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Slide 1:
Hello, my name is David Gilchrist and this is Training Video number 5 of the Human Services Costing & Pricing Resource Package.
In this video, we're going to focus on Costing & Government Procurement.
So we're looking at why government personnel involved in the procurement of human services from the not-for-profit and charitable human services sector would have an interest in costing and pricing and in the resources that have been developed as a result of this program.
Essentially, our focus is on why government would be concerned about the sustainability of individual organisations and also of the system in relation to systemic sustainability for the provision of these services.

Slide 2:
In this video, I intend to look at a brief or discuss a brief project overview to give you a bit of an idea of how the project came about and what its intentions are, to give a brief overview of the principles of sustainability.
What is sustainability in the context of human services?
It's not just survivorship of the organisation.
I want to discuss some reasons for why government should worry about this issue and particularly how they should consider this issue in the context of the funding of these organisations to do the services that they undertake.
I want to talk about how government might contribute to that sustainability and also make some very general comments in relation to how sustainability might affect their decision making going forward.
Let's just have a look at the project itself though, just for a brief second to introduce you to both what we did and also the concepts associated with the project outcome.

Slide 3:
Specifically, this project was undertaken by the UWA Centre for Public Value and the Centre for Social Impact at the University of Western Australia.
These organisations have a long history of working together both in academic terms but also in very practical terms for specific organisations for specific jurisdictions and also Australia-wide, as well as some international work as well.
To that extent, the organisations are used to working with governments as well as with not-for-profit organisations and are very practical, notwithstanding their research quality as university quality, as is their processes for developing quality assurance frameworks around the outputs that they might create.
Importantly, in terms of this project, both organisations have very significant backgrounds in undertaking similar projects nationally and sub-nationally.
Specifically, we've looked at costing and pricing, indexation and tool creation in this regard over quite a number of years.
To that extent, this project focuses on developing Costing and Pricing for Human Services Framework and Costing and Pricing Modelling Handbook, both of which I'll speak to a little bit more deeply in a few minutes time, but which are the central resources that we encourage government personnel to have a look at in order to understand costing and pricing for organisations involved in this process, but also to understand the context in which that costing and pricing is undertaken so that they can appreciate where government should sit in the context of providing resources for those services.
Let's have a look then at the project context.

Slide 4:
Specifically and importantly, this project was funded by the ACT government in response to the 2021 Counting the Costs report, looking at sustainable funding for the ACT community services sector.
So a really important contribution that is evidence-based to need in the sector as well as need from a government perspective.
It's also been identified in that regard that there's been an ongoing challenge to sustainability at a systemic and organisational level in this sector for quite some years.
And that historic reality in terms of sustainability has impacted to the extent that underfunding across all governments and all times means that this sector is under-invested, under-resourced to be able to achieve the outcomes that the community needs it to achieve to support some of the most vulnerable people and communities in the country.
To that extent, the first step in rectifying this issue then is to properly cost the delivery of services, to understand what the comprehensive cost of services are, and to understand what the price needs to be in order to ensure that sustainability, not just in the immediate term, but also in the medium and longer term, as these services are required on an ongoing basis.
The other thing that this requires is an understanding of costing processes and what constitutes the quality, quantity, and timing requirements of sustainability.
I'll speak to this a little bit more deeply in a moment, but suffice to say at this point, sustainability doesn't just mean that the organisation is still here next year.
Sustainability means that the organisation and indeed the system, so all of the organisations, can continue to deliver the services and supports in terms of quantity, quality, and timing on an ongoing basis.
So just because an organisation is surviving and still here next year doesn't mean that it's sustainable.
And it's certainly not sustainable if it's had to contract the quality, quantity, or timing of its services to the detriment of those people in the community that rely on them.
Indeed, it's those people in the community that are the shock absorbers for the economic impacts on this sector of gross underfunding that are meant that the sector is not sustainable in that regard.
As I mentioned before, this project comes out of the 2021 Counting the Costs report and the ACT's government response to that.
So it's an evidence-based project that's looking to resolve some key significant issues in the community.

Slide 5:
I guess the other thing you need to think about is the project principles, which we think are really important to understand in the context of where the organisation, where the project has gone and what we've achieved in that regard.
And the principles guiding our work include that governments and human service providers and indeed philanthropists want a sustainable human services sector.
This is a sector that continues to be able to deliver the quality, quantity, and timing of services that are needed within that community in order to ensure that people are able to live their lives.
Governments and human services providers also want public funds to be efficiently and effectively used in the interests of the entire community.
No one feels that there's benefit in wasting money or being inefficient.
And I think costing and pricing helps us to arrive at a better understanding of that efficiency in order to connect the number of services delivered with the pricing that's actually offered by government.
We also need to ensure that the tools we create are fit-for-purpose for the sector, that they're actually relevant for the sector and relevant to their purpose in the context of ensuring and supporting that sustainability, and ensuring decision-making adequately within an organisation is a critical part of that process, as is being able to build real and effective collaboration between governments, human service providers, and philanthropists.
This we feel is a critical element in ensuring the long term sustainability of human services.
So sustainability is not just about short term paying bills.
It's about being able to provide the quality, quantity, and timing of services in the short term, in the medium term, and in the longer term.
To that extent, we think that collaboration supported by the development of the same language for costing and pricing across all of those parties.
And part of this project process has been to identify that language and to support everyone to appreciate and understand that language.
Indeed, in the Framework and in the Handbook, we have a glossary that sets out words that we use to describe the costing and pricing process and uniform definitions that we would like to see picked up in by all actors within this particular sector.
That is the not-for-profit and charitable human services sector, the governments, and also philanthropists that are involved in the sector.
So what about the relevance of this process to funders then – or rather than the project outputs first and then the relevance.

Slide 6:
The project outputs are pretty tangible and important outputs.
Firstly, we developed the Costing and Pricing for Human Services Framework and that's helped us to build an understanding of how costing and pricing should work, what boards and others should consider in terms of governance over that process, and also providing an appendix in that document that sets out the Australian Charities and Not-for-Profits Commission National Standard Chart of Accounts and identifies those chart of accounts against the costing and pricing allocation processes associated with those types of costs.
So we've got very practical tools in the Framework that we think can be applied directly by organisations costing and pricing, and can be understood directly by those providing resources to appreciate how costing and pricing should work.
We've also developed two Excel models.
The first one is an MS Excel spreadsheet tool, which is called the Service Provider Costing & Pricing Model.
This model is designed to allow organisations to fully cost all of their programs at once and to devise an annual budget based on that costing process.
This is a really important process that takes into account not just the direct costs associated with program delivery, but also the overhead applications to those costs.
The second MS Excel spreadsheet tool is called the Single Product Costing & Pricing Model, and that's designed to cost a particular program.
Organisations would use this tool in the case where they have been offered a program funding by a government or by a philanthropist, offered an expansion to a funding program, or where they're looking to evaluate a program for continuation.
Of course, remembering that organisations don't have to continue to provide services, particular programs, if the disparity between the funding and the cost of service delivery is getting greater.
In that case, they can use this Single Product Costing & Pricing Model to be able to determine whether or not they should continue in that program.
So both these Excel models are designed to support these organisations to cost and price and to make decisions in relation to that process.
In support of those two models is the Costing and Pricing Modelling Handbook, which sets out a number of aspects of costing.
So it describes aspects of costing, but it also provides a step-by-step completion guide to both the Service Provider Costing & Pricing Model and the Single Product Costing & Pricing Model, such that this Handbook is a really important resource for those that are actually using the models and implementing them.
We've produced a further four videos, the Costing and Pricing Provider Training videos, and those videos run through everything from the principles in relation to this project, what costing and pricing is, as well as how to govern that process, etcetera, within a not-for-profit human services organisation.
The final output, of course, is this video, which is Costing and Pricing for Government Procurement Training video, and which you're looking at now.
So what is all of this?
Why is all of this relevant to funders?
I think that's a really important question to consider.
Let's have a look at that now.

Slide 7:
So in terms of relevance to funders, we think it's really important that technical proficiency is developed by both funders and human services providers.
There's a lot of myths built up around not-for-profit and charitable human services, including, for instance, that they shouldn't make profits, that they should not worry about building their balance sheets, as well as a number of other aspects that impact sustainability in a negative way.
It's important that both funders and human services providers understand not just how costing and pricing works, but also how you use costing and pricing to be able to bolster the sustainability of organisations, considering about the sustainability in the context that I've already described it.
And I'll talk about sustainability more deeply shortly.
We also understand that Human Services Costing & Pricing Resource Package is an important tool for funders to better understand the components involved in service delivery.
So this package of resources is primarily aimed at those practitioners within the sector to be able to actually cost and price, but it is a great communications package and practice package to inform funders to support those funders in making decisions themselves.
It also ensures or requires funders to have sufficient financial literacy to evaluate funding applications and ensure services are adequately funded.
Funders shouldn't be awarding contracts to organisations that don't have sufficient resources to be able to deliver the services in the quality, quantity, and timing that needs to be delivered.
And so we think that these resources assist funders to be able to make decisions about the evaluation process of those applications and to build their literacy, their financial literacy, in that regard.
We also think the resource package aims to establish a shared language between funders and providers, including that terminology, the glossary that I talked about before that is extant in the Costing and Pricing Framework and also in the Handbook.
So understanding that language, understanding definitions and being able to talk directly with those in the community services organisations is a really critical aspect of ensuring true collaboration can be undertaken and that funders understand what the financial realities of the organisations are that they're looking to purchase services from.
Finally, we would say that human services providers need to be financially sustainable to meet that community demand, and governments have a role in ensuring that sustainability.
So what does sustainability look like then?

Slide 8:
Let's just have a look at that a little bit more deeply.
Sustainability relates to what we call the systemic perspective from a funders perspective, and that is ensuring maintenance of the service mix and understanding the service mix gap.
The service mix is the description of all of those services that are needed in the community.
The service mix gap is the difference between the need in the community and the services that are actually provided.
You cannot be transparent and you cannot understand costing and pricing or sustainability without understanding that service mix and the service mix gap.
To that extent, sustainability means that organisations can continue to provide services on an ongoing basis in a sustainable way, which means that they can maintain the quantity, quality, and timing of those services.
If organisations aren't paid sufficiently for the services that are being provided, then there are impacts in the short, medium, and long term.
In the short term, of course, there can be solvency impacts so that organisations terminate and clients are left stranded in terms of the types of services that can be provided.
We also see, though, that sustainability means retaining capacity within the sector.
If organisations aren't reliably funded, then staff will go to other sectors, leaving the human services sector stranded in terms of experienced and trained personnel.
Skills and experience retention is a critical aspect of funding correctly.
If you don't fund correctly, then you will lose those staff and lose capacity within the sector.
This will come back to government as an extra cost.
We also know that if we don't fund organisations appropriately, and provide them not only with their comprehensive costs being covered, but also provide a profit to be able to build the balance sheet, then those organisations can't innovate and they can't upscale for better outcomes.
They can't invest in their organisation to replace assets.
They can't train staff and ensure those staff are able to meet the regulatory and other needs that governments have.
We also know that without that capacity for investment, organisations can't respond to government policy changes.
They don't have policy capacity and therefore they're unable to respond when government changes its policy requirements.
To that extent, service reliability becomes a real issue so that those people out in the community that need services and supports become the shock absorbers for underfunding within the system.
That has a significant political impact on governments because governments ultimately are responsible for ensuring the delivery of those services.
In fact, the not-for-profit human services sector is really just the implementation arm for government's policy frameworks.
Extending that a little bit means that policy outcomes aren't achieved if funding is not provided.
And we recognise in that regard, too, that governments and philanthropists need to consider funding in the context of the idea that cheap and efficient are not synonyms.
An efficient organisation is one that achieves the service delivery outputs with the least amount of resources being consumed.
A cheap purchase is one that is probably not sustainable in the sense that at the end of the day, the organisations aren't able to deliver the right quality, quantity, and or timing of services and so can't maintain that sustainability.
Overall, with these things, if underfunding causes these problems, then we have to recognise that human services sector financial sustainability is not achieved, then we will see costing taxpayers more.
So in other words, a human services sector that doesn't have sufficient funds to be able to maintain its sustainability, to be able to respond to all of these requirements of government, means the government will typically pay more because it will pay through direct health, so primary health care, or through other departments within its remit.

Slide 9:
I guess another element of sustainability relates to this idea of short-, medium-, and longer-term sustainability, or what we would refer to as solvency, stability and sustainability.
In that regard, a provider sustainability is critical because it allows for that policy scaling capacity that we talked about.
When government changes its policy, changes its regulations, organisations in the sector need to have the balance sheet capacity to invest to be able to respond to those policy changes.
They need to be able to innovate and invest in training and capacity building within their organisation, as well as in terms of changes to their theories about how to pursue their purpose.
They need capacity to recruit and retain staff, and that includes in terms of ensuring appropriate training and appropriate reviews and capacities of the performance of those personnel.
They need to be able to replace assets over time, as well as to service capacity to meet need to ensure that they're able to continue to deliver that quality, quantity, and timing.
The final point is that they need to be able to respond to economic and social shocks that might come from time to time.
Things like COVID or the GFC are good examples here where organisations don't have the balance sheet capacity to be able to respond to those things immediately.
In that extent, when we're talking about short term, we're talking about having enough cash to pay the bills as and when they're due.
So cash flow and working capital are indicators of sustainability in that context.
In the midterm, stability is what we're targeting.
That is, that the organisation is able to continue to provide services that meet the quantity, quality, and timing required in accordance with the organisation's mission.
An example of that mid-term stability means that they're able to pay employee entitlements that are often incurred at a lower rate some time ago and paid subsequently at a higher pay rate because employee entitlements, of course, are accrued and are paid out at the prevailing pay rate at the point in time where the leave is taken, for instance.
Organisations need to build their balance sheet to be able to make those payments.
In the longer term, we think of sustainability as being able to replace assets or being able to respond to those policy and regulatory changes that have been identified and talked about already.

Slide 10:
So how does that principle of sustainability then, from a provider perspective, impact the way governments and philanthropists look at the pricing for services that they purchase?
Provider sustainability then relies on profitability.
Organisations must be profitable in order to build their balance sheets so that they're able to be sustainable in the medium and longer term.
That balance sheet capacity not only recognises resources to be available to respond to asset changes, but also recognise resources to be available to train staff and to be able to meet changes in policy and practice as they come along from time to time.
Provider sustainability means that all costs are met, including accounting estimates such as depreciation, as well as in-kind costs that are incurred by the organisation, such as volunteers, deployment and things like peppercorn rents.
Those in-kind contributions need to be costed for two reasons.
One, because there is an opportunity cost to the organisation to deploy their volunteers and their cheap rent, their peppercorn rent to one particular program when they could deploy it elsewise.
But also, secondly, they need to cost that in because those things are being consumed.
And in consuming those things, organisations are taking a risk because those volunteers might not be available, that peppercorn rent might not be available, and they might subsequently be in a position where they have to pay for those elements.
And therefore, those costs need to be met by the consumer, which is the purchaser of those services.
Finally, it's really critical that appropriate indexation is applied for these organisations.
Indexation is a critical element because it's not often calculated appropriately in Australian jurisdictions, and it's only applied once a year, which means that organisations are exposed to cost increases for a full year before they get indexation, so they have to pay for those cost increases, and then indexation itself is only relevant for a relatively short period in the following year as costs go up.
So organisations are always behind the eight ball in relation to being able to pay their comprehensive cost of service delivery and to be able to achieve the profitability levels that they need to achieve to maintain that sustainability.
Indexation can be very problematic for these organisations.
So why should government worry about this?
I feel I've already spoken about this topic in previous topics that I've discussed in this presentation, but there are probably a key three elements that are important to remember.

Slide 11:
The first one is, if the sector is not sustainable, that means that service and policy capacity is not sustainable.
Government finds it harder and harder to get services delivered and to meet government's policy requirements.
We also know that when sustainability becomes less and less substantial within the sector, that there's actually cost shifting and inefficiency built into the sector.
That is that where people fall through the cracks because they're not receiving the services and supports they need, then often other departments at far greater cost pick up those people and have to provide services in a way that means the taxpayer has to pay more.
We also know that there's a political impact and a budget impact of sudden service capacity decline where an organisation collapses, becomes insolvent, or in some other way refuses to provide services.
We know that politically it means that the government has to provide more money to some other service provider to be able to pick up that tab.
So there's some real issues around government understanding sustainability, understanding costing and pricing, and appreciating at the end of the day that if this sector is not sustainable, government ends up paying the bill both politically and in financial terms as a result.
How can government contribute to sustainability then?

Slide 12:
There's probably three ways, or four ways in fact.
The first way I would say is to be able to understand and get on the same page as not-for-profit and charitable human services organisations by using the resources that are provided with this program to improve their understanding, improve their financial literacy and appreciate what costs are needing to be covered and why profit is important to these organisations.
They can also do it by looking at the three pillars of sustainability that are critical in terms of government procured human services.
The first challenge usually relates to realigning funding with change in comprehensive cost over time.
And we would say this normally is having a response for a five yearly comprehensive tender, but based on a tender based on the real cost of service delivery.
And then the outcomes here are that these kind of processes inform government budgets and outyear captures the real cost over time.
So we need to have a five yearly comprehensive tender process that actually is based on evidence of cost increases and also of profitability to ensure that the sector is sustainable.
The second element is to maintain capacity to make policy change and to innovate.
Because the sector has been endemically underfunded for so long, we would posit that the sector actually has very weak balance sheet capacity to be able to respond to changes into the future, to innovate and to meet policy change that government might have.
To that extent, it might be that capital injections are required over time to be able to support policy change and to allow those organisations to upscale changes in the way they might operate.
This informs the policy framework assessment and particularly should be considered when government thinks about policy change in the context of the capacity of the sector to be able to undertake its work.
The final element relates to the annual response to cost experience, which we've already talked about in this presentation as the indexation model.
The indexation model informs the budget sector capacity and helps to maintain that system sustainability over time.
Individual organisation sustainability is not so important for the government as is system sustainability.
And of course, the system is made up of all of those organisations.
And so government must understand costing and pricing, have that financial literacy capacity to be able to understand and appreciate the impact of its pricing policies on the whole system to see what kind of impact that's going to have on sustainability as we've defined it in this particular presentation.

Slide 13:
It's also important to remember, of course, that it's all about compromise in that regard, that the real world requires compromise by all, by government, by philanthropists, and by not-for-profit and charitable human services organisations.
Without that compromise and appreciating that compromise, it's going to be very difficult to get appropriate changes through.
But we also need to understand the financial sustainability challenges and that meeting those challenges helps to improve the capacity for compromise effectively.
So there's no point in burying our heads and not wanting to know what's going on within the sector.
We really need to know what's going on, how costing and pricing works, how profitability is so important to sustainability in order to then be able to work with the sector and really collaborate to achieve a much more substantial outcome in terms of sustainability of service provision, which government, philanthropists, and the sector all want.
The final point that I'd make in terms of this process is that over time, transparency of the comprehensive cost of service delivery will improve the understanding, efficiency, reliability, and effectiveness of service delivery.
Governments understanding the financial sustainability challenges will also come to understand the service delivery challenges themselves, how it works at the coalface and better appreciate what is working and what's not working, what should be funded and perhaps what shouldn't be funded over time for better outcomes that are ultimately meaning that community, people, the individuals and communities in each jurisdiction are able to actually enjoy the services that they need to be able to live their life.
And remember, we're talking about some of the most vulnerable people, the most vulnerable communities in Australia that are then impacted as the shock absorbers for poor policy in relation to financial sustainability for these organisations.

Slide 14:
OK, that's all I wanted to talk to them in relation to government procurement, philanthropic procurement and the not-for-profit and charitable human services sector.
Please send either my colleague Paul Flatau or myself an email, our email addresses are on the screen now, or access our websites for more resources and materials if they would be useful to you.
We're very happy to talk to you any time and thank you for your attention.
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