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Notice to any reader of this report

This report is not intended to be read or used by anyone other than the South Australian Department for Health and Wellbeing (SA Health). 

This report has been prepared by PricewaterhouseCoopers Consulting Australia Pty Limited (PwC) solely for the South Australian Department 
for Health and Wellbeing (SA Health) in accordance with and for the purpose set out in our scope of work set out in our engagement agreement 
dated 11 September 2018. In doing so, we acted exclusively for SA Health and considered no-one else’s interests.    

We accept no responsibility, duty or liability:

• To anyone other than SA Health in connection with this report

• To SA Health for the consequences of using or relying on it for a purpose other than that referred to above.

We make no representation concerning the appropriateness of this report for anyone other than SA Health. If anyone other than SA Health 
chooses to use or rely on it they do so at their own risk.

This disclaimer applies:

• To the maximum extent permitted by law and, without limitation, to liability arising in negligence or under statute; and

• Even if we consent to anyone other than SA Health receiving or using this report.

The information, statements, statistics and commentary (together the Information) contained in this document has been prepared by PwC 
based on publicly available material and information provided by SA Health. The Information contained in this document has not been subject 
to independent verification, validation or an audit by PwC. The Information must not be relied on by third parties, copied, reproduced, 
distributed, or used, in whole or in part, for any purpose, without the written permission of PwC. PwC may in its absolute discretion, but 
without being under any obligation to do so, update, amend or supplement this document.

Liability limited by a scheme approved under Professional Standards Legislation.
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1. Executive summary
Report overview
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SA Pathology plays a key role in the delivery of healthcare across South Australia, helping to support clinical outcomes. Current performance

however is variable and presents significant opportunity for improvement.

• In addition to performing diagnostic testing services for over 10,000 patient samples daily, the organisation provides clinical advice to doctors in public hospitals
and the broader community, as well as teaching and training to support the current and potential future workforce.

• Feedback shows Local Health Networks (LHNs) and private customers value SA Pathology’s broad offering and technical ability to provide diagnostic and clinical
advice. Customer loyalty particularly exists with private customers where SA Pathology successfully competes with other providers and supports patients’ access
to services in remote areas of SA where private providers do not offer services or cannot fully meet needs.

• LHNs are dissatisfied with SA Pathology’s customer service, and they desire closer clinical relationships, more responsive service delivery, improved cost
transparency and greater value for money. Limited understanding currently exists by LHNs with regards to service costs, pricing structures and cost recovery
levels due to a lack of accurate information being made available. Service Level Agreements (SLAs) have not been comprehensively developed, limiting the scale
of performance reporting to urgent tests for Emergency Departments only. Customer relationship management activities appear to be highly limited despite
current performance.

• These issues and recent EPLIS-related clinical performance concerns have undermined confidence in SA Pathology. This, together with broader fiscal pressures
have acted as a catalyst for LHNs to increasingly consider alternative providers.

• Within SA Pathology, there is a lack of good business management processes and structures in place including strategic and annual business planning processes.
Furthermore, commercial practices are inadequate to support close management of service costs, revenues and productivity levels. The absence of these
processes constrains organisational performance.

• SA Pathology staff have a high level of professional pride in the work and quality of testing and reporting that SA Pathology delivers. Motivation exists amongst
staff to improve performance, however, there appears to be levels of fatigue due to SA Pathology’s involvement in prior reforms.

• In FY18, SA Pathology’s operating expenses were $230m, with an operating deficit of $83.0m. SA Pathology would be 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.

Current performance has been driven by a broad range of factors. These include internal capabilities, systems and processes and external 
factors impacting the business. 

• Financial management capability and commercial understanding appears to be limited, as demonstrated by overall financial performance, an inconsistent
understanding of delivery costs across services and an absence of a clear and consistently understood financial baseline. This is restricting good commercial
oversight, effective decision-making and close management of efficiency initiatives.

• The cost and profitability of individual tests are unknown within SA Pathology, limiting the effective management of each Directorate.

• Pricing practices are based on the Commonwealth Medicare Benefits Schedule (MBS). This disadvantages SA Pathology as the MBS underestimates the time and
complexity to complete some tests, does not cover some complex tests, includes coning rules limiting charging frequency, is not indexed to underlying cost
increases and can create market dynamics where SA Pathology is left providing ‘unprofitable’ tests.

• Other public pathology providers have acknowledged this by moving to more cost-reflective, fee-for-service arrangements for public hospitals to drive efficiency,
productivity and customer-responsiveness within their operations and assist their customers to better manage their own demand for pathology services.
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• Lack of business planning cycles and documents mean services are delivered without the guidance of strategic objectives or agreed priorities. This has created
confusion with some Directorates pursuing potential new markets in the hope of better spreading fixed costs over greater demand, while other Directorates avoid
growth opportunities due to a lack of clarity of their appropriateness.

• The implementation of the EPLIS laboratory information system has created a number of performance issues negatively impacting turnaround times, clinical
quality, customer service and billing. Actions are being undertaken to rectify remaining issues and restore customer confidence in SA Pathology.

• SA Pathology managers cite a lack of direct day-to-day control of ICT and billing systems as contributors to legacy issues and slow resolution of faults.

• SA Pathology is responsible for a range of broader services which are partially block-funded or in some instances not separately funded (and so are funded
through ‘top up’ appropriation funding from government). Examples include teaching, training and research, support for clinical trials, mortuary services,
management of emergency responses and public health issues. Clearer funding of these broader services would facilitate stronger governance and accountability
to ensure they closely align to customers’ needs and efficiently deliver the intended service outcomes.

• SA Pathology’s role as a public provider requires it to maintain a core lab presence at hospitals with emergency department (ED) facilities, restricting its ability to
consolidate operations.

• Approaches to improvement have been made more complex by a heavily unionised workforce and an absence of robust performance management processes,
which limits the ability to support performance improvement or pursue alternative options for appropriate staff. Furthermore, SA Pathology operates in an
environment of high patient expectations given the current service range, pricing approaches and broad network of collection centres.

Opportunities exist to improve financial performance, providing a range of benefits and improving competitiveness. Realisation of these 
opportunities will require significant focus across the business and full implementation may take until FY22. Additional capability support 
will help to manage the significant risks associated with implementation.

• When fully implemented (in FY22), the improvement opportunities have the potential to generate gross benefits of $61.9m - $76.5m through cost savings
($34.5m - $44.1m) and revenue opportunities ($27.4m - $32.4m) compared to the FY18 baseline costs and revenues presented in this report.

• Some of the proposed cost savings and revenue improvements are internal transfers within SA Health which are important to drive efficiency and accountability,
but which do not change the net cost of services to government. Excluding these internal transfers ($23.3m - $26.5m), the potential budget benefits are $38.6 -
$50.0m, of which $9.6m relates to current improvement initiatives that have already been recognised within the FY19 budget.

• Some improvement opportunities will require significant time, financial resources and external support to successfully implement, particularly those which
require extended consultation with LHNs and clinical stakeholders to manage potential clinical and implementation risks.

• The volume of work, planning and support involved should not be underestimated. Full implementation of some opportunities is likely to take until FY22, and
will require close focus and attention to a range of implementation considerations (see page 55).

• Initial estimates for implementation and transitional costs for FY19-FY22 are cumulative one-off costs of $14.7m, as well as targeted voluntary separation
packages (TVSPs) and a change management program. These initial estimates should be refined through detailed planning for each opportunity.
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• The estimated net impacts on SA Pathology’s budget for FY19-FY22 (based on mid-point benefits estimates and after implementation costs) are set out below:

Net benefits impact on the budget, after implementation costs ($m)

• The estimated net impacts on budget savings after implementation costs fall short of the Government’s savings targets for SA Pathology which are $25.0m in
FY20, $35.0m in FY21 and $45.0m in FY22.  However, in future years, SA Pathology should have much more robust and granular financial and performance
information, stronger governance and accountability, and an improved commercial culture which should allow it to identify further efficiency savings and
productivity improvements.

• Cost related opportunities relate to operational consolidation, rebalancing of staff mix, improved procurement and realisation of specific Directorate /
organisational / system efficiency opportunities.

• Revenue improvement opportunities relate to remediation of billing issues, movement to a fee-for-service pricing model and tactical growth in key areas.

• A performance uplift will also require improvement in business management. These initiatives relate to business and strategic planning, performance reporting,
and improving the level of commercial acumen and management capability across the organisation. It is not possible to quantify the financial benefit of these
initiatives, however they are key to supporting realisation of efficiency opportunities and long-term sustainability.

• Whilst the capability of management has not been assessed, achievement of benefits will require comprehensive planning and capability support given the scale of
opportunities and the need to run ‘business as usual’ activities in tandem. Capability support options include additional Executive level recruitment, specialist
PMO resourcing, performance improvement support from an advisory organisation or a strategic partnership with a business management organisation or
alternative provider.

• SA Pathology’s Executive independently developed a high level set of potential cost savings initiatives which broadly correspond to those identified in this
analysis. As at March 2019, high level consultation with LHNs has commenced on six broad areas of potential savings initiatives.

Analysis suggests the majority of SA Pathology’s services could be supplied by alternative providers with appropriate contract conditions and 

risk management arrangements. Sensitivities and concerns are highest for services traditionally delivered by Government. 

• SA Pathology plays a critical role in supporting the public health system, including the provision of broader services. Stakeholder sensitivities and a need for close
Government control means that delivery of specific services such as public health and primary research would traditionally be delivered directly by Government.
Whilst considered innovative, potential may exist for these services to be delivered by non-Government organisations within an appropriately designed
agreement. Such an arrangement would require careful structuring, and further testing and refinement with key stakeholders.

FY19 FY20 FY21 FY22

Total gross benefits 6.6 29.9 48.0 69.2

- Assumed already in the budget 6.6 8.4 9.6 9.6

- Internal revenue/cost transfer 0.0 14.3 20.2 24.9

Total budget impact 0.0 7.3 18.3 34.8

- Implementation costs 2.7 5.0 7.0 0.0

Net budget benefit -2.7 2.3 11.3 34.8
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• A range of challenges, however, restrict the ability of Government to separate these services away from those that could more easily be delivered by alternative
providers. Challenges relate to the existence between services of i) shared assets, staff and systems, ii) operational and clinical dependencies, iii) cross-subsidies
as well as customer expectations relating to available service ranges. Therefore, whilst theoretical separation of services into ‘contestable’ and ‘non-contestable’
groups is possible, current operational arrangements do not support this.

Should contestability be pursued, the most appropriate model would involve competitive bids to deliver the full range of pathology services, 

encompassing all SA public health facilities, for a defined period. This would require careful design of contestability arrangements and 

implementation. 

• Should Government wish to pursue a contestability agenda for public pathology within SA, this model would need to include the full range of services as currently
delivered by SA Pathology. Contestability would therefore be an ‘all or nothing’ decision. This approach would mitigate the associated separability risks and
implementation risks by retaining many of the ‘network’ benefits, synergies and economies of scale inherent in having a single provider for all services in what is
a small public pathology market.

• This contestability model would see providers compete for the exclusive right to provide all public pathology services. Delivery would be structured for a defined
period of time, subject to meeting or exceeding required operational, clinical and financial performance levels. A range of options exist with regard to how
competition could be facilitated including competition for long-term operational franchising of the whole entity, privatisation of SA Pathology or competition for
the placement of a non SA Government management team to lead and manage SA Pathology’s operations.

• 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. Further market/stakeholder engagement would be needed to further
define and manage this risk.

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.

• Implementing the proposed improvement opportunities is a very significant reform program that will require concerted management focus and specialist
delivery support. As such, it is recommended that contestability either as a whole, or by individual LHNs should not be currently 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.

• A current move toward contestability is likely to create risks to SA Pathology’s viability by reducing its economies of scale and constraining its ability to offer its
full range of existing services. The scale and impact of these risks will be determined by the volume and type of services that are secured from alternative
providers. A decision by one LHN to secure services from an alternative provider may be sufficient enough for these risks to materialise.

• Practical limitations also constrain moving to contestability in the short-term. Contestability would require more detailed service specifications across all
diagnostic testing and broader non-diagnostic support, more robust and granular financial and operational information to evaluate existing versus alternate
offers, and system-wide requirements to ensure appropriate clinical governance, standardisation, open access to data, and ICT compatibility with LHNs’ systems.
These are extensive changes to current arrangements and would take some time to put in place.

• 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 focus on supporting a comprehensive improvement in SA Pathology’s operating model to support long-term sustainability 

and commercial decision making. Implementation success will rely on SA Pathology’s capacity and capability and external support will be 

required to mitigate implementation risks.

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.

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.

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.

4. Work should be undertaken to strengthen existing commercial approaches by establishing detailed Service Level Agreements, revising pricing and improving

customer relationship management approaches.

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.
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2. About this report
Context within the broader SA Pathology Sustainability Project

Against the context of industry pressures, historical performance and ongoing stability, SA Pathology is currently 
undertaking a Sustainability Project. This project has four workstreams, including the review of SA Pathology’s 
competitiveness within a contestable market which is the subject of this report

Scope of the SA Pathology Sustainability Project

In response to industry-wide pressures from customers, Government and 
potential competitors, SA Health is completing the SA Pathology Sustainability 
Project to develop and implement a new model for a competitive public 
pathology service in an era of contestability. 

This new public pathology model is intended to support SA Pathology to achieve 
more commercially competitive performance and demonstrate greater 
economic, clinical and social value to SA Health. This includes responding to 
significant budget pressure, with the 4 September 2018 State Budget 
announcing the expectation for SA Pathology to achieve efficiencies of $25m in 
FY20, rising to $45m from FY22.

The project is being delivered through four workstreams that are designed to 
build momentum for change and improvement across the organisation:

1. Change management – to support the delivery of a successful change
management approach. To support this work, OzTrain, a specialist change
management organisation was engaged by SA Pathology to assist in
commencing the change management process.

2. Contestability – to ensure SA Pathology is competitive in a contestable
market. To deliver this work, PwC was engaged.

3. Demand management – to support purchasers to reduce the volume and
costs of pathology tests ordered.

4. Business improvement – to explore all options within SA Pathology’s
model to identify potential savings, grow revenue and ensure it has sound
business management practices in place. This work focuses on the potential
to make changes to support savings targets in FY20 and beyond.

These workstreams have been closely aligned under a common project 
governance structure to reinforce synergies and avoid duplication of effort.

PwC’s scope of work on contestability

PwC was engaged by the SA Department for Health and Wellbeing (SA Health) 
to review SA Pathology in the context of a contestable environment. The scope 
of this review focused on the following:

1. Report, analysis and stakeholder communications

Examine the previous SA Pathology efficiency review and staff and stakeholder 
feedback to ensure the current review approach and methodology mitigates 
the issues experienced previously.

2. Services cost and saving analysis

Determine the cost of undertaking services for both public hospitals and for 
private work. Undertake a transparent analysis of the cost-effectiveness and 
opportunity for savings in the following areas:

• Examining the cost of collection centres/private work compared to the
revenue generated from these centres and private work.

• Contestability – to improve competitiveness of SA Pathology and to
determine which services should be provided only by SA Pathology in its
role as a public provider.

• Clinical and social value – such as the role of pathology in reducing
pathology utilisation (demand management).

• Potential strategy for exiting from non-core services.

• Opportunity for structural changes to deliver expected savings.

• Opportunities for increasing revenue.

3. Identification of core services

Identify essential public services, which would be considered out-of-scope in a 
contestable model.

4. Contestability options modelling risk assessment

Identify models for costing and funding out-of-scope essential public services, 
which would otherwise disadvantage SA Pathology in a contestable 
environment and provide an alternative method of delivering these services if 
contestability is implemented.

Competitiveness of SA Pathology in a contestable market - final report 11



2. About this report
Scope, approach and outputs

This report summarises the key analysis and findings against each scope item. Analysis has been supported by engagement 
across SA Pathology, SA Health and the broader pathology sector, as well as the review of relevant data
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Scope item 1: Report analysis and 
stakeholder communications

• Examine previous efficiency review
and staff and stakeholder feedback
to ensure current review approach
mitigates the issues experienced
previously.

Approach

• Received briefings regarding prior
review.

• Co-located and aligned PwC and SA
Pathology teams.

• Analysis tasks supported by
significant engagement with staff.

• Key financial analysis items and
benchmarking completed in close
consultation with staff.

• Project governance arrangements
developed to support effective
management and mitigation of
risks.

• Revised Project Plan.

• Input to SA Pathology
Sustainability Project Plan.

• Staff and union engagement.

Relevant report sections

• Section 2: About this report –
applying learnings from previous
reviews.

Scope item 2: Services cost and 
savings analysis

• Determine the costs of undertaking
services for public hospitals and
private work.

• Transparently analyse the cost-
effectiveness and opportunities for
savings across nominated areas.

Approach

• Collated and validated with staff a
five year costs/revenue/activity
baseline.

• Baseline trend analysis and high-
level benchmarking against other
public providers.

• Interviewed customers to gather
perspectives on performance.

• Developed potential improvement
options and developed further
analysis on prioritised options.

• Interviews with SA Pathology staff
and wider stakeholders.

Relevant report sections

• Section 4: Performance review

• Section 5: Improvement
opportunities

• Appendix 1: Improvement
opportunities

• Appendix 2: Benchmarking
approach and analysis

Scope item 3: Identification of core 
services (contestable and non-
contestable)

• Identify essential public services,
which would be considered out-of-
scope in a contestable model.

Approach

• Developed a review framework to
help identify contestable and non-
contestable services.

• Interviews with SA Pathology staff.

• Service review workshop held with
SA Pathology.

• Interviews with customers,
alternative providers and industry
bodies.

• Researched the extent of
contestability within public
pathology services currently in
Australia.

Relevant report sections

• Section 6: Contestable and non-
contestable services.

Scope item 4: Contestability options 
modelling risk assessment

• Identify models for costing and
funding out-of-scope essential public
services and provide alternative
methods of delivering these services
if contestability is implemented.

Approach

• Interviews with SA Pathology staff.

• Interviews with customers,
alternative providers and industry
bodies.

• Research of potential funding models
for non-contestable services.

Relevant report sections

• Section 6: Contestable and non-
contestable services.

• Section 7: Recommendations.



2. About this report
Basis of preparation

To ensure the robustness of analysis and findings, our approach has involved substantial consultation throughout the delivery
of this project. This has primarily included engagement with SA Pathology staff and business managers with over 100 
meetings taking place, as well as engagement with wider industry stakeholders
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Data on SA Pathology’s costs and revenues was sourced from the SA Pathology General Ledger (PATH01), a recent staff survey (2017-18) and responsibility 
index (RI) mappings provided by SA Pathology. FTE and test activity volumes were drawn from Millennium and its predecessor ULTRA, and in many cases 
supplemented with manual records retained by Directorate Managers.

A five year baseline of costs, revenues, FTEs and volumes was completed for all Directorates and for SA Pathology as a whole, which required extensive analysis 
and consultation to review, understand and clarify cost and revenue data including, but not limited to:

• Testing and refining data accuracy with SA Pathology’s Directorate Managers, Contracts and Business Modelling Manager, Directorate Business
Managers and Statewide Clinical Support Services’ (SCSS) Financial Business Advisor, Financial Operations Manager, and Manager Revenue Services.

• Incorporating data from an SA Pathology staff survey to estimate the cost of research and training.

• Working with SA Pathology and SCSS staff to estimate unbilled revenue due to poor data quality leading to IT system errors and SA Health accounting
conventions.

• Consultation with SCSS staff to differentiate (and reallocate) indirect operating costs from true overhead costs.

• Consultation with Directorate Managers and Directorate Business Managers to differentiate specific cost and revenue items they regard as outside of SA
Pathology’s scope of operations despite these items being on the general ledger.

Benchmarking analysis was carefully designed to overcome challenges encountered in the prior efficiency improvement program by:

• Limiting external benchmarks to publicly available data only (in practice IHPA data) in line with prior SA Pathology commitments to staff.

• Using benchmarking to inform the prioritisation of areas for further detailed optimisation analysis only.

Improvement and savings opportunities were developed in consultation with SA Pathology: 

• Initial hypothesis on potential opportunities were developed in a workshop with SA Pathology, PwC and subject matter experts.

• Opportunities were prioritised and refined and further opportunities identified from financial analysis.

• Implementation steps, timings and costs for improvement opportunities were developed, allowing closer estimation of the scale and timing of benefits.

Operational performance was assessed by review of available performance data and customer and stakeholder interviews:

• Review of available performance reporting on turnaround times and internal financial reporting to Directorate Managers.

• Interviews with customers including Local Health Networks (LHNs) and community referrers such as GPs and specialists in private practice.

• Interviews with other stakeholders such as regulatory authorities, industry bodies, unions and alternative providers.

Contestable (non-core) and non-contestable (core) services were differentiated:

• Criteria and a framework were developed to guide identification of contestable (non-core) and non-contestable (core) services.

• A workshop was held with SA Pathology and PwC’s subject matter experts to apply the framework, consider implementation risks, and consider pricing,
structural or other arrangements to better support delivery of any non-contestable services.

• SA Pathology provided further input directly to the PwC team with regard to broader considerations and risks relating to contestability.
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Applying learnings from previous reviews

Our approach has been heavily informed by the lessons learnt from previous reviews. Throughout our analysis we have 
worked closely with SA Pathology staff and stakeholders to inform our findings and the development of recommendations

Lessons learnt from the prior 

Efficiency Improvement Program

1. Staff did not accept the savings targets underpinning

the prior review because they saw the baseline

information presented on SA Pathology’s costs,

revenues and activity levels as inaccurate, and could

not scrutinise the confidential industry benchmarks

used to calculate the savings targets.

2. Staff and stakeholder engagement were too narrowly

focused on cost benchmarks and did not sufficiently

address issues such as clinical effectiveness, patient

safety and impacts on customers such as patient flow.

3. The timing of proposed changes coincided with

relocating some operations to the new Royal Adelaide

Hospital and problems encountered in implementing

new business information systems, with flow-on

impacts to test ordering and tracking, pathology

report quality and timing, and customer billing.

4. There was an absence of local and incremental

consultation and engagement with regards to analysis

and proposed changes.

5. More comprehensive resourcing was required to

support delivery of the planned reforms, including

project management and specific expertise areas such

as communications, industrial relations and change

management.

Source: SA Pathology Lessons Learnt and interviews

Application of lessons learnt

Application within the delivery of PwC’s scope of work

• Workshop held during the project implementation phase with SA Pathology

executives and nominated staff to identify lessons learned and map the business’

strategic context.

• Multiple interviews with SA Pathology staff to build a comprehensive understanding

of the business and compile a five year baseline of costs, revenues and activity levels

to ensure a correct understanding of data and trends.

• Iterative consultation and testing of the baseline data with Directorate Managers

and key staff to ensure accuracy and correct interpretation.

• Benchmarking approach agreed with SA Pathology in the context of prior concerns

and staff commitments.

• Improvement initiatives developed in consultation with SA Pathology’s Directorate

Managers and Executive to ensure they are based on realistic assessments of

potential reforms.

• High level screening of improvement opportunities with clinical stakeholders to

identify potential clinical risks to be further considered in detailed implementation

planning.

• Analysis of cost-effectiveness based on financial analysis of SA Pathology’s costs and

quantification of potential savings initiatives, rather than the approach used in the

prior Efficiency Improvement Program which relied on comparison to external cost

benchmarks.

• Participation in staff meetings, and presentations to clinical and union forums.

• Weekly project meetings with SA Pathology project lead group and SA Pathology

Executive Director.

• Involvement with broader SA Pathology sustainability project activities as requested.

Competitiveness of SA Pathology in a contestable market - final report  14
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3. Business overview
Background

Created in 2008 as a single statewide public pathology service for South Australia, SA Pathology was formed to better respond 
to demand and rationalise areas of service duplication. The business provides a broad range of key services that support 
clinical outcomes and the broader SA Health system
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Formation

In 2008, SA Pathology was formed as a single statewide public pathology service by merging the SA Institute of Medical and Veterinary Science (IMVS) with the 
pathology departments of South Pathology and the SA Women’s and Children’s Hospital.  Subsequently, the Centre for Cancer Biology (CCB) was established within 
SA Pathology as a Medical Research Institute based on an alliance between SA Pathology and the University of South Australia. SA Pathology was created to realise 
the benefits of the statewide model including minimising unnecessary duplication and overheads and improving the retention and recruitment opportunities for all 
staff. It was also formed to strengthen capacity to respond to increasing levels of demand and better position responses to new diagnostic technologies.(a)

Service offering

As a public provider, SA Pathology plays a key role in supporting the health of South Australia. In addition to performing diagnostic testing services for over 10,000 
patient samples daily, the organisation provides clinical advice to doctors in public hospitals and the broader community, as well as teaching and training to support 
the medical workforce. Services also include leading research into new forms of preventative diagnostics and helping to monitor infectious diseases and manage 
disease outbreaks, food poisonings and other biohazards to ensure public health standards for citizens. The service range includes the following areas: 

• Diagnostic services – examination of specimens, testing including Point of Care Testing (POCT) performed outside of labs, analysis and reporting of results to
support clinicians in diagnosing patients and support to SA Health in monitoring and managing public health issues such as outbreaks of infectious diseases, food
poisonings, biohazards, particular health issues within vulnerable sections of the community and the emergence of new diseases.

• Clinical services – clinical interpretation of results, clinical governance of diagnostic testing quality and advice to clinicians on selecting appropriate tests.

• Multi-disciplinary teams – scheduled and informal team meetings with clinical specialists collaborating to diagnose and treat patients with complex needs.

• Toxicology – testing for the effects of chemical substances e.g. poisons on living organisms, drug testing workforces.

• Food and Environment Lab – independent testing of food, the environment (air and water), cleaning products and pharmaceuticals for commercial clients and
SA Health to support their management of public health emergencies requiring testing of food safety or identification of unknown substances which may pose a
threat to human or environmental health.

• Transfusion medicine – blood bank and stem cell management, including the processing, testing and distributing of blood products.

• Research – including diagnostic testing support to clinical trials and primary research into pathology practices to develop new insights and tests.

• Teaching and training – teaching and training of medical students, pathology registrars, staff and clinicians in public hospitals.

• Patient collection services –collection of samples from patients in hospital wards and at collection centres.

• Courier services –transportation of specimens from collection centres to SA Pathology labs or other approved pathology provider labs.

• Policy input – independent specialist pathology input and advice to Government including representation on State and National public health committees.

• Mortuary – provision of mortuary services for South Australia.

Notes: (a) SA Government Hansard - Wednesday, 9 April 2008, Page 2738, cited at page 35 in SA House of Assembly 2007-08, House of Assembly Digest – A Summary of the 2nd session of the 51st Parliament, SA Parliament, accessed 12 
December 2018, https://www.parliament.sa.gov.au/HouseofAssembly/BusinessoftheAssembly/RecordsandPapers/Digest/Documents/DigesttoPrinters.pdf. See also SA Attorney General’s Department 2008, Statutes Amendment and Repeal 
(Institute of Medical and Veterinary Science) Act 2008, Assented to 26/06/2008- Act No 24 of 2008 accessed 12 December 2018, 
https://www.legislation.sa.gov.au/LZ/V/A/2008/STATUTES%20AMENDMENT%20AND%20REPEAL%20(INSTITUTE%20OF%20MEDICAL%20AND%20VETERINARY%20SCIENCE)%20ACT%202008_24/2008.24.UN.PDF



3. Business overview
Operating model
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Anatomical 

Pathology

The diagnosis of 

disease from 

examining tissue 

samples and cellular 

smears. Undertakes 

autopsies and 

manages tissue bank

FTEs: 173 (a)

FY18 Exp: $36m (a)

Locations: 6 labs

Chemical 

Pathology

The use of chemical 

analysis to test 

tissue, blood and 

body fluid samples

FTEs: 33 (a)

FY18 Exp: $7m (a)

Locations: 2 labs

Genetics and 

Molecular 

Pathology

The diagnosis of 

genetic and 

molecular conditions 

from tissue, blood 

and body fluid 

samples

FTEs: 105 (a)

FY18 Exp: $16m (a)

Locations: 4 labs

Haematology

The testing of blood, 

blood cells and blood 

products

FTEs: 74 (a)

FY18 Exp: $13m (a)

Locations: 6 labs

Immunology

The examination of 

tissue, blood and 

body fluid samples 

for immune 

responses 

associated with 

disease

FTEs: 43 (a)

FY18 Exp: $9m (a)

Locations: 3 labs

Microbiology

The study of 

microscopic 

organisms in tissue, 

blood and body fluids

FTEs: 174 (a)

FY18 Exp: $31m (a)

Locations: 4 labs

SA Pathology
FTEs (a) : 1,413.9

FY18 Diagnostic Revenue (b) : $144m (c)

FY18 Expenditure (b) : $230m (d) (excludes $23m of non-cash items)

Customer services

Metro couriers, delivery of consumables 

to GPs, medical centres and private 

surgeries and reporting printing

FTEs: 54 (a)

FY18 Exp:$9m

Corporate overheads

Overheads at the corporate 

level including billing, ICT 

and other

FTEs: 57

FY18 Exp:$21m (e)

Patient Services

Metro collection centres. This 

is treated as a cost centre

FTEs: 138 (a)

FY18 Exp:$13m

Notes: (a) including overtime and extra hours and includes teaching, education and training; (b) costs and revenue include both capital and operational.; (c) In addition to the diagnostic revenue SA Pathology has other revenue sources not listed here; (d) 

excludes non operating expenses of $31.3m and $22.8m of non cash expenses but includes out of scope expenses; (f) includes FTEs for specimen reception and call centres; (g) includes FTEs for regional couriers and regional collection centres; (h) non-

operating are specific SPFs which have a net cost recovery of $0.0m Out of scope represents business which Directorates considered not belonging to them such as CCB.

Legend: Red indicates Directorates, orange indicates support services and grey indicates research

Research Support

Research support, which is 

captured separately in the Ledger 

in addition to Directorates’ research

FTEs: 17 (a)

FY18 Exp:$2m

SA Pathology is structured into eight Directorates each managed by a Directorate Manager and a Clinical Director. These are 
supported by customer services (couriers, report printing and delivery of consumables to GPs, medical centres and private 
surgeries) and patient services (metropolitan collection centres). Human resources, finance and some executive functions are 
shared with other statewide clinical support services. ICT services are provided by eHealth

Regional 

Pathology

Manages country 

collection centres and 

couriers. Automated 

and semi-automated 

testing including 

chemical, 

haematology, and 

microbiology

FTEs: 148 (a) (g)

FY18 Exp: $21m (a)

Locations: 11 

regional sites

Automated 

laboratory

Sample receipt and 

distribution. Routine 

testing and reporting. 

Testing in: chemical, 

microbiology, 

immunology and 

haematology

FTEs: 324 (a) (f)

FY18 Exp: $46m (a)

Locations: 6 labs

Non-operating / out of scope (h)

Non-operating activities are mainly 

research out of specific funds and some 

FTE not reconciled to Directorates

FTEs: 75 (a)

Non-operating net cost recovery is $0m. 

For out-of-scope it is -$5m in FY18



3. Business overview
Operating model

SA Pathology’s operating model includes laboratories in both metropolitan and regional locations. A number of improvement 
activities have been undertaken in recent years to raise service quality and efficiency, with variable levels of success
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Governance

SA Pathology is a business within Statewide Clinical Support Services (SCSS) 
which also administers SA Health’s Pharmacy, Medical Imaging and Breast 
Screening services. Formally SCSS is administered as part of Central Adelaide 
Local Health Network (CALHN) and governance arrangements include oversight 
from CAHLN and the Group Executive Director of SCSS. 

These administrative and reporting arrangements are different from some other 
public pathology providers. For example, those in NSW and WA are distinct 
entities with independent Boards and Chief Executives with direct reporting lines 
to their health department Secretary.(a)

Operating model

SA Pathology operates 18 laboratories including seven in metropolitan 
locations and 11 in regional locations.  These laboratories are typically based 
at public hospitals to support emergency departments, intensive care units 
and wards. An exception to this is the Frome Road laboratory which was part 
of the old Royal Adelaide Hospital prior to the hospital’s relocation to a new 
site. 

SA Pathology has 90 collection centres dispersed across the state to collect 
samples from patients. These are mainly located at hospitals and community 
medical practices. SA Pathology has its own metropolitan courier network 
and sources some external couriers in metropolitan and regional areas.

Since formation, a number of operating model reforms have been undertaken. 
The scale of reforms together with associated issues have frequently served as 
a ‘distraction’ and placed a burden on operational performance and business 
as usual activities. Some evidence of ‘reform fatigue’ exists across the 
business.

• An independent efficiency review in 2014 and subsequent Efficiency
Improvement Program identified potential efficiency savings within the
business. Work to realise these savings was suspended in August 2017 in
part due to the challenges of a new laboratory information system (EPLIS)
and the move to the new Royal Adelaide Hospital.

• Between 2014 and 2018, SA Pathology developed and implemented a new
laboratory information management system (EPLIS) to provide a uniform
interface for order entry, workflow management and results reporting. A
number of challenges have been experienced during the implementation
of this system in 2017 and 2018 including issues relating to service quality,
accuracy and billing. Some of these issues continue to impact business
performance.

• Ongoing consolidation and standardisation of some services as well as test
rationalisation (removing test duplication) for non-urgent testing. In 2017,
the new Royal Adelaide Hospital enabled consolidation of routine
community-referred testing to a single site using modern automated
technology (Roche and Kiestra).

Noarlunga

Lyell McEwin Hospital 

Flinders Medical Centre (FMC)

Frome Road (b)

Women’s and Children’s Hospital

nRAH

Modbury Hospital

Queen Elizabeth Hospital

Port Augusta Port Pirie

Berri

Murray 
Bridge

Mount 
Gambier

Victor Harbor

Wallaroo

Port Lincoln

Gawler

Whyalla

Notes: (a) NSW Health Pathology at https://www.pathology.health.nsw.gov.au/about-us/our-governance, PathWest is a Chief Executive Governed Health Service Provider which is a distinct Statutory Authority subject to the governance, 

performance and accountability framework within the WA Health Services Act 2016 https://www.mediastatements.wa.gov.au/Pages/McGowan/2017/12/Governance-change-for-States-leading-pathology-service.aspx. Accesses January 2019

Location of laboratories



3. Business overview
Workforce

SA Pathology has a highly qualified workforce which delivers high-quality pathology reports and clinical support to 
clinicians, enabling them to diagnose patients more rapidly and accurately and commence appropriate treatments 
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Workforce highlights

• SA Pathology employs a workforce of 1,413.9 FTEs (including overtime and benefits( (in FY18), which includes 74.7 of non-operating or out of scope FTEs(g), who are
excluded from the below analysis. This workforce includes scientifically and medically trained professionals, some of whom hold dual qualifications as clinicians and
pathologists. This breadth of skill and training is a core part of the business’ value proposition.

• As part of their role, staff participate in multi-disciplinary team meetings (MDTs) attended by pathologists from Anatomical Pathology, Haematology and
Microbiology Directorates, with hundreds of meetings attended annually by pathologists within Anatomical Pathology alone. Staff also support on-call assistance
available by telephone 24 hours a day, 365 days a year.

• Self reported data indicates 6.8 FTEs (or 0.5% of all FTEs) were focused on teaching and training and 40.1 FTEs (or 2.8% of all FTEs) were focused on research in
FY18. (a) The accuracy of this data has not been validated and it is expected that in reality, resource numbers in these areas are higher.

Operating model division Clinical(d) Medical
Scientist(d)

Technical 
Officer(d)

Admin and 
other(d)

Operational Nurses Total

Automated - testing - 72.1 103.9 1.1 0.0 - 177.2

Microbiology 12.8 77.7 78.2 5.5 - - 174.2

Anatomical Pathology 43.9 44.7 54.2 30.5 - - 173.4

Regional Pathology (c) 12.8 42.2 42.0 50.7 - - 147.7

Specimen reception and call centre and PoCT (part of Automated) 0.0 1.9 6.9 50.9 86.9 - 146.7

Patient services - - 5.5 1.7 83.6 46.9 137.7

Genetics and Molecular Pathology 2.7 67.3 28.5 6.7 - - 105.2

Haematology 7.4 41.5 23.3 1.8 - - 74.0

Corporate overheads 2.0 4.7 10.7 39.3 - - 56.7

Customer Services - - 0.1 53.4 - - 53.5

Immunology 5.6 18.5 15.7 2.8 - - 42.7

Chemical Pathology 4.1 18.6 8.7 1.6 - - 33.0

Research support (e) 0.0 3.0 0.5 13.8 - - 17.3

Total (f) 91.3 392.3 378.3 259.9 170.5 46.9 1,339.2

SA Pathology workforce structure (FTE numbers (b))

Source: SA Pathology General Ledger (PATH01) - FTE: SA Pathology payroll data (1.a FTE FOR EXEC BY EMP AND CLASS_15-16_16-17_17-18FY.xlsx

Notes: (a) Estimates based on a self-reported staff survey and data drawn from the General Ledger.  SA Pathology believes this under-represents the time expended on teaching, training and research but does not have more accurate data. 

(b) represents FTE including overtime, leave allowance and other benefits; (c) includes regional collection centres, couriers and specimen reception; (d) classifications as per the FTE classification mapping in Appendix 3; (e) from the research support 

specific segment and excludes staff survey reported research; (f) excludes 74.7 FTE marked as out-of-scope, removed by Directorates to non-operational (and hence does not directly correlate with total FTEs of 1,413.9 in FY18). Legend: shaded areas 

represent overheads and indirect costs. (g) non operating are research specific SPFs which have a net cost recovery of $0.0m and out of scope represents business which directorates did not consider as part of their business such as CCB.



3. Business overview
Commercial approach

SA Pathology has multiple customer groups and sources of revenue. Pricing approaches for diagnostic tests are influenced by 
the MBS, ‘coning’ restrictions for aggregate charges and agreements negotiated with LHNs
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Payer Testing group
Percentage charged of item 

on Medicare Benefits 
Schedule

Coning rules applied
Limitations 
on claiming 

payment

Local Health 
Networks (LHNs)

Public patient 85% • In practice the majority of tests are charged as coning 
rules are less restrictive than Medicare rules. 

• However, multiple related tests on a single order are 
charged at a lower rate where they are completed in a
single pass through the relevant testing equipment.

Claim must 
be within the 
same 
financial year 
as the test

Outreach groups (Breast Screen, STD Clinic 
etc.)

85%

Medicare Non admitted patient with Specialists requests 85% • Limited coning for specialist requests.

Claim must 
be within 2 
years from 
referral 

Medicare/Private 
Fund

Private admitted patient with private health 
fund insurance

(PHF 25% + 75% Medicare) • ‘Day Coning’ rules limit rebates based on the 
recurrence of particular tests ordered within a single 
day.

• These more restrictive and detailed Medicare coning 
rules are designed to restrict over-ordering.

Medicare/Patient 
Private admitted patient without Health Fund 
and benefits assigned

75%

DVA
Patient holds a DVA Gold Card 100%

Medicare/Patient Non admitted patients with GP requests 85% • ‘Episode Coning’ rules which limit rebates based on
the recurrence of particular tests ordered over the 
duration of a single patient episode.

• Typically only the three most expensive test item are 
allowed, with some exceptions.

Claim must 
be within 2 
years from 
referral 

Insurer/Patient

Overseas patients 85%

Compensable patients 85%

Client Commercial/Research testing Variable
• Test items are grouped and coned within a specific 

request as is common industry practice as these 
services are already contestable.

Limited to 
available 
funding in 
research 
project

Patient Patient requested testing 100%

Historically, SA Pathology charges LHNs 85% of the relevant item on the Medicare Benefits Schedule for the costs of diagnostic testing for public in-patients and 
public patients in out-patients clinics. This pricing policy is common practice in the private pathology industry, but the MBS schedule does not reflect the full costs of 
providing the broader range and higher complexity of public pathology services. Public pathology providers in QLD and NSW have moved towards a more cost-
reflective ‘fees-for-service’ model to better inform internal management and investment decision making and customers’ demand management. 

For private patients in public hospitals and outpatient clinics, SA Pathology recovers the applicable Medicare rebate, (and for private patients in public hospitals only, 
bills the patients’ insurers for the gap between the rebate and the full value of the schedule item), and offsets this revenue against charges to the relevant LHN.  SA 
Pathology bulk bills members of the public for private referrals and again recovers the applicable Medicare item rebate only, which is 85% of scheduled fee. Direct 
funding from Government is used to fund broader services such as public health testing, emergency response and mortuary services, as well as any operational 
funding shortfall.



3. Business overview
Commercial approach

Private providers are limited to the private pathology market in SA, but could leverage their national footprint and investment 
capabilities to grow their local presence and support broader service delivery to public hospitals if the opportunity arose
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Analysis indicates that both current and broader private providers are keen to grow their footprint within public pathology services both in SA and other parts of 
Australia. Interest includes appetite from wider operators who provide broader clinical support services and pathology services internationally. Interest within SA 
and other states stems from the fact that these markets represent the single biggest opportunities to further increase scale in Australia. At present, SA Pathology 
competes in the market for private services with the three largest private pathology groups in Australia being:

• Sonic Healthcare Limited – Clinpath: The largest private provider, Sonic operates 12 region-specific Australian pathology brands, including Clinpath
Laboratories (Clinpath) in SA. Sonic is also the largest operator of medical centres, the largest occupational health provider and the second largest diagnostic
imaging provider in Australia(a). Clinpath has labs in Adelaide and is investing in a new central lab. It also provides some services in regional areas.

• Healius (formerly Primary Health Care Limited) – Abbott Pathology: Australia’s second largest private pathology provider operates 11 region-specific brands,
including Abbott Pathology in SA. Primary also operates 76 medical centres and 141 diagnostic imaging sites and mainly services the metropolitan Adelaide area.

• Australian Clinical Labs: Australian Clinical Laboratories (Clinical Labs) is private equity owned and is the largest private provider to public hospitals in
Australia(b). It operates in Adelaide and most larger regional towns in SA, except for Port Lincoln(c) and has private collection centres in regional SA(d). It will open
a new central lab close to Adelaide Airport in early 2019 which will enable it to better transport specimens interstate and further centralise its operations(b).

These providers compete largely on service breadth, collection centre access, technology-enabled results access, clinical support and price (achieved via automation 
and economies of scale). A key part of their strategy is investment in collection, referral and logistics networks, ICT capabilities and automation. This is in addition to 
consolidation of their operations in each region into highly automated central labs, with smaller on-site labs meeting acute care needs only. 

Recent work by SA Pathology has sought to clarify its value proposition to customers, patients and SA Health. Whilst currently being finalised, initial work highlights 
a variety of recognised strengths. Key dimensions of the value proposition include:

• Breadth of technical capabilities and service offering:  SA Pathology employs over 1,400 staff and has modern pathology equipment which enables it to provide an
integrated and comprehensive set of pathology services with appropriate clinical governance, and to meet LHNs’, GPs and specialists’ needs in a one-stop shop.

• Clinical governance and advice: In addition to ensuring the quality of diagnostic testing, staff frequently support the clinical interpretation of pathology results
and provide input into treatment options, including more complex cases or patients with special needs which have been referred from private pathology providers.

• Supporting public safety: SA Pathology plays a key role in supporting the monitoring of infectious diseases and management of public health risks by providing
surge testing capacity, crisis response and toxicology screening in emergency situations. This includes having test capabilities that can identify new risks.

• High levels of access across SA: Services are provided 24 hours a day, seven days a week, 365 days a year at bulk-billed rates to patients and clinicians in
metropolitan, regional and remote areas of South Australia which supports high quality care and ease of service access regardless of patient location.

• Competitive pricing: SA Pathology’s scale enables it to offer bulk-billing to support equity of access to pathology services across SA. It is also recognised as being a
key reason for private providers adopting similar pricing approaches, which is particularly important in some regional and remote areas of SA.

• System sustainability: SA Pathology’s technical capabilities, scale and breadth of service offerings allows it to teach medical staff, train pathology registrars and
laboratory professionals, and research new diagnostic techniques supporting long term continuity of the public health system in SA.

• Independence: SA Pathology prides itself in being independent of any financial incentive in its advice to LHNs on the appropriate use of pathology services, which
allows it to focus on delivering clinical value to LHNs rather than maximising SA Pathology’s revenue from diagnostic testing.

Notes: (a) Sonic 2018 Concise Annual Report 2018 https://investors.sonichealthcare.com/FormBuilder/_Resource/_module/T8Ln_c4ibUqyFnnNe9zNRA/docs/Reports/AR/sonic-healthcare-limited-2018-annual-report-online.pdf
(b) Clinical Labs 2018c, accessed 31 December 2018 https://www.clinicallabs.com.au/about-us/company-profile/
(c) Clinical Labs 2018, New Lab in South Australia, accessed 12 December 2018, https://www.clinicallabs.com.au/about-us/doctor-media-releases/new-lab-in-south-australia/
(d) (clinical Labs 2018a, Our Laboratories, accessed 12 December, https://www.clinicallabs.com.au/about-us/our-laboratories/



3. Business overview
Operational constraints

A range of factors currently impact SA Pathology’s ability to operate at an optimum level. Factors include both wider industry 
dynamics as well as local operating arrangements and are likely to encumber future reform initiatives
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1. Historic charging approaches that are linked to the MBS

Public pathology providers fund their operations from a mix of user charges (LHNs and private patients), Medicare rebates and Government funding. Public 
providers are not able to seek rebates from Medicare for public patients, however the MBS has effectively become the default pricing policy which is commonly used 
to charge public hospital networks, private patients and insurers. Feedback indicates that the MBS is not a suitable proxy for the costs of many public pathology tests 
as it:

• Underestimates the complexity and time to complete many common tests undertaken on samples from patients in acute public hospital settings.

• Does not cover some complex pathology tests required in public hospitals.

• Includes ‘coning rules’ which limit charges in ways that do not reflect the marginal cost of completing additional tests on samples from public patients.

Medicare also pays a Patient Episode Initiation (PEI) fee for collection of specimens, for which private providers are able to obtain a higher PEI fee. The PEI may give 
private providers a competitive advantage and the coning rules may encourage them to ‘cherry pick’ profitable tests, referring on any remaining unprofitable tests to 
public providers. Effectively this can lead to situations where public providers need to cross-subsidise unprofitable tests with revenue from other sources. 

2. Funding arrangements for public health and non-diagnostic services

SA Pathology supports a range of public health work and provides non-diagnostic services including teaching, training and research and mortuary services. It 
maintains spare diagnostic capacity to assist SA Health manage emergency responses and public health issues. Funding for these services is inconsistent and ranges 
from partial block-funding to an absence of funding being provided:

• Post mortem and body handling for perinatal and paediatric is currently not funded.

• Teaching and training for registrars and students as well as university and higher-education teaching is not funded.

• Multi-disciplinary team meetings receive a small fee and only for cancer cases where MBS criteria are met.

• Public health, encompassing diagnostic testing of outbreaks and public health concerns is currently not funded, although block-funding was previously provided.

3. Acute service commitments and stakeholder resistance to change of existing footprints

As the only provider of public pathology services, SA Pathology is required to have a presence within each hospital in SA that has an emergency department. This 
extensive presence at each major public hospital together with deep historic relationships across SA creates both opportunities and challenges for the business. 
Whilst these locations allow staff to establish and maintain close working relationships, they increase costs relating to ongoing investment, maintenance and staff due 
to a decentralised operating model and create practical restrictions against the consolidation of non-urgent testing to a central location. Equally, strategies to 
rationalise on-site services in public hospitals may be met with stakeholder resistance and are likely to require significant stakeholder management. 

4. Governance structure and executive resources

SA Pathology’s governance structure involves oversight from SCSS as well CALHN. Whilst some interstate public pathology providers are also part of local statewide 
shared service network, some are more distinct operating entities, with larger and more commercially focused executive teams and independent Boards and Chief 
Executives who report directly to their respective health department Secretary. This simplicity can support organisational flexibility and efficient decision making.



3. Business overview
Operational constraints

A range of factors currently impact SA Pathology’s ability to operate at an optimum level. Factors include both wider industry 
dynamics as well as local operating arrangements and are likely to encumber future reform initiatives
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5. Workforce reform challenges

As a long-standing and integral part of the SA health system, SA Pathology has a highly experienced and highly trained workforce. Their ability to enable business 
improvement and sustainability will require ongoing investment and support. Furthermore, industrial relations rules and requirements in SA Health’s (and hence SA 
Pathology’s) industrial agreements with staff affect how any realignment of staff roles must be managed. These principles and processes must be followed and will 
shape the timeline, approach and options for workforce changes.

6. Service and access expectations

As a public provider, there is an expectation on SA Pathology to be the provider of last resort and to provide all services regardless of their profitability, complexity or 
remoteness. This has resulted in:

• Providing services in remote areas and for patients with rare and expensive healthcare needs at levels below cost recovery.

• Receiving referrals from private pathology providers due to testing profitability or technical capability issues.  In the interests of the patient and the SA health
system, SA Pathology provides these services at a loss, bearing the cost.

The cost impost of providing these services has not been fully calculated by SA Pathology and discreet funding to cover arrangements have not been provided. This 
impacts SA Pathology’s ability to fully recover its costs of supply. 

7. ICT support

Private pathology providers typically manage ICT as a strategically important in-house function and invest heavily in systems that improve customer experience or 
drive efficiency and productivity. SA Pathology does not have direct day-to-day control of its ICT functions which are provided by eHealth (the exclusive provider of 
ICT services across SA Health). SA Pathology lacks the practical commercial leverage which a private provider would have to threaten to bring an out-sourced 
function back in-house or to switch to an alternate provider if it is dissatisfied with service levels or seeks more rapid resolution of performance issues.

8. Collection centre footprint

SA Pathology operates a large footprint of collection centres across SA. This network of collection centres means that the existing SA population is well served in 
terms of general access to pathology services and holds comparatively greater expectations of service availability. Reform of collection centres of broader access 
points is likely to be met with some resistance.
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4. Performance review
Overview
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To support structured analysis of existing performance, analysis has been considered across the dimensions of customers, 
operations and finance. This supports a balanced understanding of SA Pathology’s current performance

Financial Customer Operational

Analysis indicates low levels of cost recovery 
across the business and variable Directorate 
performance. Analysis also highlights 
challenges in obtaining accurate financial and 
transactional data which has limited the ability 
for Directorate Managers to manage 
effectively. 

Key analysis focuses on:

• PATH01 – SA Pathology General Ledger.

• Payroll data.

• Collection centres profitability model.

Analysis indicates an appreciation for SA 
Pathology’s capabilities and service offering 
amongst customers. However, LHNs expressed a 
growing appetite to exercise choice driven by 
some frustrations with service, a desire for 
improved operational clarity and a need to 
improve their own financial performance. 

Key analysis focuses on:

• LHNs’ perspectives and feedback.

• Community referrers’ perspectives and
feedback.

Analysis indicates an absence of key standard 
business processes and documentation that 
would help manage performance, improve 
business clarity and drive operational 
improvement. EPLIS-related implementation 
issues impacted activity data, reporting and 
billing.

Key analysis focuses on:

• Business management processes and
activities.

• Key business issues including EPLIS
implementation.

Performance analysis



4. Performance review: Financial
Trends in 5 year operating baseline

SA Pathology has consistently operated at a deficit over the last five years with deficits ranging from -$93.2m (FY14) to
-$67.6m (FY16). Efforts to improve performance were impacted by IT system implementations and opening of the new RAH 
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Source: SA Pathology General Ledger (PATH01) - Operating expenditure and revenue, excludes non-cash items such as depreciation and amortisation
Notes: (a) the unbilled revenue is an estimation; (b) This originates from either i) data that hasn’t transferred out of EPLIS, ii) data yet to transfer to PBRC or iii) bills that have not yet been generated by PBRC.; (c) Separately, there is unbilled 
revenue payable to LHNs by private insurers for services to private patients in public hospitals – this is not included here.

SA Pathology cost recovery

● In FY18, SA Pathology’s operating expenses were $261m (or $230m

excluding non-operating costs) with an operating deficit of $83.0m.

● Analysis indicates that SA Pathology has consistently operated at a deficit

since FY14. Between FY14-FY16 there was an improvement in the

operating position, however this was subsequently impacted by:

● Declining revenue due to unbilled revenue from system errors,

which commenced in FY17 and worsened in FY18.

● Increased costs to manage the data entry and other issues from

EPLIS implementation impacting FY18 performance.

● Increased cost in FY18 due to the RAH opening which required

duplicate environments to be run during the set up phase.

● Expenses exclude non-cash expenses of$22.8m in FY18.

Revenue

● In FY18, SA Pathology received $144m of diagnostic revenue, $3m from

research support and overheads reimbursements and $31.2m of income

for non-operating. The non-operating costs represents specific Special

Purpose Funds (SPFs) which are set up for specific research grants and

have a net cost recovery of $0.0m.

● Diagnostic revenue declined by 3.7% between FY17 -FY18 due to:

a) A 5-8% market share loss from private work due to EPLIS

implementation issues relating to poor quality reporting of

pathology results to clinicians. Report quality issues have now been

resolved and market share has been clawed back.

b) Issues arising since the introduction of the Power Billing and

Revenue Collection system (PBRC) including data quality issues

and connectivity issues between EPLIS and PBRC which resulted in

a large volume of unbilled revenue.

● Unbilled revenue is estimated to be $6m(a) in FY18 and $2-4m(a) in FY17

and FY16 combined. Unbilled revenue is due to SA Pathology from

Medicare and LHNs for testing already completed but not charged due to

data quality and IT issues(b)(c) .

SA Pathology operating expenses ($m)

SA Pathology cost recovery ($m)

SA Pathology total operating revenue ($m)

261.4

FY18

230.2

30.8

FY17

235.8
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4. Performance review: Financial
FY18 cost recovery analysis

SA Pathology’s FY18 net operating position is -$83.0m excluding unbilled revenue, resulting in the need for SA Health to cover 
the deficit
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FY18 SA Pathology (net cost recovery) baseline ($m)

Cost recovery

● Total diagnostic revenue is $144.1m(c) and total direct diagnostic cost as
reported by the Directorates is $160.6m. This results in diagnostic cost recovery
of -$16.5m.

● This excludes research and training costs as self reported by staff ($6.3m), items
removed as non-operating ($4.9m) and $1.0m of net cost on the research
support responsibility index.

● Inclusion of these costs revises net cost recovery against direct diagnostic costs
only to -$28.8m, prior to inclusion of indirect costs and overheads.

Indirect costs and overheads
● $9.0m of indirect costs from Customer Services which includes Frome Rd

reception’s printing of prefilled order forms and couriers servicing metro areas.
● $12.7m of indirect costs from collection centres in metro area.
● $12.0m of indirect costs for specimen reception and call centres.
● $20.6m of central overheads including: Other Operations Costs (d), General

Pathology(e) expenses, Billing Services and ICT and Procurement. This excludes
$22.8m of non-cash expenses for central items such as D&A, asset disposal and
other non-cash items.

Unbilled revenue
● There was an estimated $6.0m of unbilled revenue in FY18. This originates

from either i) data that has not transferred out of EPLIS, ii) data yet to
transfer to PBRC or iii) bills that have not yet been generated by PBRC.(g)

The unbilled revenue referenced here is due to SA Pathology from
Medicare and LHNs for services already delivered.(h)

Overall cost recovery
● SA Pathology’s cost recovery in FY18 was -$83.0m. If unbilled revenue was

included, cost recovery would have been -$77.0m.
● The additional $22.8m of non-cash expenses, within the overheads, have

been excluded, as they do not represent a cash outlay for SA Pathology.

Non-operating and out-of-scope
● Non-operating represents specific SPFs set up for research grants. They

are set up for each specific scope. Non-operating has a net cost recovery of
$0.0m as the funds are spend as restricted by the grants.

● There is additionally $4.9m of out-of-scope cost. This represents activities
that Directorates do not consider to be included in their core pathology
delivery purpose, such as CCB.
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4. Performance review: Financial
FY18 cost recovery analysis

In FY18, the vast majority of SA Pathology’s revenue was derived from diagnostic testing 
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Observations – cost / revenue

● FY18 total diagnostic revenue is $144.1m (and represents
98% of SA Pathology’s total revenue when non-operating
revenues such as specific research funds are excluded).

● FY18 total costs are $160.6m, which results in diagnostic
cost recovery of -$16.5m.

● Based on a self-reported staff survey there was a cost of
$6.3m for research and training – this has been presented
separately from diagnostic costs. There has been feedback
from SA Pathology’s finance team indicating that $6.3m
may not represent the full scale or cost of activity.

● $31.2m in ‘non-operating’ costs (for items such as such as
specific research funds) have matching revenues of $31.2m
and so do not affect SA Pathology’s overall financial result.

● There is $4.9m of out-of-scope cost from the ledger. Out-of-
scope are business or FTE that the Directorates do not see as
part of their operations such as the CCB.

● There is a research support specific cost segment in the
general ledger which has a revenue of $1.1m and cost of
$2.1m – this is in addition to the self-reported staff survey.

● There is $2.0m of overheads revenue such as $1.1m of
Contributed Assets and Services which is a recharge for cost
incurred.

● Additionally the $6.0m of unbilled revenue is also not
included, which would be used to cover diagnostic costs.

FY18 SA Pathology costs / revenue ($m)
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4. Performance review: Financial
FY18 cost recovery analysis

Within SA Pathology, Automated is the only Directorate that generates sufficient cost recovery to cover its portion of indirect 
costs and overheads
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Observations – baseline detail 

● Directorate cost recovery has been adjusted to remove research training and
teaching (TTR) as reported in the Staff Survey. This is presented separately.

● Chemical Pathology and Automated are the only two Directorates with positive
diagnostic cost recovery, prior to indirect and overhead allocation.

● Automated provides high volume simple testing which leads to the Directorate
being profitable under the MBS’s standard rates for item rebates.

● Chemical Pathology has undergone consolidation and other cost saving initiatives
which have resulted in a positive diagnostic cost recovery.

● Additionally, Automated and Chemical Pathology do not undertake any public
health work.

● However, once overheads and indirect costs are allocated, Chemical Pathology is
unable to cover its allocated portion. After overheads and indirect costs allocation,
Automated is the only Directorate which retains a positive net cost recovery.

● Based on the Staff survey the aggregate research and training funded through
operational costs by all Directorates was -$6.3m(c), which is split as $3.1m for
research and $3.2m for training. This was identified based on a self-reported
survey, and the finance department has indicated that the actual spend on research
and training may be significantly higher. In addition to the self-reported costs
identified above, there was an additional net -$1.0m of cost recovery for cost centres
that were marked as research(d). In that segment there is a total cost for research
support of $2.1m and a revenue of $1.1m which results in a net cost recovery of -
$1.0m. Based on that, the total SA Pathology spend on Research and support  is
$5.2m and on training is $3.2m. This represents a total TTR spend of $8.4m or
5.8% of the diagnostic revenue.

● During analysis, Directorates identified some costs as being out-of-scope  and some
non-operating costs which have both been excluded and finally there were costs in
the ledger which didn’t reconcile with the detailed analysis. Those aggregated to a
net value of -$4.9m.

● The other costs which are Customer Services(e), Patient Services (f), Billing, other
operational cost such as staff training and travel, Frome Road computing and intra
Government Transactions (g), General Pathology(h) and Procurement, ICT and other
overheads totaled $54.3m.

FY18 SA Pathology cost recovery baseline detail ($m)
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Notes: (b) AP and GMP are not the only to Directorates undertaking research and training. Based on Staff survey the research and training by Directorate is: AP: $2.7m, Automated and Regional $0.0m, Chemical Pathology $0.1m, Immunology $2.1m,  

Haematology $0.2m, Microbiology $0.4m and GMP $0.7m; (c) the number may be higher this is only based on self reported staff survey; (d) $1.0m is the net amount which represents revenue minus cost.; (e) includes metro couriers, delivery  of 

consumables to local medical practices and private surgeries, printing of pre-populated order forms for Emergency Departments and other.; (f) includes metro collection centres; (g) includes salaries, service level agreements, staff training and 

development and travel, Frome road computing, investment income or loss and intra Government Transactions and other; (h) includes: repairs and maintenance, electricity, gas and fuel, occupancy rents and rates and employment expenses. 

Note: Due to the way revenue and costs are recorded from an 
accounting perspective, there may be some revenue and / or costs 
which are not allocated correctly across Directorates. 



4. Performance review: Financial
Directorate analysis

Automated and Chemical Pathology are the only Directorates that fully recover their direct diagnostic costs and so make a 
contribution to the indirect and overhead costs of running SA Pathology
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Observations – FY18 cost recovery

● The Automated Directorate primarily undertakes high volume and low complexity
testing and has a positive $17.6m cost recovery prior to indirect and overhead allocation.
Automated also includes $12.0m of cost for specimen collection, data entry and to
operate SA Pathology’s call centre. Removing those costs from the Directorate (as they
are indirect costs for the entire organisation), the Automated Directorate’s cost recovery
becomes $29.6m.

● Other than the Automated Directorate, only Chemical Pathology has a positive cost
recovery of $0.4m prior to indirect and overhead allocation (excluding unbilled revenue
and overheads).

● Anatomical Pathology “AP” has a cost recovery of -$22.9m in FY18, which reflects the
complexity of testing and the high number of pathologists assigned.

Observations – FY18 Standard FTE

● Automated has the highest number of FTEs due to the volume of work performed and
operation of 24/7 labs. Staff include 140 FTEs for specimen reception, data entry and call
centres. The diagnostic testing service of Automated has 177 FTEs.

● AP has the highest number of FTEs after the Automated Directorate again reflecting the
more complex and manual nature of their tests.

● There were 31.2 standard FTEs marked as non-operating and 8.5 marked as out-of-scope
by three Directorates: GMP, Haematology and Immunology.

● In addition to the Directorates above, SA Pathology has 266 FTEs(a) across Patient
Services, Customer Services, Research Support and Corporate Services, split as: Patient
Services: 138, Corporate Overheads: 57, Research Support: 17 and Customer Services: 54.

Observations – FY17 activity

● From FY17 to FY18, SA Pathology transitioned its laboratory information system from
ULTRA to Millennium. The two systems count tests differently thereby making
comparisons to prior years less meaningful. For this reason, activity analysis was only
considered up to FY17.

● Automated undertakes approximately 90% of SA Pathology’s tests given it undertakes
the high volume and low complexity testing.

● GMP and AP have lower volumes as the testing undertaken is higher in complexity.

● The Regional Directorate is composed of 11 regional labs which undertake testing that is
essentially automated or semi automated in nature and includes the tests of Chemical
Pathology, Haematology and Microbiology. They also run their own couriers, specimen
reception and collection centres which are not incorporated in SA Pathology’s overheads.

Directorates FY17 activity (‘000)
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Notes: (a) in this case these 266 overhead FTEs are ‘full loaded’ in that they include overtime and benefits and leave. In all other cases this report was able to present Standard FTEs which exclude overtime and leave; (b) Due to the way revenue and 

costs are recorded from an accounting perspective, there may be some revenue and / or cost which are not allocated correctly across Directorates. 
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4. Performance review: Financial
Comparative laboratory analysis – metro labs

Lab financial performance is variable across the metro network, however examples of good financial performance exist where 
positive net cost recovery is generated

Competitiveness of SA Pathology in a contestable market - final report 31

Observations

● This analysis considers the overall cost recovery for SA Pathology as allocated to
each metro laboratory. Whilst several services are located in one metro lab, they
support SA Pathology’s wider lab network including those based regionally.

● Due to the way revenue and costs are recorded from an accounting perspective,
there may be some revenue and / or cost which are not allocated to the correct
metro lab.

● Frome Road has a net cost recovery of -$19.9m in part due to many Directorates
having offices there which results in the allocation of the management cost for
those Directorates to Frome Road. Additionally some Directorates such as AP
allocate the majority of their pathologist costs to Frome Road, even though they
may serve other labs. For a number of Directorates some of the pathologists costs
that are at Frome Road and FMC are used to support the Automated and Regional
Directorates with interpretation of test results and clinical support.

● In FY18, Frome Road cost recovery was -$19.9m, a decrease from prior years due
to the costs to support the opening of the new RAH and the treatment of some
associated costs not being correctly apportioned.

● WCH also has a lower cost recovery than most other metro labs due to high
employment costs, difficulty of testing undertaken (e.g. requirements for paediatric
samples), complexity of the tests undertaken at WCH and a low volume of tests,
thereby minimising scale efficiencies.

● FMC is on-site with a hospital and university and serves as a research and teaching
laboratory.

● RAH’s cost recovery does not reflect its complete cost base as some employment
costs still remain at Frome Road from an accounting perspective.

● Modbury is the simplest of all metropolitan laboratories in terms of the urgency of
its pathology needs and the high volume of automated/semi-automated tests
performed. This results in the highest positive cost recovery.

Metro labs cost recovery ($m)

Metro labs cost recovery ($m)
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4. Performance review: Financial
Comparative laboratory analysis – metro labs

The two metro labs that have a positive net cost recovery (Modbury and LMH) perform over 20,000 tests per FTE. This 
contrasts with the performance of other labs in the network
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Source: SA Pathology General Ledger (PATH01) - Operating expenditure and revenue; 

Observations – FY17 Metro labs activity

● Due to the way revenue and costs are recorded from an accounting perspective, there

may be some revenue and / or cost which are not allocated to the correct metro lab.

● From FY17 to FY18, SA Pathology transitioned LIS from ULTRA to Millennium. The

two systems count tests differently thereby making comparisons to prior years less

meaningful. For this reason, activity analysis only considers FY17.

● In FY17, a large proportion of SA Pathology’s metropolitan testing was conducted at

two laboratories: Frome Road (56%) and FMC (20%). These labs undertake a broad

test mix that ranges from lower complexity, automated testing to higher complexity

manual testing. This, in addition to the concentration of pathologists and scientists at

these sites reduces their cost recovery levels.

● Modbury is the smallest of the labs by activity and undertakes the only testing required

to service the ED in what is a low acuity hospital. The testing required by Modbury ED

is generally low complexity. This helps Modbury have a positive cost recovery level.

● LMH lab also runs the necessary tests to cover its ED, but LMH is a higher acuity

hospital compared to Modbury. The testing required for LMH’s ED is slightly more

complex than Modbury. LMH also has a positive cost recovery.

● WCH covers the ED Department but also includes the GMP Directorate.

Observations – FY18 Metro labs Standard FTE

● The majority of the FTEs are at Frome Road / RAH (55%). This is due to all

Directorates allocating significant Pathology and Scientific staff costs to that location.

● The WCH has the third largest FTE count even though they undertake the second

lowest volume of activity. This is due to GMP being located at WCH. GMP undertakes

highly complex testing with very low volumes and has over 100 FTEs.

● Modbury has 16 FTEs supporting a 24/7 low acuity ED.

Observations – FY18 Metro labs Employment Cost per Standard FTE

● The WCH has the highest average employment cost per FTE, due to having GMP and

undertaking higher complexity testing.

● Modbury has the lowest average employment cost per FTE, due to the different staff

mix required to support a lower acuity ED. Additionally, Modbury has the lowest

number of FTEs and reportedly a simpler rostering process.

Metro labs FY18 employment cost per Standard FTE ($’000)
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4. Performance review: Financial
Comparative laboratory analysis – regional labs

Similar levels of varied performance exist across regional labs. This is part reflects the staffing profile of labs and their testing 
volumes
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Observations

● Due to the way revenue and costs are recorded from an accounting
perspective, there may be some revenue and / or costs which are not
allocated to the correct regional lab.

● Six of the 11 regional labs have positive cost recovery (prior to any
indirect or overhead allocations). Typically the labs with positive net
cost recovery processed greater than 25,000 tests per FTE in FY18.

● The regional labs with negative cost recovery completed fewer tests per
FTE. This includes Mt Gambier, Pt August and Pt Pirie, each of which
completed less than 21k tests per FTE in FY18.

● One exception is Whyalla which generated positive cost recovery
despite a low processing rate of 19k tests per FTE. This result was
driven by Whyalla’s low average staff cost of $83k per FTE, reflecting
its atypical staffing mix. Whyalla has proportionately fewer Medical
Scientist and Technical Officers and proportionately more
administrative and operational roles than other regional labs.

● Wallaroo’s higher employee cost per FTE may be driven by the higher
proportion of medical scientists that make up its FTEs. This higher
employee cost is the cause of Wallaroo not generating a positive cost
recovery despite its relatively low FTE numbers and high (adjusted (a))
number of tests per FTE.

FY 18 Employment cost per FTE ($’000)

FY17 adjusted (a) # of tests per FTE (‘000)

Regional labs FY18 cost recovery ($m)

Source: SA Pathology General Ledger (PATH01) - Operating expenditure and revenue; 

Notes: (a)The adjusted cost per test is calculated by removing from the cost base the cost of the FTEs that (based on the staff survey) are supporting other Directorates or are undertaking research or training. Additionally 

other cost exclusions were provided by the business managers
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PwC’s financial analysis has been limited by available data and information. Wider analysis would support a more complete 
review of performance and include broader data sets

4. Performance review: Financial
Further analysis which cannot be undertaken due to unavailable data

Analysis area Limitations in data Impact on current review
Impact on SA Pathology’s ability to 
manage performance

1. Funding
arrangements, cost
allocations, and
revenue attribution
rules.

• Insufficient clarity on specific activities funded by
the $65m appropriation (top-up) funding in FY18.

• Block funding for non-diagnostic activities is not
closely tied to specific activities within
Directorates.

• Revenue is not closely tied to activities and
customer groups, making revenue attribution
difficult and inaccurate.

• Some allocations of indirect costs between
Directorates and of overhead costs to Directorates
are obscure and inconsistent.

• Ongoing uncertainty regarding
aggregate revenue and its attribution to
activities and customer groups.

• Unable to reliably quantify:

• Profitability of customer groups.

• Any cross-subsidies across LHNs

• Extent to which pricing reflects
efficient costs.

• Correct funding for TTR, public
health.

• Significant effort required to generate
an agreed financial baseline.

• Constrains Government’s and LHNs’
ability to assess SA Pathology’s value for
money.

• Restricts Executives and senior
managers’ ability to govern and manage
SA Pathology.

• Restricts accountability for efficiency
and productivity within Directorates.

2. Analysis of costs,
revenues and TATs
per test group per
location.

• Available SA Pathology data are not sufficiently
granular to measure volume, cost, revenue and
TATs per test group and per location.

• This is further distorted by some accounting
allocations, such as all AP pathologists being
allocated to Frome Road alone.

• Finally, available cost and revenue data are not
sufficiently timely, reducing its usefulness for
managers making business decisions.

• Analysis limited to Directorate level – so
unable to assess performance of specific
test groups/sites/assets.

• Insufficient information to recommend
optimisation of services.

• Insufficient information to benchmark
specific test groups (should suitable
benchmarks be available).

Limits managers’ ability to use data to:

• Manage the business more efficiently

• Optimise service offerings.

• Reliably meet service level.

• Gauge the impact of reforms to change
service ranges, service levels or to move
to more cost-reflective pricing.

3. Benchmarking
cost, revenue and
productivity with
other public and
private providers.

• Benchmarking limited to publicly available IHPA
data only, with little information available at
Directorate level or for test groups.

• There is limited information on what is contained
or excluded in the publicly available IHPA data
which reduces its usefulness.

• Efficiency opportunities identified
without the benefit of benchmarking.

• Unable to test, confirm or dispute prior
public information on performance.

• Unable to benchmark at Directorate or
test group level.

• Limits managers’ ability to use
performance comparisons to drive
accountability and improvement.

• Limit’s managers’ ability to learn from
others’ better performance.
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PwC’s financial analysis has been limited by available data and information. Wider analysis would support a more complete 
review of performance and include broader data sets

4. Performance review: Financial
Further analysis which cannot be undertaken due to unavailable data

Analysis area Limitations in data Impact on current review
Impact on SA Pathology’s ability to 
manage performance

4. Detailed analysis
of tests referred by
private providers.

• The activity data maintained by SA Pathology can
not readily link specific test volumes to their
associated revenues and costs.

• Manual review required to develop a
rough estimate of unbilled revenue.

• Limited ability to accurately assess
profitability of private referrals.

• Unable to identify unprofitable tests.

• Limits ability to correctly bill.

• Ongoing risk of private organisations
‘cherry picking’ profitable tests and
‘cost-shifting’ unprofitable tests to SA
Pathology.

5. FY18 volume
analysis
comparative to
prior years.

• From FY17 to FY18, SA Pathology transitioned
from ULTRA to Millennium. The two systems
count tests differently making comparisons to
prior years less meaningful.

• Activity analysis considered FY14 - FY17 only.

• Lessened value of time series data to
assess performance.

• No analysis of FY18 productivity.

Undermines use of FY14-17 activity data to:

• Evaluate FY18 and FY19 performance.

• Inform projections for FY20 and
beyond.

6. Analysis of
teaching, training
and research time.

• Robust data are not recorded on staff time spent
and other resources expended on teaching,
training and research activities.

• Available data are from a self-reported employee
survey, which the finance team believes.
significantly understates the true amount of time
spend on teaching, training and research.

• Unable to accurately quantify and assess
efficiency and appropriateness of
teaching, training and research.

• Obscured true time expended on
diagnostic testing vs TTR therefore
obscured efficiency and productivity.

• Difficult to efficiently manage spend on
teaching, training and research.

• Undermines reliability of FTE numbers
used to assess cost/productivity.

• May conflate inefficient time with
teaching, training and research.

7. Analysis of
testing for and
support to public
health.

• Diagnostic testing to support public health
monitoring is not separately identified from
services to LHNs or other customers.

• Limited information on public health functions

• Limited transparency on how appropriations relate
to specific public health functions and whether
these are adequate or insufficient.

• Unable to robustly assess adequacy of
funding for public health support and
extent of any cross-subsidies.

• Unable to recommend specific funding
required for public health support.

• Reduces accountability and ability to
manage these public health functions
for value.

• Incorrect cost allocations or revenue
attributions obscure underlying
performance.

8. Better analysis of
the central
overheads.

• Unlike Directorates, there is no Business Manager
who is responsible for central overhead costs.

• Allocation of central overhead costs is opaque and
confusing to LHNs .

• Required a process to interrogate
overheads and allocations between
services and customer groups.

• Large indirect and central overhead
costs mean cost allocation rule crucial.

• Creates opportunities for inefficiency.

• Reduces confidence in financial
information.
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4. Performance review: Customer
LHN perspectives

LHNs value SA Pathology’s advanced diagnostic capabilities but are dissatisfied with customer service and client 
management. Against a context of a need to drive improved performance and sustainability, they are increasingly seeking a 
closer and more formal working partnership with greater transparency on costs and pricing

LHNs value SA Pathology’s advanced diagnostic capabilities but want a more customer-focused, responsive service and a closer clinical partnership.

• LHNs’ clinical staff value SA Pathology advanced diagnostic capabilities, recognising their state of the art equipment and highly skilled staff. This is seen as
being central to high quality reports and clinical performance, participation in multi-disciplinary meetings and improved patient outcomes. Particularly where
pathology plays a critical role in patient flow and treatment.

• Feedback identifies a number of areas where LHNs are seeking improvements from SA Pathology to enable a more customer-focussed and responsive service.
Historic performance issues including those associated with EPLIS have eroded confidence and have strengthened an appetite for further control and clarity:

• A desire exists for better working relationships between pathologists and clinicians to enable collaboration on diagnosis and treatment. These would
traditionally be formalised in more detailed Service Level Agreements that can be used to hold both parties accountable and manage service delivery.

• Existing customer relationship management approaches are considered insufficient. LHNs highlighted both limited and reactive engagement by SA
Pathology, with a lack of formal arrangements to hold SA Pathology to account for performance. Feedback highlighted a perception of LHNs having to
invest time to ‘manage up’ to SA Pathology to resolve issues, rather than SA Pathology directly driving performance improvement.

• Operational performance information is seen as needing significant improvement to increase transparency which will in-turn support productivity,
efficiency and asset utilisation. Increased transparency is likely to also help improve staff confidence in the service.

A lack of clarity exists with regards to the price that LHNs are charged for the delivery of pathology services. Wider pressures on financial sustainability are 
encouraging greater understanding and transparency in this area, and a drive for improved value for money.

• LHNs are unclear on the price paid for pathology services as well as the costs experienced by SA Pathology in delivery. This is in part driven by a lack of
understanding by SA Pathology with regards to test costs. SA Pathology’s current pricing approach for LHNs charges 85% of the rate for the equivalent MBS
item. This is commonly misunderstood by LHNs, who have previously believed that they are charged 126% of the MBS. This confusion originates from
previous calculations made with regards to SA Pathology’s costs of delivery. This has created further uncertainty around performance and value for money.
PwC have not reviewed or verified the calculations associated with MBS.

• The total value of funding provided to SA Pathology is unclear to LHNs due to a lack of clarity relating to funding transfers and billing. In addition, it is also
unclear whether SA Pathology billing includes overhead costs and charges associated with activities completed by Statewide Clinical Support Services.

• LHNs do not feel that SA Pathology has been effective in realising the potential benefits of a statewide service, and are looking for much greater operational
efficiency and value-add support to clinical services. SA Pathology is also perceived to have poor practices with regards to the billing of private insurance funds
for services to private patients in public hospitals, foregoing LHNs additional revenue.

• LHNs have articulated a strong appetite for more frequent and detailed information on pricing and billing to enable a better understanding and reconciliation
of costs and overheads. This will be used to help better manage operational performance and inform value for money and performance assessments.
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4. Performance review: Customer
LHN perspectives

LHNs appear to be increasingly open to exploring options around choice of pathology provider. Implementation risks and 
preparation required to support choice were recognised as being significant, whilst consideration of the impact on SA 
Pathology as a business was also identified

Given this performance context, LHNs are increasingly open to the potential of exercising choice of provider. Confidence in the ability for SA Pathology to make 
significant service improvements is variable and alternative providers are seen as potentially providing both efficiency and improved service. LHN financial 
pressures are creating an additional incentive to consider alternative delivery arrangements. 

• As part of considering how best to respond to challenging financial pressures, LHNs are increasingly reviewing clinical support services including pathology to
demonstrate value for money and support operational savings. The historic performance of SA Pathology and an erosion of confidence in it has encouraged
consideration in this area.

• Desirable attributes of a potential new provider would be improved reliability and timeliness in acute settings where pathology advice plays a key role in
supporting clinical performance and length of stay, as well as better value for money with regards to non-urgent testing. Feedback identified limited concerns
in relation to the location of alternative providers, so long as such a provider possesses the appropriate operational capacity to meet KPIs.

LHNs were concerned to ensure that risks associated with affecting choice would be closely managed. These included ensuring common laboratory information 
systems were maintained, open access to data and consistent testing protocols. Currently these ‘network’ elements are centrally managed by SA Pathology and so 
consistency is maintained. SA Pathology has standardised testing protocols within each Directorate, and implemented a common laboratory information system 
(EPLIS) which is linked to LHNs’ patient management system (ePAS and OACIS), albeit with some legacy implementation issues which are the subject of ongoing 
remediation efforts. 

If different LHNs were to opt to engage different pathology providers, these ‘network’ benefits may be eroded unless appropriate standards were put in place to 
require their maintenance. 

Equally, LHNs were cognisant that greater choice of providers would lead to a loss of scale by SA Pathology which may impact its ability to deliver wider services 
and support long-term sustainability. 
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4. Performance review: Customer
Private practitioners’ (community referrers) perspectives

Doctors and specialist in private practice who refer patients to SA Pathology highly value the service breadth, accessibility 
and diagnostic support. This group reflected similar concerns regarding customer management as well as SA Pathology’s 
long-term ability to offer the full breadth of services

Community referrers (CRs) identified a range of positive performance characteristics within SA Pathology that collectively strengthen their ability to offer efficient 
and effective clinical care. CRs were keen to highlight that many of these factors were not available from other providers to the same extent. Factors included:

• The breadth of services offered and ‘24/7’  access across geographies. Regional CRs highly valued availability in poorly serviced areas where they sought long-
term partners who could contribute to the regional community and support local employment.

• The extent of integration with public hospitals and linkage to leading specialists which enables improved continuity of care.

• Specific specialist skills including their ability to collect and manage samples from children and other patients with specialist phlebotomy needs.

• SA Pathology’s existing bulk-billing pricing models. This was particularly important to regional CRs who remained loyal to SA Pathology despite private
providers offering them higher rents for collection centres. This was largely driven by their belief in the value of maintaining a bulk billed, high quality public
pathology service in regional areas.

Feedback also highlight similar concerns to those raised by LHNs, with a number of issues raised in connection to EPLIS and an appetite to improve customer 
management. 

• EPLIS was highlighted as causing significant disruption to service delivery, particularly in relation to reporting problems and longer turnaround times. Whilst
feedback noted that the most significant problems had been resolved, these had created a number of associated clinical risks.

• A number of EPLIS associated issues remain, including poor turnaround times for non-urgent tests in regional areas which are considered worse than levels
prior to EPLIS. In addition, some results continue to be delivered to the wrong location in circumstances where doctors operate across multiple sites.

• SA Pathology is perceived to have a lower focus on customer experience than its competitors, and the reporting problems with EPLIS were considered as a step-
change deterioration in quality. CRs are keen to see investment in user-friendly reporting, improved test Turn Around Times “TATs” and a move towards a
more customer service focused culture. This may include better customer service at call centres and collection centres, investment in technology to better track
and present results and better mechanisms for customers to easily provide feedback.

• Feedback also highlighted that some regional collection centres experience long wait times at key periods which can cause issues.

Within the context of contestability, CRs highlighted concerns that it may enable incoming providers to cherry pick services and undermine SA Pathology’s ability 
to service regional areas. This was driven by the belief that SA Pathology’s financial sustainability and capability could be eroded by a loss of market share. Broader 
concerns were also raised with regards to the impact on regional services and consequential impacts to local employment.

Competitiveness of SA Pathology in a contestable market - final report  38



4. Performance review: Operational
Strategy and business management

SA Pathology currently operates without a range of business and management fundamentals to help guide performance. Their 
absence restricts the ability to consistently and uniformly move SA Pathology towards a clear direction or agreed outcomes

Competitiveness of SA Pathology in a contestable market - final report 39

SA Pathology lacks a number of key structures and documentation that would support improved organisational clarity and enable tighter performance management. 
The absence of these materials is of concern given the scale and importance of the business, together with its historic financial performance and the to need drive 
improvements across all aspects of the business. 

• Strategic Plan: SA Pathology currently operates in the absence of an agreed and documented strategic plan that summarises its vision and long-term trajectory. It
is recognised that a context of frequent change has created a challenging foundation within which to consider this. There is no clear and accessible shared
direction of progression for the business that describes how it will evolve and respond to changes in demand, technology and industry pressures. This restricts SA
Pathology’s ability to make considered and aligned long-term business or investment decisions.

• Annual business plan: Similarly to the Strategic Plan, SA Pathology does not have an articulated plan of activities or objectives to be completed for the year ahead.
As such, executives and staff do not have a coordinated, shared and visible set of priorities that are communicated to wider stakeholders including staff. This
restricts the business’ ability to make appropriate tactical and timely decisions or investments. It is noted that some business Directorates have Directorate level
planning documents.

• Annual planning cycle: Directorate budgets are largely determined based on the existing prior year budget with minor amendments made by SA Health to ensure
compliance with Treasury parameters. Budget files are reviewed by SCSS Finance team who consult with Directorate Managers before submitting to SA Health.
The Health Performance Agreement outlines the available budget each year and SA Pathology is required to balance to this amount with limited ability to
challenge once finalised. However, there is not a robust internal process to challenge budgets against funding constraints and organisational priorities and
important dialogue, debate and challenge around operational and strategic priorities with key decision internal makers is ad hoc and inconsistent.

• Efficiency planning: It is commonplace for organisations that are required to make significant savings to have a detailed efficiency plan that articulates how these
savings will be made. Separate to an annual or strategic plan, this document focuses solely on the process to achieve the desired savings within an agreed timeline.
Whilst some initial documentation exists articulating current efficiency initiatives, this has been recently assembled (2019) and is of lighter detail comparative to
an efficiency plan. Furthermore, development of implementation planning to support the prior Efficiency Improvement Program was not completed.

• Workforce alignment: SA Pathology does not operate a staff performance management system, with staff performance being managed informally. Performance
and development goals are not set, which makes it harder for team members to understand how their efforts align to organisational priorities. This also makes the
identification and management of performance issues and provision of meaningful feedback to resolve issues more challenging.

• Commercial development: There is a lack of capability development support available to Directorate Managers and Business Managers to ensure that they have
the commercial acumen required to manage their Directorates. Consequentially, commercial awareness varies across Directorate leaders depending on their prior
experience and training, and opportunities exist to better support them to drive improved commercial performance.

In addition to constraining organisational performance, these factors have also contributed to variable workforce morale. Whilst our analysis did not involve cultural 
or staff assessments, engagement across the business indicated a growing frustration with SA Pathology’s inability to more robustly manage organisational 
performance. In many cases, staff appeared to resent the ask for them to find efficiencies due to perceived poor management practices outside of their control.

Successfully implementing the improvement opportunities will require comprehensive reforms across SA Pathology’s entire operations. Stronger business and 
management fundamentals are essential to guide and support the organisation as it engages staff, customers and stakeholders in delivering those reforms.



4. Performance review: Operational
Strategy and business management

A number of factors are influencing the delivery models of public and private pathology businesses across Australia. The 
absence of robust strategic and business management processes will leave SA Pathology more exposed to the potential impact 
of these pressures and less able to flexibly respond to them. This may create longer-term sustainability issues
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Area Overview Delivery model impact

Demand increases • Historic increases in service demand are likely to continue due to increased chronic
disease in an ageing population, increased routine testing and community
expectations of closer involvement in health management.

• Pressure to meet increased demand without
significant costs rises. Greater level of need to
support complex cases as a public provider.

Raised customer 
expectations

• Increasing customer expectations relating to convenient access to collection centres,
user-friendly and technology-enabled access to results and no out-of-pocket
expenses for testing services.

• Online services and apps for clients to order
tests and review results.

• Laboratory Information Systems enabling
seamless integration with other health systems.

Genomics and 
molecular pathology

• Technology and the development of genomic testing is enabling improved testing
techniques which support more personalised and preventative care.

• Genomic and molecular pathology requires
extensive investment and specialised staff.

• Genomic tests are complex and are currently not
suited to automation.

Automation • Automation, such as robotics and advanced testing software holds significant
implications for the sector, particularly regarding consolidation and efficiency.

• Constraints to automation for public providers includes the complexity of some tests
which are carried out almost exclusively by the public system.

• Significant capital investment required to
develop automated capabilities.

• Automated laboratories require greater floor
space and a change in workforce composition.

Point of Care testing • POCT uses analytical devices to provide quality pathology services close to patients
rather than in a laboratory environment.

• Creates new requirements to remotely manage
clinical risk at point of care.

• POCT technologies are expensive.

SA Health reforms and 
priorities

• SA Health and LHNs are seeking to deliver significant savings targets whilst also
devolving greater autonomy and accountability to LHN Boards to provide strong
corporate oversight.

• Increased pressure to invest in innovation in
diagnostic techniques, improve processes and
create more responsive customer service.

• Increased need to demonstrate value for money.

Small SA market. High 
proportion of regional
and remote sites

• The total SA pathology market is comparatively smaller and more stable than other
states, including  population groups in Adelaide and regional and remote areas.

• Economies of scale are challenging given scale.

• Geography challenges efficient operation.

SA community 
expectations of pricing 
and access to services

• SA Pathology has a much higher share of the private pathology market than
equivalent bodies in other states and maintains a strong commitment to bulk billing.

• Customer expectations regarding access may
challenge efficiency initiatives and pricing
changes.



4. Performance review: Operational
Activities affecting operational performance

Competitiveness of SA Pathology in a contestable market - final report 41

SA Pathology’s operational delivery has been affected by a range of factors in recent years. In some cases, factors have created
ongoing operational challenges for the business

Factor Overview and impact

Management and 
senior staff time 
commitment to 
external reviews

• SA Pathology has been externally reviewed multiple times since its creation in 2008.

• The prior Efficiency Improvement Program involved ongoing external review from 2014 to 2017 when the program was suspended.

• These external reviews required significant management and staff time to support data collection, analysis and implementation of

recommendations.

Opening of the new 
RAH in FY18

• SA Pathology had to fit out a new laboratory including significant new automation equipment and standardisation of processes.

• New equipment had to undertake test runs to ensure accuracy and efficiency of results.

• Numerous tests were replicated at the new RAH from Frome Road during the laboratory’s set up phase.

Lack of suitable space / 
location 

• No single SA Pathology site has sufficient space to consolidate its entire non-urgent testing operations.

• Some laboratories at hospital sites reportedly have insufficient space to efficiently complete their current testing workload.

• For example at the new RAH laboratory space is reportedly less than adequate, with a set up which requires extra work for transport of

samples, and not enough space dedicated to laboratory testing.

Implementation 
challenges with the 
EPLIS laboratory 
information system

• Cerner’s Millennium ‘Enterprise Pathology Laboratory Information System’ (EPLIS) was implemented to replace SA Pathology’s aging

ULTRA laboratory system which was to cease being supported by its vendor.

• EPLIS now coordinates all aspects of laboratory processes including sample registration, front end processing, quality control, results

verification and validation, reporting and billing.

• Implementation challenges and ongoing operational challenges have impacted result turnaround times, clinical quality, customer

service, and created follow-on impacts on billing. Activities to rectify EPLIS continue to be undertaken.

Billing problems with 
the PBRC billing system

• The introduction of PBRC (a new billing system) in FY17 (a year prior to EPLIS) started a range of difficulties with the billing system,

resulting with numerous failed transactions and revenue that has not been captured.

• This was further exacerbated in FY18 with EPLIS and poor communication between the two systems.

Brennan review

• In 2012, an independent review was conducted of the clinical governance arrangements in place for SA Pathology staff accredited to

provide both pathology and clinical services to LHNs.

• The review recommended that SA Pathology continue to employ these dual-qualified staff, a rigorous accountability framework for their

clinical governance be established and that formal SLAs be created for the clinical support services they provide to LHNs.

• Since then some dual-qualified staff have been reassigned to LHNs, while others have remained with SA Pathology.

Epidemics
• SA Pathology is closely involved in providing rapid testing support and advice to SA Health as it responds to influenza epidemics, food

contaminations and potential biohazards such as unidentified powders, materials or diseases.



4. Performance review: Operational
EPLIS
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The Enterprise Pathology Laboratory Information System (EPLIS) is an end-to-end process coordination system which has 
experienced operational issues since implementation, impacting result turnaround times, clinical quality, customer service, 
and creating follow-on impacts on billing. Activities to rectify EPLIS continue to be undertaken

Pathology practices use complex IT systems to coordinate all aspects of laboratory processes from sample registration and front end processing to results verification, 
reporting and billing. In 2014, SA Pathology selected a commercial off-the-shelf product from the Cerner Corporation to standardise its laboratory management. The 
objective of this investment was to connect all SA Pathology laboratories across metropolitan and regional SA and allow electronic test ordering and viewing of results 
through interfacing with SA Health’s Enterprise Patient Administration System (EPAS). The RFP and negotiations started in 2012 and the system was delivered in 
FY18 with an initial development cost of $34.5m. 

During EPLIS’ implementation, SA Pathology and LHNs noted deterioration in result turnaround times and escalated concerns via local governance and clinical 
relationships. By May 2018, turnaround times for results had deteriorated to the point that there were major patient safety concerns. In response, the Minister for 
Health and Wellbeing formed a Task Force to investigate and remediate performance. Key issues caused through the implementation of EPLIS were:

• Data entry requirements were more complicated than expected, necessitating additional staffing support to perform data entry activities.

• Reduced ability to track where, or if, specimens were in the system due to poor interface with other systems such as EPAS.

• Delayed receipt of results, including extended time between collection and results availability, and instances of results not being provided.

• Provision of lower quality results in terms of their format, readability and reference ranges, as well as increases in errors.

• Reduced ability to perform some operations in a remote distributed manner.

The collective impact of theses issues has led to a number of factors which have negatively impacted wider organisational performance:

• Operational inefficiency such as the repeat collection of samples / specimens.

• Clinical performance issues where planned treatments have been delayed due to a lack of timely receipt of pathology results.

• Significant levels of dissatisfaction from customers, including additional concerns regarding issues management, communication and resolution. This has led to a
loss of market share to the private sector.

• A decline in financial performance as a result of associated billing accuracy and processing issues, and additional expenditure associated with EPLIS rectification.
An estimated $9.9m of unbilled revenue (total across three financial years) has been identified and broader cost estimations to fix EPLIS are to be finalised.

10/2012
Issued RFP to select vendor for new 
laboratory information system

09/2014
Minister approved 
agreement with Cerner

09/2017 – 12/2017
Rollout of EPLIS with 11 Go- Lives

02/2018-04/2018
Accelerated rollout of EPLIS with 
35 Go-Lives(a)

12/2019 est.
EPLIS data entry to be 
resolved

08/2018
EPLIS optimisation 
project commenced post 
a Ministerial taskforce

12/2019 est.
EPLIS automation and 
billing to be resolved

12/2018
EPLIS reporting issue 
resolved

02/2017
Checkley Go-Live 
Readiness Assessment

03/2017
Pilot with WCH 
automated transfusion

09/2017
New RAH 
opens

06/2018
Checkley Lean 
review



Case study – Pathology Queensland

● Demand management is being pursued by public pathology providers globally.

● Pathology Queensland (PQ) has been pursuing a demand management strategy
and their pathology cost as a share of total ED costs per separation are now
4.4%, one of the lowest in Australia.

● PQ collaborates with clinicians in public hospitals to reduce demand for
pathology testing through identifying optimal groups of tests for different
clinical contexts, and through the elimination of unnecessary or duplicated
testing. A decision support tool for ordering is also being implemented.

Demand management practices in place in Pathology Queensland

● ‘Retest’ rules have been built into the PQ LIS to alert laboratory staff when a
test is being repeated on a patient within a customised time window.

● Detailed pathology activity is provided to clinicians through an online portal.

● Test choice for clinicians is limited by imposing diagnostic pathways which
limit the type and frequency of pathology investigations.

● Targeted education campaigns are run to better inform the clinicians, units or
facilities pathology ordering decisions.

● Utilisation of decision support tools will be implemented to enable pathology
ordering of clinically appropriate testing, aligned to international evidence
based practice.

4. Performance review: Operational
Demand management
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SA Pathology demand management overview

● Demand management is supporting clinicians to order appropriate sets
of diagnostic tests through improved clinician education, improved
understanding of the test suite available and decision support tools. It is
a means to ensure the right tests are ordered at the right time.

● Studies show that anywhere from 5 - 25% of pathology requests
generated by clinicians are ‘inappropriate’ in that the results have
no impact on patient care.(a)(b)

● Further studies indicate that intervention reduces inappropriate
testing by up to one-third.(c)

● Demand management reduces the volume of testing for SA Pathology,
but can improve patient outcomes (by for example improving turnaround
times on the remaining tests) and reduce the cost to the system overall.

● SA Pathology maintains records of tests requested by each hospital.
Consultations are held with hospitals or clinicians (on an ad-hoc basis
where necessary) to limit over-ordering.

NSW WAVic

5.7% national weighted
average: 6.3%

NTSA

9.8%

6.9%

3.0%

ACT

8.5%

QLD

4.4%

6.0%

Public pathology cost as a % of total ED cost per separation
FY16 (Round 20), NHCDC

Source: The National Hospital Cost Data Collection (NHCDC), Round 20 (FY16)

Notes: (a) Spelman D; Inappropriate pathology ordering and pathology stewardship; Med J Aust 2015; 202 (1): 13-15. (b) Zhi M Ding EL Theisen-Toupal Jet al. The landscape of inappropriate laboratory testing: a 15-year 

meta-analysis; PLoS One . 2013;8; (c) The Australian National University, Medical Assessment and Planning Unit, The Canberra Hospital; optimising pathology blood test ordering in the hospital setting

SA Pathology advises clinicians on how to select the appropriate diagnostic tests and reports demand data to LHNs to help 
them contain costs. Potential exists to increase the focus on demand management, but this is also limited by the level of 
available financial and operational data
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4. Improvement opportunities
Overview

Opportunities to generate efficiencies and increase revenue have been identified in consultation with SA Pathology. 
Achievement of benefits will require comprehensive reform of SA Pathology’s operating model and business management 
practices, with associated one-off implementation costs

Improvement opportunity overview

● PwC worked closely with SA Pathology to identify a range of potential
improvements. This involved development of a financial baseline, over 100
interviews and workshops with staff.

● An initial list of opportunities was reviewed with SA Pathology with
challenge from PwC and Subject Matter Experts and subsequently prioritised
and refined. Prioritised opportunities relate to three areas:

● Cost: 15 Opportunities to optimise the existing cost structure to remove
inefficiencies and improve operations.

● Revenue: Nine opportunities to increase revenue through new revenue
streams, increasing market share or improving pricing.

● Business Management: Four opportunities to improve business
practices and support ongoing sustainability.

● Further cost opportunities may be generated once SA Pathology has a better
understanding of financial and operational performance.

● Analysis indicates that revenue and cost improvement opportunities may
potentially deliver $69.2m in benefits for SA Pathology when fully
implemented. Further benefits are likely to be achieved from implementation
of business management initiatives, however accurate quantification of these
is not possible.

● Successfully delivering these benefits will require enabling investment and
management of associated risks and complexities. Indicative implementation
costs have been estimated (subject to detailed business case costings):

● $14.7m one off costs (excluding funding already committed or things to
be funded internally).

● $2.0-3.0m in change management costs.

● TVSPs cost may also be required.

● Nine of the improvement opportunities are ranked as having a HIGH
implementation risk due to potential issues with IR, stakeholder concerns or
current implementation capability. Twelve opportunities are ranked as
having a LOW implementation ease, indicating they are complex to
implement.

Potential benefits ($m)

Gross Benefits realisation timeline ($m)

Budget Impact of benefits ($m)

Implementation costs ($m)

Net benefits impact on the budget, after implementation costs ($m)

Potential benefit range Mid point 

Revenue initiatives 27.4-32.4 29.9 

Cost initiatives 34.5-44.1 39.3

Business management initiatives n/a n/a

Total 61.9 – 76.5 69.2

FY19 FY20 FY21 FY22

Revenue initiatives 6.0-6.0 18.1-18.5 21.5-23.3 27.4-32.4

Cost initiatives 0.5-0.6 9.9-13.4 22.3-28.8 34.5-44.1

Total gross benefits 6.5-6.6 28.0-31.9 43.8-52.1 61.9-76.5

FY19 FY20 FY21 FY22

Revenue initiatives 0.0-0.0 0.2-0.3 0.5-1.0 2.1-4.9

Cost initiatives 0.0-0.0 5.6-8.5 14.8-20.2 27.0-35.5

Total budget impact 0.0-0.0 5.8-8.8 15.3-21.2 29.1-40.4

Assumed already in the budget 6.5-6.6 8.3-8.4 9.5-9.6 9.5-9.6

Internal revenue/cost transfer 0.0-0.0 13.9-14.7 19.0-21.3 23.3-26.5

Business Management initiatives Revenue initiatives Cost initiatives Total

6.7 2.0 6.0 14.7

FY19 FY20 FY21 FY22

Total gross benefits 6.6 29.9 48.0 69.2

- Assumed already in the budget 6.6 8.4 9.6 9.6

- Internal revenue/cost transfer 0.0 14.3 20.2 24.9

Total budget impact 0.0 7.3 18.3 34.8

- Implementation costs 2.7 5.0 7.0 0.0

Net budget benefit -2.7 2.3 11.3 34.8



Competitiveness of SA Pathology in a contestable market - final report  46

5. Improvement opportunities
Overview

Cost opportunities relate to four key areas of focus: operational consolidation, staff mix adjustments, improvements in 
procurement and broader efficiencies across the business. Potential exists to realise gross benefits of $34.5 - 44.1m by FY22

SA Pathology’s financial year end for FY19 is 30 June 2019, thus leaving only limited time for opportunity implementation. As the majority of the operating costs for 
FY19 have already been incurred and revenue improvement opportunities require time to mature, only limited amounts of benefits can be realised within FY19.

Cost improvement opportunities gross benefit realisation

FY19 FY20 FY21 FY22

C1: ‘Hub and Spoke’ model - consolidation of all non-urgent testing to one location 0.0-0.0 0.5-1.1 1.6-3.2 2.4-4.7

C2: Collection centre footprint review and profitability improvement strategy 0.0-0.0 0.5-0.6 1.1-1.3 1.4-1.7

C3: Realign the staffing mix in the collection centres 0.0-0.0 0.4-0.5 0.8-0.9 0.8-0.9

C4: Realise lab staffing efficiencies 0.0-0.0 1.4-1.4 2.7-2.7 5.5-5.5

C5: Renegotiate agreements with 3rd party suppliers 0.0-0.0 0.6-1.3 1.1-2.2 1.1-2.2

C6: Remove inefficiencies caused by EPLIS – assumed already in the budget 0.5-0.6 2.3-2.4 3.5-3.6 3.5-3.6

C7: Invest in digital Pathology and digital communication 0.0-0.0 0.0-0.0 0.5-1.5 5.0-7.5

C8: Rationalise and improve management of research activities and research support 0.0-0.0 0.9-0.9 1.1-1.1 1.1-1.2

C9: Reduce operational inefficiencies across all Directorates 0.0-0.0 0.7-1.4 0.7-1.4 1.1-2.1

C10: Improve couriers efficiency 0.0-0.0 0.3-0.5 0.3-0.5 0.3-0.6

C11: Manage overheads and non-diagnostic costs 0.0-0.0 0.3-0.8 1.5-1.9 1.5-1.9

C12: Stop unprofitable tests that are private referred and/or community work n/a n/a n/a n/a

C13: Transfer of business to appropriate agency - internal revenue/cost transfer 0.0-0.0 2.0-2.5 4.0-5.0 4.0-5.0

C14: Commission testing activities from alternative providers where appropriate 0.0-0.0 0.0-0.0 0.7-0.8 1.4-1.8

C15: Commission GMP services from an alternative provider 0.0-0.0 0.0-0.0 2.7-2.7 5.4-5.4

Total 0.5-0.6 9.9-13.4 22.3-28.8 34.5-44.1
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5. Improvement opportunities
Overview

Revenue opportunities relate to remediation of billing issues, movement to cost-reflective pricing, new revenue growth and 
collection of revenue for performed work. Potential exists to realise gross benefits of $27.4 – 32.4m by FY22. Additional 
opportunities were identified relating to improved business management

SA Pathology’s financial year end for FY19 is 30 June 2019, thus leaving only limited time for opportunity implementation. As the majority of the operating costs for 
FY19 have already been incurred and revenue improvement opportunities require time to mature, only limited amounts of benefits can be realised within FY19. The 
quantification of financial benefits for business management opportunities is not possible, however these initiatives will support SA Pathology’s long-term 
sustainability.

Revenue generation and Business Management opportunities gross benefit realisation

FY19 FY20 FY21 FY22

R1: Resolve issues with billing backlog and PBRC – assumed already in the budget 6.0-6.0 6.0-6.0 6.0-6.0 6.0-6.0

R4: Update pricing to be cost-reflective of effort for testing activities – internal revenue 
/ cost transfer

0.0-0.0 0.0-0.0 1.9-2.5 6.2-7.7

R5: Review commercial arrangements for university teaching and registrar training –
internal revenue / cost transfer

0.0-0.0 1.3-1.6 2.5-3.2 2.5-3.2

R6a: Increase private sector market share and revenue 0.0-0.0 0.1-0.2 0.3-0.6 0.6-1.1

R6b: Expand network of profitable collection centres 0.0-0.0 0.1-0.1 0.1-0.2 0.3-0.3

R7: Expand test capability and target high demand emerging markets 0.0-0.0 0.0-0.0 0.0-0.0 1.0-3.0

R8: Expand commercial testing services and PoCT to new markets / customers 0.0-0.0 0.0-0.0 0.2-0.3 0.3-0.5

R9: Receive full funding for all public health work performed – internal cost transfer 0.0-0.0 7.5-7.5 7.5-7.5 7.5-7.5

R10: Receive full funding for all approved research undertaken – internal cost transfer 0.0-0.0 3.1-3.1 3.1-3.1 3.1-3.1

BM1: Improve customer experience n/a n/a n/a n/a

BM2: Implement a strategic and annual business planning regime n/a n/a n/a n/a

BM3: Invest in systems to support improved commercial and operational decision 
making

n/a n/a n/a n/a

BM4: Upskill financial and commercial capability n/a n/a n/a n/a

Total 6.0-6.0 18.1-18.5 21.5-23.3 27.4-32.4
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5. Improvement opportunities
Benefit impact

Cost savings / new revenues to the SA health system (against FY18 
actuals)

FY22 benefit 
($m)

C1: ‘Hub and Spoke’ model - consolidation of non-urgent testing to one space 2.4-4.7

C2: Collection centre footprint review and profitability improvement strategy 1.4-1.7

C3: Realign the staffing mix in the collection centres 0.8-0.9

C4: Realise lab staffing efficiencies 5.5-5.5

C5: Renegotiate agreements with 3rd party suppliers 1.1-2.2

C6: Remove inefficiencies caused by EPLIS - existing 3.5-3.6

C7: Invest in digital Pathology and digital communication 5.0-7.5

C8: Improve management of research activities & rationalise research support 1.1-1.2

C9: Reduce operational inefficiencies across all Directorates 1.1-2.1

C10: Improve couriers efficiency 0.3-0.6

C11: Manage overheads and non-diagnostic costs 1.5-1.9

C12: Stop unprofitable tests that are private referred and/or community work n/a

C14: Commission testing activities from alternative providers where 
appropriate

1.4-1.8

C15: Commission GMP services from an alternative provider 5.4-5.4

R1: Resolve issues with billing backlog and PBRC - existing 6.0-6.0

R6a: Increase private sector market share and revenue 0.6-1.1

R6b: Expand network of profitable collection centres 0.3-0.3

R7: Expand test capability and target high demand emerging markets 1.0-3.0

R8: Expand commercial testing services and PoCT to new markets/customers 0.3-0.5

Total excluding initiatives in the budget 29.1-40.4

Total including initiatives in the budget 38.6-50.0

• Benefit range of: $38.6-50.0m.
• Mid-point: $44.3m against FY18actuals.

• Benefit range of: 23.3-26.5m.
• Mid-point benefit: $24.9m.
• All benefits remain relevant for future

years budgets.

When fully implemented by FY22, the improvement opportunities have the potential to generate gross benefits of $44.3m 
compared to the FY18 actuals baseline (or $34.8m compared to the FY19 budget which was reduced by $9.6m in anticipation of 
two of the opportunities(a)). $24.9m of these gross benefits are internal transfers within SA Health

Notes: (a) Source: SA Pathology

Internal revenue / cost transfer
FY22 benefit 

($m)

C13: Transfer of business to appropriate agency 4.0-5.0

R4: Update pricing to be cost-reflective of effort 
for testing activities

6.2-7.7

R5: Review commercial arrangements for 
university teaching and registrar training

2.5-3.2

R9: Receive full funding for all public health 
work performed

7.5-7.5

R10: Receive full funding for all approved 
research undertaken

3.1-3.1

Total internal revenue / cost transfer 23.3-26.5

Total including initiatives in the budget and 
internal revenue / cost transfer

61.9-76.5

• Of which $9.5-9.6m are already in the FY19 budget.(a)

• So net benefits FY22 are $29.1-40.4m, midpoint: $34.8m.



Competitiveness of SA Pathology in a contestable market - final report 49

5. Improvement opportunities
Implementation costs

A provisional one off investment of $6.0m is required to realise $34.5-44.1m in cost improvement opportunities. TVSPs are not 
included in the implementation costs below, but would also be required

Cost improvement opportunities implementations costs(a) ($m):

Opportunity One off cost Notes

C1: ‘Hub and Spoke’ model - consolidation of all non-urgent testing to 
one location

2.5
$2.5m one off to fit out location, transport equipment over FY19 and 
FY20. Does not reflect cost of a modern lab space.

C2: Collection centre footprint review and profitability improvement 
strategy

0.4
$0.3m one off for moving equipment and make good on leases and $0.1m 
one off for marketing.

C3: Realign the staffing mix in the collection centres - Cost for new staff training absorbed by the business.

C4: Realise lab staffing efficiencies 1.3 $1.3m to training to ensure patient outcomes.

C5: Renegotiate agreements with 3rd party suppliers -
Cost to identify the agreements that are expiring and negotiate effectively 
absorbed by the business.

C6: Remove inefficiencies caused by EPLIS
Approved project budget is $5.0m of which $1.9m was received as 
additional budget in FY19 and $3.1m to be internally funded.

C7: Invest in digital Pathology and digital communication 1.3
$1.3m for technology deployment, does not include cost for creating a 
modern lab space

C8: Rationalise and improve management of research activities and 
research support

-
Cost for setting up a way to monitor and manage research and 
implementing it absorbed by the business.

C9: Reduce inefficiencies across all Directorates -

C10: Improve couriers efficiency 0.5
$0.4m to hire advisor to optimise couriers and purchase the relevant 
software and $0.1 to train FTE in the new systems.

C11: Manage overheads and non-diagnostic costs -
Cost to better manage the call centres and identify how to reduce staff 
cost absorbed by the business.

C12: Stop unprofitable tests that are private referred or community work - Not available.

C13: Transfer of business to appropriate agency -

C14: Commission testing activities from alternative providers where 
appropriate

-

C15: Commission GMP services from an alternative provider -

Total for cost opportunities 6.0 (Excluding $1.9m of EPLIS costs)

Notes: (a) The implementation costs are a high-level estimate and a detailed business case needs to be developed for each opportunity. The C1 implementation costs reflect a “lift and shift” to Frome Road and RAH and will not provide for the modern lab 

space required to achieve full savings in the areas of consolidation, workforce mix, multi-skilling.
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5. Improvement opportunities
Implementation costs

A provisional one off investment of $2.0m is required to realise $27.4-32.4m in revenue improvement opportunities. A 
provisional one off investment of $6.7m is required to support business management opportunities

Revenue and Business Management opportunities implementations costs ($m):

Opportunity One off cost Notes

R1: Resolve issues with billing backlog and PBRC
Cost for temporary FTE required for one year to help clear the billing 
backlog to be funded internally

R4: Update pricing to be cost-reflective of effort 0.4 Consultancy help with pricing models and systems transition plan

R5: Review teaching at universities and training of registrars No costs for implementation

R6a: Increase revenue through increasing market share in the 
private sector

0.3
Develop and execute strategy to increase market share in private sector 
includes advertising to GPs, surgeries, community etc

R6b: Expand network of profitable collection centres 0.5
Cost to identify the right locations for 5-6 new centres and fit them out. The 
cost of their FTEs is in their margin calculation

R7: Expanding test capability and targeting high demand 
emerging markets 

0.5
Undertake study to identify the right new tests to be offered and new 
markets to be entered. Running costs are in the margin

R8: Expand commercial testing services and PoCT to new 
markets / customers

0.3 Cost to expand the PoCT

R9: Ensure cost of public health work is recovered - No costs for implementation

Total for revenue opportunities 2.0

BM1: Improve customer experience 2.0
$2m for CRM system design and implementation and ongoing costs of 
$0.5m for the team managing customer relations

BM2: Develop Strategic and annual business planning regime 0.2 One off consultancy cost to assist with initial development

BM3: Improve systems to provide information to support 
decision making

4.5
$3.0-5.0m for system design and implementation and deployment and 
$0.5m for training on systems

BM4: Upskill the finance team / function - $0.5m for capability building program

Total business management 6.7

Total implementations cost 14.7
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5. Improvement opportunities
Risk summary

In implementing the improvement opportunities it will be important for SA Pathology to identify and manage the associated 
patient outcome and clinical risks. Provisional risks are identified below and more detailed analysis and mitigation 
approaches should be developed as part of implementation planning

Improvement 
opportunity

Risk 
rating

Key clinical and patient outcome risks Other

C1: ‘Hub and Spoke’ model -
consolidation of all non-
urgent testing to one 
location

High • Potential for disruption caused during the transition period.
• Needs clinical consultation to determine correct split of on/off-site testing.
• Continued quality will rely on facilities and fit-out of the new location.
• Potential for associated staff resistance and loss due to low support.
• Maintaining close clinical support, teaching quality, and research collaboration is

dependent on business systems to support remote access/communications.

• IR risk and LHN clinicians support.
• Broad organisational investment

required.
• Increased need for an effective and

efficient courier system.

C2: Collection centre 
footprint review and 
profitability improvement 
strategy

Medium • Transition risk for patients who will need to access new collection centres.
• Potential for associated staff resistance and loss due to low support. This would

impact the service delivery of the remaining collection centres.
• Risk of competitors not bulk billing.

• IR risk.
• Broader stakeholder support may be

limited.

C3: Realign the staffing mix 
in the collection centres

High • Need to ensure phlebotomists can manage clinical risks for highly specialised
sample taking, and retain nursing staff where warranted.

• IR risk.

C4: Realise lab staffing 
efficiencies

High • Will require capability development support to ensure quality levels are maintained.
• Potential for associated staff resistance.

• IR risk.

C5: Renegotiate agreements 
with 3rd party suppliers

Low • Some minimal potential for disruption during transition period. • Will require co-ordination across Gov.
• Resistance from existing suppliers.

C6: Remove inefficiencies 
caused by EPLIS

Medium • Prior implementation experience highlights the need for careful and thorough
implementation planning and support to mitigate the potential for any clinical or
patient outcome impacts.

• Needs careful implementation
planning to maintain system integrity
while making the required changes.

C7: Invest in digital 
Pathology and digital 
communication

High • Potential for disruption caused during the transition period.
• Will require capability development support to ensure quality levels are maintained.
• Risk of loss of clinical interaction if not implemented correctly.
• Potential for staff resistance, including to the required retraining of pathologists.

• IT system integration.
• IR risk.

C8: Rationalise and improve 
management of research 
activities and research 
support

Medium • Whilst SA Health will continue to benefit from targeted research in key areas,
broader activities supporting wider testing research will be reduced limiting
potential for testing innovations in these areas.

• Potential for associated staff resistance.

• IR risk.
• Broader stakeholder support may be

limited.

C9: Reduce inefficiencies 
across all Directorates

Medium • May involve changes to collection centres operating hours, impacting patients.
• Potential for associated staff resistance.

• IR risk.
• Broader stakeholder support may be

limited.
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5. Improvement opportunities
Risk summary

In implementing the improvement opportunities it will be important for SA Pathology to identify and manage the associated 
patient outcome and clinical risks. Provisional risks are identified below and more detailed analysis and mitigation 
approaches should be developed as part of implementation planning

Improvement 
opportunity

Risk 
rating

Key clinical and patient outcome risks Other

C10: Improve courier 
efficiency

Medium • Potential for disruption caused during the transition period. • N/A.

C11: Manage overheads 
and non-diagnostic costs

Low • Potential for disruption caused during the transition period. • Broader stakeholder support may be
limited.

C12: Stop unprofitable 
tests that are private 
referred and/or 
community work

Low • Need to maintain patients’ access to service, eg ensure patient gets referred on
• Private providers will need to seek alternative arrangements (or agree a new

commercial agreement). Potential for disruption whilst this is being agreed.
• Challenging to segregate testing for public and private patients in ambulatory sector

• Broader stakeholder support may be
limited.

C13: Transfer of business 
to appropriate agency

Low • Potential for disruption caused during the transition period.
• Potential for associated staff resistance.

• IR risk.

C14: Commission testing 
activities from alternative 
providers where 
appropriate

High • Potential for disruption caused during the transition to a new operating model.
• Some potential for clinical risks due to increased processing and turnaround time.
• Oversight will be required to ensure control over the analysis and reporting.
• SA researchers may find it more difficult to undertake research in that field.

• Will require establishment of a suitable
relationship with new providers.

• Broader stakeholder support may be
limited and IR risk.

C15: Commission GMP 
services from an 
alternative provider

High • Potential for disruption caused during the transition to a new operating model.
• Some potential for clinical risks due to increased processing and turnaround time.
• Oversight will be required to ensure control over the analysis and reporting.
• SA researchers may find it more difficult to undertake research in that field.

• Will require establishment of a suitable
relationship with new providers.

• Broader stakeholder support may be
limited and IR risk.

R1: Resolve issues with 
billing backlog and PBRC

Low • N/A. • Likely to be timely to resolve.

R4: Update pricing to be 
cost-reflective of effort

High • N/A.
• Broader stakeholder support may be

limited.

R5: Review teaching at 
universities and training 
of registrars

High • N/A.
• Broader stakeholder support may be

limited.

R6a: Increasing market 
share in the private 
sector

Low • N/A.
• Capacity restrictions.
• Unrealised financial investment if

revenues are not realised.
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5. Improvement opportunities
Risk summary

In implementing the improvement opportunities it will be important for SA Pathology to identify and manage the associated 
patient outcome and clinical risks. Provisional risks are identified below and more detailed analysis and mitigation 
approaches should be developed as part of implementation planning

Improvement 
opportunity

Risk 
rating

Key clinical and patient outcome risks Other

R6b: Expand network of 
profitable collection 
centres

Low • N/A.
• Capacity restrictions.
• Unrealised financial investment if

revenues are not realised.

R7: Expanding test 
capability and targeting 
high demand emerging 
markets 

Low • N/A.
• Capacity restrictions.
• Unrealised financial investment if

revenues are not realised.

R8: Expand commercial 
testing services and PoCT 
to new markets / 
customers

High

• Risk of clinical outcomes if PoCT is used to replace lab testing and results.
interpretation by pathologists – quality assurance.

• Risk of mis-diagnosis if PoCT is used to replace lab testing.
• Risk of loss of information as PoCT results are not integrated into the IT systems.

• Capacity restrictions.
• Unrealised financial investment if

revenues are not realised.

R9: Receive full funding 
for all public health work 
performed

Low • N/A.
• Appropriate funding to be provided by

the Government to LHNs to purchase
those services.

R10: Receive full funding 
for all approved research 
work performed

Low • N/A.
• Difficulty in measuring and monitoring

approved research.

BM1: Improve customer 
experience

Low • N/A. • Capability uplift required.

BM2: Develop Strategic 
and annual business 
planning regime

Low • N/A. • Capability uplift required.

BM3: Improve systems to 
provide information to 
support decision making

High • N/A. • IT implementation risk.
• Capability uplift required.

BM4: Upskill financial 
and commercial 
capability

High • N/A. • Capability uplift required.



Competitiveness of SA Pathology in a contestable market - final report  54

5. Improvement opportunities
Opportunity summary

In developing its implementation strategy, SA Pathology will consider the relative scale of benefits, implementation 
complexity and required investment. This will help to further prioritise opportunities

Mapping of improvement opportunities to identify ‘quick wins’ (top right)

0.0

Implementation ease
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Legend: Green denotes low risk, Orange medium and Red high risk

Methodology: The 24 prioritised opportunities have been evaluated for their investment benefits against the Implementation Ease. C12 and BM1 to BM4 were not charted as their benefits cannot be accurately estimated.

0.4

1.2

3.0

6.0

8.0

key Investment

• C1 ‘Hub and Spoke’ consolidation 2.5

• C2 Collection centres optimisation 0.4

• C3 Realign staff mix in collection centres 0.0

• C4 Realise lab staffing efficiencies 1.3

• C5 Renegotiate with 3rd party suppliers 0.0
• C6 Resolve EPLIS inefficiencies 0.0
• C7 Invest in digital Pathology 1.3

• C8 Rationalise research activities 0.o

• C9 Operational efficiencies 0.0

• C10 Improve couriers efficiency 0.5

• C11 Manage overheads 0.0

• C12 Stop unprofitable private work or referrals n/a

• C13 Transfer of business 0.0

• C14 Commission alternative providers 0.0

• C15 Commission GMP externally 0.0

• R1 Resolve billing backlog 0.0

• R4 Cost-reflective pricing 0.4

• R5 Review funding for teaching 0.0

• R6a Increase private market share 0.3

• R6b Expand network of collection centres 0.5

• R7 Target growing markets 0.5

• R8 Expand PoCT 0.3

• R9 Review funding for Public Health 0.0

• R10 Review funding for research 0.0

• BM1 Improve customer experience 2.0

• BM2 Develop strategic planning 0.2

• BM3 Improve systems 4.5

• BM4 Upskill financial capability 0.0

C12



5. Improvement opportunities
Implementation considerations

Improvement opportunities represent a comprehensive set of reforms that will require close focus and attention. Associated 
planning, resourcing, investment, management and monitoring will need to be considered to ensure that SA Pathology is able 
to execute the opportunities and capture the identified benefits
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The improvement opportunities represent a significant package of work for SA Pathology and will effectively result in a new operating model for the business. The 
volume of work, planning and support involved should not be underestimated. Furthermore, success will require close focus by SA Pathology management and a 
sustained drive through a period of time. 

In planning the approach to implementation it will be important to recognise and consider the following key factors:

• Sustained changes: The program of change captured within the improvement opportunities will result in a new operating model for SA Pathology. Movement
towards this model will require sustained changes across the organisation in parallel to delivering business as usual activities. A program of this scale will
require energy and drive throughout to ensure that an appropriate level of pace is maintained and that progress is held to account.

• Timing: The collective range of opportunities will need to be reviewed in order to understand interdependencies that may exist between them and where there
are logical approaches to sequencing. Key packages of work will require the preparation of detailed business cases which may further impact activities and result
in changes to the quantification of benefits and investment costs.

• Planning: Improvement opportunity development with SA Pathology staff has identified initial details for each opportunity. Whilst these are sufficient for the
purposes of this report, they will need to be complemented by a detailed planning process to provide further granularity. It will be important for this exercise to
capture a sufficient level of detail, whilst not becoming excessive and a delay to implementation activity.

• Risk management: Prior large scale change initiatives have highlighted the need for appropriate levels of risk management during implementation. Given the
critical role that SA Pathology plays across the SA Health system, it will be important that suitable protocols are put in place to help limit the potential for
increased clinical risk or unintended impacts on patient outcomes.

• Resourcing and support: The scale of opportunities and timeline for implementation should be considered against the capacity and capability within SA
Pathology. Where gaps exists or there are limitations in availability, it will be important to address this. Additional support will be valuable in enabling SA
Pathology to have a dual focus on improvement and management of business as usual activities.

• Ongoing investment: Initial investment costs have been captured and further work will need to be performed to fully develop estimates. More broadly, there is
likely to be a need for SA Pathology to continue investment within the business to support its trajectory towards sustainability. Investment will need to be
considered across SA Pathology to ensure that it continues to have the right skills, tool and facilities to support performance.

• Change management: There are indications of ‘reform fatigue’ amongst SA Pathology staff which are important to recognise prior to commencement of further
change. It will be important that during implementation, appropriate support and care is provided to staff to ensure that they are involved and considered in
new working arrangements.

• Performance management: Appropriate oversight arrangements will need to be established to support progress visibility, encourage activity and escalate issues.
Oversight will need to be at various levels including for each improvement opportunity, as well as for SA Pathology as a whole. An appropriate performance
management regime will also help provide visibility to broader stakeholders within SA Health and Government.



6. Contestable and non-contestable services

56



6. Contestable and non-contestable services
Approach

Competition in public pathology services is not currently widespread in Australia and consideration of key issues is required
to fully understand the implications of a change in approach. To support thinking, a contestability framework was developed
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Current market dynamics in public pathology services

• While the market for private pathology services is well established in Australia, competition in public pathology services is not yet widespread with most states
other than Victoria continuing to operate statewide services which have monopoly access to public hospitals. Increasingly, mature public pathology providers are
proactively considering where the non-Government sector can best support their delivery, however this is currently limited.

• By contrast, Victoria allows its health networks to operate their own pathology service or contract an external provider. As a result, a range of private and in-
house services continue to operate. Private providers support many regional and second tier public hospitals, while in-house services are more common in larger
tertiary public hospitals with more complex testing requirements.(a) Private providers do support two larger tertiary public hospitals in Victoria, and some
privately administered tertiary hospitals in other States, but competitive supply of the more complex end of the public pathology market is less developed.

• As a result, there is currently a limited amount of domestic and comparable experience within health networks and potential providers to consider in designing
contracting, pricing and commercial models, risk assignments and mitigations, governance, and management arrangements. Whilst broader examples exist
internationally, any change in approach would need to be carefully defined and managed.

Contestability framework overview

To support a clear understanding of services which could be considered as contestable, and those which should always be performed only by Government (non-
contestable), a contestability framework was developed. This framework sought to explore key criteria relating to system performance and sustainability, risk 
management, stakeholder views, market capacity and interest and strategic alignment:

Is there currently an alternative provider market for this service within SA, or high potential for one to exist? This seeks to understand whether SA 
Pathology already competes with alternate providers to offer this service in SA. It also considers whether under the right conditions, an alternative provider 
market would be interested and capable of providing of servicing SA (either within SA or remotely), with the required clinical governance and technical 
expertise, meeting required service levels. 

Does the service play a critical role regarding the management of public health risks and responsibilities? This criteria looks to understand whether the 
service plays a critical role in relation to public health responsibilities that may deem it critical to being delivered by Government alone. 

Does the service play a critical role regarding SA Health system sustainability and continuity? This seeks to understand instances where services have a 
unique, direct and critical link to the broader performance and sustainability of the health system. For such services, poor performance or delivery issues 
may create broader systems performance issues that require signification management and attention. 

Are patients and clinicians likely to express strong objections to receiving this service from an alternative provider? Consideration should be given to the 
voices of patients and clinicians with regards to instances where strong objections exist to service delivery by an alternative provider. 

Does SA Pathology currently has a unique position or competitive advantage in this area? This seeks to understand service areas where due to recent 
investment, resource capabilities or historical culture and performance, SA Pathology currently has a compelling position which should be retained. It 
should be noted that this criteria was used in lieu of considering ‘Strategic Alignment’, given the absence of an agreed strategic plan for SA Pathology.

1

2

3

4

5

Notes: (a) Private providers in Victoria support hospitals in Ballarat, Bendigo, Geelong, Warrnambool, Wangaratta, Wodonga, Traralgon, Swan Hill, Kyneton, Camperdown, Bairnsdale, Sale, Leongatha, Wonthaggi, Warragul, and 
Hamilton. In greater metro Melbourne, private providers support second tier hospitals in areas such as Sunshine and Footscray (Western Health), Northern and Frankston.



6. Contestable and non-contestable services
Key findings

Analysis suggests the majority of SA Pathology’s services could be supplied by alternative providers with appropriate contract 
conditions and risk management arrangements. Sensitivities and concerns are highest for some specialised, low volume tests, 
MDTS, training, primary research and public health activities given their traditional Government delivery

Criterion 1. Is there currently an alternative provider market for this service within SA, or high potential for one to exist?

• Interstate public providers have the required equipment, expertise, systems and clinical governance to broadly offer the same range of diagnostic and public
health services as SA Pathology and may be willing to provide those service remotely under referral from SA Pathology or an alternate private provider.

• Two of the three largest private provider networks are investing in automated testing laboratories in Adelaide to provide routine diagnostic testing to their
existing SA clients in private practices, and would be readily able to leverage that local capacity to offer off-site routine, high volume diagnostic testing to LHNs.

• At present, SA-based private providers typically refer on more specialised and low volume diagnostic testing to SA Pathology where they lack the technical
capability or cannot charge for those tests under Medicare coning rule. Private providers have interstate infrastructure and clinical expertise across a wide range
of specialised testing and have indicated willingness to invest in providing those services in SA under the right contract conditions.

• Teaching, training and primary research, clinical support in multi-disciplinary teams (MDTs), and support to public health management are typically only offered
by public providers. Some Victorian private providers are involved in training and MDTs, and potential alternate providers have indicated that they could provide
these broader non-diagnostic services if required specifications were clear, however appetite would need to be confirmed more formally.

• Testing to support public health management and crisis responses typically require rapid availability of surge capacity in certain routine tests. In addition, the
critical role they have in relation to public safety and health mean that these services are usually performed by Government. Provision of these services would
require innovative delivery arrangements involving appropriate standing charges to fund the ability of private providers to maintain spare testing capacity.

• Primary research is offered by a range of research institutions across Australia. It is not typically offered by private pathology services and they would likely need
to partner with an existing research institution or develop the required technical expertise and academic standing to attract available grant funding.

Criterion 2. Does the service play a critical role regarding the management of public health risks and responsibilities?

• Some routine diagnostic testing does directly support SA Health’s monitoring and management of public health issues, and so maintaining the surge capacity and
clinical relationships to provide this support at short notice is important to ensure Government can flexibly and rapidly respond to emerging health issues.

• Public health management has diffuse benefits, a high public profile, close links to human services agencies, and uncertain but urgent demand volumes. These
features traditionally make this inappropriate to be delivered by non-Government providers due to the associated risks of delivery failure.

• Similarly, SA Health may be cautious about relying on alternate private providers or interstate public providers to maintain surge testing capacity without
appropriately sophisticated contracting, pricing and risk management approaches to ensure appropriate capacity is reliably available when needed and at
acceptable pricing levels. Likewise, alternative providers would need clarity on commercial and service arrangements to justify investment in this area.

• Statewide services such as neonatal screening programs, tissue banks and autopsy services could be provided by a private supplier under contract, but
Government may prefer more direct control of these services to provide more flexible management of emerging issues and stakeholders’ perceptions of the risks
to quality and continuity of service.
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6. Contestable and non-contestable services
Key findings

Analysis suggests the majority of SA Pathology’s services could be supplied by alternative providers with appropriate contract 
conditions and risk management arrangements. Sensitivities and concerns are highest for some specialised, low volume tests, 
MDTS, training, primary research and public health activities given their traditional Government delivery

Criterion 3. Does the service play a critical role regarding SA Health system sustainability and continuity?

• SA Pathology offers consistent clinical governance, a laboratory information system that can act as the single source of truth across all testing and a single
interface for data access. These features enhance the value of pathology services to LHNs by allowing pathologists and clinicians to access prior and current test
data, and be confident that diagnostic testing results can be reliably compared through time and between laboratories.

• These ‘network’ benefits may be undermined if LHNs’ demand is fragmented between different pathology providers. Statewide standards, data access policies and
supportive ICT infrastructure may be required to maintain consistent clinical governance and to ensure pathologists and clinicians have timely access to patient’s
prior test data regardless of where those tests were completed. Contracting arrangements would need to be carefully designed to support LHNs ability to readily
switch providers without incurring unacceptable costs or clinical risks during the transition.

• Training of Pathology Registrars is important for long term sustainability of pathology services. Registrars are trained ‘on the job’ while managing and
interpreting the results of diagnostic training, which reinforces the strong synergies between diagnostic testing and training. Private providers do not routinely
offer training, and would need to be specifically contracted to do so along with the associated diagnostic testing.

• Clinical support and participation in MDTs is as important as the generation of diagnostic results and would need to be carefully specified as part of any service
requirements so that alternate providers fully understand and appropriately resource and cost this aspect of the service.

Criterion 4. Are patients and clinicians likely to express strong objections to receiving this service from an alternative provider

• For a number of services, the referral of tests between providers is relatively common, both locally and interstate, however clinical sensitivities may exist due to:

• Concerns regarding the clinical governance and specific testing methodologies of alternative providers.

• Potential impacts to turnaround times.

• Access to supervising pathologists, particularly for in person MDTs and informal consults with LHN clinicians.

• Arrangements that include surge capacity for crisis responses being maintained interstate rather than locally.

• Typically, the tests which are referred externally are complex and specialised tests which are low volume and not urgent, which is why in-vitro diagnostic
companies do not offer automated testing solutions and the referral is required. Specialised tests are often batched until sufficient specimens are received to
justify testing the batch. Longer turnaround times due to transport of samples offsite or interstate are less likely to impact clinical decisions or outcomes.

• Risks are also mitigated by the fact that private providers have well developed systems for referrals as they already rely heavily on the capability of their Australia-
wide network to provide a comprehensive range of pathology services. Shipping samples to ‘Centres of Excellence’ offsite or interstate is a key element of their
operational models. They have developed the logistics networks and operational capabilities to meet service levels with more centralised ‘hub and spoke’ models.

• For the majority of services, patient and public objections are likely to be more limited if alternative arrangements do not negatively impact result time or clinical
quality. However, for more sensitive services such as mortuary services, provision by alternative providers, including other Government pathology providers, is
likely to receive lower levels of support.
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6. Contestable and non-contestable services
Key findings

Analysis suggests the majority of SA Pathology’s services could be supplied by alternative providers with appropriate contract 
conditions and risk management arrangements. Sensitivities and concerns are highest for some specialised, low volume tests, 
MDTS, training, primary research and public health activities given their traditional Government delivery

Criterion 5. SA Pathology currently has a unique position or competitive advantage in this area:

• SA Pathology’s recent investment in automation equipment should potentially give it a strong delivery platform to support operational productivity and efficiency.
Similarly, the EPLIS laboratory information system is already linked to hospitals patient management systems, albeit with some ongoing implementation
challenges. Any incoming private provider would need to reestablish those interfaces with its proprietary laboratory information system.

• SA Pathology staff enjoy strong public sector cultural compatibility with LHN clinicians and staff, which should underpin strong working relationships.

• The current arrangement offers Government significant flexibility in managing changes in service requirements due to common Government ownership of SA
Pathology and LHNs. Arrangements with alternate providers would require more formal contracts and less flexible contractual review mechanisms with
associated financial risks if service specification need to be amended.

• SA Pathology plays a critical role in supporting the public health system, including in the provision of its broader range of services. Stakeholder sensitivities and a
need for close Government control mean that delivery of specific services such as public health and primary research would commonly be delivered directly by
Government. Whilst considered innovative, potential may exist for these services to be delivered by non-Government organisations within an appropriately
designed agreement. Such an arrangement would require careful structuring and further testing and refinement with key stakeholders. A range of challenges,
however, restrict the ability of Government to separate these services away from those that could more easily be delivered by alternative providers.

• Operational synergies: SA Pathology offers a continuum of pathology services with more basic testing activities supporting its ability to offer a broad and
specialist service range. As part of this, the current operating model involves degrees of sharing of staff and assets. Removing one aspect of the current service
range may therefore impact SA Pathology’s broader ability to offer wider services. It may also create challenges with relating to accreditation.

• Consistent clinical support: As a Statewide provider of the complete range of pathology services, SA Pathology is able to support the seamless participation of
pathologists from different disciplines in multi-disciplinary teams. Effective clinical support and participation in MDTs aids early diagnosis and treatment,
improving preventative medicine, reducing length of stay and reducing costs to the SA Health system.

• Patient needs: SA Pathology’s integrated operating model allows its pathologists rapid access to all prior test data when reporting results, which is important
for many hospital patients who have complex needs which require a diverse range of diagnostic testing from different testing disciplines.

• Clinicians’ expectations: Clinicians value SA Pathology’s ability to offer the full continuum of pathology services spanning routine and complex testing, clinical
support and participation in MDTs, teaching, training and research.

• Market size: The public pathology market in SA is relatively small while the scale of operations required to achieve economies of scale is relatively large.
Fragmenting the demand for public pathology risks building inefficiency into the system.

• SA Pathology currently utilises a single statewide service that manages consistency of clinical governance and access to ICT systems and prior test data.
Introduction of a range of providers would require consistent clinical standards, interface with statewide systems, and shared prior test data to ensure continuity
of care. This is likely to require significant consultation, planning and investment.
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6. Contestable and non-contestable services
Key findings

Given service dynamics and operational considerations, should contestability be pursued, the most appropriate model would 
involve competitive bids to deliver the full range of pathology services, encompassing all SA public health facilities, for a
defined period. This would require careful design of contestability arrangements and implementation 

• Whilst analysis indicates the majority of SA Pathology’s services could be supplied by an alternative provider, limitations in the separability of SA Pathology’s
services and market dynamics would make doing this whilst retaining a range of ‘non-contestable’ services highly challenging. Whilst theoretical separation of
services into ‘contestable’ and ‘non-contestable’ groups is possible in theory, current operational arrangements do not support this.

• Therefore, should Government wish to pursue a contestability agenda for public pathology within SA, this model would need to include the full range of services
as currently delivered by SA Pathology. Contestability would therefore be an ‘all or nothing’ decision. This approach would mitigate the associated separability
risks and implementation risks by retaining many of the ‘network’ benefits, synergies and economies of scale inherent in having a single provider for all services
in what is a small public pathology market.

• This contestability model would see providers compete for the exclusive right to provide all public pathology services. Delivery would be structured for a defined
period of time, subject to meeting or exceeding required operational, clinical and financial performance levels. A range of options exist with regards to how
competition could be facilitated. These include:

• Competition for a long-term operational franchising of the whole entity.

• Privatisation of SA Pathology.

• Competition for the placement of  non SA Government management team to lead and manager SA Pathology’s operations.

• Whilst the most suitable model for contestability, should it be chosen, this approach contains a number of risks. These include:

• The approach would effectively replace the existing public monopoly service with an alternative monopoly which holds the rights to exclusively provide
services for a defined period. Any monopoly arrangement will carry a number of inherent risks and a non SA Government monopoly would be arguably
more challenging to manage if required.

• The appropriate contract structure and duration would require careful consideration. It would need to allow sufficient time and security for an incoming
provider to recoup its investment, whilst being short enough and having appropriate conditions to enable SA Government management of performance.
Throughout, SA Government would need to retain commercial leverage and an ability to recontest the contract in the even of sustained poor
performance.

• Should there be poor performance, terminating the contract and switching to an alternate provider may involve considerable transitional issues, such as
potential interim loss of service or poor service delivery. This may create potential financial and clinical risks.

• Government could lose its deep pathology expertise which may limit its ability to effectively manage a contract to provide the service. This loss would also
severely limit Government’s ability to bring the service back in-house should this be required.

• The introduction of an alternate provider is likely to generate objections from stakeholders who are concerned about transitional risks and ongoing
clinical safety. Objections may be increased should a new provider originate from the private sector due to concerns around profiteering and the role of
Government within healthcare delivery.
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6. Contestable and non-contestable services
Key risks

Broader risks associated with contestability exist and should be recognised by Government. These risks relate to both the 
preferred contestability model as well as wider approaches
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Broader risks relate to the impact of market structure changes as well as management of service continuity and regional provision.

• Market sustainability: The limited size of the public pathology market in SA, low rates of growth and the need for pathology providers to leverage scale mean that
maintaining a competitive market would be challenging. 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.

• Service continuity: Additional service continuity planning and ‘provider of last resort’ arrangements may need to be established to cater for situations where
providers are not able to maintain service availability, particularly in regional and remote areas. Similarly contract structures around any ongoing reserve capacity
would need to be well structured and balance risk with value for money.

• Service sustainability: Responsibility for ensuring the long term capability of the public pathology system clearly sits with SA Pathology under current
arrangements, as demonstrated by its investments in training and research. In a contestable environment, SA Health would need to more directly monitor this
role, and identify aspects that sit outside of the remit of an alternative provider.

• Clinical connectivity: In any form of contestable environment, SA Health would need to ensure consistent clinical standards, interface with statewide systems,
and shared prior test data to ensure continuity of care. This will require clear policies, standards and supporting infrastructure, and may require additional
investment from both SA Health and potential providers. A single provider to deliver public pathology would help mitigate this risk.

• Impacts of demand uncertainty: LHNs’ aggregate pathology demand is relatively small given the SA population. Demand is also concentrated in metropolitan
Adelaide.  Fragmenting volume between providers or increasing demand uncertainty may put upwards pressure on the average cost of providing services.

• Loyalty to local businesses: Some clinicians have a strong stated preference for locally-based, publicly managed services. This is particularly relevant for those in
public hospitals who value direct clinical support by pathologists and some community-based clinicians in regional settings. These stakeholder would require
close engagement and management during any planned transition.

• Regional and remote areas: Regional and remote areas of SA have much lower population densities and contestability may put pressure on existing pricing
arrangements and operational structures. Ongoing service standards to regional and remote areas would need to be carefully planned and structured.

A decision by an LHN to exercise choice and secure the delivery of public pathology services from an alternative provider would also create a number of risks. 
Predominantly a single action would limit the Government’s ability to pursue the preferred contestability model (the full service range in its entirety), but is also 
likely to have significant impacts on SA Pathology’s ongoing sustainability and viability.

• Economies of scale: SA Pathology’s current monopoly over all public pathology services gives it economies of scale and the ability to amortise its fixed costs (of
equipment and staffing for 24/7 service availability) across a larger demand base. A loss of scale would undermine this.

• Service range: Customers expect SA Pathology to offer the widest range of routine and specialised services, which may be harder to sustain if the already small SA
market is fragmented and SA Pathology’s market share is reduced to such an extent that it cannot financially support that full range of services.

• Cherry-picking and cost-shifting: If LHNs contract alternate providers based on pricing levels and the coning rules in the Medicare Schedule, those providers
will continue to have strong incentives to refer on unprofitable work to SA Pathology, resulting in cost-shifting to SA Pathology.

• Accreditation: A loss of market share may challenge SA Pathology’s ability to maintain its required accreditations, particularly for any non-contestable services
where maintaining the required technical expertise effectively requires sufficient scale of testing activity to warrant ongoing investment in equipment and to
attract and retain sufficiently qualified staff.

• Stakeholder views: some clinicians have expressed concern about the potential for contestability to undermine SA Pathology’s existing high levels of technical
capability and the importance of maintaining patients’ universal access to bulk billed services, particular in regional and remote areas.



6. Contestable and non-contestable services
Suggested approach

SA Pathology should pursue the opportunities available to 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

Government should maintain SA Pathology’s monopoly access to support LHNs while supporting SA Pathology to implement the identified improvements, reform 
its delivery model and improve its performance. 

• Implementing the full set of improvement opportunities is a significant program of work which will radically change and improve SA Pathology’s operating
model and performance potential. 25 improvement opportunities exist, these will take concerted internal management focus and considerable additional
external support over several years to be successful.

• Implementation of improvement opportunities also requires a significant investment from the SA Government. Provisional estimates have identified $14.7m of
implementation costs over the next three years. Prior reform experience have identified challenges that can be associated with large scale change and highlighted
the need for appropriate capacity and an absence of distractions.

• As such, it is recommended that contestability either as a whole, or by individual LHNs should not be currently pursued. This will allow SA Pathology to
implement the improvement opportunities, move towards a more efficient business model and improve performance without wider distraction. The decision of a
single LHN or more to contract an alternate provider for a significant subset of services would likely destabilise SA Pathology’s financial and technical viability
and challenge broader business improvement progress. Furthermore, this would also impact the potential scale and value of savings that have been identified.

Additionally, a number of practical limitations would constrain a successful move by Government to contestability in the short-term. Overcoming this would require 
detailed analysis, including:

• Development of detailed service specifications for diagnostic testing and non-diagnostic services such as clinical support, MDTs, teaching training and research,
public health testing support and management. LHNs and SA Health do not currently define their service needs in sufficient detail to support contractual
delivery by an alternative provider.

• Development of granular and robust information on the cost and profitability of specific test groups and other pathology services, without which it is challenging
to form a reliable view on the value for money of existing services or the benefits of moving to an alternative provider.

• Refinement of financial and operational understanding of existing and potential service delivery arrangements in order to model the practical impacts on LHN
patient flows and logistics arrangements in any move to an alternative provider.

• Careful planning of the transition to an alternative provider to ensure clinical risks are carefully managed, and potential transitional issues and stakeholder
objections are anticipated and mitigated.

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

• By 12-18 months SA Pathology should have achieved significant progress against the improvement opportunities scheduled within that time.

• This time period will also create an opportunity to build commercial, financial and operational clarity which will help lift SA Pathology’s performance, customer
engagement and financial sustainability.

• Gaining a better understanding of financial and operational data, formalising and managing to service levels, and reforming pricing and funding of discrete
services will also be useful in further mitigating the potential implementation risks and accelerating implementation if Government decides to move towards
contestability in the future.
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6. Contestable and non-contestable services
Contestability implementation - indicative actions

Any move towards the preferred model of contestability would need to follow a structured process to support success. A 
number of activities within this process would also serve to benefit SA Pathology’s broader approach to sustainability, and 
should be pursued outside of any contestability agenda
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Appropriately price or 
block-fund all services 
in agreed SLAs to 
move to cost-reflective 
charges and eliminate 
cross-subsidies.

Develop 10 year 
forecasts / scenarios 
for LHNs’ demand and 
estimate SA Path’s 
CAPEX / OPEX to meet 
estimated demand.

Structured engagement 
with LHNs and market 
to confirm interest in 
contestable supply by 
service or geography 
and required 
commercial parameters.

Develop contestability 
guidelines with LHNs on 
key commercial and risk 
decision parameters, and 
preferred contractual 
models for different 
service groups.

Implement statewide 
requirements and 
infrastructure to 
support contestability 
and test viability 
against defined clinical 
risk scenarios.

Transparently 
calculate and report 
cross-subsidies 
between service 
groups and LHNs.

Implement any 
‘quick wins’ arising 
from structured 
engagement to gain 
practical lessons in 
how to manage risks.

Develop Public Pathology 
Contestability Policy 
addressing required statewide 
standards, supportive 
infrastructure, risk 
mitigations and any SA 
Health approval 
requirements.

Establish SA Health and cross-
LHN arrangements to 
coordinate market engagement, 
standardise service 
specifications and establish 
preferred contractual models.

If insufficient progress 
made, confirm market 
appetite for service range, 
confirm/amend and 
establish contestability 
model, and contest and 
establish contract with 
incoming provider.

Establish 
benchmarking 
program to assist 
LHNs in managing 
contracts for value.

Maintain oversight of 
service quality against 
statewide requirements 
for clinical governance, 
operational standards, 
data access and sharing.

Manage cycle of 
contract reviews and 
renewals, report 
publicly on benefits 
realisation and lesson 
learned.

Re-assess SA Pathology’s 
competitiveness and any 
further support required 
in the transition to a 
contestable future.



6. Contestable and non-contestable services
Funding and pricing options for different service groups

To support current sustainability, cost-reflective pricing should be established to ensure all services are financially viable and 
appropriately managed for value. These proposed approaches are captured within the improvement opportunities
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Service group Considerations in selecting preferred pricing approach Proposed pricing models

Diagnostic 
testing.

• SA Pathology charges for diagnostic testing based on the Medicare scheduled item if one
exists.

• Alternate pricing models include more cost-reflective transactional fees; fixed capacity
availability fees to maintain an agreed service capacity regardless of volume; or some
combination of an availability fee and a transaction fee.

• For routine, high volume testing, cost-reflective ‘postage stamp’ transactional prices will
provide the strongest demand management signals and maintain simplicity.

• For most specialised tests, a two-part fee reflecting the fixed costs of maintaining service
capability and the variable costs of consumables would provide more useful price signals.

• For extremely low volume tests, a single ‘service availability’ fee may be most practical.

Cost-reflective pricing structured as:

• Transaction fees for high volume tests.

• Two-part fees for more specialised
testing (a fixed fee reflecting the fixed
cost of maintain testing capacity and a
transaction fee reflecting the variable
cost of consumables) for other agreed
suites of tests.

• Service availability fees for extremely
low volume tests.

Public Health 
testing and 
emergency 
response testing.

• SA Pathology is partially block-funded for sexual health testing in remote indigenous
communities and testing to support Justice Health. Testing for infection control,
notifiable infectious diseases, and emergency responses are charged in arrears on a cost-
recovery basis.

• Where demand volumes are predictable, conventional user charges are appropriate, but
would require periodic invoicing and agencies may prefer the simplicity of block-funding.

• Less predictable demand volumes are well suited to periodic cost-recovery charging after
the fact, or an upfront standing charge to support availability of service capacity.

Transaction charges for predictable 
demand volumes, eg screening programs.

Two part fees for less predictable volumes, 
but with provision for rebate of ‘excessive’ 
variable revenue where unpredicted high 
demand causes over-recovery of costs.

Primary Research 
and other non-
diagnostic 
Statewide 
services.

• Primary research is partly block-funded and partly cross-subsidised from testing.

• Statewide services such as reference laboratories, neonatal screening, tissue banking and
autopsy services are not separately funded and are supported through transactional
chargers for diagnostic tests or from consolidated revenue via Government
appropriation.

• In a contestable environment, research and statewide services should be transparently
block-funded to ensure continuity of service.

• A per-capita-based levy on LHNs may be an appropriate funding mechanism to
transparently reflect the shared public benefits from these essential statewide services.

Block funding to support statewide service 
availability, potentially supported by 
transactional charges for tissue banking 
services where pricing has some role in 
demand management. 
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7. Recommendations
Summary
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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. Key activities to include:

• Scoping project governance and resourcing, and developing a detailed implementation timeline and budget that is supported by SA Health and DTF. As part
of this work, SA Pathology should reconfirm their strategic priorities and forward funding envelope, as well as implementation challenges and risks. Planning
and governance should be captured in a single detailed turnaround plan that is endorsed and can be used to monitor SA Pathology’s performance.

• Establishing project governance arrangements and resourcing, with backfill arrangements for any seconded staff to ensure ongoing business continuity. The
extent of the time commitment required is unlikely to allow staff to perform project roles in addition to the full scope of their BAU roles.  Project governance
will need to meet ongoing oversight requirements from SA Health and DTF.

• Securing agreed implementation support as implementation risks are significant given the need to maintain BAU services while fundamentally restructuring
the operating model and pursuing a broad range of opportunities. Implementation support options should involve consideration of specific additional
resources through to a more strategic partnership with an appropriate organisation. Options include:

• Recruitment of additional Executive staff with appropriate business turnaround or improvement experience. This will provide additional
management capability to lead delivery of the improvement opportunities, allowing SA Pathology’s existing Executive to continue to focus on
managing BAU services during what will be an extensive reform program.

• Specialist PMO resources. This would ensure implementation planning and delivery is robustly managed and well resourced, reducing
implementation risks and detecting and managing issues early.

• Direct support from an organisation specializing in business turnarounds. This would provide an integrated and experienced management team to
drive the realisation of improvement opportunities and lead key areas of work or take a more direct role.

• Strategic partnership with a private sector administrative services provider or private pathology provider. This would be the most extensive support
option providing comprehensive implementation support with the added benefit of leveraging the operational and business management experience
of the chosen provider.

• Development and delivery of a communication and engagement strategy for staff, customers and clinicians. This should seek to continue the momentum
made as a result of the staff and stakeholder engagement undertaken as part of the SA Pathology Sustainability Project.

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. Key activities to include:

• Development of a Strategic Plan and annual Business Plan, underpinned by Directorate level operational plans. All plans would be fully financially aligned to
the SA Pathology budget. Plans should clarify SA Pathology’s commercial framework and approach to ensure clarity across staff. These documents should be
developed and challenged by the SA Pathology Executive team to ensure that maximum benefit is gained during the planning processes. Appropriate ongoing
performance management regimes should be identified to support performance.

• Review of organisational capability against agreed plans to identify key areas of development. A capability development plan should be developed to raise
people, processes and systems as appropriate. This should include particular focus to ensure a consistent understanding of financial and commercial
performance to support improved decision making.

Recommendations focus on supporting a comprehensive improvement in SA Pathology’s operating model to support long-
term sustainability and commercial decision making. Implementation success will rely on SA Pathology’s capacity and 
capability and external support will be required to mitigate implementation risks
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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. Key activities to include:

• Detailed financial and operational analysis for all SA Pathology activities including an activity based costing model. This should be undertaken in close
partnership with Directorate and Business Managers to ensure a consistent understanding of costs and to support development of commercial awareness.

• Institute strong quality assurance processes and clear dashboard reporting to allow managers to identify and correct errors in financial and operational
information. In the short term, it will be important to continue current focus resolving issues associated with EPLIS and PBRC.

4. Strengthen existing commercial approaches by establishing detailed Service Level Agreements, revising pricing and improving customer
relationship management approaches. Key activities to include:

• Refinement and finalization of SA Pathology’s value proposition to the sector. This should clearly articulate SA Pathology’s strengths, ongoing areas of
investment and commitment to SA Health. This should build on existing work to date with additional input from staff and customers.

• Development of detailed Service Level Agreements for all service groups, working closely with LHNs and SA Health. This work should also involve input by
clinicians and SA Pathology staff to ensure a consistent understanding of agreements and look to leverage SA Pathology’s value proposition. This work
should also ensure each service group is defined, costed, priced and performance managed to ensure customer commitments are clear.

• Leverage the costing analysis to develop a revised approach to pricing that moves towards a fee-for-service model. As part of this, SA Pathology should seek
to improve cost and profitability transparency with LHNs, working closely with them to do so. This work should be closely oversighted by SA Health given
broader financial implications.

• SA Pathology should refresh their customer relationship management approach, with a focus on taking a more proactive and consistent approach to key
relationships. This refresh should seek to identify and rapidly implement any ‘quick wins’ such as quarterly visits to LHN CEOs to discuss performance. This
will help establish stronger working relationships with LHNs to resolve issues, realign services to customer views on their needs and perceived value.

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.

• Actual implementation costs and benefits achieved by that time should be reported against those estimated in the original implementation plan, and the
scale of further implementation costs and benefit estimates should be projected.

• If insufficient progress has been made at that time, Government should reconsider a potential move to contestability. Work completed in the interim to
better define required service requirements and improve financial and operational information will help better understand and mitigate any associated
risks.

Recommendations focus on supporting a comprehensive improvement in SA Pathology’s operating model to support long-
term sustainability and commercial decision making. Implementation success will rely on SA Pathology’s capacity and 
capability and external support will be required to mitigate implementation risks
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NSW Health Pathology is transforming its operating model and performance, and delivering savings to Local Health 
Districts. Key to success has been enacting statewide strategies which were co-designed with laboratory teams to deliver a 
more commercial approach and a close focus on the needs of NSW Health partners

Background

NSW Health Pathology (NSWHP) was formed as a statewide public pathology service in 2012 through consolidation of four pathology services previously operated 
by individual local health districts (LHDs).  It is constituted as a separate administrative entity within NSW Health and its Chief Executive reports directly to the 
Secretary of the NSW Health. It has an independent Board and pathology testing is self-funding in that it recovers its entire costs through user charges and does not 
receive ‘top up’ appropriation funding from government for those services.

NSWHP services all but a couple of NSW public hospitals providing routine, urgent and complex pathology services. Services includes specialised and/or on-site 
testing for treating patients with complex health issues in public emergency and ICU departments. It also supports some referral work from clinicians in private 
practice, and has won competitively tendered contracts to support private hospitals.

Key activities

Against the context of industry changes, disruption and increased competition, NSWHP led a consultative process to develop a 5 year strategic plan, vision and 
values. Through this process ‘contestability’ was established as a key strategic objective of the organisation and was defined as involving:

• A service valued by customers

• A clear understanding of NSWHP’s value proposition

• Value for money via competitive pricing, where possible

In order to maximise the potential benefits of contestability and to move towards improved delivery and efficiency, NSWHP is pursuing five key reform strategies:

1. Transformation of service models via: Engaging with LHD customers to better align service models to their needs. This has included expanding access to
statewide pathology expertise, consolidation of high cost/low volume diagnostics to specialist referral centres, streamlining regional delivery models to reduce
costs and eliminate cross subsidies between LHDs and significantly extending Point of Care Testing (POCT) to new markets such as Ambulance, Hospital in the
Home and aged care, and in some limited cases using it to replace fixed laboratory infrastructure where clinically appropriate.

2. Benchmarking and pricing reform via: Re-profiling staffing levels to leading benchmarks, movement towards new funding models for clinical services,
teaching, training and research, and reforming pricing for diagnostic testing to fee-for-service pricing based on detailed analysis of cost drivers across different
services and customer groups.

3. Increased customer focus via: Strengthening customer relationships and improving customer service, establishing a statewide program for quality use of
pathology to drive more appropriate utilisation of tests and reduce demand for services, and supporting clinical improvements where required.

4. Improving business performance via: Robust organisational structures and processes for governance, planning and performance accountability, establishing
improved financial and operational information and management to drive transparency and accountability in clinical and financial performance, standardising
IT platforms including laboratory information system across sites and modernising the billing system

5. Positioning for the future via: Articulating and strategically planning how to maximise the value that NSWP bring to the health and justice systems, analysing
drivers across services and between customer groups, testing opportunities to partner with external organisations and how to benefit from contestability,
including competing with the private sector where appropriate.
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Key outcomes

Throughout this process of reform, NSWHP has worked closely with LHDs towards a shared goal of value for money and increased transparency. This partnership 
approach has delivered a range of benefits and has helped to ensure that key actions and initiatives are well supported. Furthermore, NSWHP also received funding 
from NSW Health to support key packages of work. Whilst NSWHP continues to invest in driving further improvements, key outcomes from this work to date 
include:

• NSWHP has been endorsed by NSW as the preferred provider and commissioner of pathology services to NSW health facilities. This recognises its ability to
flexibly respond to and resolving market issues and support the NSW health system.

• Delivery of efficiency savings and avoided costs of more than $178 million (as of 2017-18).

• Improved financial management, waste reduction, and more efficient operational configuration and management. This has been supported by budget
management training for all lab managers.

• Increased visibility of costs and budget accountability with NSWHP publishing regular reports of pathology services ordered by LHDs and associated service
costs by hospital and department.

• A freeze on all price increases (including CPI) to LHDs, and the significant reduction of prices to regional LHDs to bring them more in line with metro LHDs; the
costs of which were all absorbed by NSWHP

• Improved partnering and delivery relationship with LHD customers as well as better focus on customer service and outcomes.

• Improved understanding of the market in which NSWHP operates, the value proposition it offers and execution of this through a clear strategic plan, vision and
values.

NSW Health Pathology is transforming its operating model and performance, and delivering savings to Local Health 
Districts. Key to success has been enacting statewide strategies which were co-designed with laboratory teams to deliver a 
more commercial approach and a close focus on the needs of NSW Health partners
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Cost opportunities relate to four key areas of focus: operational consolidation, staff mix adjustments, improvements in 
procurement and broader efficiencies across the business
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Appendix 1. Improvement opportunities
Overview: Cost related opportunities

Consolidate

Improve 
procurement

Cost

Adjust staff mix

‘Hub and Spoke' model: consolidation of all non-urgent testing to one location1

Collection centre footprint review and profitability improvement strategy2

Realign the staffing mix in the collection centres3

Realise lab staffing efficiencies4

Resolve inefficiencies caused by EPLIS6

Invest in digital pathology and digital communication7

Reduce operational inefficiencies across Directorates9

Rationalise and improve management of research activities and research support8

Realise efficiencies

Renegotiate agreements with 3rd party suppliers5

Improve couriers efficiency10

Stop unprofitable tests that are privately referred work or community work12

Manage overheads and non-diagnostic costs11

Transfer of business to appropriate agencies13

Commission testing activities from alternative providers where appropriate14

Commission GMP services from an alternative provider15
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Appendix 1. Improvement opportunities
Overview: Revenue related opportunities

Remediate billing 
issues

Grow new revenuesRevenue

Move to (efficient) 
cost-reflective prices

Resolve issues with billing backlog and PBRC1

Update pricing to be cost-reflective of effort for public work4

Review commercial arrangements for university teaching and registrar training5

Increase private sector market share and revenue6a

Expand commercial testing services and PoCT to new markets / customers8

Expand test capability and target high demand emerging markets7

Manage revenue 
claiming

Receive full funding for all public health work performed9

Expand network of profitable collection centres6b

Revenue opportunities relate to remediation of billing issues, movement to cost-reflective pricing, new revenue growth and 
collection of revenue for performed work

Receive full funding for all approved research performed10
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Appendix 1. Improvement opportunities
Overview: Business management related opportunities

BM1

BM3
Business 

Management

BM2

Improve customer experience1

Implement a strategic and annual business planning regime2

BM4 Upskill financial and commercial capability4

Additional opportunities were identified relating to better business management. Whilst quantification of financial benefits is 
not possible, these opportunities will support SA Pathology’s long-term sustainability

Invest in systems to support improved commercial and operational decision making3
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Appendix 1. Improvement opportunities
C1: ‘Hub and Spoke’ model - consolidation of all non-urgent testing to one location

C1
‘Hub and Spoke' model: consolidate all SA Pathology non-urgent operations to either a purpose-built greenfield location or suitable existing 
location, and rationalise testing capacity and pathologist support at other locations to urgent testing and support only. 

Notes: (a) full run rate. (b) the estimated implementation cost of $2.5m is related to the fit out of the existing Frome Road site including the relocation of required equipment and staff. The estimated implementation cost of $5m is related 
to the fit out of a greenfield site, not including its construction. Those are both high-level estimates and a detailed business case to determine the exact implementation cost is required. 

Overview

Current state

• SA Pathology was formed with the merger of three organisations: IMVS, FMC South Path and WCH. Since its formation, it
has completed some consolidation with test rationalisation (removing test duplication) for non-urgent testing, however
broader opportunities for further consolidation and efficiency exist.

• SA Pathology’s Directorates each have varying levels of consolidation, in part demonstrated by their number of labs:

─ Anatomical Pathology (AP): 6 labs.

─ Genetics and Molecular Pathology (GMP): 4 labs.

─ Immunology: 3 labs.

─ Haematology: 6 labs. 

Future state

• Increased consolidation within Directorates:

─ GMP, Immunology, Chemical Pathology, Microbiology and non-blood bank Haematology non-urgent testing to be
consolidated at Frome Rd. This would involve the consolidation of 16 labs. Consultation with LHNs will be utilised to 
determine what is non-urgent testing.

─ Blood Bank and Automated to remain present at all major hospitals for urgent testing. What constitutes urgent 
testing will be determined in collaboration with LHNs. Non-urgent testing can be consolidated at RAH. 

─ Regional to remain with urgent testing done onsite to minimise double handling and maintain turnaround times.

Benefits summary

• Financial: Consolidation will support a reduction in contingency staff required to manage planned and unplanned leave,
wider adoption of modern technology, and will provide opportunity to increase asset cost savings and manage supplies to
reduce wastage. The financial benefit is dependent on the ability to reduce FTEs within the IR framework and the
infrastructure costs associated with moving.

Implementation considerations and risks

• A robust industrial relations strategy will be required as well as close management of associated IR and union issues.

• Investment required to relocate equipment and staff and fit-out the relevant locations.

• Timeline of gradual consolidation to enable required change management and minimise associated disruption.

• Redeployment, redundancy and retraining of impacted employees will be required.

Impact summary

Total financial impact 

• $2.4-4.7m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.5-1.1m

• FY 21: $1.6-3.2m

• FY22: $2.4-4.7m (a)

Investment required

• High

• Est. implementation
cost(b) : $2.5-5.0m for
equipment / employee
relocation.

• TVSPs may be an option.

Implementation ease

• Low

• Some resistance amongst
staff who wish for the lab
to remain co-located with
a hospital and university
(e.g. FMC).

• New labs will require
appropriate fit-out.

Risk rating

• High

• IR and union risk.

• Disruption during
transition.

• Financial investment
required.

─ Chemical Pathology: 2 labs. 

─ Microbiology: 4 labs. 

─ Regional: 11 labs  (no opportunity for consolidation).

─ Automated: 7 labs (no opportunity for consolidation).
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Appendix 1. Improvement opportunities
C1: ‘Hub and Spoke’ model - consolidation of all non-urgent testing to one location

C1
‘Hub and Spoke' model: consolidate all SA Pathology non-urgent operations to either a purpose-built greenfield location or suitable existing 
location, and rationalise testing capacity and pathologist support at other locations to urgent testing and support only. 

Supporting analysis

FY18 Employment cost by Directorate ($m)   Benefits realised from consolidation ($’000)    

• In FY19 Chemical Pathology and Immunology will be consolidated. This will help reduce contingency staff to manage planned and unplanned leave, may

reduce the supervisory staff required and may reduced the number of highly skilled pathologists required and may reduce the Employment cost of the

Directorates by 5-10%. This will yield $250-490k of benefit from Chemical Pathology and $295-585k from Immunology, resulting in a total of $550-

1,100k.  As FY19 is substantially completed no benefit will be realised in FY19, the benefit will be fully realised in FY20.

• In FY20, in addition to the continued benefits from FY19, consolidation will occur in GMP, Microbiology, non-Blood Bank Haematology and AP-

Cytology. This will save 2.5-5% of employment costs, yielding an additional $1,050-2,100k benefit. As this will be executed during FY20, some of the

benefits will not be realised during that year depending when the consolidation happens, so the benefit will be realised in FY21.

• In FY21, the benefits realised from the consolidation in FY19 and FY20 will be repeated. Additionally a potential saving of 1-2% of employment expenses

will be captured from those Directorates consolidating in this year. This will yield an incremental benefit of $500-1,000k but this will be realised in

FY22.

• In FY22, the newly consolidated labs will be able to multi-skill employees and better utilise supplies. This may result in an additional benefit that is

realised in FY22 of $270-540k. By FY22, the consolidation will have reached full run-rate of $2.4-4.7m.

5.0

17.5

27.6

4.15.3

21.0

11.8

5.94.9

A
P

 -
S

u
rg

ic
a
l

A
u
to

m
a
te

d
 -

te
s
ti
n

g

A
P

 -
C

y
to

lo
g
y

H
a
e
m

a
to

lo
g
y

B
lo

o
d
 B

a
n
k

Im
m

u
n
o
lo

g
y

C
h
e
m

ic
a
l

P
a
th

o
lo

g
y

H
a
e
m

a
to

lo
g
y

n
o
n
-B

lo
o
d
 B

a
n
k

M
ic

ro
b
io

lo
g
y

G
M

P

1,000

3,200

M
u
lt
is

k
ill

in
g
 b

e
n
e
fi
t

1,050

P
ri
o

r 
y
e
a
rs

c
o
n
s
o
lid

a
ti
o

n

2,100

270

F
Y

2
1
 c

o
n
s
o
lid

a
ti
o

n

b
e
n
e
fi
t

1,600

500

540

1,100

550
0

F
Y

1
9
 C

o
n
s
o
lid

a
ti
o

n

b
e
n
e
fi
t

C
o
n
s
o
lid

a
ti
o

n

ro
u
n
d
 1

0

F
Y

1
9
 C

o
n
s
o
lid

a
ti
o

n

b
e
n
e
fi
t

1,100

550

F
Y

2
0
 c

o
n
s
o
lid

a
ti
o

n

b
e
n
e
fi
t

FY19                 FY20            FY21         FY22
($0-0k)    ($550-1,100k)     ($1,600-3,200k)       ($2,370-4,740k)

min

max

FY19        FY20       FY21



Competitiveness of SA Pathology in a contestable market - final report  78

Appendix 1. Improvement opportunities
C2: Collection centre footprint review and profitability improvement strategy

C2
Review profitability of collection centres supporting community work and rationalise where unprofitable, if access is maintained. Improve the 
profitability of wider collection centres through targeted marketing and changes to operation hours to increase overall service volume.

Overview

Current state

• Based on the Profitability Model as of 14/12/18. SA Pathology is revising the model and the analysis of benefits estimates
should be redone once the model is updated.

• SA Pathology currently has 90 collection centres in metro (48) and regional (42) locations. Based on SA pathology’s
profitability model, there are 10 unprofitable collections centres (8 metro and 2 regional).

• 30 collection centres are high volume. These are based in both metro (20) and regional (10) locations. All high
volume collection centres are currently profitable.

• 33 collection centres have medium volume. These are based in both metro (14) and regional (19) locations. 3
medium volume metro collection centres are currently unprofitable.

• 27 collection centres have low volume. These are based in both metro (14) and regional (13) location. 5 low
volume metro collection centres and 2 low volume regional collection centres are currently unprofitable.

Future state

• Closure of unprofitable collection centres, if access to pathology for the area is maintained.

• Increased output and efficiency from collection centres that are profitable but have a below average contribution. This will
be achieved by review of their operation hours, marketing to increase volume, improving rostering and improving the use
of consumables.

• Efficiency benefits relating to changes in the staff mix of collection centres has been analysed in opportunity C3.

Benefits summary

• Financial: Based on the Profitability Model as of 14/12/18, closure of unprofitable centres in FY20 will generate $1.1-1.3m
of savings arising from FTE reductions, avoided rental costs and consumable savings. In addition, improving performance
by 10% for the lower contribution centres in each category will generate in FY21 $0.3-0.4m of savings. SA Pathology is
revising the model and the analysis of benefits estimates should be redone once the model is updated.

• Operational: Volume from closed collection centres could be met by wider SA Pathology collection centres that are closely
located. This will help increase staff utilisation at those sites.

Implementation considerations and risks

• Timeline seeks to commence profitability improvement strategy in FY19, close unprofitable centres in FY20 and realise the
benefits from performance optimisation in FY21.

• Rationalisation strategy may results in some overall loss of market share, with patients choosing to access collection
centres belonging to competitors.

• Broader stakeholder support may be limited given the loss of collection centres in some locations.

• Need to consider any significant community obligations such as APY lands and to ensure access to pathology is maintained

• IR and union considerations.

Impact summary

Total financial impact

• $1.4-1.7m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.5-0.6m

• FY21: $1.1-1.3m

• FY 22: $1.4-1.7m (a)

Investment required

• Low

• Est. implementation cost
- $0.4m. (b)

• TVSPs may be an option.

Implementation ease

• Medium

• Resistance from staff of
closed collection centres
who will need to be
relocated or redeployed.

• Stakeholder support may
be limited.

Risk rating

• Medium

• Stakeholder support.

• IR and union risks.

• Industrial relations
strategy.

Notes: (a) full run rate, (b) cost relating to transporting furniture and equipment of stores to be closed down, as well as make good on pending leases of a total $0.3m and cost of $0.1m for advertising for increasing the volume on the bottom 
performers to the middle. 
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Appendix 1. Improvement opportunities
C2: Collection centre footprint review and profitability improvement strategy

C2
Review profitability of collection centres supporting community work and rationalise where unprofitable, if access is maintained. Improve the 
profitability of wider collection centres through targeted marketing and changes to operation hours to increase overall service volume.

Metro - Supporting analysis

Metro collection centres cumulative    Individual Metro Collection centre contribution ($’000)
contribution ($m)

• Based on the Profitability Model as of 14/12/18. SA Pathology is revising the model and the analysis of benefits estimates should be redone once the

model is updated.

• 20 metro collection centres are considered high volume, 14 are medium volume and 14 are low volume.

• The average contribution of the high volume collection centres is $354k. Increasing output of underperforming (d) high volume collection centres by 10%

would result in a $162k saving.

• Of the medium volume collection centres, there are 3 that are unprofitable. Closure in FY20 could generate $897k of savings. In FY21, increasing output

of underperforming (e) medium volume collection centres by 10% would result in a $54k saving.

• Of the low volume collection centres, there are 5 that are unprofitable. Closure in FY20 could generate $132k of savings. In FY21, increasing output of

underperforming (f) low volume collection centres by 10% would result in a $11k saving.
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collection centres are the ones with contribution below $300k; (e) underperforming medium volume collection centres are the ones with contribution below $150k, (f) underperforming low volume collection centres are the ones with 
contribution below $30k , 
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Appendix 1. Improvement opportunities
C2: Collection centre footprint review and profitability improvement strategy

Regional - Supporting analysis

Regional collection centres cumulative   Individual Regional Collection centre contribution ($’000)
contribution ($m)

• Based on the Profitability Model as of 14/12/18. SA Pathology is revising the model and the analysis of benefits estimates should be redone once the

model is updated.

• 10 collection centres are considered high volume, 19 are medium volume and 13 that are low volume.

• The average contribution of the high volume collection centres is $374k. Increasing output of underperforming (d) high volume collection centres by 10%

would result in a $44k saving.

• The average contribution of the medium volume regional centres is $174k. In FY21, increasing output of underperforming (e) medium volume collection

centres by 10% would result in a $59k saving.

• Of the low volume collection centres there are 2 that are unprofitable. Closure in FY20 could generate $158k of savings. In FY21, increasing output of

underperforming (f) low volume collection centres by 10% would result in a $18k saving.
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C2
Review profitability of collection centres supporting community work and rationalise where unprofitable, if access is maintained. Improve the 
profitability of wider collection centres through targeted marketing and changes to operation hours to increase overall service volume.

Notes: (a) volume of collection generating over $550k of revenue; (b) volume of collection generating revenue below $550k but over $220k, (c) volume of collection generating revenue below $220k, (d) underperforming high volume 
collection centres are the ones with contribution below $300k; (e) underperforming medium volume collection centres are the ones with contribution below $150k, (f) underperforming low volume collection centres are the ones with 
contribution below $50k , 
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Appendix 1. Improvement opportunities
C3: Realign the staffing mix in the collection centres

C3
Realign the staffing mix in the collection centres by replacing RNs and ENs with phlebotomists resulting in lower employment costs and more 
specialised skillsets.

Overview

Current state

• Staffing mix across SA Pathology’s collection centre network has a range of different types of employees, and includes the
following classifications: registered nurses (RN), enrolled nurses (EN) and phlebotomists. 27 collection centres include
RN and EN staff(c).

• The number of RNs and ENs in collection centres has been slowly decreasing since FY14(c) as the preferred staff mix shifts
towards Phlebotomists given their skillset and cost.

Future state

• Continued realignment of staffing types within collection centres to ensure an appropriate mixture of phlebotomists and
nursing staff. This will bring SA Pathology inline with privately operated collection centres.

Benefits summary

• Financial: metro:

─ Changing 6.2 RNs(c) and 9.1 ENs(c) to phlebotomist can result in a benefit(c) of  $0.3m.(b)

• Financial: regional:

─ Changing 1.6 RNs(c) and 8.6 ENs(c) to phlebotomist can result in a benefit(c) of  $0.5m.(b)

Implementation considerations and risks

• IR and union considerations given specific industrial arrangements that apply to nurses.

• Phlebotomists are not qualified for highly specialised sample taking. Staffing realignment will need to consider the impact
of this and how it can be most appropriately managed.

• Timeline sees the initiative being fully implemented within 6-8 months, with full benefit realised for FY20.

Impact summary

Total financial impact

• $0.8-0.9m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.4-0.5m

• FY21: $0.8-0.9m

• FY22: $0.8-0.9m (a)

Investment required

• Low

• Est. implementation cost
- cost for training of new
staff members to be
absorbed by the business.

• TVSPs may be an option.

Implementation ease

• Low

• Cannot enforce
redundancies upon
nurses.

Risk rating

• High

• IR and union risk.

Notes: (a) full run rate (b) based on average annual salaries mentioned in the profitability model; (c) Based on the SA Pathology profitability model (14/12/18). SA Pathology is revising the model and facts, analysis and benefits should be 
reviewed based on the revised model.
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Appendix 1. Improvement opportunities
C3: Realign the staffing mix in the collection centres

Supporting analysis

FY18 collection centres with FTEs that are classified  Benefits estimates from realigning staffing mix(a) ($’000)
as RNs or ENs(a) (FTE numbers)      

• The three metro collection centres with negative contribution(a) have been identified for closure as per improvement opportunity C2(a). In order to not

double count savings, no benefit will be realised from staffing mix realignment. If these collection centres are not closed, the benefit from staff

realignment at them would have been $205k as a result of 6.5 ENs(a) and 1.3 RNs(a) positions that would be performed by phlebotomists.

• The metro collection centres with positive contribution have 9.1 ENs(a) and 6.2 RNs(a). Changing that staffing mix to phlebotomists, can result in benefit

of $325k(a) in FY20.

• The regional collection centres with positive contribution have 1.6 RNs(a) and 8.6 ENs(a). Changing the staff mix to phlebotomists can result in a benefit

of $480k(a) in FY20.

• The regional collection centres with negative contribution did not have any FTEs classified as RNs or ENs(a).

• The total potential benefit in FY20 is $800-900k(a), based on changing the staffing mix. During implementation if practical constraints require retention

of some RNs or ENs then benefits estimate should be recalculated.

• As the initiative will be executed in FY20, and assuming it is executed during the first half of the year, only half of the benefit will be realised in FY20.
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C3
Realign the staffing mix in the collection centres by replacing RNs and ENs with phlebotomists resulting in lower employment costs and more 
specialised skillsets.
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Notes: (a) Based on the SA Pathology profitability model (14/12/18). SA Pathology is revising the model and facts, analysis and benefits should be reviewed based on the revised model.
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Appendix 1. Improvement opportunities
C4: Realise lab staffing efficiencies

Overview

Current state

• Staff have been classified as either clinical, technical officers, medical scientists or admin and other for analysis. This
indicates the average cost of an FTE in each Directorate varies as the staff mix and specialisation level differs.

• The optimal staff mix in each Directorate depends on testing undertaken, however comparative analysis indicates SA
Pathology employs significantly more pathologists and highly experienced staff with greater associated costs.

• The employment expense per FTE in each Directorate is as follows in FY18:

─ AP: $182.6k (25% clinical(c) and 26% MES(d)).

─ Immunology: $137.4k (13% clinical(c) and 43% MES(d)).

─ Chemical Pathology: $149.0k (12% clinical(c), 57% MES(d)).

─ GMP: $111.9k (2% clinical(c), 61% MES(d)).

• Existing practices mean some pathologists provide support across multiple Directorates. Associated costs for these
individuals is not apportioned.

• Additionally there are $12.4m of employment costs in the General Ledger that are marked as ‘non operating’ or have been
judged by Directorates as ‘out-of-scope or for exclusion’. In optimising the staff skills, staff undertaking the additional
$12.4m of work which was marked as out-of-scope should be considered.

Future state

• Optimise the number of pathologists and senior scientists and increase the number of technical officers in Directorates.
Activities could leverage the successful learnings of Regional Services around multi-skilled staff.

Benefits summary

• Financial: In FY20 realise the benefits from adjusting the staffing mix so that the average cost per FTE reduces by 2.5% per
FTE. In FY21 realise the benefits from adjusting the staffing mix so that the average cost per FTE is reduced by 5% across
all Directorates.

Implementation considerations and risks

• Realisation of this opportunity will require significant planning and analysis.

• Will require close management of associated IR and union risks.

• Retention of key staff during the rationalisation process may be challenging.

• Will require ongoing capability development and support to ensure appropriate multi-skilling of staff.

• Need to ensure that the accreditation requirements for NPAAC Laboratory Supervision are met.

• Significant organisational change would be required for this to be implemented successfully.

C4
Multi-skill lab staff and rationalise their mix to reduce the number of pathologists and senior scientists, and increase more junior scientists 
and technical officers. This will increase productivity and reduce average cost per test.

Impact summary

Total financial impact 

• $5.5m (EBIT saving)

Timeline for realisation

• FY19: $0.0m

• FY20: $1.4m

• FY21: $2.7m

• FY 22: $5.5m (a)

Investment required

• Medium

• Est. implementation cost
- $1.3m to identify
positions, and provide
capability development.

• TVSPs may be an option.

Implementation ease

• Low

• IR and union risks.

Risk rating

• High

• Potential impacts from
low staff support.

• Will require close
management of
associated IR and union
risks,

─ Microbiology: $120.7k  (7% clinical(c), 45% MES(d)).

─ Haematology: $125.7k (9% clinical(c), 53% MES(d)).

─ Regional: $85.5k (contains non lab staff).

─ Automated: $99.0k (0% clinical(c), 41% MES(d)).

Notes: (a) full run rate; (c) Clinical staff include Allied Health professionals, Medical practitioners, Senior Registrars. Technical Officers include TGOs, Medical scientists include MES and Admin and other include Executive officer, OPS).(d) 
Medical laboratory scientist classification
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Appendix 1. Improvement opportunities
C4: Realise lab staffing efficiencies

C4
Multi-skill lab staff and rationalise their mix to reduce the number of pathologists and senior scientists, and increase more junior scientists 
and technical officers. This will increase productivity and reduce average cost per test.

Supporting analysis

FY18 Employment cost (including out-of-scope)    Benefits realised from staff mix change ($’000)
per FTE by Directorate ($’000)    

• FTE analysis indicates Directorates can be grouped into three size categories: large (Automated-testing, Microbiology and AP), medium (Regional,

Genetics and Haematology) and small (Immunology and Chemical Pathology).

• For large Directorates, the average employment cost (including out-of-scope) per FTE is $135k. Automated does not have any medical staff, whilst

Microbiology has 7% and AP has 25%. If AP reduced the number of senior staff so that the average cost per FTE in AP were to reduce by 2.5%(a), it would

result in $0.8m of savings. Similarly if all other Directorates except automated change their staff mix so that the average cost per FTE reduces by 2.5%)

the total savings would be $2.7m.

• If all Directorates reduced their average cost per FTE by 5%(a) this would result in total benefits of $5.5m. A 7.5% reduction would lead to total benefits of

$8.2m – this is not factored into the saving potential of this opportunity as it is a stretch goal.

• As the majority of the salaries for FY19 have already been paid, changes will commence in FY19 but the benefits will be realised in FY20.

• The expected benefit for FY20 is a 2.5%(a) decrease in average cost per FTE. Also half of that benefit will be realised in FY20, the entire benefit will be

realised in FY21. The expected benefit for FY22 is a 5%(a) decrease in average cost per FTE (in total).
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Appendix 1. Improvement opportunities
C5: Renegotiate agreements with 3rd party suppliers

C5
Renegotiate agreements with 3rd party suppliers for consumables, equipment and services. Where possible, consolidate and leverage
statewide and interstate spend.

Overview

Current state

• SA Pathology has 40 contracts with 3rd party suppliers representing a total value of $21.7m. Contracts are as follows:

─ Medical Equipment: $11.8m with 11 contracts.

─ Laboratory Goods: $4.9m with 9 contracts.

─ ICT: $1.9m with 3 contracts.

─ Healthcare services: $1.6m with 8 contracts.

• In addition there are 78 property lease contracts and agreements representing an annual cost of $2.1m.

Future state

• A range of opportunities exist in order to drive savings from existing arrangements:

─ Option 1: Renegotiate existing service and supplies contracts on the basis of existing demand.

─ Option 2: Renegotiate existing service and supplies contracts whilst consolidating SA Pathology’s existing demand.

─ Option 3: Consolidate SA Pathology’s existing demand and then run a competitive process including new potential 
suppliers.

─ Option 4: Consolidate demand with other states (the benefit from this option has not been assessed).

• Microbiology renegotiated their agreements with 3rd party suppliers in FY17, realising approximately $0.3m of benefit.
This represents an approximate 5.7% reduction in their cost of supplies and services.

• Depending on the option selected, savings are estimated in the range of 10-20% in supplies and services costs.

Benefits summary

• Financial: The primary benefits will be efficiency savings and opportunity may exist to secure additional benefits such as
improved distribution and delivery arrangements.

• No benefits have been attributed to the renegotiation of property contracts due to the highly competitive market that the
collection centres operate in and the fact that each property rental agreement is with a different vendor.

Implementation considerations and risks

• The current benefits have been phased to align with contract expiration, however there may be some potential to
renegotiate some contracts prior to their expiration.

• Realising the full scale of benefits requires a co-ordinated approach with other states. This will require detailed planning
and co-ordination. Benefit’s from an interstate approach have not been factored into the financial impact.

• Timeline focuses initially on renegotiating smaller contracts, before negotiating broader contracts within 2 years.

Impact summary

Total financial impact 

• $1.1-2.2m(a) (EBIT
saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.6-1.3m

• FY 21: $1.1-2.2m

• FY 22: $1.1-2.2m(a)

• Full run-rate: $2.2-4.3m

Investment required

• Low

• Est. implementation cost
- cost to identify and
renegotiate contracts to
be absorbed by the
business.

Implementation ease

• High

Risk rating

• Low

• Will require coordination
across states.

• Resistance from suppliers
at risk of contract loss,
particularly those who
are locally based.

Notes: (a) not full run rate

─ Medical consumables: $1.4m with 5 contracts.

─ Consultancy services: $71k with 1 contract.

─ Equipment maintenance: $46k with 2 contracts.

─ Office supplies: $23k with 1 contract.
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Appendix 1. Improvement opportunities
C5: Renegotiate agreements with 3rd party suppliers

C5
Renegotiate agreements with 3rd party suppliers for consumables, equipment and services. Where possible, consolidate and leverage
statewide and interstate spend.

Supporting analysis

Annual cost of current contracts ($’000)     Benefits realised from renegotiation of agreements ($’000)  

• Contracts can only be renegotiated as they expire or on a trigger event. Limited benefit is realised in FY19 given the lack of time to renegotiate.

• SA Pathology’s 40 contracts (excluding property) have an estimated value of $21.7m and varying expiration dates up to January 2028.

• There are 20 contracts (excluding property) due to expire in calendar year 2019 with an estimated value of $6.4m.

• Through renegotiation of contracts, a 10-20%(a) decrease can be achieved in FY20. This will support increase efficiencies in contract management.

• An incremental 10 contracts with total value of $4.8m are to expire in calendar year 2020. Benefits from renegotiation of those contracts can be realised
in FY21 and can be estimated at 10-20%(a) of the contract value.

• SA Pathology will not be able to reach full run-rate by FY21 due to dates of contracts expiry.

• SA Pathology can try to renegotiate agreements in collaboration with other states, this benefit is not modelled or included in this analysis.
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Notes: (a) based on past experience in similar industries, organisations or sufficiently close industries and organisations. Contract renegotiation has been observed to result with up to 20% improvement, with the average improvement of 
12.7%. An example where SA Pathology was able to reduce supplies cost through contract renegotiation is Microbiology which realised a 5.7% reduction.
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Appendix 1. Improvement opportunities
C6: Resolve inefficiencies caused by EPLIS

C6 Resolve inefficiencies caused by EPLIS reducing the data entry workload and associated FTEs. 

Overview

Current state

• Following the implementation of EPLIS a number of areas were identified for optimisation and improvement. (b) An EPLIS
optimisation project was established with a focus on completing activities in FY20.

• This project will also seek to deliver broader benefits including integration with OACIS and EPAS. Those can commence in
FY20 once the EPLIS optimisation has been completed.

Future state

• Full completion of EPLIS remediation activities to support a streamlined and fully automated laboratory information
system that provides the following features and benefits:

• Quick, easy, streamlined and accurate data entry.

• Track billing challenges.

• Full integration with hospitals and GPs online electronic ordering platforms.

• Integrated decision support algorithm to support demand management and efficient operation.

• Improved reporting of results to customers.

• Improved reporting of performance for Directorate managers including advanced data analysis.

• Once EPLIS remediation activities have been completed, scope exists to increase electronic ordering activities with
hospitals and GPs and provide decision support algorithms. The associated benefits from these broader activities have not
been included within this opportunity.

Benefits summary

• Financial: The main benefits relates to FTE efficiencies from increased process automation. The benefit reflects
improvement against current performance rather than budget. The FY20 budget already assumes all the benefits have
been achieved.

• Operational: Successful implementation creates the opportunity for improved customer satisfaction, turnaround times and
outcomes given greater analytical capabilities.

Implementation considerations and risks

• Significant ongoing financial investment is required, estimated at $5m. Further enhancements possible once EPLIS
optimisation is completed.

• Implementation timeline will need to be staggered to help manage associated risks. This timeline focusses on resolving
data entry issues in FY19 and FY20, with remaining changes being implemented thereafter.

• Given prior EPLIS implementation issues, it will be important that this opportunity is well planned and delivered.

Impact summary

Total financial impact 

• $3.5-3.6m (EBIT saving)

Timeline for realisation

• FY19: $0.5-0.6m (a)

• FY20: $2.3-2.4m (a)

• FY21: $3.5-3.6m (a)

• FY22: $3.5-3.6m (a)

Investment required

• High

• Est. implementation cost
- $5m as per the EPLIS
Optimisation project
estimates.(c)

Implementation ease

• Medium

• Will require significant
planning and
management.

Risk rating

• Medium

• Potential significant
disruption to operations
and performance.

Notes: (a) The opportunity reflects improvement against current performance rather than budget. The budget may include part of or the entire benefit in, (b) refer to EPLIS optimisation project slide for further details.(c) funding for this 
already provided or will be funded internally
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Appendix 1. Improvement opportunities
C6: Resolve inefficiencies caused by EPLIS

C6 Resolve inefficiencies caused by EPLIS reducing the data entry workload and associated FTEs. 

Supporting analysis

FY18 estimated cost to resolve EPLIS issues ($m)     Benefits realised from the initiative ($m) 

• In FY19, a reduction in FTEs focusing on data entry by approximately 25%, yielding a benefit of $500-600k.

• In FY20, a reduction in remaining data entry FTEs and associated Directorate overtime yielding a benefit of $1.75m. FY20 total benefit will be $2.25m-

$2.35m.

• In FY21, FTEs supporting the EPLIS optimisation project will return to their regular roles. This will generate an incremental benefit of approximately

$1,200k.

• The total full run rate by FY21 is $3.5-3.6m.

• Beyond FY21, potential exists for further financial benefits originating from better integration with electronic ordering with hospitals and GPs and

decision support algorithms.

1.8 2.3 2.3
1.2

3.5

T
o

ta
l 
F

Y
2
1
 b

e
n
e
fi
t

F
Y

2
1
 i
n

c
re

m
e
n
ta

l

b
e
n
e
fi
t

1.2

3.6

P
ri
o

r 
y
e
a
rs

 b
e
n
e
fi
t

0.5

T
o

ta
l 
F

Y
2
0
 b

e
n
e
fi
t

2.4

F
Y

2
0
 i
n

c
re

m
e
n
ta

l

b
e
n
e
fi
t

0.6

F
Y

1
9
 b

e
n
e
fi
t

1.8

0.6

0.5

2.4

R
e
d
u
c
ti
o

n
 i
n

d
a
ta

 e
n
tr

y
 F

T
E

FY19       FY20           FY21
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FTEs
Estimated
cost ($m)

Extra FTEs for data entry in 
in Automated Directorate

20.2 1.0

Extra FTEs for data entry in
Patient Services

4.48 0.2

Extra FTEs for data entry in
Regional Services

18.0 0.9

Extra FTEs for data entry in 
MID (a)

4.0 0.2

Directorate FTEs for EPLIS
improvement project

6.0 1.2

Notes: $50,000 average salary used to estimate cost for each data entry FTE in Directorates. $200,000 average salary used to estimate cost for each FTE on EPLIS Improvement Project. (a) 

additional FTE related to temporary staff hired to assist with EPLIS implementation e.g. data entry
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Appendix 1. Improvement opportunities
C7: Invest in digital Pathology and digital communication

Overview

Current state

• SA Pathology does not have the required technology to implement Digital Pathology, and acquiring it would require
investment and changes to working practices. Existing practices require pathologists to read and interpret slides onsite,
creating additional costs.

Future state

• A new operating model using digital pathology equipment would see technicians create slides (onsite) that are digitally
transmitted to a remote central location where pathologists could interpret them. This would be beneficial for Directorates
such as AP, Microbiology and Haematology as it would increase pathologist productivity. Patient specimens from multiple
locations could be analysed centrally, reducing the number of pathologists required.

• This would see SA Pathology take a lead position within Australian Public Pathology as digital pathology is not currently
being utilised in a diagnostic capacity.

• A modern lab space will also be required to enable centralisation of pathologists and facilitate new and improved ways of
working. This has not been factored into the implementation costs. A detailed business case needs to be developed for this
opportunity including any revisions to benefits, investment and timelines.

Benefits summary

• Financial: The main driver of efficiency is the reduction in pathologists due to increased productivity. Timelines are
dependent on the availability of suitable space and ability to quickly deploy the relevant technology. The timelines may
need to be extended if appropriate space and implementation capability is not available.

• Operational: Potential operational benefits include improved turnaround times, workplace flexibility for pathologists and
better use of resources. This would also act as an enabler to help SA Pathology achieve an optimal staffing mix (the value of
this has not been quantified).

• Successful implementation would also provide SA Pathology with the opportunity to increase its interstate / international
service offering and grow revenues from wider sources.

Implementation considerations and risks

• Implementation would involve a pilot study in two labs with an initial investment of $300k. This would be followed by
broader  implementation. It is anticipated that associated costs will be approximately $1m, depending on scale.

• Timeline for implementation would see a pilot once EPLIS optimisation is complete to ensure minimal associated
disruption and adequate resourcing. Additional funding and capacity would support an earlier pilot. The timeline should
be linked to the availability of an appropriate location and access to appropriate implementation capability.

• Would require significant IT support.

• Would require an Industrial Relationships strategy to mitigate any potential IR and union risks.

C7
Invest in digital pathology - enabling remote reporting by Pathologists located at a centralised location, thus improving reporting times, 
staffing costs and productivity.

Impact summary

Total financial impact 

• Not Available (N/A).

Timeline for
realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $0.5-1.5m(a)

• FY22: $5.0-7.5m(b)

• Full run rate to be
reached after FY21.

Investment required

• Medium

• Est. implementation cost
- $0.3m for a pilot and
$1.0m for full technology
deployment. The
implementation costs do
not include the cost of
the development of a
modern lab space.

• TVSPs may be an option.

Implementation ease

• Low

• IT implementation risks.
IT support essential.

Risk rating

• High

Notes: (a) based on reducing the workforce by 1 to 3 pathologist at a cost of $500k each, based on reducing the workforce by 10 to 15 pathologist overall at a cost of $500k each
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C8: Rationalise and improve management of research activities and research support

C8
Rationalise research and support activities to align to Pathology-focussed LHN needs. Put in place a framework to better manage research and 
support activities. 

Overview

Current state

• SA Pathology supports a broad range of research activities including answering clinical questions, fundamental health and
medical research and translational and clinical research.

• Fundamental health and medical research aims to challenge and improve the understanding of physiological principles
and processes whereas translational and clinical research focuses on application of that understanding into improving
pathology tests, their utilisation, the management of diseases and the search for new and better treatments.

• As per the staff survey as well as items in the FY18 General Ledger marked as research support, $5.2m of research and
research support was undertaken.

─ AP: $125k. 

─ GMP: $609k. 

─ Immunology: $2,627k. 

─ Haematology: $303k. 

• Feedback suggests that the true value of research activities is greater than this.

Future state

• Commercial and transparent approach taken to all research activities.

─ Increased alignment of proposed research: Appropriate governance and challenge to ensure proposed research and
support activities align to SA Pathology’s required capabilities to meet agreed customer service levels.

─ Improved management of activities: Research has proper KPIs and generates income to cover its own cost. 

─ Improved financial visibility: Research activities managed as separate cost centres, rather than being embedded in 
the staff costs of each Directorates.

─ Alternative delivery arrangements: Where proposed research is deemed not appropriate, this is declined or referred 
on for consideration by an appropriate alternate research organisation. 

Benefits summary

• Financial: Reduction in associated FTEs and costs due to rationalised and more focused research and support activities
and move of appropriate research to other research institutions where appropriate.

• Operational benefits include increased visibility of tasks which will support improved management.

• Clinical trials supported by SA Pathology are charged at cost and are not captured in this data.

Implementation considerations and risks

• IR and union risks. Reference to DHW recognising the appropriateness of research and supporting its continuance is
referred to in the medical officers EA for consultants.

• Potential for associated staff resistance.

Impact summary

Total financial impact 

• $1.1-1.2m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.9-0.9m

• FY21: $1.1-1.1m

• FY22: $1.1-1.2m (a)

Investment required

• Low

• Est. implementation cost
- Minimal cost required
to create an improved
management framework
for research to be
absorbed by the business.

• TVSPs may be an option.

Implementation ease

• High

Risk rating

• Medium

• IR and union risks

• Broader stakeholder
support may be limited.

• May weakened
relationship with metro
LHNs if there is a loss of
collaborative engagement
with specialists.

─ Chemical Pathology: $94k.

─ Microbiology: $181k. 

─ Regional and Automated: $0k.

─ Other: $1,296k  (Vet services: $546k, Other: $750k).

Notes: (a) full run rate, benefits calculated in collaboration with SA Pathology mainly based on the reduction of research support to lower levels
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Appendix 1. Improvement opportunities
C9: Reduce operational inefficiencies across Directorates

C9 Reduce operational inefficiencies across Directorates.

Overview

Current state

• The total operating cost for SA Pathology is $71m (excluding overheads and indirect costs, and including out-of-scope
items).

• Directorates have identified a number of inefficient practices which include operating labs 24/7 when not required to meet
agreed service levels, and opportunities for improved process optimisation such as reducing paper-based activity.

Future state

• Improve the operational inefficiency of Directorates thereby reducing their operational costs. Key strategies relate to:

─ Optimisation of the operating hours of labs increasing utilisation and minimising employment costs such as staff
overtime.

─ Review and standardisation of the current repertoire of tests undertaken.

─ Focussed approach to delivering benefits from demand management.

─ Lab-based process optimization, including removal of paper based activity.

Benefits summary

• Financial: Potential for a reduction in operating and staff costs. A total improvement benefit of 1.5%-3% (b) in operating
costs could be realised.

• Operational: Increased laboratory and equipment utilisation, more efficient lab processes, minimised wastage and
increased turnaround times as a result of improved efficiency.

• The optimised staff mix of Directorates has previously been separately considered. Therefore this opportunity does not
include analysis and benefits related to this

Implementation considerations and risks

• Would require an Industrial Relationships strategy to mitigate any potential IR and union risks.

• Will require close implementation planning and management to ensure minimum disruption occurs to services.

• Timeline: Commence activities in FY19, however there is limited opportunity to realise benefits within this financial year.

Impact summary

Total financial impact 

• $1.1-2.1m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.7-1.4m

• FY21: $0.7-1.4m

• FY22: $1.1-2.1m (a)

Investment required

• Medium

• Est. implementation cost
- $0m. More detailed
assessment required to
confirm any required
investment.

• TVSPs may be an option.

Implementation ease

• Medium

• Significant planning and
change management
support required.

Risk rating

• Medium

• IR and union risk.

• Broader stakeholder
support may be limited.

Notes: (a) full run rate (b) benefits have been estimated based on prior knowledge of comparable companies and transactions. 
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Appendix 1. Improvement opportunities
C9: Reduce operational inefficiencies across Directorates

C9 Reduce operational inefficiencies across Directorates.

Supporting analysis

FY18 Operating cost by Directorate ($m)     Benefits realised ($’000)
Including out-of-scope items       

• In FY19, commence planning for benefits realisation. Due to the lack of time remaining in the financial year, no benefits are expected to be realised.

• In FY20, commence implementation of opportunities such as optimisation of lab operating hours, rationalising required overtime, minimising travel,

creating more efficient processes that increase machinery and staff utilisation. A 1-2% reduction in the total operating cost across all Directorates can be

realised in FY20 resulting in $0.7-1.4m.

• In FY21, an additional 0.5-1% reduction can be achieved resulting in an overall benefit of $1.1-2.1m.
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Appendix 1. Improvement opportunities
C10: Improve couriers efficiency

C10
Increase efficiency of courier operations (routes, locations, number of runs, rostering) and rationalise large courier vehicles to those that are 
smaller and more economical.

Overview

Current state

• SA Pathology currently uses a variety of courier arrangements. The main format is an in-house fleet which is supplemented
by outsourced provision and the occasional use of taxis. Additionally, regional couriers are run independently and mainly
staffed by volunteers. The cost of metro couriers is $5.0m, which excludes the costs of taxis. Regional couriers utilise
volunteers, some of which use their own vehicles. The cost of regional couriers is not available and is not being considered
in this optimisation.

• Feedback has identified complaints about reliability and courier speed.

• There are two urgency levels for couriers: ‘urgent’ for requests that need to be processed within an hour and ‘non-urgent’
for other requests. It is common for packages to be marked as ‘urgent’ despite slower processing times being acceptable.

• To support a more efficient courier system for the in-house fleet, route optimisation analysis has been performed. Whilst
this has generated some benefits, potential exists to further increase route optimisation and efficiency.

• Larger vehicles are used more often than required due to historic Government policies requiring specific makes be
procured. These policies are no longer applicable and SA Pathology is shifting towards hybrid vehicles where possible.

Future state

• An optimised courier service which allows for quick, efficient and effective specimen transport and minimises the need for
use of taxi service. This will be achieved through increased optionality in terms of urgency requirements to more
appropriately manage demand. Software and support on route management and vehicle replacement would also be
beneficial.

• Introduce more levels of urgency – such as urgent (process time less than 1 hour), same day processing with process time
of 24 hours and two day processing with turnaround time of 48 hours. This will allow for better route optimisation.

• Contesting couriers is severely restricted by current industrial agreements.

Benefits summary

• Financial: Efficiency benefits - reduced operating cost through better vehicles, optimised routes and associated reductions
in FTEs and usage of taxis.

• Operational: Optimising couriers routes will help SA Pathology become more agile and competitive through improved
service and quicker performance. Improved adherence to urgency levels will support more efficient use of assets and lower
costs.

Implementation considerations and risks

• Route optimisation will require specialist advice and support.

• Potential for significant patient and clinical issues should implementation be unsuccessful.

• Would require an Industrial Relationships strategy to mitigate any potential IR and union risks.

Impact summary

Total financial impact 

• $0.3-0.6m (EBIT)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.3-0.5m

• FY21: $0.3-0.5m

• FY22: $0.3-0.6m (a)

Investment required

• Low

• Est. implementation cost
- $0.4m to support route
optimisation and
implementation.

• Est. implementation. cost
- $0.1m to train FTE in
new processes.

Implementation ease

• Medium

• Specialist skills required.

Risk rating

• Medium

• Potential for operational
disruption.

• IR and union risk

Notes: (a) full run rate
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Appendix 1. Improvement opportunities
C10: Improve couriers efficiency

C10
Increase efficiency of courier operations (routes, locations, number of runs, rostering) and rationalise large courier vehicles to those that are 
smaller and more economical.

Supporting analysis

FY18 courier cost ($m)     Benefits realised ($’000)     

• The current fleet consists of 69 vehicles, including Toyota Camrys, Mitsubishi Outlanders, Kangoos, Hyundai iLoad sand Transporter Panel vans.

• New vehicles are to be leased following analysis to determine suitability based on tasks required, anticipated mileage, lease costs, economy and any
associated OHS implications. Lease periods to be for 12-36 months and based on mileage. Lease costs to be reviewed at renewal points.

• The benefit will be realised in FY20 and it will be about 5-10% of the total courier cost.

• As FY19 is almost complete the benefits would be realised in FY20. The benefit in FY20 is $252-505k.

• There will be an additional benefits arising from improvements in management of vehicle fleets, resulting in a 1-2% further cost reduction ($50-101k).
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Appendix 1. Improvement opportunities
C11: Manage overheads and non-diagnostic costs

C11 Manage overheads and non-diagnostic costs.

Overview

Current state

• Within SA Pathology’s total overheads and indirect costs of $53.2m, a total of $24.7m are not already covered by other
improvement opportunities and could be better managed for value. These costs are for:

─ Other operations cost: $9.3m.

─ General Pathology: $8.2m. 

─ Customer services-non courier cost: $3.9m.

─ Billing: $1.5m.

─ Call centres: $1.0m.

─ ICT and procurement: $0.6m.

Future state

• Closer and more commercial management of overheads to identify and deliver potential savings:
─ Other operations cost ($9.3m) consists of the central overhead management and Frome road management as well as

investments and others. SA Pathology is not accountable for the investment loss from an operating result perspective. 
The EPLIS optimisation project will help with Frome Road computing and staff expenses.

─ General Pathology overheads ($8.2m) include occupancy rent and rates, electricity, utilities, fuel, cleaning, repairs 
and maintenance, and other general management costs. Renegotiation of contracts and enhanced management of the 
business will help to contribute savings. This benefit has not been included in the analysis. 

─ Customer services – non courier cost ($3.9m) includes printing of order forms, distribution of consumables to private 
practices and distribution of printed reports. This can be reduced by moving away from paper based activities.

─ Billing ($1.5m) can be reduced using appropriate technology. Benefit will occur beyond FY21.
─ Call centres ($1.0m) could be better managed or outsourced. This would involve reposition this function centrally 

and outside of the Automated Directorate.
─ Immunology ($0.8m) requires better visibility and management of overhead costs. These primarily relate to 

employment costs for the CCB.
Benefits summary

• Financial: reduction of costs and FTEs through better management of overheads, renegotiation of contracts where
possible and potential outsourcing of the call centre. Overheads, non-diagnostic costs analysed in broader opportunities
and non-cash expenses are excluded from this analysis.

• Operational: Reduction in labor intensive support processes supporting better resource efficiency and staff multiskilling.
Implementation considerations and risks

• Broad range of activities will require detailed planning.

Impact summary

Total financial impact 

• $2.3-2.7m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.3-0.8m

• FY21: $1.5-1.9m

• FY22: $1.5-1.9m (a)

Investment required

• Medium

• Est. implementation cost
to be absorbed by the
business.

Implementation ease

• Medium

Risk rating

• Low

• Broader stakeholder
support may be limited.

─ Collection centres: $12.7m (covered in C2).

─ Specimen reception: $10.2m (covered in C9).

─ Customer services – couriers: $5.0m (covered in C10).

─ Immunology: $0.8m.

─ Central items: $22.8m (non-cash expense).

Notes: (a) full run rate
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Appendix 1. Improvement opportunities
C11: Manage overheads and non-diagnostic costs

C11 Manage overheads and non-diagnostic costs.

Supporting analysis

FY18 Employment cost by Directorate ($m)   Benefits realised from consolidation ($’000)    

• Customer services–non-couriers can achieve a reduction of 5-10%. Implementation will see commencement of planning of printing and management in
FY19 (no benefit realised), with the entire benefit realised in FY20. FY21 will focus on better technology and integration with electronic ordering
Supporting a 5-10% saving in $197-394k.

• Other operating costs include intra Government transactions ($1.1m), investment loss ($1.2m), Frome Road computing ($1.5m), staff training and
development and travel ($1.7m) Service level agreements ($1.9m), employment expenses ($1.9m). Investment income/loss has consistently been a loss
of $0.8-5.2m each year over the past 5 years with the exception of a $2.0 gain in FY17. SA Pathology is not accountable for losses in investments as a
result of the decreased value of marketable securities and so has been excluded from the analysis. Frome Road computing increased by $1.1m from FY17
to FY18 due to EPLIS implementation. This extra cost will not occur in FY21. Travel and employment expenses can be managed better to deliver a
reduction of 5-10% in FY20, however as staff become multi-skilled, an investment in training will be required to reduce the cost by 5-10% in FY21.

• Staff expenses can be slightly reduced e.g. reduction of admin staff, however costs may increase as additional tasks return to SA Pathology’s
management.
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Appendix 1. Improvement opportunities
C12: Stop unprofitable tests that are private referred and/or community work

C12 Stop unprofitable tests that are privately referred and/or community work.

Overview

Current state

• SA Pathology undertakes complex public and private testing and is the only provider in SA for some tests.

• Private work includes private community work (such as collection centres and private referred work) as well as private
research work. Some of this is well remunerated and subsidises broader activities. However, other parts of this work are
unprofitable.

• Anecdotally, private companies send work to SA Pathology that:

─ Requires additional testing that will not be renumerated because of Medicare coning rules as private companies have
already extracted the MBS fee.

─ Is complex and not part of the private company’s service offering.

─ Requires additional interpretation by SA Pathology experts as the relevant pathologists at private companies lack 
suitably specialised or recent expertise.

Future state

• SA Pathology continues to undertake the full range of tests for public work.

• SA Pathology only undertakes private work that is profitable. This will require detailed cost analysis to better understand
profitability and cost levels.

• SA Pathology to cease performing unprofitable tests for private companies or agree to receive the right remuneration for
undertaking the private referred work. Detailed cost analysis will help inform improved pricing approaches.

Benefits summary

• Financial: Reduction in unprofitable activity will support lower use of consumables and FTE reduction.

• Operational: More efficient use of resources.

Implementation considerations and risks

• Broader stakeholder support may be limited as a private providers will need to seek alternative arrangements.

• Work to identify unprofitable tests is likely to be challenging given limitations in profitability and costing data.

Impact summary

Total financial impact 

• Not estimated

Timeline for realisation

• FY19: N/A

• FY20: N/A

• FY21: N/A

• FY22: N/A

Investment required

• Medium

• Est. implementation cost
– N/A.

• Improvements in
profitability data.
Investment for this
capability building is
covered under BM3.

Implementation ease

• Low

• Significant work to
determine which tests
will be ceased.

Risk rating

• Low

• Broader stakeholder
support.
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Appendix 1. Improvement opportunities
C13: Transfer of business to appropriate agencies

C13 Transfer of business to appropriate agencies.

Overview

Current state

• SA Pathology’s operations include staff and activities that, whilst supporting the broader SA Health system, do not relate
to the delivery of pathology testing. Examples include but are not limited to:

• The delivery of HR services to the whole of statewide services: The associated cost and relevant budget would be
more appropriately reflect this delivery arrangement.

• The CCB (Centre for Cancer Research). Existing services have limited alignment to SA Pathology.

Future state

• SA Pathology business is lean and focused on delivering efficient and effective pathology services.

• Increased transparency of SA Pathology cost of operations.

Benefits summary

• Financial: Reduction in SA Pathology’s costs and budget. This will not be a reduction to the SA Health system overall, as
the transfers will move to the appropriate agency.

• Operational: Will support a clearer and tighter operational and commercial focus within Directorates.

Implementation considerations and risks

• Analysis and agreements to ensure costs, staff and budget transfers are appropriately calculated and completed.

• Learnings from prior similar transfers will ensure that risks are minimised.

Impact summary

Total financial impact 

• $4.0-5.0m (EBIT saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $2.0-2.5m

• FY 21: $4.0-5.0m

• FY 22: $4.0-5.0m

Investment required

• Low

• Est. implementation cost
- $0.0m.

Implementation ease

• High

Risk rating

• Low

• Potential for disruption
during the transition
period.
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Appendix 1. Improvement opportunities
C14: Commission testing activities from alternative providers where appropriate

C14 Review existing service range and consider where collaboration with alternative providers could support more efficient delivery.

Overview

Current state

• SA Pathology currently performs the majority of required testing with some specialised tests sent interstate. This means
that circumstances may exist where SA Pathology currently provides some tests that could be obtained from an alternative
provider (within an appropriate arrangement).

Future state

• Each Directorate to perform profitability analysis on the range of public pathology tests, identifying those which are
unprofitable. These tests should be reviewed to understand the operational implications and risks of them being provided
by alternative providers.

• For suitable tests where alternative provision is appropriate, SA Pathology to explore opportunities to commission these
services. SA Pathology to consider securing services from both broader public and private providers.

Benefits summary

• Financial: More efficient and sustainable delivery model for unprofitable tests. The financial impact is a high level
estimation and more rigorous analysis should be undertaken at a future date.

• Operational: Enhanced relationships with broader provider network.

Implementation considerations and risks

• Will require profitability analysis of existing test range, as well as a review of provider market capacity and capability.

• Potential for disruption caused during transition to a new delivery model for specific tests.

• Will require development of an appropriate governance model.

• May create some clinical risks associated with the transportation of samples.

• Would require an Industrial Relationships strategy to mitigate any potential IR and union risks.

Impact summary

Total financial impact 

• $1.4-1.8m (EBIT saving)

• The financial impact is an
initial estimate and
requires further analysis.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $0.7-0.9m

• FY22: $1.4-1.8m (a)

Investment required

• Medium

• Est. implementation cost
– $0.0m.

• Investment in technology
required covered under
BM3.

• TVSPs may be an option.

Implementation ease

• Low

• Will require a clear
commissioning strategy.

Risk rating

• High

• Broader stakeholder
support may be limited.

• IR and union risks.

Notes: (a) Areas where collaboration could be explored as non-urgent testing in: Anatomical Pathology, Cytology, Immunology, Microbiology, non-urgent and Haematology non-urgent which represent a combined cost base of potentially 
$74.5m. If a combined saving of 1.0-2.5% can not be achieved by the collaboration then the initiative should not be pursued
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Appendix 1. Improvement opportunities
C15: Commission GMP services from an alternative provider

C15 Commission GMP service from an alternative provider.

Overview

Current state

• A full suite of GMP services is offered by SA Pathology.

• In FY18, GMP’s cost recovery was -$7.4m.

Future state

• Ceasing the delivery of GMP service offering would improve SA Pathology’s cost recovery by approximately $7.4m. Whilst
approximately $2.0m of benefits relating to GMP are included in other opportunities, the nature of GMP testing means
that a comprehensive approach to ensuring it is fully cost recovery is highly challenging.

• GMP testing to be sourced from an alternative providers (public or private) at the current prices LHNs pay to SA
Pathology. This would result in no increase in spend on GMP from an LHN perspective and would result in savings to SA
Pathology at the value of the GMP’s operating loss.

Benefits summary

• Financial: Savings arising from not incurring the operating loss of GMP.

• The financial impact is a high level estimation and more rigorous analysis should be undertaken at a future date.

• Operational: Enhanced relationships with broader provider network.

Implementation considerations and risks

• Potential for disruption caused during transition to a new delivery model.

• Will require development of an appropriate governance model.

• May create some clinical risks associated with the transportation of samples.

• Would require an Industrial Relationships strategy to mitigate any potential IR and union risks.

Impact summary

Total financial impact 

• $5.4m (EBIT saving)

• The financial impact is
the net FY18 cost
recovery minus the
benefits realised by other
cost opportunities.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $2.7-2.7m

• FY22: $5.4-5.4m

Investment required

• Low

• Est. implementation cost
– $0.0m.

• TVSPs may be an option.

Implementation ease

• Medium

• Will require a clear
commissioning strategy.

Risk rating

• High

• Broader stakeholder
support may be limited.

• IR and union risks.

• Limited clinician support.
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Appendix 1. Improvement opportunities
R1: Resolve issues with billing backlog and PBRC

R1 Resolve issues with billing backlog, ensure all outstanding bills are charged before expiry and resolve issues with PBRC.(a)

Overview

Current state

• SA Pathology has a large amount of revenue that remains unbilled, some of which may be unbillable due to system issues.
Revenue bottlenecks have been caused by suspended EPLIS charges, IMM(a) errors (revenue stuck between EPLIS and
PBRC(a)) and worklist items stuck in PBRC(a).

• Accurate calculation of unbilled amounts is challenging and requires various data extracts. Guiding estimates are:

─ Revenue of approximately $4.6m remains unbilled as a result of suspended EPLIS charges. These are charges that
remain in the EPLIS system prior to being released to the PBRC billing system.

─ Revenue of approximately $1m remains unbilled as a result of IMM errors. This is revenue stuck between the EPLIS 
and PBRC(a) systems.

─ Revenue of approximately $4.4m remains unbilled as a result of worklist items stuck in PBRC.

• Total unbilled revenue that is stuck in the various systems could be as high as $10m across 3 financial years with the
majority in FY18. SA Pathology is currently accruing via the General Ledger.

• Medicare does not allow claims for charges after 2 years. The value of total unbilled revenue for FY18 is estimated at $6m.

• Additionally, LHNs are sometime not able to bill for private patients where SA Pathology does not capture the required
patient information.

Future state

• Fully integrated systems that ensure revenue billing is streamlined and can be done accurately. Error checks and alerts to
users when the system detects incorrect data entry.

• Revenue to automatically flow through the billing process with limited manual intervention.

Benefits summary

• Financial: Collection of unbilled revenue and prevention of recurrence of billing problems.

• May be additional financial benefits to the SA health system if the systems better support LHNs’ billing of private patient.

• Operational: Improved and integrated billing and IT systems supporting better reporting and business management.

Implementation considerations and risks

• Will require FTEs support. Additional temporary resources already engaged within Data Management and the Billing team
noting there is some specialisation needed.

• Significant planning to ensure system improvement implementation is successful.

• May encounter challenges with Medicare and LHNs regarding payment given the passage of time.

• Will requires collaboration with eHealth & HRS (Hospital Revenue Services).

Impact summary

Total financial impact 

• $6.0m (revenue) and
translates 100% into
EBIT savings.

Timeline for realisation

• FY19: $6.0-6.0m

• FY20: $6.0-6.0m

• FY21: $6.0-6.0m

• FY22: $6.0m full run rate

Investment required

• Medium

• Est. implementation cost
– to be funded internally.

Implementation ease

• Low

• Timely and costly to clear
backlog.

Risk rating

• Low

Notes: The opportunity reflects improvement against current performance rather than budget. If the budget was adjusted, some exclusions would be required to ensure consistency
(a) PBRC is SA Pathology’s billing system. And IMM are errors which represent transactions which are stuck between EPLIS and PBRC.
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Appendix 1. Improvement opportunities
R1: Resolve issues with billing backlog and PBRC

Supporting analysis

Estimated unbilled revenue ($m) Estimated timeline of revenue collection ($m) 

• The above analysis indicates estimation of unbilled revenue only, as provided by SA Pathology on 21 December 2018.

• Suspended EPLIS accessions: accessions were said to be a more reliable indicator to estimate unbilled revenue than EPLIS encounters. Approximately
110,000 suspended EPLIS accessions currently in the system. Using an average cost per accession, the total estimated unbilled revenue is $4.5m.

• IMM errors: approximately 15,000 EPLIS encounters currently in the system. Based on an average cost per encounter, the total estimated unbilled
revenue is $1m.

• Worklist items stuck in PBRC: 68,000 EPLIS encounters currently in the system. Based on an average cost per encounter, the total estimated unbilled
revenue is $4.7m. Due to Medicare rules, some of the revenue will be unable to be billed as work was completed greater than two years ago.
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Appendix 1. Improvement opportunities
R4: Update pricing to be cost-reflective of effort for public work

R4 Move to cost-reflective pricing (at efficient costs of supply rather than current costs) for public and commercial work.

Overview

Current state

• SA Pathology has based its pricing policy on MBS rates, which are applied using a complex set of parameters that include
patient type, location and authorised orderer.

• Charges for Public Inpatients are usually made at 85% of the equivalent MBS fee and this pricing approach does not
specifically consider the cost of the testing provided. This practice for public work means that a number of tests are
performed that do not recover costs.

• Funding for public health, teaching and training, multidisciplinary team meetings, research and other work such as post
mortem and body handling, prenatal, paediatrics and GMP is also not reflective of effort.

Future state

• SA Pathology operates all services on a fully cost recovery basis. This would align with the direction of other state public
pathology providers, and would remove cross subsidisation between products and provide transparency to LHNs about the
cost of each test helping to support demand management activities. Key steps would include:

• Detailed costing review of all services.

• Pricing of work at cost recovery levels independent of MBS rates and with renegotiation of coning rules to best reflect
the marginal costs of additional tests in public hospital settings. Cost recovery levels would be considered at efficient
costs of supply only.

• SA Pathology to make subsequent price revisions as a result of increased efficiency.

Benefits summary

• Financial: Increased cost recovery of performed work.

• Operational: Improved clarity of costs and profitability. Improved pricing signals to guide SA Pathology’s investment
decisions and customers’ demand decisions.

Implementation considerations and risks

• Will require investment financial and commercial visibility to determine appropriate costs per tests.

• Broader stakeholder support may be limited given increased charges. This will require close partnership working.

Impact summary

Total financial impact 

• $6.2-7.7m (revenue) and
translates 100% into
EBIT savings.

Timeline for 
realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $1.9-2.5m

• FY22: $6.2-7.7m full run
rate.

Investment required

• Medium

• Est. implementation cost
- $0.4m for consultancy
help with pricing models
and implementation
planning.

• Linkage to investment in
opportunity BM3.

Implementation ease

• Low

Risk rating

• High

• Broader stakeholder
support.
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Appendix 1. Improvement opportunities
R4: Update pricing to be cost-reflective of effort for testing activities

R4 Move to cost-reflective pricing (at efficient costs of supply rather than current costs) for public and commercial work.

Supporting analysis

Estimated shortfall prior to overheads but adjusted       Benefits realised ($000s)
for missing revenue in appropriations and PBRC 
By Directorate ($m)      

• AP – does not receive samples from collection centres. Undertakes limited private work, teaching and research. Improving costing can result in up to
70% of the shortfall recovered. For the purposes of this analysis, we will conservatively estimate that 25-30% will be realised in FY21.

• Haematology – undertakes private work and limited teaching. Improving costing can result in up to 50% of the shortfall recovered. For the purposes of
this analysis, we will conservatively estimate that 15-20% will be realised in FY20.

• Regional – undertakes private work, however does not do any research or teaching. Improving costing can result in up to 70% of the shortfall recovered.
For the purposes of this analysis, we will conservatively estimate that 25-30% will be realised in FY20.

• Immunology – undertakes some private work, research and training. Improving costing can result in up to 50% of the shortfall recovered. For the
purposes of this analysis, we will conservatively estimate that 15-20% will be realised in FY20.

• Microbiology, GMP, Chemical Pathology and Automated – no change to pricing.
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Appendix 1. Improvement opportunities
R5: Review commercial arrangements for university teaching and registrar training

R5 Review commercial arrangements for university teaching and registrar training.

Overview

Current state

• SA Pathology employees undertake teaching at universities but do not charge for this services.

• SA Pathology is the only provider in SA that provides training for registrars. This often results in pathologists moving to
the private sector after being trained by SA Pathology.

• Based on the SA Pathology staff survey, SA Pathology’s training cost is $3.2m and represents 22.8 FTEs. Feedback from SA
Pathology indicate that this cost may be significantly understated.

Future state

• Establish a more equitable approach with universities that seeks reimbursement for clinical time spent teaching and
training. This would involve obtaining funding from appropriate sources.

• Training arrangements to incorporate SA Pathology having the first option to offer employment to registrars following
completion of training. Where registrars are offered employment with SA Pathology, but decline the offer to take up
employment with a private pathology provider within the following 2 years, SA Pathology would be appropriately
reimbursed by the new employer for a pre-determined contribution towards training costs.

Benefits summary

• Financial: Recovery of costs associated with teaching and training and a reduction in FTEs following the cessation of
unfunded training activities.

Implementation considerations and risks

• Significant consultation required with key stakeholders given that this represents a change from existing approaches and
is likely to require negotiation. It will be important that long-term beneficial relationships with universities are
maintained.

• Any reduction in existing training for students and registrars would likely raise strong stakeholder concerns.

• IR and union risks associated with any associated FTE reductions.

Impact summary

Total financial impact 

• $2.5-3.2m (revenue) and
translates 100% into
EBIT savings as the cost
to deliver this revenue
has already been
incurred.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $1.3-1.6m

• FY21: $2.5-3.2m

• FY22: $2.5-3.2m full run
rate.(a)

Investment required

• Low

• Est. implementation cost
- $0.0.

Implementation ease

• Low

Risk rating

• High

• Broader stakeholder
support.

Notes: (a) full run rate is estimated based on results of the Staff Survey
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Appendix 1. Improvement opportunities
R6a: Increase private sector market share and revenue

R6a Increase revenue through increasing market share in the private sector for existing tests.

Overview

Current state

• SA Pathology performs some testing for interstate and international customers where SA Pathology’s expertise and
credentials are well recognised.

• Broader commercial income is derived from the Immunology Directorate which develops intellectual property that is often
sold to third parties.

• These additional revenue sources help to offset SA Pathology’s broader costs.

Future state

• Identify and target profitable community work, increasing SA Pathology’s market share for existing tests.

• Strengthening existing relationships with interstate and international partners to increase referrals for profitable tests.

• Ensure all services are performed profitably with an appropriate pricing model.

Benefits summary

• Financial: Increased revenue streams supporting long-term sustainability.

• Operational: Staff and laboratories remain more highly utilised, improved relationships with interstate/international
providers and opportunity to capture learnings from increased testing volumes in specialised areas.

Implementation considerations and risks

• Ensure appropriate activities do not constrain SA Pathology’s core purpose and market, and that operational
arrangements are not impacted.

• Ensure capacity exists within relevant areas to service demand.

• Will require a clear commercial strategy.

Impact summary

Total financial impact 

• $0.6-1.1m (a) (EBIT
saving).

• This is a rough estimate
and additional analysis
should be undertaken.

• This assumes a 20% EBIT
margin.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.5-1.0m

• FY21: $1.4-2.8m

• FY22: $2.8-5.6m (b)

Investment required

• Low

• Est. implementation cost
- $0.3m to support
marketing activities.

• Requires a robust
commercial strategy.

Implementation ease

• High

Risk rating

• Low

(a) SA Pathology has approximately 30% of the private sector market share and generates from it over $40m in revenue, which represents a $1.4m of revenue per 1% of market share. Assuming SA Pathology can increase market share 
by 1-2% generates the estimated benefits in FY21 and 2-4% the estimated benefit in FY22; (b) estimate full run rate.
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Appendix 1. Improvement opportunities
R6b: Expand network of profitable collection centres

R6b Increase revenue by opening new collection centres where analysis indicates likely profitability.

Overview

Current state

• As per opportunity C2, profitable collection centres can realise a financial benefit of $0.5-0.6m each. This is in part due to
the fact that these tests are typically high volume simple tests. The majority of those tests are performed by the Automated
Directorate, which remains the only Directorate with positive cost recovery after overheads allocation.

Future state

• Expand the network of profitable collection centres using demographic analysis to support locations that are likely to
support long-term profitability.

Benefits summary

• Financial: Increase in profitable activity. The benefits of this opportunity are based on opening 2 to 3 profitable collection
centres in FY20 and an additional three in FY21.

• Operational: Increased volume of testing supporting investment in new equipment as appropriate.

Implementation considerations and risks

• Will require detailed costing analysis on existing activities to inform identification of profitable locations. This will need to
be supported with commercial planning activities.

• Significant fixed cost to establish infrastructure for new collection centres.

• Financial risk if collection centres profitability is not achieved.

Impact summary

Total financial impact 

• $0.25-0.3m (a) (EBIT
saving) assuming a 10%
EBIT margin.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.5-1.0m

• FY21: $1.0-2.0m

• FY22: $2.5-3.0m full run
rate.(a)

Investment required

• Medium

• Est. implementation cost
- $0.5m.(b)

Implementation ease

• High

Risk rating

• Low

• Risk of sunk financial
investment.

Notes: (a) benefits have been estimated based on the profitability model and other average profitable centres run by SA Pathology. It’s assumed that 5-6 new profitable collection centres will be opened by FY22 of which 1-2 are opened 
in FY20, 2-4 are opened in FY21 (b) Costs of FTEs to staff the centres is included in the margin. 
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Appendix 1. Improvement opportunities
R7: Expand test capability and target high demand emerging markets

R7 Increase revenue by expanding test capability and targeting high demand emerging markets not currently served.

Overview

Current state

• SA Pathology has traditionally focused on the delivery of public pathology requirements within South Australia. As such,
limited work has been performed to consider expansion into new markets.

• Past efforts to expand services have typically been tactical and uncoordinated, and largely influenced by the capability,
experience and appetite of individual Directorate Managers.

Future state

• A clear and agreed commercial strategy that provides a framework to consider expansion opportunities and articulates an
agreed range of potential opportunities areas. This would be informed through consultation with SA Pathology staff and
key external stakeholders. One key opportunity is likely to be increased work for interstate and overseas customers.

• All new commercial activities to be charged on a fee for service basis.

Benefits summary

• Financial: Increased revenue streams supporting long-term sustainability.

• Operational: Staff and laboratories increase their utilisation, broader customer base, opportunity to capture learnings from
increased testing volumes in specialised areas.

Implementation considerations and risks

• Ensure appropriate activities do not constrain SA Pathology’s core purpose and market, and that operational
arrangements are not impacted.

• Ensure that new services offered to emerging markets do not increase the net cost of pathology services to the system.

• Ensure spare capacity exists within relevant areas to service new demand.

• Will require a clear commercial strategy.

• Accurate identification of benefit realisation will be challenging with a potential need for seed investment.

Impact summary

Total financial impact 

• $1.0-3.0m (revenue)

• Assuming a 33% EBIT
margin this translates to
$0.1-0.3m in EBIT
saving.(a)

Timeline for 
realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $0.0-0.0m

• FY22: $3.0-9.0m full run
rate

Investment required

• High

• Est. implementation cost
- $0.5m

• May require
discretionary investment
in key areas.

Implementation ease

• Medium

• Will require a robust
commercial strategy.

Risk rating

• Low

• Broader stakeholder
support.

Notes: (a) benefits have been estimated based on prior knowledge of comparable companies and transactions. This is the minimum observed as being obtainable.
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Appendix 1. Improvement opportunities
R8: Expand commercial testing services and PoCT to new markets / customers

R8
Expand commercial testing services and PoCT to new markets / customers. Potential opportunities include SA Ambulance Service, MedSTAR, 
Royal Flying Doctor Service, correctional services / prisons, emergency services, general practice/medical specialists, Diabetes Australia, 
sport/athletics clubs, naturopath, ancestry, veterinary and aged care.

Overview

Current state

• SA Pathology currently offers PoCT in limited locations and only in public hospitals. PoCT operations are supported by the
SA Pathology lab staff in metro and regional SA.

• As technology advances, PoCT can provide more testing and potentially increase patient access. There is also an appetite
for PoCT in settings outside the public hospital.

• Additionally, volume recording for blood gas devices is inaccurate in SA Pathology’s PoCT operations. SA Pathology bills
Medicare for the volume recorded only. Not recording a large portion of the volume can potentially lead to significant
unbilled revenue for the services delivered.

Future state

• There are three opportunities that SA Pathology can leverage:

1. SA Pathology can expand the PoCT offering to more LHNs, in an effort to reduce lab opening times and staff call
out costs. PoCT could also potentially increase access to testing and replace activities in remote areas.

2. SA Pathology can expand the PoCT offering to include SA Ambulance Service, MedSTAR, correctional services, GPs
and aged care facilities. iCCnet currently offers PoCT to GPs in regional SA, and their service is greatly valued. SA
Pathology can offer a similar service to GPs in metro area.

3. SA Pathology should review blood gas devices across the SA Pathology fleet, primarily at FMC, WCH and Modbury
to ensure the volume of testing is accurately recorded and Medicare is correctly billed.

Benefits summary

• Financial: Offering PoCT to new markets will increase the volume of PoCT tests completed thus generating extra revenue
from Medicare. Additionally, accurately charging Medicare for tests completed will increase revenue.

• Operational: Increased access to pathology services for patients.

• System benefit: iCCnet currently offers PoCT services for regional SA. iCCnet is not accredited and therefore it’s unable to
charge Medicare for completed. If iCCnet was able to leverage SA Pathology’s accreditation then there is an opportunity for
$1-.0-3.0m in incremental revenue to SA Health (this would not be received by or benefit SA Pathology).

Implementation considerations and risks

• Appropriate resources are required to manage additional PoCT services, and clinical needs and requirements need to be
understood and satisfied if PoCT is to be used to augment laboratory services.

• Reduction in onsite laboratory services could be negatively perceived by customers if PoCT is perceived as inferior.

• Non-laboratory staff use and interpret PoCT results with no direct input from pathology staff. This requires strong clinical
governance to facilitate an effective and clinically safe PoCT service.

Impact summary

Total financial impact 

• $0.3m-$0.5m (20% EBIT
saving)

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $0.0-0.0m

• FY21: $0.8-1.3m

• FY 22: $1.5-2.5m full run
rate.(b)

Investment required

• High

• Est. implementation cost
- $0.3m.

• Leading edge PoCT
required and technology
to understand the cost of
each commercial test so it
can be priced properly –
this is included in BM3.

Implementation ease

• Low

• Need the right capability
and technology.

Risk rating

• High

• NATA accreditation is
expensive.

• LHN expansion will
require PoCT to be
suitable for meeting
clinical needs.

Notes: (b) benefits have been estimated based on prior knowledge of comparable companies and transactions. This is the minimum observed as being obtainable.
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Appendix 1. Improvement opportunities
R9: Receive full funding for all public health work performed

Overview

Current state

• SA Pathology performs a range of public health work such as testing for Salmonella and Ebola. Previously, IMVS used to
receive block-funding for this activity, however SA Pathology does not currently receive specific funding for this work.

• It is estimated that the cost of public health work undertaken by SA Pathology is as follows:

─ Microbiology: Approximately $3.0m for managing outbreaks, for reference / typing work and maintaining a PC3 lab.

─ AP: Approximately $1.5m for bone and tissue banks and statewide perinatal / pediatric autopsy service biopsies. 

─ Hematology: Approximately $1.5m for some blood bank services and inventory management to fractionated products 
distribution and reference / typing work.

─ GMP: approximately $1.5m for newborn screening activities.

• The frequency and volume of public health work varies, however in FY17 the Microbiology Directorate undertook 10,350
public health tests at an estimated at a cost of $1.8m.  This is in addition to typing and reference work and the cost of
maintaining a PC3 lab.

• This is a high level estimate and detailed analysis is required.

Future state

• All public health work undertaken is specifically funded or priced such that costs are fully recovered.

Benefits summary

• Financial: Full recovery of delivery costs. This is not a benefit to the system as a whole but will help more accurately
account for SA Pathology’s services delivered, and facilitate more efficient management.

• Operational: Improved transparency and service delivery.

Implementation considerations and risks

• Will require detailed cost analysis of public health activities performed.

R9 Ensure the full cost of public health work is recovered through an appropriate funding regime.

Impact summary

Total financial impact 

• $7.5m (Revenue)

• As the work undertaken
is already paid for this
translated 100% through
to EBIT savings.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $7.5-7.5m

• FY21: $7.5-7.5m

• FY22: $7.5-7.5m

Investment required

• Low

• Est. implementation cost
– $0m.

• Need to be able to
understand the actual
cost for each activity but
this is covered under
BM3.

Implementation ease

• Medium

Risk rating

• Low



Competitiveness of SA Pathology in a contestable market - final report 111

Appendix 1. Improvement opportunities
R10: Receive full funding for all approved research undertaken

Overview

Current state

• SA Pathology performs a range of approved research. The Employment Agreement (EA) for medical officers includes a
specific number of research hours.

• The approved research currently undertaken is operationally funded.

• Research activity is currently self reported through a staff survey. The recent staff survey estimated the research activity
undertaken to be work $3.2m. This is believed to be an understatement of the actual research activity undertaken.

Future state

• All approved research undertaken is fully funded through an appropriate funding regime that is fully cost recovery.

• Improvement opportunities BM3 and C8 will ensure that research is properly measured and managed.

Benefits summary

• Financial: Full recovery of approved research costs. This is not a benefit to the system as a whole but will help more
accurately accounting for SA Pathology’s activities undertaken, and facilitate more efficient management.

• Operational: Improved transparency and service delivery.

Implementation considerations and risks

• Will require detailed cost analysis of performed approved research.

R10 Ensure the full cost of approved research is recovered through an appropriate funding regime.

Impact summary

Total financial impact 

• $3.1m (Revenue)

• As the work undertaken
is already paid for this
translated 100% through
to EBIT savings.

Timeline for realisation

• FY19: $0.0-0.0m

• FY20: $3.1-3.1m

• FY21: $3.1-3.1m

• FY22: $3.1-3.1m

Investment required

• Low

• Est. implementation cost
– $0m.

• Need to be able to
understand the actual
cost for approved
research activity but this
is covered under BM3
and C8.

Implementation ease

• Medium

Risk rating

• Low
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Appendix 1. Improvement opportunities
BM1: Improve customer experience

BM1 Develop a consolidated approach to improving customer experience and satisfaction.

Overview

Current state

• Customer feedback on SA Pathology performance is variable with some customers seeking improved performance. Service
level agreements (SLAs) are underdeveloped and not used to manage performance.

• Call centres are located within the Automated Directorate, rather than more customer-facing Directorates such as Patient
Services or Customer Services.

• Technology platforms and processes are not in place to measure and manage customer satisfaction, and customer
satisfaction data collection is limited to periodic surveys of patients visiting collection centres.

Future state

• Develop a consolidated approach to understand customer needs and manage customer satisfaction levels.

• Consult with customers to identify current performance issues and develop appropriate approaches to resolve them.

• Run Customer Satisfaction or Feedback surveys (such as net promoters scores) to provide clear understanding and insight
into LHNs’, clinicians’ and patients’ satisfaction levels. Use surveys to identify issues and appropriate mitigation
opportunities.

• Align service offerings to customers’ needs and their perceptions of the clinical value of pathology services.

• Establish SLAs with customers and implement processes to manage to KPIs to ensure targets are adhered to.

• Invest in customer relationship management (CRM) technologies to increase customer experience and enhance customer
loyalty.

Benefits summary

• Financial: Increased likelihood of customer retention resulting in increased recurrent revenue streams.

• Operational: Highly satisfied customers that are unlikely to switch to competitors even if they are offered the choice. Early
identification and mitigation of any customer issues manifest.

Implementation considerations and risks

• Potential need for technology investment.

Impact summary

Total financial impact 

• Not applicable (N/A).

Timeline for realisation

• FY19: N/A

• FY20: N/A

• FY 21: N/A

• FY22: N/A

Investment required

• Medium

• Potential technology
investment, of up to $2m
for a full CRM system

• Some investment may be
required for capacity in
this area.

Implementation ease

• High

• Will require a support
shift in operating culture
and capability.

Risk rating

• Low
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Appendix 1. Improvement opportunities
BM2: Implement a strategic and annual business planning regime

BM2 Develop a strategic and annual business planning regime to support business clarity, accountability and reporting.

Overview

Current state

• SA Pathology operates without a defined and articulated strategic direction that is reflected in an endorsed planning
document. This means the organisation’s vision and key priorities are unclear and cannot guide activities.

• SA Pathology also operates without a formal annual planning cycle. As a result, there is an absence of an articulated and
endorsed yearly plan from which tactical decisions can be made. Whilst Directorates currently have operational plans,
these have been prepared on an exception basis, are historically focused (i.e. an analysis of past performance) and are
strictly operational.

• Budgets are largely determined based on the existing prior year budget with minor amendments made by SA Health to
ensure compliance with Treasury parameters. Budget files are reviewed by Finance and Directorate Managers for each
Directorate without a robust process to limit budgets to an overall funding constraint and organisational priorities. Files
are then submitted to the Department. The Health Performance Agreement outlines the available budget each year and SA
Pathology is required to balance to this amount with limited ability to challenge once finalised. As a result, important
dialogue, debate and challenge around operational and strategic priorities with key decision makers does not occur.

Future state

• Agreed strategic priorities and organisational trajectory summarised in a three year strategy that reflects the external
environment, internal performance pressures and key objectives around customers and patients. This to be underpinned
by an annual planning cycle that includes:

• A summary annual planning document that sets out the key objectives for SA Pathology in the year ahead.

• Detailed Directorate annual plans that align to the annual planning document, and translate organisational
objectives to Directorate performance targets.

• An aligned budgeting and financial planning process.

• An agreed performance reporting regime supporting governance and progress reporting against the plan.

Benefits summary

• Operational: Increased potential to support improved business management, through greater clarity on SA Pathology’s
overall direction and key objectives. This opportunity would support more efficient operations through creating clarity for
decision making and investment. It would also provide improved clarity on performance through better reporting.

Implementation considerations and risks

• Establishment and management of the planning process may require some initial support to ensure alignment.

• Development of an appropriate performance reporting regime is likely to require some assistance.

Impact summary

Total financial impact 

• Not applicable (N/A).

Timeline for realisation

• FY19: N/A

• FY20: N/A

• FY 21: N/A

• FY22: N/A

Investment required

• Low

• Est. implementation cost
– $0.2m advisory
support cost.

Implementation ease

• High

Risk rating

• Low
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Appendix 1. Improvement opportunities
BM3: Invest in systems to support improved commercial and operational decision making

BM3 Improve systems to support improved commercial decision making and ongoing operational insight.

Overview

Current state

• At present, SA Pathology operates with limited commercial and financial information:

• Key metrics such as cost per test are unknown.

• Profitability per test is unknown.

• Reporting capacity is limited meaning that staff do not have timely access to relevant data or accurate and complete
visibility around performance.

• Current financial systems cannot report real-time performance across each site, asset and employee. This makes it difficult
for Directorate Managers to drive performance improvements and realise efficiencies. Some incompatible systems prevent
testing activities being linked to revenues, restricting profitability analysis of services, customer groups, LHNs or hospitals.

• Collectively, these commercial and operational issues limit the ability of staff to make appropriate and informed decisions.

Future state

• Fully connected financial and operational systems supporting accountability, management and reporting.

• Reporting provides real-time accurate data on performance of specific test groups, assets, FTEs, locations and
Directorates. Managers are able to compare specific machines’ utilisation and performance on a daily basis.

• The finance function can access fully-connected real-time data and predictive analytics which supports Directorate
Managers to anticipate or intervene early to resolve operational issues before they impact business and patient outcomes.

• Consistent monthly reporting templates and dashboards for each Directorate to ensure comparability.

• Transparency of Directorates’ performance across the organisation.

• Increased accountability for Directorate/Business Managers through the development and monitoring of KPIs.

Benefits summary

• Financial: Improved ability for the business to undertake more commercial and informed decision making which will
resulting in better efficiency and financial management.

• Analytics: Advanced analytics can predict and avoid business issues, or intervene early before issues have significant
consequences for customers or SA Pathology.

Implementation considerations and risks

• Likely to require significant technology and broader investment.

• Will need to be supported with investment in capability development (BM4).

• Will need to be support by broader change management to ensure staff buy-in.

Impact summary

Total financial impact 

• Not applicable (N/A)

Timeline for realisation

• FY19: N/A

• FY20: N/A

• FY 21: N/A

• FY22: N/A

Investment required

• High

• Need to right technology

• Est. implementation cost
– $3.0-5.0m for system
design and
implementation and
deployment.

• Est. implementation cost
- $0.5m for training for
FTEs on new systems.

Implementation ease

• Low

• Need to shift culture and
mindset.

• Need the right capability.

Risk rating

• High

• Difficult to implement
correctly.
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Appendix 1. Improvement opportunities
BM4: Upskill financial and commercial capability

BM4
Raise financial and commercial capability and understanding within SA Pathology to support better decision making. This will involve 
facilitating improvements in financial reporting, data, analytics and business insights. 

Overview

Current state

• Levels of financial and commercial understanding across SA Pathology appear to be variable. Directorate Managers do not
have confidence in current financial reporting which impairs their effective decision making.

• An absence of standardised budgeting, business planning and reporting has enabled differences in reporting metrics and
formats for each Directorate.

Future state

• Collective capability of Directorate Managers, Business Managers and the Finance function has been invested in,
empowering them to play a more a direct commercial role.

• Directorate Managers and staff trust and value data from the centralised finance function as the single source of truth
across the organisation, drawing on this information as accurate and reliable for the decisions they need to make.

• SA Pathology can interpret and utilise timely information and standardised reporting to manage financial and commercial
performance.

• Streamlined and cost effective financial and operational management processes ensure tasks are performed in a timely and
cost effective manner.

Benefits summary

• Financial: Improved ability for the business to undertake more commercial and informed decision making which will
result in better efficiency and financial management.

• Operational: More efficient processes, ability to use data appropriately and drive decision making.

Implementation considerations and risks

• Will need to be supported with investment in financial and operational systems (BM3).

Impact summary

Total financial impact 

• Not applicable (N/A)

Timeline for realisation

• FY19: N/A

• FY20: N/A

• FY 21: N/A

• FY22: N/A

Investment required

• Low

Implementation ease

• Low

• Employee development
and training.

• Whole of organisation
cultural shift.

Risk rating

• High

• Need external support
and training.

• High investment in
training, development
and technology.
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Appendix 2. Benchmarking approach and detailed analysis
Key considerations in determining the approach to benchmarking

The benchmarking approach was selected to balance the insights required with the associated challenges and lessons learnt 
from previous benchmarking exercises 

What is the purpose of benchmarking in relation to the contestability workstream?

The purpose of benchmarking is to support an understanding of SA Pathology’s performance and to inform and support the development and testing of 
improvement opportunities. In this context, benchmarking should be considered as one of many analysis inputs, rather than an output in and of itself. 

Previous and current benchmarking activities

● Prior benchmarking - through Paxton Partners and the Efficiency Improvement Program (EIP), which utilised an aggregate UK dataset which was not
made available to SA Pathology and was challenged by staff and stakeholders.

● Current benchmarking - through the Quad State Group, which began in 2016 and recently agreed on benchmarks for the first service discipline within
Anatomical Pathology. This will shortly be followed by disciplines in Microbiology and then core labs (Chemical Pathology, Transfusion, Haematology and
Auto-Immunology). The Quad State Group is benchmarking SA Pathology’s productivity per FTE by Directorate against other state Government providers
in NSW, QLD, WA and partly VIC.

Challenges of benchmarking

● Staff alignment - lessons learned from the prior EIP benchmarking exercise show the importance of ensuring staff have a clear and shared understanding
of what benchmarking aims to achieve, what it is intended to be used for and how much reliance can be placed on benchmarking alone.

● Data accessibility -

○ Private data: in the absence of a formal market testing process, private providers are unlikely to share information with competitors and there is
little publicly available data on their performance in Australia.

○ Public data: Public provider performance data is potentially  more accessible, but agreement to collect and share consistent data is likely to be
time consuming. The Quad State Group benchmarking process was developed on the basis that data would not be shared outside of the local
executive group or to external parties.

● Data quality and transparency - drawing on lessons learned from the EIP benchmarking exercise, SA Pathology has undertaken to share any
benchmarking data with staff and unions, where possible, including how the raw data has been adjusted and presented to ensure a ‘like for like’
comparison. This may limit the appetite for other providers to share their data given that it may be circulated more broadly.

● Credible alternatives - benchmarking analysis is likely to be most meaningful where SA Pathology can compare its performance to potential private sector
competitors who may enter the SA public sector pathology market. Whilst benchmarking against public sector providers may highlight inefficiencies, it is
less useful in identifying where competitive pressures would be mostly keenly felt.
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Appendix 2. Benchmarking approach and detailed analysis
Summary of benchmarking approaches

A range of approaches to benchmarking were investigated. These include internal benchmarking, benchmarking against 
agreed competitors and benchmarking against external functions. Option 1 was completed and used to inform improvement 
opportunities. Option 2 was completed due to stakeholder interest, but the results are of limited value due to data constraints.
Data was not available to complete Options 3 or 4.

Benchmarking type Overview Application – benchmarking options

Internal 
benchmarking

A comparison of performance across different 
sites/labs within each Directorate and over time 
inside the organisation to identify efficiencies and 
share best internal processes.

Option 1: Comparison of internal SA Pathology labs by discipline and 
Directorate from data provided by SA Pathology.

• Supports performance comparison and analysis of services provided
at multiple SA Pathology labs.

• Supports internal trend analysis.

• Analysis used to build on insights from interviews with staff,
stakeholders and customers to test opportunities identified.

Competitive 
benchmarking

A direct competitor comparison of a product, service, 
process, method, lab or division. Would provide more 
meaningful analysis with regards to SA Pathology’s 
position against the wider market (public and 
private).

Option 2: Comparison of available data on pathology costs to SA 
hospitals from the Independent Hospital Pricing Authority.

Option 3: Comparison of cost data against that of other State 
Government pathology providers.

Option 4: Comparison against qualitative data from public hospitals on 
outsourced pathology services - to the extent that this is available.

Functional 
benchmarking

Comparison of non-clinical functions such as 
procurement, couriers and overheads with wider 
industries.

Comparison of SA Pathology with best practices of other sectors. 
Benchmarking unlikely to reflect sector nuances and also likely to be of 
limited use to the process of wider opportunities development.
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Appendix 2. Benchmarking approach and detailed analysis
Internal benchmarking - Option 1: Internal analysis and insights from engagements 

This analysis internally compares performance of the same services provided at multiple SA Pathology labs, as well as  
Directorate performance over time. Comparison is therefore against internal best practice. This analysis has been completed 
and shared with SA Pathology employees

The benchmarking data includes: 

● Performance comparison (cost, revenue, FTEs, activity, KPIs) of services provided at multiple SA Pathology labs.
● 5 year trend analysis on the activity, cost and revenue drivers by Directorate.
● Investigation of insights from trends and utilisation to generate and validate improvement opportunities.
● Qualitative insights.

Performance comparisons of services is limited as not all services are performed at multiple labs but where services were performed at multiple locations, a 
comparison was undertaken. 

This data was accessed through SA Pathology’s financial and information management systems (General Ledger and ULTRA) and from interviews with staff, 
stakeholders and customers. Data was refined with Directorate Managers and the resulting financial baseline data was made available.

Advantages Disadvantages

● Easily accessible.

● Greater staff involvement in benchmarking of data.

● Comparable across Directorates.

● Easily identify areas of significant spend.

● Consistent approach to the provision of data.

● Multiple years of data, allowing for trend analysis.

● Includes both quantitative and qualitative data.

● Identifies internal best practice.

● Data quality is a concern, resulting in the need for extensive
data cleansing required (note: common issue for all options).

● Not comparable across states/territories or other providers.

● Comparisons are limited as not all services are performed at
multiple labs and this will not provide a true understanding of
overall organisational efficiency.

● Data baseline may be difficult to establish.

Analysis was completed and informed the analysis of improvement opportunities. 
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Appendix 2. Benchmarking approach and detailed analysis
Competitive benchmarking - Option 2: Independent Hospital Pricing Authority (IHPA) data

This data provides high level information on the relative costs of providing pathology services in public hospitals across 
different Australian states. 

Analysis of the publicly available IHPA data is presented in the following pages as staff and stakeholders expressed strong interest in this data. However the available 
data was not sufficiently granular to inform analysis of performance or to identify improvement opportunities. A lack of transparency in the cost inputs used to 
compile the data further limits its reliability in assessing the relative efficiency of different states. 

Data was accessed online through the public IHPA website. Access to the IHPA portal via SA Health was not provided, which made some analysis not possible to be 
undertaken. The available benchmarking data included:

● Pathology cost per separation by acute admitted, subacute admitted, not-admitted and emergency departments across states.
● Pathology cost per separation growth rate across states.
● Pathology’s share of hospital costs per separation across states.
● National Efficient Price.
● Total number of pathology items (and cost) ordered per DRG across interstate hospital sites.

Advantages Disadvantages

● Easily accessible with some data public and other
accessible after permission.

● Comparable across all states/territories.

● Consistent approach to the provision of data.

● Multiple data rounds (years), allowing for trend analysis.

● Limited information on what is driving performance levels.

● Does not consider causality or broader factors that may be influencing
data.

● Lack of transparency on what comprises the costs.

● Data is not broken down to a Directorate level.

● Does not reflect the different model of care across states, e.g. different
use of pathology or nursing for treating a patient in some states.

● Does not consider the quality of the service.

● Represents only public hospitals.

● Permission was not granted for accessing more granular data which is
not publicly available.

Analysis completed using publicly available data but was not sufficiently reliable to inform analysis of improvement opportunities.
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• In FY16, SA’s average pathology cost per separation in EDs was $64
compared to a national average of $41. However, the rate of growth
is below national average.

• Pathology cost per separation for ED is growing overall.
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• In FY16, SA average pathology cost for subacute admitted cost was
$114 per separation compared to $157 average nationally.

• This was a result of a trend which saw SA moving from double the
average to being 72% of the national average in FY16.
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Comparison against IHPA data indicates SA Pathology performed better than the average national cost per separation for 
acute and subacute admitted services, but worse than the average national cost per separation for ED and non-admitted. 
Limited availability of more granular data and a lack of transparency on input costs constrains the utility of this data
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Appendix 2. Benchmarking approach and detailed analysis
Public pathology provider comparison summary

National SASource: NHCDC Round 17 to 20, IHPA

Competitiveness of SA Pathology in a contestable market - final report 121



Competitiveness of SA Pathology in a contestable market - final report  122

Appendix 2. Benchmarking approach and detailed analysis
Acute admitted average pathology cost across states

In the acute admitted category, SA performed as well as QLD with the second lowest cost per separation

Acute admitted average pathology cost per separation as % of total
FY16 (Round 20) (%)

Acute admitted average pathology cost per separation growth rate
FY14-FY16 (Round 18 – Round 20) (%)

Acute admitted average pathology cost per separation 

FY16 (Round 20) ($)

SA acute admitted average pathology cost per separation 
FY12 - FY16 (Round 16-Round 20) ($)

Observations

● In FY16 SA was slightly below the national average for acute admitted
average cost per separation.

● In FY13 SA average cost per separation for acute admitted was slightly
above national average. This trend was revered from FY16 onwards with
SA decreasing it’s average cost per separation and the Nation average
increasing.

● Compared to the other large states QLD, NSW and VIC, SA is either in line
or better in terms of average cost per separation.

● From FY14 to FY16 the average pathology per separation for admitted
acute episodes has been growing at 0.8% in SA compared to 11.9%
nationally or 12.6% in NSW.

● WA has a relatively low Pathology test per separation, which is declining.
WA, TAS and ACT are all achieving a decrease in average cost per
separation.

● When looking at pathology costs as a % of total hospital costs for admitted
acute patients SA is 2.3% which is lower than national average of 3.2%.
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Appendix 2. Benchmarking approach and detailed analysis
Subacute admitted average pathology cost across states

In the subacute admitted category, SA had the lowest cost per separation

Subacute admitted average pathology cost per separation as % of 
total
FY16 (Round 20) (%)

Subacute admitted average pathology cost per separation growth rate
FY14-FY16 (Round 18 – Round 20) (%)

Subacute admitted average pathology cost per separation 

FY16 (Round 20) ($)

SA subacute admitted average pathology cost per separation 
FY12 - FY16 (Round 16-Round 20) ($)

Observations

● In FY16, SA was below the national average pathology cost per separation
for admitted subacute.

● In FY13, SA was significantly higher than the national average, however SA
has been achieving declines in its pathology cost for subacute admitted.
The decline from FY14 to FY16 was over 20% p.a.

● SA reduced it’s subacute admitted costs from FY13 to below average in F15
for the first time and then further increased the gap below average in FY16.
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Appendix 2. Benchmarking approach and detailed analysis
Emergency Department (ED) average pathology cost across states

In the Emergency Department category, SA had the highest cost per separation 

ED average pathology cost per separation as % of total
FY16 (Round 20) (%)

ED average pathology cost per separation growth rate
FY14-FY16 (Round 18 – Round 20) (%)

ED average pathology cost per separation 

FY16 (Round 20) ($)

SA ED average pathology cost per separation 
FY12 - FY16 (Round 16-Round 20) ($)

Observations

● SA is above the national average for Emergency Department pathology
cost per separation in FY16.

● From FY13 onwards SA has always been above average in pathology cost
per separation by approximately $20-25 per separation, representing a
58% premium in FT16.

● From FY14 to FY16 the average pathology cost per separation for
Emergency Departments has been growing at 6.8% in SA compared to
14.0% nationally.

● TAS and WA have relatively low pathology cost per separation compared to
the larger states.

● When looking at pathology cost as a % of total Emergency Department cost
SA is at 9.8% which is higher than national average of 6.3%. NSW is
relatively high as well at 8.5%.
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Appendix 2. Benchmarking approach and detailed analysis
Non-admitted average pathology cost across states

In the non-admitted category, SA costs for pathology were slightly above national average 

Non-admitted average pathology cost per separation as % of total
FY16 (Round 20) (%)

Non-admitted average pathology cost per separation growth rate
FY14-FY16 (Round 18 – Round 20) (%)

Non-admitted average pathology cost per separation 

FY16 (Round 20) ($)

SA non-admitted average pathology cost per separation 
FY12 - FY16 (Round 16-Round 20) ($)

Observations

● SA is slightly above the national average for pathology cost for non-
admitted. However the growth rate is slightly below average. QLD, SA, WA
are all at similar levels of average pathology cost for non-admitted. The
national average is lower mainly influenced by NSW which is at 50% of the
national average.

● Looking through historical data, SA data is not available in FY12, FY13 and
FY14. In FY15 and FY16 SA was above the national average by $3.
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FTE classification mapping

For the purposes of FTE analysis, staff classifications were grouped into four categories of ‘clinical’, ‘admin and other’, ‘medical scientist’ and ‘technical 
officer’. The tables below provide a reference for how each classification was grouped for the various directorates.  Note that the groups apply to the 
classifications and their associated levels, (e.g. ASO1, ASO2 …. were grouped as ‘Admin and other’).

All Directorates (except Patient Services)

Staff Groupings Classification

Clinical AHP

Admin and other ASO

Clinical CAMD

Clinical EN

Clinical END

Clinical ENM

Admin and other EXE

Admin and other GFS

Admin and other MAS

Clinical MD0

Clinical MDP

Medical Scientist MES

Admin and other (Operational
for Automated Laboratories) OPS

Admin and other PO

Clinical RN

Admin and other SAE

Admin and other TA

Technical officer TA

Technical officer TGO

Admin and other TRA

Admin and other WHA

Patient Services

Staff Groupings Classification

Other AHP

Other ASO

Other CAMD

Nurses EN0

Nurses END

Nurses ENM

Other EXE

Other GFS

Other GSC

Other MAS

Other MD0

Other MDP

Other MES

OPS and TGO OPS

Other PO

Nurses RN

Other SAE

Other TA

OPS and TGO TGO

Other TRA

Other WHA
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Glossary of terms

Term Meaning

AP Anatomical Pathology

Block-funding Lump sum funding for a specific purpose

Bulk-bill
The practice of being paid a scheduled rebate directly by the 
government rather than billing patients directly

CCB Center for Cancer Biology

Coning rules

Medicare payment rules by which Medicare pays for the three 
most expensive test items requested in 
one pathology collection episode only. Any remaining tests 
are 'coned out' or receive no payment

D&A Depreciation and Amortization

ED Emergency Department

EIP Efficiency Improvement Program

EPAS Enterprise Patient Administration System

EPLIS

Enterprise Pathology Laboratory Information System. 
A commercial off‐the‐shelf ICT application, comprising 
software modules known as the Cerner Corporation Pty Ltd
Millennium Laboratory Information System Suite

FMC Flinders Medical Centre

FTE Full-time equivalent

FY Fiscal Year

GMP Genetics and Molecular Pathology

GPs General Practitioners

ICT Information and Communications Technology

IHPA Independent Hospital Pricing Authority

IT Information Technology

LHN Local Health Network

LIS Laboratory Information System

LMH Lyell McEwin Hospital

MDTs Multi-disciplinary Meetings

Term Meaning

Medicare The federal government health insurance program

Millennium
Proprietary brand name for the EPLIS laboratory 
information system.

PBRC Power Billing and Revenue Collection system

PoCT Point of Care Testing

PQ Pathology Queensland

RAH Royal Adelaide Hospital

Run-rate The extrapolation of financial results into future periods

SLA Service Level Agreement

SPF Specific Purpose Fund

TTR Teaching, training and research

TVSP Targeted Voluntary Separation Package

ULTRA
The legacy laboratory pathology system replaced by EPLIS.
Full name - Centricity Cirdan Ultra

WCH Womens and Childrens Health Network
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