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Mr M. Coutts-Trotter

Director General
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GPO Box 33
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U ehact
Dear Mr Coutts-Trotter

Review of Implementation of the Nation Building and Jobs Plan in NSW
and Potential Applications for Other Projects

The review required by s.30 of the Nation Building & Jobs Plan (State Infrastructure
Delivery) Act 2009 has been commissioned by the Premier with wide Terms of
Reference (Annexure 1),

Education-related projects make up a substantial part of the Nation Building and
Jobs Plan in NSW and the Review therefore involves gathering and analysing a
substantial amount of Information Invalving the operations of your Department. The
Review has had the benefit of briefings from the BER Integrated Program Office
(Angus Dawson and staff) and from the Department’s Asset Management executives
(Alastalr Hunter and staff),

Resulting from those briefings and from analysis of other material a number of
Issues have arisen for which the Review would seek the considered view of the
Department as a whole., The list of issues is at Annexure 2 and Is structured as a
series of questions that the Review considers it will have to address In its report.

The Department’s response would be needed no later than 16 June 2010 for it to be
considered by the Review.

If you wish to discuss any aspects of this request I can be contacted on
0417 410 475 or by emall at shepherd. 4cast@optusnet com.au

Yours sincerely

v//‘ & '
B &
/ (\;-(,((,Lli L-&-L-L-L \

DF Nail Shepherd AM
Review Chair x

144 The Terms of Reference for the Review which were Annexure 1 to this letter (and to those to Housing
NSW and Department of Planning) have not been included here as they are Annexure A to this report.
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ANNEXURE 2

NSW DEPARTMENT OF EDUCATION T ISSUES AND QUESTIONS

Glossary

@O6BERG6 i s used t orelaten actvity uaderlthe MSYWStinautus o n

Plan

(b) The Act is the NSW Nation Building & Jobs Plan (State Infrastructure Delivery)
Act 2009

(c)The 6Taskforceb6 is used generically
General and the Taskforce

dThe 6Pl ané is the NSW Stimulus Pl an

0] The IPO Model

The IPO model is only one of the possible options for delivery of the BER components
of the Plan.

1. Why was it chosen?

2. What are the significant differences between the IPO model and business-as-
usual?

3. What changes to the model would improve its capacity to deliver projects in
similar circumstances?

4. What elements of the model could be adapted to the business-as-usual
environment?

5. What action is the department proposing in relation to an y elements considered

suitable for adoption under (d)?
(i) Role of the Act
The proportion of projects that required use of the provisions in Parts 3, 4, and 5 of
the Act has been sought from the Taskforce. However, the views of the Department

would assist the Review in relation to:

(a) Any possible modifications to the Act to make it more effective in supporting a
BERtype program.

(b) Any possible modifications to the Infrastr ucture SEPP (ISEPP) that would enable

it to fulfill the purpose of allowing BER -type developments in reasonable
timeframes in a non-Global Financial Crisis context (the Review is aware that
the ISEPP is under review at present).

(c) The importance or otherwise of the provisions under Part 6 in relation to
appeals and administrative review.

(dThe influencing role of the existence

exercised) on the behaviors and actions of key stakeholders.
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(iii) Role of the Taskforce

The relationship between the Taskforce, the Department and the IPO is obviously
considerably more complex than lines on a structural map might suggest.

The real question (and the one most difficult to get an answer to) is what would have
happened if the Taskforcehadei t her not exi sted, or did not
in Parts 3 and 4 of the Act. Would the IPO have existed? Would the private sector

involvement in the BER have been as extensive? Would the IPO have enjoyed its

apparent operational independence,? etc.

The considered views of the Department on the nature and extent of the value of the
Taskforce in delivering the BER program would be of substantial interest to the Review.

(iv) Value -for -money in the BER program

The Review will have to address this issue. The primary questions have been directed
to the Taskforce since it is the performance of the ICG that the Review must
investigate under s30 of the Act:

However, the Department should have relevant information and views in relation to

some or all of the components of the question directed to the Taskforce and so it is

repeated here in full so that the Department can consider and respond to the issues
raised.

d'he issue of value-for-money has been raised consistently. There are at least
three components to this:

s Whether the highest priority needs within the available funding were
met by the projects.

o Was the completed praject fit -for-purpose (design and quality issues).
s Was the price reasonable in the circumstances.

. The highest priority needs issue has been raised mainly in the
context of BER. The issue is obviously complex.

/'t would assi st the Review to have the
this issue supported by documentary evidence where available. In particular

the review wishes to examine the chronology and content of the

negotiations between the Commonwealth, the NSW Taskforce and School
Principals that led to the final list of projects under BER in NSW. However,

the Review also wishes to explore whether the way this program was

structured impacted on expectations of key stakeholders.

Any differences in approach between the state and independent schools
sectors would also be important for the Review to understand.

) The fitness-for-purpose issue is again seen to be primarily related to
BER aid the Review recognises that there are multiple factors
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involved (including, inter alia, design standards asserted to be both
excessively high and inflexible, the very short timeframes limiting
planning for optimal long -term location and/or sequencing of
facilities, geographical and site-specific conditions not properly
considered, and construction quality poor in some instances.)

h) Can the Taskforce provide the Review with its assessment of the
concerns being raised about fitness for purpose including any relevant
documents?

)

Can the Taskforce provide the Review with quantitative evidence

concerning the scale of any concerns raised about fitness for purpose in the
context of the total BER program?

() How were the various risks that contribute to fitness for purpose identified,
allocated and managed by the Taskforce?

(x)

)

(x1)

(x1t)

There are multiple aspects to price in the BER program.

Schools were allocated a notional amount of funding and both
the School Principals and School Communities (School Counds| etc)
were aware of the funding levels. They were also aware of the
surplus funds transfer rules. Can the Taskforce aavise why
completed costings were not made available to School Principals
much earlier in the program? (Some schools still do not have
complete costings even though buildings are nearing completion.)

It has been suggested to the Review that a premium price was
paid for BER projects overall and that the possible contributors
were, inter alia, the speed with which the projects had to be
constructed, the model chosen for delivery (Managing Contractors),
and the eventual shortage of some key skills (e.qg. bricklayers)
increasing the market rates.

The Review wishes to ascertain the size of any premium, what
contributed to any premium, what the Taskforce did or did not do
about it, and what a reasonable premium might be under the
circumstances of the BER. Has the Taskforce assessed this issue as
a whole or assessed any of its components individually? If so,

please provide the assessment(s) ard any information or strategies
adopted to manage or mitigate the impact of each component.

Does the Taskforce have any information that would assist the
Review to determine whether the difference in price paid for BER
projects compared with their equival ent projects under business-as-
usual was reasonable in the circumstances of the BER? Has the
Taskforce engaged any third parties to examine this issue on its
behalf? If the Taskforce has not investigated this issue, could an
explanation be provided as to why?
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(xirf) Does the Taskforce have any information concerning the
uniformity or otherwise of any premium paid for BER projects by
region, class of project , management arrangement,

(V)
The non-availability of price information for individual BER projects has been raised
with the review by the Principals6 Associatio

The case put to the Review is that the funds were allocated to schools and that some
school communities (school councils, etc) then took a close interest in what they were
getting for the allocation and put substantial pressure back onto the Principal to obtain
detailed costings for the project proposals. These costings were often not made
available to the Principals until very late in the construction pro cess (sometimes after
completion) causing considerable dissatisfaction within the school community for what
should have otherwise been a positive experience. The Associations advised that
Principals would not normally receive detailed costings for infrastructure projects
undertaken by the Department on school sites.

Can the Department provide the Review with its views on the accuracy of the
allegations and, if they are substantially correct, provide the Review with an
explanation f or t iore Anpaheranaterial @mthisdssbjeq thad thet
Department can provide to the Review would be appreciated.

(vi) Probity and Risk

The Review requires a comprehensive outline of the approach taken to probity and risk
management in the BER program including the audit strategy adopted and the
timelines for development and implementation of that strategy . The rationale for
decisions about the level of audit and the areas of the program selected for audit will
need to be provided.

(vii) BER Achievements and Concerns

As with Question 4, the primary question has been directed to the Taskforce. However,

the Review would appreciate having the benef.i
concerns about the BER program being expressed by some stakeholders and in the

media. The Review would be particularly interested in what action(s) the Department

may have taken in response to those concerns and what it would consider doing

differently should a similar program eventuate in the future.
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ANNEXURE E (continued)
(i) DET Response to Review Questions

DEPARTMENT

OF EDUCATION
AND TRAINING

Dr Neil Shepherd AM MT 10/866
Review Chair

NSW Department of Premier and Cabinet

GPO Box 5341

Sydney NSW 2001

éA
Dear D?{\h[ephe/rd

| write in response to your letter of 24 May 2010, regarding the Review of
Implementation of the Nation Building and Jobs Plan in NSW and Potential
Applications for Other Projects.

Please find attached detailed responses o the series of questions you raise in
Annexure 2 for consideration in the preparation of your report.

| apologise for the delay and thank you for allowing our late submission. | trust this
information is of assistance.

Yours-sincerely
% %

Michael Coutts-Trotter

DIRECTOR-GENERAL OF EDUCATION AND TRAINING
MANAGING DIRECTOR OF TAFE NSW

% June 2010




NSW DEPARTMENT OF EDUCATION AND TRAINING
RESPONSES TO ISSUES AND QUESTIONS

1. The IPO Model

The IPO model is only one of the possible options for delivery of the BER
components of the Plan.

a)

Why was it chosen?

Part of the condition of funding the BER Program was that the NSW
Government maintained the value of its planned capital works and
maintenance expenditure during the two-year period of the economic
stimulus.

The 2008 budget and the forward estimates for the Department of Education
and Training (DET) contained a very capital and maintenance program that
had to be delivered to meet the State’s responsibilities to the Commonwealth.

b)

The three components of BER in NSW: Primary Schools for the 21%
Century; National School Pride and Science and Language Centres for
21* Century Secondary Schools, totalled $3.4 billion of new spending
in 24 months. This was around seven times the department's existing
capital works and maintenance program.

In order to undertake the stimulus and reduce the risk of not delivering
the existing capital program to time, we decided to establish a
specialist vehicle to deliver the BER in NSW.

The three main sources of expertise required for delivery in such a
program; DET Asset Management staff, staff from the NSW
Department of Services, Technology and Administration (DSTA), and
expertise from the private sector should come together as a unit in one
organisation reporting through a single management structure to the
Deputy Director-General Finance and Infrastructure in DET. This was
done because of the enormously tight timeframes and risk within the
program. This approach was taken to ensure gaps or overlaps
between organisations would not occur, putting the delivery of the
program at risk.

What are the significant differences between the IPO model and
business-as-usual?

Business-as-usual in DET Asset Capital Works and Maintenance
separates the following functions and actions under the three
organisations involved in delivery.



d

DET Assets Office of Public Works Private Sector
Project Management
Facilities evaluation |e Liaison with school « Consultant project
Project selection « Site investigation, management

School consultation
Pre-construction
Administering
facilities standards
e Program
administration
Reporting
Communications

design documentation

* Tender preparation
calling and
determination

« Contract
administration

« Construction reporting
and administration

e Construction dispute
resolution

« Overall program
management

* Professional
services such as
quantity surveying
and administration

By comparison all the above activities are integrated into the BER
Program Office (IPO) under one governance and management
structure. They report through the Deputy Director-General to the
Director-General and ultimately to the Minister for Education. All
administration systems staff and operations are within an integrated
management and governance structure, albeit that certain individuals
and systems have come from one of the three organisations. Some
systems have been developed specifically for the BER Program.

What changes to the model would improve its capacity to deliver
projects in similar circumstances?

None.

What elements of the model could be adapted to the business-as-usual

environment?

The opportunity to adapt certain elements of the IPO model into
business-as-usual is yet to be fully reviewed and assessed. This
review and assessment process will take place toward the end of
calendar year 2010 with recommendations made to the Deputy
Director-General and Director-General of the Department of Education

and Training.

To date, elements of the IPO model which have been recognised for
possible adaption into business-as-usual are:




e)

a)

» Applying the IPO management concept to asset delivery in DET.

e This would include selecting key positions within Asset
Management in DET to be filled by either officers from the Office of
Public Works or private sector individuals with certain expertise as
well as adapting cost control and reporting systems from the
Department of Services, Technology and Administration into DET.
This would have the effect of providing DET with an in-house asset
procurement capability.

« This would need fo be considered carefully, including how it would
affect DSTA's ability to provide services to other government
agencies if it no longer provided the same services to DET.

e Using Principal Liaison Officers (PLOs) to help manage
stakeholders.

» Publishing regular reports of progress against quantifiable targets
(in the case of IPO, weekly reports) to focus the culture of the
organisation on achieving the required results.

» Creating a ‘positive tension’ from the interaction within the
management structure of private sector and public sector staff.

» This is opposed to the normal interaction with the private sector
where they operate as consultants at arms length to the delivery
organisation.

* Decentralising and delegating control as much as possible to
regional areas with appropriate authority, responsibility and
reporting systems. (It would be fair to say this exists in the
framework of DET’s Asset Management Unit with a delegation of
authority not as high as it has been in the IPO.)

What action is the department proposing in relation to any elements
considered suitable for adoption under (d)?

In late 2010, the IPO and DET will conduct a formal review of the
operation of the IPO and the lessons learned. The outcome of this
review will be a report with recommendations as to how various
elements of the IPO may or not be used in business-as-usual in future.

Role of the Act

The proportion of projects that required use of the provisions in Parts 3,
4 and 5 of the Act has been sought from the ICG. However, the views
of the Department would assist the Review in relation fo:

Any possible modifications to the Act to make it more effective in
supporting a BER-type program.



In establishing the relationship between the Infrastructure Coordinator
General (ICG) and the subject agency, parts 3 and 4 of the Act
establish a coordination role for the ICG with the ability (with the
concurrence of the Premier or in some cases a Minister), to step in and
take over the infrastructure work of that agency.

This position is appropriate and necessary to oversee and coordinate delivery

b)

across the whole stimulus package, and requires neither strengthening
nor weakening.

The provisions of Part 5§ provide an alternative statutory planning
approval process to that normally provided under the Environmental
Planning and Assessment Act. In the framework of the Commonwealth
Government's Nation Building and Jobs Plan stimulus package,
statutory planning legislation such as this recognises the extraordinary
speed required in the procurement of projects in the short timeframe of
the stimulus package. Specific planning teams focussed on statutory
planning outcomes for infrastructure within the stimulus package have
been established and have worked efficiently in assessing stimulus
projects with the ability to over-rule various “concurrences” such as
threatened species, bushfire and flooding. The DET understands that
to date the Infrastructure Coordinator General has not once over-ruled
any of these “concurrences”.

The provisions of Part 5§ together with the Infrastructure SEPP have
ensured that the BER Program can be delivered on time without
creating the risk of overwhelming the resources of local government or
the NSW Department of Planning. These provisions have also
ensured that the ICG, as the ultimate planning consent authority, can
consider statutory planning applications in light of the objectives of the
stimulus package. The process of statutory planning applications
through every Council in NSW in delivering this package would have
required extensive education and consultation with local government to
ensure they understood the objectives of the stimulus package and the
importance of the timeframes.

Therefore this section of the Act is considered entirely appropriate and
again should neither be strengthened nor weakened.

Any possible modifications fo the Infrastructure SEPP (ISEPP) that
would enable it fo fulfil the purpose of allowing BER-type developments
in reasonable timeframes in a non-Global Financial Crisis context (the
Review is aware that the ISEPP is under review at present).

When the BER Integrated Program Office (IPO) was established, a
number of statutory planning experts and education facility builders
were brought together to “test drive” the ISEPP in the context of the
BER. As a result of the work of this group, certain recommendations
were made to amend the ISEPP to respond to potential issues the



d)

group identified in their work. These modifications were supported by
the NSW Department of Planning and the ISEPP was amended prior to
its use within the BER. These modifications have proved appropriate
and successful in the application under the BER.

The IPO team and its consultants have contributed to the current
review of the ISEPP and their recommendations include:

e Extension of the complying development provisions for all works on
existing sites that meet the required development standards.

» Additional use of development without consent provisions for
projects on existing school and TAFE sites where constraints such
as bushfire and heritage are present. (This would enable the merit
assessment of the project through the preparation of a Review of
Environmental Factors for such projects.)

» Additional uses to be included in the exempt development category
for small and low risk works on existing school and TAFE sites.

e Ensuring that all projects types are addressed in the ISEPP.
Currently works such as storage sheds require development
consent.

The importance or otherwise of the provisions under Part 6 in relation
fo appeals and administrative review.

A review of the nature being undertaken by Dr Neil Shepherd is
considered entirely appropriate pursuant to part 6 of the Act.

The influencing role of the existence of the ICG’s powers (even when
not exercised) on the behaviours and actions of key stakehoiders.

The existence of the ICG's powers within the Act are an important tool
in ensuring the ICG is able to carry out its central role as coordinator
and overseer with the provision of infrastructure under the stimulus
package from the perspective of whole of government.

Considering the size, speed and complexity of the BER Program within
the NSW DET and the familiar, strong reporting lines between the
Executive of the IPO, the Director-General and the Minister for
Education, the potential powers of the ICG provide substantial weight
to the views, opinions and requests of that office. These views,
opinions and requests may not otherwise carry such weight if there
were not the potential for the control of the project/s to be removed
from the Department's direction altogether.

Role of the ICG

If the ICG had not been established the DET believes a specialised unit
not unlike the IPO would still have been created to deliver the BER



(a)

(b)

Program in NSW. However, it is unlikely that such a specialised unit
would include the level of private sector staff and would be more likely
made up entirely of DET and DSTA personnel. It is also unlikely that
the DSTA personnel would be effectively seconded within the business
and operate under the direction of the [PO Executive. More likely the
DSTA personnel would be co-located with DET personnel and still be
subject to the direction of the Office of Public Works and ultimately their
Minister. Such a situation would have the affect of little or no
questioning of systems and processes which in turn may see the
timeframes and deadlines which are conditions of the BER funding
being stretched or missed.

The influence of the ICG in requesting a reasonable amount of private
sector personnel within the IPO and facilitating their appointment
through its powers under the Act have resulted in a dynamic mix of
management from middle to senior level.

Further, the office of the ICG has provided an additional layer of review
of the delivery of the BER program. This checking and questioning of
the various systems, polices and outcomes of the [PO has increased
the rigour of delivery. This increased review has been important in a
program of this speed.

Value for money in the BER Program

Whether the highest priority needs within the available funding were
met by the projects.

Following the announcement of the BER Program on 5 February 2009,
principals were asked to submit priority projects through the March
2009 Zoomerang Survey. The BER Program Office then worked with
principals to review the priorities and identify a P21 project nomination
that met the Australian Governments guidelines.

The Australian Government's guidelines require P21 funding to be
used to deliver (in order of priority) new libraries, multi-purpose halls,
classrooms or refurbishment works. The BER Program Office only
submitted project nominations if they were approved by the school
principal following consultation with the school community. Given the
tight timeframes some school principals did not have the time to
consult as fully with their community as they would have liked.

The system generally prioritised the needs of the school principals
within the four prioritised categories allowed by the Australian
Government. The Australian Government's limit to projects and their
priorities meant that the highest priority needs within available funding
were not always met in schools.

Was the completed project fit for purpose (design and quality issues)



P21 projects comply with the Schools Facilities Standards. The School
Facilities Standards meet and often exceed those set by the Building
Code of Australia and regulations. The Building Code of Australia
contains technical provisions for the design and construction of
buildings and other structures, covering matters such as structure, fire
resistance, access and egress, services and equipment, and energy
efficiency as well as certain aspects of health and amenity.

The contract between the Department of Education and Training and
the Managing Contractors requires projects to be completely defect
free before they can be accepted as contractually complete.

(0

(i)

(i)

Can the ICG (DET) provide the review with its assessment of
the concerns being raised about fitness for purpose including
any relevant documents?

Many of the issues raised have been around value for money.
Many school communities do not understand the nature of
construction and related costs. They also have not understood
the need to construct facilities to the Schools Facilities
Standards and how that has impacted costs.

There were some concerns about halls not being big enough to
fit the entire school. Halls, as are all new facilities, are provided
to schools based on enrolment figures. They are not designed to
seat everyone, however, they do provide enough on-floor
seating space for the enrolled student population. It is important
to note that halls are primarily learning areas for activities such
as dance, musical performances, drama and games.

Can the ICG (DET) provide the review with quantitative
evidence concerning the scale of any concems raised about
fitness for purpose in the context of the fotal BER program?

Of the more than 4,665 projects commenced, more than 4,500
projects with construction started and almost 2,800 with
construction finished, the IPO is currently tracking 24 schools
with issues.

How were the various risks that contribute to fitness for purpose
identified, allocated and managed by the ICG?

The risks regarding the delivery of high quality fit for purpose
buildings is managed in the following ways:

e Al P21 projects are being delivered in accordance with the
Department of Education and Training's Schools Facilities
Standard.



(©)

« Standard design templates have been used in accordance
with the Department of Education and Training's schools
facilities standards and the Australian Government
guidelines.

» The contract between the Department of Education and
Training and the Managing Contractors ensures that projects
are not accepted as contractually complete until they are
defect free.

Was the price reasonable in the circumstances

In the Primary Schools for the 21st Century (P21) Program, a school's
funding allocation covers the entire cost of the project from concept to
completion, including design and documentation, statutory planning,
site investigation, engineering, site supervision, construction, services
such as electricity and plumbing, fit-out, finishing and handover, all
while ensuring the safety of staff, students and employees.

The Department of Education and Training through its IPO is
committed to achieving value for money in delivering this program.
Cost control and value for money checks are embedded into every
stage (Tab A). The value for money regime in the Primary Schools for
the 21% Century (P21) Program includes:

« appointing managing contractors through a competitive tender
process,

« two pre-tender estimates for each project. These are prepared by
the Managing Contractor and submitted to the PO for approval.
Approval is given after review and if necessary, negotiation by IPO
quantity surveyors. Their review is based on an elemental cost plan;

o competitively tendering every school project;

« the benchmark value process, which is where the IPO compares
the tender costs of the project to tendered costs of similar projects
which results in the [PO setting a benchmark value (BMV) for the
project. This is done by the Managing Contractor providing the
tender details to the IPO. The tender for that project is compared
with tenders for similar projects within the BER program. Eighty
percent of the individual project tender is combined with twenty
percent of the average of similar projects thus determining the
BMV. The IPO has access to actual cost documentation throughout
the process. On completion the IPO compare the actual cost of the
project (ACS) with the BMV. The IPO will pay the managing
contractor the LESSER of 105% BMV or ACS; and

» extensive audit processes undertaken by a range of independent
internal and external audit teams.



Given the objective of economic stimulus, restrictive Australian
Government Guidelines, speed and size of the Primary Schools for the
21* Century program, the value for money system above will provide
reasonable prices in the circumstances. '

Schools Facilities Standards

The minimum quality requirements set by the Schools Facilities
Standards mean school projects can initially be more expensive than
domestic or commercial projects. However, incorporating the
Standards offers good value for money over the life of the building and
mean schools are not only safe but that they are also durable, long
lasting and cost effective to maintain and clean throughout their life.

The philosophy is to mitigate recurrent maintenance costs to ensure
future funding is not diverted from teaching.

(1 Can the ICG advise why completed costings were not made
available to school Principals much earlier in the program?

Soon after the IPO accepts an Estimated Construction Sum
(ECS) from the managing contractor for a school, the cost
estimates are checked for posting on the IPO website for each
school at www.ber.nsw.gov.au/index.php/find-your-school .
Once checked, they are sent to the school Principal before
being posted on the web site.

School principals have been advised though a number of
avenues that they may request more detailed breakdowns of
their ECSs at any time.

This information is provided to principals as the IPO has it in all
but exceptional cases.

A similar process will be undertaken for BMVs and ACSs.

(i) It has been suggested to the Review that a premium price was
paid for BER projects overall and that the possible contributors
were, inter alia, the speed with which the projects had to be
constructed, the model chosen for delivery (Managing
Contractors ), and the eventual shortage of some key skills (eg
bricklayers) increasing the market rates.

Meeting the Commonwealth’s timeframe presented many
challenges, primarily with coordination and delivery of so many
projects, across such a large area by March 2011. The method
considered best for the Department of Education and Training to
meet these requirements was to contract with some of
Australia's largest construction companies. These companies
could very quickly mobilise, harness enough resources across



large parts of the state and had existing procedures and
practices that could be used to manage and deliver the projects.

In some areas, mainly for Round 3 projects, there have been
some cost increases due to trade shortages.

Put simply, the BER program must be delivered:
e simultaneously with the Department's business as usual;
« within absolute budgets;

« within absolute project timeframes which are less than half
the usual; and

¢ in all schools in NSW simultaneously.

These aspects of the program have incurred premiums to the
cost of delivery. However, there are other factors which incur
premiums, both real and perceived, which are not a function of
the BER program.

The factors which incur real premiums to non DET construction
which are not a function of the BER program are:

« The School Facilities Standards with its higher initial capital
cost verses low maintenance long term philosophy, safety
and health aspects.

« The transparency, reporting and documentation required in
the public sector.

* Processes to meet the transparency, documentation and
community expectations (such as apprentice and Aboriginal
and Torres Strait Islander targets).

¢ Construction in schools is delivered in a “live” environment
where the site is used by children and school staff during
construction.

As the BER grants are for new projects and not augmenting an
existing scheme, the total project costs are attributed to each
project. The exposure of project costs to the public other than
site construction costs alone has given a perception of cost
premium in BER for the DET.

The cost premium perception is strengthened when compared
with the different governance models of independent schools
and the Catholic Education System. Governance of independent
schoals is at school level with a board and executive
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(iii)

management within each school. In the NSW Catholic system,
the State is divided into 10 autonomous dioceses which each
have their own board and executive structure. Presently, capital
works procurement in DET is governed centrally. The speed
required with the stimulus package did not allow the DET to
change their structure.

The review wishes to ascertain the size of any premium, what
contributed to any premium, what the ICG did or did not do
about it, and what a reasonable premium might be under the
circumstances of the BER. Has the ICG assessed this issue as
a whole or assessed any of its components individually? If so,
please provide the assessment(s) and any information or
strategies adopted to manage or mitigate the impact of each
component.

The IPO and the Department have undertaken a review of the
overhead, administration and management costs of the P21
program compared to the Department's business as usual
capital works program. The Managing Contractor's costs as
tendered for P21 are:

Cost area State-wide Range
Average

Site supervision 6.6% 1.3%-17.4%

(regional program

management)

Project management 2.3% 0% - 10.1%

Profit margin 2.8% 1.0% - 3.8%

Incentive fee 1.6% 1.0% - 3.3%

Total 13.3% 9.5% - 26.0%

In addition to these costs to the Managing Contractors, the [PO
retains 1.3 percent of project budgets in direct costs, and retains
the 1.5 percent paid by the Commonwealth Government on top
of schools’ allocations for program administration. When each
Managing Contractors percentages are applied against the
approved project funding, the total projected overhead,
administration and management costs for P21 amount to 15.85
percent of project expenditures. This compares with costs for
the same elements in the Department's normal major capital
works program of 11.5 percent of project expenditures.

This equates to a 4.35 percentage point management premium
for the P21 program reflecting:

» Transfer of time and cost risks to the Managing Contractors;
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(iv)

e 2,370 P21 projects to be completed within the limited time
period with work underway on over 2,000 projects
simultaneously at peak;

« A greatly shortened planning and procurement process;
Increased levels of reporting and transparency; and
Lack of program flexibility due to the Commonwealth's BER
Guidelines.

It is noted that both the BER Program and the Department's
normal capital program have the following common elements:

* Adoption of the School Facilities Standard and the design
templates

* Work is undertaken in operating schools with consultation;
and

* Level of public accountability.

Does the ICG have any information that would assist the Review
to determine whether the difference in price paid for BER
projects compared with their equivalent projects under business-
as-usual was reasonable in the circumstances of the BER? Has
the ICG engaged any third parties to examine the issue on its
behalf? If the ICG has not investigated this issue, could an
explanafion be provided as to why?

Business-as-usual (BAU) has not built as many facilities in as
many schools simultaneously as what is being delivered under
P21. BAU costings were used as a guide in original costings and
budgets, but the BER Program Office modified them in line with
the P21 program characteristics (Tab B).

The BER Program Office has completed a comparison BAU for
the MDR buildings. The comparison is limited and is
summarised below:

An exercise entitled “P21 ECS Comparison vs Capital Works —
MDR Double Homebase Building” has been prepared. This
document compares the average ECS cost based on 84
projects with three capital works MDR projects (at The Junction,
Eleebana, Byron Bay and Hallidays Point).

In this exercise, the average ECS for BER MDRs is $826,448.

The average among the four BAU projects is $752,058, a
difference of $74,390 per project. Put another way, in this
exercise BER MDRs are 10 per cent more costly than BAU.

Additionally, it should be noted that in this analysis, project
management fees were four times greater in BER MDR projects,
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and items including IPO Project Management Cost and MC
Incentive Payment are not factored in.

That having been said, it is inaccurate to suggest that every
similar library with an approved funding will cost $850,000. A
separate analysis by the BER Program Office found that under
the Department of Education and Training's capital works
program the average cost of building, designing, delivering and
installing an MDR is $337,700 and that the average cost under
the P21 program is $403,900.

As well, additional works need to be undertaken to complete the
building so that staff, students and the school community can
start using it as, for example, a new classroom. These works
include:

* Project management (eg the cost of tendering and
appointing contractors, administering the contract,
scheduling all works on-site, monitoring the project program
and reporting on progress, expenditure and risk
management).

» Site supervision (eg occupational health and safety
management on-site and trade license and working with
children checks).

» Preliminaries (eg site establishment and disestablishment),
site accommodation, site labour, temporary works, site
fencing, security etc).

« Superstructure works (eg stairs, ramps, landings,
foundations, handrails, building skirt, furniture and shelving,
window security grills, internal wall partitions, internal
floorings and painting, power wiring and data cabling,
internal gas, water and sewerage infrastructure and fixtures
etc).

» Site works (eg site clearing works, removal of fill or dirt,
make-good works, external ground works, landscaping,
including covered walkways).

» Site services (eg provision of gas, water, sewerage services,
power and data cabling infrastructure to the new building
location).

The average cost of these additional works under the
Department of Education and Training's capital works program
is $414,300. The average cost under the P21 program is
$409,165.

This means that the average total cost of all the works required

to complete an MDR building project under the Department of
Education and Training's capital works program is $752,000.
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The average total cost under the P21 program is $813,155. An
increase of 8%

This is a small sample comparison between the two programs.
Further analysis is required.

(v}  Does the ICG have any information concerning the uniformity or
otherwise of any premium paid for BER projects by region, class
of project, management arrangement, etc.

The BER Program Office tracks all project costs. The tracking is
based on facility type, location and school specific issues that
result in the costings and the Managing Contractors delivery
methodology and the tendered management fee. The BER
Program Office uses management fees tendered by respective
Managing Contractors on projects.

Price information for BER Projects

The non-availability of price information for individual BER projects has
been raised with the review by the Principals’ Associations and has
been an issue in the media.

The case put to the Review is that the funds were allocated to schools
and that some school communities (school councils, etc) then took a
close interest in what they were getting for the allocation and put
substantial pressure back onto the Principal fo obtain detailed costings
for project proposals. These costings were often not made available to
the Principals until very late in the construction process (sometimes
after completion) causing considerable dissatisfaction within the school
community for what should have otherwise been a positive experience.
The Associations advised that Principals would not normally receive
detailed costings for infrastructure projects undertaken by the
Department on school sites.

Can the Department provide the Review with its views on the accuracy
of the allegations and, if they are substantially correct, provide the
Review with an explanation for the Department’s position. Any other
material on this subject that the Department can provide to the Review
would be appreciated.

The BER Program Office is publishing on the NSW BER website
summary cost information for every school project at three stages.
These are: at the Estimated Construction Sum (ECS) stage; the
Benchmark Value stage; and the actual construction sum at
completion, once final project costs are known. Information is provided
to school Principals prior to it being published online.

The information published is broken down into 13 headings. Principals
are provided with a further detailed cost breakdown on request.
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As at 26 May 2010, the BER website is showing cost breakdowns at
Estimated Construction Sum (ECS) stage for over 1,861 P21 school
projects.

The process of preparing information for publishing requires a number
of checks and balances to ensure the cost information is correct. As
such, there is sometimes a delay in publishing the information.

The Department made a deliberate decision to publish this information
for two reasons:

« to be transparent and to demonstrate transparency; and

» to provide an informal review, or audit of each schools costs by
allowing school communities to review and question the published
information.

This decision was made and enacted in early 2009 but not apparent
until after the website was launched in August 2009. Information to
schools and on the web site was only available once the ECS was
accepted by the IPO. ECSs were not available for the majority of
schools until late 2009. These records can be provided if required.

Further delay in providing information occurred in some areas due to
the difference in policy from business as usual. As stated by the
Review, Principals would not normally receive detailed costings for
projects undertaken by the Department on school sites. As a result,
some operatives within the IPO team were not aware of, or were
hesitant about, the policy to provide detailed cost information.

A recent survey by the Australian Primary Principals Association
(APPA) suggested that almost half the Principals surveyed did not
think they had access to cost information. This was a surprise and
concern to the IPO. It appears that despite advising Principals through
both IPO and APPA communiqués, they remained unaware of the
policy of the IPO. Since then, the policy has been reinforced through
the IPO Principal Liaison Officers, further communiqués and publicly
through the media and presentations.
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Probity and Risk

The Review requires a comprehensive outline of the approach taken to
the probity and risk management in the BER program inciuding the
audit strategy adopted and the timelines for development and
implementation of that strategy. The rationale for the decisions about
the level of audit and the areas of the program selected for audit will
need to be provided.

A program of this value, size and speed combined with delivery by a
newly established management team and procurement model posed
significant risk in delivery. This was recognised by the Department
before establishing the IPO.

To ensure these risks were appropriately managed, the following steps
were undertaken in developing a risk management culture through the
IPO for the delivery of the BER program:

« The establishment of an IPO governance unit with the advice of an
independent Probity and Governance adviser, Procure Group.

¢ The establishment of a sub-committee of the Department's Audit
and Risk Committee for the IPO.

« Consultation with the Independent Commission Against Corruption.

« The early preparation of an IPO Risk Register by senior
management in consultation with the Department's Internal Audit
Unit, the NSW Taskforce and the independent Probity and
Governance adviser, Procure Group. This risk register is reviewed
regularly by senior management of the IPO and the Audit and Risk
Sub-Committee.

« An audit plan overseen by the Audit and Risk Sub-Committee
where possible, coordinating audits by the NSW Audit Office, the
NSW Nation Building and Jobs Plan Taskforce, the Department’s
Audit Directorate and the IPO's Governance Unit.

To date the following organisations and units have or are conducting
audits and reviews of the delivery of the BER program:

« The Australian National Audit Office
e The BER Implementation Taskforce
e The NSW Auditor General

e O’Connor Marsden {on behalf of the NSW Nation Building and
Jobs Plan Taskforce)

+ Deloitte Forensics
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