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CHARGING CARD ADMINISTRATION FEES

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

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

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

COLIN MURPHY
AUDITOR GENERAL
12 March 2014



Contents
Auditor General’s Overview ......................................................................4
Executive Summary..................................................................................5

Overview ...................................................................................................................5

Conclusion ................................................................................................................5

Key Findings .............................................................................................................6
The Government Trading Enterprises need to confirm their legislative 
authority to charge a card administration fee ....................................................................6

Card administration fees were applied accurately and transparently ................................6

Overall, there was poor documentation and a lack of regular review of  
card administration fees ....................................................................................................7

Better guidance is needed on setting card administration fees .........................................7

Recommendations ....................................................................................................8

Agency Responses ...................................................................................................9

Background ............................................................................................................. 11
Paying for government services ......................................................................................11

The Reserve Bank of Australia’s standards for card payment systems ..........................11

Western Australia’s legislative framework .......................................................................12

Cost of processing payments in the public sector ...........................................................12

Card administration fees in other jurisdictions.................................................................13

What Did We Do? ...................................................................................14
What Did We Find? ................................................................................15

The Government Trading Enterprises need to confirm their legislative  
authority to charge a card administration fee ..................................................................15

Key legislative requirements of the State Trading Concerns Act 1916  
are not yet in place  .........................................................................................................15

The three public sector agencies in our sample chose not to charge a  
card administration fee although one agency’s costs were more than $1.6 million ........16

The card administration fees charged were accurate and transparent  ..........................16

All three government trading enterprises were charging card administration  
fees that were less than the reasonable costs allowed under the Reserve Bank of 
Australia guidelines .........................................................................................................17

There was poor recordkeeping of card administration fee decisions  
and costing methodologies .............................................................................................18

Card administration fee decisions were not reviewed regularly  .....................................18

Agencies do not have sufficient guidance on card administration fees  ..........................19



4  I  Auditor General Western Australia

Auditor General’s Overview
In recent years, the Reserve Bank of Australia (RBA) has introduced 
new standards that allow the full costs of credit and debit card 
transactions incurred by sellers to be passed onto their customers. 
The changes were introduced to encourage competition between 
the various payment methods available to customers. These 
methods include EFTPOS, direct debit, Australia Post, and credit 
and debit cards. Each method involves different costs with credit and debit cards being among 
the most expensive but also the most popular.

Changes to the RBA standards encouraged some Government Trading Enterprises (GTEs) 
and ‘standard’ public sector agencies in Western Australia to introduce card administration 
fees to recoup processing costs from customers. 

Our examination of three GTEs and three public sector agencies found that all three GTEs 
were operating true to their commercial principals by levying a fee. Importantly, the fees did 
not exceed reasonable costs as identified by the RBA and were being levied accurately. In 
contrast, the three public sector agencies were not levying a fee, though only one was incurring 
any significant cost from this decision. Although government guidance on this matter needs 
enhancement, the existing guidance broadly advocates the principal of ‘user pays’. However, 
it also sensibly recognises that other circumstances may need to be factored into any cost 
recovery decision. 

During the audit we became aware of a fourth public sector agency that had contracted out 
one of its functions to a service provider whereupon the service provider charged a card 
administration fee. We undertook a limited review of this arrangement and found that the 
agency had approved the charging of the fee without assurance that it only represented cost 
recovery. In making this finding I wish to re-emphasise comments I have made in the past that 
agencies that contract out their functions do not also contract out their accountability for those 
functions.

A matter that came to light during the audit was whether the GTEs have the legal authority to 
charge a card administration fee. Our legal advice was that this is not assured, but that it is a 
matter of considerable complexity and uncertainty. I have recommended that any uncertainty 
is resolved as a matter of urgency.
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Executive Summary

Overview
In 2012-13, over $1.22 billion was paid to public sector agencies and Government Trading 
Enterprises (GTEs) through almost five million credit card transactions.

GTEs and other public sector entities incur merchant service fees whenever they accept credit 
or debit card payments from their customers. Currently, these fees typically range between 
about 0.5 per cent and 2.25 per cent of the payment amount.

Credit and debit card payment systems are regulated by the Reserve Bank of Australia (RBA). 
In 2001, the RBA introduced standards for a number of common credit card schemes. In 
2003 it removed the restrictions on merchants passing on the merchant service fees directly 
to customers, and subsequently removed similar restrictions in debit card schemes. The aim 
of these reforms was to increase competition and transparency between cards and other 
payment systems such as EFTPOS, BPAY and Australia Post.

The RBA reforms prompted some Western Australian GTEs and public sector agencies to 
introduce card administration fees (CAFs) to recoup their card payment costs directly from 
card-paying customers.

The recovery of these costs is consistent with long established Western Australian government 
policy of ‘cost recovery’ and ‘user pays’. These policies are best outlined in the 2007 Department 
of Treasury guidelines titled Costing and Pricing of Government Services. The main aim of the 
guidelines is to help agencies ‘better understand their costs and the factors that have the 
greatest influence on those costs, that is, the cost drivers.’

The objective of our audit was to assess whether three GTEs and three public sector agencies 
were charging CAFs, and if so whether they complied with relevant legislation and guidelines. 
In addition, we became aware during the audit of an arrangement under which an agent of 
another public sector agency was charging a CAF. We conducted a limited assessment of this 
arrangement.

Conclusion
All three GTEs charged customers for their use of credit or debit cards. This was expected as 
GTEs are required to operate on commercial principles and to achieve cost recovery through 
fees for services. However the legislative authority to apply CAFs is uncertain. Our legal advice 
was that it is an area of considerable complexity and divergent views, and needs to be resolved. 
Nevertheless, the three GTEs were applying the fees transparently, they were levying them 
accurately, and they were not exceeding the amounts defined by the RBA as reasonable.

None of the three public sector agencies subject to our full audit had elected to recover the 
cost of allowing customers to pay by card through a CAF. However, they do have the authority 
to do so under the State Trading Concerns Act 1916 subject to the fee either being less than a 
maximum amount set by the Treasurer or calculated using an approved process. 

Only one of the six entities subject to our full audit had calculated both the direct and indirect 
costs of accepting credit and debit card payments. Decisions about whether to charge a CAF 
and the amount that should be charged are best made with a reasonable understanding of the 
costs involved. 
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The public sector agency subject to our limited audit had subcontracted out a ticketing function 
to an agent and the agent was charging CAFs. These fees were significantly more than was 
charged by any of the GTEs we examined. The agency authorised the agent to charge the fees 
but did so without evidence that the fee amounted to only cost recovery. 

Key Findings

The Government Trading Enterprises need to confirm their legislative 
authority to charge a card administration fee

All three GTEs charged a CAF under a belief that they had the authority provided by the broad 
powers of their governing legislation. However, our legal advice is that this may not be the 
case, though it is a matter of considerable complexity and uncertainty. Essentially, the question 
is whether the broad powers contained in their statutory frameworks are sufficient or whether 
specific authority is needed.

All public sector agencies have authority under the State Trading Concerns Act 1916 to apply 
CAFs, subject to the Treasurer’s approval of the amount of fee. None of the three agencies 
which were the subject of our full audit, the South West Institute of Technology, Busselton 
Water Board or the Department of Transport, were charging a CAF.

The fourth public sector agency we audited, the Art Gallery of Western Australia (Art Gallery), 
was indirectly charging a CAF. The fee was charged by a ticketing company operating under a 
third party arrangement with the Art Gallery. The Art Gallery had approved the fees charged by 
the ticketing company but did so without evidence that the fees provided only for cost recovery. 

All three GTEs were charging CAFs that were less than the reasonable costs allowed to be 
recovered under the RBA’s guidelines. 

The CAF charged by the ticketing company operating under contract to the Art Gallery ranged 
from 1.75 per cent to 2.75 per cent depending upon the type of card used. These charges were 
well above the amounts charged by the GTEs in our sample. 

We noted that only two agencies across the public sector had received the Treasurer’s approval 
to charge a CAF. While we do not know how many public sector agencies are accepting 
payment by cards, the low number of approvals given by the Treasurer suggests that other 
agencies are either spreading the cost across all customers or are not recovering the cost.   

The State Trading Concerns Act 1916 provides for the Treasurer to set a maximum credit or 
debit card fee that can be charged by agencies. This ‘cap’ on the amount that can be charged 
would provide guidance to individual agencies on the amounts that can be charged. However, 
no maximum amount has yet been set by the Treasurer.

Card administration fees were applied accurately and transparently

All three GTEs provided clear disclosure of CAFs on their websites so that customers would be 
aware of the fees that applied. Other payment options were also provided so customers had a 
clear choice of how to pay their bills.

Card administration fees were accurately applied by all three GTEs. 
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Overall, there was poor documentation and a lack of regular review 
of card administration fees

Water Corporation was the only GTE that had applied a clearly documented methodology for 
calculating the costs involved in accepting credit and debit cards and for determining what 
should be recovered by a CAF. They were also the only GTE that regularly reviewed their CAF. 

Synergy and Horizon Power did not have a documented methodology for calculating 
reasonable costs. Synergy was in the process of formalising a methodology during our audit. 
Understanding what constitutes reasonable costs is not straightforward. Documenting the 
methodology provides important accountability for cost recovery.

Synergy reviewed their CAF in late 2012 but this was the first review they had conducted 
since introducing the fee in 2008. A second review was underway during our audit in late 
2013. Horizon Power had not conducted a review since introducing its fee, also in 2008. Card 
merchant fees have been reducing since the RBA reform program was first launched. All of the 
reviews conducted by the GTEs in our audit sample resulted in reductions to the CAF rates.

The South West Institute of Technology (SWIT) and the Busselton Water Board were unable to 
show that they had considered the need to apply a CAF though it is likely that the card costs 
incurred by these two entities is relatively small. 

Better guidance is needed on setting card administration fees

Our audit highlighted a number of factors associated with an agency’s decision on whether to 
charge a CAF. Some are unique to the public sector, others to a CAF, and some are not easily 
measured financially.

The agencies in our sample showed varying levels of knowledge of these factors and proficiency 
in managing them. The Department of Treasury’s guidelines provide some assistance in setting 
fees but lacks useful details about CAFs. 

In our 2010 audit of government fees and charges we recommended the Department of Treasury 
review its guidelines. This has not yet occurred. Treasury told us a review has commenced but 
has stalled because of other priorities. Treasury also told us it intends to complete the review 
over the next 12 months. 
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Recommendations
GTEs should work with the State Solicitor’s Office to determine what steps, if any, are required 
to ensure they have the legislative authority to charge a card administration fee. 

All agencies should: 

• regularly review their decisions on whether or not to set a card administration fee

• fully understand the costs involved

• document their fees and charges decisions, costing and methodologies.

The Art Gallery should assure itself that the card administration fee charged by its agent 
recovers no more than reasonable cost. The Art Gallery should also ensure it has the appropriate 
approvals to implement the card administration fee.

The Department of Treasury should:

• ensure a maximum card administration fee, and processes to determine a card administration 
fee, are set as envisaged by the State Trading Concerns Act 1916.

• complete its review of the Costing and Pricing of Government Services guidelines. 
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Agency Responses

Art Gallery of Western Australia
The audit identifies that agencies do not have sufficient guidance on card administration 
fees. The Art Gallery was not advised about the guidelines or approvals required for card 
administration fees charged under third party arrangements when contracting the private 
ticket agent. While the CAF charged by the private ticketing agent was considered within 
the pricing structure of the contract, the CAF did not go through the approval and review 
processes recommended by the audit. The Gallery now understands the requirements for card 
administration fees and accepts the audit findings and recommendations.

Busselton Water
From the 1 July 2014 Busselton Water will operate as a GTE and is expected to operate in a 
commercial manner. Given the new legislation, Busselton Water is committed to undertake a 
more rigorous review of all fees and charges to ensure it operates in a commercial manner. 
Busselton Water also has a maximum limit of $5,000 on credit card payments which significantly 
reduces the merchant service fee charged by the bank.

In reviewing the decision to charge a CAF, Busselton Water will ensure that they:

• operate in a commercial manner when setting fees;

• follow required internal and external approval processes for new fees;

• fees are in line with RBA standards and Treasury guidelines;

• fully understand the costs involved;

• document all decisions, costings and methodologies;

• decisions are soundly based; and

• annually review decisions on whether or not to set a fee.

Busselton Water proposes to implement the accepted recommendation by 31 December 2014.

Department of Transport
The Department of Transport had no comment.

Department of Treasury
The Department of Treasury accepts the recommendations made against it, and intends to 
address these recommendations as part of its work program over the next 12 months.

Horizon Power
Horizon Power will continue to work with the State Solicitor’s Office to ensure that it has the 
legislative authority to charge a card administration fee.
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South West Institute of Technology

South West Institute of Technology will review credit card fees and will annually make a 
recommendation for review to the Audit and Risk Committee of whether or not a merchant fee 
charge should be applied to credit cards.

South West Institute of Technology have begun reviewing costs associated with credit card 
fees as a result of the performance audit recommendations.

Synergy 
Synergy is pleased to read the confirmation from the OAG that our credit card fee (CAF) was 
reasonable, that we made timely disclosures to our customers and offered our customers 
alternative payment options should customers wish not to pay with their credit card.

Based on lengthy conversations with the State Solicitor’s Office, we are well aware of the 
complex legal issues involved in relation to the charging of the CAF. On the strength of 
independent legal advice we have received, Synergy is confident that it currently has and 
has always had the legal authority to charge a CAF. We are however always keen to improve 
transparency for our customers and to remove any doubt about the ability to charge the CAF.  
We therefore propose to include the CAF as part of the July 2014 changes to our tariff by laws.

Water Corporation
The Water Corporation is pleased to note that the OAG has acknowledged that the Corporation 
is applying the fees transparently, levying them accurately, and is not exceeding the amounts 
defined by the Reserve Bank of Australia as reasonable.

Whilst concurring that the legislative framework is a complex matter, the Water Corporation is 
confident that it has, and had at all material times, explicit legislative authority to charge a Card 
Administration Fee, and this view is supported by independent legal opinion.

That said, and for the avoidance of any further doubt the Water Corporation intends to correct 
the anomaly by proposing the inclusion of specific reference to a Card Administration Fee in 
the Water Services (Water Corporations Charges) Regulations proposed for 2014.
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Background

Paying for government services

The public and businesses can pay for government services in a number of different ways, 
including:

• EFTPOS • online credit card payment
• direct debit • BPAY®

• over the phone • mail and Australia Post
• CentrePay • in person.

Over time customers’ use of electronic payments has increased as these options became 
more readily available. In 2012-13, over $1.22 billion was paid to public sector agencies and 
GTEs through almost five million credit card transactions. 

Each way of paying comes at a cost to government. When credit or debit cards are used the 
cost mostly consists of a fee imposed by the card company to cover the running of its card 
schemes. The merchant service fee (MSF) is calculated by applying a rate set by the card 
company to the value of each bill paid. The rate can vary by company and by scheme. The 
current range is between about 0.5 per cent and 2.25 per cent of the payment amount. 

On a transaction by transaction basis, the MSF paid by government can be quite small. 
However, when the number of card payments is high, the total MSF paid by government can 
be in the millions of dollars. In practice, credit and debit cards are one of the more popular 
ways that the public and businesses pay government bills. 

Customers paying by card can earn various financial and other benefits from loyalty programs 
attached to the card schemes. The loyalty programs encourage more people to use the cards, 
thereby benefiting the card companies through higher MSF revenue.

Most merchants willingly accept cards because it encourages customers to purchase their 
products or services. However, the MSF on cards does reduce the merchant’s financial return 
and may lead to merchants raising their prices to compensate. If this happens, then customers 
who use other payment methods lose out. 

For this reason, and to offset the costs involved, the West Australian Government gave 
agencies the legislative authority, under the State Trading Concerns Act 1916 (the STC Act) to 
charge a CAF should they choose to do so. It was generally assumed that GTEs could charge 
a CAF under their existing legislation.

The Reserve Bank of Australia’s standards for card payment systems

Payment systems are regulated by the RBA. In 2001, the RBA designated a number of common 
card schemes as payment systems under the Payment Systems (Regulation) Act 1998. This 
allowed it to set standards for the schemes. 

In 2003, the RBA removed restrictions on merchants passing on the MSF directly to customers 
who paid by credit card. It subsequently removed similar restrictions in debit card schemes. 
The aim of these reforms was to increase competition and transparency of costs between the 
different payment systems. 

In 2012, the RBA’s standards for card systems were revised because of concerns some 
merchants were passing on more than reasonable costs to card paying customers. The revised 
standards and supporting guidelines came into effect in March 2013 and limit reasonable costs 
to specific cost categories. 
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MSF rates have steadily declined since the RBA started its reform program. In 2003 the average 
merchant fees for MasterCard and Visa were 1.45 per cent. By mid-2013 they had dropped 
to around 0.85 per cent. American Express (AMEX) and Diners Club rates also fell over this 
period but are still higher than for other cards.

The RBA reforms prompted some GTEs and other public sector entities to consider passing on 
their MSFs directly to their card paying customers by charging a CAF. 

Western Australia’s legislative framework

In WA, GTEs can impose a CAF provided they have the necessary authority under their 
legislation. They must also follow required internal and external approval processes for new 
fees. Other entities in the WA public sector can also impose a CAF, under amendments to the 
STC Act that became law in 2010. 

In 2007 the then Department of Treasury and Finance issued its Costing and Pricing of 
Government Services (the Treasury Guidelines) which apply to public sector entities that are 
not GTEs. The principles underlying the Treasury Guidelines are ‘cost recovery’ and ‘user 
pays’. Public sector entities are also required to consider the efficiency and effectiveness of 
their operations in costing and pricing services.

Cost of processing payments in the public sector

Most WA public sector agencies accept payment by Visa and MasterCard. Typically the 
agencies recover the related MSF costs indirectly. In other words, they do not charge a CAF. 
Instead, they either add the MSF costs to their general cost pool for setting their other fees 
and charges, address the shortfall through the agency budget or request additional funding to 
cover the costs. 

Agencies can effectively fix their MSF costs if they use WA’s Common Use Contract for 
Transactional Banking and Merchant Services (CUA 140807). Use of this contract is mandatory 
for most agencies. The Commonwealth Bank of Australia is the sole provider of services under 
this CUA (Common Use Arrangement). Figure 1 shows the indicative MSF rate charged to 
agencies under the CUA annually since 2010-11. 

Year MSF Rate

2010-11 0.419%

2011-12 0.413%

2012-13 0.398%

Source: Department of Treasury

Figure 1: Indicative overall MSF rates charged under the CUA for Transactional Banking 
and Merchant Services

The actual overall rate charged can vary from agency to agency based on commercial 
negotiations with the Commonwealth Bank, but is typically dependent on the industry in which 
the agency is operating and its turnover. 

GTEs and some agencies, accept other cards in addition to Visa and MasterCard. The 
Department of Treasury (Treasury) expects agencies to negotiate the MSF rate directly with 
these other card companies as they are not covered by the CUA. 
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The charges associated with most other payment methods are typically calculated per 
transaction rather than by applying a rate to the transaction value (Figure 2). 

Payment Method Charges on a $100 
payment

Direct Debit $0.04

EFTPOS $0.17

Cheque $0.33

Centrelink $0.60

BPAY $0.65

Visa and MasterCard $0.85

AMEX $1.81

Australia Post $1.91

Diners Club $2.08

Source: CHOICE and agency data

Figure 2: Indicative charges to process a $100 payment
The charges to process a $100 payment are ranked from lowest to highest. Card payments 
become increasingly more expensive to process as transaction value increases.

Where merchants indirectly recover all their payment costs, customers using a lower cost 
method of payment may be subsidising those using higher cost methods. Figure 2 suggests 
the indicative costs of processing card payments are higher than for almost all other payment 
methods.

The total costs and benefits of each method of payment, and their ranking, are harder to 
determine. For example, some payment methods will require more staff time than others. 
Some will involve accepting higher risks of losses arising from fraudulent payments and so 
more controls. But some may be more likely to encourage payment than others.

Card administration fees in other jurisdictions

Public sector cost recovery practices vary. For example, since 1 July 2012 all New South Wales’ 
agencies are required to recoup MSFs directly from most card paying customers. Subject to 
regular review, a whole-of-government fee at the rate of 0.4 per cent has been set for Visa and 
MasterCard payments. Agencies accepting other cards are required to determine and impose 
relevant rates based on cost recovery. Payments made using ATM cards issued by banks and 
other deposit taking institutions are exempt. 

The New South Wales approach involves the use of a differential fee, one that reflects the 
different MSF rates charged by different card companies. This is a relatively new approach 
but one which the RBA revised standard was deliberately designed to encourage. The more 
common approach is to use a blended fee, meaning one that imposes one rate on all card 
payments regardless of which company issued the card.

Other states appear to have left the decision to individual agencies. At the same time most 
state tax offices charge a CAF. Several federal agencies allow card payments. The Australian 
Taxation Office, which accepts Visa, MasterCard and AMEX, has a differential CAF. 
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What Did We Do?
The objective of the audit was to assess whether selected energy, water and service providers 
were charging CAFs in 2012-13 and if so whether they complied with relevant legislation and 
guidelines. We focused on these key questions: 

• Are CAFs charged in line with relevant legislation and standards?

• Are CAFs reviewed and revised when necessary?

We examined three GTE’s:

• Electricity Retail Corporation (Synergy)

• Regional Power Corporation (Horizon Power) 

• Water Corporation

and three public sector agencies:

• Busselton Water Board (Busselton Water) 1

• South West Institute of Technology (SWIT)

• Department of Transport (Transport).

We also reviewed the appropriateness of an arrangement whereby the Art Gallery uses a 
private ticketing company to manage ticket sales to Art Gallery events. The ticketing company 
charges CAFs.

In conducting the audit we:

• interviewed key staff to identify agency policies and procedures for managing card payment 
costs

• observed and spoke to staff as they performed their duties to understand how they applied 
agency policies and procedures on a day-to-day basis, or otherwise managed card payment 
costs 

• examined agency documents and web sites

• obtained legal advice from the State Solicitor’s Office 

• examined samples of CAFs charged by agencies 

• tested a sample of card payment transactions to determine if the CAF was applied in 
compliance with agency policies and procedures

• liaised with Treasury on its role in relation to non-GTE agencies and its guidelines.

The audit was conducted in accordance with Australian Auditing and Assurance Standards.

1  Busselton Water Board was not a GTE during our audit period. It becomes a corporation operating as a GTE from 1 July 2014.
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What Did We Find?

The Government Trading Enterprises need to confirm their legislative 
authority to charge a card administration fee 

We expected all three GTEs in our audit sample would be charging CAFs as they are required 
to operate on commercial principles and to achieve cost recovery through fees for services. 
They advised us they were doing so under the general powers in their governing statutes. 

During the audit, we became aware of legal advice which cast doubt on whether a GTE’s 
general powers were sufficient. We therefore sought legal advice from the State Solicitor’s 
Office.

The State Solicitor’s Office advised that with the introduction of the Water Services Act 2012 
in November 2013, the Water Corporation can make a regulation to provide it with the specific 
authority to charge the fee. At January 2014, no regulation was in place. However the Water 
Corporation considers the broad powers of other legislation, such as the Water Corporations 
Act 1995, are sufficient to enable it to impose a CAF.

Synergy and Horizon Power also consider the broad powers in their statutory framework are 
sufficient to enable them to impose a CAF. 

The State Solicitor’s Office advised the issues were complex and difficult to resolve because 
of the entities’ extensive statutory frameworks and detailed regulatory environment. The Water 
Corporation and Synergy have advised that they plan to introduce either a regulation or a by-
law to remove any doubt about their authority to charge the fee.

In 2012-13, around a quarter of payments to these GTEs were made by credit card. Based 
on the CAF rate applied, customers were charged between $0.53 and $1.54 cents for every 
$100 paid by credit card. Some $584 million was paid by credit card, resulting in $3.4 million 
collected in CAFs. 

Key legislative requirements of the State Trading Concerns Act 1916 
are not yet in place 

The 2010 amendments to the STC Act provide clear legislative authority for non-GTE agencies 
to charge card fees should they choose to do so, subject to obtaining the Treasurer’s prior 
approval. The STC Act requires a CAF be less than the maximum amount set by the Treasurer 
and provides for the Treasurer to approve the method used to determine a CAF. 

We noted no maximum and no method for determining a CAF had been approved. Treasury 
advised us that only two public sector agencies have received the Treasurer’s approval for the 
fees. Neither was in our audit sample. 

During the audit we became aware that the Art Gallery is charging a CAF indirectly, but has not 
yet obtained the Treasurer’s approval for the method used to determine the CAF.

The Art Gallery has a contract with a private ticketing company to sell tickets to art exhibitions 
and other events at the Art Gallery. Under the contract, the ticketing agent can charge a CAF 
when cards are used to pay for tickets. The ticketing agent charged a CAF rate of 1.75 per 
cent for Visa, MasterCard and AMEX payments and 2.75 per cent for Diners Club payments. 
During 2013, the Art Gallery approved an increase in the CAF rate for Visa, MasterCard and 
AMEX payments to 1.95 per cent on the basis that the ticketing agent had incurred significant 
increases in costs associated with its credit card payment facilities. 
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We sought legal advice about this arrangement. We were advised the critical question for the 
Art Gallery is whether the CAF is limited to cost recovery. In our view, the Art Gallery lacked 
sufficient evidence that the CAF charged by its ticketing agent provided only for cost recovery. 

The three public sector agencies in our sample chose not to charge a 
card administration fee although one agency’s costs were more than 
$1.6 million

Imposing a CAF can best be justified where the costs involved in accepting card payments are 
substantial. None of the three public sector agencies in our sample had imposed a CAF. 

We noted that in 2012-13, the MSF (the direct costs of allowing card payments) paid by SWIT 
was about $6 400 and Busselton Water’s costs were less than $8 000. However Transport’s 
costs totalled more than $1.6 million. 

In 2006 Transport decided not to impose a CAF on the grounds that the costs to do so 
outweighed the benefits. During the audit Transport advised us that it manages some 400 fees, 
ranging in value from $3 to more than $10 000. In 2012-13 Transport collected $1.79 billion in 
revenue. So its MSF costs represented only 0.08 per cent of the total. In these circumstances it 
considered ‘it is more efficient for Transport, and simpler for customers, to average the costs of 
collection rather than set different rates depending on the method of payment’. It also believes 
online payments improve the customer experience. This may result in more payments by credit 
card and BPAY, but keeps collection costs low.

We noted the MSF paid by Transport was higher than those incurred by two of the three GTEs 
that do charge a CAF. We therefore recommend Transport consider whether to charge a CAF 
on fees over a certain value.

The card administration fees charged were accurate and transparent 

All three GTEs accurately levied their CAF on the customers who used cards. The application of 
the CAF was also done transparently and customers were offered non-CAF payment options. 
Transparency and offering non-CAF payment options represents good practice.

The CAF rate varies between the GTEs (Figure 3). In part this reflects the rate each has 
negotiated with the card companies and their individual business systems.

CAF Horizon Power Synergy Water Corporation

Rate(s) charged 0.7% 0.7% for first half of 2012-13

0.53% for Visa and MasterCard 
payments and 1.54% for AMEX 

payments for second half

0.6% (1)

Type of fee Blended Blended in first half of 2012-13

Differential in second half

Blended

Exemptions 
allowed

None (2) Holders of Veterans Affairs Gold Card 
and Seniors Card

Payments made 
using My Water (3)

Figure 3: Key CAF characteristics in 2012-13
1.  Water Corporation reviewed its rate during our audit period and reduced it to 0.55 per cent from 1 July 2013.

2.  Concession card holders are required to pay the CAF if they pay by card. Horizon Power has a lower tariff for concession 
card holders than for other residential customers.

3.  Water Corporation said this exemption is explicitly designed to reduce its payment costs by encouraging greater use of the 
relatively low cost My Water option. 
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To check that the correct rate was applied to individual payments, we reconciled all 2012-13 
credit card payments for each GTE to the rates above. We followed up on a sample of 
anomalies and verified these related to refunds, exemptions and timing issues. We noted that 
where exemptions were applied they were also accurate.

A common measure of good practice is timely disclosure of the fee. In practical terms this 
means informing customers about the CAF before they make a decision about how they will 
pay a bill. We found the three GTEs all used template invoices that clearly disclosed the CAF 
on card payments. There was also clear disclosure of the CAF on GTEs’ websites.  

Another good practice is offering non-CAF payment options. Without such options timely 
disclosure of a CAF would be of no use to the customer. We found the three GTEs all offered 
non-CAF payment options on their invoices and their websites. 

All three Government Trading Enterprises were charging card 
administration fees that were less than the reasonable costs allowed 
under the Reserve Bank of Australia guidelines

The RBA guidelines define reasonable costs quite broadly. As well as merchant service fees 
the definition includes fees for rental and maintenance of payment card terminals, fraud costs 
related to card acceptance, and the merchant’s own costs related to card acceptance. The 
latter category is further defined to include the costs of purchasing and maintaining card 
acceptance infrastructure, line rental and communications charges directly related to payment 
card terminals.

Reasonable costs are also defined as including any fixed equipment, systems or development 
costs, incurred by the merchant as a direct result of compliance with scheme rules or mandated 
requirements. These costs can be apportioned over a five year period. 

Horizon Power and Water Corporation were earning more in revenue from their CAFs than 
they were paying out in MSFs (Figure 4). At the same time both GTEs used a conservative 
definition of costs, namely one that included only MSFs. If the GTEs had calculated their card 
payment costs using the broader RBA definition of reasonable costs it is probable that they 
were under-charging. 

Entity
MSF 

2012-13
CAF Revenue 

2012-13

Over (Under) 
Recovery

(CAF – MSF)

Horizon Power $83 911 $118 739 $34 828

Synergy $2 228 128 $1 907 519 ($320 609)

Water Corporation $1 266 844 $1 417 990 $151 146

SWIT $6 398 N/A N/A

Busselton Water $7 705 N/A N/A

Transport $1 617 832 N/A N/A

Figure 4: Entities’ 2012-13 merchant service and card administration fees as reported 
to the OAG

Synergy’s costs included additional outgoings, specifically bank charges relating to the use 
of Commonwealth Bank systems to process card payments. These charges were added to 
Synergy’s CAF after a review in 2012 prompted by the RBA’s revised standard. The fact that 
Synergy was still under-recovering indicates the inherent difficulty involved in setting fees in 
advance based on estimated costs. 
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Horizon Power did not originally include its costs from accepting AMEX. This omission 
highlighted the need for agencies to ensure they have identified relevant costs which may be 
incurred separately. Most merchants do not deal directly with Visa and MasterCard. Rather 
they deal with their banks who then deal with the card companies. The banks pass on the 
MSF for Visa and MasterCard to the merchants in monthly bank statements. However, AMEX  
negotiates its fees directly with merchants. It also invoices them directly.

There was poor recordkeeping of card administration fee decisions 
and costing methodologies 

We expected the entities in our sample would be able to show us they had explicitly considered 
whether they should impose a CAF. Public sector agencies are not required to introduce a CAF, 
but the STC Act enables them to do so. GTEs are expected to operate in a commercial manner. 
We also expected entities that did charge a CAF to have clearly documented methodologies 
for calculating and reviewing the fee. 

We found four entities had records of their CAF decisions. SWIT and Busselton Water did 
not. Decisions about agency fees and charges are of high public interest. Lack of explicit 
decision-making, including poor recordkeeping significantly compromises accountability for 
the decisions. 

There may be reasons for encouraging card payments by not charging a CAF, such as 
potentially lower handling costs. Accepting credit card payments also reduces agency losses 
from fraudulent payments as this risk is effectively transferred to the card companies. In the 
absence of an explicit decision and rationale, agencies cannot provide an assurance about 
which factors were considered. 

Horizon Power did not have a costing methodology. Synergy told us it intends to formalise a 
methodology based on how it did its 2012 CAF review. Water Corporation’s methodology is 
documented and explicitly focuses on card payment costs. However, it did not require the card 
payment costs to be considered within the broader context of the costs of all payment methods.

Costing methodologies should also address the risk of double dipping. This risk arises when 
entities include card payment costs in the cost base they use to determine all their fees and 
charges. In this situation adding a CAF to an agency’s existing fees and charges may result in 
card payment costs being collected twice.

We were told by the three GTEs that they removed their card payment costs from their cost 
base before they determined their main fees and charges. However, Horizon Power was 
unable to provide documents to support this. Water Corporation and Synergy both treated 
their estimates of CAF revenue as de facto indicators of their CAF costs. They then reduced 
their cost pool for their main fees and charges by this amount before using the cost base to 
determine their main fees and charges.  

Card administration fee decisions were not reviewed regularly 

Five of the six entities did not regularly review their CAF decisions. Where reviews were 
completed they were done in isolation of reviews of other fees and charges. Treasury requires 
non-GTE agencies to formally review all their fees and charges every year, including the 
underlying costs. We also considered regular reviews important in light of the RBA data 
showing MSF costs have been steadily declining since 2003. 

Horizon Power had not reviewed its CAF decision since it was introduced in 2008. Synergy 
introduced its CAF in 2008 but did not review it until 2012 after the RBA issued its guidelines. 
However, the review was done separately to Synergy’s regularly scheduled reviews of its other 
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fees and charges. A second review was underway during our audit in late 2013. This was being 
done in conjunction with the regularly scheduled fees and charges review.

Only Water Corporation regularly reviewed its card administration costs. It also conducted 
regular reviews of all its fees and charges. However, the two reviews were done in isolation of 
each other.

The recent reviews by Water Corporation and Synergy resulted in lower CAF rates. Water 
Corporation’s rate was cut from 0.6 per cent of the transaction value to 0.55 per cent, effective 
from 1 July 2013. Prior to Synergy’s review it had a single rate of 0.7 per cent regardless of 
the card scheme involved. After the review it introduced a differential fee which applied a rate 
of 0.53 per cent to Visa and MasterCard payments and a rate of 1.54 per cent for AMEX. The 
changes took effect on 1 January 2013.

Agencies do not have sufficient guidance on card administration fees 

Shortly after the STC Act amendments became law Treasury provided agencies with some 
high level guidance. This stated that the amendments ‘require the Treasurer to approve a 
maximum amount for the administration fee and to approve the manner in which the fee is 
determined.’ The guidance was provided in the context of a reminder to agencies along with 
other information at the start of the 2011-12 budget cycle.

Treasury’s 2007 guidelines assist agencies to meet good practice in identifying and allocating 
costs and setting fees for their services. However, the guidelines pre-date the 2010 STC Act 
amendments and need to be reviewed. We made a similar recommendation in a 2010 audit 
of fees and charges. Treasury told us that a review of the guidelines had not progressed as 
quickly as expected because of other priorities, but that it intends to complete the review over 
the next 12 months.

Treasury’s guidelines do not refer to identifying and allocating costs for payment services 
generally or card payments in particular. This treatment is consistent with the view that 
payment services are a common administrative function, the costs of which can be pooled 
with other administrative costs when an agency sets its main fees and charges. However, the 
RBA reforms and the 2010 amendments to the STC Act suggest pooling may no longer be 
appropriate both in principle and in practice for card payment costs. 

In addition, agencies face some unique challenges with CAFs, such as: 

• CAF costs are not always easy to identify and can include more than just MSFs 

• the main costs (MSFs) have been trending downwards since 2003

• CAF costs can be significant if there are many card payments.

Treasury has advised it could use other avenues to provide information and advice on CAFs, 
independently of its guidelines review.
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Western Australian Auditor General’s Reports

REPORT 
NUMBER 2014 REPORTS DATE  

TABLED
1 Water Corporation: Management of Water Pipes 19 February 2014

REPORT 
NUMBER 2013 REPORTS DATE  

TABLED

18 Managing the Impact of Plant and Animal Pests: A State-wide 
Challenge 12 December 2013

17 Western Power’s Management of its Wood Pole Assets 20 November 2013

16 Opinions on Ministerial Notifications 13 November 2013

15 Audit Results Report – Annual 2012-13 Assurance Audits 13 November 2013

14 Public Trustee: Administration of the Financial Affairs of 
Vulnerable People 18 September 2013

13 Sustainable Funding and Contracting with the Not-For-Profit 
Sector – Component I 18 September 2013

12 The Banksia Hill Detention Centre Redevelopment Project 7 August 2013

11 Information Systems Audit Report 27 June 2013

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

9 Administration of the Patient Assisted Travel Scheme 26 June 2013

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

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

6 Records Management in the Public Sector 19 June 2013

5 Delivering Western Australia's Ambulance Services 12 June 2013

4

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

15 May 2013

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

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

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

mailto:https://audit.wa.gov.au/reports-and-publications/reports/opinions-on-ministerial-notifications/?subject=
https://audit.wa.gov.au/reports-and-publications/reports/public-trustee-administration-of-the-financial-affairs-of-vulnerable-people/
https://audit.wa.gov.au/reports-and-publications/reports/public-trustee-administration-of-the-financial-affairs-of-vulnerable-people/
https://audit.wa.gov.au/reports-and-publications/reports/sustainable-funding-and-contracting-with-the-not-for-profit-sector-component-i/
https://audit.wa.gov.au/reports-and-publications/reports/sustainable-funding-and-contracting-with-the-not-for-profit-sector-component-i/
https://audit.wa.gov.au/reports-and-publications/reports/the-banksia-hill-detention-centre-redevelopment-project/
https://audit.wa.gov.au/reports-and-publications/reports/information-systems-general-computer-controls-and-capability-assessments/
https://audit.wa.gov.au/reports-and-publications/reports/supply-and-sale-of-western-australias-native-forest-products/
https://audit.wa.gov.au/reports-and-publications/reports/administration-of-the-patient-assisted-travel-scheme/
https://audit.wa.gov.au/reports-and-publications/reports/follow-up-performance-audit-of-behind-the-evidence-forensic-services/
https://audit.wa.gov.au/reports-and-publications/reports/follow-up-performance-audit-of-behind-the-evidence-forensic-services/
https://audit.wa.gov.au/reports-and-publications/reports/fraud-prevention-and-detection-in-the-public-sector/
https://audit.wa.gov.au/reports-and-publications/reports/records-management-in-the-public-sector/
https://audit.wa.gov.au/reports-and-publications/reports/delivering-was-ambulance-services/
https://audit.wa.gov.au/reports-and-publications/reports/audit-results-report-annual-assurance-audits/
https://audit.wa.gov.au/reports-and-publications/reports/audit-results-report-annual-assurance-audits/
https://audit.wa.gov.au/reports-and-publications/reports/audit-results-report-annual-assurance-audits/
https://audit.wa.gov.au/reports-and-publications/reports/audit-results-report-recording-custody-and-disposal-of-portable-and-attractive-assets/
https://audit.wa.gov.au/reports-and-publications/reports/audit-results-report-recording-custody-and-disposal-of-portable-and-attractive-assets/
https://audit.wa.gov.au/reports-and-publications/reports/audit-result-reports-control-of-funds-held-for-specific-purposes/
https://audit.wa.gov.au/reports-and-publications/reports/management-of-injured-workers-in-the-public-sector-32013/
https://audit.wa.gov.au/reports-and-publications/reports/follow-on-performance-audit-to-room-to-move/
https://audit.wa.gov.au/reports-and-publications/reports/follow-on-performance-audit-to-room-to-move/
https://audit.wa.gov.au/reports-and-publications/reports/management-of-the-rail-freight-network-lease/
https://audit.wa.gov.au/reports-and-publications/reports/management-of-the-rail-freight-network-lease/
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