. A representative of the Department should be
invited to regularly attend board meetings as an observer.

e Boards should be assessed and audited by the Department and by themselves annually.

9.2.3 Aim to achieve a high standard of AHS board members

Arguably, the chair and members of an AHS’s board are among the key factors that determine
its success. IPART believes that to ensure these boards are as effective as possible, the size of
some boards should be reduced, their members should be selected on merit, and the term of
members should be limited to three years.

Currently, AHSs have up to 12 members. IPART considers that smaller boards are likely to be
more effective, as there is a greater chance that members will all be of the high standard
required and they are likely to be more manageable. However, larger boards may be desirable in
rural areas because of their size and diversity.” For comparison, in Victoria, the boards of
metropolitan health services range from six to nine members and those of rural hospitals range
from eight to twelve members.
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This is not to say that the members of these boards should be focusing on their local community’s interests—
their role is to advance the AHS’s interests as a whole.




IPART believes the boards of the greater metropolitan AHSs, including the Hunter, the Illawarra
and the Central Coast, should be reduced to seven members, but those of the other regional and
rural AHSs should not change. Given the number of sub-committees that boards include—for
example, for finance, audit, quality, appointments, IT, planning and community input*—seven
seems to be the minimum practical number.

The collective skills and experience of current AHS boards vary significantly. To fulfil their
functions, these boards require a high standard and mix of skills among their members. This is
a significant issue for all boards. For this reason, IPART believes board members should be
selected on the basis of merit, and in all cases should include a senior practising clinician.
Remuneration levels may need to be reviewed in light of the increased role and responsibilities
of board members.

Some current boards include members who have served for 12 years. While not wishing to
reflect in any way on the individuals concerned, IPART does not believe such long terms are
desirable. New board members can inject freshness and vigour into boards. It believes that
terms for individual board members should be limited to three years, and that members should
serve no more than two terms. To maintain continuity, members’ terms could be staggered,
particularly for Chairs and Deputy Chairs.

IPART considered whether the changes outlined above should be made gradually. However, as
the role of AHS boards is fundamental to the reform of the health system, it believes there
should be a spill of existing greater metropolitan boards as soon as practicable. To maintain a
degree of continuity, up to three of the existing members could be reappointed.

9.2.4 Clarify the role and accountabilities of AHS CEOs

Currently, the AHS CEOs are also members of AHS boards. During its review, IPART noted that
the relationship between CEOs and their boards varied significantly. In some areas, this
relationship was very strong, and strengthened the accountability and management of both the
board and the AHS. However, there is a risk that a strong CEO can dominate a board to the
detriment of good governance. This risk is heightened by the fact that AHS CEOs also have strong
working relationships with the Director-General of Health and the other senior executives.

IPART believes AHS CEOs should not be members of the AHS board. They should attend board
meetings but not as ex-officio board members. This is not a reflection on any of the existing
CEOs. Rather it aims to ensure that the respective roles of the board and the CEO are properly
distinguished. A similar system applies in the Victorian health system.

IPART suggests that the chair of each AHS board and the Director-General form the basis of
selection panels for CEOs. Their performance targets and outputs would be set out in
performance agreements with their boards and the Director-General.

The CEO’s role would include reaching performance agreements with their own facility, sector
or clinical stream managers. The clinical streaming approach applies across facilities on a
clinical stream such as cardiology.

" The membership of these committees would also include individuals from outside the board.
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9.2.5 The number of AHSs and boundary issues

Many stakeholders IPART spoke to during its review raised the issue of AHS numbers and
boundaries. For example, many people questioned why the New Children’s Hospital was not part
of the Western Sydney Area Health Service. Others suggested that the Western Sydney and
Wentworth AHSs should be amalgamated. Others proposed more far-reaching models, including
reducing the number of AHSs covering Sydney, Central Coast and Wollongong to four.

IPART notes that most other government services in NSW divide the state into fewer service
areas or agencies than NSW Health does. For example, while the Sydney metropolitan area is
served by seven AHSs, it only has one entity for rail, water and sewerage services, and two for
electricity. Although health is a special type of service, seven does appear be a high number.

IPART considered the pros and cons of Area amalgamations (see Box 9.1), and the need to
review AHS boundaries. It concluded that although there are some potential benefits, it would
not be wise to undertake a large-scale review of boundaries while the reforms it has
recommended are being implemented.

The health system has already undergone significant change since 2000, and the reforms
recommended by this review will result in further substantial change. Adding an extensive
review of Area boundaries and program of Area amalgamations to the reform agenda is likely to
be disruptive, and negate some of the gains to be made in other parts of the system. Indeed, a
degree of certainty in the overall framework for the next five years is highly desirable.

IPART believes that the Department, in consultation with the new Health Care Advisory
Council, should review the number and boundaries of the AHSs in the medium term. The
Tribunal considers that there is not a strong case for a system-wide boundary review at present.
However, this does not preclude NSW Health considering minor changes in boundaries. Nor
does it preclude it considering any ‘one-off’ amalgamations, such as Western Sydney and
Wentworth, should the specific circumstances arise and should these be able to be done without
affecting other areas.

Box 9.1 Pros and cons of Area amalgamations

IPART identified a number of potential benefits and costs associated with amalgamating AHSs across
NSW. The most significant of these include:

e Reducing inter-Area flows, and thereby reducing the need for flow-reversal strategies. This
reduction would, at least initially, be cosmetic. Flows would be reduced simply because boundaries
had been removed. There would be no substantive shift in services being provided closer to a
patient’s home. This may change over time as the new larger Area plans its future services.
However, it may also reinforce the historical concentration of services in established Areas.
Existing disadvantaged Areas subsumed by the new, larger Area’s structure could potentially have
a diminished voice unless counterbalancing actions are taken.

e Streamlining management structures. Reducing the number of AHS boards and CEOs reporting
to the Director-General and Minister would help to streamline management structures and
enhance the quality of the pool available for these positions. However, these benefits need to be
balanced against the challenge of managing a highly complex system on a larger scale for a more
diverse population. There is a risk that management will be too far removed from the population
to adequately address all of its needs. Particular population sub-groups may be increasingly
disadvantaged, if they form smaller minorities in the new, larger Areas.




e Strengthening clinical networking. An Area’s ability to provide patients with care close to home
depends on clinicians being willing to work there. Traditionally, specialists have been
concentrated in established Areas with teaching hospitals and strong links to the medical
universities. Colleges, with their role in sending Registrars to particular positions, tend to
reinforce this distribution pattern. These factors have resulted in a strong culture amongst
medical professionals that presents barriers to a more equitable distribution of services with the
ultimate impact on patients and the local communities. Area amalgamations could help to reduce
these barriers by strengthening the networks that have begun to develop within and across Areas.
New structures may provide the stimulus for a cultural shift from clinicians’ loyalty to individual
hospitals to providing services throughout a much wider geographic region across different
hospitals with cross-appointments.

¢ Diminishing community participation. Community participation would not necessarily be diminished
through further amalgamations. The strength of identity of local communities in a metropolitan Area
is open to question and each Area spans several localities. Community allegiances probably tend to be
facility-based rather than Area-based. The strength of local input may well depend more on the
quality of the community participation mechanisms than the size of the Area.

9.3 Make statutory corporations and other health entities more
accountable

In addition to the Department and 17 AHSs, NSW Health includes four statutory corporations—
the Ambulance Service, the Corrections Health Service (CHS—see Box 9.2), the New Children’s
Hospital and the Institute of Clinical Excellence. IPART believes that, like the AHSs, these
corporations should be more accountable, and the roles of their boards more clearly focused on
corporate governance and leadership. It believes that many of the changes it proposed for AHSs
should also apply to these bodies, for similar reasons to those outlined in section 1.2 above.
These changes include that:

e board members be included in the process for selecting their CEOs, and that the CEOs not
be members of the boards, but attend board meetings as observers only. This would properly
distinguish between the board’s policy role and the CEO’s management role. Again this is
not a reflection on existing CEOs

e a hierarchical system of performance agreements be established, similar to those for AHS
boards and CEOs

e the size of the Ambulance Service Board and the CHS board be reduced to seven, as
proposed for the metropolitan area health boards

e proper accountability and governance mechanisms be put in place for newly created entities,
such as the Cancer Institute.

In addition, IPART believes there should be a brief review of the Probation and Parole Service to
reduce the overlap of its functions with the CHS, and perhaps consolidate these functions under
the CHS. The Council on the Cost and Quality of Government would be an appropriate body to
conduct the review, given its program review role. The review could also examine any other
instances of duplication between the CHS and other bodies in the delivery of these health services.

Specific changes proposed for the Ambulance Service are discussed in section 1.4, while those
for the Institute of Clinical Excellence are covered in Chapter 5.

92



Better performance through clearer roles and accountabilities

Box 9.2 The Corrections Health Service and the health status of its clients

Although the CHS is a health agency, its clients are primarily people involved in the justice system. It
provides services to people who are within the care of the Departments of Corrective Services and
Juvenile Justice. It also has a court liaison service role with the Attorney General’s Department. It
delivers its services through correctional centres, periodic detention centres, major court and police
cell complexes, juvenile justice centres and drug courts.

Most of its clients are from low socioeconomic backgrounds, and many have poor mental health. The

CHC provided material to IPART’s review that indicates that over 78 per cent of male prisoners and

90 per cent of female prisoners suffer some form of mental disorder. Compared to the general

population:

¢ the incidence of psychosis is nearly 25 times greater among male prisoners and 37 times greater
for female prisoners

¢ the incidence of depression is nearly five times greater for male prisoners and nearly four times
greater for female prisoners

e the incidence of anxiety is nearly five times greater for male and female prisoners.

The CHC’s clients also have a significantly higher incidence of drug and alcohol abuse than the
general community. They also have higher rates of illnesses that are public health risks, such as
hepatitis C and HIV. All these factors affect the potential to rehabilitate inmates and reduce their
recidivism.

9.4 Improving procedures for ambulances and emergency
patients

One of the significant challenges facing the health system, especially in the metropolitan Areas,
is reducing the diversion of ambulances from hospital emergency departments (EDs) due to the
unavailability of beds—known as ‘access block’.

In recent years, the Department has attempted to manage access block by introducing a traffic
light reporting system to monitor the daily status of EDs. This is called the Emergency
Department Network Activation (EDNA). While there are now common and objective means of
reporting the ED status at each hospital, this information is not networked. That is, the
hospitals report to the Department and the Ambulance Service, but each hospital is not aware of
the status of other hospitals, particularly neighbouring hospitals. Further, it is not clear that all
periods when hospitals go on code ‘red” are genuine.

The Government has recently announced a $124 million package over four years to improve the
performance of EDs. This includes rolling out Emergency Medical Units and Rapid Assessment
Teams across the greater metropolitan area. The Ambulance Service has also introduced
procedures to triage 000 calls—that is, to better prioritise these calls.

NSW Health is also developing a model to further improve the interaction between ambulances
and EDs and thus improve ED performances. Under this model, each hospital’s ED will be part
of a status network, so that the Ambulance Service will be able to monitor the status of each
ED, and each hospital will be able to monitor the status of the other hospitals in the network. It
intends to base the new model at the Ambulance Service’s Sydney Operations Centre, which
would become an integrated coordination centre for ambulances and EDs.




IPART supports this model for a number of reasons:

e it will help the Ambulance Service in dispatching ambulances to minimise the diversions
from ‘blocked” EDs

e it will enable nearby hospitals to better support each other

e it will apply peer pressure to those hospitals that are consistently code ‘red’ or ‘orange’ to
address the problem by reviewing the underlying systems in their hospital

e it is consistent with IPART’s view that the Department should focus on more strategic
matters, and leave operational matters such as this to the AHSs and statutory corporations

e it will provide data that can be used as a forecasting tool to predict likely pressure points in
the system.

IPART believes that to operate more effectively, the new model should be managed by a new
position of Coordinator of Ambulances and Emergency Care. The person who fills this position
should be a senior clinician who can provide additional expertise and authority to the task. The
position should be located at the Sydney Operations Centre. In some ways, this approach is
analogous to the management centres that have been established to monitor the performance of
the road and rail systems. The new Coordinator post is similar to the current position of
Coordinator-General of Rail.

In addition, IPART suggests that funding for the new system should be coordinated by the
Department, drawing on contributions from the relevant AHSs and the Ambulance Service. On
a related issue, it believes that the Ambulance Service’s system of charges should be reviewed to
ensure a more soundly based system of pricing and hence use of ambulances. Current charges
are substantially different from those in other states and may not signal the costs of these
services appropriately.

In considering the overall performance of EDs, it is important to realise that improving this
performance depends on more than addressing access block. The Commonwealth can have a big
impact increasing the availability and affordability of GPs. Other parts of the hospital system can
also help by ensuring the smooth flow of patients from EDs to wards. This also depends on their
discharge practices, aged care assessment teams, post-acute care teams and other human
service and non-government agencies. The Coordinator will need to work with AHSs and
hospitals to ensure this occurs and encourage the dissemination of best practice.
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Better performance through clearer roles and accountabilities

Recommendations
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The current AHS structure should be retained but the respective roles and
responsibilities of the Department and AHSs should be clarified. The Department’s role
should be focused on strategic planning and policy-setting roles as outlined in the report.
AHSs should be made more accountable for meeting the health needs of their Areas.

The current Senior Executive Forum should be strengthened and reconfigured as a Senior
Executive Advisory Board, to facilitate greater input by AHS and statutory corporation
CEO:s into system-wide matters, and to provide a vehicle for improving executive
communication within the NSW health system.

The Department should formally establish an Area (and other entities) Chairperson’s
Forum that meets regularly with the departmental executive and the Minister.

The Department should conduct an efficiency review of circulars, policies, directions,
procedures and committees aimed at reducing the ‘red tape’ in the system.

The Department should establish an Innovation Exchange to enable all components of
the health system to share ideas and advance best-practice models, as a means of
progressing reform in the system.

AHS strategic health plans should be submitted to the Department for review. Each AHS
must develop its strategic health plan in line with the requirements of the State health
plan, State-wide policies, four-year rolling budgets, approved capital projects and the
targets and outcomes set out in their performance agreements with the Department.The
Department should review plans for consistency with these requirements.Where an
inconsistency is identified it should notify the AHS and request resubmission.

The Department should continue to approve major capital programs included in Area
plans.

The role of AHS and statutory corporation boards should focus on strategic leadership,
not day-to-day management. Board committees should have a similar focus and be
supplemented by non-board members.

AHS and statutory corporation boards should be held accountable for the performance
of their AHS via a streamlined performance agreement with the Minister, and be assessed
and audited annually by the Department and by themselves.

AHS and statutory corporation board members should be chosen on merit to provide a
variety of skills, and include at least one senior practising clinician. Board members should
receive improved training.

The terms of AHS and statutory corporation board members should be limited to three
years, and members should serve a maximum of two terms.

Remuneration levels for AHS and statutory corporation board members should be
reviewed on a regular basis to reflect roles and accountabilities.
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AHS and statutory corporation CEOs should no longer be members of boards, should be
selected by a panel that includes the Chair of the AHS board and the Director-General,
and should be subject to performance agreements with their board and the Director-
General. The CEOs should have similar agreements with their facility, sectoral or clinical
stream managers.

The boards of Sydney metropolitan and Hunter, lllawarra and the Central Coast AHSs
should have no more than seven members and there should be a spill of existing board
members. Rural AHS boards should be maintained at their current size (except that
CEOs will no longer be members).

AHS and statutory corporation boards and CEOs that significantly or consistently fail to
achieve the health and/or financial goals set out in their performance agreements should
be subject to sanctions. The ultimate sanction should be their dismissal, in which case the
board and/or CEO should be replaced.

The Probation and Parole Service should be reviewed by the Council on the Cost and
Quality of Government to reduce any duplication of its functions with the Corrections
Health Service (CHS).

The Department should establish a formal and integrated network between emergency
departments in the metropolitan areas and the Ambulance Service, building on the
Emergency Department Network Activation system.

To progress this network, the position of Coordinator of Ambulances and Emergency
Care should be established. It should be filled by a senior clinician and based at the
Ambulance Service’s Sydney Operations Centre.

The pricing schedule of ambulance services should be reviewed to ensure more efficient
use of ambulances.
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10 More efficient support services

One of the key challenges facing health systems everywhere is to increase efficiency—that is, to
provide more value with the same level of resources. One approach is to adopt the shared
services model, which involves consolidating all corporate and other support services (such as
food, linen and information technology services) in a separate entity. This entity can then
achieve efficiency gains by eliminating duplication, achieving scale economies and exploiting its
greater purchasing power, and thus provide services back to the rest of the health system at
lower cost.

Evidence available to IPART indicates NSW Health may be able to achieve significant potential
savings through consolidating corporate service functions and other support functions. Some
progress is already being made, particularly through the operation of the ‘quadrangles’ (or
groups of Areas). Many Area Health Services have already consolidated a number of support
functions to the Area level but there is potential for more to be achieved. Functions where
progress has been made include energy purchasing, fleet management, food services,
telecommunications, payroll processing, tendering, warehousing and procurement.

IPART considers that this is an area where the Department should take a strong leadership role.
Further gains through sharing and consolidating support activities could be achieved through
the current structures but IPART considers that there is merit in establishing new structures to
accelerate the progress. Among the options available are:

e establishing a Business Services and Procurement Agency within the Department to achieve
system-wide savings in corporate support and purchasing, and to provide a network of
operational support services hosted by an individual AHS for other common activities

e establishing a joint venture between the Department and AHSs to provide or source
corporate services and other common support functions as efficiently as possible.

IPART considers that the second option provides the better long-term structure. Both
structures are workable and, given the commitment from all participants and leadership by the
Department, could achieve significant savings.

10.1 Current approaches to providing support services

The shared services approach is becoming accepted practice both in business, including in the
health sector, and in Government, both in Australia and overseas. An example in the health field
is in New Zealand where the district health boards have created five shared services entities for
corporate and other shared services. Scotland has also established a Common Services Agency
but this includes a number of more disparate functions than envisaged here. In 2001, Victoria
established a separate entity for letting purchasing contracts, Health Purchasing, Victoria. It is
established under the health services statute and is governed by a board.
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Evidence available to the NSW Government indicates significant potential savings from the
consolidation of corporate service activities. These include the processing components of human
resources such as payroll as well as financial management such as billing, procurement,
information technology systems and transport including fleet management. The Departmental
Savings Taskforce has actually identified 36 corporate service functions for review and monitoring.
Savings relate to reducing duplication of effort in both staff and types of product. The
Government’s Shared Services Committee has developed a framework for shared services and a
pricing policy. Key aspects of the framework include consolidation of corporate services into major
providers, better use of information technology, business process streaming and a focus on clients.

Many Area Health Services have already consolidated a number of functions to the Area level
but there is potential for more to be achieved. This potential exists at both levels, with staff
numbers for some functions increasing in recent years even though others have incurred a
decline. The operation of the quadrangles is also making progress in this issue.

In particular, these groups are pursuing projects covering driver training, energy, water, fleet
management, food services, telecommunications, learning and development, legal services,
payroll processing, recruitment aspects, tendering, warehousing and procurement, which itself
involved expenditure of $1.5 billion a year in 2000/2001.

For example, in relation to:

e food services, one quadrangle group is evaluating the effect on costs and quality of adopting
cook/chill food and extended life food uniformly across the facilities in that group. It is also
investigating additional options for networking the supply of food to production facilities

e water and energy supplies, these are now to be advanced at the Departmental level. The
Department has already established an Energy Consortium and is including water
consumption into overall supply reform initiatives

e tendering and procurement, the groups are making savings by consolidating the best
available contracts, aggregating purchases to achieve greater discounts, and issuing joint
contracts as existing agreements expire

e learning and development services, with the establishment of a single Management
Development Institute to consolidate these services in at least one group.

This aspect of the existing quadrangle groups has been very positive. However, it should have
eventuated earlier. More of these functions and others now need to be further aggregated to the
State level.

10.2 Options to improve the efficiency of support services

IPART examined a number of structural options for pursuing further efficiency improvements
in the support services:

e working within existing structures

e using a central agency within the Department and networked business units within the AHSs

e establishing a joint venture between the Department and the AHSs to identify and pursue
opportunities for joint service provision.
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More efficient support services

10.2.1 Using existing structures

This model would continue to use existing structures and mechanisms.

The Department would continue to work with AHSs on a service-by-service basis to tap economies
through support services. This could involve the use of direction in regard to purchasing and
administrative strategies. For example, it could involve direction in regard to the use of common
IT systems and applications to facilitate sharing of information and the establishment of common
information management systems. The Department could also work with the AHSs to identify
opportunities for common purchasing arrangements across AHSs. An example of this could be the
facilitation of a central pharmaceutical list and centralised purchasing.

AHSs would also continue to pursue opportunities to harmonise and coordinate the provision of
support services through the quadrangles. Economies in pharmaceutical purchases could also
be pursued through this route. Other opportunities may exist in the supply of food, linen and
imaging.

The advantage of this approach is that it minimises the extent of change required. Its disadvantage
is that its ad hoc nature may mean that opportunities are foregone or only taken up slowly.

10.2.2 Central agency and AHSs networks

Under this model the reforms in the delivery of corporate and operational support services
would be developed and delivered through:

e abusiness services agency established within the Department for corporate support services
appropriately delivered State-wide and including a procurement agency focused on the
current supply chain reforms

e networked AHS business units that would deliver shared operational support services
matched to the quadrangle groups.

This model builds upon and formalises the current approach.

The business services agency would be modelled on the current Human Services Businesslink
and would be a business unit of the Health Administration Corporation under the direction of
the Director-General of Health. Its scope would include payroll, billing and financial services,
telecommunications, procurement and records management. This could be extended to include
information systems and asset management. The existing functions of the AHSs would be
consolidated into this agency.

The networked AHS business units would provide services across AHSs such as linen, pathology,
food, imaging and warehousing. The AHSs’ participation in this structure would be mandatory.

Compared to the existing approach this option is more likely to lead to a systematic pursuit of
the opportunities available. Another advantage is that it largely uses existing organisations and
structures. However, in formalising the two separate mechanisms (ie a central business agency
within the Department or networked AHS business units) for pursuing opportunities for
efficiencies it may reinforce the problems of duplication and artificial distinctions in the
coverage of each structure. For example, because it requires a choice between one of two




mechanisms this model may ‘lock in’ such choices and hinder the evolution of the approaches
to achieving efficiencies in support services. There may be less AHS ‘buy-in’ to a central
business and within the Department. Also, a central business unit may contradict the
recommendation to focus the Department on strategic direction.

10.2.3 Joint venture shared services corporation

Under this model a health shared services corporation would be established as a joint venture of the
Department and the AHSs. Its managing board would comprise representatives of the Department
and the AHSs, with the Director-General of Health its Chair. The objective of the joint venture
would be to achieve efficiencies through the joint provision of corporate and other support services.

An initial set of functions would be agreed to be transferred to the joint venture at the outset.
The joint venture’s first task would be to determine the most appropriate means of providing
those services. The options available to the joint venture would include:

e direct provision of the service from a central source. An example might be the negotiation of
an energy purchase contract

e direct provision of a service through multiple sites or subsidiaries. An example of this might
be the provision of linen services

e contracting an external supplier or suppliers to provide the service—for example aspects of
information management and technology.

The choice between these options should be based on the quality, cost and risks of each option
to maximise the value of service provision to the Department and the AHSs. Efficiency gains
would flow to the purchasers of those services through the charges for the services and be
retained for the benefit of patients and the community.

There are a number of advantages of this approach over the second model. Firstly the structures
and incentives are clearly aligned to the objective of maximising the efficiency gains and value
from shared services. Secondly, it provides considerable flexibility in the choice of service
delivery models to maximise these gains and allow for the evolution of these models. The
disadvantage is that it requires the establishment of a new organisation and may be considered
slightly riskier in that it locates these decisions in the one organisation. However, these
apparent risks need to be considered in the context of the stronger and clearer incentives and
accountabilities under this model.

IPART considers both the second and third models are workable and superior to the current
model. Both can achieve significant gains with the commitment of all participants and
appropriate direction from the Department. However, on balance, IPART recommends the third
model, the joint venture shared services corporation. The following section outlines how this
could be implemented.
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More efficient support services

10.3 The proposed shared services corporation for NSW Health

IPART recommends the establishment of a separate entity consisting of separate business
operations and subsidiary companies. As part of the redefinition of the roles of the components
of NSW Health, non-core corporate service functions should be shed to enable organisations to
better focus on core functions and to achieve efficiencies that can fund improved services. The
functions would be transferred to the new corporation. The Far West AHS should be separately
considered, given its remote nature, as an alternative model involving other local agencies may
be more suitable.

The new body will enable a sharper focus on this task, providing leadership to the whole system.
This is consistent with NSW Government policy of shared services for ‘back-office’ functions
adopted by Cabinet in December 2001.

The corporation is effectively owned by all sectors in the NSW health system. Certain operational
roles, such as some human resource, finance and IT staff would be retained by the AHSs and
statutory corporations. There would be different degrees of phasing to central services. The new
corporation would also be the vehicle to establish State-wide or aggregated business operations
for other health services such as linen, pathology or medical imaging, for example.

Specifically:

e The corporation would be governed by a board. The Director-General would chair the board,
reflecting the coordinating role of that post. The board should consist of seven members,
with four AHS or statutory corporation CEOs serving three-year terms, after which they
would gradually be rotated, and two non-health members drawn from the private sector.
The corporation’s board would set the strategic directions for the entity.

e [t is proposed the Chair have reserve powers to ensure the mandating of those services that
are deemed significant does occur. The corporation should be managed by a full-time
General Manager.

e Savings from the operation of the new body should be retained by the health sector under
conditions formalised with Treasury to reduce future calls on the Budget. This is important
to gain the ‘buy-in’ by the affected parties as part of the overall system of incentives that will
apply in the health system in the future.

e The functions of the corporation could be a State-wide aggregation of existing Area or cross-
Area operations or groups of cross-Area operations depending on the business case for each
service. For process functions such as aspects of human resources, one operation would be
suitable. For other business operations such as linen, it may be more appropriate to have more
than one entity, although if one entity is determined it would probably operate from more
than one site. It would seem sensible to learn from experiences in other agencies by locating
related processing products at one site, eg the human services functions of leave and payroll.

e In aggregating functions, appropriate advisory mechanisms should be established with AHSs
and also other affected parties. This includes employees and clinicians in the case of
pharmaceuticals and pathology, for example. In relation to pharmaceuticals, these have been
a significant cost driver with prices rising 45 per cent in the period 1996/97 to 2001/02. At
present there is little aggregation at the Area level, let alone at the State level. It is
appropriate for a State formulary or central list to be introduced. This would potentially
enable better buying power by the system, learning from the Commonwealth experience.
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e A taskforce consisting of the Department, AHSs, Premier’s Department, Treasury and the
Department of Commerce should be established to assist determining the functions to be
transferred to the new corporation or to other Government agencies, and to progress
business re-engineering in the affected fields. The precise commercial and pricing structure
of the body will need assistance from the health agencies, Treasury and external commercial
experts. This will involve in part determi