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Calculating Costs Per Unit

Introduction

Unit costs are one tool for managers to analyse the efficiency of their service and whether resources are being allocated in the best way possible.  This form of analysis will generally not be used alone, and will be used in connection with information around the value of various aspects of the service or outcome measures from the service.

Unit cost analysis can be fairly straightforward. The most important thing to remember is that you can and should modify the methodology as necessary to meet your organisational needs   This tool is to assist in developing an organisational understanding of how resources impact service delivery.   
This is only the first part of the process.  The second part of the process will look at comparing the cost per unit with outcomes, arriving at some data to support the services value for money approach.   Cost per unit analysis has the following steps:
1. Identify the Type of Service Activity

1.1. The service should identify the service’s they are funded to provide, these will generally be direct service user activities that have clear processes and in general some form of measurable outcomes.  Such services may include, but are not limited to:

1.1.1. Key Working

1.1.2. Case Management

1.1.3. Counselling

1.1.4. Educational Services

1.1.5. Outreach

1.1.6. Medical Provision

1.1.7. Needle Exchange

1.1.8. Community Drug Information Sessions

1.1.9. Civic Participation (i.e. participation in TF structures, local partnerships or other forums which have a structural role in service delivery).
1.2. It should be noted that certain management and administration activities are not included in the service activity list, activities that are not included are those that do not relate to the main function of the service but are undertaken to support the main function of the organisation.  Examples are: networking, promotion of services, administration, partnership meetings, supervision, quality development and any other activity which supports the delivery of services.  Frequently the activities of the manager or administrator will not appear directly in the service activity list.
2. Identify the Unit of Service Activity

2.1. The second step is to decide on the unit of analysis under each service activity.  This unit type will vary according to each item.  How you define a unit of a given service should be based on what is meaningful, familiar and useful to your service.  
2.2. It may be the case that a service activity may have more than one unit value.  For example, under key working you might ask: ‘what’s the cost per unit is if each unit is an individual person?’  You could also ask; ‘what the cost if we only look at successful onward referrals’?  The table on the following page provides suggestions on possible unit measurements. 
2.3. It is important that your units are well defined.  For some activities this will be straight forward, e.g. the number of cases for case management.  For others it is more complex.  Education is a useful example.  A session that lasts 12 weeks with 10 service users obviously has a different cost per unit metric than a 4 week programme with 20 people.  If you have a number of similar although different programmes it may be best to separate these out under different Service Activity Lines.

Table with examples of unit measurements

	Activity
	Unit - option 1 
	Unit - option 2
	Unit - option 3
	Unit - option 4

	Key working
	Cases
	Sessions (1 hour)
	Cases resulting in successful onward referral.
	Cases closed following resolution of presenting issue.

	Case management
	Cases
	Sessions (1 hour)
	Cases resulting in successful achievement of 4 or more significant care plan goals. Or other quality of life measure
	Cases closed following resolution of presenting issues.

	Counselling
	Cases
	Sessions (1 hour)
	Cases closed with S.U happy with outcome.
	

	Educational Programme
	Number of people on educational programme 
	Number of people attending (e.g. 75%) of educational programme.
	Number of people completing certification or other quality of learning measure.
	Number of sessions attended.

	Outreach


	Contacts
	Sessions
	Successful referrals to services
	

	Medical Provision


	Contacts
	Sessions
	
	

	Needle Exchange


	Contacts
	Exchanges
	Sessions
	Successful referrals to services

	Community Drug Information Sessions


	Sessions 
	Attendees
	
	

	Civic Participation


	Networks / committees
	Meetings
	Outcomes
	


2.4. Another consideration in choosing and defining your units of service is your information management system.  If you collect specific data you will be able to work out the cost per unit of that data.  If you don’t capture data you will not be able to run an accurate cost per unit.  This exercise can also be useful for informing the types of data you need to collect.
3.  Determine the Number of Units of Service Provided
3.1. In determining the number of units provided, you will need to choose a time period to analyse and must stick to this period throughout your analysis.   Generally people will use a year, and will either review the previous year or will project for the future year.  However if, for instance, you only have six monthly data then all figures, including the budget, will need to reflect the 6 month time span.
3.2. You will then need to refer to data collection systems to determine the number of units.  
4. Weight the Resource Expenditure
4.1. Resources include finances and time.  The task is to weight each activity by the amount of time / resources that it takes.  The easiest way to do this is to calculate the time the organisation spends on each activity.  This isn’t an exact science, but should be a ‘best judgement’.   Steps are:
4.1.1. Calculate or estimate the percentage of time spent by the staff in relation to each area of service activity.

4.1.2. Where there is specific cost i.e. consultation fees, this will need to reflected in the weighting.
4.1.3. Overheads (rent, ESB, etc), administrative and management costs need to be divided across the full range of service activities.  This may be proportionate, or may reflect that certain areas require more administration, management time or floor space than others.

4.1.4. Taking these factors into consideration a percentage is placed beside each activity based.  
4.1.5. It should be checked that the total equals 100.

5. Calculate the Weighted Resource as a Percentage of Budget
5.1. This column is calculated automatically, there is no need to enter anything in the grey columns in the table.

5.2. If a specific service activity takes 25% of the staff time, this will be automatically allocated with 25% of the budget.
6. Determine the Full Cost of the Unit of Service.
6.1. This column is calculated automatically, there is no need to enter anything in the grey columns in the table.

6.2. This final step is the simplest: the weighted budget will be divided by the number of units, which will provide you with a cost per unit.
7. Frequently Asked Questions
7.1. How do we know what is a ‘good’ cost per unit? 
In some cases there will not be a standard for comparison, some general information about other services costs per unit.  In cases where there is a private sector comparison this may be of use, such as counselling, residential rehabilitation, or education provision, however in these cases the questions of access for vulnerable groups also needs to be considered.  If the client group takes significantly more supports to access a service, or there are other added extras that you provide as a community /voluntary service then these will affect the overall cost.  You may also want to ensure that you have captured all the direct client work that you do.  If you feel a particular aspect of the service has a relatively high cost, then this provides an opportunity to review whether the service can be provided differently or more efficiently.  The next step of reviewing value for money, which is done through looking at outcomes and their relationship to cost per unit, may provide a useful substantiation for costs.
7.2. Why can I not put in the networking that I do as manager?
It is important not to include any activities that the service is directly funded to provide.  One way of thinking about this is the much quoted cost of a year in prison (between €80,000 and €100,000), this cost per unit figure considers all the costs, divided by all the places per year, therefore managerial costs need to be included in the calculation.  Likewise the cost of a loaf of bread includes all overheads divided across all the various loaves of bread.  The same principles apply to this calculation for your own service.
7.3. What happens for one-off pieces of work?

If this was significant within the organisation and took staff time and resources, then include it and ensure that the time is divided across the whole year.

7.4. Do we include one-off funding?

If it has taken staff time, then your outcomes will be more accurate if you put it in, again just ensure that the timeframes are correct for staff time, units, and finance.
7.5. What about crisis work that we can not predict?

If you do a lot of crisis work then this should be recorded as an activity and estimate it for the year coming, then develop a way of recording this work (phone logs, query book), it is important for all services to record all client work they do, even if this is additional to of what they are funded to do.  If you notice that there is a significant amount of time going on something that you are not funded to do, this may need to reviewed and either services users referred to another service, or the funders made aware that this work is necessary for the service to provide.
