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Role of the NAO 

We are the UK’s independent 

public spending watchdog.

We support Parliament in holding 

government to account and help 

improve public services through 

our high-quality audits.
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Importance of getting costing right

“Value for money comprises the optimal use of 

resources to achieve the intended outcomes.” 

(NAO definition)
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Why do we see costs increase? 
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Unknown unknown always exist Unknown unknown always exist 

Costs/ budgets often set too soonCosts/ budgets often set too soon

[Scope] decisions impact cost[Scope] decisions impact cost

Culture of over-optimismCulture of over-optimism

Why are 

costs so 

hard to get 

right? 
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Those unknown unknowns are always possible



Presentation title and/or date | 7

However, setting costs too soon make it harder to 
reflect those unknowns
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However, setting costs too soon make it harder to 
reflect those unknowns

• Planning allows more time to set 

out what required and get things 

right.

• Our work on Crossrail identified 

areas where work (and therefore 

cost) not recognised as not 

thought about early on

• But there will also be recognised 

unknowns early in a programme 

such on restoring Palace of 

Westminster…
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However, setting costs too soon make it harder to 
reflect those unknowns

Government’s tendency to use single 

point estimates means costs will 

always change (and never right).

We often recommend the need to: 

- understand risks and uncertainties 

- recognise these in the cost which 

should be shown as a range 

- reduce the range over time as the 

uncertainties become more certain  
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Decisions impact cost (but is this understood?)

Decisions made throughout a 

programme will inevitably impact cost. 

The impact needs to be thoroughly 

understood as part of the decision. 

But how does this factor into our 

thinking on whether or not ‘costs are 

right’ 



Presentation title and/or date | 11

Our survival guide highlights warning signs for unrealistic information: 

• A ground breaking project (which inherently riskier and harder to cost)

• Using a point estimate early in a programme

• Contractors with vested interests deliberately underestimate costs to get business

• Delivery teams ask for funds to be released early

To improve cost realism, our Equipment Plan report recommended 

MoD be more consistent and improve reliability of adjustments.  

Incentives for over-optimism hard to overcomeIncentives for over-optimism hard to overcome

There needs to be the right culture for understanding and appreciating how much things 

actually cost, overcoming a natural tendency for over-optimism 

https://www.nao.org.uk/wp-content/uploads/2018/06/Survival-guide-to-challenging-costs-in-major-projects.pdf
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Thank you

For more information about the work of the NAO

Visit our website

www.nao.org.uk

or follow us on twitter

@NAOorguk

http://www.nao.org.uk/
https://twitter.com/naoorguk

