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TITLE: COSTING AND PRICING GOVERNMENT SERVICES

POLICY

All public sector agencies are required to accurately determine the cost of their
services. Determining the full cost of services enhances:

. Resource allocation within agencies;
Decision-making by Ministers concerning policy options;
The ability of government to allocate resources through the budget process;
Setting appropriate prices for agencies where government has decided to
recover costs; and
Benchmarking (where appropriate) with the private sector or with agencies in
other jurisdictions.

BACKGROUND

To assist agencies to better understand their costs and the factors that have an
influence on those costs (i.e. cost drivers), the Department of Treasury and Finance
(DTF) has released a revised fifth edition of the publication Costing and Pricing
Government Services: Guidelines for Use by Agencies in the Western Australian
Public Sector.

Significant changes in this fifth edition include:
expanded discussion of the policy issues surrounding pricing of services, e.g.
when fees should be set to recover cost;
further guidance on salary on- costs;
simplified discussion of the opportunity cost of capital;
referral to the State Supply Commission for latest policy and methodology
regarding competitive tendering and contracting; and
inclusion of a real-life case study on pricing/fee setting.

This publication is available on DTF's website http://imww.treasury.wa.gov.au.
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As well as containing some technical information, the Guidelines point out that there is
no single universally applicable costing methodology. The purpose of a particular
costing exercise should be taken into account when deciding on the methodology to be
employed, and judgement may be required concerning the balance between accuracy
and the resources required to undertake a particular costing exercise. All assumptions
made in the course of a costing exercise should be explicitly recorded.

The following principles should be applied generally to costing exercises:

all costs should be verifiable;

full cost includes not only direct costs but indirect costs, i.e. an allocation of
those costs which are shared between the production of a number of services;

capital costs should include both depreciation (where appropriate) and the
opportunity cost of capital;

the cost of each agency's services includes the cost to government of
resources received free of charge from other agencies; and

for determining competitive neutrality or benchmarking with the private sector,
the cost to government should be adjusted for advantages and disadvantages
of government provision compared to private sector provision (e.g. any
exemption from Commonwealth, State or local government taxes and
charges).

While costing of services requires the identification of all costs associated with service
delivery, the pricing of services relates to the amount customers will be required to pay
for each service. Unless Government approves otherwise, prices should be set at
levels that reflect the full costs of providing the services

Officers from the Department of Treasury and Finance are available to provide advice
and assistance concerning the use of the Guidelines. Further enquiries should be
made to agencies' contacts in the Strategic Policy area.

M C Wauchope
PUBLIC SECTOR COMMISSIONER

Other relevant Public Sector Commissioner' Circulars: n/a
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