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This report is a review of an efficiency audit by the Auditor-General on construction project management practised by the Department of Housing and
Construction. The audit report examined two major projects, the National
Acoustics laboratory and Ultrasonics Institute in Sydney and the Australian
Defence Force Academy in Canberra.
The Department of Housing and Construction rejected the major audit
recommendations and, in other cases, claimed to accept recommendations
which it clearly rejected. The disdain with which the Department treated the
Audit report flowed into its initial submission to the Committee and this,
when added to the disagreements between auditor and auditee, increased
significantly the complexity of the inquiry, as Members of the Sub-committee
were then required to adjudicate on conflicting claims and to carry out
analytical work which would normally be beyond the scope of this sort of
review.
The results of our deliberations are summarised in the Findings and
Recommendations and are detailed in the body of the Report. It is with
regret that we have concluded that the quality of the Audit Report was inadequate, partly because the arguments in the audit report supporting the
major recommendations were unconvincing, superficial and sometimes confusing. Furthermore, in a more serious vein, the Committee was disturbed
that some of the evidence given by the Australian Audit Office to support
statements in its report lacked any credibility.
It is to be hoped that both the Secretary to the Department of Housing
and Construction and the Auditor-General will carefully note these observations.
The Sub-committee found it necessary to spend a considerable period
of time sifting evidence and recording views. My thanks go to my fellow
Sub-committee Members - John Langmore, Ross Free, Stephen Martin and
Warwick Smith, and particularly the Expenditure Committee Chairman,
m

John Mountford, for their support.
The Sub-committee thanks those who made submissions to the inquiry
and also thanks the Secretary of the Expenditure Committee, Phil Bergin
and inquiry staff Malcolm Aldons and Ron Newton. It pays particular tribute to Malcolm Aldons who dedicated much of his time as Acting Secretary
of the Expenditure Committee to resolving the conflicting positions that
arose as a result of this inquiry.

Julian Beale, MP
Sub-committee Chairman
25 February 1987
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1.1

DHC RESPONSES TO AUDIT RECOMMENDATIONS

2.1
2.2

COST INCREASES FOR NALUI
COST INCREASES:CM2 COMPONENT OF ADFA . .

IX

This review by the Committee is of the Auditor-General's efficiency audit
report on construction project management practised by the Department of
Housing and Construction. The Audit report examined 2 major projects
managed by the Department, namely, the National Acoustics Laboratory
and Ultrasonics Institute (NALUI) at Chatswood, NSW, and the Australian
Defence Force Academy (ADFA) at Campbell, ACT. The majority of the
Audit recommendations, including the major recommendations, have been
rejected by the Department and this has required the Committee to undertake a comphrehensive examination of both report and responses.
The Committee's findings relate to the major Audit recommendations the
Department disagrees with and the recommendations will expect the Department to take necessary action on Audit recommendations, development
of Audit recommendations by the Committee or other developments initiated solely by the Committee.

gs
Trie Committee finds that:
1.
In respect of Audit recommendation 4.8.7 on essentiality testing of
client initiated variations not requiring additional funds, the Audit case is
unconvincing because (a) the cost analysis is not related to the recommendation;
(b) no attempt has been made to assess the adequacy of existing
procedures; and

(c) the total project approach described by the Department of Finance appears to be a sensible and simple approach for testing
the essentiality of such variations.
(Paragraph 3.12)
2.
In respect of Audit recommendations 3.9.4 and 4.8.11 on guidelines
to contract variations, the Audit case is unconvincing because(a) Audit has failed to assess the adequacy of procedures used by
the Department of Housing and Construction, and
(b) it is impractical to have a guidelines document that reaches encyclopaedic proportions as each human error is covered by a
separate guideline.
(Paragraph 3.16)
3.
In respect of Audit recommendations 3.9.5 on formalised and tighter
controls for contract variations and recommendation 4.8.12 on the monitoring of variations against standards, the Audit case is both confusing and
unconvincing because(a) one is uncertain about the need for 2 similar recommendations
given a recommendation on essentiality testing and Audit's views
of this testing undertaken by the Department of Finance;
(b) Audit has failed to assess the adequacy of the procedures used
by the Department of Housing and Construction; and
(c) Audit has based its case on general impressions and thus has been
unable to counter effectively the Department's response that recommendation 4.8.12 is not practical.
(Paragraph 3.23)
4.
In respect of Audit recommendation 4.8.2 which asks the Department to assess the extent to which construction management (CM) has contributed to the cost increases of ADFA, the Committee having undertaken
such an assessment concludes that(a) no useful purpose is served by a more detailed assessment because the relevant question is whether the selection of CM was
the best option in the circumstances; and
XI

(b) such an assessment (of CM's contribution to ADFA cost increases) is of limited value for future decision-making.
(Paragraph 4.13)
5.
In respect of Audit recommendation 4.8.3 which requires choice
of a particular delivery method to be preceded by evaluation of options
which would take into account the comparative costs (administration) of
each option, the Audit case is unconvincing because the AAO has failed to(a) recognise the difficulties of introducing unquantifiable benefits
into comparative cost analysis;
(b) realise that factors other than identifiable costs may determine
the choice of a particular delivery system; and
(c) counter effectively the Department's claim that the recommendation is not practical.
(Paragraph 4.17)
6.
In respect of Audit recommendation 3.9.2 which asks for the evaluation of selective tendering, there is no need for the Department to do any
further work on this recommendation because the Audit case is superficial
and unconvincing.
(Paragraph 6.11)

The Committee recommends that:
1. In its annual report for the year ended 30 June 1987 the Department
of Housing and Construction should(a) discuss the concept of post occupancy evaluations;
(b) describe the managerial processes used;
(c) identify the criteria to be applied in such evaluations; and
(d) more importantly, detail the effectiveness measures to be applied
to each of the criteria.
(Paragraph 5.12)
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2. In the interests of good management the Department of Housing and
Construction should undertake reviews, not necessarily in-depth, of all major
construction projects where there has been a significant lack of achievement
in respect of timeliness, suitability or cost.
(Paragraph 5.14)
3. The Department of Housing and Construction review its response to
Audit recommendation 4.8.4 on the calculation of construction management
fees by examining the approach adopted by the National Capital Development Commission.
(Paragraph 7.10)
4. With regard to all Audit recommendations the Department of Housing
and Construction has accepted and in respect of which action is incomplete,
particularly recommendations 3.9.9, 4.8.14, 4.8.15, 4.8.22 and 4.8.23, the
Department report progress that it has made in implementing these recommendations in its annual report for the year ended 30 June 1987 and in
subsequent annual reports.
(Paragraph 8.5)
5.
The Department of Housing and Construction undertake a post
occupancy evaluation of NALUI which will, among other things, specify
the causes for the 'real' cost increases and indicate, for each of the causes
identified, whether the cost increase was within the control or influence of
the Department.
(Paragraph 8.16)
6.
The Department of Housing and Construction undertake a post occupancy evaluation of ADFA which will, among other things, explain the
escalation/market influences figures provided to the Committee, specify the
causes for the 'real' cost increases and indicate, for each of the causes identified, whether the cost increase was within the control or influence of the
Department.
(Paragraph 8.21)
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7.
The Department of Housing and Construction (DHC) consult with
the Department of Finance on the need to develop for major construction
projects a cost performance indicator that measures increases in 'real' costs
based on both contract price and limit of cost estimates (indexed where
necessary); and if development of the indicator is accepted, DHC publish the
relevant information in its annual reports and thereby show, for each major
project and the total number of major projects completed for a particular
year, the percentage increases in 'real' costs.
(Paragraph 8.30)

1.1 This is the 8th review by the House of Representatives Standing Committee on Expenditure of an efficiency audit report of the Auditor-General
and the 12th efficiency audit report the Committee has examined. The 6th
review covered 5 efficiency audit reports into the Australian Taxation Office.
1.2
The inquiry/review report objectives of the Committee have remained unchanged from 1981 when the Committee reported on the AuditorGeneral's first efficiency audit report. The objectives are to:
• examine the responses of the audited organisation; and
• assess the substantive content of the Audit exercise and the quality of
the efficiency audit report.
1.3
Examination of the responses of the audited organisation can be
grouped into 3 broad categories. First, where the audited organisation
agrees with Audit recommendations the Committee may not have to do
much more than to check implementation. Second, where the audited organisation disagrees with recommendations the Committee could be placed
in the position of stating which party has the stronger case. And finally,
suggestions/recommendations made in an efficiency audit report can be developed by the Committee.
1.4 The Committee's report is a review of the Auditor-General's efficiency audit report on construction management practised by the Depart-

ment of Housing and Construction (DHC).1 The efficiency audit report (the
EA report) examined the management by DHC of 2 major construction
projects, namely, the National Acoustics Laboratory and Ultrasonics Institute (NALUI) at Chatswood, NSW, and the Australian Defence Force
Academy (ADFA) at Campbell, ACT. The audit concentrated on administrative processes whose end product was a payment to or a claim upon
a contractor or a construction manager. The audit also addressed DHC's
approach to tendering systems and its review of project management performance. In broad terms the audit inquiries were directed towards assessing
the quality of these processes and the extent to which they contributed to
the efficiency and economy of Commonwealth outlays on the 2 projects. 2
1.5 The EA report is presented in 4 chapters - introduction, major findings
and recommendations, NALUI and ADFA. The second chapter (major findings and recommendations) which summarises the major features of the EA
report can be sub-divided into 2 parts. In the first part this chapter shows
that Audit examined the efficiency of DHC's administration procedures by
concentrating on contract variations and choice/application of project delivery methods. Examination of these procedures led Audit to conclude that
'a recurring theme of the Report' is the need for standards, guidelines and
manuals.3 In the second part of the chapter on major findings and recommendations Audit assessed the quality of DHC's processes that review its
operating procedures by concentrating on project review and tendering.
1.6 The results of the audit were applied to all major public works managed by DHC, defined as those with a limit of cost estimate (LOC) of $6
million or more, which is the current statutory limit for examination of public works by the Parliamentary Standing Committee on Public Works.4 The
Auditor-General informed the Committee that it was a reasonable expectation that 'the Department would take steps to ensure that its administration
of future projects would be so managed as to avoid the deficiencies exposed
in the two audited projects'.5
1

Report of the Auditor-General on an Efficiency Audit, Department of Housing and
Construction - Construction Project Management: The National Acoustics Laboratory
and Ultrasonics Institute and the Australian Defence Force Academy, November 1985,
PP. 374/1985. Further references to this report will caU it the EA report.
2
EA report, paragraphs 1.1.1 and 1.1.2
3
EA report, paragraph 2.6.2
"department of the House of Representatives Annual Report 1985-86, PP. 253/1986,
p.22
5
Australian Audit Office (AAO) submission, Evidence p.228

1.7 The deficiencies that the EA report identified and exposed were, for
the most part, not accepted as deficiencies by the Department of Housing
and Construction. Rejection by DHC of the major Audit recommendations
and the majority of the recommendations has required the Committee to
undertake a comprehensive examination of both report and responses.

1.8 Of the 42 Audit recommendations, DHC has rejected over 50%. (see
Appendix III), including virtually all the major recommendations. Table 1.1
summarises DHC responses to Audit recommendations.
Table 1.1: DHC RESPONSES TO AUDIT RECOMMENDATIONS
Recommendations
classified according
to categories Contract variations
Project delivery
Project review
Selective tendering
Other
Total

No. of recommendations
which DHC Accepts Rejects Total

Comments

5

5

10

Major
recommendations
rejected

0
1
1

2
3
0

2
4
1

-

-

13

12

25

20(a)

22(b)

42(c)

Acceptance
inconsequential

Notes: (a) includes 6 recommendations implementation of which would be difficult
to monitor and 3 recommendations which DHC, in accepting, implies it is
already doing what Audit asks it to do.
(b) includes 11 recommendations interpreted as being rejected.
(c) excludes recommendation 4.8.6 of the EA report.
Source: See Appendix 1.

1.9
Appendix 1 contains the detail of the Audit recommendations, the
DHC response and, where appropriate, Committee comment which interprets the response as being accepted or rejected. Of the 20 recommendations accepted by DHC, the implementation of 6 are difficult to monitor.
For example, Audit asks DHC to pursue with greater vigour the recovery of
costs associated with errors and omissions of the Department's consultants.
While the Committee does not dispute the value of such a recommendation

it points out that it may be difficult to check whether this recommendation
has been implemented.
1.10 The inadequate quality of some DHC responses has required the
Committee to interpret these responses and in some cases to classify a response as a rejection although DHC has 'accepted' the recommendation.
The clearest example of this is the Audit recommendation on progress payments. The recommendation (3.9.12), the DHC response and the Committee
comment are as follows:
Recommendation :

In the interests of improving control over progress
payments consideration should be given to introducing smaller work categories.

Response :

Accepted - but introduction of smaller work categories not considered to be cost effective.

Comment :

Acceptance of this recommendation is clearly
misleading because acceptance relates only to
DHC 'consideration' of this recommendation
when its application has been rejected.

1.11 The Committee's examination of the responses of the audited organisation (see paragraph 1.3) has been made unnecessarily difficult because
of the diffuse nature of DHC responses. The Department's responses were
scattered in its initial submission (dated 18 August 1986) and the Committee had to give DHC a consolidation prepared by the Committee for DHC
to check. 6 Even after this there have been difficulties in identifying the
nature of the response, demonstrated amply in Appendix 1. The Committee believes that DHC's evasiveness is the product of bureaucratic politics
in that the Department did not want to sour too much its relations with the
Australian Audit Office (AAO) and thus adopted the pretense of'accepting'
recommendations. This approach has resulted in time consuming work by
the Committee and is no credit to an organisation which prides itself on its
professionalism.

Structure of report
1.12 The remaining sections of this report will examine, mostly but not
solely, the Audit recommendations DHC disagrees with in the major areas
Evidence, pp.78, 125

identified in the second chapter of the EA report, as identified in paragraph
1.5. In addition there will be another section which picks up some of the
Audit recommendations in the column 'Other' of Table 1.1.
1.13 This analysis will be preceded by a section on cost overruns. There
have been significant increases in the apparent 'real' costs of both NALUI
and ADFA which should have been known to Audit at the time it wrote its
report. Information on cost overruns puts both the Audit and Committee
reports into efficiency contexts. Ascertaining the reasons for the increases
in apparent 'real' costs, and the extent to which DHC management was
responsible for such increases, then becomes the overriding issue for those
interested in the efficiency of DHC's management of major public works.
1.14
The analysis referred to in paragraph 1.12 will be followed by
conclusions in which the Committee will assesses the quality of the EA
report by commenting on its contribution to improving the efficiency of
DHC project management and to public accountability. This final section
of the Committee report will also attempt to round off comments on 'real'
cost increases.
1.15 The conclusions the Committee reaches in its report will be represented by findings and recommendations. The findings will relate mostly
to Audit recommendations DHC disagrees with and the recommendations
will expect the Department to take necessary action on Audit recommendations, development of Audit recommendations by the Committee or other
developments initiated solely by the Committee. Taken together, the recommendations attempt to increase either DHC's administrative efficiency
or its public accountability.
1.16 Information on the conduct of the inquiry (submissions, witnesses,
hearings) is at Appendix 2. The Committee sent its preliminary findings on
a confidential basis to the AAO and the DHC and took in-camera evidence
on these findings. Both organisations were told that the evidence would be
published when the Committee's report is presented to the Parliament. It
should be noted that these preliminary findings did not constitute a draft
report. The purpose of that procedure was to give both the AAO and DHC
the opportunity to respond to these findings so that the responses could be
taken into consideration in the preparation of the Committee report.

2.1 At the commencement of the inquiry the Committee was interested
in finding a way to cut through the mass of detail provided in the EA report
and the submissions. The intention was to find out if there were realistic
ways to evaluate the performance of management after a project has been
completed and whether such work could be fitted into the development and
use of performance indicators,1
2.2 In October 1985 the Minister for Finance announced the Government's intention to introduce program budgeting in all Commonwealth departments and budget-dependent agencies. The move to program budgeting
is being made progressively with most departments and agencies expected
to introduce program budgeting for the 1987-88 budgetary process. The
Government has stated that the presentation of information in program
format accords with the major recommendations of the 1979 report of the
Expenditure Committee entitled 'Parliament and Public Expenditure'. One
of the features of program budgeting will be a program statement for each
program including indicators of program performance.2
2.3 Evaluation of management performance and the associated development of performance indicators has also interested the Committee because
of significant increases in the apparent 'real' costs of NALUI and ADFA
1

Sub-committee chairman's opening statement, Evidence, pp.80, 81.
Portfolio Program Statements 1986-87, PP.249/1986,pp.iii, 1, 3.

which are out of kilter with the average cost performance of DHC on major
construction projects for the period 1980-81 to 1985-86.3
2.4 Although Audit says that significant cost overruns were not the reason
that attracted it to these 2 projects,4 the EA report has some important
references to cost escalation. The report stated that contract variations
accounted for a significant portion of the 'real' increases in the costs of
NALUI and ADFA and later used comparative figures of increases of the
ADFA project (of over $25 million or a 51% increase on tender amount) to
ask the Department to assess the extent to which construction management
(a type of project delivery method) had contributed to this increase.5

NALUI and cost overruns
2.5
The EA report assisted indirectly in pointing the Committee in
the direction of 'real' cost increases and, at the initiative of the Committee,
DHC supplied a detailed financial reconciliation of the costs of the 2 projects.
After piecing together the information in the EA report and that provided
by DHC, the reasons for cost increases for NALUI are shown in Table 2.1.
Table 2.1: COST INCREASES FOR NALUI
Audit

DHC

December 1984

December 1984
$m
12.0

Sm
12.0
_
6.1
4.0
1.2

2.2
25.5

a. Limit of cost (July 1980)
b. Indexation/market influences
c. Rise and fall
d. Increase in scope
e. Design additions
f. Variations
g. Prolongation claims
h. Balancing item
TOTAL

3.7
6.1
0.1
0.7
2.7
0.2
_

25.5

Sources: EA report and DHC submission, Evidence, p. 186.

3

Major construction projects costing $2 million or more which was an earlier statutory
limit for public works referred to the Public Works Committee.
4
Evidence, pp.239, 240.
5
EA report, paragraphs 2.4.1 and 4.2.8. - see paragraphs 4.1 and 4.2

2.6 The limit of cost estimate (LOC) is based on detailed sketch plans
and represents the cost limit (at current prices) which DHC considers it
can complete a major public work. Indexation, that is the application of an
industry-wide index to the LOC, in effect updates the LOC to take account of
price changes when there is progressive commitment of a project. Indexation
is then applied to the uncommitted part of the project. Market influences,
according to DHC, is the result of the index lagging behind actual prices.
Escalation/rise and fall are one and the same thing and represent all changes
to awards both in conditions and wage rates after the contract is let.
2.7 These factors, that is indexation, escalation/rise and fall and arguably
market influences represent cost/price increases after the LOC estimate (or
the tender amount estimate if it was not possible to construct a LOC) and
therefore should be excluded from calculations of 'real' cost increases. When
indexation/market influences and rise and fall are excluded so as to omit
inflationary factors, the increase in apparent 'real' costs is $3.7m (that is
the sum of (d) to (g) in Table 2.1), or a 31% increase on the limit of cost
estimate (see Appendix III). This is a significant increase in costs.

ADFA and cost overruns
2.8 The ADFA project had a limit of cost estimate of $65m (July 1980)
and a forecast cost of $146.8m at June 1986. The EA report concentrated
its analysis on the second construction management package (CM2) which
represented a significant portion of total cost. The EA report did not include
many details of cost types but the DHC data on reasons for cost increases
of the CM2 package of ADFA is shown in Table 2.2 on page 9.
2.9 When escalation/market influences are excluded so as to omit inflationary factors, the increases in apparent 'real' costs are $10.9m at November
1984 costs and $23.7m at June 1986 costs, or, increases of 22% and 48% on
tender amount respectively (See Appendix III). These again are significant
increases in costs.

Table 2.2: COST INCREASES.CM2 COMPONENT OF ADFA
DHC

DHC

November 1984
$m
49.0
14.4
0.2
3.8
0.8
3.5
2.6
74.3

June 1986
*m
49.0
24..0
0.2
6.8
2.7
7.3
6.7
96.7

a.Tender amount (December 1982)
b.Escalation/market influences
c.Increase in scope
d.Defaulting subcontractors
e.Expedition costs
f.Claims, including prolongation
g.Contingency/variations
TOTAL

Source: DHC submission, Evidence, p. 185.

Conclusions
2.10 The Committee questioned DHC on the 'atypical' nature of the 2
projects. As a result of the Department's response the Committee believes
that the overriding issue in its review of the EA report is whether factors
outside the control or influence of DHC contributed to the significant increases in the 'real* costs of ADFA and NALUI. 6
2.11 It is proposed to defer examination of this overriding issue until the
conclusions section of this report. A close examination of the major features
of the EA report and DHC's disputes with Audit may, among other things,
throw some light on this overriding issue as well and it is to these major
features that we now turn.

Evidence, 243.

5.1 A variation is a change to an existing contract which can result
from a number of factors. Contracts can be varied because of changes in
client requirements (the client is the organisation for which the project is
being built), design errors or omissions, unforeseen construction conditions
or what DHC calls 'market price variations'. Some variations, such as the
last mentioned one, do not represent any physical change to the work. For all
large contracts, a Maximum Permissible Contingency Allowance (MPCA) is
established for the funding of variations. It may be used to fund relatively
small variations but may not be used to change the approved scope of the
work. 1
3.2 Almost all major construction projects (valued at $2m or over) managed by DHC have a steering committee on which the client is represented.
Client variations surface at this committee. The State directors of DHC
have unlimited delegation to approve variations which are found to be unavoidable and which do not modify significantly the approved budget. They
also have unlimited delegation to approve variations where the client is prepared to pay for it and is prepared to accept delays. All other variations
over $20,000 have to receive Central Office (Canberra) approval. 2
3.3
In respect of ADFA, an ADFA Steering Committee was formed
(along with specialist sub-committees on buildings and works) on which
1

mainly EA report, pp.43, 44
Evidences pp.133, 137

2

10

the Department of Defence and military and academic interests were represented together with DHC technical experts to monitor design development
and control project costs. ADFA variations were considered by both subcommittees. 3
3.4
The major Audit concern on variations, expressed at paragraph
2.4.1 of the EA report was that "(v)ariations to contracts accounted for a
significant portion of the 'real' increase in the costs of the NALUI and ADFA
projects". There are 10 recommendations on contract variations and as
Appendix 1 shows, the 5 major recommendations have been rejected - those
on essentiality testing, guidelines and formalised controls and standards. 4

Essentiality testing of variations
3.5 The Audit case for essentiality testing of variations that do not need
additional funds is contained in paragraphs 4.4.3 to 4.4.7 of the EA report.
This case is based on cost analysis, and, the application of 2 implicit criteria
to DHC's administrative processes.
3.6 For the ADFA project (essentiality testing is based on ADFA) there
were some 228 variations and the cost increases attributable to variations
were $lm. Audit analysis of variations showed that about 12% of variations
tested (15% by value) related to changes initiated by the Department of
Defence. Additional funds of $115 796 were provided for a variation for
additional power stabilisers and an emergency generator. Another variation
for $16 705 was approved to incorporate changes to the electrical system. 5
3.7 Audit has applied 2 implicit criteria to test DHC's processes, namely
that there should be written guidelines to test essentiality and that there
should be 'comprehensive' records of the reasons for approving variations.
Obviously, DHC's processes did not accord with these criteria and this,
together with the cost analysis (and perhaps the number of variations), forms
the basis for Audit recommendation 4.8.7 that '(i)n the interests of better
controlling client initiated variations not requiring additional authorisation
of funds the Department might consult the Department of Finance on the
question of essentiality testing...'.
3

Department of Finance submission, Evidence, p.196
See Appendix 1 for responses to Audit recommendations 3.9.4, 3.9.5, 4.8.7, 4.8.11 and
4.8.12
5
EA report, paragraph 4.4.3
4

u

3.8 The Committee was informed by Audit that it wanted to distinguish
between variations that required additional funds and those that did not.
The former were vetted by the Department of Finance 'and therefore an
essentiality test would be applied externally to the department'. In respect
of the latter type of variation DHC told Audit that DHC was not responsible
for testing essentially of client initiated variations that are funded from
within the project. The conclusion Audit drew was that essentiality was
tested more rigorously in one circumstance than in another. 6
3.9 Although the Committee appreciates and shares the underlying Audit concern about the cost implications of variations to contracts, Audit has
made a weak case for consideration of essentiality testing. First, the cost
analysis does not relate to the Audit case because the essentiality of the variations cited in paragraph 4.4.3 of the EA report is tested by the Department
of Finance. Second, the Committee remains unconvinced of the practicability of guidelines and uncertain of the meaning of 'comprehensive'. Finally,
one of the problems about variations is not necessarily their number but the
need for variations and whether this need could have been anticipated at
the design stage of the project. This type of essentiality testing goes beyond
administrative procedures and can be done only by persons who have the
necessary technical expertise.
3.10 The Department of Finance says that from its point of view 'provided net additional funds are not required the ultimate test of essentiality
of variations is that they are accorded a higher priority than other elements
of the works which have been deleted as full offsets'. 7 This is a total
project approach which seems to the Committee to be eminently sensible
and simple.
3.11 In the case of ADFA, Finance said client- initiated variations not
requiring additional funds are considered by the ADFA sub-committees (see
paragraph 3.3) and, if found to be essential, are funded from either the construction reserve or from offsets. 8 To this extent client initiated variations
are tested for essentiality, and Finance suggested that 'judgements on the
essentiality of variations affecting the functional integrity of academic and
military facilities are best left to the experts'.9
G

Evidence, pp.265, 266
Department of Finance submission, Evidence, p.200
8
The construction reserve is the surplus difference between program provision and
tender price
9
Department of Finance submission, Evidence, p. 200
7
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3.12 The Department of Housing and Construction informed Audit of the
work of the ADFA sub-committees (paragraph 4.4.4 of EA report) but it appears that Audit has chosen to either ignore or not to assess this information
because of its preoccupation with 'written guidelines' and 'comprehensive'
documentation. Not only is the Audit case weak but in the opinion of the
Committee there are adequate procedures, if followed, to test the essentiality
of variations.
Finding No 1: In respect of Audit recommendation 4.8.7
on essentiality testing of client initiated variations not
requiring additional funds, the Committee finds that the
Audit case is unconvincing because (a) the cost analysis is not related to the recommendation;
(b) no attempt has been made to assess the adequacy of existing procedures; and
(c) the total project approach described by the Department of Finance appears to be a sensible
and simple approach for testing the essentiality of such variations.

3.13 There are 2 Audit recommendations on guidelines, one based on the
study of NALUI, the other on ADFA. On NALUI the EA report states that
320 issued variations added $4m to the cost of the project. The report pays
particular attention to 2 variations on hydraulic and mechanical drawings
which added $416 410 to cost and was the result of DHC taking a 'management risk' to go out to tender with unchecked drawings. Audit found
no documented assessment of the financial implications of this risk. More
importantly, Audit could find no guidelines (e.g. case studies) that could
be used to assist decision-making in such situations. Thus, the presence of
guidelines is the implicit criteria applied to test the quality of DHC's processes for controlling variations. Their absence leads Audit to recommend
in 3.9.4 their development and use. 10
3.14
In the case of ADFA, the EA report noted that 228 variations were
approved and the cost increases attributed to variations were about $lm.
'EA report, paragraphs 3.2.1 to 3.2.14
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A significant portion of the variations were due to errors and omissions in
design specifications and the report gives some examples of these and their
costs. Audit say the incidence of such errors and omissions could be reduced
by better checking; however, it did not find relevant guidelines or standards.
Once again, the presence of guidelines became the implicit criteria used to
test the quality of DHC's processes for controlling variations. Their absence
leads Audit to recommend in 4.8.11 that DHC review the possibility of
developing guidelines to check design specification and documentation. u
3.15 The Audit recommendations on guidelines have been rejected by
DHC on the grounds that existing guidelines contained in a range of departmental documents are sufficient and that the system of review by experienced professionals is effective (see Appendix 1). A weakness of the Audit
analysis is a virtual absence of assessment of DHC's procedures for controlling variations. Audit should have assessed whether the errors it identified
were the result of inadequate procedures, lack of compliance with existing
procedures or the result of human error associated with lack of supervision.
There is inconsistency in a logic which uses an implicit criteria of guidelines
to test the quality of administrative procedures when guidelines and other
institutional procedures are known to exist.
3.16 An even greater weakness of the Audit analysis is its unshakeable
belief that each mistake should be covered by a guideline. For example,
in its submission dated 11 December 1986 Audit gave as an example for
document specifications a guideline that would require the thickness of fire
doors to be specified. This was intended to correct the error in the AFDA
project where the thickness of the fire doors was increased at a cost of $4 240.
Even if one puts to one side the obvious question of whether the solution (the
guideline on fire doors) solves the problem (not changing the thickness of the
doors), the mind boggles at the prospect of a guidelines document reaching
encyclopaedic proportions as each human error is covered by a separate
guideline. This problem was put to Audit at the 27 November 1986 hearing
but there was no satisfactory response. i 2 It raises the broader issue of the
purposes of guidelines, whether they are intended to provide a framework
within which administrators operate or whether in their thousands they
should cover every conceivable eventuality.
!X
I2

EA report, paragraph 4.4.2 and 4.4.14 to 4.4.17
EvIdence, pp.270, 271
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Finding No. 2% In respect of Audit recommendations
3.9.4 and 4.8.11 on guidelines to contract variations the
Committee finds that the Audit case is unconvincing
(a) Audit has failed to assess the adequacy of procedures used by the Department of Housing
and Construction, and
(b) it is impractical to have a guidelines document
that reaches encyclopaedic proportions as each
human error is covered by a separate guideline.

Formalised Controls and Standards
3.17 The Audit recommendation on tighter and more formalised controls
over the administration of contract variations (3.9.5) is contained in paragraphs 3.2.27 to 3.2.30 (and 3.2.23 to 3.2.26) of the EA report. Audit was
concerned at both the number of variations to large building contracts and
their total cost. Other than some exceptions, Audit considered that in ideal
circumstances variations can be averted, that the variations process is noncompetitive, that processes to control excessive quotations did not apply
always in practice and that there were doubts as to what was a reasonable
quotation. In view of all this, the recommendation on tighter controls was
made. It is apparent that what Audit meant by tighter controls was guidelines for contract administration which could perhaps include standard scales
of variations (with tolerances) and a formal certificate of reasonableness for
each variation.
3.18 The recommendation on the monitoring of variations against standards is developed in paragraphs 4.4.18 to 4.4.22 of the EA report, and is
based on the application of 2 implicit criteria. Thefirstis that the frequency
and value of variations should be monitored 'for the purpose of comparative analyses of the levels of variations between projects or between different
delivery methods employed on the one project.' The second implicit criterion is that there should be a method of determining the level of variations
for a range of situations. Audit appreciated the difficulties in developing
standards and making comparisons but 'considers such a move would be
desirable in the interests of allowing effective retrospective project review
and improving the cost effectiveness of Commonwealth expenditures.' 13
i3

EA report, paragraphs 4.4.18 and 4.4.21
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3.19 The report also refers to a regional office view that there is value
in monitoring variations but that comparisons between projects would be
very difficult because of varying circumstances. The Department said the
Audit recommendation was impractical but this view Audit found to be 'not
entirely consistent' with the regional office view (paragraph 4.4.22).
3.20
The Department has rejected the Audit recommendation on formalised controls (3.9.5) because DHC considered its current procedures to
be adequate and although the recommendations on standards (4.8.12) has
been 'accepted' the language of acceptance is deceptive in that DHC rejected
numerical standards and considered the recommendation to be impractical
(see Appendix l).
3.21 There is no doubt that contract variations add to the total costs of
a project. An examination of information provided in DHC's annual reports
from and including the report for the financial years 1980-81 to 1985-86
shows that with the exception of cost increases for rise and fall (i.e. inflation)
variations are the only other reason for cost increases for major construction
projects. This is a fact that has eluded the auditors. Yet, the Audit analysis
is quite confusing. The reader has to work out the differences and similarities between recommendations on contract variations, particularly those on
tighter and more formalised controls, monitoring against standards and essentiality testing. The ones on controls and standards look similar but one is
left to ponder the need for these 2 recommendations (3.9.5 and 4.8.12) given
the recommendation on essentiality testing. Perhaps standards constitute
the means for testing essentiality but it is quite inadequate for one to have
to guess.
3.22
A weakness of the Audit analysis is once again a virtual absence of
assessment of DHC's procedures for controlling variations. The Audit case
for standards and controls is based on the general view of the number of
variations and their costs. There is, in respect of recommendations 3.9.5
and 4.8.12 of the EA report, no analysis of what caused these variations
and therefore no explanation as to whether the cause could be explained by
inadequate procedures, lack of compliance with existing procedures or the
result of human error associated with lack of supervision. In other words,
because the problem has been identified in the vaguest of terms it is just not
possible to see the connection between the solutions (the recommendations
on controls and standards) and the problem.
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