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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 COSTS AND BENEFITS OVERVIEW

INTRODUCTION

1.1 This Report addresses the Audit objective of providing an
independent opinion to the Legislative Assembly 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.

1.2 The decision to host Olympic soccer matches in Canberra in 2000
was linked to the decision to redevelop the Stadium and is therefore
included in this Report.  The redevelopment, which was completed in
early 1999, was first presented to the Cabinet in a submission titled
Canberra – An Olympic City dated 20 September 1996.  The Cabinet
decision, which was informed by the submission, agreed to bid for
Olympic soccer, and if the bid was successful, to guarantee to upgrade the
Stadium to full specifications.

1.3 This Report provides a summary of the financial and economic
impacts of all aspects of redeveloping and operating the Stadium, and
hosting part of the 2000 Olympic soccer tournament.  Financial and
economic data are presented from a whole of Territory perspective.  The
data are presented in sufficient detail to provide readers with an
understanding of the significant individual issues within each aspect of
the project.

1.4 The terms ‘financial’ and ‘economic’ are often used
synonymously, however, financial and economic analyses are quite
different.  Economic analysis goes beyond the financial interests of a
particular individual or entity (such as a government or business) and
attempts to include all of the financial and non-financial costs and
benefits to the community from a project or policy.  A financial analysis
is one part of an economic analysis.

1.5 The terms ‘net financial cost’, ‘net economic cost’, and ‘net
economic benefit’ have been used in this Report.  The term ‘net’ means
that all relevant revenues or benefits have been offset against all relevant
expenses or costs.  Thus, where the terms ‘net financial cost’ or ‘net
economic cost’ are used, it means that overall expenses or costs were
assessed as being greater than revenues or benefits.  Conversely, where
the term ‘net economic benefit’ is used it means that overall benefits were
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assessed as being greater than costs.

1.6 Separate Chapters in this Report comment in some detail on:
•  the estimated financial costs of designing and constructing the

Stadium, including other capital expenditure directly incurred as a
consequence of the decision to upgrade the Stadium and
associated project management costs;

•  the estimated revenue and expenses associated with preparing for
and hosting part of the Olympic soccer tournament;

•  the estimated revenue and expenses associated with operating the
redeveloped Stadium; and

•  the estimated economic benefits to the Territory of redeveloping
the Stadium and hosting Olympic soccer.

1.7 This Chapter presents an overview of the contents of this Report
and the overall conclusion on the Audit objective.  Readers should be
aware that some comments in this Overview are repeated in the following
Chapters.

BACKGROUND

1.8 In 1996 it was believed that:
•  the full financial cost of redeveloping the Stadium would be

$27m;
•  the maximum Territory capital injection appropriation to the

redevelopment would be $12m; and
•  the Stadium’s operating subsidy of $150,000 per annum would be

removed and the redeveloped Stadium would be a commercially
viable operation.

1.9 In addition, documents in 1996 suggest that the cost of hosting
Olympic soccer was expected to be small and perhaps even exceeded by
ticket revenue.  Up to 40,000 spectators per game were expected in
documents prepared in 1996.

1.10 It was also expected that significant economic benefits for the
Territory as a whole would be derived as a result of the above
expenditure.  It was believed that the benefits from the project would
greatly exceed the costs.  A submission to the Cabinet dated 25 July 1997



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

3

(Canberra – 2000 Olympic Football Tournament) stated that ‘the net
economic benefit to the city from the Bruce Stadium redevelopment and
the conduct of the Olympic Football tournament has been estimated by
the Office of Financial Management to be in the order of $23m’.  The
Office of Financial Management (OFM) study, on which this statement
was based, included estimates of net economic benefits which ranged
from $12m to $29m.

NET FINANCIAL COST

1.11 The Audit estimates that the net financial cost for all direct
aspects of the redevelopment and hosting Olympic soccer over the life of
the project will be $82m.  The net financial cost includes all revenues
from operating the Stadium and hosting Olympic soccer.  The
composition of this estimate is shown in Table 1.1.

Table 1.1 - The Net Financial Cost of Redeveloping and Operating
the Stadium and Hosting Olympic Soccer

$m
Redeveloping the Stadium 1997-98 to 1999-2000 45
Operating the Stadium from 1998-99 to 2000-01 5

50
Operating the Stadium from 2001-02 to 2026-27 18
Total Net Cost of the Stadium 68
Hosting Olympic Soccer 14
Total Net Cost 82

1.12 The table illustrates that large net financial costs will have been
incurred by 30 June 2001 through the redevelopment and operation of the
Stadium ($50m), and hosting Olympic soccer ($14m).  It also shows that
further net financial costs from the operation of the Stadium ($18m) will
be incurred into the future.

1.13 The Audit estimates that from the commencement of the
redevelopment until 30 June 2001 the net financial cost of redeveloping
the Stadium, hosting Olympic soccer and operating the Stadium will be
around $64m.  This cost can be estimated to a reasonable degree of
certainty since most of the payments had occurred by 30 June 2000 and
the Government has budgeted for most of the remaining payments.
Nearly $14m in payments cannot be avoided under the Memorandum of
Understanding signed with SOCOG.
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1.14 The Audit has also estimated that the net financial cost of
operating the Stadium from 2001-02 to 2026-27 will be $18m in 2000-01
dollars.  It is accepted that there is some uncertainty to this Audit estimate
due to the lengthy timeframe involved.

1.15 The Audit believes that its estimate of the net financial cost is
conservative.  Some financial costs of an operational and capital nature
have not been included in Table 1.1.  In particular, the Audit’s estimate
does not include:
•  the redevelopment of Manuka Oval at a financial cost of $7.8m;

and
•  capital grants, payroll tax waivers and direct payments received

by the Raiders, Brumbies and Cosmos in addition to payments
received from the Stadium.  These additional payments totalled
over $4m in 1998-99 and 1999-2000.

1.16 The reasons why these financial costs have not been included as
part of the net financial cost reported in Table 1.1 are addressed in
Chapters 2, 3 and 5 of this Report.

1.17 The Audit has not included in its estimate of the net financial cost
a net present valuation of future costs and revenues that would have
occurred if the Stadium had been maintained at a minimum standard
required by the hirers.  The Audit has concluded that taking these
foregone costs and revenues into account would not significantly alter the
Audit’s estimate of the net financial cost.

1.18 Some comments on the components of the net financial cost
follow.

Redeveloping the Stadium

1.19 The financial cost of redeveloping the Stadium was approximately
$45m.  Composition of the cost of redeveloping the Stadium is set out in
Chapter 2.  In summary the cost is made up of:
•  $41.7m for design and construction; furniture, fittings and

equipment; and purchase of a video replay board;
•  $2.5m in related off-site works and the relocation of the

Australian Sports Commission; and
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•  $0.8m in various departmental costs incurred during the period of
the redevelopment construction including financing, management,
legal and other costs.

Operating the Stadium to 30 June 2001

1.20 The Audit’s assessment of the net financial cost of operating the
Stadium is set out in Chapter 3.  In summary:
•  the audited operating loss for Bruce Operations Pty Ltd, before

abnormal items, was $4.5m in 1998-99; and
•  the Audit estimates that the operating loss, before abnormal items,

will be $3.9m in 1999-2000 and 2000-01.

1.21 For the purpose of estimating the net financial cost reported in
Table 1.1 for operating the Stadium from 1998-99 to 2000-01, the Audit
has deducted depreciation totalling $6.1m from the operating losses
reported above.  This avoids double counting which would occur if the
capital cost of the redevelopment and its depreciation were both included
in the total financial costs.  A further $0.8m in expenses for the leasing of
the new video replay board have been deducted as the full financial cost
of the board has been included in the financial cost of the redevelopment.

1.22 These deductions give a net cash cost of operations for 1998-99 to
2000-01 of $5m, which has been included in Table 1.1.

Operating the Stadium from 2001-02 to 2026-27

1.23 According to executives the economic life of the redeveloped
Stadium is thirty years from the commencement of the redevelopment.
The annual net cash financial cost of operations from 2001-02 to 2026-27
has been estimated by the Audit to be $1.5m.  This would result in a total
net cash outflow of $39m over the remaining 26 years of the project.
Annual payments for the video replay board of $2m have been removed
as they are included in the financial cost of the redevelopment.  This
reduces the financial cost of future operations to $37m.

1.24 This figure of $37m is subject to some uncertainty, unlike the
figure for total payments to 30 June 2001.

1.25 It is also over a long period and for comparability should be
reduced to a present value by discounting.  Using the Government’s
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discount rate for the project of 6%, the net financial cost of operations
from 2001-02 to 2026-27 in 2000-01 dollars would be $18m.  This figure
has been included in Table 1.1.  The Audit considers this is a reasonable
estimate, based on the analysis presented in Chapter 3.  Given the
inherent uncertainty about the future, the actual result may differ.

Hosting Olympic Soccer

1.26 The composition of the Audit’s assessment of the net financial
cost of hosting Olympic soccer is set out in Chapter 5.  The $14m cost
consists of net payments for various goods and services required by the
memorandum of understanding signed with SOCOG for the right to host
Olympic soccer.  The $14m figure is arrived at by subtracting revenue
from ticket, suite and box sales of $5.1m, from total financial costs of
$19.1m.  The revenue figure is based on a scenario of average attendance
for each of the six sessions of Olympic soccer of 17,160 (75% of Stadium
capacity).

ECONOMIC BENEFITS

1.27 Table 1.1 in this Chapter presented a total net financial cost of
redeveloping and operating Bruce Stadium and hosting Olympic soccer of
about $64m by 30 June 2001 and of about $82m in present value terms
over the life of the project.  To put these financial costs in perspective the
Audit has compared them with the wider economic benefits to the ACT
community which have been, or will be, generated from the
redevelopment and hosting Olympic soccer.

1.28 The Audit has been unable to identify that any comprehensive
assessment of the benefits to the ACT community from the
redevelopment and hosting Olympic soccer was undertaken for the
Government.  As no comprehensive assessment exists the Audit made its
own assessment.

1.29 The Audit’s work is not a full cost-benefit analysis.  However, the
major costs and benefits which should be addressed in such an analysis
have been identified and considered by the Audit.  The Audit has made a
preliminary assessment of the benefits based on the application of general
economic principles and available information.  It should be noted that
detailed research was not undertaken by the Audit.  The Audit’s
approach, however, is consistent with the principles underlying the recent
study of Impulse Airlines undertaken by external economic consultants
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for the Government (Access Economics).

1.30 The Audit has assessed that any economic benefits to be
generated will be small.  The reasons for this assessment are set out in
Chapters 6 and 7 of this Report.  Summary comments are provided in the
following paragraphs.

Income Benefits

1.31 Three broad types of income benefits which could be generated
by the redevelopment and hosting Olympic soccer have been identified.
The Audit has assessed the likely value of these benefits and has
concluded:
•  any stimulus to the economy from Territory expenditure on

redeveloping the Stadium and hosting Olympic soccer is likely to
be small, since the money spent by the Territory for these
purposes has been, or will be, at the expense of other public or
private activities;

•  additional ‘net exports’ to other parts of Australia or overseas as a
result of improving facilities for the major hirers and through
hosting Olympic soccer are likely to be small; and

•  the promotional benefit to the Territory from the Stadium
redevelopment and hosting Olympic soccer is likely to be small.

1.32 The Audit’s assessment therefore is that income benefits to the
Territory in total are likely to be small.

1.33 The reasons supporting the Audit’s assessment are set out in
paragraph 6.10 to paragraph 6.77 of this Report.  Readers should refer to
these paragraphs for the bases of the audit’s conclusions.

1.34 It should be noted that the income effects of other Olympic
activities, such as pre-games training in Canberra by some Olympics
teams, have not been assessed by the Audit as these activities are not part
of the Stadium redevelopment and do not arise directly from hosting
Olympic soccer.  This is consistent with the approach taken by the Audit
of excluding costs incurred by the Territory in conducting Olympic
activities, which are not directly connected with hosting Olympic soccer,
from the Audit’s estimate of the net financial cost presented in Table 1.1.
(Chapter 5 provides a discussion of the Olympic connected costs which
have been excluded.)
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Consumption Benefits

1.35 Two broad types of consumption benefits, which could be
generated through redeveloping the Stadium and hosting Olympic soccer,
have been identified.  The Audit has assessed the likely value of these
benefits and has concluded that:
•  the consumption benefit from improved facilities at the

redeveloped Stadium, over and above the benefit already derived
from the old Stadium, or already taken to account in the Audit’s
estimation of the net financial cost, is small; and

•  the consumption benefit from hosting Olympic soccer, over and
above the benefit already taken to account in the Audit’s
estimation of the net financial cost, is small.

1.36 The result of the Audit’s assessment is that consumption benefits
will, like income benefits, be small.

1.37 The reasons supporting the Audit’s assessment are set out in
paragraph 6.78 to paragraph 6.94 of this Report.  Readers should refer to
these paragraphs for the bases of the audit’s conclusions.

Externalities

1.38 Externalities are costs or benefits to members of the public from
an economic transaction which are not taken into account by the buyers
and sellers directly involved in the transaction.  It does not appear to the
Audit that there are significant external benefits or costs generated by the
redevelopment of the Stadium or hosting Olympic soccer.

1.39 The reasons supporting the Audit’s assessment are set out in
paragraph 6.95 to paragraph 6.98 of this Report.  Readers should refer to
these paragraphs for the bases of the audit’s conclusions.

Counter-Cyclical Benefits

1.40 During the conduct of the Audit, advice was provided by the
Under Treasurer1 that a benefit from the redevelopment was ‘to smooth
the economic cycle’ during an ‘economic downturn’ in the ACT

                                                
1 Mick Lilley, 3 November 1999.
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economy.  The Audit has assessed this advice and has concluded that
there was no evidence that the redevelopment of the Stadium was part of
an official Government counter-cyclical policy.

1.41 The reasons supporting the Audit assessment are set out in
Chapter 7.  Readers should refer to this chapter for the bases of the
audit’s conclusions.

AUDIT CONCLUSION

1.42 In 1996 it was believed that the redevelopment would cost $27m
and require a government appropriation of $12m; the Stadium would be
transformed from making a small loss into a profitable commercial
activity; the cost of hosting Olympic soccer would be small; and there
would be significant additional economic benefits to the Territory from
redeveloping the Stadium and hosting Olympic soccer.

1.43 The cost of the redevelopment has been almost $45m and all of
this cost has been met by government appropriation.  The Audit’s
estimated net cost of hosting Olympic soccer is $14m.  The estimated
cash subsidy for 1998-99 to 2000-01 for operating the Stadium is $5m.
The net present value of cash operating subsidies from 2001-02 to 2026-
27 is estimated to be $18m.

1.44 The Audit estimates that the redevelopment of the Stadium and
hosting Olympic soccer will result in a net financial cost to the Territory
of about $64m by 30 June 2001 and of about $82m in present value terms
by 2027.  The Audit believes these estimates are conservative.

1.45 Although there will be some additional benefits for the Territory
from redeveloping the Stadium and hosting Olympic soccer, the Audit
has concluded that these will be significantly less than the net financial
cost.

1.46 This conclusion stands even if the actual redevelopment cost of
$45m had been contained to the originally estimated cost of $27m.  For a
$27m redevelopment, the net financial cost of redeveloping and operating
the stadium and hosting Olympic soccer would be $64m.  This would still
be significantly more than the likely additional economic benefits to the
Territory.
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INDEPENDENT REVIEW OF THIS REPORT

1.47 The Audit engaged Access Economics to review a late draft of
this Report.  Access Economics has advised that the Report ‘represents a
fair and balanced presentation of the issues and findings’.  Some changes
were made to the Report as a result of the Access Economics’ review.
Since the draft report was reviewed by Access, the Audit has also reduced
its estimate of the net financial cost from $87m to $82m for the life of the
project and from $69m to $64m for the period to 30 June 2001.  The
Audit considers its estimate of the net financial cost to be conservative
(see paragraphs 2.26 to 2.36, 3.76 to 3.81 and 5.20 to 5.30). The Access
review report in full is provided as Appendix 1 to this Report.

DEPARTMENTAL RESPONSE

1.48 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
Minister’s Department for his consideration and comments.  The Chief
Executive’s response is set out following.

1. “Prior to the finalisation of this audit, I advised the Auditor-
General of my concern that focus of this report exceeded the reasonable
bounds of a performance audit. Audit has a clear role and responsibility
to review the nature and adequacy of advice provided to the Cabinet on a
given subject, and the way in which any Cabinet decision is then
implemented. What is not appropriate is for Audit to offer commentary on
the reasonableness or otherwise of decisions of the Cabinet, provided
that such decisions are in accordance with the law. Scrutiny of Cabinet
decisions is a matter for the Assembly and the electorate. Intrusion into
this area inappropriately involves the Audit Office in partisan debate.
2. This report effectively sets out to review the appropriateness of
the Cabinet’s decisions on the basis of an economic assessment of the
costs and benefits of the redevelopment of the Stadium and the hosting of
Olympic football. Such an undertaking would be reasonable as an
academic exercise, but not when the gravitas of an Audit report is
attached to what is essentially the assessment of one or a few people.
3. The initially advised intended scope of this audit did not include
the subject area of this report.
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4. The assessment of costs and benefits provided in this report has
three fundamental defects which call into question both the basis and the
relevance of the report’s general conclusion that the economic benefits
generated from redeveloping the Stadium and hosting Olympic Football
are less than the costs incurred in redeveloping the Stadium, operating
the Stadium and hosting Olympic Football.
5. The Cabinet’s decision on 23 September 1996 to bid to host
Olympic Football included an agreement that, if the bid was successful,
Bruce Stadium would be upgraded to full specification. The related
Cabinet Submission recognised that there already was a need to
redevelop the stadium (then some 20 years old) to meet the realistic
expectations of 1990’s generation spectators and to offset the attraction
of newer venues in larger population centres as future bases for the
Raiders and the Brumbies. The opportunity to bid to host Olympic
Football affected the timing of the completion of the redevelopment, but
not the basic requirement. The submission noted that if the bid was
unsuccessful, a somewhat slower process of staged improvements could
proceed in partnership with the long term hirers.
6. The costs and benefits of the stadium redevelopment therefore
should be assessed on its own merits with the acknowledged net cost of
staging Olympic Football not being included in the calculation of the
economic costs of the redevelopment. On the basis of the analysis
presented in the report, this adjustment reduces the assessed net
economic cost of redeveloping and operating the stadium over its
estimated  30 year economic life to $68m.
7. In response to the report on Actual Costs and Estimated Costs, I
have commented that Audit’s calculation of the total cost of the
redevelopment project does not make any provision for inflation.
Applying the relevant price adjustment of 6% for the project period
reduces the indicated project cost from $44.9m to $43m.
8. This report acknowledges that the Audit estimate of the annual net
cash financial cost of stadium operations from 2001-02 to 2026-27
($1.5m per annum) is inherently uncertain, yet the implications of this
uncertainty are not reflected in the report’s summary findings. In this
regard, the report is little more than speculation. While the report adopts
a consistently negative attitude to the stadium’s future economic viability,
it is equally reasonable to contend that there is some prospect of
increased future revenue. For example, naming rights sponsorship is yet
to be concluded by the new Stadium Authority. The costs presented in the
report are therefore likely to be a worst case scenario.
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9. Of more concern and significance is the report’s contention that
the presence of the Raiders and the Brumbies in the ACT gives rise to no
net economic benefit to Canberra and the region. While such an
approach is consistent with the underlying premise in this report, that
does not mean that such a proposition is not open to challenge. A
previous report prepared by the Raiders suggested that they contributed
some $20m per annum to the local economy. The growing success of the
Brumbies would indicate that they also make a contribution, although
likely to be less given the shorter Super 12 season. Even allowing that
these estimates may be overstated to some degree, it is reasonable to
contend that some economic benefit is derived from these teams.
10. A recent University of Canberra study has identified sports
tourism as one of the fastest growing segments of the tourism industry.
One of the reasons mentioned for this growing momentum is that the
popularity of international and sporting events such as the Olympic
games has increased significantly.  The study identifies that this
synergetic relationship between sport and tourism has prompted cities,
regions and countries to stage major sporting events in the belief that it
can provide marketing, destination planning, and development
opportunities. The presence of the Raiders and Brumbies in Canberra
contributes to this important outcome.
11. The Stadium has a hiring agreement with the Brumbies to 2006
and the Raiders to 2008. Both these hiring agreements were entered into
well after the redevelopment of Bruce Stadium had commenced.
Assuming that the economic benefit of the Raiders ($20m) is overstated
by half and that the economic benefit of the Brumbies is half that of the
Raiders, this would still result in an additional economic benefit of about
$100m using the same discount rate adopted in the report and no taking
into account potential future benefits after the end of the current hiring
agreements. This compares with the Report’s projection of a loss of $68m
(excluding Olympic Football).
12. Even with further discounting of the economic benefits of the
Raiders and the Brumbies, there is at the very least a reasonable
argument that the redevelopment of Bruce Stadium is about a break even
proposition in straight economic terms.
13. This report provides an excellent demonstration of the
fundamental difference between the conduct of straight economic analysis
and the more comprehensive assessments of overall costs and benefits
which Government’s are required to make. This is why the ultimate
assessment of the decisions of government is political in nature.
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14. When the redevelopment of Bruce Stadium was under
consideration in 1996 and 1997, Canberra was in a difficult economic
position, with large scale staff reductions in the Commonwealth public
service and net population migration from the ACT. There was also at
least the risk that the Raiders and the Brumbies could be lost to
Canberra. The proposal to redevelop Bruce Stadium offered the prospect
of countering these trends.
15. Stimulating  economic growth, improving the condition of the
Territory’s infrastructure and enhancing the Territory’s image and the
quality of life for its inhabitants and the morale of the local community
were all factors which the Government took into account.
16. The Government’s decision also was based on an awareness of
benefits that occur from participating in a major international sporting
event.  The Government saw hosting part of the Olympic Football
tournament and the transformation of Bruce Stadium into an Olympic-
standard venue of international rank as a major boon to the Territory’s
economy.  This was initially to the construction industry and in the long-
term to the tourism and business standing of the ACT.  These longer-
lasting macro-level benefits should not be overlooked.
17. The Government has an extensive Sportsground improvement
Program pitched at facilities both at a suburban level and higher profile
regional and national levels. Facilities recently upgraded with ACT
Government assistance include the ACT Hockey Centre, Canberra
Olympic Pool upgrade, Tuggeranong Lakeside Leisure Centre, National
Tennis Centre and ACT Rugby Union facilities at Griffith, and the current
upgrade of Manuka Oval. How many of these works would have
proceeded if the only consideration was a strict economic cost – benefit
assessment.
18. In the case of the redevelopment of Bruce Stadium, Canberra and
the region now has a high-class, high profile 25,000 seat sports and
entertainment venue that will be used for many years.  As such the
Stadium forms a major feature of the stock of assets of the Territory with
which to attract investors and other business contributors. Whether the
benefits outweigh the costs is a matter for the people rather than Audit to
determine.”

CONCLUDING COMMENTS

1.49 The Chief Executive’s response to the Report identifies various
issues.  The Audit’s view on these issues is discussed following.
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1.50 The Chief Executive, in paragraph 1, states that it is inappropriate
‘for Audit to offer commentary on the reasonableness or otherwise of
decisions of the Cabinet’.  The Chief Executive, however, agrees that
‘Audit has a clear role and responsibility to review the nature and
adequacy of advice provided to the Cabinet on a given subject, and the
way in which any Cabinet decision is then implemented’.

1.51 Financial and economic advice was provided to Cabinet on the
redevelopment project.  To review the nature and adequacy of this advice
it was clearly necessary to make an assessment of financial and economic
outcomes and to compare these outcomes with the expected outcomes
presented in the advice.  Such a comparison also provided information on
the implementation of the Cabinet decisions on the redevelopment
project.  The Audit believes that consideration of these matters would be
expected by members of the Legislative Assembly and the public.

1.52 The Chief Executive states in paragraph 2 that the ‘report
effectively sets out to review the appropriateness of the Cabinet’s
decisions’.  This is incorrect.  The Report is about the outcomes of the
decisions and not the decisions themselves.

1.53 The Chief Executive states in paragraph 3 that the ‘initially
advised intended scope of this audit did not include the subject area of
this report’.  The envisaged Audit coverage set out by the Auditor-
General on 23 March 1999 was very preliminary, as clearly indicated by
the use of the word ‘envisaged’.  At that time, the information about the
redevelopment held by the Audit was minimal.  As regularly occurs, the
Audit’s objectives were revised as information on the breadth of the
redevelopment project became available to the Audit.  The wider scope of
the Audit was made clear in subsequent letters by the Auditor-General
and in draft reports issued over the past year.  A first draft of the report on
Costs and Benefits was provided to the Under Treasurer on 22 October
1999.

1.54 The Chief Executive states in paragraph 4 that ‘this report has
three fundamental defects’.  The response’s following paragraphs then
describe the ‘defects’.  The Audit’s comments on the five main points
raised by the Chief Executive follow.

1.55 The Chief Executive states in paragraph 5 that ‘The opportunity
to bid to host Olympic Football affected the timing of the completion of
the redevelopment but not the basic requirement’ [for the redevelopment].
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He further states in paragraph 6 that ‘The costs and benefits of the
Stadium redevelopment therefore should be assessed on its own merits
with the acknowledged net cost of staging Olympic Football not being
included in the calculation of the economic costs of the redevelopment’.

1.56 The wording of the Cabinet decision of 23 September 1996 makes
it clear that the redevelopment was conditional upon winning the right to
host Olympic soccer.  No decision was made about any alternative
redevelopment should the bid be unsuccessful (see Report 4 — Decision
to Redevelop the Stadium, paragraph 4.50).  The 1997-98 Draft Capital
Works Program notes the view of the Capital Works Group that without
Olympic soccer the project failed the Group’s criteria.  The proposal was
included in the Program ‘subject to a favourable decision by SOCOG’
(see Report 4 — Decision to Redevelop the Stadium, paragraph 5.8).

1.57 Given the link between the redevelopment and Olympic soccer, it
would be inappropriate not to include the costs and benefits of hosting
Olympic soccer in this Report.  It is noted that the costs of hosting
Olympic soccer are clearly and separately identified in the Report and
that the benefits are similarly dealt with separately.

1.58 In paragraph 7 the Chief Executive states that ‘Audit’s
calculation of the total cost of the redevelopment project does not make
any provision for inflation’.

1.59 The proposed reduction in project costs of $1.9m would present
the construction cost in 1996 dollars.  This is an unnecessary and
confusing adjustment in an assessment being made in 2000.  As noted in
the Report, all future expenses and revenues have been discounted to
present value (i.e. 2000-01) terms.

1.60 In paragraph 8 the Chief Executive states that the implications of
uncertainty about the future ‘are not reflected in the report’s summary
findings’.  In particular, the Chief Executive states that the Audit’s
estimate of the net financial cost is ‘likely to be a worse case scenario’.
He notes that ‘naming rights sponsorship is yet to be concluded’,
implying that the Audit has not considered this or other possible revenue
sources which will improve the financial performance of the Stadium

1.61 Noting that the future is uncertain is standard professional
practice.  Such an acknowledgement does not preclude presenting and
using best estimates about the future.  It should be noted that the decision
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to redevelop the Stadium was heavily influenced by estimates of future
financial outcomes.

1.62 The Audit’s estimates are not merely ‘speculation’ as the Chief
Executive states.  They are based on evidence and analysis, which are
summarised in Chapter 3.  The Audit would note that the major source of
financial information for the Audit’s estimates for 1999-2000 and
thereafter is the Stadium Authority’s 2000 budget and forward estimates,
and related working papers (see paragraphs 3.35 and 3.58).

1.63 As noted in paragraph 3.63 of the Report and in previous
correspondence to the Chief Executive, the Authority’s estimate for
naming rights revenue (of $500,000 in 2000-01, rising to $550,000 per
year thereafter) has been included in the Audit’s estimates for 2000-01
and after.  The Audit’s estimate is not a ‘worst case scenario’ but is
actually based on optimistic assumptions contained in the Authority’s
budget.  Preliminary figures for the 1999-2000 result show that the
subsidy will be higher than in Budget 2000.

1.64 The Audit believes its estimate of the net financial cost is
conservative.

1.65 Paragraphs 9 to 12 relate to the economic significance of the
Stadium’s major hirers.  The Chief Executive states that the Audit
contends ‘that the presence of the Raiders and the Brumbies in the ACT
give rise to no net economic benefit to Canberra and the region’.

1.66 This is an inaccurate representation of the Audit’s Report.
Paragraphs 6.27 to 6.38 of the Report discuss the economic benefits of
the major hirers at some length.  The Audit has concluded that the
stimulus to ACT expenditure from the Raiders in 1996 was up to $10.6m
depending on the multiplier applied.  The Audit has concluded that the
‘net exports’ of the Raiders and the Brumbies ‘are significant’.  The Audit
also notes that ‘Spectators obviously enjoy supporting their teams’
(paragraph 6.90).  This is also an economic benefit.

1.67 The Chief Executive states that the economic benefits to the ACT
from the Raiders and the Brumbies should be added to the cost benefit
analysis of the redevelopment.

1.68 It is important to distinguish between the economic benefits
derived from the Raiders and the Brumbies, and those derived from the
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Stadium redevelopment.  As stated in paragraph 6.38 ‘Even though the
net exports of the Raiders and the Brumbies are significant, this does not
mean that the net exports from the Stadium redevelopment are
significant’.  Paragraphs 6.39 to 6.49 discuss this point.  The Audit also
notes that by ‘far the larger part of the enjoyment from attending the
Stadium is derived from the games played there’ and not from the
redevelopment itself (paragraphs 6.80 to 6.88).

1.69 The Chief Executive notes in paragraph 11 that the hiring
agreements with the Raiders and the Brumbies ‘were entered into well
after the redevelopment of Bruce Stadium had commenced’.

1.70 The Chief Executive appears to be suggesting that the
redevelopment secured the major hirers in Canberra.  This needs to be
true for there to be justification for including the economic benefits from
the Raiders and the Brumbies in a cost benefit analysis of the
redevelopment.  The Report notes that there is no compelling evidence
for the view that the hirers were leaving Canberra or that the hirers were
threatening to leave unless the Government proceeded with the
redevelopment of the Stadium on the scale envisaged by the Government.
Rather, there is evidence against these propositions (paragraphs 6.44 to
6.50).

1.71 The Audit would further note that the Raiders and the Brumbies
were playing at the Stadium before it was redeveloped and that the
Raiders already had a long term agreement.  The Stadium hiring
agreements are discussed further in Report 10.

1.72 The Audit is of the view that there is no sound basis for the Chief
Executive’s approach of offsetting the economic benefits from the hirers
against the costs of the redevelopment and concluding that the
redevelopment is therefore ‘about a break even proposition in straight
economic terms’ (paragraph 12).

1.73 Paragraphs 13 to 18 of the Chief Executive’s response outlines
inadequacies which the Chief Executive sees in the Audit’s analysis.  The
Chief Executive states that ‘This report provides an excellent
demonstration of the fundamental difference between the conduct of
straight economic analysis and the more comprehensive assessments of
overall costs and benefits which Government’s [sic] are required to
make’.
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1.74 As noted in paragraph 1.4 of the Report, a cost benefit analysis
attempts to include all costs and benefits to the community.  The Audit
has considered all costs and benefits related to the redevelopment and
hosting Olympic soccer which it believes are significant, including all
those brought to its attention during the progress of the Audit.  The
Audit’s consideration has included all benefits presented in official
documents.  If there are other matters which require consideration, they
have not been brought to the attention of the Audit during the progress of
the Audit.  The Chief Executive’s letter does not identify any matters
which were not considered by the Audit.

1.75 Particular reference is made to the following parts of the Report in
regard to the matters raised in paragraphs 14 to 18 of the Chief
Executive’s response:
•  responding to economic downturn in 1996 and 1997, see

Chapter 7;
•  directly stimulating economic growth through the redevelopment

and hosting Olympic soccer, see paragraphs 6.10 to 6.65;
•  retaining the hirers, see paragraphs 6.44 to 6.50;
•  enhancing the Territory’s image and business standing, and

attracting investment and business, see paragraphs 6.66 to 6.75;
and

•  improving the quality of life in the ACT, see paragraphs 6.78 to
6.100.

1.76 The Audit agrees with the Chief Executive’s concluding statement
that ‘Whether the benefits outweigh the costs is a matter for the people
rather than Audit to determine’.  The Audit believes that this Report
serves a useful purpose in bringing together analysis and evidence which
will assist the public and the Legislative Assembly to review the
adequacy of advice on, and the implementation of, the Cabinet’s
decisions.

1.77 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.
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2 COSTS OF REDEVELOPING THE STADIUM

INTRODUCTION

2.1 In this Chapter all significant expenditures incurred during the
course of the Bruce Stadium redevelopment are drawn together.  That is,
all financial costs which were incurred by ACT Government agencies in
designing and constructing the Stadium, fitting it out, undertaking related
work outside the Stadium perimeter and meeting associated overheads
and project management costs are reported.

2.2 For the purposes of presenting the overall financial cost of the
redevelopment, only directly related costs have been included.  Indirect
costs and costs not required to be paid are not included in the Audit’s
estimate of costs.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  The total direct financial cost to the Territory of the
redevelopment is approximately $45m.

DIRECTLY RELATED COSTS

Introduction

2.3 The Audit’s estimate of the direct financial cost of redeveloping
the Stadium is set out in Table 2.1.  The financial costs included in the
table are direct redevelopment costs and do not include indirectly related
costs or operational costs.

Table 2.1 — Statement of Redevelopment Costs
Item Actual ($m)
Design and Construction 36.5
Furniture, Fittings and Equipment 3.1
Video Replay Board 2.1
Off Site Capital Works 1.2
Relocation of Australian Sports Commission Facilities 1.3
Departmental Costs 0.8
Total Costs $45.0
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2.4 Some significant indirectly related costs are discussed later in this
Chapter.  Operational costs are discussed in Chapter 3.

2.5 As Table 2.1 shows, the total financial cost of the redevelopment
was $45.0m.  Each component of this cost is briefly commented on
following.

Design and Construction Costs

2.6 The design and construction costs of $36.5m have been mainly
drawn from the capitalised costs of redeveloping the Stadium presented in
the audited Bruce Stadium Special Purpose Financial Statements for the
year ended 30 June 19992.

2.7 Detailed comments on the design and construction costs are
provided in Report 8 —Actual Costs and Cost Estimates.

Furniture, Fittings and Equipment

2.8 The furniture, fittings and equipment costs of $3.1m are drawn
mainly from the Bruce Stadium Special Purpose Financial Statements for
the year ended 30 June 19993.

2.9 The major expenses on furniture, fittings and equipment are
described in Report 8 —Actual Costs and Estimated Costs.

                                                
2 Bruce Stadium Special Purpose Financial Statements includes Stadium Improvements at
Valuation, Plant and Equipment at Valuation at Note 8.  Bruce Property Trust Financial
Statements include Depreciation on Property, Plant and Equipment and the Abnormal
Expenses arising from the revaluation of property, plant and equipment to their recoverable
amount at Note 4.  These items total $35.384m.  Part of the cost of seating totalling $0.836m,
which was classified as furniture, fittings and equipment in Note 7 to the Bruce Operations
Pty Limited Financial Statements, is more appropriately classified as a design and
construction cost.  Accordingly, these two amounts have been added together to provide an
overall Design and Construction cost.
3 Bruce Operations Pty Limited Financial Statements includes Furniture and Fittings – at cost,
Kitchen Equipment and Fitout – at cost and Other Assets – at cost at Note 7.  These items
total $4.123m.  Part of the cost of seating totalling $0.836m, is more appropriately classified
as a design and construction cost.  In addition, the total includes $0.202m for pre-existing
assets.  Accordingly, these two amounts have been subtracted from the cost of Furniture and
Fittings to provide a net cost of Furniture, Fittings and Equipment.
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Video Replay Board

2.10 The video replay board was not purchased during the period of the
redevelopment construction.  The Audit has since been advised that the
replay board has been acquired using a finance lease facility.  The value
of the board is approximately $2.1m.

2.11 A video replay board was intended from the commencement of
the redevelopment to be acquired as part of the redevelopment.  The cost
of the board has therefore, for the purposes of the Audit, been treated as a
redevelopment cost.

Off Site Capital Works

2.12 Capital works have been undertaken outside the Bruce Stadium
boundary.  The purpose of these works is to facilitate spectator access to
the Stadium during the Olympic soccer tournament and other major
events including games played by hirers of the Stadium.  The cost of
these off site works is $1.2m.  The main item in this category is the
Olympic Traffic Management Improvements project that provides for the
construction of traffic management infrastructure at the Stadium.
Modifications to the traffic management infrastructure were designed to
accommodate the requirements of large events at the Stadium.
Specifically, the project includes the installation of a temporary road on
Braybrooke Street to provide access from the car parking areas to
Ginninderra Drive and improved capacity at the intersection of Tucker
Street with Ginninderra Drive.  The project also includes the provision of
bus bay facilities to the east of the Stadium and minor traffic management
measures.  The project was budgeted to cost $0.8m.

2.13 Other offsite works comprised construction of additional car parks
to the west of the Stadium for $0.25m and the construction of Braybrooke
Street to provide access to the car park for $0.1m.

Relocation Costs of Australian Sports Commission Facilities

2.14 Prior to the redevelopment commencing, four Commonwealth
agencies occupied premises at the Stadium.  These agencies were the
Australian Sports Commission’s Horticultural Unit, the Australian Sports
Medicine Federation, the Australian Coaching Council and the AIS Road
Cycling Program.  These agencies were relocated to permit the
redevelopment to proceed.



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

22

2.15 The relocation of the Horticultural Unit was originally funded
from the redevelopment’s construction budget.  The relocation, however,
was eventually paid for from the Chief Minister’s Department Capital
Works Program.  The actual cost of this relocation was $608,000.

2.16 The cost of relocating the remaining three facilities was paid for
by the Commission, which has since sought reimbursement of the costs
from the Territory.  The Commission advised the Under Treasurer, in a
letter dated 3 June 1999, that it is seeking a reimbursement of $675,000 in
respect of these costs.

2.17 As the relocations were essential to allow the redevelopment to
occur the costs involved in relocating the four Commonwealth agencies
are direct costs of redeveloping the Stadium and therefore the costs are
included in Table 2.1.

Departmental Costs

2.18 Various departmental costs including financing, management,
legal and other costs were incurred during the redevelopment project.
They are summarised in Table 2.2.

Table 2.2 – Departmental Costs
Cost Amount ($m)
Departmental Management 0.26
Interest 0.21
Financial and Legal Advice 0.19
Loan Establishment Fee 0.10
Total $0.76

2.19 The interest payments and establishment fee in the table were paid
to the Commonwealth Bank in respect of a temporary financing
arrangement for the redevelopment which did not proceed to completion
(see Report 6 – Financing Arrangements).

2.20 The item ‘Financial and Legal Advice’ includes only those
payments made by the Chief Minister’s Department.  Other payments in
this category have been included in the design and construction cost or
the cost of operating the Stadium as appropriate.

2.21 Departmental project management costs have been estimated by
the Chief Minister’s Department to total $261,641.  These costs are direct
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salary costs only.  They do not include any departmental overheads.

2.22 These costs are treated as costs of the redevelopment in Table 2.1
as all were incurred as a direct result of the redevelopment being
undertaken.

COSTS NOT REQUIRED TO BE PAID

2.23 It was observed during the Audit that certain costs which could
have been payable if the redevelopment had not been a Territory project
were not required to be paid.  These costs totalled $1.1m and are outlined
in the following paragraphs.  These costs are not included in the Audit’s
estimate of costs of $45m.

Interest Payable on Funds used during Construction

2.24 The majority of expenditure on the redevelopment was financed
from the Central Financing Unit of the Chief Minister’s Department (see
Report 6 – Financing Arrangements).  During the period 1 July 1998 to
30 June 1999 the interest calculated on this financing was $937,104.  The
Chief Executive of the Chief Minister’s Department, however, waived
any requirement for this interest to be paid.

Building Development Fees

2.25 During the course of the redevelopment, staff from the Chief
Minister’s Department sought and received waivers of the building
development fees which would normally be payable in respect of a
redevelopment such as the Bruce Stadium.  These waivers totalled at least
$126,000.

INDIRECTLY RELATED COSTS

Manuka Oval Upgrade

2.26 Bruce Stadium originally could accommodate, and had
accommodated, Australian football and cricket.  The redevelopment
excluded the use of the Stadium by these sports.  Subsequently, a decision
was made to upgrade Manuka Oval for these sports.

2.27 In a minute prepared in March 1995, the Minister for Sport and
Recreation was advised that the Stadium had been ‘redeveloped to a fully
grassed surface to make the facility multi purpose for all sports competing
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at the elite level’ at a cost of $3.7m.

2.28 The advice included the following:
‘in its present configuration the Stadium can accommodate any
outdoor sporting code.  To reconfigure the Stadium to a
rectangular shape would deny the use of the venue to sports such
as cricket, Australian Rules football and possibly baseball …
significant funds would have to be expended to upgrade or
construct [alternative] facilities.  For example, to relocate AFL to
Manuka Oval would require significant expenditure to improve
the facilities for corporate use, large crowds and the media.  It is
therefore arguable whether Canberra could support two major
Stadiums both with similar facilities’.

2.29 A Cabinet submission in December 1996 (Manuka Oval Precinct
Redevelopment) stated that ‘the redevelopment of Manuka Oval would
become an imperative with a successful ACT Government bid to SOCOG
for playing Olympic soccer at Bruce Stadium in the Year 2000’.

2.30 Further, a submission to the Cabinet in June 1998 (Provision of
Lights for Football Park Phillip) on the related issue of the provision of
television standard lights to Phillip Oval, said that cricket and Australian
Rules officials had ‘pointed out that they believed that the upgrade of
Football Park (Phillip) is important given the decision to change Bruce
Stadium’s configuration’.

2.31 The 1997-98 and 1998-99 Capital Works Program included $8m
for the upgrade of Manuka Oval to provide a facility suitable for hosting
international standard cricket and AFL standard football in Canberra.
The Commonwealth Government made a separate grant of a further $1m
for the upgrade of Manuka Oval.

2.32 Various studies and proposals were developed during 1998 and
1999 for the upgrade of Manuka and Phillip ovals to meet the perceived
needs of cricket and AFL.  A joint submission dated 25 June 1999 by the
ACT Cricket Association and the ACT/NSW Australian Football League
based their request for funding to upgrade Manuka Oval on the argument
that as a result of the Bruce redevelopment there was now no suitable
alternative venue in Canberra.

2.33 The joint submission requested an increase in the seating capacity
of Manuka Oval to 14,000 and the inclusion of media, coaches and
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corporate facilities, upgrade of the playing surface and a new northern
stand which would include player dressing rooms, medical facilities and
warm up facilities.  The total cost of the proposal was estimated at $8.8m.

2.34 The Government announced on 29 June 1999 that the upgrade of
Manuka Oval would proceed.  The media release indicated that ‘with the
redevelopment of Bruce Stadium completed, this upgrade of Manuka
Oval will ensure that Canberra boasts two world class facilities capable of
hosting future Australian and international standard rugby league, rugby
union, soccer, cricket and Aussie Rules fixtures’.  The estimated cost to
the Territory mentioned in the media release was $7.8m.

2.35 The Audit considers there is sufficient evidence of the link
between the two redevelopments to conclude that the decision to fully
redevelop Manuka flowed from the decision to opt for a rectangular
playing field at Bruce Stadium.  The decision about the Stadium
effectively meant that, if cricket and Australian football were to afford
sporting patrons similar quality facilities to those available for rugby and
soccer patrons, a second major redevelopment would be required.

2.36 The Audit acknowledges that the two redevelopments are
physically separate and the redevelopment of Manuka Oval is taking
place some time after the redevelopment of Bruce Stadium.  For this
reason, for the purpose of the Audit, the Territory’s part of the costs to
redevelop Manuka Oval has not been treated as a cost of the Bruce
Stadium redevelopment.

CONCLUSION

2.37 The Audit’s estimate of the direct capital cost to the Territory of
redeveloping the Stadium is almost $45m.  In addition, costs that would
normally be included as construction costs but have not been required to
be paid, as the redevelopment was a Territory government project, are
estimated to be $1.1m.
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3 STADIUM OPERATING COSTS

INTRODUCTION

3.1 A Government objective in 1996 and thereafter was to improve
the financial performance of Bruce Stadium in order to create a
commercially viable entity which would operate without further Territory
assistance.  This Chapter presents the results of the Audit’s review of
whether this objective has or will be achieved.

3.2 There are a number of indicators of commercial viability,
including the cash flow from operating activities, and the profit and loss
statement.

3.3 The cash flow from operating activities reports cash receipts from
customers and cash payments to suppliers and employees, as well as other
cash movements such as interest paid and received.

3.4 The profit and loss statement reports accrued revenues and
expenses.  That is, it reports changes in all resources in a given period
even when a cash transaction has not taken place.

3.5 The profit and loss measure of commercial viability is used in this
Chapter, which presents:
•  the actual profit and loss result for 1998-99;

•  an estimate of the profit and loss result for 1999-2000;
•  an assessment of the profit and loss result from 2000-01 onwards;

and
•  a comparison of these results with Government objectives and

with the results for the Stadium prior to its redevelopment.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  The financial intentions for the redeveloped Stadium were
profitability, the elimination of the Territory’s cash subsidy for
operations, an improved financial performance over the existing
Stadium, and large and immediate cash surpluses which would
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provide a significant part of the finance required for the
redevelopment.

•  The operating loss before abnormal items in 1998-99 was
$4.5m; it appears likely that the loss will be about $3.9m in
1999-2000 even though there was an unusually large number of
games played at the Stadium during the year and the Brumbies
had a very successful season.

•  The financial performance of the redeveloped Stadium in 1998-
99 and 1999-2000 is significantly worse than the financial
performance in 1995-96 prior to redevelopment.

•  In 1998-99 there were abnormal expenses of $14.4m due to the
writing down of non-current assets from $37.9m to $23.5m; the
operating loss after abnormal items was therefore $18.9m.

•  The redeveloped Stadium has not been a commercial success
and the first two years of operation have not provided any funds
towards the financial cost of the redevelopment construction.

•  The Territory is exposed to significant current and future
financial liabilities as it has guaranteed and underwritten all of
the operating losses of the Stadium.

•  It is likely that a further write down will occur in 1999-2000,
resulting in another large operating loss after abnormal items.

•  Even if the Stadium is written off entirely, it is likely to return
annual operating losses of about $1.5m into the foreseeable
future.

FINANCIAL INTENTIONS OF OPERATING THE STADIUM

3.6 Prior to its redevelopment, Bruce Stadium was a relatively modest
and inexpensive to operate community facility.  The operating loss in
1995-96 was $0.2m, derived from revenue of $1.2m and expenses of
$1.4m.  The redeveloped Stadium, however, was to operate on a much
larger scale and with a strong commercial focus.
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3.7 From the beginning of the redevelopment project and throughout
its course, it was an objective of the Cabinet that the redevelopment
would improve the Stadium’s financial performance and create a new
Bruce that would be, in the words of executives and consultants, ‘self-
sustaining’, ‘commercially viable’ and ‘profitable’.

3.8 Version 2 of the Stadium financial model, prepared in
September 1996, showed net cash surpluses that were large enough to
produce a healthy operating profit from the first year of operation.
According to the model, net receipts in 1997-98 were to be $12.8m (see
Report 7 — Stadium Financial Model).

3.9 The Stadium financial model was the only substantial financial
analysis available to executives in 1996 and formed the basis for official
and ministerial consideration of the decision to redevelop the Stadium
and to bid for Olympic soccer.  The Cabinet submission of 20 September
1996 (Canberra — An Olympic City), which recommended redeveloping
the Stadium and bidding for Olympic soccer, described the revenue
projections in Version 2 of the model as reflecting ‘the increased earning
power of a modern stadium’.

3.10 Versions 6 and 7 of the model, prepared in December 1996 and
February 1997, also showed that operating profits would be achieved.
These versions of the model were important parts of CRI’s successful
submissions to be project manager for the redevelopment (see  Report 5
— Selection of the Project Manager).

3.11 Financial arrangements for the redevelopment were predicated on
immediate and lasting financial success in the operation of the Stadium.
Of the $27m in redevelopment financial costs, $8m was to be met by
‘upfront revenue’ to be received by the end of the first year of operation.
A further $7m of the redevelopment costs was to be met through
borrowings which were planned to be serviced and repaid from future
large net operating revenues.  (The remaining $12m of the redevelopment
costs was to be met by a Territory capital injection appropriation.)

3.12 Profitability continued to be a central objective in 1997 as the
project moved into the construction phase and negotiations were being
conducted with the major hirers.  Documents prepared by the
redevelopment’s project manager in 1997 state that ‘the guiding principle
for the design of the Bruce Stadium redevelopment’ was ‘a profitable new
business undertaking’.  A Cabinet submission on the hiring agreements
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with the football clubs, dated 18 December 1997 (Bruce Stadium
Redevelopment — Hiring Agreements), affirmed the objective of
‘commercial viability’.

3.13 While the projected net cash inflows in later versions of the model
were lower than in earlier versions, the projected net present value for the
project remained positive throughout.  The later projections equated to a
total operating profit being generated over the life of the Stadium
although every individual year was not projected as being profitable.  The
later versions of the model were used by executives and accepted by the
responsible minister and the Cabinet in a number of Cabinet submissions
and decisions (see Report 7 − Stadium Financial Model).

3.14 A less ambitious objective of eliminating the Territory’s cash
contribution to operations was presented in the Capital Works Proposal
for the redevelopment (see Report 4 — Decision to Redevelop the
Stadium), which was endorsed by the Cabinet in February 1997.  This
objective was reaffirmed in Cabinet submissions in 1997 and 1998.

3.15 An operating profit remained an objective of the Government
until early 2000 although it was now being estimated that a profit would
not be achieved until 2003-04.  It was only in the May 2000 Budget
papers that the objective was shown as being abandoned with the forward
projections for the four years to 2003-04 showing significant operating
losses in all years.

3.16 To summarise, until recently, the financial objectives for
operation of the redeveloped Stadium were profitability, the elimination
of the Territory’s cash subsidy for operations, an improved financial
performance over the old Stadium, and large and immediate cash
surpluses that would provide a significant part of the finance required for
the redevelopment construction.

FINANCIAL RESULT FOR 1998-99

Source of Figures Used

3.17 All of the 1998-99 results included in this Chapter are drawn from
the audited Bruce Stadium Special Purpose Financial Statements
presented to the Legislative Assembly in the Chief Minister’s Department
1998-99 Annual Management Report.
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Operating Result for 1998-99

3.18 Table 3.1 presents the operating statement of Bruce Stadium for
1998-99 taken from the Special Purpose Financial Statements.

Table 3.1 - Operating Results in 1998-99
1998-99

$000
Revenue
Ticket Sales 1,232
Corporate Suites and Corporate Boxes 336
Commission on Food and Beverage 190
Ground Hire 184
Signage and Advertising 74
Season and Premium Passes 72
Merchandising Sales 41
Other (including $113k in assets transferred from the
Department of Education)

210

Total Revenue 2,339
Expenditure
Revenue Assurances Paid to Hirers 1,330
Payment to Hirers 888
Marketing Expenses 946
Depreciation 2,266
Employee Expenses 1
Venue and Equipment Hire 222
Electricity and Water 210
Ground Maintenance 169
Cleaning Contractors 170
Legal Expenses 137
Consultants and Contractors 94
Equipment and Consumables 30
Cost of Merchandise Sold 27
Miscellaneous Expenses 337
Total Expenses 6,827
Operating Loss before Abnormal Items (4,488)
Abnormal Items
Write down of the Property, Plant and Equipment (14,409)

Operating Loss (18,897)
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3.19 As shown in Table 3.1 the result for 1998-99 was an operating
loss before abnormal items of $4.5m.  Revenue was $2.3m and expenses
were $6.8m.

3.20 In 1998-99 there were also abnormal expenses of $14.4m relating
to the writing down of non-current assets from $37.9m to $23.5m.  The
operating loss after abnormal items was therefore $18.9m.

3.21 The Audit notes that the Stadium is a wholly Territory owned
operation.  Consequently the operating losses are entirely underwritten by
the Territory.  The Territory therefore incurred a significant financial loss
as a result of the first year of operation of the redeveloped Bruce Stadium.

3.22 The major revenues and expenses are summarised in the
following paragraphs.

3.23 Revenue — The main sources of revenue in 1998-99 were:
•  ticket sales ($1.2m); and
•  the Stadium’s share of corporate suite and box sales ($0.3m).

3.24 Other major revenue sources were commission on food and
beverages, and ground hire, each of which generated less than $0.2m.

3.25 Expenses — The main expenses in 1998-99 were:
•  depreciation of property, plant and equipment ($2.3m);

•  payments to hirers under revenue agreements ($1.3m);
•  marketing ($0.9m); and

•  share of ticket sales to hirers ($0.9m).

3.26 Other major expenses were venue and equipment hire, electricity
and water, cleaning contracts, ground maintenance, legal expenses, and
security, each of which cost less than $0.25m.

3.27 Abnormal Expense — The abnormal expense of $14.4m from the
write down of non-current assets is a serious matter requiring further
comment.

3.28 The accounting principle underlying the write down is based on a
logical approach to the reporting of the value of assets of commercial
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undertakings.  Under this principle an asset cannot be worth more than
the financial benefit that a commercial entity can reasonably expect to
derive from it.  This principle prevents entities from reporting assets at
values greater than the cash which will be generated through the use
and/or sale of the assets.  Where an entity pays more for the asset than it
expects to receive from its use and disposal, then it has incurred a loss
and is required to write down the asset to the amount that it expects to
receive.

3.29 The application of this principle resulted in the substantial write
down of non-current assets used in stadium activities.  The write down
shows that the Territory spent $14.4m more on these assets than
management expects to receive in the future from using the assets.  It
therefore represents a significant financial loss to the Territory in addition
to the ‘normal’ loss incurred from operations.

COMPARISON OF THE 1998-99 RESULT WITH THE 1995-96
RESULT

3.30 The previous section reported that the 1998-99 result for the
Stadium was an operating loss of $4.5m.  A comparison of this financial
performance with the old Bruce provides relevant information.

3.31 The Audit compared the financial performance of the Stadium in
1995-96 and 1998-99.  Data for 1995-96 have been taken from the
financial statements of the Bruce Stadium Trust.  This was the last year in
which separate Trust accounts were prepared and the last full year of
operation before the decision to redevelop the Stadium was taken.

3.32 A comparison of events held at the Stadium reveals that Bruce
Stadium hosted 34 games of rugby union, rugby league and soccer in
1995-96.  In 1998-99 it hosted 34 games involving the same sports and
the same clubs.  Although the standard of amenity had improved the
Stadium was used for the same purposes as before and had a very similar
level of activity in 1995-96 and 1998-99.

3.33 Table 3.2 summarises Bruce Stadium’s 1998-99 operating
statement before abnormal items, and compares the result with the
corresponding statement for the Bruce Stadium Trust in 1995-96.  It also
provides the Audit’s estimate for the 1999-2000 result before abnormal
items, which is discussed later in this Chapter.
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Table 3.2 - Bruce Stadium’s Operating Performance Compared
1995-96
Actual

$m

1998-99
Actual

$m

1999-2000
Estimated

$m
Revenue 1.2 2.3 2.9
Expenses 1.4 6.8 6.8
Operating Loss 0.2 4.5 3.9

3.34 Removing depreciation from the operating losses in Table 3.2
produces a measure of the Territory cash contribution needed to pay for
operations each year.  In 1995-96, the contribution required was $0.2m.
In 1998-99, it was $2.2m.

ESTIMATED OPERATING RESULT FOR 1999-2000

Source of Figures

3.35 The estimated operating result in Table 3.2 for 1999-2000 has
been derived from the estimated outcome contained in Budget 2000
(volume 4) and related working papers for the Stadium Authority for
1999-2000.  The Stadium Authority is the managing authority of the
Stadium.  The estimated 1999-2000 result has been compared with the
operating loss reported in the 1998-99 Bruce Stadium Special Purpose
Financial Statements.

3.36 The presentation of revenue and expenses in Budget 2000 differs
from the presentation in the Special Purpose Financial Statements by
netting out ticket revenue which is passed on to hirers.  To enable
comparability between the 1998-99 and 1999-2000 figures, the amount
netted out ($1.1m) has been added to both revenue and expenses for
1999-2000.  In addition, revenue received from the Territory of $0.865m,
provided to meet various expenses, has been removed from the Audit’s
estimate of the 1999-2000 result as it does not constitute revenue earned
by the Stadium.  It is in the nature of a cash subsidy to allow operations to
continue.

Comparison of 1999-2000 Estimated Operating Result with 1998-99

3.37 The Audit estimates that the operating loss before abnormal items
will fall from $4.5m in 1998-99 to $3.9m in 1999-2000.  Expenses are
estimated to remain the same at $6.8m.  Revenue is estimated to increase



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

34

from $2.3m to $2.9m (see Table 3.2).

Revenue

3.38 Major revenue items that increase in 1999-2000 are corporate
suite and box sales (about $0.4m), ticket sales (about $0.2m) and car
parking (from nothing to $0.1m).  Some revenues have decreased,
partially offsetting these improvements.

3.39 Contributing Factors to Increased 1999-2000 Revenues — The
increase in revenue occurred in a particularly favourable year for the
Stadium, due to an unusual concentration of matches and to the Brumbies
having a highly successful season.

3.40 The number of home games in the Super 12 Rugby competition
alternates between five and six each year.  In 1998-99, five games were
played.  In 1999-2000 six games were played.  In each season, the
Brumbies play an additional game against New South Wales or
Queensland as part of the ‘National Challenge’ competition between the
three teams.  In 1998 and 1999, these games were played in September or
October.  In 2000, the game was played in June.  As a result, two
‘National Challenge’ games were played in 1999-2000.  This will fall to
one or none in 2000-01.

3.41 A similar crowding of international fixtures has occurred in
1999-2000.  In 1998, one test match was held at Bruce Stadium.  This
was in September.  In 1999, there was no test match but the Brumbies
played an international team in July.  In 2000, a test match was held in
June.  As a result, there were two international fixtures in 1999-2000.
This will fall to one or none in 2000-01.

3.42 To summarise, the number of scheduled rugby union matches in
1999-2000 has been unusually high at ten.  This will fall by at least three
in 2000-01.

3.43 The Raiders also had an unusually busy year in 1999-2000 as the
entire NRL season for 2000 was brought forward in order to avoid
clashing with the Olympics.  As a result all but two home games were
played before 30 June 2000.  By contrast, the 1999 season had four home
games played at Bruce Stadium after 30 June.  This will be the case again
in 2001.  The result is that in 1999-2000, 15 Raiders’ games were played
at the Stadium.  This figure will fall to about 11 games in 2000-01 and
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then recover to 13 games in 2001-02.

3.44 Finally, 2000 was a very good season for the Brumbies.  Winning
has two effects on attendance and revenue.  Firstly, it adds additional
matches.  In 2000, the Brumbies hosted a semi-final and the final.  These
were both sell-outs with a total crowd of 52,000.  Secondly, winning
during the season has a significant effect on attendance at scheduled
games.  This effect is shown clearly in Table 3.3.  In 1998 and 1999, the
Brumbies did not finish in the top four.  Average attendances were 8,225
and 8,866.  In 1997, the Brumbies finished second.  Average attendance
was 12,686.  In 2000, the Brumbies finished at the top of the table.
Average attendance was 14,589.

Table 3.3 - Attendance at Regular Super 12 Games
1997 1998 1999 2000

Total 63,429 49,348 44,331 87,534
Average 12,686 8,225 8,866 14,589

3.45 To summarise, attendance in 1999-2000 at the Stadium was
unusually high.  The number of scheduled rugby union and rugby league
games was 25.  In 2000-01 the number of scheduled games will be about
17.  In addition, the Brumbies finished in first place, greatly increasing
the average attendance at scheduled matches and adding a semi-final and
the final to the number of matches.  The Raiders also played a home
preliminary final in 2000-01.

3.46 These beneficial circumstances suggest that 1999-2000 may be a
peak year for casual corporate suite hire and for ticket revenue and related
revenue such as parking fees and the commission on food and beverages.

Expenses

3.47 Although some expenses have fallen, others have risen by a
corresponding amount.  Expenses in total will remain at about $6.8m in
1999-2000.  The estimated result for 1999-2000 supports the Audit’s
conclusion that expenses have increased significantly and more or less
permanently since the redevelopment.

3.48 The Audit notes the following significant changes.

3.49 Marketing expenses — These will fall by $0.9m in 1999-2000.
Large marketing expenses of $0.95m in 1998-99 reflected a large start-up
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campaign, which was not repeated in 1999-2000.

3.50 Depreciation — This will fall by $0.4m to about $1.9m in
1999-2000.  Two opposing influences are at work.  Depreciation will fall
by $1m due to the write down of non-current assets but will rise by $0.6m
chiefly because the depreciation for 1998-99 was calculated for part of
the year only.  While the decrease in depreciation improves the operating
result, it should be remembered that this decrease has occurred because of
the write down in the previous year of the non-current assets of $14.4m.

3.51 Salaries — These are estimated to increase from $1,100 in
1998-99 to $0.2m in 1999-2000.  The Chief Minister’s Department paid
for most of the staffing costs in 1998-99.  The Stadium is now meeting
these costs and the number of salaried staff is rising.  The Authority
estimates that salaries will rise further to $0.5m in 2000-01.

3.52 Video replay board hire — This will rise by $0.2m to $0.4m in
1999-2000 due to the installation of a new board.  This will rise further to
$0.6m in 2000-01.  In the Budget Papers, the acquisition of the video
replay board has been treated as an operating lease.  Accordingly,
payments for the capital cost of the board as well as interest have been
classified as an operating expense.  This partially accounts for the rise in
the expense for video replay board hire.

3.53 Repairs and maintenance — Costs of $0.3m have been included
for the first time in 1999-2000.

3.54 Abnormal expenses — The operating loss for 1999-2000 is an
improvement over 1998-99 in large part because of the good season for
the Brumbies and the abnormal number of games in 1999-2000.  The
success of the Brumbies should not be accepted as a permanent factor in
revenue estimates.  The number of games played will fall significantly in
2000-01 and return to normal levels thereafter.  The $0.6m improvement
in the operating loss is therefore unlikely to be a sustainable improvement
in the financial performance of the Stadium.

3.55 Although there were favourable circumstances in 1999-2000, the
operating loss is still estimated to be $3.9m.  The Audit considers that on
the basis of financial information available to date and a reasonable
assessment of likely future outcomes, Bruce Stadium will return large
operating losses for several years.  The Authority’s budget recognises this
for the period to 2003-04.
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3.56 This will require the Stadium to be written down again in
1999-2000.  If the rest of the Stadium were to be written off, there would
be an abnormal expense item of $23.5m to add to the operating loss of
$3.9m.  The operating loss including abnormal items would be $27.4m.

OPERATING RESULTS AFTER 1999-2000

Introduction

3.57 The Audit has considered a range of evidence about Bruce
Stadium’s operations and the Canberra market for football and other
entertainment events in order to estimate the future likely results for the
Stadium.  The results of the estimations are set out following.

3.58 In arriving at estimates for 2000-01 to 2003-04, the Audit has
accepted the budget and forward estimates for the Stadium contained in
Budget 2000, with two exceptions.  The Authority’s estimates for
expenses for the four years are based on an annual reduction of $0.1m in
payments to the hirers under the revenue guarantees.  The Audit is
unaware of any reason why this should occur.  The Authority’s estimate
for revenue in 2000-01 has also been reduced by the Audit by $0.1m to
take account of the reduction in the number of games at the Stadium in
2000-01.

3.59 As well, to provide comparable figures with 1998-99 and
1999-2000, revenue and expenses have been increased by $1.1m to
account for the amounts netted out of the Stadium Authority’s accounts.
In addition, the Authority’s revenue figure for 2000-01 is not comparable
with previous years as it includes a general Territory contribution of
$0.8m and a special Territory contribution of $0.6m for staging the
Olympics.  The revenue figures for 2001-02 to 2003-04 also include large
general Territory contributions.  These figures have been excluded from
the Audit’s estimate of the operating result.

3.60 The figures contained in Budget 2000 are considered optimistic
by the Audit.  They nevertheless show large operating losses from
2000-01 to 2003-04.

The Operating Result in 2000-01

3.61 The Audit’s estimate of the operating loss for 2000-01 is $3.9m.
This is based on estimated revenue of $3.3m and expenses of $7.2m.
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3.62 Expenses in 2000-01 will be $0.4m higher than in 1999-2000
mainly because of the increased expenses associated with the new video
replay board ($0.4m) and a final payment of $0.35m to the ASC for a
licence to gather parking fees in the Bruce Stadium precinct.  This lump
sum payment is in addition to annual payments to the ASC under the
parking agreement of $13,000.  These increases are offset by decreases in
legal expenses ($0.2m) and contractors ($0.15m).

3.63 Revenue in 2000-01 will be $0.4m higher than in 1999-2000
largely because the Authority’s budget includes revenue from naming
rights of $0.5m.  This annual revenue is estimated by the Authority to be
$0.55m from 2001-02 onwards.  Consultants and executives have had no
success so far in selling naming rights and the price eventually achieved
may well be lower than $0.5m.  The Authority has also assumed a $0.1m
increase in corporate suite sales and $0.1m in revenue from the hire of the
video replay board to other venues.  If these targets are not achieved, the
operating loss is likely to be larger than estimated by the Audit.

3.64 The increase in revenue of $0.7m explained in the previous
paragraph will be offset by a fall in revenue arising from a decrease in
sporting activity at the Stadium in 2000-01.  As explained previously,
more games than normal were played at the Stadium in 1999-2000 and
fewer games than normal will be played in 2000-2001.  The Audit has
added $0.2m to the Authority’s estimated revenue for 1999-2000 and
subtracted $0.1m from the 2000-01 estimate.  As a result revenue will fall
by $0.3m compared with the 1999-2000 figure.

3.65 The operating loss would fall significantly in 2000-01 if there
were another significant write down of assets in 1999-2000.  If the
Stadium were to be written off, the operating loss would be $2m rather
than $3.9m.  This, however, is only altering the timing of the recognition
of the losses which would be brought to account in 1999-2000 through
the write off rather than spread over the future useful life of the Stadium.

Operating Results for 2001-02 to 2003-04

3.66 The estimated annual operating loss of the Stadium Authority for
2001-02 to 2003-04 is $3.5m.  This is based on revenue of $3.5m and
expenses of $7m.  The Audit’s estimate is based on the Authority’s
estimates, adjusted for the Territory’s cash contribution as described
previously.  The estimate for 2001-02 to 2003-04 recognises the limited
ability of the Stadium management to reduce expenses or increase
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revenue.  Most of the expenses associated with running the Stadium
appear to be unavoidable, and large, permanent increases in revenue
appear to be unlikely.  The Authority’s estimates are particularly reliant
on maintaining annual revenue from naming rights of $0.55m.  As noted
previously, naming rights had not been sold at the time of preparing this
Report.

3.67 Even if the Authority’s estimates for naming rights and other
revenue sources prove largely correct, the Stadium will have an operating
loss of $3.5m.  If the Stadium is written down entirely, thus removing
depreciation of $1.9m, the operating loss would be about $1.6m.  Even if
all corporate suites were sold for Raiders and Brumbies games, the
addition to the Stadium’s revenue would be $0.6m.  The Stadium would
still have an operating loss of $1m.  The Audit considers the sale of all
corporate suites under existing terms is unlikely.

3.68 Assuming that the Stadium is written off, the Audit’s view is that
an operating loss of about $1.6m can be expected each year until 2004.
This will vary somewhat with the success of the Brumbies and, to a lesser
extent, the Raiders.

Operating Results after 2003-04

3.69 In the longer run, there is uncertainty.  Sport in general, and the
sports played at the Stadium, in particular, could become more or less
popular.  Teams could prosper or fold.

3.70 The current revenue assurance guarantees to the Raiders and the
Brumbies end in 2004.  Lease payments of $0.6m annually for the video
replay board end in early 2005.  The current hirers’ agreements end in
2008.  From 2010 a commercial lease with the Australian Sports
Commission will operate under terms and conditions not yet set.  At some
time, there is likely to be significant refurbishment of Stadium facilities.

3.71 The Audit does not speculate on how a future government will
negotiate with hirers.  It would point out, however, that if the Stadium is
written off and the revenue guarantees are terminated in 2004, the
Stadium Authority should be able to operate at around a breakeven
financial position.  If the guarantees are renewed then the Stadium is
likely to continue to operate at a loss of about $1.6m.
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CASH FLOW FIGURES USED IN THE OVERVIEW

3.72 This Chapter has reported on the financial performance and
prospects of the Stadium in profit and loss terms.  The operating cost
figures reported in Table 1.1 in Chapter 1 are based on the figures in the
present Chapter, adjusted to avoid double counting.  This has involved
deducting depreciation and the cost of the new video replay board, both
of which are accounted for in the estimate of the redevelopment cost
reported in Chapter 2.

3.73 For the period 1998-99 to 2000-01, the total operating loss is
estimated to be $12.3m.  Depreciation of $6.1m and expenses on the
video replay board of $0.8m have been deducted from the operating loss
to give a net cash cost of operations of $5.4m.  This has been rounded to
$5m and reported in Table 1.1.

3.74 For the period 2001-02 to 2026-27, the estimated annual operating
loss for 2001-02 to 2003-04 of $1.6m has been rounded to $1.5m and
projected forward to 2026-27.  This figure assumes that the Stadium is
written off in 1999-2000 and that revenue guarantees or similar
arrangements continue.

3.75 An annual operating loss of $1.5m gives a total operating loss for
the period 2001-02 to 2026-27 of $39m.  Further payments for the video
replay board of $2m have been deducted from this figure, which has then
been discounted using the Government’s discount rate for the project of
6 %.  This gives a net present value of the cost of future operations of
$18m.  This figure has been reported in Table 1.1 presented in Chapter 1.

ADDITIONAL PAYMENTS TO HIRERS

3.76 This Chapter has dealt with the operating costs of the Stadium as
a separate entity.  It has not taken into account other costs related to the
operations of the Stadium which are paid for by other parts of the
Government.

3.77 Additional assistance in the form of capital grants, payroll tax
waivers and direct payments are made to the Raiders, Brumbies and
Cosmos.  These payments totalled over $4m in 1998-99 and 1999-2000.

3.78 These additional payments and any future payments could
reasonably be included in the operational cost of the Stadium as the three



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

41

main hirers have been presented as a principal means to achieving a
financially viable Stadium.

3.79 The Stadium’s receipts from games involving the hirers, and
payments to the hirers under hiring agreements, are included in the
revenue and costs of operating the Stadium.  Accordingly, it would be
consistent to include additional financial assistance provided by the
Territory to the hirers outside of the Stadium hiring agreements.

3.80 Furthermore, one of the major Government objectives of the
redevelopment was to generate economic growth by promoting the
development of the three clubs and, in particular, by keeping the Raiders
and Brumbies in Canberra.  This objective is discussed in more detail in
Chapter 6 − Benefits from the Redevelopment and Olympic Soccer.  It
would not be unreasonable to include all financial costs incurred by the
Government in pursuing this objective.

3.81 While the inclusion of additional payments to the Raiders,
Brumbies and Cosmos could be reasonable, these payments have not been
included in the Audit’s estimate of stadium operating costs presented in
this Chapter or in the Audit’s estimate of the net financial cost of the
project presented in the Overview.

CONCLUSION

3.82 One of the Government’s key objectives for the redevelopment
was to create a financially viable entity.  Specifically, the financial
objectives for the redeveloped Stadium were profitability, the elimination
of the Territory’s cash subsidy for operations, an improved financial
performance over the old Stadium, and large and immediate cash
surpluses that would provide a significant part of the finance required for
the redevelopment.  The redevelopment has not achieved these objectives.

3.83 The operating loss before abnormal items in 1998-99 was $4.5m
and is estimated to be $3.9m in 1999-2000.  These results are
significantly worse than the operating loss of $0.2m in 1995-96, prior to
the redevelopment.  The Stadium has not been a commercial success and
the first two years of operation have not provided any funds towards the
financial cost of redevelopment, as had been planned.

3.84 The likely future for the Stadium is a succession of operating
losses.  There is no serious prospect of the Stadium operating at a profit in
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the foreseeable future.  This is accepted in the Budget Papers, which
show large estimated operating losses for each year from 2000-01 to
2003-04.  These estimates include significant cash contributions by the
Territory in each year and are based on optimistic estimates of some
revenues and expenses.  The Audit estimates that the operating loss will
be $3.9m in 2000-01, and $3.5m thereafter.

3.85 The value of the Stadium has already been written down by
$14.4m in partial recognition of the Stadium’s limited financial prospects.
As a result, the operating loss after abnormal items was $18.9m in
1998-99.  The write down is an acceptance that more has been paid for
the redevelopment than is expected to be received from its use.  The
Stadium as an entity is technically insolvent and the Territory is exposed
to significant financial liabilities as it underwrites all of the operating
losses of the Stadium.

3.86 It is likely that the Stadium will be written down again in
1999-2000.  Even if this occurs, and depreciation expenses are reduced to
zero, the Stadium will still make operating losses of about $2m in
2000-01, and $1.6m thereafter.

3.87 If the Stadium is written off and the revenue guarantees to the
hirers are terminated in 2004, the Stadium Authority should be able to
operate at around break even.  This would return the Stadium to a similar
financial position to that which it was in immediately prior to the
redevelopment.
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4 ORIGINAL ESTIMATES OF NET FINANCIAL
COSTS OF HOSTING OLYMPIC SOCCER

INTRODUCTION

4.1 This Chapter presents an estimate of the total net financial costs of
conducting the Olympic soccer events in Canberra based on information
known at the time the decision to host the soccer was taken.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  At the time the Cabinet took the decision to host Olympic soccer
it was not presented with a clear estimate of the expected overall
financial outcome of the tournament.

•  Had such an estimate been prepared at that time, it would have
indicated that a financial loss of between $10m and $16m could
have been expected.

DECISION TO HOST OLYMPIC FOOTBALL

4.2 The Cabinet’s decision to sign a binding Memorandum of
Understanding (MOU) with SOCOG to host Olympic soccer was
informed by its consideration of two submissions.  These were titled
Canberra – 2000 Olympic Football Tournament dated 25 July 1997 and
Canberra – 2000 Olympic Football Tournament – Draft Memorandum of
Understanding dated 8 August 1997.

Audit Estimate of Financial Outcome

4.3 No clear estimate of the direct financial outcome of hosting
Olympic soccer was included in either of the submissions to the Cabinet
referred to above.  The Audit prepared its own estimate based on
information known at the time the decision to host the soccer was taken
and the financial information contained in the submissions.

4.4 The first submission to the Cabinet included estimates prepared
by SOCOG of some of the financial costs of hosting the soccer for
various attendance scenarios based on a stadium capacity of 40,000.  Of
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this total, SOCOG estimated that 1,000 seats would be given to non-
paying guests, such as members of the ‘Olympic family’, and 1,120 seats
were allocated to corporate suites.  Thus the maximum number of paying
patrons possible using normal seats would have been 37,880.

4.5 As it was unknown at the time how many spectators would
actually attend the tournament, the Audit prepared outcomes for three
different attendance scenarios based on a stadium with the then
anticipated capacity of 40,000.  The three attendance scenarios selected
are shown in the following table:

Table 4.1 – Attendance Scenarios
Forecast Capacity Attendance

%
Average Number of Paying

Patrons
100 37,880
66 25,000
33 12,500

4.6 The Audit prepared estimated financial outcomes of the
tournament for each of the three attendance summaries at Table 4.2.

Table 4.2 – Estimated Net Direct Cost of Hosting Olympic Soccer
Item Forecast Attendance

100%
$m

66%
$m

33%
$m

Revenue

Ticket Sales – Permanent Seats 5.3 5.3 2.9
Ticket Sales – Semi-permanent Seats 3.4 0.6 0

Corporate Suites 0.5 0.3 0.2

SOCOG Revenue Guarantee (5.3) (5.3) (5.3)

Total Revenue 3.9 0.9 (2.2)
Expenses

Fee Support Services 4.7 4.7 4.7

Base Support Services 5.0 5.0 5.0

Semi-permanent Seating 4.4 4.4 4.4

Total Expenses 14.1 14.1 14.1
Net Loss $10.2 $13.2 $16.3
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Audit Comments

4.7 Based on the three scenarios, and data included in the submissions
to the Cabinet and their attachments, the Audit estimates that even if all
tickets and corporate suites were sold to all games then a direct loss of
around $10m would be incurred on the tournament.  The Audit’s
estimate, as shown in Table 4.2, is that the potential net cost to the
Territory ranged from $10m to $16m.

4.8 On this basis at the time the Cabinet’s decision was taken, there
was no prospect of the Games being conducted at a profit to the Territory.

4.9 Comments on the revenue and expense items in Table 4.2 follow.

Revenues

4.10 Ticket Sales — Permanent Seats — The Submission of 25 July
1997 stated that ‘given the uncertainty surrounding attendance at
unpopular matches, the proposal could yield no revenue for the ACT’.
The Submission of 8 August 1997, however, indicated that if all 40,000
seats to the Stadium were sold at every event, ‘the guarantee to SOCOG
of the ticket revenue target of $5.286m would not be called upon and
revenue as much as $3.048m will be achieved’.

4.11 Semi-Permanent Seating — Ticket Sales and Costs — In its
decision of 28 July 1997 on the submission titled Canberra – 2000
Olympic Football Tournament, the Cabinet agreed to the purchase of
15,000 semi-permanent seats at a cost of $4.4m for use at the Stadium
during the Olympic soccer tournament.  This additional expenditure
would increase the Stadium’s non-corporate suite seating capacity to
37,880 as previously mentioned.

4.12 Based on data supplied by SOCOG, the maximum revenue that
could be derived from the additional seating was estimated to be about
$3.4m.  This amount is included in Table 4.2 as a revenue item.  The cost
of purchasing and installing the semi-permanent seating was estimated to
be $4.4m.  This figure has been included in Table 4.2 as an expense.

4.13 The Audit has not made any allowance for the reuse of the semi-
permanent seating at other venues.  This is because no alternate use for
the seats had been identified at this time.  In addition, the cost of
relocating the seats to another venue, as indicated in the submission titled
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Canberra – 2000 Olympic Football Tournament, could exceed any
revenue that could be derived from their relocation.

4.14 The marginal cost of installing additional semi-permanent seating
was greater than the maximum revenue that could be derived from that
seating by about $1m.  In short, even if all semi-permanent seats were
sold no net revenue would have been generated for the Territory.  Rather
it would have generated a larger loss.

4.15 During the first half of 1999, with the agreement of SOCOG, the
intention to install semi-permanent seating at the Stadium was
abandoned.

4.16 Corporate Suites — Under the terms of the MOU, the Territory
derives all revenue from the sale of corporate suites, after the first 10 are
allocated free of charge to SOCOG and the Government for hospitality
purposes.  That is, the Territory was able to derive revenue from the sale
of up to 29 corporate suites.  The maximum revenue that the Territory
could receive from this source was estimated to be $460,000.  Neither
submission makes any reference to who would derive the revenue from
the sale of the open corporate boxes at the Stadium.

4.17 Revenue Guarantee to SOCOG for Ticket Sales — At its
meeting on 11 August 1997, the Cabinet considered the final draft of the
MOU and noted that the Territory would underwrite revenue generation
from ticket sales.  The MOU specifically provides for the Territory to
underwrite revenue generation from ticket sales to the extent of the
SOCOG revenue target of $5.286m in 1997 dollars plus CPI adjustments.
The guaranteed amount is shown in Table 4.2 as negative revenue.  The
revenue target equated at that time to the sale of about 60% of all
potential ticket sales or 22,730 seats at every event.  Any revenue from
ticket sales above SOCOG’s revenue target would be the Territory’s.

4.18 Other Revenue — The MOU provides for revenue derived from
advertising, catering and merchandising at the Stadium during the
tournament to accrue to SOCOG.

4.19 The MOU provides for the Territory to retain all revenue from car
parking.  Notwithstanding this provision, however, the Commonwealth as
owner of the Stadium has the right to derive revenue from parking outside
the Stadium.  No estimate of any possible revenue from this source was
discussed in either of the submissions to the Cabinet.
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4.20 Under the terms of the MOU virtually all ‘other revenue’ accrues
either to SOCOG or the Commonwealth.  Because of the limited quantity
of corporate suites available for sale there was very little scope for the
Territory to generate significant revenue from this source.  No other
revenue amount has therefore been included in Table 4.2.

Expenses

4.21 At its meeting on 11 August 1997 the Cabinet considered the
submission titled Canberra – 2000 Olympic Football Tournament – Draft
Memorandum of Understanding and noted that the financial cost of
staging the Olympic Tournament was currently estimated at $10m.  At
the time the Cabinet also noted that the cost estimate could vary
depending on the standards set by SOCOG for key costs.

4.22 The MOU agreed between SOCOG and the Territory divides all
direct expenses into two main categories.  These are ‘Fee Support
Services and ‘Base Support Services’.

4.23 Fee Support Services — These include player and support staff
accommodation, Games advertising, travelling costs and Olympic fit out
of the Stadium.  The cost of these services is to be paid by SOCOG and
then recovered from the Territory.  The MOU states that the maximum
amount that can be recovered from the Territory for these services is
$4.715m plus adjustments for movements in the CPI.  The $4.7m has
been included as an expense in Table 4.2.

4.24 Base Support Services — These include security, temporary
seating, opening ceremony, hospitality, local transport and stadium
operations.  These costs are the responsibility of the Territory.  The MOU
lists some 175 items in this category of services.  The cost of providing
these services are not detailed in the MOU, however, the MOU states that
the standards at which they are to be provided are to be set by SOCOG
and are binding on the Territory.

4.25 The submission to the Cabinet estimates that base costs for the
tournament could be about $5m.  This amount is included in Table 4.2 as
an expense.  The submission also notes that ‘the estimate for base costs is
susceptible to significant variation depending on the standards set by
SOCOG for such things as security and accommodation’.  By way of
example it was noted that the cost of security services could be as low as
$1m or as high as $8m.
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CONCLUSION

4.26 At the time the Cabinet took the decision to host Olympic soccer
it was not presented with a clear estimate of the expected overall financial
outcome of the event.

4.27 Based on the information that was available at the time the
decision was taken to host Olympic soccer, if an estimate had been
prepared at that time, it would have indicated that a net cost of between
$10m and $16m could have been expected.
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5 CURRENT ESTIMATE OF NET COST OF
HOSTING OLYMPIC SOCCER

INTRODUCTION

5.1 The estimates provided in the previous Chapter were based on the
information available in 1997 on revenues and direct costs likely to be
involved in hosting Olympic soccer.  In this Chapter estimates are made
based on the latest information which was available to the Audit.

5.2 The Chapter also summarises estimates of financial costs to the
Territory arising as a consequence of other activities with a connection to
the Olympics.  These costs have not been included in the Audit’s estimate
of the net financial cost of hosting Olympic soccer.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  The direct net financial cost to the Territory of hosting part of
the Olympic soccer tournament, arising from the memorandum
of understanding with SOCOG, is currently estimated by the
Audit to be about $14m assuming that attendance averages
about 75% for every event.

ESTIMATED FINANCIAL OUTCOME FROM HOSTING
OLYMPIC SOCCER

5.3 In this section the Audit estimates the financial outcome of
hosting part of the Olympic soccer tournament based on the latest data
available.  The revenues and costs are those which arise directly as a
result of the content of the memorandum of understanding (MOU) signed
with SOCOG.  The same approach has been used as that adopted in the
previous Chapter.

5.4 At the time of preparing this Chapter, SOCOG had advised that
about half of the total tickets available had been sold for the six sessions
of soccer to be held at the Stadium.  As it is uncertain how many people
will actually attend Olympic soccer in Canberra, the Audit’s estimate of
the financial outcome of hosting part of the Olympic soccer tournament
includes the possible outcomes for three different attendance scenarios.
They are listed in Table 5.1.
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Table 5.1 – Attendance Scenarios
Forecast Capacity Attendance

%
Average Number of Paying

Patrons per Session
100 22,878
75 17,160
50 11,440

5.5 Based on these attendance scenarios, the MOU, and data provided
by the Chief Minister’s Department, the Audit has prepared three
estimates of the financial outcome of hosting part of the Olympic soccer
tournament.  The Audit’s estimates are summarised in Table 5.2.
Because of its impact, the cost of providing security services has been
separately identified in the table.

Table 5.2 – Current Estimated Net Direct Cost of Hosting Olympic
Soccer

Forecast Attendance
Item 100%

$m
75%
$m

50%
$m

Revenue

Ticket Sales 6.0 4.5 3.0
Corporate Suites 0.3 0.2 0.1

Open Corporate Boxes 0.2 0.2 0.1

Parking 0.3 0.2 0.2

SOCOG Revenue Guarantee (5.3) (5.3) (5.3)

Total Revenue 1.5 (0.2) (1.9)
Expenses

Fee Support Services 1 4.7 4.7 4.7

Base Support Services 2

Security 3.7 3.7 3.7

Other 5.4 5.4 5.4

Total Expenses 13.8 13.8 13.8
Net Cost $12.3 $14.0 $15.7
Notes:
1. The cost of Fee Support Services has been capped by SOCOG.  Actual cost could

be lower.
2. The total cost of Base Support Services could be lower than those included in the

Table.  Actual costs could vary for a range of reasons including attendance levels.
It is not possible, however, to quantify such possible variations at present.
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5.6 Table 5.2 shows that, based on an average attendance equivalent
to 75% of the capacity of the Stadium, the net direct cost to the Territory
of hosting Olympic soccer is estimated by the Audit to be about $14m.
The table also shows that the Audit estimates that if all tickets and
corporate suites are sold for all games the Territory will incur a loss of
about $12m.  If half of all tickets, corporate suites and corporate boxes
are sold to all games the loss will be about $16m.  This worst scenario
equates to the level of ticket sales at 4 September 2000.

5.7 The main differences between the current estimate and that
derived from the data considered by the Cabinet in mid-1997 and
summarised in the previous Chapter at Table 4.2 is a decrease in overall
revenue, an increase in the cost of base support services, and the decision
not to install 15,000 semi-permanent seats at the Stadium.  The decrease
in overall revenue is derived from a reduction in the estimate arising from
the decision not to install semi-permanent seating at the Stadium which
was partially offset by the identification of additional revenue sources.

5.8 Comments on each of the revenue and expense items are made in
the following paragraphs.

Revenues

5.9 Ticket Sales — In accordance with the Territory’s agreement with
SOCOG, the first $5.286m in revenue from ticket sales accrue to
SOCOG.  Thereafter all revenue accrues to the Territory.  If all tickets are
sold to all events, the net revenue to the Territory from ticket sales would
be $0.7m.  This figure would decline if fewer people attended.

5.10 Corporate Suites — The Territory will derive revenue from the
sale of corporate suites.  Thirteen suites are currently allocated free of
charge to SOCOG and the Territory for hospitality purposes.  The Audit
has been advised that if the demand for corporate suites exceeds supply,
three of these suites will be released for sale.  The maximum revenue
from this source is now estimated at $0.341m.  This figure would decline
if fewer suites were sold.

5.11 Open Corporate Boxes —The Territory will derive all revenue
from the sale of open corporate boxes.  The maximum revenue from this
source is now estimated at between $0.196m and $0.214m.  This figure
would decline if fewer boxes were sold.
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5.12 Car Parking – Under an agreement with the Australian Sports
Commission, the Territory will now derive revenue from the sale of 3,600
car parking spaces outside of the Stadium.  The maximum revenue from
this source is $0.302m.  The costs of securing this revenue source from
the ASC have been included in Base Support Services.  The revenue from
this source would decline if fewer people parked at the Stadium during
the Olympic soccer tournament.

5.13 Revenue Guarantee to SOCOG for Ticket Sales — Individual
revenue and expense items associated with hosting part of the Olympic
soccer tournament were determined in part when the Territory signed the
MOU with SOCOG on 26 September 1997.

5.14 The MOU agreement specifically provided for the Territory to
underwrite revenue generation from ticket sales to the extent of the
SOCOG revenue target of $5.286m.

5.15 Based on SOCOG’s ticket prices, this revenue guarantee target
equates to the sale of about 20,200 seats at each event.  Any shortfall in
revenue below the Territory’s ticket sales revenue guarantee is to be met
by the Territory paying the amount of the shortfall to SOCOG.  Any
revenue from ticket sales above SOCOG’s revenue target will be revenue
for the Territory.  The revenue guarantee amount is included in Table 5.2
as a negative revenue item.

Expenses

5.16 Fee Support Services — As stated in the previous Chapter these
include player and support staff accommodation, advertising, travelling
costs and Olympic fit out of the Stadium.  The cost of these services is to
be paid by SOCOG, however, they will be recovered from the Territory.
The maximum amount recoverable from the Territory is now capped at
$4.76m.  This amount is included in Table 5.2.

5.17 The Audit has been advised, however, that SOCOG has indicated
that Fee Support Services could be lower than the capped amount.  The
Audit understands that SOCOG has indicated that these costs could be
about $3.7m.  Following completion of the tournament, SOCOG is to
provide the Territory with a full reconciliation of its expenditure on Fee
Support Services.

5.18 Base Support Services — As stated previously, these include
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security, the opening ceremony, hospitality, local transport and stadium
operations.  Procurement of these services is the responsibility of the
Territory.  SOCOG, however, is responsible for setting the standards to
which the services are to be provided.  The cost of these services is
estimated at $3.68m for security services and $5.381m for other base
support services.  These amounts are included in Table 5.2.

5.19 The total cost of Base Support Services could be lower than those
included in Table 5.2.  Actual costs could vary for a range of reasons
including attendance levels.  It is not possible, however, to quantify such
possible variations at present.  The Audit has not included the cost of
returfing the Stadium for a second time in its estimate of the total cost of
hosting Olympic soccer.  It is not presently known whether this cost will
be met from within the current estimate of costs.

OLYMPIC EXPENSES NOT RELATED TO HOSTING SOCCER

5.20 Four Territory agencies have been principally involved in helping
prepare Canberra for the Olympic period in order to maximise the
benefits to Canberra of the Sydney Olympics.  The four agencies are the
Chief Minister’s Department; Canberra Tourism and Events Corporation;
the Department of Urban Services; and the Bureau of Sport, Recreation
and Racing within the Department of Education and Community
Services.

5.21 To estimate the extent of Territory costs, the Audit prepared a
summary of estimated costs for these purposes.  The Audit estimates that
non-event Olympic funding will be about $5m.  These costs have not
been incurred directly as a result of the memorandum of understanding
signed with SOCOG.

5.22 Table 5.3 summarises the funding made available to the identified
agencies for Olympic related purposes during the years 1994-95 to 2000-
01.  It should be noted that these costs do not include employee costs,
related administrative expenses, administrative overheads or travel
expenses.  This information is not readily available for all agencies
involved in supporting the Olympics.  In the case of the Olympics Unit in
the Chief Minister’s Department, however, salary and related on costs are
estimated to be about $0.26m for the period from October 1999 to
December 2000.
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Table 5.3 – Non-Event Olympic Funding
Agency $m
Canberra Tourism and Events Corporation 2.4
Department of Urban Services 1.3
Project 2000 1.2
Total $4.9

5.23 Comments on costs incurred by each of the agencies follow.
These costs are not included in Table 1.1 in Chapter 1.

Canberra Tourism and Events Corporation

5.24 Specific budgetary allocations have been made available to the
Canberra Tourism and Events Corporation to promote Canberra in the
context of the Olympics and the Centenary of Federation.

5.25 A total of $4.5m has been allocated over the financial years
1998-99 to 2000-01 for these purposes.  The 1999-2000 Budget papers
indicate that during this year a major strategic and operational issue to be
pursued by the Corporation is:

‘undertaking a focused marketing campaign to promote the
benefits of the ACT as a premier destination for travelers visiting
Australia for the Olympics during 2000 including a major increase
in the visiting journalist and travel agents familiarisation
programs to capitalise on Canberra’s hosting of Olympic
football.’

5.26 The Corporation has advised that it has allocated a little over half
of the increased funding, or $2.449m, on promoting Canberra in the
context of the Olympics.  The remaining $2.051m is to be used in
promoting Canberra in the context of the Centenary of Federation.

Department of Urban Services

5.27 The Department of Urban Services 1999-2000 capital works
program includes $1.3m for the ‘Streetsmart’ program.  The 1999-2000
Budget papers indicate that under this initiative, $1.3m will be spent on
sprucing up Canberra for the 2000 Olympics.

5.28 The $1.3m will be spent as follows.  Provision of $0.5m has been
made to upgrade and replace road medians, kerbs and guttering,
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guardrails, open space drains, shrub beds and street furniture.  An extra
$0.45m will be spent on new line markings and replacing road signs, an
extra $0.25m will be spent on footpath improvements, and an extra $0.1m
on weed control.  The line marking and road signs project will provide for
the upgrade of line marking and sign posting on major arterial roads in
Canberra.

Chief Minister’s Department

5.29 The ACT 2000 Committee was established in 1993 and renamed
Project 2000 in 1994.  It has representatives from ‘business, tourism,
marketing, sport and the cultural sectors’, and its task has been to act as
‘the catalyst that will maximise the benefits to Canberra and the
surrounding region from the 2000 Olympics and Paralympic Games’.  A
total of $1.2m has been allocated to this function over the period 1994-95
to 2000-01.

5.30 Project 2000 has been involved in a range of activities which are
not directly related to the conduct of Olympic soccer.  For example, it has
been involved in organising the Canberra leg of the Olympic Torch
Relay.  Part of Project 2000’s work has been to attract and provide for
international teams to conduct their pre-Games training in Canberra and
to encourage local businesses to tender for Olympic contracts in Sydney.
The Director of the Olympics Unit in the Chief Minister’s Department
has advised that ‘these activities have little to do with the actual hosting
of the Olympic football.  They would have been undertaken even if
Canberra had not been successful in its bid to host Olympic football’.

CONCLUSION

5.31 Based on information available to the Audit at the time of
preparing this Chapter, the direct net financial cost to the Territory of
hosting part of the Olympic soccer tournament is estimated to be about
$14m.  This is based on paying patron attendance being around 75% of
the Stadium capacity for each event.  Sales to 4 September 2000 are about
50% of capacity.

5.32 Additional financial costs already paid, or payable in the future,
which are connected to the Olympics, but which do not arise from the
MOU with SOCOG, are estimated to be about $5m.  These are not
included in the Audit’s estimate of the net financial cost of hosting
Olympic soccer.
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6 BENEFITS FROM THE REDEVELOPMENT
AND HOSTING OLYMPIC SOCCER

INTRODUCTION

6.1 The Overview to this Report presented a total net financial cost of
redeveloping and operating Bruce Stadium and hosting Olympic soccer of
about $64m by 30 June 2001 and of about $82m in present value terms
over the life of the project.  Previous Chapters have dealt in some detail
with the financial costs to the ACT Government (i.e. to the ACT people
as tax payers and rate payers).  To put these financial costs in perspective
they should be compared with the wider economic benefits to the ACT
community which have been, or will be, generated from the
redevelopment and hosting Olympic soccer.

6.2 The Audit has been unable to identify that any comprehensive
assessment of the benefits to the ACT community from the
redevelopment and hosting Olympic soccer was undertaken.  As no
comprehensive assessment exists the Audit has made its own assessment
which is reported in this Chapter.

6.3 The Audit’s work is not a full cost-benefit analysis.  This Chapter
does, however, outline the major considerations which should be included
in such an analysis.  The Audit has identified the major benefits and
provided a preliminary assessment of these benefits based on the
application of general economic principles and available information.

6.4 Detailed research has not been undertaken by the Audit.  The
Audit’s approach, however, is consistent with the principles underlying
the recent study of Impulse Airlines undertaken by external economic
consultants for the Government (Access Economics).

6.5 In Chapter 2 of this Report (paragraphs 2.26 to 2.36) comments
were provided on the Manuka Oval redevelopment as there is a link
between the two redevelopments.  It was concluded that, as the Oval
redevelopment was physically separate from the Stadium redevelopment,
the cost of the Oval redevelopment would not be included in the Audit’s
estimate of the net financial cost of the Stadium redevelopment.
Consequently, the Audit has made no assessment of the economic
benefits which this cost could potentially generate.



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

57

6.6 In Chapter 5 certain Olympic related costs incurred by the
Canberra Tourism and Events Corporation, the Department of Urban
Services and Project 2000 were identified (paragraph 5.20 to paragraph
5.30).  These costs have not been included in the Audit’s estimate of
financial costs related to hosting Olympic soccer as they were not
incurred directly as a result of the MOU with SOCOG.  Consequently, the
Audit has made no assessment of the economic benefits which these costs
could potentially generate.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  The benefits from the redevelopment and Olympic soccer appear
small relative to the financial cost.

•  The benefits are much smaller than was estimated when it was
decided to host Olympic soccer and to redevelop the Stadium.

THE ECONOMIC APPROACH

6.7 The range of effects considered in an economic assessment is very
wide as such an assessment attempts to include all financial and non-
financial costs and benefits to the community from a project or policy.

6.8 The major parts of the Audit’s review of the costs and benefits of
the redevelopment and Olympic soccer were:
•  the cost of redeveloping and operating the Stadium and of hosting

Olympic soccer;
•  the increase in ACT income from redeveloping and operating the

Stadium and hosting Olympic soccer; this is referred to in this
Report as ‘the income effect’;

•  the increase in enjoyment which the redevelopment and Olympic
soccer bring to the people of the ACT; this is referred to in this
Report as the ‘consumption effect’;

•  a range of additional costs and benefits to the community arising
from the redevelopment and Olympic soccer; these additional
effects are referred to in this Report as ‘externalities’; and

•  an assessment of the distributional effects on producers and
consumers.
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6.9 The net financial cost of redeveloping and operating the Stadium
and hosting Olympic soccer has been discussed in the preceding Chapters
of this Report.  This Chapter comments on the other matters listed in the
previous paragraph.

THE INCOME EFFECT

Introduction

6.10 The income effect from redeveloping the Stadium and hosting
Olympic soccer is the net increase in ACT income (i.e. the contribution to
economic growth) generated as a result of the Stadium redevelopment
and hosting Olympic soccer.

6.11 Three broad types of potential income benefits from the
redevelopment and Olympic soccer were identified in official documents.
These are:
•  a stimulus from Government expenditure;
•  a stimulus from private expenditure; and

•  a stimulus from promotion of the ACT.

6.12 The Audit has considered each identified income benefit.  The
following comments are provided.

A Stimulus from Government Expenditure

6.13 Several official documents presented the view that Territory
expenditure on redeveloping the Stadium and hosting Olympic soccer
would provide a stimulus to the ACT economy and so increase ACT
income.

6.14 Canberra’s Olympic Economic Impact Prediction 1997-2005,
produced by Project 2000 in 1998, identified the expenditure of $27m on
redeveloping the Stadium as an addition to ACT economic activity.
Other documents have quantified the economic stimulus from Territory
expenditure on the Stadium and Olympic soccer in terms of the addition
to employment in the ACT.
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Audit Comments

6.15 The identified stimulus to the economy from Territory
expenditure on redeveloping the Stadium and hosting Olympic soccer is
small at best since the money spent by the Territory on these activities has
or will be at the expense of other public or private activities.

6.16 Instead of spending $45m on redeveloping Bruce Stadium, the
Government could have spent this money on, for example, refurbishing
school classrooms or repairing roads and footpaths.  Instead of spending
$14m to host Olympic soccer, the Government could have lowered rates
and charges, and let households spend the money as they wish.  ACT
households would have had an additional $140 on average, which could
have been spent on, for example, books or restaurant meals.  Generally
speaking, there is no stimulus to the economy simply from shifting
expenditure from schools to a football stadium or from restaurant meals
to soccer matches.

6.17 This point remains true if the expenditure on the redevelopment
and Olympic soccer is paid for by borrowing rather than by reducing
other public expenditure or by reducing private expenditure now by
raising taxes and charges.  If the Territory borrows in order to pay for a
higher level of expenditure now this will require a future stream of
repayments which will reduce future public and private expenditure.
(The argument that this may have a counter-cyclical benefit during a
recession is dealt with in the next Chapter.)

6.18 A net stimulus to the economy from a shift in expenditure would
only occur if the Territory’s expenditure on the Stadium and Olympic
soccer provided a larger stimulus than the alternative uses for the money.
The argument that this would occur has rested on the claim that the
redeveloped Stadium and Olympic soccer will stimulate large ‘exports’ to
overseas or to the other states and territory, in particular, through sales to
visiting spectators.  As discussed next in this Chapter, this stimulus to
exports is much smaller than seems to have been believed.

A Stimulus from Private Expenditure

6.19 A commonly made argument for public funding of stadiums in
Australia and around the world is that they promote economic growth
within a city or state by generating ‘exports’, usually to other cities and
states within the same country.
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6.20 The argument is that the teams that play at a stadium attract
spectators from outside the city or state.  These spectators spend money at
the stadium and at other local businesses.  The teams may also bring in
other revenues such as annual funding from their national associations or
from broadcasting rights.

6.21 The measure of the exports should be net of ‘imports’.  For
example, the net export of pies and beer at the Stadium is the revenue
from the sale of these items to non-ACT spectators minus the cost of
imported inputs used in making these sales.  If the pies are manufactured
outside the ACT the cost of the pies to the ACT seller is an import that
must be deducted from sale proceeds to arrive at the ‘net export’ value to
the ACT of the pies sold.

6.22 Bruce Stadium was already the home ground for two major hirers:
the Brumbies and the Raiders.  The appropriate measure of the export
effect of the redevelopment should therefore be the addition to the
existing net exports from the old Bruce Stadium.  It is implicit in various
Territory projections for large growth in attendance and per head
spending by spectators that an increase in net exports was expected.

6.23 Government documents have presented the view that the
redevelopment was more significant than this as it would keep the
Raiders and Brumbies in Canberra by delivering the revenue and
improvements required by the two teams.  The Cabinet submission of
20 September 1996 (Canberra — An Olympic City) stated that the
Raiders and Brumbies would ‘come under pressure to move to larger
population centres’.  The submission concluded that the decisions of the
two teams to stay in Canberra ‘are more likely to be motivated by profit
than by home town loyalty’.  The redeveloped Stadium would retain the
hirers ‘by enhancing [their] profitability’.

6.24 The economic impact of the Raiders on the ACT economy in
1996 was estimated in a report prepared for the Raiders to be $19m.  The
Cabinet submission (Canberra — An Olympic City) accepted this figure
and rounded it up to $20m.  It also stated that the Brumbies were building
a similar following, implying they would eventually have a similar
economic impact.

6.25 Large benefits were also projected (again, of $20m) from
Olympic soccer, mainly from spending by spectators from outside the
ACT coming to watch Olympic soccer.
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Audit Comments

6.26 The Audit has concluded that the net exports generated by the
redevelopment and Olympic soccer are much smaller than presented and
apparently believed, and may be close to zero or even negative.  To
support the Audit view the following comments are provided.

6.27 Net Exports from the Major Hirers — The export effect of the
Raiders and the Brumbies is encouraging.  The teams receive significant
funding from their national bodies and from News Corp Limited.  There
is a regular flow of people from outside the ACT attending about 20
games a year.  And there is not the large leakage of money to an outside
body such as SOCOG.  The following paragraphs deal with the economic
effects of the hirers.  The Audit notes that this is not the same question as
the economic effects of the redevelopment, which are discussed in
paragraphs 6.38 to 6.50.

6.28 The study commissioned by the Raiders in 1996 on the costs and
benefits of the club to the ACT was more sophisticated than OFM’s
Olympic benefits estimate.  Indeed, the Raiders’ study is of a higher
standard than any similar work undertaken or commissioned by the
Government on the Stadium or Olympic soccer.

6.29 Nevertheless, the Audit has some difficulties with the Raiders’
study and has concluded that the economic stimulus from the Raiders is
less than the $20m presented in the 1996 study.

6.30 A particular issue is the multiplier used in the Raiders’ study.  In
the economic theory of national income, the multiplier is a measure of the
change in income in a nation that results from an initial change in
expenditure.  Put simply, an initial expenditure will become income for
other people and organisations, who will in turn spend part of that
income.  This spending becomes income for still more people and
organisations, and so on.  Multipliers can be derived for, and applied to,
smaller political jurisdictions such as the ACT.

6.31 Various multipliers are used in the Raiders’ study for different
categories of expenditure.  The overall effect is that an initial increase in
expenditure of $10.6m is estimated to have a final effect of $19.01m.
The overall multiplier effect is therefore 1.8.  This appears to be too high.
In the same study, the overall multiplier for the 1995 season is 1.3.  Using
this lower multiplier reduces the final effect from $19m to $13.8m.  The
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Audit believes the multiplier should be smaller than 1.3.

6.32 Generally speaking, the multiplier effect will be smaller for
smaller jurisdictions.  The multiplier effect in the ACT is particularly
small as the ACT imports a large part of its inputs for production.  For
example, if a can of soft drink is sold to a tourist who has come here to
watch football, much of the price paid will go to companies outside the
ACT such as the manufacturer, rather than pass through the hands of
other ACT businesses and individuals.  The Department of Treasury and
Infrastructure (DTI) has recognised this in its Input-Output Model of the
ACT economy, which has multipliers for most sectors of around 1.  Some
sectors have much smaller multipliers.  In DTI’s 1998 study of the impact
of Olympic soccer, the overall multiplier for tourist expenditure was
0.815.  That is, a dollar of tourist spending adds 81.5 cents to the ACT
economy.  A multiplier of less than one arises because tax payments to
the Commonwealth are a leakage from a sub-national economy such as
the ACT whereas they are a transfer within the national economy.

6.33 The Audit’s conclusion is that the multiplier for the ACT is
smaller than the multiplier used in the Raiders’ study.  The final net
export effect of the Raiders is at most equal to the size of the initial net
export effect.  A more general conclusion is that the multiplier can be
ignored in discussing the economic effects on the ACT of the
redevelopment and Olympic soccer.  These conclusions are supported by
DTI’s model of the economy.

6.34 Even if the multiplier is 1 or less, net exports from the operation
of the Raiders are still significant.  The Audit is not in a position,
however, to provide an accurate estimate of net exports since 1996.
Export earnings by the Raiders come largely from money provided to the
club by News Corp Limited and the National Rugby League.

6.35 The Audit is similarly unable to estimate net exports by the
Brumbies.  Government executives assumed that the Brumbies were
building a similar following to the Raiders, implying a similar stimulus to
the economy.  The Audit notes that the Brumbies play fewer home games
and in most seasons since 1996 have attracted fewer spectators than the
Raiders.  In the 2000 season this has not been the case.

6.36 The net exports of the Cosmos are much smaller than either the
Raiders or the Brumbies and are at best in the hundreds of thousands of
dollars rather than the millions.  This is confirmed by figures produced by
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the Cosmos.

6.37 The preceding comments should not be taken as meaning that the
redevelopment has generated the economic benefits described.  This is
explained in the following comments.

6.38 The Redevelopment’s Contribution to Net Exports — Even
though the net exports of the Raiders and the Brumbies are significant,
this does not mean that the net exports from the Stadium redevelopment
are significant.

6.39 The export effect of the redeveloped Stadium is the extent to
which it has increased export income over and above the level already
generated by the Stadium.  The evidence to date is that the Stadium of
itself has not had a great effect on total attendance and is therefore
unlikely to have had a significant effect on attendance by people from
outside the ACT.  The main determinants of attendance include the
number of games played, the success of the teams, the importance of the
games (e.g. finals) and the public acceptance of the competitions in which
the teams play.

6.40 The improved amenity of the Stadium will increase exports to the
extent that visitors pay more for tickets, food and beverages and
merchandise.  This is, however, relatively minor.

6.41 The evidence available to the Audit suggests that the
redevelopment has had no effect on the main sources of export income
from the Raiders and the Brumbies: the payments from national sporting
bodies and News Corp Limited.  Indeed, the most significant increase in
News Corp funding occurred in 1996, before the redevelopment occurred,
and funding may have fallen since the redevelopment’s completion.

6.42 The Audit considers it unlikely that the redevelopment has
generated or will generate a significant increase in export income to the
ACT from the Raiders, Brumbies and Cosmos.

6.43 The redevelopment only has a significant income effect if the
Raiders and Brumbies would have relocated to another city if the
redevelopment had not occurred.  An OFM study from 1997 called The
Redevelopment of Bruce Stadium: A Cost-Benefit Analysis makes the
assumption that without the new Stadium it was certain both major hirers
would leave.  The Study notes that if the opposite were true, i.e. if both
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teams would have stayed regardless, then the project would have a
negative net present value, and therefore should not proceed on economic
grounds.  Given the importance of this issue, it is discussed separately
following.

6.44 Retention of the Hirers in Canberra — The Audit has not found
any evidence that a considered and systematic assessment was ever
undertaken of whether the major hirers were likely to relocate to another
city and no such evidence has been supplied to the Audit.  The
appropriate time for such an analysis was in 1996 when the decision was
being made to redevelop the Stadium, or in 1997, at the latest, when final
decisions were being made about the design, size, scope and funding of
the redevelopment.

6.45 In the absence of any considered assessment prepared by
executives, the Audit makes the following comments.

6.46 Despite its size, Canberra was and is a relatively good market for
a football team.  This was apparent in 1996 from the success over several
years of the Raiders and from the success of the Brumbies in their first
year in the Super 12 competition.  It was not evident that either team
would benefit from relocating to another city.

6.47 The Raiders had given a strong indication of their commitment to
staying in Canberra only a matter of months before the Cabinet
submission and decision on the redevelopment in September 1996.  In
late 1995, the club had announced a four-stage program of redevelopment
at Bruce Stadium paid for by the club and others including the club’s
catering contractor.  The first stage of this work, which included upgraded
toilets and concession facilities, was completed in early April 1996 at a
cost of $1.7m.  This does not appear to be the behaviour of a business that
was planning to leave Canberra.

6.48 Given the significance accorded to the likelihood of the hirers
relocating to another city, there is surprisingly little documentation to
show that executives were actively addressing this issue with the hirers
themselves.  Indeed, hirers’ concerns about the redevelopment and the
financial plan that underpinned it appear not to have been given great
weight by executives.

6.49 In summary, there is little evidence to support the view that either
major hirer was planning to leave Canberra in the foreseeable future.
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There is even less evidence that the hirers were threatening to leave
unless the Government proceeded with a redevelopment of the Stadium
on the scale envisaged by the Government.  Rather, there is evidence to
show that the hirers were staying in Canberra and that the Government’s
redevelopment and financial plans were a cause of concern to the hirers.

6.50 The Audit would further note that, if there was a belief that there
was a serious risk of the Raiders and Brumbies leaving Canberra,
proceeding with an expensive redevelopment before agreements with the
Raiders and the Brumbies were concluded would have exposed the
Territory to major financial risk.  No acknowledgement of this risk has
been found in official documentation.

6.51 Net Exports from Olympic Soccer — The estimated benefits from
Olympic soccer of $20m were presented in an assessment by the Office
of Financial Management (OFM) prepared in July 1996.  This estimate
was reproduced with minor changes in January 1997 and was widely used
by the Government.

6.52 The shortcomings of the July 1996 assessment are discussed in
detail in Report 4 – Decision to Redevelop the Stadium.  Briefly, the
figure of $20m is largely based on an assumption of 50,000 international
visitors coming to watch Olympic soccer, each spending $340.  An
estimate of interstate visitors was not provided.  Costs were explicitly
omitted in preparing the assessment.

6.53 A later study by OFM produced in 1998 was also widely used.
The shortcomings of this assessment are discussed in more detail in
Report 12 – Governance and Management.  Briefly, the assessment
assumed that between 15,750 and 19,723 international spectators and
between 74,250 and 92,978 interstate spectators would watch Olympic
soccer in Canberra.  That is, total non-ACT spectators for Olympic soccer
would be between 90,000 and 112,701.  As some visitors would watch
two or more sessions of soccer, the total number of visitors assumed in
the study was less than the total number of visiting spectators.

6.54 The cost of hosting Olympic soccer is now estimated by the Audit
to be $14m and the number of soccer tourists from overseas and the rest
of Australia is likely to be significantly smaller than the figures assumed
by OFM in 1996 and 1998.

6.55 On the basis of advice from SOCOG, total ticket sales were about
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69,000 at 4 September 2000.  A breakdown of this figure into
international, interstate and local ticket sales is not available.  Previous
information on ticket sales showed that a proportion of tickets has been
sold to non-ACT residents, of which a significant proportion are
Australian residents, in particular, residents of New South Wales.  On the
basis of this information, the figures produced by OFM in 1996 and 1998
look unlikely to be achieved.

6.56 In the absence of other research, the Audit provides the following
brief analysis.

6.57 A number of tourists will come to Canberra to watch Olympic
soccer.  If the OFM estimate of average spending of $340 is accepted,
Olympic soccer will need to attract nearly 16,000 tourists just to match
the leakage from the ACT economy of $5.3m in guaranteed payments to
SOCOG for ticket sales (see Chapter 5).

6.58 Tourist numbers will have to be much larger, however, as the
estimated average spending of $340 is excessive.  The figure is based on
average international visitor expenditure obtained from the Canberra
Visitor Survey.  A number of factors will tend to lower average visitor
spending.  A significant proportion of Olympic ticket sales to non-ACT
residents has been, and will be, to New South Wales residents.  Many can
be expected to stay briefly and with friends, rather than for several days
in a hotel as is typical for international visitors.  A typical family of four
from Sydney or country New South Wales, driving to Canberra to watch
football, is unlikely to spend $1,360 in Canberra, including the price of
tickets, which ranges from $19 to $65.  Many of the international visitors
who have come for the Sydney games can be expected to locate in
Sydney and to make only short trips to other locations such as Canberra.

6.59 Some of the visitors may be changing the timing of a visit which
they would otherwise have made at a different time, rather than making
an additional visit.  In these cases, Olympic soccer will not add to ACT
exports but merely change the timing of export sales.  Further, some of
the visitors who attend Olympic soccer may already have been coming to
Canberra, to attend Floriade or for other reasons.  In these cases, Olympic
soccer will not add to visitor numbers.

6.60 In regard to those visitors to Canberra who come expressly for
Olympic soccer, the Audit notes that it has been observed in studies of the
Olympics that Olympic visitors have different spending patterns to
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general tourists.  For example, Olympic tourists tend to spend less on
entertainment and restaurants.  Much of the spending by Olympic visitors
will be on ‘imported’ items such as Olympic merchandise.  SOCOG and
its concessionaires retain all revenue from merchandise sales under the
Memorandum of Understanding between the Territory and SOCOG.

6.61 The Audit notes that the above points are supported by considered
assessment of the Olympic games by other agencies and independent
researchers.  New South Wales Treasury has cautioned against the
‘tendency to be unduly optimistic regarding the direct visitor related
impacts’ of the Olympic games.  Information collected by ACT
government officials at the Atlanta games in 1996 supports this view.
The conclusions drawn included that the economic impacts on cities
hosting Olympic preliminary events ‘were not as great as expected
because spectators tended not to patronise local businesses’.

6.62 Taking into account the points above, the Audit considers that a
reasonable average spending assumption is well below the figure used by
OFM of $340.  The Audit notes that average visitor spending of $220 is
assumed in the study recently prepared for the Chief Minister’s
Department on Impulse Airlines.  The Raiders’ study in 1996, referred to
elsewhere, reports that ‘special events attenders’ in the Canberra Visitor
Survey have an average stay of 1.9 days and average spending of $177.
The study notes that these figures are probably too high for attendance at
football games and suggests $93 as a more realistic figure.  The most
recent tourist survey shows that average expenditure by day trippers is
$94.

6.63 Using an average spending figure of $150, Olympic soccer would
need to attract nearly 36,000 visitors in order just to match the leakage
from the ACT economy of the guaranteed payment of $5.3m to SOCOG.
Further, the expenditure by visitors will also involve a significant leakage
on ‘imports’ from outside the ACT used in producing goods and services
consumed by the visitors.  As discussed previously, the Department of
Treasury and Infrastructure estimates that a dollar of tourist expenditure
adds only 81.5 cents to the ACT economy.  This means that over 40,000
tourists spending $150 each would be needed to match the leakage from
the ACT economy of the guaranteed payment to SOCOG.

6.64 The Audit notes that a comprehensive discussion of this matter
would take into account a number of other leakages and injections.  For
example, direct leakages from fee support services or base support
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services provided by the Territory and injections from additional
spending in the ACT by SOCOG have not been taken into account.
Further, some ACT residents attending Olympic soccer in Canberra
would have travelled to Sydney, Melbourne, Adelaide or Brisbane if
Olympic soccer had not been staged in Canberra.  The Audit has
concluded that these additional leakages and injections would not change
its overall conclusion.

6.65 On the basis of information summarised above, the Audit has
concluded that it is likely that the net export effect of hosting Olympic
soccer will be small at best.  This is because it will require about 40,000
Olympic soccer tourists just to match the leakage from the ACT economy
of the $5.3m revenue guarantee payment to SOCOG.  From present
information this appears unlikely.  Even if the injection into the ACT
economy by Olympic soccer tourists does exceed the revenue guarantee
payment, the net stimulus will be small compared with the net financial
cost of hosting Olympic soccer of $14m.

A Stimulus from Promotion of the ACT

6.66 Official documents have presented the view that Canberra would
gain ‘media and tourism exposure’ from hosting Olympic soccer.
Canberra would be put ‘on the international map as an Olympic city − a
critical element of the marketing strategy for this city over the next four
years’.  A similar argument in regard to the hirers would be that having
national or international sporting teams puts Canberra on the map and
gives it national or international exposure.  This objective is confirmed by
the Government’s National Sporting Teams Marketing and Promotional
Strategy.  Under this Strategy, the Territory gives the Raiders, Brumbies
and Cosmos $100,000 a year each ‘to use their international and national
profile to promote Canberra as a business, investment and tourist
destination’.

6.67 Further advice has been provided to the Audit by the former Chief
Executive4 of the Chief Minister’s Department that:

‘Transformation of Bruce Stadium into an Olympic-standard
venue of international rank was seen by this Government as a
major boon to the Territory’s economy, initially to the
construction industry and in the long-term to the tourism and

                                                
4 Rod Gilmour, 26 April 2000.
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business standing of the ACT.  These longer-lasting macro-level
achievements of the undertaking should not be overlooked as they
will form a major feature in the stock of assets of the Territory
with which to attract investors and other business contributors’.

6.68 This objective of promoting the ACT is therefore not concerned
with private expenditure on or directly arising from the activities
conducted at the Stadium or in regard to hosting Olympic soccer.  Rather,
it deals with the beneficial effects of the redevelopment and Olympic
soccer on other, seemingly unrelated, activities.  In particular, the view
has been presented that the redevelopment and Olympic soccer will
stimulate business, investment and general tourism.

Audit Comments

6.69 The benefits of ‘putting Canberra on the map’ have been asserted
in official documents without any analysis performed or evidence
gathered.  Such an approach to marketing was evident in Sydney 2000
Olympic Economic Benefits for the ACT Preliminary Estimates.  This
report from early 1996 recommended ‘an aggressive and targeted
international marketing campaign’ even though no evidence was
presented in the report on the effects of such a campaign.  This report is
discussed further in Report 4 – Decision to Redevelop the Stadium.

6.70 Canberra is a small city hosting a few Olympic events outside of
the larger host city of Sydney.  The effect of hosting Olympic soccer in
Canberra on tourist arrivals before and after the Olympics would appear
to be marginal.  Readers might consider whether, having seen the Atlanta
Olympics on television in 1996, they subsequently took, or seriously
considered, a trip to host cities for soccer such as Birmingham, Alabama
or Athens, Georgia.

6.71 The Audit has examined various reports on the economic effects
of past Olympic games.  It has been unable to find any strong evidence
for the view that hosting Olympic soccer is likely to have a significant
effect on non-Olympic tourist arrivals in Canberra before and after the
Olympics.

6.72 Claims about the promotional benefits of football or other events
must also be viewed realistically.  Previous discussion has dealt with the
plausible effect of the Brumbies and the Raiders on the ACT economy by,
among other things, attracting spectators from outside the ACT.  The idea
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that these teams attract general tourists in significant numbers to the
ACT, however, seems implausible.

6.73 Moreover, as pointed out previously, the presence of the football
clubs in Canberra appears to have little to do with the redevelopment of
the Stadium.  All three clubs were already playing at the Stadium prior to
the redevelopment.  The promotional benefits from the clubs should
therefore not be regarded as promotional benefits from the Stadium
redevelopment.  The Audit considers it unlikely that the redevelopment
itself has any significant influence on tourist arrivals.  Readers might
consider whether the redevelopment of Hindmarsh Stadium or Jacobs
Field has resulted in additional visits to Adelaide or Cleveland.

6.74 The view that Olympic soccer and the Stadium redevelopment
have stimulated other commercial activity is equally implausible.
Decisions to invest in the ACT, or to buy goods and services made in the
ACT, seem unlikely to be influenced by the redevelopment or hosting
Olympic soccer.

6.75 For example, the decision to establish a business in the ACT will
be determined by a number of factors which might include land prices,
rents, availability of suitable labour or transport facilities, local
consumption patterns, and the level of local government taxes and
charges.  Against these factors, the redevelopment of a football stadium
and the staging of some soccer matches for two weeks in September 2000
seem irrelevant considerations in deciding whether to locate a business in
the ACT.

Summary of the Income Effects Identified

6.76 Based on the Audit’s review, as described in the preceding
paragraphs, the Audit’s conclusions on the income effects of the
redevelopment and Olympic soccer are:
•  the economic stimulus from shifting public and private

expenditure to public expenditure on the Stadium and Olympic
soccer is likely to be small at best;

•  the additional exports from improving facilities for the major
hirers and from hosting Olympic soccer is likely to be small at
best and may even be negative in the case of Olympic soccer;
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•  it does not appear that a redevelopment of the size and scope
constructed was necessary to retain the major hirers in Canberra;
and

•  the economic benefit of promoting the ACT through hosting
Olympic soccer is likely to be small at best, while the promotional
effect of the Stadium itself, as distinct from the major hirers who
play there, would appear smaller still.  In particular, it is
implausible that hosting Olympic soccer and redeveloping the
Stadium will have a significant effect on general tourism, business
or investment in the ACT.

6.77 Putting this information together suggests that the increase in
ACT income from the Stadium redevelopment and Olympic soccer is at
best small.  The Audit notes that the income effects of other Olympic
activities, such as pre-games training in Canberra by some Olympics
teams, have not been assessed by the Audit.  These activities are not part
of the Stadium redevelopment or hosting Olympic soccer.  The costs
incurred by the Territory in conducting other Olympic activities have not
been included in the Audit’s estimate of the net financial cost presented in
Chapter 1 (see Chapter 5 for a discussion of the Olympic costs which
have been excluded).

THE CONSUMPTION EFFECT

Introduction

6.78 The consumption effect is the enjoyment that the people of the
Territory derive from using the redeveloped Stadium and attending
Olympic soccer matches.  Official documents identified two consumption
benefits from the redevelopment and hosting Olympic soccer.  These are
commented on following.

Improved Facilities

6.79 Improving spectator comfort and amenity was an objective for the
redevelopment of the Stadium.  This was explicitly stated in the Cabinet
submission titled Canberra — An Olympic City as the desire ‘to meet the
realistic expectations of the 1990’s generation spectators’, and is implicit
in the increased patronage and prices projected in the Stadium financial
model (see Report 7 – Stadium Financial Model).  Canberrans would
attend more games at Bruce and pay higher ticket prices because the
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quality of ‘the experience’ would be higher.

Audit comments

6.80 The Audit makes the following comments on assessing the
consumption benefits spectators get from the redevelopment’s improved
facilities.

6.81 Spectators were already gaining enjoyment from attending events
at the Stadium.  It is the benefits from the redevelopment over and above
those already enjoyed which should be compared against the cost of the
redevelopment.  The additional benefits are unlikely to be large as the
events staged at the Stadium have not changed at all and as the patrons’
valuation of the improved physical amenity at the Stadium appears to be
relatively small.

6.82 The games played at the Stadium have remained the same since
the redevelopment.  These are rugby union, rugby league and soccer
games involving the Brumbies, Raiders and Cosmos, with an occasional
international fixture or final series game.  By far the larger part of the
enjoyment from attending the Stadium is derived from the games played
there.  As the games remain the same, so too does the larger part of the
enjoyment derived from them.

6.83 The level of amenity provided by the redeveloped Stadium,
although improved, remains generally similar for many of the spectators.
For example, the number of seats covered by a roof has increased by only
1,600 seats, from 3,600 to 5,200, leaving the majority of seats exposed if
it rains.  Physical indicators of the level of amenity at the Stadium are
discussed in Report 2 − Value for Money.

6.84 Some sense of the value placed on the improvement in amenity by
existing spectators is indicated by market research of Raiders’ season
ticket holders conducted in October 1998.  This showed that an increase
in the season ticket price from $170 to $200 was considered, on average,
fair and reasonable in view of the improved facilities.  The valuation by
spectators of the improved facilities was therefore about $2.50 per game.
On this basis if annual attendance at the Stadium is 250,000, the total
valuation of the redevelopment by spectators would be $0.63m annually,
which is significantly below the increase in the annual operating cost of
the Stadium (see Chapter 3).  Such an assessment by spectators is, of
course, imprecise, but it does indicate that any consumption benefit of the
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redevelopment is likely to be a fraction of the cost.

6.85 Attendance data show that the redevelopment itself has not
significantly increased attendance at the Stadium.  The chief determinants
of attendance appear to be factors such as general interest in a sport and
whether a team is winning or not (see Chapter 3).  As the Stadium
redevelopment itself has little influence on attendance, the consumption
benefit for those people who would not have attended but for the
redevelopment is small.

6.86 Spectators already pay for a considerable part of their enjoyment
through purchasing tickets and other stadium products.  The consumption
benefit being discussed here is the spectators’ enjoyment over and above
the enjoyment reflected in the prices paid by the spectators (known in
economics as the consumer surplus).

6.87 Imagine someone who pays $10 for a ticket to the football at
Bruce Stadium, but who would be willing to pay up to $15.  The
difference of $5 is a measure of the enjoyment over and above the
enjoyment reflected in the price.  The enjoyment reflected in the price of
$10 has already been accounted for in the net financial cost, which is the
total financial cost minus revenue from all sources including spectators
(and which has been discussed in Chapter 3).

6.88 Considering the points mentioned, the Audit has assessed that it is
likely that the consumption benefit from the redevelopment, over and
above the benefits already derived from the old Stadium, or already taken
to account in the Audit’s estimation of the net financial cost, will be
relatively small.  The Audit notes that the net financial cost does not
include the consumer surplus lost by diverting money from alternative
public and private uses to the redevelopment and operation of the
Stadium and hosting Olympic soccer.

Retaining the Hirers and Bringing Olympic Soccer to Canberra

6.89 While retaining the major hirers has chiefly been supported by the
income argument, there is also a consumption argument that ACT
spectators gain from being able to support a local team in national and
international competitions.  A similar argument was advanced for
bringing Olympic soccer to Canberra, which would give ‘sports fans…
the chance to see some of the best players in the World’.
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Audit Comment

6.90 Spectators obviously enjoy supporting their teams.  If the
Brumbies and Raiders were lost to another city, their spectators would
suffer, although there are alternatives that would compensate for the loss
to some extent.  These include watching the same competitions on
television or going to local football matches.

6.91 As with the investment effect of retaining the hirers, the
consumption effect of retaining the hirers rests entirely on the extent to
which the redevelopment was necessary to keep the two major hirers in
Canberra.  As discussed previously, it appears that the redevelopment was
not a significant reason for the hirers remaining in Canberra.  The
consumption benefit in this regard is therefore nil or small.

6.92 The consumption effect of the Olympics, over and above the price
paid, will be subject to similar considerations to those noted above in
regard to the Stadium redevelopment.  For example, much of the
enjoyment derived from attending Olympic soccer will be reflected in the
price, which has been accounted for already in the net financial cost.
Given the Audit conclusion presented earlier in this Chapter that Olympic
soccer may have a negative income effect, the consumption effect
becomes the test of the overall economic effect.

6.93 If attendance by ACT residents is 70,000 (i.e. over 11,600 per
game) the consumer surplus per local spectator would have to be $200 to
produce a benefit comparable to the $14m net financial cost to the
Territory of hosting Olympic soccer.  That is, spectators on average
would have to value the experience at $200 over the average ticket price
of about $40.  In other words, spectators on average would have been
prepared to pay up to $240 for a ticket to Olympic soccer.  This is
improbable.

6.94 Ticket sales to 4 September 2000 were 69,000, of which a
proportion has been sold to non-ACT residents.  The total consumer
surplus to ACT spectators is likely to be significantly less than the net
financial cost to the Territory.

EXTERNALITIES

6.95 Many additional costs and benefits to the community, known in
economics as ‘externalities’, can arise from large construction works like
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the Stadium redevelopment and from events like Olympic soccer.
Externalities are costs or benefits to third parties arising from an
economic transaction, which are not taken into account by the buyers and
sellers directly involved in the transaction.  An external cost of football
staged at the Stadium might be traffic congestion on match days affecting
some of the residents of the suburbs of Bruce and O’Connor.  An external
benefit might be the pleasure given to local supporters of the football
clubs who do not attend games but follow the fortunes of their teams on
television or in the newspapers.  Local football teams, especially if
successful in a major competition, can generate civic pride.

6.96 The Audit has found no evidence of any consideration by
government executives of the external effects of the redevelopment and
Olympic soccer.  The Audit makes the following brief comments.

6.97 In regard to the redevelopment of the Stadium it does not appear
that there are significant external benefits or costs.  This is because the
redevelopment itself has had little or no impact on attendance, the number
of events held at the Stadium or the Stadium’s capacity.  The traffic
congestion on roads leading to the Stadium caused by major matches such
as the Super 12 semi-final and final is unrelated to the redevelopment.
Traffic congestion occurred before the redevelopment and would have
occurred for these matches regardless of the redevelopment.  Equally, as
the redevelopment was not significant in keeping the hirers in Canberra,
the external benefits derived from the hirers should not be regarded as
external benefits from the redevelopment.

6.98 Olympic soccer in Canberra may be similarly unremarkable in
terms of external costs and benefits.  Traffic congestion will be similar to
that caused by rugby union and rugby league matches.  It seems unlikely
that many ACT residents who do not attend Olympic soccer matches in
Canberra will follow the teams playing here, as undoubtedly occurs with
the Brumbies and the Raiders.  Above all, as the soccer tournament in
Canberra will last only twelve days, the external costs and benefits it
brings to the people of Canberra, over and above the costs and benefits of
attending matches, will probably be fleeting and negligible.

DISTRIBUTIONAL EFFECTS

6.99 Expenditure on redeveloping the Stadium and hosting Olympic
soccer will be about $64m by 30 June 2001.  In choosing to spend this
money on the Stadium and Olympic soccer, there has been a large



BRUCE STADIUM REDEVELOPMENT – COSTS AND BENEFITS

76

diversion of money from alternative public and private uses.  Clearly,
expenditure of this size could have significant distributional implications.
Some people will benefit as producers and consumers of stadium services
and others will lose as producers of alternative goods and services, and as
tax payers and rate payers.

6.100 The Audit has found no evidence of any consideration by
government executives of the distributional effects of hosting Olympic
soccer and redeveloping the Stadium.  The Audit notes that this is
contrary to ACT Treasury’s Capital Works Projects Assessment (1995),
which states:

‘Given the Government’s social justice objectives, the distribution
of costs and benefits across the community is an important
consideration.
The distributional effects of a project can be presented as a table
or matrix showing those groups that can expect to gain (and by
how much, if calculable) from the project, and those that can
expect to lose.’

CONCLUSION

6.101 On the basis of the Audit’s analyses described in this Chapter the
Audit has concluded that the income and consumption benefits from the
redevelopment and hosting Olympic soccer are relatively small compared
with the financial cost.  Table 1.1 in Chapter 1 shows the Audit’s
estimate of the net financial cost to the Territory to be around $64m by
2001.

6.102 The Audit notes that considered and detailed research on stadium
redevelopments in a number of other cities has concluded that the
increase in income generated by these redevelopments is small and
compares unfavourably with the cost of the investment.  The result for the
Bruce Stadium redevelopment is therefore consistent with what has
occurred elsewhere.  Information on the Olympic games examined by the
Audit similarly suggests that the increase in income from hosting
Olympic events is also small compared with the cost.

6.103 It is the Audit’s view that if Territory expenditure on a stadium or
event is to be worthwhile, it will be because it brings benefits to the
people of the Territory through their enjoyment of the stadium or event
rather than because it increases the people’s income.  Generally speaking,
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claims that large investments in stadiums and events will provide large
increases in income should be treated warily.

6.104 While the redevelopment has improved the physical amenity
provided to spectators, the value placed on these improvements by
spectators appears not to be great.  The greater part of the enjoyment from
attending the Stadium is derived from the games played there.  These
games have remained the same.  There is little evidence for the view that
the redevelopment was significant in retaining the major hirers in
Canberra.

6.105 In regard to Olympic soccer, the consumption benefit to the
people of the ACT will also be small relative to the financial cost.
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7 THE REDEVELOPMENT AS A COUNTER-
CYCLICAL POLICY

INTRODUCTION

7.1 During the conduct of the Audit, advice was provided 5 that a
benefit from the redevelopment was ‘to smooth the economic cycle’
during an ‘economic downturn’ in the ACT economy.  In particular, it
was advised that ‘the ACT construction industry was in the midst of a
severe downturn during the redevelopment’.

7.2 As a result of this advice the Audit carried out a review to
ascertain whether the redevelopment was undertaken as part of a counter-
cyclical policy and whether there were any counter-cyclical benefits from
the redevelopment.  The Chapter presents the results of the Audit review.

SIGNIFICANT FINDINGS FROM THIS CHAPTER

•  The redevelopment of the Stadium was not part of a counter-
cyclical policy.

DISCUSSION

7.3 Providing a counter-cyclical stimulus is a distinctly different
objective to providing a general stimulus to the economy, discussed in the
previous Chapter.

7.4 The efficacy and practicality of counter-cyclical policy has been
widely and vigorously debated around the world for decades.  The Audit
notes that there are serious questions about whether counter-cyclical
policy works, and that there are particular questions about whether it
works in a small open economy such as the ACT.  Further questions arise
about the efficacy of using capital works projects such as the
redevelopment as a tool of counter-cyclical policy.

7.5 The Audit makes some comments on these general questions but

                                                
5 Mick Lilley, Under Treasurer, 3 November 1999.
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has largely focussed on whether the Stadium redevelopment was
undertaken as part of a counter-cyclical policy in 1996 and 1997 and
whether there were any counter-cyclical benefits from the redevelopment.

7.6 The Audit makes the following points.

A counter-cyclical stimulus was not an objective for the redevelopment

7.7 The documentation available to the Audit on the proposal in 1996
does not support the view that an immediate counter-cyclical stimulus of
the ACT economy was an objective for the redevelopment.

7.8 The Cabinet submission (Canberra — An Olympic City) of
20 September 1996 makes the routine claim that the redevelopment
would stimulate the economy and employment, but does not suggest that
the redevelopment was part of a conscious counter-cyclical policy.  This
is highlighted by the decision of the Cabinet that the redevelopment was
entirely contingent on winning the right to host Olympic soccer.  The
Cabinet confirmed this decision in its consideration of the 1997-98 Draft
Capital Works Program in December 1996.

7.9 A government intent on using the redevelopment to stimulate an
economy in recession is unlikely to make the redevelopment contingent
on the decision of SOCOG.  It is notable that there was no alternative
plan for the Stadium redevelopment or for a comparable project instead of
the redevelopment should the SOCOG bid fail.  Further, the submission’s
proposed staging of the works over four years from 1996-97 to
1999-2000 is inconsistent with providing an immediate stimulus to an
economy in recession.  The timing of Territory expenditure on hosting the
Olympics was even less conducive to counter-cyclical policy as most of
the money would not be spent until 2000.

A counter-cyclical stimulus was not an objective for non-dwelling
construction

7.10 The Draft Capital Works Program (first presented in
December 1996 and further refined in early 1997) makes it clear that the
Cabinet did not consider there was a need for a stimulus through non-
dwelling construction projects (such as the Stadium redevelopment) and
that there was no Government policy to provide such a stimulus.

7.11 The Program reports that investment in non-dwelling construction
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increased significantly in 1995-96.  The level in the June quarter of 1996
was 20% higher than in the corresponding quarter in the previous year.
The value of approvals for non-residential construction had increased by
79% during 1995-96 and was the highest level on record.  The value of
approvals in July to October 1996 was 42% higher than in the
corresponding period of 1995.  It was expected by the Office of Financial
Management that this high level of activity would continue.  OFM
concluded that ‘In the non-dwelling sector there is no imperative to
undertake any fiscal initiative’.

7.12 The record levels of non-dwelling construction were confirmed in
the Treasurer’s Overview of the 1997-98 Draft Capital Works Program
presented to the Standing Committee on Planning and Environment, and
in the Under Treasurer’s oral presentation to the Committee.  The
Overview and the Under Treasurer’s comments also contain a general
policy statement on the limited effectiveness and use in the ACT of
capital works expenditure as a tool of counter-cyclical policy.  Further,
the Under Treasurer stressed to the Committee the need to keep capital
works expenditure within the limits of a stable, three-year program
established in the 1996-97 budget.

A counter-cyclical stimulus was not an objective for budget policy

7.13 ACT Government economic policy in 1996-97 and 1997-98 did
not provide for a counter-cyclical stimulus to the ACT economy.  This
was true in regard to both the overall budgetary position and the capital
works budget in particular.

7.14 Table 7.1 shows the stimulus to the economy from Government
fiscal policy in 1995-96 and 1996-97.  Fiscal stimulus is measured by net
operating and capital cash flows.  The Territory’s published cash flow
statements include other transactions, but these are for financing purposes
and therefore are not presented in this table.  The Audit also notes that
receipts include Commonwealth grants rather than Commonwealth
taxation of ACT residents, which would be a better measure of the cash
withdrawn from the ACT economy by government.  The Audit’s
approach is reasonable as Commonwealth grants and taxes are relatively
stable during the period under review.
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Table 7.1: Economic Stimulus in the 1996-97 Budget ($m)
1995-96
Actual

$m

1996-97
Budget

$m

1996-97
Actual

$m
Operating:
Receipts 1,679 1,779 1,820
Payments (1,552) (1,677) (1,634)
Net Inflow 127 102 186
Capital:
Sales 61 139 39
Purchases (229) (224) (206)
Net Outflow (168) (85) (167)
Total Net Inflow (41) 17 19
Note: Outflows and net outflows are shown in parentheses.

7.15 Table 7.1 shows that:
•  in 1995-96 the Government had a net cash outflow of $41m.  That

is, it put $41m more cash into the economy than it took out.  In
terms of counter-cyclical policy this was a stimulus to the
economy;

•  in the 1996-97 budget the Government aimed for a net operating
and capital cash inflow of $17m.  That is, it was the
Government’s intention to take more cash out of the economy
than it put into it.  In terms of counter-cyclical policy this would
contract the economy;

•  this intention was confirmed by the actual result for 1996-97 of a
net operating and capital cash inflow of $19m; and

•  in regard to the specific question of capital injection, capital
purchases were budgeted to fall by $5m.  In the end, this item fell
by $23m, a 10% reduction in nominal terms and an even larger
reduction in real terms.

7.16 The policy in 1997-98 was similar to the policy in 1996-97.  For
1997-98 the total net operating and capital cash inflow increased again,
from $19m to $35m, and capital purchases fell again, from $206m to
$194m.
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CONCLUSION

7.17 The Stadium redevelopment was not part of a larger counter-
cyclical policy.  Counter-cyclical policy is concerned with aggregate
demand in an economy.  A particular government project cannot be
presented as having a counter-cyclical benefit in isolation from the
overall government budget.  The Government went from a mildly
expansionary budget in 1995-96 to a mildly contractionary one in
1996-97.  An alternative way to look at this is that the expenditure on the
Stadium redevelopment was paid for, and more than offset in its
stimulatory effect, by significantly higher revenue raised by the
Government.

7.18 As a general point, the Audit concurs with the OFM’s position
against attempting to use capital works expenditure in order to pursue
counter-cyclical policy.  The Audit further notes that the redevelopment
seems unlikely to have been a useful part of counter-cyclical policy even
if such a policy had been pursued and could be effective.  The record
levels of non-dwelling construction at the time suggest that further
stimulation of this sector of the economy was unnecessary and may have
diverted expenditure from other uses which would have provided a larger
and more immediate stimulus to the economy.

7.19 The above considerations lead the Audit to conclude that there
was no counter-cyclical benefit from the redevelopment.
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Review of the Costs and Benefits of the Bruce Stadium
Redevelopment

The Auditor-General of the ACT has commissioned Access Economics to
review and comment upon a draft Cost-Benefit Analysis of the Bruce
Stadium produced as part of the Performance Audit of the Bruce Stadium.
The draft was provided in a printed copy accompanying the Auditor-
General's commissioning letter of 27 July 2000, and we were asked to
respond by 4 August 2000 after allocating up to two days to the review.

We have read the draft and, on the basis of its contents, make the
following statements addressing the questions raised in the Auditor-
General's commissioning letter.

Is the report a fair and balanced presentation of the issues and
findings?

The issues addressed by the analysis are adequately discussed, and the
arguments and evidence on which the findings are based are well
detailed.  Care has been taken to estimate the costs of the redevelopment
conservatively, and all reasonable sources of corresponding benefit
appear to have been considered.  Although it was not possible to quantify
these benefits to the same degree as was possible for the costs, and the
extent of the economic benefits associated with the redevelopment may
be understated, the finding that the redevelopment imposed a net
economic cost on the ACT economy appears robust.

In total, we believe the draft report represents a fair and balanced
presentation of the issues and findings.

Are there any significant errors in logic or evidence which in your
opinion require correction?

The methodology used to assess the net financial and economic benefits
of the redevelopment is sound, and follows conventional practice.  Care
has been taken not to double-count the costs or benefits of the
redevelopment, or to omit any significant sources of possible costs or
benefits.  We are not in a position to assess the veracity of the various
sources of evidence cited in the report, or the accuracy or care with which
those sources have been used.  Nevertheless, as noted above, all relevant
sources appear to have been cited adequately to allow the calculations in
the draft to be reproduced and verified from original materials.
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The draft therefore appears not to have any significant errors in logic or
evidence which require correction.

Are the findings and conclusions supported by the evidence and other
content in the report?

As noted above, the arguments and evidence on which the findings are
based are well detailed in the draft report.  The findings and conclusions
appear to be sufficiently supported by the evidence and other content in
the report.  In many instances the absence of detailed supporting analysis
makes it difficult to provide definitive estimates of some of the costs and
benefits of the redevelopment.  In these circumstances the report makes
clear the assumptions underlying its assessment, and generally discusses
the relevant alternatives that were considered.

While there is some margin for dispute about the findings, this will focus
on the degree rather than the direction of the net costs assessed.  Based on
our reading of the report and consideration of the arguments and evidence
presented, we believe the various findings on the net financial and
economic costs of the redevelopment would not be substantially altered
by any reasonable reassessment.

Other questions

The Auditor-General's commissioning letter also asks for advice on the
soundness of specific chapters.  In particular:

“Summing the financial costs of redeveloping and operating the Stadium
and hosting the Olympic soccer, after removing any double-counting,
contained in Chapter 1.  In this regard, please advise if your opinion
would change if the decision to redevelop the Stadium had not been
conditional upon winning the right to host Olympic soccer.”

The draft finds that the net financial costs of the redevelopment, operation
of the Stadium and hosting Olympic soccer are around $87 million in
present value terms, and that there are only slight or negligible offsetting
economic benefits.  This implies that the net economic cost of the project
are about the same magnitude as the net financial costs, $87 million in
present value terms ($68 million if the net assessed costs of hosting
Olympic soccer are excluded).

The level of financial costs of the Stadium redevelopment alone are
largely a matter of public record, and there is nothing in the draft report
that suggests to us that assessed the cost is significantly overstated.  The
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estimated cost of operating the Stadium from 2001-02 to 2026-27 is
obviously contentious, since it presumes that the Stadium will continue to
require an operating subsidy over its useful life at a level based on the net
operating cost over the last three years.  Nevertheless, the Stadium would
need to generate an annual operating profit of around $5.3 million to
offset the assessed $69 million net cost of redevelopment.  The assumed
annual operating subsidy may appear too pessimistic if there is a
relationship between stadium quality and hirer performance in the long
run (even though it is not evident in the existing experience at Bruce
Stadium).  Nevertheless, it is optimistic to expect that the recent operating
losses could be turned around to the extent necessary to ensure the
redevelopment generates a net financial benefit.

Similarly, excluding the net cost of hosting the Olympic soccer still
requires ongoing annual operating profits of around $3.8 million to offset
the assessed net financial cost of redevelopment.  This, too, appears too
high to be likely in the light of recent operating losses.

Consequently, in the absence of substantial assessed economic net
benefits from the redevelopment, the project appears likely to have
imposed financial and economic net costs on the Territory, regardless of
whether the decision was conditional upon winning the right to host
Olympic soccer.

“Chapters 2 to 5 detailing the costs of the redevelopment”

Chapter 2 deals with the net financial costs of the Stadium redevelopment
alone.  As noted above, these are largely a matter of public record, and
there is nothing in the draft report that suggests to us that assessed the
cost is overstated.

Chapters 3 and 4 estimate the net financial costs of hosting Olympic
soccer at, respectively, the time the decision to bid was taken and now.
The assumed attendance, cost and revenue figures all appear reasonable,
and are based on substantially public data.  Note that the current estimate
of the cost is the maximum possible given that expenses are included at
the maximum agreed with SOCOG.  Given the scope for cost savings and
the relatively robust revenue and attendance assumptions, it is unlikely
that the net cost of hosting the Olympic soccer will be more than a few
million dollars less than the estimate in the draft.  The likely error is
therefore not sufficient to alter the substantive conclusions about the net
financial and economic cost of the redevelopment project.
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Chapter 5 estimates future Stadium operating costs and their net present
value.  As discussed above, these estimates are also unlikely to be
sufficiently in error to affect the qualitative findings of the draft.  Note
also that, given the Stadium was marginally profitable in some years
before the redevelopment, the estimated future operating cost is
understated to the extent of the present value of this possible stream of
future profits.

“Chapter 6 on the benefits of the redevelopment and hosting the Olympic
soccer;”

The draft finds only slight economic benefits, not elsewhere included, can
be expected from the Stadium redevelopment and hosting the Olympic
soccer.  While the tone of the Chapter is generally negative, it is difficult
to put a convincing counter-argument that would result in a substantial
increase in the assessed benefits.  The benefits will probably still be small
with more generous, but still reasonable, assumptions about external
returns.  The redevelopment does not appear to have stimulated
substantial additional benefits over what might have been expected
without the major investment in Stadium facilities, but it is likely that
there were some multiplier effects.

The external returns from hosting the Olympic soccer also appear
unlikely to be substantial.  Indeed, the draft is possibly too generous in
comparing (para 6.37) the average spending per visitor needed to offset
the guaranteed payment to SOCOG, since this makes no allowance for
the costs of imports to the ACT required to supply the goods and services
bought.  Substantially more spending than estimated is needed to generate
sufficient net income to the Territory to offset the guaranteed outflow to
SOCOG.

Offsetting this, there is a possible positive externality if non-attendees at
sporting events receive a benefit from the feeling of living in a town with
a stadium of Olympic standard.  Even if the annual value of this (per adult
resident) is small, it would be multiplied by a large population number.
Hence might end up being noticeable at the margin.

Although the draft does not quantify the benefits of the redevelopment
and hosting the Olympic soccer to the same degree as was possible for the
costs, and the extent of the economic benefits associated with the
redevelopment may be understated, the finding that the redevelopment
imposed a net economic cost on the ACT economy appears robust.

“Chapter 7 on the counter-cyclical effects of the redevelopment.”
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The draft correctly notes that the degree of counter-cyclical impact of the
redevelopment needs to be considered in the context of the whole of the
ACT government budget at the time, and that macroeconomic stimulus is
best instigated by means other than capital works.  We agree with the
interpretation in the draft that the timing and context of the
redevelopment expenditure make it difficult to interpret the project as a
deliberate counter-cyclical policy measure.

In the absence of other works and expenditure decisions the Stadium
redevelopment is likely to have added to the demand for construction
services and to economic activity in the Territory over the course of the
project, especially given the higher than expected cost of the works.
Nevertheless, the overall budget position was contractionary and this is
inconsistent with the redevelopment being needed to provide economic
stimulus.  Any unintended ex post stimulus generated by the
redevelopment is therefore likely to have been offset by subsequent
policy decisions.

Possible alternative redevelopment

In a facsimile letter dated 1 August 2000, Dr David Hughes confirmed an
additional instruction in regard to our review:

“Please give consideration in your review to the proper treatment in the
Draft Report of possible redevelopment or refurbishment of the Stadium
which might have been necessary in the future had the actual
redevelopment not proceeded.”

Although the draft report acknowledges (at paragraph 5.74) the
possibility that a significant refurbishment further of the Stadium would
be likely at some time in the future, it does not consider in detail the
capital and other requirements of the Stadium in the event that it had not
been redeveloped.  Local and international experience shows that
conditions in major spectator sports evolve, at times, rapidly and
unpredictably.  Consequently, assessing these capital and other costs is
difficult since they require some estimate, over the expected life of the
redeveloped Stadium, of the scale and cost of capital maintenance or
redevelopment of the Stadium in its prior form.

As with the assessed net operating cost of the redeveloped Stadium, some
indication of future operating costs of the original facility might be
gleaned from examining the capital expenditures prior to the
redevelopment, although some judgement has to be made about the
balance in these expenditures between maintenance and improvements.
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Judgement is also needed about the extent to which upgrading would
have been necessary to ensure its continued marginal profitability.  While
sensible, this approach does not take into account scenarios that involve
(some time over the next 20 or 30 years) either the loss of major sporting
teams from Canberra or the “need” to spend massively on stadium
upgrading within the time horizon.  Indeed, in the time frame, the latter
would be quite likely to happen.

If assessed, the net present value of these likely redevelopment or
refurbishment expenses should be offset against the cost of the actual
redevelopment, to give a better measure of the additional costs incurred
through the decision to redevelop the Stadium.  That is, the cost of
“bringing forward” the redevelopment should be assessed, rather than the
cost of redevelopment in the absence of any substantial future
expenditure.  One way to approach this might be to calculate the value to
the ACT of postponing a decision to undertake a costly upgrade by (say)
five or ten years, and to use that as an illustration of the sensitivity of the
results to the assumption about the extent and timing of upgrades.  As
noted in paragraph 5.74, it is also possible that the redeveloped Stadium
would itself need to be refurbished, and this too would have to be taken
into account.

Allowing for the need for a substantial future redevelopment of the
Stadium would reduce the assessed net economic cost of the actual
redevelopment.  Nevertheless, it would be surprising if its net present
value reversed the direction of the impact of the Stadium redevelopment
on the Territory.
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Reports Published in 1993

1 Management of Capital Works Projects

2 Asbestos Removal Program

3 Various Performance Audits Conducted to 30 June 1993
- Debt Recovery Operations by the ACT Revenue Office
- Publicity Unaccountable Government Activities
- Motor Vehicle Driver Testing Procedures

4 Various Performance Audits
- Government Home Loans Program
- Capital Equipment Purchases
- Human Resources Management System (HRMS)
- Selection of the ACT Government Banker

5 Visiting Medical Officers

6 Government Schooling Program

7 Annual Management Report for the Year Ended 30 June 1993

8 Redundancies

9 Overtime and Allowances

10 Family Services Sub-Program

11 Financial Audits with Years Endings to 30 June 1993

Reports Published in 1994

1 Overtime and Allowances - Part 2

2 Department of Health - Health Grants
- Management of Information Technology

3 Public Housing Maintenance

4 ACT Treasury - Gaming Machine Administration
- Banking Arrangements

5 Annual Management Report for Year Ended 30 June 1994

6 Various Agencies - Inter-Agency Charging
- Management of Private Trust Monies

7 Various Agencies - Overseas Travel - Executives and Others
- Implementation of Major IT Projects
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8 Financial Audits with Years Ending to 30 June 1994

9 Performance Indicators Reporting

Reports Published in 1995

1 Government Passenger Cars

2 Whistleblower Investigations Completed to 30 June 1995

3 Canberra Institute of Technology - Comparative Teaching Costs and Effectiveness

4 Government Secondary Colleges

5 Annual Management Report for Year Ended 30 June 1995

6 Contract for Collection of Domestic Garbage/Non-Salary Entitlements for Senior
Government Officers

7 ACTEW Benchmarked

8 Financial Audits With Years Ending to 30 June 1995

Reports Published in 1996

1 Legislative Assembly Members - Superannuation Payments/Members’ Staff -
Allowances and Severance Payments

2 1995 Taxi Plates Auction

3 VMO Contracts

4 Land Joint Ventures

5 Management of Former Sheep Dip Sites

6 Collection of Court Fines

7 Annual Management Report For Year Ended 30 June 1996

8 Australian International Hotel School

9 ACT Cultural Development Funding Program

10 Implementation of 1994 Housing Review

11 Financial Audits with Years Ending to 30 June 1996
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Reports Published in 1997

1 Contracting Pool and Leisure Centres

2 Road and Streetlight Maintenance

3 1995-96 Territory Operating Loss

4 ACT Public Hospitals  - Same Day Admissions
Non Government Organisation  - Audit of Potential Conflict of Interest

5 Management of Leave Liabilities

6 The Canberra Hospital Management’s Salaried Specialists Private Practice

7 ACT Community Care  - Disability Program and Community Nursing

8 Salaried Specialists’ Use of Private Practice Privileges

9 Fleet Leasing Arrangements

10 Public Interest Disclosures - Lease Variation Charges
- Corrective Services

11 Annual Management Report for Year Ended 30 June 1997

12 Financial Audits with Years Ending to 30 June 1997

13 Management of Nursing Services

Reports Published in 1998

1 Management of Preschool Education

2 Lease Variation Charges - Follow-up Review

3 Major IT Projects - Follow-up Review

4 Annual Management Report for Year Ended 30 June 1998

5 Management of Housing Assistance

6 Assembly Members’ Superannuation and Severance Payments to Former Members’
Staffers

7 Magistrates Court Bail Processes

8 Territory Operating Losses and Financial Position

9 Financial Audits with Years Ending To 30 June 1998



________________________________________________________
12 Reports were issued prior to 1992.  Details can be obtained from the ACT Auditor-General’s
Office or the ACT Auditor-General’s homepage:  http://www.audit.act.gov.au.

iv

Annexure (continued)

10 Management of Schools Repairs and Maintenance

11 Overtime Payment To A Former Legislative Assembly Member’s Staffer

Reports Published in 1999

1 Stamp Duty on Motor Vehicle Registrations

2 The Management of Year 2000 Risks

3 Annual Management Report for the Year Ended 30 June 1999

4 Financial Audits with Years Ending To 30 June 1999

Reports Published in 2000

1. Bruce Stadium Redevelopment — Report Summary

2. Bruce Stadium Redevelopment — Value for Money

3. Bruce Stadium Redevelopment — Costs and Benefits

4. Bruce Stadium Redevelopment — Decision to Redevelop the Stadium

5. Bruce Stadium Redevelopment —  Selection of the Project Manager

6. Bruce Stadium Redevelopment — Financing Arrangements

7. Bruce Stadium Redevelopment — Stadium Financial Model

8. Bruce Stadium Redevelopment — Actual Costs and Cost Estimates

9. Bruce Stadium Redevelopment — Market Research and Marketing

10. Bruce Stadium Redevelopment — Stadium Hiring Agreements

11. Bruce Stadium Redevelopment — Lawfulness of Expenditure

12. Bruce Stadium Redevelopment — Governance and Management



Availability of Reports

Copies of Reports issued by the ACT Auditor-General’s Office are available from:

ACT Auditor-General’s Office
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11 Torrens Street
BRADDON  ACT  2612
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PO Box 275
CIVIC SQUARE  ACT  2608

Phone (02) 62070833 / Fax (02) 62070826

Copies of Reports are also available from the
ACT Auditor-General’s Homepage:  http://www.audit.act.gov.au


