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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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Impo
portance of getting costing right
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Why do we see costs increase?

Element of cost estimate Cost change since Cost estimate in
April 2017 October 2019
(Em) (%) (Em)
Main civil construction? 4,918 B5 10,667
Station design and build 1,020 34 3,084
Railway systems 961 52 2,792
Preparatory works 860 124 1,552
HS2 Ltd costs: HS2 Ltd staff 814 35 3,138

and administration

On network works (ONW) and wider 721 B5 1,573
network works (WMNW): Works on the
existing rail network

Notes
Litility diversions 389 a1 869 1 All values are in 2015 prices and do not include contingency of VAT, The numbears may not sum due to rounding.
2 Numbers drawn from Department for Transport and H32 Ltd information. The cost estimates at April 2017 and
Land and prnperh,r acq uigition 154 5 3 567 October 2019 include the cost of the over-site enabling work at Euston station. The over-site enabling work is not

included in the £55.7 billion available funding for the programme.

3 Main civil construction includes savings negotiated with contractors of £230 million.

Others 609 180 848 ) , D
4 'Other’ includes third-party agreements, logistics and trangport management, Department for Transport
commissionad work and other Phase One contracts.
Trains [I’D”II‘I g SI'DCH} and D;:I'E.‘I’ELTI ons -380 -20 1,584 5 We have not audited the calculations and evidence underpinning these estimates. At the time of publishing this report,
and maintenance f{:]&l'ﬂ.u"l] tha Department had agreed with HS2 Ltd a revised cost and schedule for Phase One; however, thase had nat yet beaen
approved by wider government stakeholders and were subject fo change.
Total “}’ﬂﬁd' 49 ﬂ-ﬂ,ﬁﬁﬂ Source: National Audit Office analysis of Department for Transport and High Speed Two Lid information
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‘ Unknown unknown always exist

Why are
costs so
hard to get

‘ Costs/ budgets often set too soon

right? ‘ [Scope] decisions impact cost

‘ Culture of over-optimism
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Those unknown unknowns are always possible

-

Summary of Ministry of Defence factors behind nuclear-regulated site
infrastructure project cost increases

hain categcrries of cost increase between Aﬁl"” 2019 and March 20 21 Almost half of cost increases to date across the three projects relate to construction starting
Crossrail Ltd funding an before designs were sufficiently mature
The | ¢ i has been due to ch o th i hedule Factor MENSA Cora Primary Total
e largest cost increase has been due to changes to the opening schedul production  build facility
capability
Cause of Description Change since facilities
cost change April 2019 {Em) {Emj) {Em) {Em) %)
{Em) Design maturity Carstruction started 399 139 108 647 48
before requremants
Schedule changa Maw i ; i e d cone ; or designs clear
of rasequencing, accelaration or dalay.
- o - i Confractor Cantractor failure a7 - - ar G
COvID-18 Additional costs incurred as a consaguence of the peronmance I deliver o time or

COVID-19 pandemic. quality requiraments

Scope change Changes made 1d ensure programme meets 154 . _
. ; . Changes to Changas to praject 150 - 1 151 11
Spansar requirameants. - . ;
approach managament or
Productivity Variation in the achievement of completed tasks 126 cammercial approach
compared to planned targats.
Additional Primary conftractar a7 T 10 114 B8
Cammercial Settlement of commercial ‘compensation events’ due o, 30 contracior feas fees samed g
settlament far example, delays to contractors’ planned start dates. 5t Increasas
Other ncludes, for example, the net impact of other increases 38 Unforaseen evants  Emerging - - 11 1 1

and reductions in scopeé and cost increasas due to
unexpectad site conditions.

factars which

the Department

or confraciors
cauld nat have
ragsonably foresaen

Total 1,510

Crhar Crthar factors leading 339 - - 3aa 25
o cost increasas

Total 1,072 146 130 1,349 100
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However, setting costs too soon make it harder to

reflect those unknowns

HS2 Ltd's development of the Phase One cost estimate between 2009 and 2019

HS52 Ltd's curent cost and schedule estimate is its most detailed so far and uses mome comprehensive designs and more accurate cost and schedule data

Early stage (2009

Preferred route and Hybrid bill o ebated
in Pardiament
(2013 to 2016)

developing design
(2009 to 2013)

Royal Asgant to
confirm final route
2016 ta 2017)

Agreaing final costs.
before construction
begins 2017 to 2019)

I turi ty of route
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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

Victoria Tower, renova tion plans
currently being considered

ri g h t - .' fLII‘rZIE:IJ‘I?; J;‘;Vg l;BnOV’lle
* Our work on Crossrail identified il ,,

areas where work (and therefore i | e I

cost) not recognised as not S i e e R ] R

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

Figure 12 - Cost estimate range through the project stages

Government’s tendency to use single Quine  Busnem  Busineas
point estimates means costs will inesccns @@ > &
always change (and never right).
We often recommend the need to: Estimate
- understand risks and uncertainties -
- recognise these in the cost which
should be shown as a range T e
- reduce the range over time as the
uncertainties become more certain Stage Gates soc 0BC FBC
Ref. Classification 5 4-3 3-2
Typical project maturity <b% 0% >B0%
Target range -20% -15% -10%
By exception -60% -30% -10%




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’
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Incentives 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

Our 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
i~ MoD be more consistent and improve reliability of adjustments.

- o '
1
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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

