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...the proven tendency for appraisers to be too optimistic about key
project parameters, including capital costs, operating costs, project
duration and benefits delivery. Over-optimistic estimates can lock in
undeliverable targets and it is therefore critical to make adjustments
for this... adjustments should be based on an organisation’s own
evidence base for historic levels of optimism bias.

HMT Green Book 2018



“...there is always an element of optimism bias and really good,
robust financial management requires us to get those levels of
optimism bias, over-programming and forecasting down to as
accurate a level as possible, and to make sure that we have got
the evidence, science and financial rigour behind it to justify it.”

Cat Little — HCDC 2017



Motivation

Clear requirement: Green Book
Senior leadership: Cat Little (DG Finance)

Current approach: Imperfect




Current OB Treatment

« Based on Review of Large Public Procurement by Mott
MacDonald (study commissioned by HMT in 2002)

» 50 Projects, cross-government

* |dentified under-estimation and management of project risks as the
driving force behind OB

* Indices are applied to cost and schedule estimates based on
broad categorisation of project:

« Standard Buildings

* Non-Standard buildings

« Standard civil engineering projects

» Non-standard civil engineering projects
» Equipment and Development

» Outsourcing



Does this work?

Average growth in project duration (time to “in service”) for ‘mature’ projects**
Index of project duration (Forecast at Initial Gate., = 100)
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Does this work?

Average growth in project cost for ‘mature’ projects**

Index of adjusted unit cost® (Forecast at Initial Gate,; = 100)
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Issues with current approach

« Sample projects are not necessarily representative of all MOD
procurements

« 2 MOD Equipment projects

« MOD projects are often:
« Technical
« Non-standard
* Involve long technological development periods

 Alongside this, ‘Entryism’/Conspiracy of Optimism:

« MOD is often the single customer, resulting in a ‘must win’ approach
from industry

* Incentives for customer to underestimate cost/duration in order to get
projects approved
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Data Deep Dive



Next Steps

« Continue to update and verify and validate data

« Analysis of the reasons why there is delay and cost over-run
« Analysis of change in key user requirements

« Develop analysis of equipment support programme
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Questions



