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Pursuant to sections 25 and 25AA of the Ombudsman Act 1973, | present to
Parliament my report of an own motion investigation into ICT-enabled projects.
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Foreword

1.

FoHaiccuss

-

The management of information and communication technology enabled
(ICT-enabled) projects at the state, national and international level, in
both the private and public sectors, has been the subject of considerable
research and debate over recent years. The consensus is that these
projects are often poorly managed and failures are common.

In Victoria over the last few years, in our respective roles as
Auditor-General and Ombudsman, we have tabled in Parliament a
number of reports relating to ICT-enabled projects. These reports have
identified significant shortcomings in the public sector’s management of
such projects and have included numerous recommendations about how
such management can be improved.

Despite these reports, we see little sign of lessons learnt in the public
sector. The evidence to date is that the public sector is not managing
ICT-enabled projects effectively, as demonstrated by the current
difficulties that Victoria is facing in this area and the increasingly adverse
public comment about major ICT-enabled projects. A new and more
disciplined approach is required if the government is to avoid being
faced with continuing cost overruns and failures to deliver.

This investigation was conducted by the Victorian Ombudsman under
the Ombudsman Act 1973 and two of the Auditor-General’s staff were
seconded to the project.

The investigation has examined 10 major ICT-enabled projects in the
Victorian public sector. It identified that despite the extensive guidance
and literature available, agencies are making the same mistakes around
planning, governance, project management and procurement that our
offices have observed and reported on for some years. This includes
the lack of accountability of those responsible for these project failures,
especially senior agency executives and the Department of Treasury
and Finance.

We recommend a strong and coherent framework for the development
of future ICT-enabled projects. This report advises on how projects can
be better managed in the future. Given the significant rate of change in
ICT, it is also imperative that any management framework has sufficient
flexibility to respond quickly and effectively to change.

The report makes 58 recommendations that if adopted will improve
the way that current and future ICT-enabled projects are planned and
delivered.

We both strongly support the conclusions and recommendations made
in this report.

D D R Pearson
OMBUDSMAN AUDITOR-GENERAL

G E Brouwer

foreword
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Executive summary

9.

10.

1.

12.

13.

In the current technological environment, the government would be
unable to function without efficient and effective information and
communication technology (ICT). ICT systems store and communicate
information about government business and in many cases are used
to administer front line services to the public. Despite this, many
government ICT systems are dated and lack the required functionality.

In Victoria over the last few years, government ICT projects have often
been in the media for the wrong reasons. There have been a number

of high profile cost and time blow-outs in ICT and both the Auditor-
General and | have tabled reports in Parliament that relate to ICT-enabled
projects. These reports have included numerous recommendations for
the better management of ICT-enabled projects.

National and international research has concluded that ICT-enabled
projects are poorly managed and failures are common. Research also
indicates that the private sector and overseas institutions have their
share of ICT project disasters with reports of cost overruns of 200 per
cent, schedule overruns of 70 per cent and some 80-20 per cent failing
to meet performance objectives!

Despite the research and Ombudsman and Auditor-General reports,
there are few signs that any lessons have been learnt in the public sector.

Each of the 10 projects | examined failed to meet expectations; most
failed to meet delivery timeframes; and all ran over budget. The original
budgets for these projects totalled $1.3 billion. The latest estimated cost
is $2.74 billion - an additional $1.44 billion cost to government.

Each of the 10 projects | examined failed to meet expectations
and all ran over budget.

14.

On average, projects will have more than doubled in cost by the time
they are finished. Two of the projects will have more than tripled their
original budgets in order to reach completion: CRIS, originally budgeted
at $22 million, has cost $70 million; and Link, originally budgeted at $59
million, would cost $187 million if it were to be completed. Together, the
two largest projects will require almost $600 million more than originally
planned: myki, originally costed at $999 million, will require at least

an additional $350 million to complete and HealthSMART, originally
budgeted at $323 million, will require an additional $243 million to
complete.

On average, projects will have more than doubled in cost by
the time they are finished.

1

B. Flyvbjerg and A. Budzier, ‘Why Your IT Project May Be Riskier Than You Think’, Harvard Business Review, 2011,
Dr R. Young, Case Studies- How Boards and Senior Management Have Governed ICT Projects to Succeed (or Fail),
Standards Australia, Sydney, 2006.

4 investigation into ICT-enabled projects



15.

16.

www.ombudsman.vic.gov.au

There has also been abject waste. Victoria Police spent $59 million on
Link over four years, only for it to be cancelled. VicRoads spent $52
million on RandL which has not yet made it past the design phase. There
is also a cost attached to delay: in many of the projects | examined, delay
was a significant cause of cost overruns.

The overall figures quoted above are significant. They represent many
foregone hospital beds, trains, teachers, police and child protection
workers. It is critical that government manages and reins in these costs if
it is to achieve better outcomes.

Common themes

17.

My investigation identified a number of common mistakes and
problems with how ICT-enabled projects are managed. Generally,
these issues are not new. They have been discussed in previous reports
by the Auditor-General and me, as well as in other literature published
nationally and internationally on ICT-enabled projects. In many ways,
this makes my conclusions even more concerning as agencies should
have been aware of the key issues in ICT-enabled projects and taken
steps to address these.

1. Leadership, accountability and governance

18. Too often, there was muted acceptance that all ICT-enabled projects go
wrong; responsibilities were so diffused that it was difficult to identify
who was accountable; or there was a tendency to blame those previously
involved. Leadership from the top is required if this is to change.

Key issues

* Roles and responsibilities for ICT-enabled projects were often not
clearly defined, acknowledged and accepted.

« Senior officers appeared reluctant to make critical decisions about
projects.

* Many of the project steering committees? did not have the requisite
expertise.

e The Department of Treasury and Finance (DTF) could have taken a
more pro-active role in many of the projects.

¢ The effectiveness of DTF’s Gateway Review process was limited by its
reliance on agencies engaging in and being supportive of the process,
which often was not the case.

+ The government announced its 'high-value and high-risk’ process
in December 2010; however, there is limited publicly available
information about the process and some witnesses from DTF and
departments remained unclear about it.

2

The terms ‘steering committee’ and ‘project board’ are used interchangeably, but both refer to a governing body. | have
used the term ‘steering committee’ throughout this report.

executive summary
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2. Planning

19. None of the projects investigated was well planned. Agencies failed to
commit the necessary time and effort into planning and business case
development, which led to significant differences between the planned
and actual time, costs and outcomes.

Key issues

* In some cases, optimism bias led to costs and timelines being based
upon hope, rather than evidence or comparisons with similar projects
and despite advice from experts and vendors.

* Agencies often gave the government no choice other than to invest in
the agency’s preferred option and failed to provide government with
adequate advice to make an informed decision.

» Business cases for many of the projects were not updated throughout
the life of the projects. In some cases, they were not read by key
people.

» |nsufficient attention was given to managing or mitigating risks.

3. Funding

20. The current model for funding major ICT-enabled projects needs
improvement. My investigation identified that it can lead to insufficient or
inconsistent oversight of public expenditure and inadequate planning or
confirmation of cost estimates. It can also encourage agencies to create
‘big vision’ projects, which are inherently complex and risky.

Key issues

+ Agencies felt the need to create ‘big vision’ projects to capture the
government’s attention, which increased complexity and risk.

* In some cases the Cabinet budget committee® only partially funded
projects, but agencies failed to revise the scope of the projects to fit
within the allocated budget.

+ Public announcement of major project funding decisions prior to
business case development resulted in business cases being rushed
and projects being ‘shoe-horned’ into the published funding ceiling.

+ The costs and timelines of comparative projects were sometimes
ignored.

+ Projects funded internally have not been subject to the same level of
scrutiny as projects funded by the Cabinet budget committee.

+ Agencies were unable to identify the cost of significant projects with
any accuracy.

3 Following the 2010 Victorian State Election, the new government replaced the Expenditure Review Committee (ERC)
of Cabinet with the Budget and Expenditure Review Committee (BERC). As these two committees both reviewed
project funding requests, for ease of reading, | have referred to the ‘Cabinet budget committee’ throughout this report.

investigation into ICT-enabled projects
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4. Probity and procurement

21.

In large, complex ICT-enabled projects, it is particularly important that
agencies adopt rigorous probity and procurement practices. However,
my investigation identified a ‘tick-the-box’ approach to probity and
procurement practices that failed to make the most of purchasing
opportunities.

Key issues

*« Agencies appeared to pay limited regard and expended minimal
funds on probity advice and audit.

* Agency and probity practitioner responses to conflict of interest
sometimes failed to recognise the importance of the perception of a
conflict of interest.

 Agencies tended to purchase off-the-shelf systems and customise
them to such a degree that the benefits were lost to government.

¢ Government should explore new procurement methods for
ICT-enabled projects.

¢ Large vendors are well-versed and experienced in contract
negotiations, putting relatively inexperienced government staff
at a disadvantage.

5. Project management

22.

Many resources exist that can assist agencies to manage ICT-enabled
projects well, including the Auditor-General's guide, /Investing Smarter in
Public Sector ICT: Turning Principles into Practice.* However, the public
sector’s lack of competence in ICT contributed to its inability to manage
ICT-enabled projects and to project failures. It also led to a dependency
on expensive, contracted staff who often do not share public sector
values. More work is required to attract skilled ICT staff to government.

Key issues

¢ Several agencies failed to act with enough urgency to address
potential problems and in doing so allowed the issue to escalate.

¢ There is a shortage of skilled senior project managers with relevant
ICT experience in government. To compensate, agencies often
appoint expensive contractors or inexperienced public sector staff.

¢ Managing vendor and user relationships can be a complex exercise
and agencies have adopted differing approaches to this problem with
different degrees of success.

+ Approaches to training staff were varied and not always effective.

a

Victorian Auditor-General’s Office, Investing Smarter in Public Sector ICT: Turning Principles into Practice (2008)
<www.auditvic.gov.au>.

executive summary
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Framework to better manage ICT-enabled projects

23. The framework within which agencies seek funds, manage and review
projects needs to be improved. Many consider that ICT-enabled projects
should be treated no differently than other significant business projects.
However, the scale of the problem suggests that significant ICT-enabled
projects should be treated as a special case at least until the bureaucracy
is sufficiently experienced to handle these projects well.

24. ltisin this light that | have developed a framework that builds on current
guidance and advice from the Auditor-General and DTF and provides a
practical solution to many of the problems commonly encountered. The
framework contains 42 recommendations based around the following
five common themes. | have also made 16 recommendations in relation
to the 10 projects | investigated. The government may wish to consider
establishing a sub-committee of Cabinet to oversee the ongoing delivery
of ICT-enabled projects and the implementation of my recommendations,
which | consider should be applied to such projects over $20 million.

Leadership, accountability and governance

* Agency executives are to show stronger leadership; robust
governance practices are to be implemented; and project staff are to
be held to account for the performance of ICT-enabled projects.

 The role of DTF in ICT-enabled projects is to be enhanced and
the value of Gateway as a mechanism for external oversight and
accountability is to be capitalised.

Planning

+ Business cases for some of the projects | examined were not
subjected to adequate scrutiny. | have made recommendations to
improve the level of scrutiny applied. The government’s *high-value
and high-risk’ process introduced in 2010 also provides for increased
scrutiny of business cases.

Funding

« Agencies are to adopt a whole of life approach to costing and funding
major ICT systems and DTF is to assist by establishing a maintenance
and replacement fund for these systems.

* The government is to consider refining how projects are funded to
make agencies more accountable to government throughout the life
of major ICT-enabled projects.

investigation into ICT-enabled projects
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Probity and procurement

e Agencies are to adopt stricter probity practices.

 Agencies are to adopt robust approaches to purchasing ICT systems;
DTF is to explore the potential to harness best practice procurement
practices from other countries; and the Victorian Government
Solicitor’s Office is to examine and endorse all proposed contracts

before they are signed to ensure the contract protects the interests of
the state.

Project management

¢ Agencies are to adopt established project management methods.

« DTF and the State Services Authority (SSA) are to develop strategies
to recruit and retain skilled ICT staff within government and better
monitor the quality of work provided by contractors.

executive summary
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Background

What is ICT?

25.

26.

27.

ICT ‘covers all forms of computer and communications equipment and
software used to create, design, store, transmit, interpret and manipulate
information in its various formats. Personal computers, laptops, tablets,
mobile phones, transport systems, televisions, and network technologies
are just some examples of the diverse array of ICT tools’®

ICT lies at the heart of all government operations. It provides the

tools for day-to-day communications, as well as time and document
management within the office. It holds the data related to the business
of each government agency, which is increasingly being analysed and
is providing essential information to government for planning and
policy development. ICT plays a significant part in the lives of people in
the community and provides the mechanism by which government is
involving and informing the community about its activities.

My investigation has examined ten ICT-enabled projects - these are
projects seeking to transform government business and services,

which are enabled by ICT. It is important to understand the difference
between a ‘technology’ project (for example, the replacement of an

item of communications equipment) and a business transformation
project enabled by ICT. While the former may be the responsibility of ICT
experts, the latter must be driven by the business to succeed.

History

28.

29.

In 2005 | reported on significant problems with the Victoria Police

Law Enforcement Assistance Program (LEAP) database system and
recommended its replacement.? In 2005 and 2007 | recommended the
development of a new system to manage VicRoads’ registration and
licensing processes.” It is now 2011 and despite the expenditure of many
millions of dollars, little if any progress has been made to develop new
systems.

In 2008, the Auditor-General raised similar concerns regarding the
disappointing results of ICT-enabled project developments in Victoria
and published a guide, /Investing Smarter in Public Sector ICT: Turning
Principles into Practice.®

University of Queensland, What is ICT? (2011) <http:/www.ug.edu.au/ict/what-is-ict>.

Office of Police Integrity, /nvestigation into the Victoria Police’s Management of the Law Enforcement Assistance
Program (LEAP) (2005) <www.opivic.gov.au>. | tabled this report in my previous capacity as Director, Police Integrity.
Victorian Ombudsman, Own motion investigation into VicRoads registration practices (2005) and /nvestigation into
VicRoads Driver Licensing Arrangements (2007) <www.ombudsman.vic.gov.au>.

Victorian Auditor-General’s Office, Investing Smarter in Public Sector ICT: Turning Principles into Practice (2008)
<www.auditvic.gov.au>.

investigation into ICT-enabled projects
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In 2009 and 2010, | tabled in Parliament two reports into Child
Protection, Department of Human Services (DHS) and | commented on
the operation of the Client Relationship Information System (CRIS).°

| made recommendations for it to be reviewed; however, the CRIS system
is still struggling to meet the needs of the department.

There has also been wide media coverage over recent years of other
government ICT-enabled projects, such as the new public transport
ticketing system (myki) and HealthSMART, which have been criticised
for not meeting budget and delivery deadlines and failing to meet
expectations. The costs of these systems are significant and have
spiralled to levels well beyond those estimated at the commencement of
each project.

These problems and issues are not confined to Australia or the

public sector. Research indicates that the private sector and overseas
institutions have their share of ICT project disasters. An article in the
Harvard Business Review of September 2011° states that ‘one in six of
the projects [examined had] a cost overrun of 200% on average, and a
schedule overrun of almost 70%’.

In Australia, a Standards Australia publication in 2006" cited:
« 15-28 per cent of ICT projects are abandoned before completion

« 30-40 per cent of ICT projects experience some form of escalation
with cost overruns averaging 43-189 per cent

» 30-40 per cent of projects are implemented without perceptible
benefits

* 80-90 per cent of ICT investments fail to meet their performance
objectives.

These figures and cases are disturbing and led me to gquestion the ability
of government to efficiently and effectively manage the development
and implementation of ICT-enabled projects. In examining this question, |
have been mindful that at the Federal level, Sir Peter Gershon undertook
the Review of the Australian Government’s Use of Information and
Communication Technology in 2008 and in March of this year, the United
Kingdom’s Cabinet Office released a paper on Government ICT Strategy
aimed, among other things, at strengthening governance and reducing
waste and project failure.

Investigation

35.

With the above in mind, | met with the Auditor-General and we agreed
that it was timely to review Victorian government ICT-enabled projects.
We agreed the investigation would best be undertaken under the

provisions of section 14 of the Ombudsman Act 1973 (the Ombudsman

9 Victorian Ombudsman, /nvestigation into the Department of Human Services Child Protection Program (2009) and

Own motion investigation into Child Protection - Out of Home Care (2010) <www.ombudsman.vic.gov.au>.

10 B, Flyvbjerg and A. Budzier, ‘Why Your IT Project May Be Riskier Than You Think’, Harvard Business Review, 2011.

1l

Dr R. Young, Case Studies- How Boards and Senior Management Have Governed ICT Projects to Succeed (or Fail),
Standards Australia, Sydney, 2006.
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Act), with the assistance of performance and financial audit staff from
the Victorian Auditor-General’s Office (VAGO).

36. | would like to take this opportunity to express my appreciation to the
Auditor-General for providing two experienced staff to assist with this
investigation. Their contribution has been significant and has also been
positive in fostering stronger working ties between the two offices.

37. On 13 April 2011, | informed the Premier of this investigation and on
21 April 2011, | informed the relevant Ministers and principal officers.

38. | decided to investigate 10 high-risk, high-dollar and complex projects
across a range of departments and agencies in the Victorian public
sector. In my view, these represent a significant sample of government
ICT-enabled projects. These are:

—_

Link, Victoria Police
HealthSMART, Department of Health (DOH)
myki, Transport Ticketing Authority (TTA)

Registration and Licensing - RandL, VicRoads

NN N

Client Relationship Information System - CRIS, Department of Human
Services (DHS)

6. Ultranet, Department of Education and Early Childhood Development
(DEECD)

7. Integrated Courts Management System - ICMS, Department of
Justice (DOJ)

Property and Laboratory Management - PALM, Victoria Police
HRAssist, Victoria Police

10. Housing Integrated Information Program - HIIP, Office of Housing'"
(Housing), DHS).

39.  This investigation was initiated to determine:

« whether the projects were over-budget and/or delayed and the
reasons for this

* whether the ICT systems met the needs for which they were
designed and if not, what went wrong

* who should take responsibility for project failures
* what are the lessons to be learned.

40. An objective of the investigation was to make recommendations for the
future management of significant ICT-enabled projects in government.

12 A division of the Department of Human Services.

12 investigation into ICT-enabled projects
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My investigators met with or formally interviewed over 100 people,
including public officers, contractors, private sector individuals, industry
experts, Ministers and secretaries. Three parties requested legal
representation and this was agreed to. My investigators also conducted
site visits to two child protection offices (regarding CRIS), two housing
offices (regarding HIIP), three hospitals (regarding HealthSMART), two
regional education offices (regarding Ultranet) and the Supreme Court
(regarding ICMS).

While there are many people involved in the management of these
projects, my investigation concentrated on senior project staff, business
owners and users of the systems who had a significant influence on, and
interest in, the projects’ outcomes.

Cabinet documents

43.

44,

45,

46.

47.

In May 2011, | sought a range of Cabinet documents from the Department
of Premier and Cabinet. As the documents concerned the current and
former government, the Secretary, Department of Premier and Cabinet
consulted with both the Premier and the Leader of the Opposition in
relation to my access to the documents.

In September 2011, the Secretary, Department of Premier and Cabinet
informed me that the current government’s documents would not be
provided as the Attorney-General had formed the view and certified
that the requested documents relate to ‘the deliberations of Ministers’
for the purposes of section 19(1) of the Ombudsman Act. This is the first
occasion of which | am aware of an Attorney exercising his power to
certify under section 19, the effect of which is to make the facts certified
conclusive.

The Leader of the Opposition also relied on section 19 to refuse my
request for the former government’s Cabinet documents basing his view,
at least in part, on the current government’s practice.

Section 19 provides that | may not compel the provision of such
documents, but it does not prevent access being provided. | am
concerned that the willingness to rely on section 19 as a basis for refusal
unnecessarily impedes my investigation. In saying that, | accept that

the security of Cabinet information is essential for the maintenance of
effective government; but such security should not (and in the past did
not) necessitate Cabinet documents being withheld when relevant to my
investigations. While in the past, departments and Ministers generally
provided access to Cabinet material when requested, it was on the basis
that section 19 is discretionary, not obligatory.

| consider that this investigation was hampered by these section 19
decisions as my investigators were unable to review funding submissions
to the Cabinet budget committee to assess the adequacy of advice
provided to the government by the relevant agencies and central
government. | was also unable to access a review conducted into myki

background
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in 2011, which informed the government’s decision of the project; and a
review conducted into the VicRoads RandL project in 2011,

48. | note that the Victorian Auditor-General has a statutory entitlement to
access Cabinet documents and | am unaware of any reason beneficial
to good and open government for my office not to have similar access.
| consider that the government should give consideration to the early
repeal of section 19.

CenlTex

49.  In July 201, | decided to add CenlTex to the scope of my investigation.
CenlTex is an ICT shared services agency set up as a State Owned
Enterprise by the Victorian Government to centralise ICT support to
government departments and agencies.® | proposed to investigate
whether CenlTex was meeting its objectives in terms of value for
money and delivery of services, owing to concerns raised with me
about these issues.

50. In September 2011, the Hon. Gordon Rich-Phillips, Minister for Technology
and Assistant Treasurer informed my office that he had requested the
State Services Authority (SSA) to conduct a full review of CenlTex.
| obtained a copy of the terms of reference of the investigation, which
indicated that there would be significant duplication of effort by my
office and the SSA. As a result, | decided to remove CenlTex from
the scope of my investigation. | understand the SSA review is to be
completed by February 2012.

Report structure
51. My report is divided into three sections:
1. Common themes

A discussion of the common concerns identified across
the 10 projects | examined.

2. Framework to better manage ICT-enabled projects and
recommendations

A list of 42 recommendations, which address the common
concerns and provide a strong framework for the management
of ICT-enabled projects in the future.

3. Case studies

A synopsis of the events, key issues and cost and delivery
timelines for each of the 10 projects, as well as recommendations
for each project.

13 | have used the term ‘agencies’ to include government departments and statutory bodies, for ease of reference
throughout this report.

investigation into ICT-enabled projects
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Common themes

52.

53.

My investigation of Victorian government information and
communication technology-enabled (ICT-enabled) projects identified a
number of common concerns around:

« leadership, accountability and governance
* planning

* funding

* probity and procurement

* project management.

Generally, the issues that | have identified are not new. They have been
discussed in previous reports by the Auditor-General and me, as well as
in other literature published nationally and internationally on ICT-enabled
projects. In many ways, this makes my conclusions even more concerning
as agencies should have been aware of the key issues in ICT-enabled
projects and taken steps to mitigate these.

common themes
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1. Leadership, accountability and governance

Key issues

« Roles and responsibilities for ICT-enabled projects were often not
clearly defined, acknowledged and accepted.

« Senior officers appeared reluctant to make critical decisions about
projects.

« Many of the project steering committees did not have the requisite
expertise.

+ DTF could have taken a more pro-active role in many of the projects.

+ The effectiveness of DTF’s Gateway Review process was limited by its
reliance on agencies engaging in and being supportive of the process,
which often was not the case.

* The government announced its 'high-value and high-risk’ process
in December 2010; however, there is limited publicly available
information about the process and some witnesses from DTF and
departments remained unclear about the process.

Who is accountable for the project?

54.

55.

56.

57.

My investigators found that roles and responsibilities for ICT-enabled
projects were often not clearly defined, acknowledged and accepted.
Key documentation such as business cases, contracts or terms of
reference often do not clearly identify roles and responsibilities.

In some projects agencies prepared formal statements of responsibility,
particularly relating to the role of steering committees. However, even
where it was clear who was responsible for project shortcomings,
agencies seemed reluctant to hold them to account and | saw very little
evidence of staff movements as a result of poor project performance. Of
all the projects examined, only two instances illustrated that the failure
to achieve a significant project delivery led to the departure of a senior
officer, and both these related to the same project - myki. Even in these
circumstances, there was no official confirmation that their departures
were linked with project failure, and at least one of the individuals

was moved on to another opportunity in the public sector. Ultimately,
accountability for these projects rests with the principal officer of the
agency. If the project runs over budget and time, and fails to deliver, then
they should be held to account.

At a lower level, | saw evidence that project staff were rewarded for their
part in projects that ran over budgets and timelines. Agencies need to
be wary of the external impressions created where staff are seen to be
rewarded for their participation in such projects. Working hard in itself

is not a justification for reward, which should be tied to high levels of
performance and achievement of defined goals.

Some witnhesses displayed a lack of understanding of the principles
of accountability and often responsibilities were so diffused (among

investigation into ICT-enabled projects
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steering committees and the like), that no one individual could be or was
held to account.

At interview, witnesses stated that projects need experienced, committed
business users to take responsibility and control of projects, having

a strong vested interest in seeing the project through to completion
effectively and quickly. However, my investigators found that given the
length of time some projects ran, staff would move on, making it difficult
to hold the right people to account for the project delays and overruns.
The longer a project runs, the greater the opportunity to lay blame on
predecessors. Agencies need to think carefully about whom they assign
to projects and how to achieve continuity throughout the project.

A lack of leadership

59.

60.

ol.

62.

63.

Senior officers in agencies were often reluctant to make critical decisions
about projects such as placing them on hold or terminating contracts.
Projects seemed to develop a momentum once they were started and
good money was often thrown after bad.

One project manager explained that senior officers have their careers
vested in the success of these projects and are therefore reluctant to
admit defeat. There was also an often unfounded optimism that success
was just around the corner and that renewed commitments would see
outcomes delivered. Against this backdrop there was a tendency to
continue rather than terminate a project or contract, which brought
public scrutiny and criticism - not to mention significant wasted
expenditure.

In @ number of projects | examined - myki, HRAssist and the Integrated
Courts Management System (ICMS) for example - serious consideration
was given to cancelling the contracts and re-evaluating the projects.
Such decisions were not taken. In contrast, the initial contract for the
Housing Integrated Information Package (HIIP) project was terminated
by the Office of Housing (Housing) owing to poor vendor performance
and it was later re tendered: some have suggested that the subsequent
contract should also have been terminated. A decision, albeit tardy, was
also made recently by Victoria Police to cancel the Link project.

Where a project is no longer viable, desirable or achievable, leaders need
to step up and make tough decisions. There needs to be a shift away
from seeing cancelling projects as a sign of failure. Rather, it is often an
indication of the high risks associated with ICT-enabled projects and the
rate of change in technology and the public sector.

It is important that secretaries and Ministers provide more critical
oversight of ICT-enabled projects. | identified few examples of
departmental secretaries becoming actively involved in failing projects
or holding their executives to account for failures. The Secretary,
Department of Health (DOH) became actively involved in the
HealthSMART project after ongoing, poor vendor performance. She
held teleconferences with the vendor’s chief executive in the United
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States and demanded better resources be placed on the project. Her
intervention was successful. In response to my draft report, the Secretary,
DOJ stated that she was ‘personally involved in discussions with vendor’s
executives at critical points during the [ICMS] project delivery’.

64. In contrast, the HIIP project was allowed to run three years behind
schedule before the Secretary, Department of Human Services (DHS)
became directly involved by initiating an independent review and
subsequently engaging an independent Project Director. In my view, the
Secretary should have become more actively involved much sooner.

Poor governance

65. | identified differing arrangements for the governance of major ICT-
enabled projects. While all had project managers, in some cases more
than one, some had:

« steering committees (sometimes referred to as project boards), of
which some had executive responsibility while others performed an
advisory role only

* executive sponsors or senior responsible officers
* a project management office to support the project.

These resources were often public sector employees but in many cases,
contractors were employed in these roles.

66. In my view, the nature of the arrangements an agency has in place
to govern such projects are less important than having a clear
understanding of:

* what and where responsibilities lie

* how decisions can be best made to expeditiously and effectively
progress the project

* how accountability is measured and effected.

67. It is also important that those charged with the responsibility have the
appropriate level of authority. For example, the myki board had regulated
responsibility to deliver the myki system yet it did not have the authority
to agree to or expedite policy changes. This impacted on project delivery.

68. Having a well functioning steering committee (the committee) is integral
to the success of a project and should include a committee chairperson
who is ultimately responsible for the project with the advice of the
committee. The committee must have people with relevant experience
to provide advice. In this regard, some of the projects | examined did
not have IT and business experts, users or independent members. Some
also invited vendors to meetings, while others did not. | consider vendors
should have a direct line of communication to the agency executive
responsible for the project or the chairperson of the steering committee
to ensure the executive or chairperson are fully informed about the
project.

14 A project management office should assist the project team by maintaining organisational standards for project
management and advising on methods and processes.
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The steering committee must not only have relevant experience, it must
challenge the project manager about failure to meet milestones and

ask the hard questions in order to drive the project to success. In this
regard, the initial myki board lacked the experience to challenge the
Transport Ticketing Authority (TTA) about the project; the Property and
Laboratory Management (PALM) project steering committee ‘seemed
quite happy to accept excuses and promises’ according to one witness
and failed to take timely action to address delays.

Role of the Department of Treasury and Finance

70.

71.

72.

73.

74.

Historically, it has been optional to have a DTF representative on a
steering committee. This was generally at the request of the agency and
not at the instigation of DTF. Most of the projects | investigated did not
have a DTF representative and of those projects that did, there was little
clarity about their role. Nothing was documented. It is also unclear how
DTF selected individuals to be on committees - one DTF representative
self nominated. In response to my draft report, the Secretary, DTF
advised that DTF targeted its representation on steering committees

on more complex and/or higher risk projects. | note that DTF was
represented on less than half of the 10 high-risk, high-dollar and complex
projects | investigated.

Two DTF steering committee representatives told my investigators

that their role on the committee was not considered as part of their
performance review and they were not accountable to anyone at DTF in
relation to this role. The representatives said they did not report back to
DTF about the project’s performance, overspends or delay: they saw their
responsibility as advising the agency, not DTF. Some agency staff stated
that they saw the role of the DTF representative to support the project
in discussions at DTF. In response to my draft report, the Secretary, DTF
confirmed that performance plans may not necessarily specify individual
tasks, such as representing DTF on steering committees. He stated they
would be clear about their accountabilities. However, this is contrary to
evidence received from DTF officers.

DTF has a vested interest in protecting the state’s financial interests, and
as such it has an interest in making sure that projects are delivered on
time, on budget and that they meet objectives. DTF has been involved
in most of the projects in some way, whether that be through advising
the Cabinet budget committee on a funding submission or through
membership on steering committees.

In my view, DTF needs to play a stronger role in ICT-enabled projects.
While it is ultimately the agency that is the owner of the project and is
accountable for the project’s success, DTF should be responsible for
ensuring the expenditure on these projects is in the public interest.

The government has signalled a move in this direction through its ‘high-
value and high-risk’ process. This process institutes a number of changes
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for projects that are considered high-risk (for example, some ICT-enabled
projects) or high-value (over $100 million total estimated investment)
including greater oversight and continuing involvement of the Treasurer.
While this process was instigated by the government in December 2010,
there is limited publicly available information about the process and
some witnesses from DTF and departments remained unclear about the
details of the process.

75. In response to my draft report, the Secretary, DTF stated that DTF had
exercised accountability in relation to the key projects that have been the
subject of this review. He further stated that the ‘high-value and high-risk’
framework has been implemented.

The Gateway Review process

76. DTF’s Gateway Review process (Gateway) should provide an
independent assessment of government projects at six key points
(gates) in the project. The process requires a team of four independent
reviewers to assess the project against pre-determined criteria. Each
review is conducted over four days and results are reported to the senior
responsible officer (SRO) only. | identified the following concerns about
the effectiveness of Gateway in relation to the projects investigated:

* Participation in Gateway is not mandatory
There was no consistency about whether reviews were undertaken,
or what gates were completed. The ability of agencies to opt-in and
out of specific gates undermines the effectiveness of the program.

« Addressing recommendations arising out of Gateway is not
mandatory
Some recommendations were addressed; others were ignored.
The documentation | sighted suggested some agencies
regularly continued to progress projects despite receiving red
or precautionary amber lights. The lack of accountability for
addressing Gateway recommendations undermines the value of
Gateway as a mechanism for external oversight.

* There is no reporting to the agency executive
Gateway reports were only provided by the Gateway team to the
SRO of the project and there was no onus on that person to report
concerns to more senior agency staff or to the steering committee.
In one case, the SRO was also the project manager, which again
diminished the level of scrutiny on the project. It was only when a
project received two consecutive red lights that the departmental
secretary was notified.

* There were concerns about the qualifications and appropriateness
of reviewers
At interview, some agency staff questioned the ability of
reviewers to understand the complexities of their projects. They
also expressed concerns about reviewers who were too focused
on process and who were unable to provide practical advice or
assistance.
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« There was insufficient focus on Gate Six, Benefits Realisation
Gate Six examines whether the benefits in the business case
have been realised. Only one of the projects | investigated
engaged in Gate Six, another is scheduled for November 2011.
DTF representatives interviewed did not place great emphasis on
Gate Six as the opportunity to influence the project has passed
by this stage. Post implementation reviews are important to
measure whether the project has achieved its benefits and to
identify learnings for the agency and government regarding project
successes and failures.

The ‘high-value and high-risk’ process has resulted in key changes to
Gateway, including a requirement that Gates One to Six be completed
for ‘high-value and high-risk’ projects and that any red lights for Gates
One to Four be reported to the Treasurer. While | note the government’s
renewed focus on external oversight and accountability, in its historical
form, Gateway has relied heavily on agencies engaging in and being
supportive of the process, which often is not the case. DTF seems to
have viewed its role as making the Gateway process available, but has
not previously capitalised on the value of Gateway as a mechanism

for external oversight and accountability. | consider DTF’s changes to
Gateway are necessary and that they would have been of benefit to
the projects examined by my office. In response to my draft report, the
Secretary, DTF stated:

The Gateway process was not intended as a mechanism for ensuring
the external accountability of project owners ... [Gateway] was
designed to encourage departments to undertake Gateway reviews
and to actively and openly participate in the review process (rather
than treating such reviews as a compliance exercise) and to learn
from review findings. We believe that this approach has been largely
successful.

| consider that there was an earlier opportunity to bring further rigour
to the management and oversight of complex and high-risk projects by
enhancing the Gateway process. Agencies did not universally adopt the
process for projects that would have benefited from Gateway Reviews.

| have made a number of recommendations in relation to Gateway later
in my report, including that Gateway be mandatory for all ICT-enabled
projects over $20 million. This should apply not only to future projects,
but to current projects, such as the VicRoads Registration and Licensing
(RandlL) project and HealthSMART, in order to minimise the problems
with these projects. In this regard, the Secretary, Department of Health
advised that HealthSMART is already subject to Gateway Reviews. The
Chief Executive Officer, VicRoads also noted that the RandL project has
been subject to Gateways 1-4.
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2. Planning

Key issues

« Agencies failed to commit the necessary time and effort to develop
business cases, which led to significant differences between the
planned and actual time, cost and outcomes.

* |In some cases, optimism bias led to costs and timelines being based
upon hope, rather than evidence or comparisons with similar projects
and despite advice from experts and vendors.

* Agencies often gave the government no choice other than to invest in
the agency’s preferred option and failed to provide government with
adequate advice to make an informed decision.

» Business cases for many of the projects were not updated throughout
the life of the projects. In some cases, they were not read by key
people.

* Insufficient attention was given to managing or mitigating risks.

Poorly developed business cases and optimism bias

80.

81.

82.

83.

My investigation identified that agencies failed to commit the necessary
time and effort in business case development, which led to significant
differences between the planned and actual time, cost and outcomes.
This is a clear failure to recognise that the early stages of a project
provide the greatest opportunity to influence project outcomes and
costs.®

The importance of a sound business case was not well understood.
Business cases appear to have been viewed only as a mechanism to
obtain funding and some agencies have approached them with a ‘tick-
the-box’ mentality. In at least one project, the business case was not read
by the project’s executive sponsor or DTF representative.

A business case provides the government with the information required
to make a fully informed decision whether to fund a new investment.

It also should provide a compelling, evidence-based argument for the
preferred option as well as discussing the viability of other options. It

is the vehicle for the agency to articulate all elements of a project -
options, timeframes, costs, objectives, milestones, risks and resources. It
is the roadmap for the project.

Many of the business cases that | examined failed to satisfy these
requirements. For example, the Link business case was rushed to meet
government budget deadlines. As a result, the business case significantly
underestimated the costs and complexity of the project, which was
suspended four years later when the true costs and complexity were
identified. This ultimately contributed to the failure of the project.

15 Department of Treasury and Finance, Business Case Guidelines, Victorian Government, Melbourne, 2006 cited in
Victorian Auditor-General’s Office, Investing Smarter in Public Sector ICT: Turning Principles into Practice (2008)
<www.audit.vic.gov.au>.
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HealthSMART had no business case, despite seeking over $300 million
in funding. Instead the funding submission was based on a high-level
strategy document and a 14-page implementation plan.

In most cases, | also identified a level of optimism bias, which is a well
recognised ‘tendency for project appraisers to be overly optimistic™®.
In the ICT-enabled projects that | examined, this manifested as a
propensity to be over-optimistic about timelines; to overestimate
benefits; and to underestimate costs and complexity. In some cases,
costs and timelines appeared to be based upon hope, rather than
evidence or comparisons with similar projects conducted elsewhere
nationally or internationally, and in spite of advice from experts and
vendors. It may also be a reflection of a perceived need to present
best case scenarios to have any success in achieving project funding.
Optimism bias led to significant delays, cost overruns and unachieved
benefits in several projects, including:

* The Ultranet project suffered from inadequate upfront planning
and a general disregard for industry and Gateway advice, which
indicated the project could not be delivered within the budget
and timelines. Ignoring this advice resulted in a failed tender that
cost around $5 million. It also set the project back by a year and
damaged the reputation of Ultranet.

« The revised HIIP business case indicated the project would be
completed by December 2008. All the vendors who responded
to the tender said achieving completion by this time was ‘virtually
impossible’. It appears the aggressive timeline was driven by the
previous failure of the HIIP project and a desire to push the people
involved. The project is yet to be completed.

* The myki business case indicated the project would be delivered
within two years - this was when the contract for the existing
ticketing system expired. No other project of this type had been
completed in less than five years. Unsurprisingly, the two-year
timeline was not achieved.

* In the case of HealthSMART, it was assumed the project would be
partially funded by partner agencies, which later proved incorrect.

* Many of the benefits in the Link business case were not measurable,
but were written to confirm government support. For example, the
business case stated that the project would lead to a reduction in
crime of five per cent. However, this was later revealed to be a ‘big
statement’, ‘pretty rough’ and ‘never measurable’.

Optimism bias has also had a human impact. It affected the morale of
staff working on the projects, who had to deal with the perception that
they had failed - although some expectations were clearly unrealistic.
It resulted in a need for project managers and sponsors to raise more
funding for the project and to deal with media ‘fires’ caused by the

16 Her Majesty’s Treasury, Optimism Bias (2011) <www.hm-treasury.gov.uk>.
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87.

88.

89.

90.

9l.

political concerns of the project going over budget or being delayed -
instead of focusing on delivering or driving the project. In the case of
myki, optimism bias in relation to delivery timelines contributed to the
public’s poor perception of the project and its continuing unwillingness
to use the new ticketing system.

There is an onus not only on agencies to ensure the business case is
sound and evidence-based, but also on DTF to challenge assumptions
in the business case in order to inform government decision-making.
The myki project timelines, in my view, should have rung alarm bells
for DTF. So too should the independent advice informing the Ultranet
business case and the Gateway Review, which indicated the project
was underfunded and had unrealistic timelines. | received evidence that
DTF has not been in a position to validate the cost estimates in ICT-
enabled project business cases. In my view, this is unacceptable and

is of particular concern given agencies’ apparent lack of attention to
preparing business cases.

| question whether DTF sufficiently and critically challenged the business
cases, given many projects appeared to be suffering from optimism bias
and failed to substantiate assumptions about costs and timelines. In
response to my draft report, the Secretary, DTF stated:

We are confident that DTF did rigorously challenge and test
assumptions in the business cases ... [but] DTF does not have access
to the Gateway Review reports. Such reports could therefore not be
used to inform DTF’s advice.

It is not clear how DTF can make a rigorous assessment of the business
case without access to this information.

To use an analogy, the business case is the road map for the project. If an
agency has an unreliable road map, it is unlikely to reach its destination

- that is, to achieve the required benefits within the budget and timeline.
While agencies may be anxious to commence a project, my investigation
has highlighted that they would be better served spending more time in
the planning phase to avoid the crises caused by poor planning later on.
When issues that could have been anticipated in planning are realised
later during the life of the project, a crisis is triggered, rather than a
planned response. This is particularly evident in the Link project.

| also note the reliance placed by agencies on private sector consultants
to develop their business cases. The agency has the best understanding
of its own business and the rigor associated with the preparation of the
business case is an essential part of developing a greater understanding
of the project, its dimensions, the options and particularly the risks.
Relying on consultants to undertake this work, with little or no oversight
from the agency, can lead to a lack of ownership, commitment and
understanding by the agency of critical aspects of the project. Thisis a
recipe for failure.
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Failure to provide government with a wide range of options

92.

93.

94.

Agencies often gave the government only two choices when proposing
an ICT-enabled project: a choice to do nothing or to invest in the
agency’s preferred option. The government should be provided with a
wide range of possibilities, including delivery options, policy changes and
non-technological solutions, so that it can make an informed decision
about which option represents best value for government.

For example, VicRoads requested $156 million for the RandL project,

but was allocated only $114.7 million. It prepared a revised business case
and identified two options: cease the project or reduce the scope to fit
within the funding. Both were described as ‘not viable’ and not meeting
community expectations. VicRoads did not present a viable option within
the allocated budget.

Only two options were provided to government for HealthSMART and
option one was to ‘do nothing’. The funding submission indicated that
this option was not viable and detailed many disadvantages and risks,
but did not discuss opportunities or strengths. It went as far as to state
that following this option could be assessed as ‘negligent’. Option two
(the preferred option) was to build a consistent ICT foundation across
half the Victorian public health service. This option was considered

to have many strengths and to provide many opportunities. The only
disadvantage or risk identified was the cost of the project.

Failure to understand business processes and old systems

95.

96.

97.

In a number of cases, insufficient planning led to a failure by agencies to
understand their existing business processes, the old system and what
they needed the new system to do. This in turn led to increased costs
and delays.

There was often a lack of documentation or understanding among staff
about the old systems, including business rules, the meaning of the data
collected and any interfaces with other applications:

« Link: insufficient planning resulted in a failure by Victoria Police to
identify the number and complexity of the existing LEAP interfaces
with other applications. The costs associated with interfaces were
significantly underestimated.

« HIIP: data migration proved more complex than expected as
the project team did not anticipate that data in the old system
would be inaccurate or that the business would be unaware of
the purpose of capturing some data. This led to increased costs
and delays. The data issues with the old system should have been
identified prior to going to market. An informed decision could then
have been made about whether it was cost-effective to transfer
20-years of data from the old system.

In a number of cases, business rules had to be reverse-engineered out
of old systems. This is a complex and costly exercise, the need for which
should have been identified in early project planning.
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98.

99.

Inadequate time and attention was given by some agencies to identifying
what the new system needed to do. This resulted in increases to the
scope of projects, which had a significant impact on project costs. In the
case of HIIP, a significant number of mandatory requirements were not
included in the request for tender or identified during workshops with
the vendors, including 312 reports which were identified throughout the
project at an extra cost of over $3.2 million. Fifty additional rent and
rebate reports delayed one aspect of the project by six months.

Evidence in relation to a number of the projects suggested more time
should have been allowed for working with the vendor early on to
develop the requirements for the system. Instead, | received evidence
that some agencies were more concerned with ‘getting early wins on
the board’.

Failure to update the business case

100.

101.

102.

103.

If the project is approved, the business case ‘becomes the core
governance document for managing and measuring the project’”.
However, many business cases were not updated throughout their life.
This was despite the projects continuing over several years or more,
during which time assumptions, risks, costs, timelines and technology
changed significantly.

For example, the ICMS business case costs, timeframes and risks were
based upon the assumption that a particular proprietary system would
be used. However, the vendor responsible for that system did not bid
for the project. The Department of Justice (DOJ) proceeded with a
procurement decision and did not update its business case until after
the 2009 VAGO audit. DOJ advised my office that it will re-consider the
business case again after a review of ICMS has been completed.

Good practice requires that the business case is:

* reviewed at key decision points by the steering committee to
ensure that the project remains desirable, viable and achievable'®

* used as a benchmark against which to measure project
performance

« ‘continually updated with current information on costs, risks and
benefits’.

Regular reviews of the business case also force a decision about whether
the project should continue on its current path. For example, do the
benefits of the project still outweigh the costs if project costs have
increased? My investigation identified a reluctance to consider these
issues once the project has started. Instead, | have observed a lack of
leadership and a lack of willingness to make hard decisions.

17 Department of Treasury and Finance, /nvestment Lifecycle Guidelines - Business Case (2008) <www.dtfvic.gov.au>.

18 Office of Government Commerce, Managing successful projects with PRINCEZ2™, 5th edn, The Stationery Office, United
Kingdom, 2009, p 21.

19  Ibid.
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‘Tick-the-box’ approach to risk management

104.

105.

106.

107.

108.

While the projects | examined had risk registers and risk was generally

a standing agenda item for steering committee meetings, insufficient
attention was actually given to managing or mitigating risks. Rather,
some agencies appear to have approached risk management with a
‘tick-the-box’ mentality - that is, the risk register is in place, risk is on the
agenda and this is sufficient. This is particularly concerning given the
high-risk nature of ICT-enabled projects.

The risk register, like the business case, must be a living document, which
is regularly reviewed throughout the project to ensure risks - new and
existing - are managed. One risk register for a project had not been
updated since its creation and risks were assigned to individuals no
longer involved in the project.

Other projects detailed specific risks in their risk registers, but failed to
manage them throughout the project.

In this regard, the March 2008 Link risk register included a high risk

that the level of effort required for systems integration (ensuring that
Link and other applications could communicate) would be greater than
expected. However, it was not until late 2009 that the project team
examined in detail the level of integration needed. In February 2010, they
estimated $50 million and an additional year of effort was required to
complete this task. Earlier attention should have been paid to this issue.
The risk could have been reduced by utilising more of the functionality of
the LEAP replacement product and reducing the number of applications
with which Link would need to communicate.

The Link business case also identified project management as a project
risk and a major contributor to the failure of 60-70 per cent of ICT-
enabled projects. Despite this, Victoria Police failed to appoint a single,
qualified project manager to run the project.

common themes

27



28

www.ombudsman.vic.gov.au

3. Funding

Key issues

+ Agencies felt the need to create ‘big vision” projects to capture the
government’s attention, which increased complexity and risk.

* In some cases the Cabinet budget committee only partially funded
projects, but agencies failed to revise the scope of the projects to fit
within the allocated budget.

* Public announcement of major project funding decisions prior to
business case development resulted in business cases being rushed
and projects being ‘shoe-horned’ into the published funding ceiling.

* The costs and timelines of comparative projects were sometimes
ignored.

* Projects funded internally have not been subject to the same level of
scrutiny as projects funded by the Cabinet budget committee.

* Agencies were unable to identify the cost of significant projects with
any accuracy.

Concerns about the Cabinet budget committee process

109.

0.

m.

From my investigation, it is clear that agencies have concerns about the
Cabinet budget committee funding process:

» Firstly, those concerns relate to a belief that total funding should
be sought up front: otherwise agencies feel they run the risk that
subsequent funding will not be received following changes to
government priorities, leaving them with a partially completed
project.

* Secondly, agencies also are mindful that the Cabinet budget
committee process is generally an annual event and one which
demands considerable negotiation and discussion throughout the
process and this introduces timing issues.

These two concerns can lead to agencies avoiding a staged
implementation that is dependent upon Cabinet budget committee
funding, preferring to avoid a revisit to the uncertainties of the
committee. This is disappointing as staged implementation may reduce
project risk and increase the likelihood the expected functionality will be
delivered at the expected cost.

Additionally, agencies are aware that the competition for funding from
the Cabinet budget committee is intense. In these circumstances,
agencies face stark realities in terms of determining the benefits of a
project in the context of other more ‘attractive’ projects, such as hospital
beds or police numbers. An unfortunate conseqguence of this is that it
encourages agency staff (as some witnesses attested) to create ‘big
vision’ projects, such as HealthSMART and ICMS, which are designed to
create interest and capture the government’s attention. While this
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approach could help secure the funding for the project, it increases
complexity and introduces a new set of risks associated with larger
projects.

Difficulties seeking funding to replace old systems

1n2.

3.

4.

Some agencies have retained old systems beyond their time, including
the VicRoads, Victoria Police and Housing systems, which are all around
20 years old.

In cases where funding is sought to replace old systems, the benefits
may not be significant and may, in the most part, be to mitigate the
costs of system failure. Such projects are often presented to the Cabinet
budget committee by agencies on the basis that the old system is no
longer viable and must be replaced. However, history tells us this is not
always the case. For example, in 1999, Housing argued that its system
was no longer viable and a replacement was needed. It is now 2011 and
HIIP is still not totally implemented. Given this, it is not surprising that
government affords lower priority to such projects.

Unfortunately, to contain cost estimates and to rein in expectations,
agencies have proposed high risk strategies such as little or no parallel
system running and reduced delivery timescales. If they receive approval,
their prospects of success are limited: often, they fail to gain funding. In
these latter circumstances agencies are left to manage as best they can,
often spending increasingly large sums to maintain existing systems with
no identifiable benefit.

Partial funding for projects contribute to poor outcomes

5.

116.

n7.

There are some examples where the Cabinet budget committee’s
decision was to only partially fund a project, leaving the agency to
determine how to deliver the project against an expectation that the
total project will still be implemented. This has led to agencies making
seemingly arbitrary decisions, such as bringing in delivery dates contrary
to well founded statements in the business case. It may also lead to an
agency delivering the project with reduced functionality or progressing
with the project as planned with the hope that additional funding will be
provided later on.

When VicRoads requested $156 million for the RandL project, the
Cabinet budget committee allocated only $114.7 million. VicRoads
continued with the project as planned, but | was not provided with any
evidence by VicRoads or DTF to suggest that this project could be
delivered for $114.7 million.

In response to my draft report, the Secretary, DTF stated that ‘the
amount of funding provided [to VicRoads] was not intended to fully fund
the project. Rather the project was funded in a staged approach’. While
VicRoads was provided with staged funding from the total approved
budget of $114.7 million, | was provided with no evidence to suggest that
further funding beyond this would be available.
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Early funding announcements lead to poor planning

118.

119.

120.

Associated with the issue of funding levels has been the public
announcement of major project funding decisions, at times, prior to

the development of a business case and on other occasions later in

the process. In the former cases, this has resulted in business case

and project development being ‘shoe-horned’ into the published

funding ceiling, almost inevitably leading to a failure to meet the
published deadline and/or budget. For example, the Link business

case was developed to fit within the funding already announced by the
government. Years later it was identified that the funding was insufficient.

Even where announcements are made after the business case or
following a public tender evaluation, the evidence suggests that project
changes will occur and costs will rise. In these situations, my investigation
has identified that project managers and agency staff are spending
considerable effort defending their position rather than getting on with
the project.

Announcing funding for a project prior to a procurement process may
also limit the market’s response to the tender; drive up vendor bids; or
result in vendors reducing the real costs of their bid - potentially leading
to an inferior product or rising costs post-contract.

Inadequate costing comparisons

121.

122.

123.

124.

Despite the fact that it is often the case that ICT-enabled projects

of a similar nature have been undertaken elsewhere nationally or
internationally, such comparative projects have sometimes either been
ignored in the business case or have been discounted or underplayed.

In the myki project, no other ticketing project of a similar complexity to
the one in Victoria had been completed successfully in less than four or
five years, yet the business case for myki was adamant that a two year
delivery was achievable. An increase in the delivery time for the project
had a significant impact upon project costs.

Agencies have not been able to accurately estimate project costs, often
underestimating the complexity of the whole or significant parts of a
project, and DTF has not been in a position to validate the cost estimates.

Such poor practices have led to overly optimistic estimates of the
benefits to be accrued from projects and to an unjustifiable level of
support and commitment to a project by an agency’s executive. They
have also led to significant project re-costings and approaches for
additional funding. My investigation suggests that agencies are reluctant
to face the conseguences of cancelling a project and make every
endeavour to source additional funds, particularly from within their
own budgets, thereby avoiding external scrutiny. The HRAssist project,
for example, went from an indicative budget of some $18 million to a
final budget of over $42 million with the gap sourced from reprioritised
agency funds.
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Differing funding sources and subsequent lack of oversight

125.

126.

127.

128.

129.

Some projects have been funded through the Cabinet budget committee
process, whereas others have been funded internally. Some of these
latter cases were funded from the State Administered Unit (SAU),%°
which is managed by the Treasurer who considers requests from
individual Ministers for allocations from the SAU. Hence, while these
funds have some degree of external oversight prior to allocation to a
project, they do not automatically receive the same level of initial or
ongoing external oversight that projects funded by the Cabinet budget
committee receive. Victoria Police’s HRAssist project is an example of
this, where government has not seen this project as part of the Cabinet
budget committee process and approximately $40 million has so far
been expended from government funds.

Some agencies use funds from deferred or delayed projects, for example,
where delays in recruiting staff to commence another project result

in unallocated moneys being available to an agency. The DHS Client
Relationship Information System (CRIS) project is one example of a
project funded in this way.

All significant ICT-enabled projects should be subject to consideration
by government through the Cabinet budget committee process so that
the committee can make an informed decision whether the project is a
government priority. All such projects should also be subject to the same
level of ongoing external scrutiny.

| am also concerned that some agencies appear to have sufficient
flexibility in their appropriations to find significant funds to allocate to
projects and potentially cover-up cost blow-outs. For example, DHS was
able to fund both the CRIS and HIIP (through Housing) projects from its
normal appropriations at a total cost of almost $200 million.

In response to my draft report, the Secretary, DHS stated:

DHS allocated $70m for CRIS over five years. In that period, the
department’s budget ranged from $8.5b to $12.4b. In respect of HiiP,
Housing operates as a public non-financial corporation and meets
all of its operating expenses through its own revenue streams and
not from government appropriation. Its budget is required to be
approved each year by the Treasurer.

Inconsistent funding categorisation and recording of costs

130.

Expenditures on major ICT-enabled projects have been treated
inconsistently. This results in varied oversight arrangements for these
projects. It also means it is impossible to gain an accurate appreciation of
total expenditure against a project or against ICT-enabled projects across
government.

20 The SAU is a centrally managed repository of funds comprising depreciation and surpluses from previous years’
allocations.
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131.  Spending related to developing ICT systems is generally categorised

as asset or capital expenditure.?’ As such, it is subject to the Quarterly
Asset Investment Reporting requirements of DTF. My investigation has,
however, identified that this was not always the case and that in some
instances major ICT systems were funded from operating expenditure.??
It would appear that in these cases, software and hardware acquisitions
are leased, rather than purchased, prompting the decision to allocate to
operating expenditure.

132.  Victoria Police funded HRAssist entirely from operating expenditure and
the project was therefore not subject to the same reporting or oversight
by DTF. In my view, it should have been.

133.  ICT-enabled projects often include a component of ongoing operating
expenditure to run and maintain the ICT systems or to provide training
and support to users of the system. However, these costs are not always
clearly articulated and can become lost in ongoing departmental
operating costs. For example, the DOH website refers to HealthSMART
as a $360 million project, yet when you include operating expenditure,
the predicted expenditure is $471 million. In response to my draft report,
the Secretary, DOH stated that ‘actual project expenditure would not
normally be presented as a combined total that includes operating
expenditure’.

134. Agencies record project expenditure in different ways. Apart from
the distinction between operating and capital expenses which | have
discussed above, there is also significant variation between the extent
and nature of project cost recording. In some cases, agencies recorded:

« full costs against a project, including indirect costs such as time
spent by the executive on project oversight and other overheads

* only direct costs attributable to the project

» only direct costs for goods and services specifically procured
for the project, with other direct in-house costs, such as project
management staff costs, not counted.

135.  In the case of HealthSMART, DOH did not attempt to accurately predict
or account for the costs to be borne by health services. In the case of
Ultranet, at least $12 million in training costs was not recorded against
the project. Additionally, costs such as Gateway Reviews, currently borne
by the DTF, are not recorded by the agency.

136. For these reasons, currently there exists not only an inconsistency in the
manner of recording project costs but also an acceptance that not all
costs will be captured. As a result, it is impossible for an agency or for
government to identify with any accuracy the total cost of significant
projects. In my view, this is untenable: government should expect that
when funds are allocated against a project, agencies should accurately

21 Inrelation to ICT expenditure, capital expenditure (or CAPEX) is the cost of building or purchasing an ICT-enabled system
that is expected to generate future economic benefits. For example, CAPEX includes the cost of purchasing software or
the proportion of a software developer’s cost which is attributable directly to developing an ICT-enabled system.

22 Operating expenditure (OPEX) is the cost of running or maintaining an ICT-enabled system, eg. training costs.
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and comprehensively report expenses and commitments against the
budget. Without a full understanding of the costs of a project, it is also
difficult for government to determine if the project represents value for
money. i.e. whether the benefits outweigh the full costs.

Inconsistent understanding and use of contingency funding

137.

138.

139.

140.

Contingency funding is another item within the project budget where
there is no consistent understanding or use of funds. Generally speaking,
an amount is included in the project budget to cater for unexpected,
future events which are likely to impact on the cost of the project -
contingency amount. The contingency should provide a buffer for the
project and also act as an early warning signal to the agency executive,
DTF and the Cabinet budget committee that the project is potentially
going off-track.

A DTF official considered that access to contingency funding should be
closely monitored as using it indicates that the project is moving outside
its budget. Some witnesses were concerned that an amount forecast for
contingency funding was likely to be cut from the budget estimate to
reduce project costs, as was the case with the HRASssist project, leaving
the project with no flexibility to manage even minor project changes. In
the myKki project, a witness stated that available contingency funding
was used to pay for equipment to be installed on the public transport
system, including new rolling stock and at stations/stops, depleting the
contingency fund on items outside of the Transport Ticketing Authority’s
control.

Some view contingency funds as approved funding that can be spent
freely. In the case of the VicRoads RandL project, some witnesses
indicated VicRoads intended to spend the contingency funding allocated
on change requests, 100 of which had already been identified.

In my view, there is a place for an amount to be set aside for contingency
funding for each major project. However, it is important that there is a
clear understanding as to the basis for the funding and how those funds
are to be accessed and used.
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4. Probity and procurement

Key issues

* Agencies appeared to pay limited regard and expended minimal
funds on probity advice and audit.

« Agency and probity practitioner responses to conflict of interest
sometimes failed to recognise the importance of the perception of a
conflict of interest.

* The tendency appeared to be to purchase an off-the-shelf system and
then to customise the system to such a degree that the benefits were
lost to government.

* The evidence suggests government should explore new procurement
methods for ICT-enabled projects.

* Large vendors are well-versed and experienced in contract
negotiations and government is generally at a disadvantage for that
very reason.

‘Tick-the-box’ approach to probity

141.

142.

143.

144.

Not all the projects examined had probity practitioners assigned to the
project. Also, separate probity advisers and auditors were not always
appointed.

Agencies continue to fail to recognise the necessity and benefits of
engaging experienced probity advisers and separate probity auditors for
major projects. For such a critical activity, particularly around the tender
and procurement processes, agencies appear to pay limited regard and
expend minimal funds on probity advice and audit. Small amounts are
spent on probity practitioners in comparison with the costs of other
outside specialists. This reflects a ‘tick-the-box’ approach to probity
rather than a commitment to this important activity. In the myki project,
the Transport Ticketing Authority engaged only a probity auditor, who
also provided probity advice. While | note that this was consistent

with the DTF guidance at the time, instances such as this may lead to
situations where the probity auditor is auditing their own advice. This is
in itself a conflict.

In my report, Ombudsman Investigation into the Probity of the Kew
and St Kilda Triangle Developments® (the Kew and St Kilda report),

| commented on the lack of information in the probity reports required
by agencies and my investigation of these projects confirms this view.
| am surprised that agencies can be confident about the probity of
the project procurement phase as the reports generally provide little
information about the work undertaken to support the auditor’s view
that probity principles were upheld.

In the case of one of the tenders for Victoria Police’s Property and
Laboratory Management (PALM) project, a probity adviser was

23 Victorian Ombudsman, Ombudsman Investigation into the Probity of the Kew and St Kilda Triangle Developments
(2010) <www.ombudsman.vic.gov.au>.
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engaged; however, Victoria Police did not commission a probity auditor’s
report at the end of the tender process. This left Victoria Police at risk of
being challenged by an unsuccessful bidder. It is particularly concerning
given the steering committee’s decision to ignore probity advice in
relation to the make-up of the tender evaluation panel.

145. | am also not confident that current probity engagement and reporting
arrangements provide probity practitioners with sufficient separation
and independence from the project team to maintain the integrity of the
project. In my view, the probity practitioner should have a direct line to
the principal officer to report any concerns.

146. In my Kew and St Kilda report, | also recommended:
* separate probity advisers and auditors be engaged

« auditors endorse the probity plan and conflict of interest register at
the completion of the procurement exercise

* a probity report be provided that details the work undertaken to
support the auditor’s conclusions.

147.  DTF accepted my recommendations and has amended its Good
Practice Guidelines - Conduct of Commercial Engagements. | consider
that further work is required by DTF to communicate the effects of
the revised guidelines to agencies and probity practitioners to ensure
compliance with the guidelines.

Failure to manage the perception of a conflict of interest

148. The investigation has again highlighted the distinction between actual
and perceived conflicts of interest.?* Probity practitioners and agencies
should have plans and processes in place to identify, record and make
arrangements to deal with actual conflicts of interest. For example,
where public sector employees have previously worked with employees
of tendering firms, these should be recorded and arrangements
instituted to prevent or minimise any official dealings between the
parties during the tender process. Generally, such associations should
also be made transparent so that all competing interests are aware of the
circumstances and probity practitioners attend meetings and discussions
between the agency and tenderers to keep an independent eye on
proceedings.

149. Generally, contractors previously engaged by an agency (where
they may have had some insight into the tender processes and/or
procurement strategy) should not be allowed to bid for the project.
However, on occasions such contractors do bid for the relevant projects.
In such cases, it is important for probity practitioners and agencies
to consider the impact on the project of the perception of a conflict
of interest. Two examples of agencies failing to do so involve Ultranet
and myki. In relation to Ultranet, one vendor developed the pilot of the
system at the request of the department. That same vendor was a bidder

24 This issue is also discussed my reports, Conflict of Interest in the Public Sector and Conflict of Interest in Local
Government (2008) <www.ombudsman.vic.gov.au>.
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at the request for tender phase and was chosen as the preferred vendor.
In myki, the winning bidder had been engaged by the Transport
Ticketing Authority prior to the tender process to assist with the design
philosophy for the project. These issues raised concerns (perceived or
real) about the probity of both projects.

Reluctance to change business processes to fit off-the-shelf
products

150.

151.

152.

153.

154.

155.

Agencies appear reluctant to acquire and make the most of commmercial
off-the-shelf (COTS)?® systems.

In the case of Link, a COTS system was purchased and over 100 changes
were made to the base package, which was customised to make it look
and feel like the existing LEAP system. Had this approach continued,
Victoria Police would have had its own version of the COTS system,
which is likely to have been unmaintainable through standard upgrades.
The approach also compromised Victoria Police’s ability to take
advantage of the inherent benefits of the COTS system and increased
project costs. The executive sponsor and chair of the Link steering
committee stated that one of the learnings from the project was that
Victoria Police should have re-engineered its business processes to fit the
new system, rather than trying to make the system fit Victoria Police’s
processes.

Another example is the requirement that myki embrace all the business
rules associated with the metcard system, for example - multiple

zones and fares. myki was delayed during both the specification and
development phases as the contractor tried to come to grips with the
complexities that the business rules created.

The reluctance to change business processes appears to be driven by a
desire not to inconvenience users, even in the short term, by a change in
approach or the look and feel of the product. The approach is also seen
to reduce training and change management costs.

However, the approach inevitably leads to increased project costs and
fails to capitalise on the advancements in technology since the old
system was developed. An over-emphasis on replication of existing
processes can result in lost opportunities in terms of making changes
to improve processes, making the most of what the system itself -
particularly the benefits offered by COTS systems - has to offer and
minimising immediate and optimising ongoing development costs.

It is inevitable when developing and implementing new ICT-enabled
systems that changes to proven products will be necessary to meet

the requirements of the agency. It is essential when considering and
implementing these changes that the risks are clearly identified and
articulated and strategies are put in place to mitigate or at least minimise
those risks.

25 A product that already exists and can be readily procured. Such products are generally cheaper and less risky than
developing a new, untested system.
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Preference to be on the leading edge, rather than a fast
follower

156.

157.

These are reasonably emotive and undefined terms used to describe the
status of ICT systems procured by organisations worldwide. Generally
speaking, the accepted preference of government is to avoid the risks
and costs associated with the acquisition of systems not developed or
used elsewhere (leading edge). The philosophy has been and should
continue to be to acquire tried systems which make the most of current
technology (fast follower).

The philosophy of the myKki project was to use proven software yet it
pursued an ‘open architecture’ solution which had not been undertaken
in the ticketing environment in the past. This led to problems for the
project.

Opportunity for new tendering approaches

158.

159.

160.

161.

My investigation has identified numerous approaches to tendering for
ICT-enabled projects:

* market testing
* limited tendering

* traditional request for tender processes against pre-prepared
specifications

* interactive vendor engagement (RandL and myki).

‘Competitive dialogue’ (also known as ‘interactive vendor engagement’)
has been used by government in the United Kingdom and is the
preferred method for vendor engagement in complex and high-value
projects. In essence, this approach requires the agency and tendering
vendors to work closely together during the tender period for both
parties to gain a better understanding and appreciation of what is
required and what the vendor can offer. This entails ongoing dialogue
and exchange of views and information between the parties so that
once the tender process is complete there is a very clear understanding
of what is required and what will be provided. Sometimes this process
includes demonstrations and modelling to ‘prove’ the product. It should
maintain a high degree of competitive tension between all tendering
parties with the aim of achieving the most cost-effective result for
government. The evidence available to me suggests that there is benefit
in further exploration of this concept.

In the case of the RandL project, the exercise appears to have resulted in
confidence about the system to be developed and the costs surrounding
it. The myki example proved successful in establishing a consortium of
preferred vendors but specification issues were not well understood.

The examples also highlighted the significant probity issues associated
with this approach, with a heightened need to oversight the regular and
ongoing dialogue between all parties. It is critical that no one tenderer is,
or is seen to be, favoured by the agency: this can be difficult to manage.
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Difficulties and inconsistencies in contracting

162.

163.

164.

165.

166.

167.

168.

A number of withesses stated that the large vendors are well-versed and
experienced in contract negotiations and that government is generally at
a disadvantage for that very reason.

From the documentation | have sighted and witnesses | have spoken to,
it is clear that under the terms of the contract agencies seek to:

* transfer risk to the vendor
* have adeguate abatement and penalty clauses in place

* have fixed costs established for the product and services to be
provided

* have a single prime contractor responsible for project achievement.

However, this is not always the case. In the case of HRAssist, the contract
initially failed to include abatement clauses and included time and
materials based elements: this resulted in cost and delivery overruns. In
the case of the HealthSMART clinical application contract, there were
limited penalty clauses. In the case of the CRIS project, the government
contracted to five separate vendors for the project. This was difficult to
manage and introduced compatibility and timing issues.

Witnesses commented that it is very difficult for risk to be transferred to
the contractor, despite the availability of penalty clauses. Nothing is clear
cut and delivery delays become a dispute about specification changes,
communication delays, poor advice and misunderstandings, making it
difficult to exercise penalty clauses without a significant risk of litigation
and associated problems.

In several of the projects | examined, there was a risk the vendor would
walk away from the contract, leaving the agency in the undesirable
position of starting afresh or conceding ground to the vendor. Inevitably,
the latter course was taken. Witnesses asserted that projects are best
achieved where the relationship with the vendor is more a partnership
where both parties are willing to work together to address issues,
problems and changes as they arise in a cooperative environment.

There is seemingly also reluctance by government to exercise the penalty
option, preferring to negotiate through difficulties with the vendor. For
example, the HRAssist, myki, HIIP and ICMS projects all experienced
significant difficulties in their relationships with the vendors.

| also note that in the case of these significant ICT-enabled projects, the
primary contractor is generally overseas based with local representation
in Australia and Victoria. While these projects are large by Victorian
terms, they are not necessarily so for the vendor. In these circumstances,
the size of the project and access to the vendor’s executive have limited
the influence the government can exert to expedite project deliverables.
In the myki case, the TTA spoke on numerous occasions to the vendor’s
executive in the United States with limited success: this was exacerbated
by the sale of the US parent company twice during the contract period
and liquidity problems for the local company.
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In response to my draft report, the Victorian Government Solicitor
stated that the experience of the Victorian Government Solicitor’s
Office (VGSO) ‘does accord with the Ombudsman’s reflections on the
difficulties and inconsistencies in ICT procurement in the public sector’.
He further stated that VGSO has observed a ‘fragmented approach

to ICT procurement and to ensuring that government harnesses the
lessons learnt from ICT projects’. He stated, ‘Government agencies
tend to operate independently and there is difficulty in capturing and
implementing learnings from ICT projects. Private law firms do not
necessarily share this information’.

When negotiating contracts with vendors, agencies should be mindful
of the issues outlined above and institute measures and strategies to
address these as part of the contract and of the formal ongoing contract
management arrangements. | have recommended that VGSO be briefed
early in projects and sign-off on all ICT-enabled project contr