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Introduction 
The 2018-19 State Budget included a requirement for SA Pathology to deliver savings of $25 million 
in 2019-20, $35m in 2020-21 and $45 per in 2021-22.  An extract from the 2018-19 Budget Measures 
Statement (pg. 78) provides the context for the savings target: 

An efficient public pathology service 
Previous external reviews analysing the efficiency of public pathology services suggested that 
South Australia delivers services at significantly higher cost than similar services interstate 
and in the private sector. The level of inefficiency has previously been estimated at more than 
$40 million per year. 

Pathology services are a contributing factor to the South Australian health network operating 
above the national efficient price in the delivery of public health services. 

Efficiencies will therefore be pursued in SA Pathology, with the intent of delivering a service 
consistent with interstate peers. With the implementation of local health network boards from 
2019–20, the public pathology service will be accountable for its performance. Should 
efficiencies not be achieved, it will be open to those boards to procure services from 
alternative providers. 

In response to the savings targets and supported by the Department of Health and Wellbeing (the 
Department), the SA Pathology Sustainability Project was established to identify opportunities for 
improvement that would deliver budget savings while providing for safe and quality care.  The project 
was overseen by a steering committee that included representatives from the Department, 
SA Pathology, Statewide Services, Local Health Networks (LHNs) and the Department of Treasury 
and Finance. 

Consistent with the objectives of the project, PriceWaterhouseCoopers (PwC) was engaged by the 
Department to review SA Pathology in the context of a contestable environment.  The scope of the 
review focussed on the following: 

> Report, analysis and Stakeholder Communications 

> Services cost and savings analysis 

> Identification of Core Services 

> Contestability options modelling risk assessment. 
 
The PwC Report, Review of the commercial competitiveness of SA Pathology in a contestable market 
(the Report), was delivered to the Department on 4 March 2019, consistent with the terms of the 
contract and was accepted by the SA Pathology Steering Committee on 8 March 2019, following an 
opportunity for initial review and feedback. 
 
This document provides the Government’s response to the Report and should be read in conjunction 
with the Report, which provides the detail and context behind its recommendations. 
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Key Findings of the Review 
The Report addressed the required scope by presenting an overview of the business and considering 
the major themes across the three areas of Performance, Improvement Opportunities and 
Contestable and Non Contestable services.   

The Report finds that SA Pathology is not in a shape to be competitive in a contestable environment, 
but there are opportunities to improve performance and deliver budget savings.   
 
The Report concludes while it is possible for public pathology services in South Australia to be 
delivered by other providers, there are risks and challenges that limit this in the short term.  
 
PwC recommends that SA Pathology is given the opportunity to make fundamental changes to its 
operating and business models.  
 
However, it cautions that a profound reform is required and SA Pathology does not have the financial, 
management or business acumen to achieve the necessary changes without external support.   
 
It is clear that contestability is still on the table and remains an option for the State Government if 
savings and reform are not well progressed in 12 to 18 months.  
 
A summary of the key findings and recommendations are included below:  

Current Performance and Competitiveness 

SA Pathology is unlikely to be sustainably competitive in a contestable environment without extensive 
changes to its operating model, putting the organisation on a more commercial footing and improving 
performance across the organisation. 
> SA Pathology plays a key role in the delivery of healthcare across South Australia. However, 

current performance is variable and presents significant opportunity for improvement. 

> SA Pathology is valued by customers for the range and equity of services delivered across the 
state.  However, LHNs want Improvements in delivering customer focussed services, closer 
clinical relationships and value for money. 

> SA Pathology staff have a high level of professional pride in the quality of testing and clinical 
support that SA Pathology delivers and are motivated to improve performance. Industrial matters 
have complicated previous approaches to improvement and the absence of robust performance 
management processes has limited the ability to support performance improvement. 

> A lack of commercial practices, business management processes and structures constrain 
operational performance. 

 
Improvement Opportunities 

Opportunities exist to improve financial and operational performance and competitiveness: 
> Identification of initial budget savings opportunities of $34.8m relating to cost, revenue and 

business management initiatives. Further opportunities are expected to be identified following 
improvements to financial and performance information. 

> A number of non-budget impacting initiatives are also proposed with a view to restating the 
baseline for SA pathology and improving efficiency and accountability across the system. 

> Potential cost savings relate to operational consolidation, rebalancing of staff mix, improved 
procurement and realisation of specific directorate / organisational /system efficiency opportunities.  
Revenue opportunities relate to movement to cost reflective pricing and tactical growth in key 
areas. 
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> Longer-term performance requires improvements in business management capabilities across the 
organisation.  

> Realisation of benefits will require significant focus and investment across the business and full 
implementation may take until FY22.  

 

Contestability 

Analysis indicates it is likely that alternative providers, with appropriate market development and 
contracts, could deliver SA Pathology’s full range of services. 

Implementation requirements, potential clinical risks and variable stakeholder support make it 
unfeasible for now. 

> Teaching training and research, plus public health services like food safety and infectious disease 
control are traditionally provided by public pathology in South Australia. There are risks to 
outsourcing that need consideration in commercial contract arrangements.  

> Separating the current services offered is highly limited, given shared assets, infrastructure and 
staff, existing economies of scale, and the dependency on some services in order to provide the 
full continuum of services. 

> The limited size and dynamics of the public pathology market in SA are unlikely to support 
sustainable competition between pathology providers.   

> Outsourcing by a single LHN or for some services could risk the financial and technical viability of 
the remaining operations.  
 

The opportunity for contestability would be to place the whole service set into a contestable 
environment as a bundled offering making the decision to pursue contestability an “all or nothing” 
choice. This could be achieved through a range of options such as long term operational franchising 
of the whole entity, privatisation or placement of a private sector management team within SA 
Pathology. 

> Practical limitations constrain moving to contestability in the short term, with more detailed service, 
financial and operational information needed.  

> Competition law restrictions may also limit the ability for some existing providers to participate as 
the ACCC has previously taken close interest in any proposals likely to affect competition in the 
already heavily concentrated private pathology market. 
 

SA Pathology should pursue the opportunities available and improve its operating model and 
performance.  This should be done outside of a competitive environment, but with the prospect of 
competition if improvement is not successful or if progress is not maintained. 

> It is recommended that contestability either as a whole or by individual LHNs should not currently 
be pursued.  This will allow SA Pathology to implement the improvement opportunities, move to 
what will be a very different and more efficient operating model, and improve its performance 
without wider distraction. 

 

SA Health should formally review progress in 12 to 18 months, reviewing costs and benefits achieved 
against those estimated in the original implementation plan.  In the interim, work should take place by 
SA Pathology with LHNs to increase clarity of service levels, profitability and pricing.  This will further 
improve operational performance and help mitigate the risks of any future move to contestability. 
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Recommendations  

The PwC Report includes five recommendations that focus on supporting a comprehensive 
improvement in SA Pathology’s operating model to support long-term sustainability and commercial 
decision making.   The recommendations involve: 

> Developing a plan for the delivery of changes to business and operational models and ensuring 
that appropriate implementation support is provided, 

> Improving the financial, commercial and managerial capability of the organisation 

> Developing the financial and operational baseline needed to manage the business sustainably 

> Establishing Service Level agreements, pricing options and customer relationship management 
improvements 

> Undertaking a formal review of progress in 12-18 months’ time. 
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Government Response 
The report makes five specific recommendations with a focus on supporting the achievement of a 
sustainable public pathology service. The Government notes the recommendations and will 
immediately commence work to ensure SA Pathology implements key business reforms intended to 
deliver a more efficient and competitive business. 
 
The implementation plan must prioritise changes that are deliverable during the next 12 months. This 
will focus on business improvement opportunities that will initiate the fundamental business reform 
that PwC has advised is crucial to resetting the business.  
 
Contestability 
The Government will provide SA Pathology the opportunity to implement changes to business and 
operational models over the next 12 months.    Key areas of reform must be progressed and closely 
monitored ahead of a formal review against deliverables in 12 months’ time.    
 
The advice from PwC that the current environment and level of available business information does 
not support an individual approach by LHNs to alternative service providers is noted.   
 
The Government supports this view and any future approaches to the market are likely to be by the 
Government as commissioner of public pathology services, rather than by allowing LHN’s as 
customers to pursue alternative provider.  
 
It also notes the need for SA Pathology to improve the level of service provided to LHNs and 
specifically supports the establishment of Service Level Agreements (SLAs) to establish, monitor and 
report on requirements. Developing SLAs must be one of the priorities of the implementation plan.    
  
Savings Targets 
The 2018-19 budget established a savings target for the delivery of an efficient public pathology 
service.  These savings formed part of a package of system wide reforms to be implemented by the 
Department to ensure more services are delivered at the National Efficient Price.    
 
Budget targets for SA Pathology were based on previous estimates of the level of inefficiency within 
the system.   
The Government is currently considering PWC’s advice about the level of savings available and the 
key reforms that need to be delivered over the next 12 months 
 
PwC identifies options to deliver annual budget benefits of $35 million per annum by 2022, with 
further identification of savings options expected as business information improves.   
 
Further review to substantiate the savings profile will occur during the 2019-20 budget process. 
 

SA Pathology will engage with staff, unions and stakeholders on how to develop the implementation 
plan and prioritise the reforms which will deliver outcomes during the next 12 months.  

The Government’s response is made recognising that there will also be significant engagement on 
individual reform initiatives as projects are further developed. Formal consultation is required for each 
project that will affect staff numbers, changed working environment and reform that impacts on staff 
roles.  
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Recommendation Government position 

Recommendation 1  

A clear realistic and appropriately resourced plan 
is required to deliver the bold changes needed 
and realise the identified efficiencies.  This will 
build on SA Pathology’s existing work and should 
be supported by additional specialist delivery 
capability.  This will assist in managing the risks 
associated with implementing a reform program 
of this scale and the required changes to SA 
Pathology’s operating model.  SA Pathology will 
need to work closely with staff and unions as 
appropriate. 

Recommendation 1 is accepted-in-principle 

The Government recognises that in order to 
approach contestability, significant change to the 
business model of SA Pathology will be required, 
with a commercial approach critical for ongoing 
sustainability.  

Further review to substantiate the savings profile 
will occur during the 2019-20 budget process 

Recommendation 2 

SA Pathology should develop a robust approach 
to improve financial, commercial and managerial 
capability and understanding across the 
organisation.  This would include supporting 
development across directorates and Business 
management and establishing clearer 
commercial and financial decision making 
protocols. 

Recommendation 2 is accepted-in-principle  

The Government supports the development of a 
detailed plan for delivery, recognising that the 
magnitude of business changes proposed will 
require dedicated focus and additional support to 
deliver.  The Department of Health and Wellbeing 
(DHW) will consider and manage additional 
support as required. 

Further review to substantiate the savings profile 
will occur during the 2019-20 budget process. 

Recommendation 3 

Further development of the financial and 
operational baseline to support improved 
understanding and long term sustainability.  This 
should include identification of the costs (and 
profitability) of all tests and wider activities such 
as research. 

Recommendation 3 is accepted 

The requirement for SA Pathology to operate with 
a commercial focus will be a change for the 
business and will need a different resourcing and 
skill mix than previously required.   
 
The need for investment in commercial, financial 
and business skills, information and tools is 
noted.  
The implementation plan must prioritise the 
business reform changes that are deliverable 
during the next 12 months. 

Recommendation 4 

Work should be taken to strengthen existing 
commercial approaches by establishing detailed 
Service Level Agreements, revising pricing and 
improving customer relationship management 
approaches. 

Recommendation 4 is accepted 

The Government supports the implementation of 
improved commercial and customer management 
practices including Service Level Agreements for 
Local Health Networks. 

Recommendation 5 

SA Government should formally review SA 
Pathology’s progress in 12 to 18 months to 
ensure the planned improvement opportunities 
are progressing as planned and SA Pathology is 
well developed in implementing its new operating 
model. 

Recommendation 5 is accepted-in-principle 

The Government supports a formal review of 
progress against approved plans in 12 months.  
The review will be managed by DHW and 
presented to Cabinet.   

Further review to substantiate the savings profile 
will occur during the 2019-20 budget process 

 



 

 

 

 

For more information 

Department for Health and Wellbeing 
PO Box 287 Rundle Mall 
Adelaide SA 5000 
Telephone: 8226 6719 
www.sahealth.sa.gov.au 
Confidentiality (caveat if required)-I#-A# 
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