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Slide 1:
Hello, and once again, we're with the Human Services Costing & Pricing Resource Package.
This is Training Video number 4, where we're going to examine the Microsoft Excel costing models that are being developed as resources for use in the sector and also by governments and philanthropists in relation to costing and pricing for human services.
My name is David Gilchrist.

Slide 2:
Before we go forward, though, I would like to just make sure we're on the same page with respect to the training videos.
Specifically, I just want to remind everyone that Training Video number 1 was the Introduction.
Training Video 2 looked at Costing & Pricing Governance.
Training Video number 3 looked at Costing & Pricing Principles.
And importantly, in that context, we haven't covered deeply all of the elements that are relevant to costing and pricing in this case.
The purpose of the videos is really just to introduce the context and introduce some key features relating to costing and pricing for human services in order to support people's review of the Framework and the Handbook, which have been introduced in previous videos.
To that extent, we're also looking then today in Video 4 at the Microsoft Excel Costing Models.
And again, we won't look deeply at these models, but really just try and introduce some aspects that we think are important considerations for you.
The fifth video in the series relates to costing and government procurement.
So the focus of Video 5 is for those people in government and in philanthropy to be able to understand better the costing and pricing process and the ideas around financial sustainability that not-for-profit and charitable human services organisations are operating to, to increase the capacity for understanding, increase the use of the same language in relation to costs and prices, and to appreciate the short, medium, and longer term impacts on poor pricing in relation to financial sustainability of organisations.

Slide 3:
To that extent, I just want to make a reminder, comment two, around navigating the videos.
It's usually best to start at the very beginning and watch the videos in order.
It might be worth reading the Framework document prior to watching videos 3 and 4 to make sure you feel comfortable with the content in those videos.
And just to remember that the videos contain what we call navigation markers to help you to connect the video comments and the commentary there through to the Framework.
In the case of the first example, their reference to Framework page 20 will appear as FW20 in the top right-hand corner of the slide, and references to Handbook page 20 will be reflected in the same place, so in the right top corner of the slide to help you to be able to navigate the written documents that are relevant to these resources.
Importantly, you might find too that they're good points to pause the video to go back to the written documents, read that section so that you feel more comfortable with the commentary that's being made in the context of the video.

Slide 4:
Okay, so let's move on then to the substance of this particular video, which is to look at some key issues relating to the Microsoft Excel models that have been developed to give a very brief overview of those models, and nothing better than going back to the actual models and looking at them, and also to make some comments around governance and the models themselves.
So we've already talked about costing and pricing governance, and that still holds.
These comments are probably a subset of that particular topic, but let's have a look at the key issues in any case.

Slide 5:
First and foremost, we have two Microsoft Excel spreadsheets.
The first Excel spreadsheet is what we call the Service Provider Costing & Pricing Model, and the purpose of that model is to cost and price all activities for one year.
So this is the service provider level.
All of the activities, all of the programs that you might provide are costed in this framework, and they will inform the budget that you might use for that year going forward.
On the other hand, the second Microsoft Excel spreadsheet we've called the Single Product Costing & Pricing Model and the purpose of that model is to cost and price a single activity with multiple year capacity that is a single product if you like. We would use the first model to cost the whole organisation and to create our budgets, as I mentioned before.
This second model, on the other hand, really just looks at a particular product and is usually used to either evaluate the current product to see whether or not you feel you should continue providing that product or evaluates an offer from government or a philanthropist to provide another program or additional elements of an existing program to see whether or not there is a good, bad or indifferent financial sustainability impact as a result of delivering that program under the funding that's offered.
So the second sheet is really important because it helps us to make decisions about whether or not we accept individual program offers of funding from government agencies or others that might occur on an ad hoc basis.
Noting, though, that in terms of the Service Provider Costing & Pricing Model, we cost all of the direct and indirect costs.
In the Single Product Costing & Pricing Model, we only cost the direct cost and compare that to income to be able to calculate what we call our contribution margin or the net profit that's delivered to the organisation.
So we don't look at the overheads, we just look at what the net advance is as a result of undertaking that process, recognising though that there could be additional overheads required.
Might be worth going back to Video 2 in this series to talk about relevant range in that particular context.
In any case, the third thing that needs to be identified in this regard is that the system needs or the Microsoft Excel 2010 compatibility is a minimum needs for the system to be able to run these two elements.
We've used Excel spreadsheets because we feel that most organisations would have access to them and probably people already use them in any case with different things.
But nevertheless, it's important for you to be able to ensure that you can use those Excel spreadsheets on your system.
The other final point that we want to make is that within each model, the sheets are interconnected.
So you enter specific data, which I'll talk about shortly, and the sheet undertakes the relevant calculations automatically.
You still have to make decisions about what you allocate, what percentages you allocate, etcetera, but the system will be able to deal with the calculations once you've made that and entered the data.

Slide 6:
Okay, let's have a look at the models just as a brief overview.
The Handbook holds or discusses these models in detail and actually has step-by-step instructions in how to complete each model.
So there are two sets of step-by-step instructions, one for the original model (Service Provider Model) and one for the Single Product Model.
To that extent, both models have some uniform elements.
In that regard, the structure of Key_Data, People, Property, Vehicles, direct overheads (Direct_OH) and Program_Pricing, Accommodation_Pricing, Health_Professionals_Pricing and so on are all the same in both models.
Noting that Accommodation_Pricing and Health_Professionals_Pricing won't be needed for all organisations, but is an important aspect for principally disability service organisations and aged care organisations.
To that extent, the Key_Data element is important because that is the element where you put your key company data and things like your financial year and so on.

Slide 7:
There are also some model specific elements depending on the model.
So in terms of the Service Provider Model, which is the thorough organisation costing model for one year, we have a number of elements like indirect overhead (Indirect_OH), Client_Pricing_Calculator, Cost_Summary, Funding_Sources And Funding_Summary.
On the other hand, in the Single Product Model, we have Capital_Purchases and Multiyear_Pricing.
We don't have overheads in the Single Product Model for the reasons I mentioned before, where we're really concerned to understand what the marginal difference is as a result of taking on this new offer, this new single product.
On the other hand, we do have under that element the capital purchases required and also multi-year pricing to get a sense of how much is going to be needed to be invested to undertake that service delivery and what the impacts of that new program might be over subsequent years to get a sense of the contribution margin that it will make or the financial difficulty it will create if we take up that particular program.
It's important, as I said before, that there's a step-by-step explainer in the Handbook for each of those models.
The other thing that is relevant to those models is that in that Costing and Pricing Handbook, we have set out a number of descriptions.
So it's not just a step by step.
There's also a number of principles and other elements that are worth reading.
So it's well worth looking at both the Costing and Pricing Framework and the Costing and Pricing Modelling Handbook even if you're not going to use the models. 
There's some information there that would be useful for you in terms of your costing and pricing experience in your organisation.

Slide 8:
Continuing the overview though, there are some elements that I think are really important to be aware of.
Firstly, there's a sheet called a Conventions sheet noted in each model.
So these are the tabs of the model and where you can find the Conventions sheet.
And noting in that Conventions sheet is the instructions in relation to how and where you might enter data and where you might not.
Everything is colour coded and set out in a way that will allow you to understand where you can put data.
But for instance, that light blue A1 is a manual data entry cell.
In darker blue or greeny blue A1, select from a dropdown menu, while the green A1 is administrative use only.
Any cells that are not editable are not intended to be changed.
So a white cell or a clear cell indicates a formula, a green cell indicates model build only, but either way we only put data in those areas where it's specifically identified that you should put that data.
In the sheets, we also have what we call data integrity checks, where calculations are made to see whether or not areas that should be equal are equal.
And in the case of that error check, you need to go back and have a look at those data points to see where you might have made an error in the entry of your data.

Slide 9:
Further to that, we also have an Information page within our sheet, which provides you an opportunity to put your corporate information.
We have a Version_Control element as well, which is really important, because you need to understand what version you're up to, making sure that not only you understand the version, but also the assumptions that are relevant to that particular version, particularly if you're making what-if scenarios or examining the impact on your budget after making certain decisions and so on.
To that extent, the version control is really important.
Key_Data element is also important.
In the Key_Data area, we put or make decisions and put in data relating to key assumptions and core data such as payroll information, service names and information and so on, ensuring that the names used are recognisable, so they're usable names, service names or program names that everyone's going to understand across your organisation.
How might we then govern this model?
And I must say at this point, it's best to go back now and look at the models themselves, just to navigate around the models, just to get a bit of a sense of how they're constructed and what they're about before you go forward to think about the governance of those models.
The Handbook also describes these elements very clearly.
So, for instance, in terms of Information Version_Control and Key_Data, Handbook pages 25 and 38 will help you to understand those.
So it might be worth pausing the presentation at this point and going back and having a look at those elements before you go forward.

Slide 10:
But let's think about then the models and governance.
And there's a few things that are very practical, but really important things to think about in the context of maintaining version control particularly over your models.
The models can get quite complex, as you know, in costing and pricing.
And if you're changing your assumptions all the time and not really, a) controlling those assumptions or b) making a record of the changes that you've made, there can be some real difficulty associated with undertaking the processes that you need to undertake.
And you can get caught with assumptions that you didn't intend to provide or caught with information that you might have been testing that does not really have great veracity or great truth in the context of costing and pricing your organisation.
So to that extent, a couple of things are really important to think about.
The first one is you need to save an original version, set aside an original clean version, what we call a clean version of your models so that they are safe from misuse.
And if you have to start again, you can come back and do that.
You also need to check the spreadsheet integrity of your spreadsheets all the time.
If you've decided that the model that you have at the moment is the right model and you've completed it, it's worth doing a test on the integrity of the calculations, because these things change within Excel.
Excel can be prone to changes, and people can be prone to putting changes into Excel.
So making sure the formula aren't changed in the original version is a really important aspect of your operations, from a governance perspective particularly.
Version control is also critical, so ensuring your version control information section is complete all the time and ensuring that the name of the person that's put that version control in place is noted there so that everyone knows that's relevant, that can come back to people and ask what's going on.
In terms of that version control, you also might want to establish a naming protocol, for instance, in relation to your version so that people know not only what version it is, but perhaps when it was developed, perhaps what assumption list was applied to it, or some other way for people to use the naming protocol to understand the version that they're opening.
The other element that I think is important to remember is that both models include a notes section or comment section and I think this is really important.
If you're changing the version, making assumption changes in a model, making cost changes or any other changes, you want to note those in the comment section, so that subsequent people using that model can replicate it, so that you can always replicate the outcome, but also so that they understand that the assumptions being made and the costs that have been included, so that they're not inadvertently applying the wrong costing process to your organisation and then subsequently making decisions that in the long run are going to be harmful to your organisation.
So making those notes is really critical.
Make sure that you make a note of all the changes, all of the assumptions that are changed in the context of that particular version, and make sure you name the version properly so that people know what to expect.

Slide 11:
I guess continuing the models governance process, one thing to consider is what we call what-if scenario building.
So when we cost and price using these models, one feature of the models is that it's not just a case of costing and pricing for your budget, but also perhaps exploring changes that you might make or things that you might do to see what kind of impact those changes will have on your financial sustainability.
We call those what-if scenario building.
So what if we change the way we staff our programs?
What if we change the type of staff we employ?
What if we change where we might conduct the program, the location, the rent? All of those things are things to think about.
That what-if scenario building is a really important use of these tools in order to be able to understand whether or not the decision that you might make is going to have a positive or negative impact on the financial sustainability of your organisation.
To that extent, it's absolutely critical, as I said before, to make sure you make notes in relation to communicating those kinds of changes to be able to arrive at your what-if.
But a good way to do this too is to change only one item on each scenario and review the results and then return to the original position before changing another element.
Always document what's been changed, but always think about the extent to which the changes can be seen to be actually impacting that sustainability outcome.
In other words, if I only change one thing, and suddenly my organisation appears not to be sustainable or appears to be more sustainable, then that one thing is the cause of that sustainability change.
If I change half a dozen things, I might be less able to track down or pinpoint exactly why the sustainability has changed as a result of changing more than one assumption.
The final point that I'd make in that regard is that you conduct regular testing of your spreadsheet.
I mentioned before it's important to ensure the formulas are working properly, but it's also important to ensure that the formulas are calculating outright, that the right information is being used, and that any working papers that go into making data that results in or is ultimately entered into these models need to be explored as well to make sure that you feel confident that the models are actually working properly.

Slide 12:
The final point that I'd like to just go through is in terms of what the models actually don't do.
So the models are great for costing and pricing.
They're great for having a standard methodology, if you like, that is logical from an activity-based costing perspective for your organisation.
But there's a number of things that they don't do.
So remember, for instance, that you must consider or determine what costs are to be included.
It doesn't include the cost. 
You've got to decide those costs.
You've also got to decide what percentage of those costs need to be allocated to which program.
So it won't help you to be able to make those decisions.
It'll only help you to undertake the calculations once those decisions are made.
You must also interpret the information provided in the client price calculator and the cost summary and the funding summary sheets.
You've got to interpret the outputs of the model and you've got to decide whether or not those outputs are good for your organisation or bad for your organisation.
You've got to decide whether you want to take up that funding or that contract.
or not take up that contract to decide whether to continue providing that service or not provide that service any longer, to accept a new government or philanthropy offering.
The decisions are all yours to make, but the model can help you to create the tool, the financial information that's necessary to make that decision.
And then finally, the quality of the information going into the models determines the quality of information coming out.
The models can't amend or identify errors other than those balancing errors that I identified before within the sheets themselves, but they can't know whether or not you're putting the right information into the model or not.
So you need to think about those things and how you arrive at the right information, how you ensure the quality of information, and also how you ensure that no one has changed the models to the detriment of their calculation ability to deliver information that helps you make decisions.

Slide 13:
Thank you very much.
I hope you found that to be useful.
As I said in the last videos, please do send a note to myself or to my colleague, Professor Paul Flatau.
Our emails are on the screen, as are our websites, and our websites contain a raft of different information, reports and so on.
Feel free to peruse those and use the ones that are of use to your organisation.
Thank you very much.
Great to speak to you.
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