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SUPERANNUATION IN THE COSTING OF GOVERNMENT SERVICES

K ey messages

Present treatment of superannuation in costing of gover nment services

Service agencies have treated superannuation differently in calculating the cost of
government services for the Report on Government Services. This variation can have a
major effect on the comparability of reported unit costs, the key measure of efficiency.

Service agencies with employees in defined benefit superannuation schemes, under
which retirement benefits are normally linked to pre-retirement salaries, indicated that,
when calculating service cost, they have included superannuation:

. on afunding basis — the agency contribution to schemes in each period;
on an accrual basis— the liability incurred by the agency in each period,;
. on an emerging basis — the payment made to retired employeesin each period; or

at zero cost (that is, excluding superannuation).

Governments often bear some superannuation costs in addition to the costs included by
the service agency.

Principlesfor the treatment of superannuation costs

The correct treatment of superannuation when calculating the cost of a service is to
include the full accrued cost for government overall. This recognises the full cost to
government of resources used in providing a service.

The best estimate of the accruing superannuation costs associated with defined benefit
schemes will be based on actuarial calculations. Each Treasury, in consultation with the
superannuation funds, should be responsible for annual advice to service agencies of the
accruing superannuation liability for their employees. This advice should be based on an
annual actuarial estimate or if thisis not available, three yearly actuarial estimates or the
best non-actuarial method for estimating the annual accruing cost.

The choice of an annual non-actuarial method for estimating the accrued cost should
consider:
. the ease of application;
the sensitivity of the estimates to the assumptions on whichit is based;
. the potential for the assumptions to be incorrect; and
the implementation costs.

Exclusion of superannuation, or inclusion on an emerging cost basis, are the worst
approaches. Exclusion may be an acceptable interim approach, but only where
employment costs are arelatively small part of total costs and there are similar mixes of
government and non-government service delivery across jurisdictions. Emerging
superannuation costs are an unsound basis for costing as they are unrelated to the cost of
resources used in the period for which the service was provided.

In al cases where non-actuarial estimation methods are used, differences in treatment
and incorporated costs should be transparent.
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Box 1: Common superannuation terms

Superannuation — a long-term savings arrangement which primarily operates to
provide income for retirement. Superannuation savings are usually made through trust
funds. Superannuation benefits may be seen as an additional benefit provided by the
employer. In either case superannuation is considered an employment cost.

Accumulation scheme — a superannuation scheme in which the contribution of the
employer is specifically defined and the retirement benefit for employees is uncertain
and depends on the fund earnings, management expenses and tax.

Defined benefit scheme — a superannuation scheme in which the retirement benefit to
employeesis specifically defined, usually based on aformulain terms of years of service
with the employer (or years of membership of the fund) and average salary level over the
few years before retirement, and the eventual employer contribution is uncertain.

Fully funded — a superannuation scheme in which the employer contribution to the
fund in each period is sufficient to ensure that the assets of the fund cover the actual
value (for accumulation schemes) or estimated accruing value (for defined benefit
schemes) of all member entitlements.

Partially funded — a superannuation scheme in which the employer makes a
contribution to the fund in each period but the assets of the fund are insufficient to cover
the estimated accrued value of all member entitlements.

Unfunded — a superannuation scheme in which the employer makes no contribution to
the fund. Funding is provided only as required for payments to retiring employees.

Accrued superannuation cost — the superannuation liability incurred during a period
associated with the retirement benefits that current employees have accumulated during
the period.

Emerging superannuation cost — superannuation payments made during a period to
retired empl oyees.

Actuarial estimate of accrued superannuation cost — an estimate of the present value
of the future benefits payable to superannuation fund members based on actuarial
assumptions. These assumptions relate to matters such as future investment returns,
salary growth, inflation rates, mortality rates and the rate at which members leave the
fund.

Source: ASFA (1997).
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1 Why the treatment of superannuation costs matters

The objective of this paper is to improve completeness, comparability and
transparency of the treatment of superannuation in calculating government
service costs for the annual Report on Government Services (SCRCSSP 1998).1

Superannuation is part of the cost of government employee resources used in
producing a government service and so should be included in the calculation of
total service costs. The treatment of superannuation is a significant issue when
compiling costs of government services across jurisdictions because:

superannuation costs make up alarge component of overall costs for many
services,

the choice of the treatments used can have a substantial impact on reported
costs; and

differencesin treatment are seldom readily transparent.

In particular, exclusion of superannuation from the cost information provided by
some jurisdictions but not others can significantly affect the comparability of
unit cost information where superannuation costs make up a significant
proportion of the service cost. For example, superannuation represents a
significant part of the cost of police services (14.2 per cent of the reported costs
for Victoria) but it was treated inconsistently across jurisdictions — the NT
police services cost information excluded superannuation but Victoria included
it at what they considered wasiits full cost.

The approach undertaken in this paper isto:
compare the current treatment of superannuation costs for a number of
services across jurisdictions;

assess how the choice of the treatment of superannuation costs may affect
reported unit cost information; and

develop approaches that could be implemented over time to improve the
treatment of superannuation costs where the impact of the choice of
treatment is material.

1 The shortcomings in the current treatment of superannuation costs also apply to reports
prepared by other agencies using the same cost data. Examples include: health, housing
and community services data used by the Australian Institute of Health and Welfare
(AIHW); school education data used by the Ministerial Council for Education,
Employment, Training and Youth Affairs (MCEETYA); and vocational education and
training data used by the Australian National Training Authority (ANTA) and the National
Centre for Vocational Education Research (NCVER).
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1.1 Objectives of the Report on Government Services

The annual Report on Government Services compares government performance
in providing key human services. The objective is to better inform judgments
and public policy actions and thus promote continuing service improvement.

One focus of the Report’s Steering Committee is on expanding the scope of the
indicators presented to cover al the key objectives of applicable services. It also
recognises that there is considerable scope to improve the quality of the data
used in indicators, particularly their comparability.

Service performance is measured using a framework of indicators covering both
efficiency and effectiveness. Such measurement allows users to make
comparisons across jurisdictions (bearing in mind that each government may
attach a different set of weights to often competing objectives).

Efficiency measures focus on the relationship between inputs provided by
governments and outputs. The main indicator is cost per unit of service.

Comparisons of unit costs of a service are most meaningful for policy decision
making where they are complete — that is, where they accurately account for all
resources consumed in providing the service.2

Incomplete performance information should be at |east:

comparable — that is, calculated on a consistent basis across al
jurisdictions and modes of service delivery and over time so that ‘apples
are compared with ‘apples’; and

transparent — that is, clearly identifying all significant differences in the
treatment of costs (such as excluded cost elements).3

Complete cost information for government services is also important for other
purposes, such as when considering competitive neutrality issues.

The Steering Committee, if faced with difficulties and shortcomings in
indicators and available data, usually seeks to publish the best available (even if
the initial results are imperfect), and then focuses on improvement over time.
Applying such an approach to the treatment of superannuation costs is the aim

2 The Report focuses on reporting on costs of services from a whole-of-government
perspective and therefore aims to incorporate all government costs whether they are borne
by the service agency or government generally. This may differ from the approach taken
by the Commonwealth Grants Commission which collects superannuation information
relating to agency contributions to superannuation funds.

3 This includes instances where services are delivered using a mix of non-government (for
example, contracted) and government activities.
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of this paper. Thus, it is important to identify both the desired longer-term
outcome and intermediate steps for moving towards this outcome.

1.2 Nature of the public sector superannuation schemes

Both the form of employee benefits under government superannuation schemes
and how governments fund these schemes can complicate the treatment of
superannuation in the calculation of the cost of government services.

Government employee superannuation benefits are usually provided by one of
two types of schemes:

an accumulation scheme in which the employer contribution is specifically
defined and the retirement benefit to each employee is based on the net
rate of return on this contribution, less costs (much like a bank account),
and therefore is uncertain; or

a defined benefit scheme in which the retirement benefit to each employee
Is specifically defined based on pre-determined variables such as pre-
retirement salary and years of service and therefore the eventual employer
contribution is uncertain.4

An accumulation scheme is fully funded by definition. The employer cost is met
in each period by an up front payment to the scheme. The cost for each period is
known with certainty, so itsinclusion in the cost of a serviceis straightforward.

In a defined benefit scheme, the accruing superannuation liability associated
with current employment5 is uncertain because the future rate of accumulation
of the employer liability are unknown, although actuarial estimates can be made.
Actuarial estimates incorporate such variables as future investment returns,
salary growth, inflation rates, mortality rates and rates at which members are
expected to leave the fund in the future.

Defined benefit schemes can be:

fully funded, whereby the government contribution to the fund each period
is sufficient to ensure that the assets of the fund cover the estimated
accruing value (for defined benefit schemes) of all member entitlements
associated with current employment;

4 Theformulamay be, for example, that a retiring member will receive alump sum of 15 per
cent of final average salary for each year of membership.

5 This needs to be distinguished from the interest liability incurred in the current year
associated with liabilities incurred in previous years.
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partially funded, whereby government contributes to the fund in each
period but the assets of the fund are insufficient to cover the estimated
accrued value of all member entitlements; or

unfunded, whereby government does not contribute to the fund.

Government funding is provided only as required for payments to retiring

employees.
Historically, public sector superannuation schemes have been defined benefit
schemes that pay benefits either as a pension or as a lump sum at retirement.
However, there has been a shift towards accumulation schemes and lower
employee benefits since the mid to late 1980s. These are now the only types of
schemes open to nearly all new public sector employees in NSW, Victoria, WA
and SA.5 However, longer serving employees continue to have the option of
remaining as members of defined benefit schemes. Thus all governments are
still accruing liabilities associated with defined benefit schemes.

1.3 Service agency approaches to the treatment of superannuation

Service agencies indicated that they have taken a range of approaches to the
treatment of superannuation when compiling cost data for inclusion in the
Report on Government Services. They have:

included as superannuation costs the service agency funding contributions
to superannuation schemes over the reporting period,;

included as superannuation costs the overall government accrued liabilities
incurred on behalf of employees over the reporting period;

included as superannuation costs the payments made to retired employees
in the reporting period (the emerging cost); or

excluded superannuation completely.

In many cases it would appear that the service agency treatments reflect general
advice from Treasuries as to how agencies should account for superannuation.”
For defined benefit schemes, where the cost borne by the service agency is its
contribution to the superannuation scheme each year and these do not cover the
full accruing liability the residual cost is borne by the government overall. In
some cases the service agency contribution is that specified under the
Commonwealth superannuation guarantee legislation.

6 Exceptions include judges and parliamentarians in at least a number of States and
fire/lemergency services employeesin Victoria

7 Based on information provided by service agencies.

6
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However, there seems to be a trend to an accrual approach to superannuation
costs which aigns with the general move to accrual accounting by the
Commonwealth, State and Territory Governments (box 2). Further,
governments have adopted accrual costing under the competitive neutrality
principles of the inter-government competition principles agreement.8

Box 2: Government accounting standards relevant to reporting on
superannuation

AAS25

All government superannuation funds are required to prepare a full actuarial calculation
of the accrued benefits at |east every three years.

AAS29

Employee entitlements include wages and salaries, long-service leave, recreational leave
and superannuation benefits. Liabilities in respect of these entitlements are assessed
having regard to such factors as experience of employee departures and periods of
service.

The superannuation expense for the period is determined by an actuary. It reflects the
present value of anticipated future payments to be made to beneficiaries as a result of
membership to date, as calculated by an actuary.

Sources: AARF (1993 and 1996).

The effect of different treatments of superannuation costs on unit cost
information is examined in section 3.

2 Extent of differences in the treatment

The treatment of superannuation costs was reviewed for those government
services for which unit cost information was reported in the Report on
Government Services 1998 (SCRCSSP 1998).

Therelevant services were:

school education;

vocational education and training (VET);
health;

police services,

8  See, for example, Victorian Department of Treasury and Finance (1997, pp. 14-15).
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court administration;

corrective services; and

housing.
The advice from service agencies about how they treated superannuation when
calculating service costs is summarised in table 1. The other services covered by

the Report do not yet provide detailed unit cost data, but they also will need to
consider the treatment of superannuation when they advance to this stage.

Most service agencies for all services (except VET) indicated that they included
superannuation on an accruing cost basis. All court administration, school
education and corrective services agencies indicated that they used this
approach, and there was only one exception in the housing sector.

For VET, the Australian National Training Authority (ANTA) and the National
Centre for Vocational Education Research (NCVER) supplied cost data for
inclusion in the Report. Each used a uniform approach to the treatment of
superannuation costs across all jurisdictions. For those segments of VET
services for which data was supplied by ANTA, superannuation was excluded.
For other VET services for which data was provided by NCVER,
superannuation was included on an emerging cost basis.®

The greatest variations in the approaches to reporting superannuation were for
health and police services. Agencies for these services indicated that they
included superannuation cost based on its accruing cost, emerging cost or the
national average of costs (amix of accruing and emerging costs), or excluded it.

Although most agencies measured accruing superannuation costs, their methods
of determining the accrued liability may differ. The effect on reported service
costs of differences in the conceptual approach or its application is explored
further in section 3.

3 Impact of different treatments on specific services

The correct treatment of superannuation in the calculation of service costs is to
include it on an accruing cost basis, estimated actuarially and from an overall
government perspective.

9 Although individual jurisdictions may have internally costed superannuation on an accrual
basis, a modified Statement of Cash Flows for 1996 was prepared on a cash basis of
accounting for al jurisdictions by NCVER for inclusion in the 1998 Report on
Government Services as not al jurisdictions had implemented accrual reporting systems at
that time. The 1997 NCVER data collection, to be reported in the 1999 Report, includes
superannuation on afull accrual basisfor all VET agencies with the exception of the NT.
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Differences between the superannuation costs which agencies included in the
cost information they provided for incluson in the Report and overal
government accrued superannuation costs could derive from two sources:

the non-accrual treatment of superannuation costs (for example, inclusion
on the basis of fund contribution or emerging cost) or exclusion; or

poor estimation of the accrued cost.

These differences are more likely to compromise comparisons between
jurisdiction costs where:

employee remuneration costs are a large component of overall costs;
and/or

superannuation costs are alarge part of employee remuneration costs.

Different treatments of superannuation costs will particularly affect the validity
of cost comparisons where some agencies have contracted out service elements.
Payments for contracted elements of a service generally fully account for
superannuation costs whereas the costs provided for government activities may
incorporate superannuation costs to varying extents.

Agency-advised superannuation costs were compared with estimates of overall
government accrued superannuation costs for a sub-group of services — police
services, public hospitals and school education — to illustrate the impact of
agency treatments of superannuation.

The overall government accrued superannuation costs for each service were
estimated from Treasury information on the actuarial costs for superannuation
schemes applicable to the relevant empl oyees.10

In order to allocate fund costs between services, it was often necessary to make
simplifying assumptions because the superannuation schemes typically covered
employees of several service agencies, and employees of each agency were
spread across several schemes. These assumptions related to the distribution of
employees across schemes and the average wages of employeesin each scheme.

Care was taken to ensure that overall government superannuation costs were not
overestimated (box 3). The key assumption was that the average wage of
employees covered by the different schemes was identical — in practice, the
average wages of longer serving employees covered by older (generally closed)
schemes with higher superannuation benefits are likely to be higher than those
of other employees.

10 Details of the jurisdiction superannuation schemes applying to current employees of
police, public hospitals and school education services are given in the Attachment.

10
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Box 3: Estimating the superannuation cost of a service from
superannuation scheme information

The overal government superannuation cost for a service can be estimated from
information for whole-of-government superannuation schemes. Specifically, the rate at
which the superannuation liability is accruing for each superannuation scheme covering
employees of the service agency, and the wages of employees covered by each scheme,
are required.

Worked example 1

Half of the employees producing a service are members of a new scheme (accruing
superannuation benefits of 6 per cent of wages) and half are members of an old scheme
(accruing superannuation benefits of 20 per cent of wages). The average wage of
employees in each scheme is $35 000. The average accruing superannuation cost per
employeeisthen:

[50% x 6% x $35 000] + [50% x 20% x $35 000] = $4 550 = 13% of the average wage

Worked example 2
Employees covered by higher benefits schemes (the old scheme) may have higher
average wages because of longer average service. If wages of employees in the new
scheme average $30 000 and in the old scheme $40 000, the average accruing
superannuation cost per employeeis then:

[50% x 6% x $30 000]+[50% x 20% x $40 000] = $4 900 = 14% of the average wage
If it was assumed that the average wage of employees covered by each scheme was the
same then the superannuation cost would be underestimated by one percentage point.

NSW police service

Applying this methodology to the NSW police service, the relevant information is as
follows. In 1996-97, NSW police service employees were members of one of four
superannuation schemes. The PSS covered 43 per cent of police and provided accruing
benefits of 18.7 per cent of wages. The SASS covered 21 per cent of police and provided
accruing benefits of 11.6 per cent. The SSS covered 4 per cent of police and provided
accruing benefits of 11.3 per cent, and the FSS covered 33 per cent of police and
provided accruing benefits of 6 per cent.

Assuming that the average wages ($W) of all police employees are the same, the average
accruing superannuation cost per police employeeis then:

[43% x 18.7% x $W]+[4% X 11.3% X $W]+[21% x 11.6% X $W]+[33% x 6% x $W]
=12.9% x $W

= 12.9% of the average wage.

If the average wages of police in the older schemes (the PSS, SSS and the SASS) are
higher than the average wages of those in the FSS, this estimate is likely to understate
the true cost.

11
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3.1 Police services

Police agencies generaly indicated that they included superannuation costs for
employees on an accrual basis. The exceptions were WA (which used an
emerging cost method) and the NT (which excluded costs) (table 2).

The superannuation costs advised by police services were typicaly 11-13 per
cent of wages and salaries — regardless of the reported costing method —
except in Victoria, where it was 21.2 per cent (table 2).11

Based on comparisons of advised costs across jurisdictions it was not possible
to ascertain the extent to which observed differences in advised superannuation
costs reflect actual cost differences. But comparisons of the costs advised by
service agencies and cost estimates derived from Treasury information were
possible for NSW, Victoria, Queensland and WA.

Differences between the costs advised by the agency and the estimated overall
government costs were apparent for:

NSW (10.9 per cent compared with 12.9 per cent);12

Queensland (12.7 per cent compared with 13.2 per cent);

WA (12.2 per cent compared with 6.9 per cent); and

Victoria (21.2 per cent compared with 17.5 per cent).

3.2 Public hospitals

All health services advised that their superannuation cost estimates for acute
care hospital services were based on an accrual method. Estimates of
superannuation costs ranged from 2.9 per cent to 8.8 per cent of employee costs
(table 3).

11 The Victorian Department of Treasury and Finance have indicated that the payment on
which the superannuation cost for Victorian police services is based included an amount to
reduce the unfunded liability associated with previous and current empl oyees.

12 See box 3 for the method used to calculate the overall government cost. Note that the
accruing cost for one NSW scheme (PSS) included an amount for worker’s compensation
as PSS members were not eligible for the same worker’s compensation benefits as other
superannuation scheme members.

12
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SUPERANNUATION IN THE COSTING OF GOVERNMENT SERVICES

Treasuries in NSW, Victoria, SA, Tasmania and the ACT provided information
on the overall government accrued costs for superannuation funds applying to
public hospital employees. This alowed comparisons between each
jurisdiction’s agency-advised costs and cost estimates derived from Treasury
information.

For NSW, estimated overall government accruing superannuation costs based
on Treasury information were approximately 7.4 per cent of wage and saary
costs compared with the agency-advised cost of 6.5 per cent.13 In the ACT, the
agency-advised superannuation cost of 2.9 per cent of wages and salaries was
well below the estimated overall government cost of 21.6 per cent, while in
Victoria, the agency-advised cost of 6.3 per cent compared with the estimated
overal government cost of 6.7 per cent. In SA and Tasmania, agency-advised
costs exceeded estimated overall government accruing superannuation costs by
0.5 percentage points and 0.9 percentage points respectively.

3.3 School education

All education agencies indicated that they used an accrual method for costing
superannuation. Advised costs were generaly 9-13 per cent of total employee
costs, except inthe NT and the ACT where superannuation costs were estimated
to be around 17 per cent and 18 per cent of employee costs respectively
(table 4).

Superannuation costs advised by State and Territory school agencies generally
dlightly exceeded the estimated overall government costs derived from Treasury
information. This was considered to reflect the likelihood that estimated overall
government costs understated the true costs (for reasons outlined at the
beginning of this section). The exceptions were SA, where the cost advised by
the agency (11.7 per cent) was 0.5 percentage points below the estimated overall
government cost, and the ACT, where the cost advised by the agency (18.3 per
cent) was 3.3 percentage points below the estimated overall government cost.

13 See box 3 for the method used to calculate the overall government cost.

17



8T

SiBWURAOD Aloiie | pue RIS Ag paliddns uoiewioul pue (966T) Paus!Handun W A LSO IN 'S80.n0s
"11jouaq s9jUe.enb uorenuuesadns ay) AJuo paARIal oym (SsaAodwe [ensed ‘si Jeyl) sweyds Joyioue Ag paJoncd 10U asoy) pasliduwiod SSSIN 8yl Jo slequisw
Se umoys sea/ojdwie Jo uonuodoud sy BweYIs SSSIN 8yl wouy 1jouaq Aliaionpold o sed € syl 01 PaIUS OSe BJoM SBWBYIS SSD PUe SSYAOLN 9yl JO SBqQUBIN |}
"/66T dUNnC OF T SunodJe 1012ss 21jgnd Jo uonodoud sy uo paseq aemsuoiiodoidasay] o
"(Sv6'77T) S9A0|dws uoIeINPS [00Yds JusWURAOD puesusand JO Jequinu 21018y Jo 1usd Jad 19 Ajybnol Jo ‘ssakojdwe zzG'e 01 sarenbe
Syl 'ssvAo|dwie uoireonpa |00yds WwawueAB ajem Ul Jad O Aprewixoldde ‘966T aUNC O B SIS pUe SdS ay) Ul seaAojdwie G08‘EzZ aul JO eyl aewnse Ainseal] VS p

"awBYJs uoirenuuesedns Aue Jo Siequuslu 1ou 3Mm s3aA0|duie uoi1eanps |00yds Jo Jusd Jad g Aprewixoiddy 9
"awRYds Ag ssaAo|dwe J010es o1jgnd |[e JO uMopXealq 8yl Uo paseq aJjem suofiodoid asay) BLIODIA pUe WS 104 g
‘(£ x0Q) seweyods 115puaq BYbiy Jo siequisw aq 01 A 1| 8t sefiem afiesane Jaybiy yiim ssako jdwe Buines Jebuo| se 1500 anJl 8yl akeisiepun 01 Ay 1| S18ewnse apniosiyl e

3|0e|leA2 10U BU

,(0T)SSSIN o(L9) (T)sss
(T2) uod-uoN  (§e)sass (e2)ssm ,(¢) ledns ekls (¢9) sS4 q(%)
SSVdO LN (9v)ssd  (ep) oD (#9)STS  (L2)SSO (82) ldns O (Tv) ledns 21N (LT)SSvs awayds U1 seafo|dwe
(6T)SSD (#S) SSO dgd ®SdS (T)uosued  (gT) ,dnS 09  (BS) 4SS (T2) sss jo uonJodo.d
)

(9) SSS1N 1JU0O-UON (£8)SSS  (9)ssm (eu) (sebem
(€1) (gor) (G)sgss (G6'8)SSO  Jedns ereis (9) sS4 pue salre|es 1o %)
SSVdO 1N (9'82)SSO  "mwuoD €11)S18  (LPT) (eu) Jedns O (9) Jodns 21N (STT)SSVS SSWBYJS SNOLeA o}
(€¢2)sso (FeT)Ssd  Had (6'6T)SdS  uosued (u) edns0D  (F'€T-€72) 4SS (¢zT)Sss Salel 1509 Buniooy
[enJooy [eniooy [eniooy [enJooy [enJooy [eniooy [enJooy [eniooy siseq 1500 Aousby
o(Uoenuue ssdns
Buipnoxe
sobem pue salrefes Jo
0) 1502 JUBLWIU JOAOD
9€T 9'TZ 6L A 69 eu 98 Z8 [[eJono parew 1s3
(uoirenuue sodns
Buipn joxe sabem pue
Salrefes Jo 9p) Aouabe
0'.T €8T 96 LTT STT 0€T S0t ¥'0T Ag pssinpe 150D

IN 10V se| ) VM pIO 2N NSN

06-G66T ‘UONRINPS [00YIS J0j SIS0I uoenuueladns pue sawayds uoienuueladns jo uosuedwo)d

‘¥ olqel



SUPERANNUATION IN THE COSTING OF GOVERNMENT SERVICE

3.4 Apparent shortcomings in the current treatment of
superannuation

The analysis of current agency treatment of superannuation is insufficient to
guantify the extent to which advised superannuation costs differ from overall
government superannuation costs, even for the three services examined in
detail. However, it does provide substantial evidence that:

agency treatment of superannuation when compiling cost data for the
Report on Government Services could be better documented,;

agency superannuation costings in a number of instances are not yet
accrual-based; and

there is uncertainty about the completeness of agency superannuation

costings — in some cases there appears to be a significant overall
government superannuation cost in addition to that advised by the service
agency.

There is clearly considerable scope to improve the treatment of superannuation
costs in the costing of government services.

4  Improving the current treatment

Approaches for improving the treatment of superannuation can be evaluated in
terms of :

the significance of the potential improvement;

the extent to which they address current shortcomingsin:

—  comparability (comparing ‘apples with ‘apples’);

—  completeness (accounting for all economic costs);

—  transparency (clarifying what is being compared with what); and
the cost of implementation.

4.1 Comparability and completeness

4.1.1 Best approach — accruing cost based on an actuarial calculation

An actuarial calculation by a government defined benefit superannuation fund is
the best measure of the accruing liability for the government employees covered
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REVIEW OF COMMONWEALTH/STATE SERVICE PROVISION

by such afund.14 The managers of these funds must prepare such calculations at
least every three years (AARF 1993).

A precise derivation of the full annual accruing superannuation liability
associated with each service from the above information requires:

annual actuarial estimates of the accrued cost for each fund covering
service employees; and

an alocation of the annua actuarial estimate between service employees
and other government employees.15

An estimate of superannuation cost prepared on this basis meets al of the
criteria for an ideal cost measure: it can be applied consistently across all
services; it encompasses all of the superannuation cost of the employees used to
produce the service; and al assumptions are clearly stated.

Superannuation funds are required under current accounting standards (AAS25)
to prepare an actuarial estimate of the accruing liability at least every three years
but for service costing purposes, annual superannuation costs are required.
Practical considerations will dictate how precisely the annual accruing cost for
each superannuation scheme is estimated each year and then allocated between
services.

The greater precision of annual actuarial estimates needs to be weighed against
the lower cost of annual estimates derived using up to two year old actuaria
information or non-actuarial estimation methods.

An advantage of combining triennial actuarial information with estimates
derived using simpler, non-actuarial methods in other years is that it may allow
better account to be taken of any significant changes in assumptions
underpinning the actuarial estimate An example would be changes in the
composition of the agency’s workforce due to a large redundancy program
focused on older employees.

Further, it may be costly to accurately separate out the superannuation liability
of the groups of employees involved in supplying the service under review or of
employees working for individual service agencies. Crude alocations estimates
(such as those used in tables 2, 3 and 4) may be more appropriate.

14 The accruing liability may be shared between agencies and the government overall. An
agency, for example, may include in its costs the contribution that it makes to the fund
(often that required by the minimum superannuation guarantee) and the government then
bears the remainder of the overall government accruing liability.

15 Such an actuarial estimate of the accruing cost should ideally include that part of the cost
of administering the fund relating to current employees.
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SUPERANNUATION IN THE COSTING OF GOVERNMENT SERVICES

4.1.2 Second best approach — accruing cost based on a non-actuarial
estimate

Non-actuarial estimates of the accrued cost of superannuation may be less
accurate but are likely to be a significant improvement over exclusion or
inclusion on an emerging cost basis because:

if superannuation costs are excluded, reported unit costs can be a
substantial underestimate; and

If superannuation costs are included on an emerging cost basis, reported
costs may be significantly higher or lower than actual costs.

State and Territory Treasuries, in consultation with the superannuation funds,
are in the best position to advise service agencies on the best approach to
estimating the overall government cost of superannuation for their employees.

The choice of anon-actuarial estimation method should consider:

the ease of application;

the sensitivity of the estimates to the assumptions on which it is based;
the potential for the assumptions to be incorrect; and

the implementation costs.

Methods based on expressing superannuation costs as a percentage of salaries
have the advantage of allowing such costs to be allocated to an agency’'s
different services based on their wage and salary costs net of superannuation.

An example of a comprehensive approach to the treatment of superannuation is
that detailed in the court administration data manual (box 4).

4.1.3 Worst approaches — exclusion and emerging cost

Excluding the costs of superannuation from the unit cost data for all
jurisdictions may improve service cost comparisons if it is not possible to obtain
estimates of the accruing cost of superannuation. But it fails to recognise a
significant employment cost and therefore leads to cost understatement. In
addition, if superannuation costs are significantly different across jurisdictions,
their omission will reduce the usefulness of reported cost information.
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REVIEW OF COMMONWEALTH/STATE SERVICE PROVISION

Box 4:  The counting rule for the treatment of superannuation in
the court administration data collection manual

The treatment of superannuation in the court administration data collection does not vary
for fully funded, partially funded and unfunded superannuation and pension schemes.
The appropriate annual cost of the scheme is the employer component of the accrued
liability. The method of determining this liability may vary from scheme to scheme.

Fully funded superannuation schemes

Include the employer contribution to the State or Territory superannuation scheme for
the current period for all employees of court administration; include the contributions
whether made by the court administration agency or by an umbrella or other department
on behalf of court administration (ETF 1111) — ETF codes are those used to define
superannuation payments in the ABS Government Finance Statistics collection.

Exclude any superannuation pensions and lump sum payments to former employees by
the court administration agency and the superannuation scheme (ETF 1112) as well as
any amounts received from employees, superannuation funds and other employers in
respect of superannuation (ETF 1124).

Unfunded and partially funded superannuation and pensions schemes

Respondents will need to seek regular actuarial advice as to the size of the
superannuation liabilities incurred relative to the total salary expenditure of the court
administration agency. Footnote this ratio for each area of salary expenditure and use the
change in total salary expenditure to provide estimates of superannuation contributions
when actuarial advice is not sought. Where different superannuation and pension
entitlements are accrued for a particular class of employees (such as judicia officers)
separate actuarial advice will need to be sought for this group.

Exclude any superannuation pensions and lump sum payments to former employees by
the court administration agency and the superannuation scheme (ETF 1112) as well as
amounts received from employees, superannuation funds and other employers in respect
of superannuation (ETF 1124).

Seeking actuarial advice

Actuarial advice as to the increase in liability of the court administration agency should
be available from the operator of the superannuation scheme or your central agency. The
proportion requested should be the liahility incurred by the employer from the employees
of the court administration between 1 July and 30 June of the collection period.

Source: Secretariat, Court Administration Working Group (1998).

Exclusion should only be considered where labour costs are not a major share of
the total service cost, and only then in the short term until an accrual based
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approach can be developed.16 Exclusion is an inappropriate approach, even in
the short term, for services provided by significantly different mixes of
government and non-government agencies across jurisdictions. This is because
payments for non-government elements of a service generaly fully account for
superannuation costs whereas the costs provided for government activities may
incorporate superannuation costs to varying extents.

Use of emerging cost as the basis for costing superannuation is conceptually
unsound. Costs reported on this basis bear no relationship to true costs and can
vary substantially across jurisdictions and across years independent of variations
in true accruing costs. Such cost estimates are likely to be particularly
misleading for service agencies with a young and stable workforce (where there
is little ‘paying out’ of retired employees), or a shrinking or relatively old
workforce (where current payouts are likely to exceed accruing liabilities).

4.2 Transparency

Regardless of how service agencies treat the costs of superannuation, it is
important to provide users of the cost data with information about the basis on
which the data was compiled.

This in turn requires that jurisdictions and/or centralised data collectors ensure
that there is an agreed basis for data compilation and that agencies supply data
on this basis.1”

At present, most services for which cost data is collected for the Report do not
have sufficiently clear guidelines or counting rules to guide service agencies in
how they should treat superannuation costs. Further, variations in the treatment
of superannuation by different jurisdictions for a given service are not made
explicit. The exception is court administration, for which a data collection
manual prepared by the Secretariat details the treatment of superannuation when
compiling service costs (box 4).

When superannuation costs are not based on actuarial calculations (that is, they
are based on non-actuarial estimates of the accruing cost or cash payments —
emerging cost or contributions to the fund), it isimportant that the differencesin

16 For example, the exclusion of superannuation costs would have a large effect on police
services, public hospitals and school education. This is because labour costs represent
more than three quarters of reported total recurrent costs for these services.

17 Data collectors include the Productivity Commission for court administration, police,
corrective services, children’s services, disability services and school education; AIHW for
health, housing and community services; MCEETY A for school education; and ANTA and
NCVER for vocational education and training.
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treatment and incorporated costs be made explicit. This ensures that the effect of
such differences can be assessed by data users prior to making policy decisions.

5 Conclusions

The treatment of superannuation is a significant issue when measuring the unit
cost for many services. It often makes up a major component of overall costs,
can be treated differently across services and across jurisdictions, and often is
not transparent in those differences.

Superannuation costs should be incorporated as part of the current services cost
on an accrua basis because this reflects actual employment costs. Further, the
accrued cost should relate to the government overall rather than the service
producing agency. In particular, if a service agency contributes to a defined
benefit fund in each period, cost calculations need to allow for any additional
accrued cost for the government overall.

Treasury (or Finance) Departments, in consultation with the superannuation
funds covering service employees, are in the best position to advise service
agencies on the overall government accrued superannuation costs. An actuary
can prepare the most accurate estimate of this accrued cost based on generally
accepted and explicit actuarial assumptions.18

Less expensive but less accurate estimation methods are also available. The
choice of such methods should consider:

the ease of application;

the sengitivity of the estimates to the assumptions on which they are based;
the potential for the assumptions to be incorrect; and

the implementation costs.

Even if an estimate of the accrued cost is not available, excluding
superannuation costs for al jurisdictions may be an interim strategy for
improving the comparability of reported costs. Exclusion is less appropriate for
services for which superannuation costs are a significant component of costs
and inappropriate, even in the short term, for services for which mixes of
internal and external service delivery differ significantly across jurisdictions.

18 This should include that part of the administration costs of the fund relating to current
employment. In practice it may be difficult to separate the costs of administration for
current and previous employment and, given that most administration costs will typically
relate to previous employment, exclusion of administration costs may be expedient.
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Inclusion of superannuation on an emerging cost basis is also undesirable
because cost information prepared on such a basis can vary substantially across
jurisdictions and across years independent of variationsin actual costs.

If superannuation costs are not based on an actuarial calculation, then:

the treatment should be transparent to minimise the risk of the information
being misinterpreted; and
their level should be explicit so that data users can exclude them from
comparisons, if required.

It is encouraging that a majority of the service agencies providing cost
information included superannuation on an accrued cost basis. However, it is of
some concern that some service agencies for vocational education and training,
health, police and housing services excluded superannuation costs atogether or
included emerging superannuation costs. It is of most concern that the treatment
of superannuation costs was rarely transparent, although this will be addressed
in future editions of the Report on Government Services.

It is considered that applying basic principles for the treatment of
superannuation in the costing of government services can improve the
compl eteness, comparability and transparency of cost indicators significantly.
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Attachment: Superannuation schemes for employees of
police, schools and public hospitals

Al New South Wales

Police
SSS
PSS
SASS
FSS

State Superannuation Scheme (closed 1985)

Police Superannuation Scheme (closed 1988)

State Authorities Superannuation Scheme (closed 1992)
First State Superannuation Scheme (open)

Public hospitals

SSS
SASS
FSS

Schools

FSS

State Superannuation Scheme (closed 1985)
State Authorities Superannuation Scheme (closed 1992)
First State Superannuation Scheme (open)

State Superannuation Scheme (closed 1985)
State Authorities Superannuation Scheme (closed 1992)
First State Superannuation Scheme (open)

At 30 June 1997:

Sate Superannuation Scheme contained 718 police service employees;
Police Superannuation Scheme contained 7,732 police service employees,

Sate Authorities Superannuation Scheme contained 3,731 police service
employees; and

First State Superannuation Scheme contained 5,912 police service
employees.
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At 30 June 1996:
—  Sate Superannuation Scheme contained:
22,383 government school education employees; and
1,262 hospitals and area health services employees.
—  Sate Authorities Superannuation Scheme contained:
18,192 government school education employees; and
33,073 hospitals and area health services employees.
—  First Sate Superannuation Scheme contained:
65,290 government school education employees; and

an estimated 75 per cent of hospitals and area health services
employees.

A2 Victoria

Police
ESSS Emergency Services Superannuation Scheme (open)

Public hospitals
HSF Hospital Superannuation Fund (closed 1994)
Hosfund Hosfund (open)

Schools
SSF State Superannuation Fund (closed 1994)
Vic Super Vic Super (open)

At 30 June 1997:

—  Emergency Services Superannuation Scheme contained all police officers.

At 30 June 1996:

—  Hospital Superannuation Fund contained 14,083 public hospital
empl oyees;

—  Hosfund contained 85,012 public hospital employees;

—  Sate Superannuation Fund contained 102,364 Victorian public service
employees; and

—  Vic Super contained 71,499 Victorian public service employees.
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A3 Queensland

Police
Q Super Q Super (open)

Public hospitals
na not available

Schools

Go Super Go Super (open)

Q Super Q Super (open)

State Super  State Super (closed 1990)

At 30 June 1997:
—  Q Super contained all police employees.
At 30 June 1996:

— GO Super contained an estimated 18 per cent of government school

education employees,

—  Q Super contained an estimated 78 per cent of government school

education employees,; and

—  Sate Super contained an estimated 2 per cent of government school

education employees.

A4 South Australia

Police

PSS Police Superannuation Scheme (closed):
— Pension scheme (closed 1990)
— Lump sum scheme (closed 1994)

POSS Police Occupational Superannuation Scheme (closed 1994)
SSS Southern State Superannuation Scheme (open)
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Public hospitals

SPS State Pension Scheme (closed 1986)

SLS State Lump Sum Scheme (closed 1994)

SSBS State Superannuation Benefit Scheme (open)
SSS Southern State Superannuation Scheme (open)

Schools

SPS State Pension Scheme (closed 1986)

SLS State Lump Sum Scheme (closed 1994)

SSBS State Superannuation Benefit Scheme (open)
SSS Southern State Superannuation Scheme (open)

At 30 June 1997:

—  Police Quperannuation Scheme:
pension fund contained 2,910 police officers;
lump sum fund contained 496 police officers,

(Police Occupational Superannuation Scheme contained all police
officers who were members of the Police Superannuation Scheme);
and

—  Southern State Superannuation contained 203 police officers.
At 30 June 1996:

—  Southern Sate Superannuation contained 1,777 SA public service
employees;

—  Sate Superannuation Benefit Scheme contained approximately 100,000 SA
public service employees;

—  Sate Pension Scheme contained 10,644 SA public service employees; and
—  Sate Lump Sum Scheme contained 13,161 SA public service employees.

(Note: of all public service employees who were members of the SPS
and 9LS, it was estimated that 40 per cent were government school
education employees).
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A5 Western Australia

Police
Pension Scheme

GSS
WSS

Public hospitals

Pension Scheme

GSS
WSS

Schools

Pension Scheme

GSS
WSS

At 30 June 1998:

Superannuation and Family Benefits Scheme (closed
1987)

Gold State Super (closed 1995)
West State Super (open)

Superannuation and Family Benefits Scheme (closed
1987)

Gold State Super (closed 1995)
West State Super (open)

Superannuation and Family Benefits Scheme (closed
1987)

Gold State Super (closed 1995)
West State Super (open)

—  Gold Sate Super contained:
3,096 police employees;
5,496 public hospital employees; and
9,904 school education employees.

—  West Sate Super contained:
4,058 police employees,
13,083 public hospital employees; and
26,053 school education employees.

- Pension scheme contained:

91 police employees,
107 public hospital employees; and
254 school education employees.
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A6 Tasmania

Police
RBF Retirement Benefits Fund (open):

— Contributory scheme (open)

Public hospitals
RBF Retirement Benefits Fund (open)
— Contributory scheme (open)

— Non-contributory scheme (open)

Schools
RBF Retirement Benefits Fund (open)
— Contributory scheme (open)
— Non-contributory scheme (open)

At 30 June 1996 and 30 June 1997:
—  Retirement Benefits Fund contained all Tasmanian public service
employees.
—  All police officers were members of the contributory scheme within the
Retirement Benefits Fund.
— At 30 June 1997, Retirement Benefits Fund comprised:
18 113 contributory scheme accounts (for permanent officers); and

23 638 non-contributory scheme accounts (for temporary/casual
officers). These officers are able to elect to join the contributory
scheme after being employed for a two year period.

Note that some double counting may occur because it is possible that
one person may have more than one account.
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A7 Northern Territory

Police
CSS

PSBS
NTGPASS

NTSSS

Commonwealth Superannuation Scheme (closed 1988)
Police Supplementary Benefit Scheme (closed 1988)

NT Government and Public Authorities Superannuation
Scheme (open)

NT Supplementary Superannuation Scheme (open)

Public hospitals

CSS Commonwealth Superannuation Scheme (closed 1986)

NTGPASS NT Government and Public Authorities Superannuation
Scheme (open)

NTSSS NT Supplementary Superannuation Scheme (open)

Schools

CSS Commonwealth Superannuation Scheme (closed 1986)

NTGPASS NT Government and Public Authorities Superannuation
Scheme (open)

NTSSS NT Supplementary Superannuation Scheme (open)

At 30 June 1997:

—  Commonwealth Superannuation Scheme:

contained 378 NT police employees (included fire and emergency
and administration staff).

—  All Police Supplementary Benefit Scheme members were members of the

Css

—  NT Government and Public Authorities Superannuation Scheme:

contained 787 NT police employees (included fire and emergency
and administration staff).

—  NT Supplementary Superannuation Scheme:

contained 82 NT police employees (included fire and emergency and
administration staff).
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At 30 June 1996:
—  Commonwealth Superannuation Scheme:

contained 1051 NT health employees (included administration and
other health staff); and

contained 737 NT government school education employees.
—  NT Government and Public Authorities Superannuation Scheme:

contained 5566 NT health employees (included administration and
other health staff); and

contained 2786 NT government school education employees.
—  NT Supplementary Superannuation Scheme:

contained 1760 NT health employees (included administration and
other health staff); and

contained 407 NT government school education employees.

A8 Australian Capital Territory

Police
CSS Commonwealth Superannuation Scheme (closed 1990)
PSS Public Service Superannuation Scheme (open)

Public hospitals
CSS Commonwealth Superannuation Scheme (closed 1990)
PSS Public Service Superannuation Scheme (open)

Schools
CSS Commonwealth Superannuation Scheme (closed 1990)
PSS Public Service Superannuation Scheme (open)

At 30 June 1995:
—  Commonwealth Superannuation Scheme:
contained 1,358 ACT public hospital employees; and
contained 2,435 ACT government school education employees.
—  Public Service Superannuation Scheme:
contained 3,077 ACT public hospital employees; and
contained 2,109 ACT government school education employees.
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A9 Commonwealth

CSS Commonwealth Superannuation Scheme (closed 1990)

PSS Public Service Superannuation Scheme (open)

AGEST Australian Government Employees Superannuation Trust (open)
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