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GUIDE TO THE REPORTS OF THE AUDIT

The redevelopment of Bruce Stadium project involved a wide range of
activities, including construction, financing, marketing, operating the
Stadium and bidding for and hosting Olympic soccer.  Each of these
activities was important to the redevelopment project and therefore was
included in the performance audit.

For convenience of compilation and publication, the results of the Audit
are provided in a series of reports.  It should be noted that the reports are
not intended to stand alone.  For a complete understanding of the Audit’s
outcome, readers need to refer to all reports.  The Audit has been
reported in a series of 12 reports as outlined below.  The reports are
shown diagrammatically in the accompanying chart.

Report 1 Summary Report  This report summarises all aspects of the
Audit.  It lists the Audit’s objectives and opinions and contains chapters
on the outcomes and components of the redevelopment, factors that
contributed to the outcome and the Audit’s methodology.  The Report
contains synopses of each of the other reports of the Audit.

Report 2 Value for Money  The question of whether the cost incurred
in redeveloping the Stadium represents value for money is most important
in the overall assessment of the redevelopment project.  This Report
provides an opinion on whether the costs incurred in redeveloping the
Stadium represent value for money for the Territory.

Report 3 Costs and Benefits  This Report provides an opinion on
whether the economic benefits from redeveloping and operating the
Stadium and hosting Olympic soccer are, or will be, greater than the costs
incurred in redeveloping and operating the Stadium and hosting Olympic
soccer.

Report 4 Decision to Redevelop the Stadium  In July 1996, SOCOG
invited the Territory to submit a bid to host Olympic soccer.  In
September 1996 the Cabinet agreed to submit a bid and to upgrade the
Stadium should the bid be successful.  This Report provides an opinion
on whether the decision to redevelop the Stadium was made with the aid
of relevant, accurate and complete information.  The Report discusses
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redevelopment proposals in 1993 and 1994, the bids in 1995 and
September 1996 and related capital works proposals.

Report 5 Selection of the Project Manager  This Report provides
an opinion on whether the selection of the project manager was based on
sound management practices.  The Report summarises the Government’s
purchasing policy and includes a comparison of the selection process
used with the policy.  It discusses the tendering process, the probity
review and the project management agreement.

Report 6 Financing Arrangements  The total cost of the
redevelopment was originally estimated at $27m.  This was to be financed
by a $12m appropriation with the balance to be provided by sales of
Stadium products (e.g. a passholder program, naming rights and
corporate suites) and borrowings.  Considerable work was undertaken
and costs incurred in efforts to have a financing structure developed.  This
Report provides an opinion on whether the management of the financing
arrangements to meet the costs of redeveloping the Stadium was effective.
The Report outlines the financial structures contemplated and comments
on the utility of the final structure developed.

Report 7 Stadium Financial Model  The Stadium financial model
was a key document referred to in the decision to redevelop the Stadium
and was used as an indicator of the commercial viability of the
redeveloped Stadium and as a justification for several major decisions.
This Report provides an opinion on whether it was reasonable to use the
model as a reliable primary document for decision making.

Report 8 Actual Costs and Cost Estimates  This Report provides an
opinion on whether the actual costs of the redevelopment were contained
within the cost estimates on which Cabinet decisions were based.  It also
includes reference to costs which were met from funds appropriated for
other purposes and identifies the major items that contributed to cost
increases.  It explains some of the major factors that contributed to the
actual costs being significantly in excess of original estimates.

Report 9 Market Research and Marketing  In mid-1998, a
consortium was appointed to market and sell the Stadium’s products.
Only a fraction of the forecast revenue was raised.  This Report provides
an opinion on whether the management of market research and marketing
has contributed to the commercial viability of the Stadium’s operations.
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Comments are provided on marketing research and the selection and
monitoring of the marketing consortium.

Report 10  Stadium Hiring Agreements  The redevelopment plan
included negotiation of new hiring agreements with the major hirers of the
Stadium.  Negotiations with the hirers commenced in July 1997 and
continued throughout 1998.  The agreements included large revenue
assurance guarantees, particularly for one hirer.  This Report provides an
opinion on whether the negotiation of the Stadium hiring agreements has
contributed, or will contribute, to the commercial viability of the
Stadium’s operations.  The Report discusses the Heads of Agreements
settled with the teams, negotiation principles agreed by the Cabinet and the
revenue assurance guarantees.

Report 11  Lawfulness of Expenditure  After funds appropriated for
the redevelopment were exhausted, funds were provided from the Central
Financing Unit of the Chief Minister’s Department.  This Report provides
an opinion on whether the payments made for the redevelopment in excess
of the amounts appropriated were lawful and whether the overnight
borrowing on 30 June 1998 was lawful.

Report 12  Governance and Management  This Report comments on
the governance framework in the Territory and those arrangements
specifically set up to oversight and manage all aspects of the project to
redevelop and operate the Stadium.  The Report provides an opinion on
whether governance and management arrangements for the redevelopment
project were effective.  It comments on submissions to the Cabinet,
operational management and human resourcing arrangements.
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1 MARKET RESEARCH AND MARKETING
OVERVIEW

INTRODUCTION

1.1 The Audit objective addressed by this Report was to provide an
independent opinion to the Legislative Assembly on whether the
management of market research and marketing has contributed to the
commercial viability of the Stadium’s operations.

1.2 This Report comments on the Audit review of market research.
This research was undertaken to evaluate whether the redeveloped
Stadium’s products could generate the levels of revenue projected in the
Stadium financial model and to assess consumer attitudes to new Stadium
products and their prices.  Comments on the results of the market
research conducted are also provided.

1.3 The Audit also reviewed the selection of the sales and marketing
consortium1 which was contracted to carry out a program to sell the
Stadium’s products.  The effectiveness of the monitoring of the
consortium’s performance was also included in the Audit.

1.4 This Chapter of the Report presents an overview of the results of
the Audit outlined in the previous paragraphs and the independent opinion
on the Audit objective.  The later Chapters of this Report provide more
detail in relation to the matters referred to in this Chapter.  Readers should
be aware that some comments in this overview Chapter are repeated in the
following Chapters.

APPLICATION OF SECTION 19 OF THE AUDITOR-GENERAL
ACT TO PARTS OF THIS REPORT

1.5 Nation Wide Venue Management, a subsidiary of Spotless
Services Australia Ltd, was engaged to conduct a sales and marketing
program for the Stadium.  On 30 August 2000, Spotless Services

                                                

1 A group of consultants coordinated by Nation Wide Venue Management Pty Ltd, a
subsidiary of Spotless Services Australia Limited.
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Australia Ltd and Nation Wide Venue Management lodged a claim for
damages for breach of contract (Statement of Claim S.C. 555 of 2000) in
the ACT Supreme Court against the Stadiums Authority. The claim relates
to the non-payment for services relating to the sales and marketing
program referred to in this Report.

1.6 Under the heading ‘Reporting Sensitive Information’ the Auditor-
General Act 1996 includes:

(1) The Auditor-General shall not include particular information
in a report for the Legislative Assembly if —

(a) the Auditor-General is of the opinion that its disclosure in the
report would be contrary to the public interest because it
could —

(i) have a serious adverse impact on the commercial
interests of any person or body;

1.7 Section 19 also includes:

(3) If because of paragraph (1)(a) the Auditor-General omits
information from a report for the Legislative Assembly, the
Auditor-General may prepare a special report for the Public
Accounts Committee that includes that information.

(4) The Auditor-General shall give a special report to the
presiding member of the committee.

(5) The presiding member shall present the report to the
committee.

(6) A special report presented to the committee shall be taken for
all purposes to have been referred to the committee by the
Legislative Assembly for inquiry and such report as the committee
considers appropriate.

1.8 Findings and conclusions were drawn during the Audit of market
research and marketing which, in the Auditor-General’s opinion, could
potentially impact adversely on the commercial interests of either or both
the Territory (Stadiums Authority) and Spotless (NVM).  In accordance
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therefore with section 19 of the Auditor-General Act those findings and
conclusions, which could potentially have an adverse impact, have been
omitted from this Report.  A special Report which includes the parts
omitted from this Report will be given to the presiding member of the
Public Accounts Committee as provided by section 19(4).

BACKGROUND

1.9 The redevelopment project was to create a new Bruce Stadium
‘targeted to the premium end of the market’.  It would feature a new
standard of corporate and general facilities and create an expanded
‘product line’ for the Stadium.  Importantly, many of the upgraded and
new products2 had not previously been marketed by the Stadium or in
Canberra.

1.10 Where major capital investment is involved, organisations generally
conduct detailed market research of potential consumers before entering a
market.  Should potential consumers researched reject the product
concept and/or price, the organisation can decide whether or not to
proceed with the product, adjust the price or modify the product.
Alternatively, a strategy can be developed to convince the market to
accept the product.  Necessary adjustments can be made before investing
significant capital in the particular product or project.

Change to Original Timing for the Sales and Marketing Program

1.11 Various versions of the Stadium financial model3 consistently
contained a gross revenue projection of about $13m for the sale of
Stadium products in one year at or near the commencement of the
Stadium’s operations.  Most of the revenue ($10m) was to be used as a
major part of the funding for the Stadium redevelopment construction.

1.12 It was originally intended that the marketing process would
commence during an early stage of the Stadium redevelopment

                                                

2 The products marketed predominantly by the Stadium include the passholder memberships
and subscriptions, corporate suites, naming rights and rights to the video replay board.

3 The uses of the Stadium financial model are discussed in Report 7 – Stadium Financial
Model
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construction.  The length of time that it was expected to take to receive the
revenues became shorter in later versions of the model.  These shorter
lead times were adopted for the marketing and sales program (see
Chapter 2).

1.13 During the Audit, advice was provided4 that it was considered
highly unlikely that selling off the plan would be successful given the
completely new nature of the products.  Consequently it was decided to
defer any action on implementation of a market and sales program until
construction had started so that the quality of the product could be
demonstrated.  The decision and the reasons for taking it were not
documented.

1.14 Audit notes that documentation from 1997 demonstrates that the
intention was to sell off the plan.  It was also considered important to
initiate the sales and marketing program in the early phases of the
redevelopment to raise funding for construction.

MARKET RESEARCH CONDUCTED

Initial Market Research

1.15 The initial market research in relation to the redevelopment was by
the consulting firm which assisted with the preparation of the Olympic bid
document5 and generated the first versions of the Stadium financial model.
This consultant developed its projections from its own data, experience
and knowledge of sporting markets in other Australian capital cities and
overseas.  (More comments on this are provided in Report 7 — Stadium
Financial Model).

Further Market Research

                                                

4 Mick Lilley, Under Treasurer, 28 February 2000

5 Graf Consulting Group International Pty Ltd
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1.16 The major hirers of the Stadium6 believed that the Canberra market
could not generate the revenue projected in the model.  As a result
assurances were given to the hirers that a market research firm would be
engaged to assess whether the Canberra market could produce the
revenue projections.  A market research firm was engaged in mid-1997 to
comment on the assumptions on which the projections in the model were
based.  For a similar purpose a major accounting firm was also engaged to
provide comment.  The results of the Audit’s review of the accounting
firm’s work is reported in Report 7 — Stadium Financial Model.

1.17 The research firm provided their report in October 1997.
Although assurances had been given to the major hirers that the Canberra
market would be researched, the research firm’s terms of engagement did
not require this to be done.  Its report did not contain specific information
on the Canberra market.

Final Market Research

1.18 Market research specifically of the Canberra market was
undertaken for the first time in October 1998.

1.19 As a result of this market research, which was conducted for the
sales and marketing consortium engaged to market the Stadium’s
products, the projected revenue targets for corporate suites and the
passholder program7 were revised downward.  These results confirmed
the doubts of the major hirers.  The major hirers, particularly the Raiders,
had clearly expressed these doubts from mid-1997.

Audit Comments

1.20 The Audit notes that the initial market research did not specifically
assess the Canberra market.

                                                

6 Raiders and Brumbies football clubs

7 Memberships for premium stadium seating proposed in the financial model.  The membership
entitles the holder to a seat in a preferred seating area of the Stadium for a number of years
and for a range of game and event options.
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1.21 Market research conducted in August 1997 was inadequate and
ineffective for providing assurance that the total projected revenues in the
financial model would be generated.  The organisation engaged to conduct
the 1997 research did not focus its research on the Canberra market.  It
had not been requested to do so.

1.22 Research within the Canberra market should obviously have
occurred in the earliest stages of the project.  This would have allowed a
more realistic understanding of the products which could potentially be
sold, the prices which could be achieved and consequently the revenues
which could be anticipated.  This information should have been available
to assist those responsible for making early decisions about the financing,
design, size and scope of the redevelopment.

1.23 The October 1998 research, while essential to conduct, was of
much less value than it could have been because of the time which had
elapsed, and the redevelopment construction costs incurred before the
research was conducted.

MARKET RESEARCH RESULTS

1.24 The Audit reviewed the results of the August 1997 market research
and the research by the sales and marketing consortium in October 1998.

August 1997 Research Results

1.25 The researcher’s report did not give an overall endorsement that
the revenue projections in the financial model could be generated

1.26 The research report, although not directly assessing the Canberra
market, provided a range of advice.  Mostly supportive statements about
the Stadium financial model’s projections were included in the report.
Other information reported related to whether revenue projections for
certain important products could be achieved within the intended
timeframe.

1.27 The problems identified by the researcher with the financial
model’s revenue projections were generally not addressed.  The Audit is
of the opinion that either the content of the researcher’s report was not
closely examined, or its content was not accepted as correct.  This is
evidenced by the financial model revenue projections remaining unaltered.
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1.28 Action generally does not seem to have been taken on information
in the researcher’s report which was inconsistent with the financial
model’s projections.  It was apparently preferred to retain the assumptions
in the model rather than accept the researcher’s advice and make
significant changes to the model’s projections.

October 1998 Research Results

1.29 In October 1998, as part of its activities, the selected sales and
marketing consortium carried out qualitative market research of the
Canberra market place.  The objective of this research was to determine
attitudes to the redeveloped Stadium and responses to proposed
corporate entertainment and membership (passholder program) pricing
packages.  As a result of this research the revenue projections in the
Stadium financial model were substantially reduced.

1.30 The qualitative market research revealed that people were
impressed with the quality of the new corporate facilities.  The research
revealed also, however, that the Canberra market was ‘somewhat
corporately entertained out’.  The implication of this finding was that the
Canberra market would need some time to absorb the Stadium’s
corporate products such as its corporate suites and passholder
memberships.

1.31 As a result, adjustments were made to the passholder membership
packages including the prices to be charged.  The main adjustment made
was a move away from the emphasis on upfront joining fees.

1.32 Based on the results of the research, the consortium prepared
revised financial projections in mid-November 1998.  These projections
contained substantial downward revenue revisions.

1.33 The capital revenue projections in a version of the Stadium
financial model prepared in November 1998 reflected the consortium’s
revisions.  For this version of the model substantial reductions were made
in projected capital revenue from naming rights ($1m), passholder
memberships ($2m) and corporate suites ($1m).  The revised total first
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term capital revenue8 from all Stadium products was now projected to be
$5.4m, about half the revenue estimated in all earlier projections.

Audit Comment

1.34 Findings from the October 1998 market research indicated that the
demand for corporate suites and the passholder program was likely to be
weaker than projected in the Stadium financial model.  These findings
resulted in substantial reductions being made to revenue targets.

1.35 It would have been more useful to undertake this research at an
earlier time.

1.36 The findings from this research had significant implications for the
sales and marketing program and consequently the commercial viability of
the redeveloped Stadium.

THE SALES AND MARKETING CONSORTIUM

Engagement of the Consortium

1.37 Early in the redevelopment project it was expected that the
Stadium would appoint a manager who would coordinate an in-house
marketing and sales program.  A decision was later made for the marketing
and sales program to be contracted to an external organisation.  During the
Audit, advice was provided9 that this decision was made due to the
specialist nature of the function and the fact that it was resource intensive.
To implement this decision expressions of interest were sought from a
number of organisations.  Three were short-listed and in July 1998, a
consortium was appointed.

1.38 A consortium was appointed to market and sell the Stadium
products at a fee of $1.8m plus commission.  The initial objective of the
sales and marketing program was to generate the revenue (about $13m)

                                                

8 This is the capital revenues from the sale of Stadium products expected to be received in
mostly one year at or near the commencement of the Stadium’s operations.  It is also referred
to as upfront capital or upfront capital revenues.

9 Mick Lilley, Under Treasurer, 28 February 2000
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projected in the Stadium financial model, in one year at or near the
commencement of the Stadium’s operations.

1.39 The documentation reviewed by the Audit indicates that the
selection process for the sales and marketing consortium was appropriate.
Nevertheless, problems were encountered in settling the terms to be
included in a formal contract and no formal contract was ever completed.

Outcome of the Sales and Marketing Program

1.40 The consortium chosen to conduct the sales and marketing
program submitted a proposal for its conduct.  Included in the proposal
was a ‘Marketing Plan’10 which contained target revenues to be generated
from the sale of each product.  The targets were generally the same as the
Stadium financial model projections.

1.41 Only a very small part of the $13m revenue target in the Marketing
Plan was met.  The amount generated was about $420,000.  There was a
complete rejection by the market of the concept of raising $10m in upfront
capital contributions.

Payments to the Consortium and Services Allegedly Not Provided

1.42 Payments to the sales and marketing consortium were ceased on
1 March 1999.  Payments to that date, which totalled $946,000, related to
sales, marketing and advertising services performed to 19 January 1999.

1.43 On 24 June 1999 the consortium requested a payment of a further
$945,000 for services provided between February and May 1999.  This
request was not met.

1.44 It appears that there were two reasons for withholding payments.
The first was that the consortium was unwilling to sign a contract.
Secondly, the executives had insufficient evidence to be satisfied the
consortium had made appropriate efforts to provide the expected
services.

                                                

10 The Marketing Plan was the proposal submitted by Spotless to conduct the sales and
marketing program which contains a broad strategy for the implementation of the program.
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Audit Comment

1.45 As a result of the poor sales outcome produced by the consortium
no payments were made to the consortium after 1 March 1999.  Payments
made to 1 March 1999 totalled $0.9m, approximately half of the agreed
fee.  Resolution of the payments situation is dependent on the outcome of
negotiations with the consortium in progress at the time this Report was
being prepared.  The Audit has developed no view on the performance of
the consortium.

Monitoring the Marketing and Sales Consultants Performance

1.46 (Paragraphs 1.46 to 1.53 have been omitted from this Report.
For reasons see paragraph 1.5.)

Advice to the Chief Minister

1.54 The Audit has sighted only two minutes to the Chief Minister
which mention market research and marketing.

1.55 The intention to engage a market research firm to assess whether
the Canberra market could produce the revenue projections contained in
the financial model was advised to the Chief Minister in a minute dated
8 August 1997.  This minute consisted mainly of information on hiring
agreement negotiations for the Stadium, but had some references to
market research and marketing.

1.56 The other minute dated 5 January 1999 (also mainly dealing with
hiring agreement negotiations) included a brief mention that revenue
streams in the Stadium financial model had been adjusted following market
testing of assumptions in the model.

1.57 The Audit sighted no documentation containing any direction from
the Chief Minister to executives in relation to market research and
marketing.

CONCLUSION

1.58 The $13m revenue target in the Marketing Plan was not achieved.
The amount generated was only about $420,000.  There was a complete
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rejection by the market of the concept of raising $10m in upfront capital
contributions.

1.59 Overall, the Audit concluded that market research was inadequate
and ineffective for providing any reasonable level of assurance that the
Stadium products would sell at the quantities and prices projected in the
Stadium financial model.  The firm engaged to conduct the 1997 research
was a reputable organisation but the focus of their research was not
specifically within the Canberra and surrounding region market.  The
October 1998 research, while essential to conduct, was of less value than
it should have been because of the time which had elapsed and the
redevelopment costs incurred before it was conducted.

1.60 Focus group research within the Canberra market, should
obviously have occurred in the earliest stages of the project.  This would
have given a more realistic projection of the revenues that could be
anticipated from the redevelopment.  The information should have been
available to those deciding on the financing, design, size and scope of the
redevelopment.

1.61 (Paragraphs 1.61 and 1.62 have been omitted from this Report.
For reasons see paragraph 1.5.)

1.63 The management of market research and marketing has not
contributed to the commercial viability of the Stadium’s operations.  This
view was reached after considering all significant findings and the
following key findings:

• suitable market research was not undertaken early in the project;

• market research conducted in 1997 was not adequate;

• no formal contract documentation for the engagement of the sales
and marketing consortium was completed; and

• there was insufficient formal monitoring of the sales and marketing
program.

DEPARTMENTAL RESPONSE

1.64 In accordance with section 18 of the Auditor-General Act 1996, a
final draft of this Report was provided to the Chief Executive of the Chief
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Minister’s Department for his consideration and comments.  The Chief
Executive’s response is set out following.

1. The main conclusion of this report is that the management of the
market research and marketing activities has “. ...not contributed to the
commercial viability of the Stadium's operations”. This conclusion is
supported, subject to the important caveat that the success of the
marketing of new products such as corporate suites and stadium
naming rights needs to be assessed over a much longer period than the
first couple of years of the redeveloped stadium's operations. A more
accurate conclusion would be that the outcomes of the marketing
activities have not yet contributed substantially to the commercial
viability of the Stadiums' operations.

2. In one important respect, this report sets out to erect a straw man
and then proceeds to tear it down. The straw man is the proposition that
the redevelopment of Bruce Stadium was intended principally as a
commercial venture and that the limitations and failures of the market
research and later marketing are fundamental to an assessment of the
overall success or failure of the project.

3. As the relevant Cabinet submission on the proposed
redevelopment makes clear, the central objective of the redevelopment
was to respond to the need to provide a major upgrade for Bruce
Stadium, and that such an upgrade would serve the dual purpose of
assisting in securing Olympic Football for Canberra as well as
providing a facility that would meet the needs of the major hirers - the
Raiders and the Brumbies. The success of the proposed commercial
strategy was central

to the viability of the chosen financing approach, but not to the broader
economy and community benefits which were to be derived or protected
as a result of the redevelopment.

4. The scale and complexity of the Bruce Stadium redevelopment
project was such that in many areas officials did not have, and could
not reasonably have been expected to have, all the required skills or
experience. In such areas, including developing and implementing sales
and marketing programs, officials needed to call on external
consultants. It is not unreasonable to then rely on the advice provided.

5. In relation to the marketing of Stadium products during the
course of the project, officials had advice from:

• an expert in the field of Stadium financial modelling (1996-98)
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• an international accounting firm (1997)

• a reputable and experienced sports marketing organisation (1997)

• a sales and marketing consortium (1998-99)

• further market research (1998)

6. I agree that more regard should have been had to the
observations and reservations provided by some of these consultants.
The predominance given to the achievability of the Stadium financial
model was, in retrospect, unwise.

7. The important objective is to learn and benefit from such
experiences. In the area of contract management, the Government has
already implemented a number of changes. The Government's
Purchasing Policy Principles are:

• (1)value for money,

• (2) open and effective competition,

• (3) probity and ethical behaviour,

• (4) environmentally responsible purchasing,

• (5) buying locally, and

• (6) risk management.

8. The recently developed ACT Purchasing Policy and Principles
Guideline provides an operating framework for government agencies
engaging in procurements processes. The Guideline incorporates a set
of

procedures for undertaking performance monitoring of contracts,
keeping adequate written records of all dealings with contractors,
requirements for contractors to provide written reports on their
performance and the need for continual evaluation of contractor
performance throughout the contract. It also specifies the need to advise
a contractor in writing if there is dissatisfaction with any significant
aspects of the consultants' performance.

9. ACT Contracts and Purchasing also provides regular training to
ACT Government staff in ACT purchasing policy, contractual matters
and practices. This training provides ACT Government staff with the
information and skills necessary to conduct procurement processes in
line with the ACT Purchasing Policy and Principles.
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CONCLUDING COMMENT

1.65 The Audit’s view on the issues identified in the Chief Executive’s
response are discussed in the following paragraphs.

1.66 In paragraph 1 of the Chief Executive’s response, while generally
agreeing with the Audit’s opinion on market research and marketing, the
Chief Executive states that:

‘a more accurate conclusion would be that the outcomes of the
marketing activities have not yet contributed substantially to the
commercial viability of the Stadium’s operations’.

1.67 The Audit undertaken addressed whether the market research and
marketing activities which had been undertaken had contributed to the
commercial viability of the Stadium.  There is no doubt, in the Audit view,
that the activities covered by the Audit have not contributed to the
Stadium’s commercial viability.  This is not to say that future market
research and marketing could not make a contribution.  In fact the Audit
considers that properly designed and directed market research is essential
to assist the future management of the Stadium.

1.68 In paragraph 2 the Chief Executive states:

‘in one important respect, this report sets out to erect a straw man
and then proceeds to tear it down’.

1.69 The proposition that the Audit erected a ‘straw man’ is completely
inconsistent with the facts.  The straw man was created, as the Chief
Executive rightly states in paragraph 3, through the chosen financing
approach.  Unarguably the financing approach relied for success on the
Stadium becoming a commercially viable entity.  To be commercially
viable it needed to sell its products.  Readers attention is drawn to  Report
2 – Value for Money where the various objectives intended to be achieved
through the redevelopment, including commercial viability, are addressed.

1.70 Paragraph 4, 5 and 6 of the Chief Executive’s response refer to
the use of external consultants.  The Audit agrees that the use of external
consultants is often appropriate, however, unquestioning reliance without
close examination of the consultants’ reports and advice, is not.
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1.71 Each of the matters raised by the Chief Executive were identified
during the Audit and carefully considered.  On receipt of the Chief
Executive’s response they were reconsidered.  The Audit conclusion is
that the content of the Chief Executive’s response does not change the
Audit’s opinion.

1.72 It is very pleasing to read the Chief Executive’s comments in
paragraph 7 to paragraph 9.
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2 OUTCOME OF THE SALES AND MARKETING
PROGRAM

INTRODUCTION

2.1 The Stadium financial model used at the commencement of the
sales and marketing program projected that $13.9m (gross) would be
raised from the sale of naming rights, corporate suites, video replay board
rights, and memberships and subscriptions for the passholder program.
The majority of the revenue ($10.3m) was to be raised from upfront
capital mostly in one year at or near the commencement of the Stadium’s
operations.  This Chapter reports the outcomes of the program to market
and sell these products.

SIGNIFICANT FINDINGS IN THIS CHAPTER

• The sales revenue projections assigned to the marketing and
sales consortium in July 1998 were largely unchanged (in
total) from revenue projections in versions of the financial
model produced in 1996.

• The version of the Stadium financial model current at the time
contained revenue projections of $13.9m; this amount was
included in the sales and marketing program to be raised in
one year.

• Of the $13.9m to be raised, $10.3m was to be upfront capital
revenue from sale of Stadium naming rights, corporate suites,
passholder memberships and food and beverage rights.

• The main objective of the sales and marketing program was to
generate the $10.3m upfront capital revenue.

• Virtually none of the $10.3m upfront capital revenue target
was raised.

• Only 3% of the total revenue target of $13.9m was raised from
sales by the consortium or through the Stadium.
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THE MARKETING AND SALES PROGRAM

2.2 The Stadium financial model prepared in the second half of 1996
projected that upfront capital revenue in excess of $10m would be
received.  The $10m upfront in sales was to generate a net $8m for the
Stadium.  This revenue was to be through the sale of naming rights,
corporate suites, passholder memberships and annual subscriptions, and
the rights to provide food and beverages at the Stadium.  A further
amount in excess of $3m was to be raised through annual sales of the
same products.  In most material respects the total amounts for these
projections remained unchanged in the Stadium financial model through its
various versions and amendments until November 1998 when market
research focussed on the Canberra region was undertaken (see Chapter
4).  As a result of this research the projections were reduced.

2.3 A sales and marketing consortium was engaged in July 1998 (see
Chapter 5) mainly to raise the $10m in upfront capital revenue referred to
in the financial model.  The Audit noted that the expected length of time to
raise the projected revenue is shorter in later versions of the model.  These
shorter lead times were adopted for the marketing and sales program.

2.4 The consortium chosen to conduct the sales and marketing
program submitted a proposal for its conduct.  This document, referred
to as the marketing plan, contained target revenues to be generated from
the sale of each product.  These targets were the same as the projections
in the Stadium financial model.

2.5 The results of marketing and sales program are shown in
Table 2.1.

2.6 Only $0.43m or 3% of the total $13.9m target was achieved
through sales by the consortium or through the Stadium.

2.7 Passholder memberships generated only $0.03m.  This represents
0.5% of the planned revenue.  Approximately $6.3m or 45% of the
$13.9m target for the marketing and sales program was to be generated
from passholder memberships.



BRUCE STADIUM REDEVELOPMENT – MARKET RESEARCH AND MARKETING

18

Table 2.1 - Outcomes of the Sales and Marketing Program

Target Revenue Actual RevenueStadium Product
Capital Annual Total 30 June 1999

($m) ($m) ($m) ($m)
Corporate Suites 1.03 1.06 2.09 0.39
Naming Rights 1.75 0.16 1.91 -
Passholder Memberships 5.55 0.71 6.26 0.03
Food & Beverage Rights 1.20 - 1.20 -
Signage & Advertising - 1.70 1.70 0.01
Video Replay Board Rights 0.75 - 0.75 -

Total 10.28 3.63 13.91 0.43

2.8 Revenue of $2.1m had been planned to be generated from the sale
of corporate suites.  Sales and rentals of corporate suites actually
generated $0.39m or roughly 19% of the targeted account.

2.9 Revenue of $1.9m was to be generated from the sale of naming
rights to the Stadium.  A further $0.75m was to be generated from video
replay board rights.  No revenues were generated.

2.10 Revenue of $1.2m was to be generated from the sale of food and
beverage rights to the Stadium.  No revenues were generated.  Similarly,
signage and advertising was expected to generate $1.7m, but less than
$10,000 was generated by the consortium and the Stadium.

Audit Comment

2.11 Virtually none of the revenue target was received.  The largest
intended source for revenue was from passholder memberships which
were to contribute $6.3m or 45% of the revenues.  Of this revenue target
0.5% was obtained.

2.12 The program failed to meet either the financial model’s revenue
projections or the targets contained in the consortium’s original marketing
proposal.  Reduced targets set towards the end of 1998 were also not
met.
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CONCLUSION

2.13 The revenue objectives in the marketing plan (and in the Stadium
financial model) were not achieved.

2.14 There was a complete rejection by the Canberra and region market
of the concept of upfront capital contributions.

2.15 The results from the sales and marketing program conform with
the Audit view as presented in Report 7 — Stadium Financial Model that
achievement of the initial revenue projections was always doubtful.
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3 MARKET RESEARCH CONDUCTED

INTRODUCTION

3.1 When major capital investment is involved, organisations as part of
sound management practice, would usually conduct detailed market
research before entering a market.  Should potential consumers researched
reject the product concept and/or price, the organisation can decide
whether to produce the product, adjust the price or modify the product.
Alternatively, a strategy can be developed to attempt to convince the
market to accept the product.  Necessary adjustments can be made before
investing significant capital in the particular product or project.

3.2 Market research may be categorised generally as desk research,
qualitative research or quantitative research.  Desk research, for example,
uses as its resource, previous research, secondary data including
demographic statistics, and historical information on product and price.
Qualitative research uses focus group interviewing techniques to obtain
consumer reactions to things such as price and product offerings.
Quantitative research is conducted through the use of structured
questionnaires to obtain a detailed and reliable impression of potential
customers’ likely response to product offerings and price.  Ideally all three
categories of research should be performed to obtain the necessary level
of assurance before large sums of capital are invested.

3.3 Using the general experience of consultants in external markets,
supplemented by the major hirers’ knowledge of products currently being
sold in the local market, would have been an obvious approach to gaining
an understanding of the redeveloped Stadium’s market potential.  A sound
understanding of the Stadium’s market potential was an essential factor to
take to account when the decisions were being taken relating to the
financing, design, size and scope of the redevelopment of the Stadium.

3.4 The previous Chapter reported that the sales and marketing
program conducted between mid-1998 and mid-1999 failed to generate
any significant revenues.  The Audit reviewed whether adequate market
research was undertaken in setting the targets for the sales and the
marketing program.
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3.5 This Chapter reports on the results of the Audit’s review of the
type and extent of market research carried out.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

Initial Market Research

• The revenue target of $13m (mainly from upfront capital) for
the sale of Stadium products was derived from the financial
model, and was based on desk research and the experience
and judgement of the consultant who prepared the model.

August 1997 Market Research

• In order to convince the major hirers, a market research
company was engaged to assess whether the Stadium
financial model’s revenue projections were achievable.

• The scope and objectives set for the market research did not
require market research of the Canberra and surrounding
region market.

• The market research undertaken was mainly desk research.

October 1998 Market Research

• Market research was undertaken in October 1998 specifically
of the Canberra market.

• When this research was conducted, at least $30m had already
been committed to the Stadium redevelopment.
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INITIAL MARKET RESEARCH – SEPTEMBER 1996

3.6 The initial market research was undertaken by the consultant11 who
assisted with the preparation of the Olympic bid document including the
first versions of the Stadium financial model.  This consultant developed
his projections from his experience and knowledge of sporting markets in
Canberra and other Australian capital cities and overseas.  At a later stage
in the development of the financial model, comparisons were also made of
prices of passholder seating and corporate suites to those at other
Stadiums.

3.7 Historic attendance levels, ticket prices and product offerings,
were available for reference in developing the projections included in the
financial model.  Comparisons by the Audit revealed very large disparities
between the historic results and the projections included in the model.

3.8 The consultant predominantly used desk research supplemented
by his experience and judgement.  The consultant did not conduct
qualitative or quantitative research in the Canberra and surrounding region
market.  The Audit has not sighted any documentation requiring the
consultant to do this research or that the consultant made any commitment
to do this research.

3.9 A revenue projection of approximately $13m was included in the
early versions of the Stadium financial model.  A large portion ($10m) of
this revenue was in the form of upfront capital.  The majority of the
upfront capital in early versions of the model was to be raised in a 12
month period and in the early stages of the redeveloped Stadium’s
operations.  Achieving this level of revenue this quickly is inconsistent
with the significant lead times usually necessary before customers adopt
new products.

Audit Comment

3.10 The Audit saw no evidence of any review of the model’s revenue
projections for reasonableness or otherwise.  This was even though the
projections were to be a very important, if not the most important, factor
in many significant decisions about the financing, design and scope of the

                                                

11 Graf Consulting Group International Pty Ltd
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redevelopment.  The results of the Audit’s analysis of the consultant’s
projections is presented in Report 7 – Stadium Financial Model.  The
Audit examination concludes that the projections were highly questionable
and should not have been accepted without testing.

3.11 Historic data showed that there was a limited record of sales in
Canberra of expensive products such as those proposed in the Stadium
financial model.  This should have identified that there was a need to
validate the assumptions underlying the revenue projections.  The
validation needed to be in the Canberra market as this was where the sales
had to be made.  (More comments on this are contained in Report 7 —
Stadium Financial Model).

MARKET RESEARCH - AUGUST 1997

3.12 The major hirers had expressed their strong view that the upfront
capital revenue target in the Stadium financial model could not be
achieved.  Their opinions were based on their experience in marketing to
the corporate sector and their supporters.

3.13 Assurances were given to the major hirers that market research
would be undertaken to specifically test whether the Canberra market
could generate the revenue projected in the Stadium financial model.  This
research was intended to convince the major hirers that the projections
could be achieved.  The intention was expressed to the Brumbies that the
assessment would also give a much higher level of assurance to the ACT
Government that the projections in the Stadium financial model were
achievable.

3.14 In August 1997 an international sports marketing and management
firm (IMG) was appointed to comment on the reasonableness of the
Stadium financial model’s projections.  The successful firm was advised
that it was selected based on their experience in the industry, timeframe for
completion and the consultancy fee to be charged.  The fee was $25,000.
There was no written assessment prepared comparing the three proposals
which had been received to conduct the research.

3.15 The researcher’s completed report described its judgements and
recommendations as being based on three information sources.  The
sources were Arthur Anderson’s Review of Major Assumptions (see
Report 7 – Stadium Financial Model), interviews with personnel from a
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list of sports and Stadium related organisations, and specialised managers
within the research firm.  The report also reflects the use of comparisons
of product offerings at other venues through benchmarking.  The
researcher did not conduct qualitative or quantitative research in the
Canberra and surrounding region market.

3.16 The researcher mainly used desk research supplemented by the
experience and judgement of its managers and personnel of other
organisations.  This approach was the same as that which had been used
by the consultant who developed the revenue projections in the original
Stadium financial model.  The researcher conducted no market research
specifically focussed on potential Canberra region consumers.

3.17 The researcher carried out its engagement in accordance with the
tasks it had been engaged to conduct.  The researcher’s terms of
engagement did not require quantitative or qualitative research to be
performed.

3.18 The researcher involved the major hirers by seeking information,
including a listing of large companies, apparently to get a general feel of
the companies which could potentially be targeted for corporate
sponsorship.  The content of the researcher’s report does not show that
the researcher specifically assessed the likely demand from the listed
companies or the other information provided by the major hirers.

3.19 Two other market research firms had submitted proposals.  Their
fees were up to $20,000 higher than the researcher chosen.  Both firms
proposed to use quantitative methods to assess the demand in the
Canberra market.

3.20 One firm in particular intended to survey 100 Canberra companies
and a sample of 100 existing season passholders and produce a series of
demand curves for corporate suites and passholder memberships.
Although this firm did not include qualitative research techniques in its
proposal, due to perceived budget constraints, it commented that
qualitative research should ideally be undertaken prior to the quantitative
survey work.

3.21 The chosen firm did not provide a detailed outline of its proposed
methodology whereas the unsuccessful candidate referred to in
paragraph 3.20 did.  Neither of these firms had any direct involvement in
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the Canberra market.  The unsuccessful firm, however, intended to gather
information from the target audience in the local market to offset its lack
of local knowledge.  Their approach also specifically addressed the major
objective - to assess whether the Canberra market could generate the
revenues projected in the financial model.  While the unsuccessful bidder
referred to in  paragraph 3.20  was expected to take longer to complete
its research, the additional time was only an extra three to four weeks.

Audit Comment

3.22 The market research should not have been initiated primarily to
address the concerns of the major hirers.  It should have been instigated at
some earlier stage as part of sound management practice with its prime
purpose being to assess whether the model’s projections could be
reasonably relied upon for decision making.

3.23 In a response received during the Audit12, advice was provided
that the brief for the market research had been circulated to the major
hirers and there was no suggestion by the major hirers that the brief did
not meet their requirements.  Circulating the brief to the major hirers  was
good practice.  In the Audit’s view, however, as the sale of these
products was crucial to the commercial viability of the Stadium, it was
essential that the market research was carefully planned and targeted in
order to produce information which could be relied on for decision
making about the Stadium’s potential viability.  Circulating the briefs to the
hirers was a useful step however it was the executives, and not the hirers,
who needed to ensure that the researcher produced results which could be
reliably used as a basis for making decisions about the Stadium
redevelopment.

3.24 It is reasonable to expect that the firm engaged to conduct the
research would have been given terms of reference setting the objectives
and scope for the task to be performed.  It would also have been
expected that the firm’s proposed methodology would have been
reviewed and understood prior to the firm commencing its work.
Providing terms of reference and reviewing the methodology proposed to
be used would seem necessary if the researcher’s completed report was
to reasonably be relied upon.

                                                

12 Mick Lilley Under Treasurer, 28 February 2000
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3.25 It was apparently recognised that the results of research in the
Canberra market would be useful to increase the Government’s level of
assurance on the revenue streams within the model.  Nevertheless, the
methodology chosen to conduct the research did not assess whether the
Canberra market could generate the projected revenues and therefore
could not provide the assurance intended to be gained from the research.

3.26 The major hirers considered that the projections in the Stadium
financial model were unachievable.  The major hirers had an excellent
understanding of the local corporate sector and sporting public.
Consequently, more weight should have been given to the hirers’ advice.

3.27 The Raiders were not persuaded to change their existing opinion
by the content of the market research report.  The club remained firmly of
the view that the revenues would not be generated.

3.28 An assessment of consumer demand in the Canberra market, the
market in which the products were to be sold, was an essential research
methodology for testing the revenue projections.  The revenue projections
were highly important to the commercial viability of the redevelopment.

3.29 As a written assessment was not prepared as part of the selection
process the Audit cannot determine whether all relevant factors were
considered in the selection of IMG.  It may be that the unsuccessful
proposal for an additional cost of $20,000 and a three to four week longer
time to completion may have represented the better value for money for
the redevelopment project.

October 1998 Market Research

3.30 It was not until October 1998 that consumer groups in the
Canberra market were targeted and tested to determine what their likely
responses would be to the new products to be marketed at the
redeveloped Bruce Stadium.  The consortium (see Chapter 5)
commissioned market research as part of delivering the marketing
program.

3.31 More than $30m had already been committed on the
redevelopment by the time this research was conducted.  That is, the
majority of expenditure had been committed to the project before any
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assessment had been made of the likely demand in the Canberra market
for the redeveloped Stadium’s products.

3.32 As a result of the research, the revenue projections in the Stadium
financial model were revised downward.  The results of the research were
confirmation of the views of the major hirers that the Stadium financial
model projections could not be achieved.

Audit Comment

3.33 An assessment of Canberra consumers which could have assisted
in matching the design of the facility to the potential paying consumers
was not performed until the redevelopment of the Stadium was in the final
stages.  Although it is sensible management practice, particularly where
large capital investment is involved, to conduct targeted research at the
planning stage of a project, this type of research was not carried out.  The
omission of this research in the early stages of the redevelopment project
was significant.  If the research had been done, different decisions may
have been made about the financing, design, size and scope of the
redevelopment.

CONCLUSION

3.34 Based on the findings in this Chapter, the Audit is of the opinion
that poor decisions were made in relation to the adequacy of market
research in August 1997.  Quantitative market research of the target
consumer group was not conducted at any stage.  Qualitative research
was performed, but at a very late stage in the redevelopment.

3.35 Around $30m had been committed to the redevelopment before
local market research was conducted.  This was clearly too late in the
project cycle.  If the appropriate research had been undertaken before
significant capital expenditure had been committed for the redevelopment,
as it should have been, it is possible that different decisions may have
been made about the financing, design, size or scope of the
redevelopment.
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4 MARKET RESEARCH RESULTS

INTRODUCTION

4.1 In the previous Chapter comments were provided on the types of
market research undertaken in relation to the Stadium redevelopment.
This Chapter comments on the results of that market research.

SIGNIFICANT FINDINGS

August 1997 Research

• The researcher’s report did not include an overall conclusion
on whether the $13.9m revenue target could be achieved.

• In general the report provided a range of advice including that
it could take a number of years for important upfront capital
revenue to be raised; the Audit has not sighted documentation
evidencing a close review of the Report was undertaken.

October 1998 Research

• Qualitative market research of Canberra consumers was
conducted in October 1998.

• The results from the qualitative market research indicated that
the demand for corporate suites and the passholder program
would be weaker than anticipated in the Stadium financial
model.

• As a result of the research, various revenue projections were
revised significantly downwards.
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RESEARCH REPORT - AUGUST 1997

Introduction

4.2 The researcher’s report made comments on each of the individual
revenue streams and also included advice on methods of marketing each
product.

4.3 On receipt of the researcher’s report it was reasonable to expect
that certain steps would have been taken before the researcher’s
conclusions were accepted.  The steps would include reviewing the
findings of the consultant’s work in sufficient detail to understand the
researcher’s findings and their impact.  Responsible executives13 would
also be expected to assure themselves that the researcher’s work met the
original aim for conducting the research.  In this case the aim was to
specifically analyse the Canberra market against the projected revenue
streams in the financial model.

4.4 The researcher’s conclusions were stated to be based on their
industry experience and comparisons with other stadia.  These are the
same approaches which were used to develop the Stadium financial
model.

4.5 The Audit reviewed the report’s overall conclusion and its
comments on the most material revenue items i.e. the passholder program,
corporate suites and naming rights.  The Audit’s comments on each of
these follows.

Research Report Conclusion

4.6 The researcher’s report did not include an overall conclusion on
whether the $13.9m revenue target could be achieved.

4.7 The researcher’s report commented that the redeveloped Stadium
would provide a substantially better return than the unredeveloped
Stadium.  The Audit notes that the unredeveloped Stadium previously

                                                

13 Annabelle Pegrum Chief Executive BASAT and Moiya Ford General Manager Strategic
Business Projects BASAT.
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generated insignificant profits or incurred losses.  Therefore, any
improvement in profitability would have met the definition of a
‘substantially better return’.

Audit Comment

4.8 The researcher’s report could not have given its readers an overall
high level of assurance that the revenue projections in the Stadium financial
model could be achieved.  This is because the report did not provide any
overall opinion that the $13.9m total revenue projection could, or could
not, be achieved.

Researcher’s Assessment of Demand for Passholder Memberships

4.9 The passholder program was planned to generate $6.3m or 45%
of the revenue target of $13.9m.

4.10 The researcher reported that the proposed level of take up and
revenue target was achievable.  This was said to be based on:

• recent success in selling all hospitality at a recent Bledisloe Cup
rugby match in Melbourne;

• current membership at other stadiums; and
• the high level of individual wealth and interest from the surrounding

rural area.

4.11 Although of the opinion that the revenue target for passholder
memberships was achievable, a significant comment made in the research
report was that it would take a number of years for the passholder
concept to be accepted.  No significant change was made to alter the
timing of the receipt of revenue from this source in the Stadium financial
model’s projections to reflect this important opinion.

Audit Comment

4.12 The Audit found no evidence on official files of consideration of
the significant finding that there could be delays in the receipt of $6.3m in
passholder revenues.
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4.13 In a response received during the Audit14, advice was provided
that, in respect of the researcher’s comment on the passholder program, a
response was sought from the consultant who had prepared the Stadium
financial model.  The views of the consultant were that no changes were
necessary.  The consultant stated to the Audit15 that he did not advise
executives that it was unnecessary to make adjustments to the timing of
revenues.  The consultant stated he confirmed to the executives only his
view that the passholder program was a legitimate product.

Assessment of the Demand for Corporate Suites

4.14 The researcher’s review of the $2.1m revenue target for corporate
suites focused on a comparison of the prices of corporate suites at six
other stadiums with the proposed prices for the redeveloped Stadium’s
suites.  The researcher considered that the demand for corporate suites in
the ACT should be strong based on:

• the researcher’s industry experience which showed that this type
of client entertainment had increased significantly over recent
years;

• there not being a similar facility available in the ACT; and

• the suites would be used by companies to lobby Federal
politicians.

Audit Comment

4.15 The researcher’s assessment consisted of a comparison of suite
prices with other stadiums supplemented by the researcher’s industry
experience.  The researcher did not specifically assess the likely response
of Canberra corporations or others for corporate suite products through
research fieldwork.  If the researcher’s reasons for assessing that demand
would be strong had been carefully considered, if nothing else, further
confirmations would have been sought.  It should have also been noticed
that the researcher’s comment was only that demand would be strong.
The researcher did not specifically endorse that the $2.1m revenue
projection in the financial model could be achieved.

                                                

14 Mick Lilley Under Treasurer, 28 February 2000

15 Graf Consulting Group International Pty Ltd, 21 July 2000
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Assessment of Stadium Naming Rights

4.16 The revenue target for naming rights in the financial model was for
$1.75m in upfront capital with an annual rental of $155,000.

4.17 The researcher made a number of observations in relation to
naming rights which should have provoked a cautious approach to
whether the Stadium financial model’s estimated upfront revenue
projection for naming rights could be achieved.

4.18 The researcher’s report stated that the two key factors which
determine the value of stadium naming rights are attendance figures and
television audiences.

4.19 The researcher compared annual attendance at overseas stadiums
with the Stadium financial model’s projected attendance at Bruce Stadium
to assess whether the revenue target for naming rights in the financial
model was achievable.  An annual attendance of 583,000 was used for
Bruce Stadium in the comparison.

4.20 While historic attendance is not the only guide to future attendance
it is a useful reference point.  The attendance figure of 583,000 is three
times the historic annual attendance at Bruce Stadium.  The 583,000
attendance figure was the one used in preparing the Stadium financial
model.  The questionable nature of this figure has been referred to in
Report 7 — Stadium Financial Model.

4.21 The researcher’s report included that, while some companies have
special project reserves set aside for promotional purposes (such as
Stadium naming rights) most companies would not be interested in a
significant upfront payment for the rights.  They may, however, be
interested in paying annual charges.

Audit Comment

4.22 The researcher was not requested to conduct, and did not
conduct, a detailed assessment of the likely demand for naming rights by
companies with a direct interest in the Canberra region.  The researcher
based its assessment on industry knowledge and comparisons with other
stadiums.  Any review of the researcher’s report obviously should have
noted the context of the researcher’s comments on likely naming rights
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revenue and, at the least, queried the researcher’s conclusions and sought
further evidence.

Reference to the August 1997 Research in a Cabinet Submission

4.23 A submission to the Cabinet titled Bruce Stadium Redevelopment
– Hiring Agreements dated 18 December 1997, included advice to the
Cabinet that notwithstanding the review undertaken by IMG (and Arthur
Andersen), the Raiders remained resolutely unconvinced of the
achievability of the financial model.

4.24 In relation to whether revenue assurance guarantee payments to the
hirers were likely to be necessary, the submission stated that ‘In the light
of the ‘vigorous’ testing of the assumptions behind the Business Plan and
the proposed recovery provisions, this is a minimal risk’.  Elsewhere the
submission referred to the same testing as being ‘rigorous’.  The IMG
research was one part of the testing referred to in the submission.

Audit Comment

4.25 The Audit is of the view that the IMG review did not constitute
‘rigorous’ or ‘vigorous’ testing of the assumptions behind the financial
model.  This is because the IMG assessment did not include fieldwork
research within the Canberra and surrounding region market to assess
whether the market could generate the revenue projections.  Reliance on
the IMG research as contributing to ‘rigorous’ and/or ‘vigorous’ testing
which provided assurance that the assumptions behind the Stadium
financial model presented a ‘minimal risk’ was clearly misplaced.

Conclusion

4.26 The issues identified by the Audit’s review could have been readily
identified by any examination of the researcher’s report.  In a response
received during the Audit,16 advice was provided that some issues arising
from the report were raised with the consultant who had prepared the
Stadium financial model.  This is the only action seeking clarification or
further information which the Audit has been advised was taken in respect
of the report’s content.  This limited action indicates that the report was

                                                

16 Mick Lilley Under Treasurer, 28 February 2000
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not examined in sufficient detail for a sound understanding of the
researcher’s findings and their impacts to be gained.

4.27 Although the researcher’s report gave implied or passive
endorsements that the revenue targets in the financial model could be
generated, it did not give a specific endorsement.  Without specific
endorsement the researcher’s comments should not have been accepted
as providing a high level of assurance that the revenue projections were
achievable.  Careful analyses of every part of the researcher’s report were
necessary.

4.28 At least some of the comments provided in the research report
should have alerted the responsible executive17.  The comments included
that some significant revenues, as projected in the Stadium financial
model, were likely to be delayed, particularly for naming rights and the
passholder program.

4.29 The Audit has concluded that either the content of the researcher’s
report was not closely examined or its content was not accepted as
correct.  This is evidenced by the financial model revenue projections and
the timing of receipt of the revenues remaining materially unaltered.

4.30 A response received during the Audit18 advised that the content of
the researcher’s report was closely examined.  The Audit, however, has
not located or been provided with any documentation evidencing that an
examination was undertaken.  It would be expected that as part of a close
examination, and/or in deciding what should be done in the light of the
examination’s results, some documentation would have been prepared.

4.31 The comments in this section of the Report should not be taken as
a criticism of the researcher’s performance.  The researcher carried out its
research and reporting activities in accordance with the terms of its
engagement.

                                                

17 Moiya Ford General Manager Strategic Business Projects BASAT

18 Mick Lilley Under Treasurer, 28 February 2000.
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MARKET RESEARCH - OCTOBER 1998

4.32 On 8 July 1998 the sales and marketing consortium was appointed
at a fee of $1.8m plus commission to conduct the marketing and sales
program for the Stadium.  (Comments on this appointment are provided in
Chapter 5 and the outcome of the marketing and sales program is
provided in Chapter 2).

4.33 As part of its activities the consortium carried out qualitative
market research in the Canberra market.  The objective of the qualitative
market research was primarily to determine attitudes to the redeveloped
Stadium and responses to proposed corporate entertainment and
membership (passholder program) pricing packages.

4.34 The qualitative market research revealed that people were
impressed with the quality of the new corporate facilities.  The
researcher’s report also stated that the Canberra market was

‘somewhat corporately entertained out (which has significant
implications on Canberra’s ability to digest the large scope of
several offers provided to corporate Canberra by NVM)’.

4.35 The researcher’s findings also showed that the major hirers’
existing season ticketholders were not attracted to the passholder
program’s requirement for long term commitment and substantially higher
prices.  The report stated:

‘Due in large part to lack of affordability, but, also for other
reasons, supporters of all codes rejected the presented
membership package pricing “out of hand” and demonstrated little
likelihood of serious consideration of either Founder, Diamond or
Gold membership.’

4.36 Some action was taken as a result of this research.  Adjustments
were made to the packages for passholder memberships.  The main
adjustment made was a move away from the emphasis on upfront joining
fees.

4.37 Based on the results of the research, the consortium prepared
revised financial projections in mid-November 1998.  These projections
contained substantial downward revisions of projected revenues.
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4.38 The capital revenue targets in a version of the Stadium financial
model prepared in November 1998 reflected the consortium’s revised
revenue projections.  This version of the model contained major
reductions in expected capital revenue from naming rights ($1m),
passholder memberships ($2m) and corporate suites ($1m).  The revised
total first term capital revenue from all Stadium products was now
projected to be $5.4m and not the $10.3m contained in previous
projections.

Audit Comment

4.39 Findings from the October 1998 market research showed that the
demand for corporate suites and the passholder program would be much
weaker than anticipated in the Stadium financial model.

4.40 The recommendations from the consortium arising from this
research were generally accepted.  Substantial reductions were made to
revenue projections and products were modified.

CONCLUSION

4.41 Market research carried out in August 1997 identified some
problems with the Stadium financial model’s revenue projections.
However, these were generally not acted upon.

4.42 Results from research in the Canberra market, when it was
eventually carried out in October 1998, showed that the revenue
projections then in the Stadium financial model could not be achieved.

4.43 The ramifications of these findings on the success of the sales and
marketing program and consequently the commercial viability of the
redeveloped Stadium were very important.  Corporate suite sales and the
passholder program were intended to generate substantial revenue in the
first year of the redeveloped Stadiums’ operations to help fund the
construction costs of the redevelopment.  Only a fraction of these funds
were ever received.

4.44 In 1997, the major hirers advised that they doubted whether the
revenue projections in the financial model could be generated.  The results
of the market research conducted in 1998 confirmed these views as did
the actual results of the sales and marketing program.
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5 APPOINTING THE SALES AND MARKETING
CONSORTIUM

INTRODUCTION

5.1 For the purpose of this Audit, management of the marketing and
sales program process has been taken to include the procedures used to
select the consultant to conduct the marketing and sales program,
negotiation and drafting of the contract with the selected consultant, and
monitoring to ensure that the desired results of the program were being
achieved by the consultant and, if not being achieved, ensuring corrective
action was taken to improve the results.

5.2 This Chapter comments on the procedures to select a consultant
and the contractual arrangements made with the consortium.  Chapter 6
provides comments on monitoring and corrective action.

SIGNIFICANT FINDINGS IN THIS CHAPTER

Appointment of an Organisation to Conduct the Sales and Market
Program

• The processes for selecting the successful consortium were
satisfactory.

Contract Negotiations

• No formal contract was ever completed with the consortium.

APPOINTMENT OF THE CONSORTIUM

5.3 Steps to implement a sales and marketing program were first
initiated in February 1998.  The appointment of the successful consortium
was made in July 1998.  The selected consortium comprised a group of
consultants coordinated by National Venue Management (NVM).

5.4 An expression of interest (EOI) document for the implementation
of the program was distributed to a group of marketing organisations in
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April 1998 seeking proposals from the organisations.  The EOI contained
revenue targets which were the same as the revenue projections in the
Stadium financial model.

5.5 From the eight organisations who submitted proposals a
consortium was selected, at a fixed fee of approximately $1.8m plus
commission, to market and sell the products outlined in the EOI.

5.6 Identical with the targets outlined in the EOI the selected
consortium’s tender proposal included, in a ‘Marketing Plan’, revenue
targets of $13.9m comprising upfront capital revenue of $10.3m and
recurrent revenues of $3.6m.

Audit Comments

5.7 The Audit reviewed the documentation which supported the
evaluation of the expressions of interest submitted and the tender
processes for the appointment of the marketing and sales consultant.  The
Audit opinion is that the selection process was sound.

NEGOTIATIONS TO ESTABLISH A CONTRACT

5.8 On 8 July 1998 the selected marketing consortium was advised
that their proposal for provision of marketing and sales services was
successful.  The period of the contract was established as being 8 July
1998 to 7 July 1999.  The marketing consortium was advised that the
contract conditions specified in the request for tender documents should
be followed pending finalisation of contract documentation.

5.9 On 5 November 1998 the marketing consortium was provided with
a draft contract.  The marketing consortium responded in writing (but not
for some months) that the draft contract did not reflect the terms of the
arrangements outlined in their tender proposal.

5.10 Attempts to conclude a contract continued to June 1999.  Finally,
as the period in which the services to be provided was about to end,
executives19 determined that the contractual rights and obligations between

                                                

19 Mick Lilley Under Treasurer and Moiya Ford Executive Director Office of Business
Development and Tourism CMD.
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the parties were those contained in the Request for Tender documentation
and the consortium’s response to the request.

Audit Comment

5.11 It is sound contract management practice to negotiate and finalise
contractual arrangements prior to, or very soon after, the commencement
of contracted work.  No formal contract document was ever completed.

Inconsistencies in the Consortium’s Assigned Tasks

5.12 (Paragraphs 5.12 to 5.17 have been omitted from this Report.
For reasons see paragraph 1.5.)

PAYMENTS TO THE CONSORTIUM AND SERVICES
ALLEGEDLY NOT PROVIDED

5.18 (Paragraphs 5.18 to 5.22 have been omitted from this Report.
For reasons see paragraph 1.5.)

CONCLUSION

5.23 The selection process for the sales and marketing consortium was
appropriately handled.  Although this was the case, problems were
encountered in settling the terms to be included in a formal contract.  No
formal contract was concluded.

5.24 (Paragraph 5.24 has been omitted from this Report.  For reasons
see paragraph 1.5.)
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6 MONITORING PERFORMANCE OF THE
SALES AND MARKETING CONSORTIUM

6.1 This Chapter has been omitted from this Report.  For reasons see
paragraph 1.5.
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