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1.0
PURPOSE OF REPORT

1.1
The purpose of the report is to update the Council Resources Overview and Scrutiny Commission on the work of the HIC Breakout Space Panel and present the Final Report to the Commission.

1.2
The report also identifies Findings from the work that the Panel has undertaken for consideration by the Commission.

1.3
The Commission can consider the report and recommendations and refer the agreed report and Findings to Cabinet

2.0
RECOMMENDATION/S

2.1
It is recommended that the Commission:-

(1)
Receives the report

(2)
Endorses the Panel’s Findings (Section 4.0 of this report and paragraphs 3.17-3.43 of the full report) and refers the full report to Cabinet with the following additional comments:

(a)
Where any Findings are accepted by Cabinet they are clearly identified within the Action Plan currently being progressed including the timescale for achievement

(b)
A response is requested from Cabinet to the Findings at its earliest opportunity after it has considered the report 

3.0
INFORMATION

3.1
At the request of Cabinet and Council the review of the HIC Breakout Space Scheme was undertaken by the Council Resources Overview and Scrutiny Commission. The Commission agreed that it would undertake this work via the HIC Breakout Panel and this work took place between August and November 2004.

3.2
The Final Report of the HIC Breakout Space Panel is attached and details the background to the review, the methodology, the meetings of the Panel and the Panel’s Findings. Please note that the Appendices are not attached but are available on request if required. The reports referred to at APPENDIX B are exempt information as they relate to legal proceedings as defined by paragraph 12 of the Local Government Act 1972 as amended.

4.0
SUMMARY OF FINDINGS

4.1
The Findings are detailed in paragraphs 3.17-3.43 of the report. With the exception of those relating to the appointment of consultants and contractors the Panel agreed that its Findings would apply specifically to construction schemes and not to maintenance schemes.

4.2
Due to the evidence received regarding the need to ensure that the number of procedures and processes were not unduly bureaucratic and appropriate to the level of risk the Panel agreed that they would distinguish between Findings for large construction schemes and those applicable to all. After consideration it was agreed that a financial threshold should be used as an indicator of the risk to the Council and this threshold was agreed at £500,000 or above. Therefore unless Indicated * in the report the Findings of the review would only be applicable to construction schemes with a Works cost of £500,000 or more.

4.3
The following is a summary of the Findings from the review and should be considered with the appropriate sections of the report (3.17-3.43)

Findings - Appointment of Consultants and Contractors

1
No external consultant should be authorised to undertake any work on a project before a formal contract is signed with them and written confirmation of roles and responsibilities has been obtained. 

2
*The appointment of consultants and contractors must take place strictly according to the Council’s Rules


3
*Procedures should be implemented that ensure approved lists of Consultants and Contractors are regularly refreshed and that all those on the lists have an equal opportunity to tender for work, according to the Council’s Rules.

Project Management

Findings - Clarity of roles

4
All construction schemes should have an individual Project Planning Document and this should Include Detail Regarding the Following:
· The Project definition and brief

· Roles responsibilities/authorities and accountability

· Names and designations of the Project Group

· Registered address and Company Number of the Main Contractor and any named Sub-Contractors/Suppliers (when known)

· Detailed Project Management handover arrangements to be identified including dates and stage in the contract. Written confirmation regarding the change of roles should be obtained

· Project cost plan and management procedures

· The cost plan

· Change control

· Risk management

· Cost reporting

· Contingency management

· Expenditure profile

· Programme management

· Start and completion dates (including phased work)

· Milestone events

· Frequency of review
· How progress is monitored against programme

· Administrative Systems and Procedures

· Project reporting arrangements
· Meetings, including frequency and attendance, circulation of minutes, etc

· Technical standards eg format of permanent record drawings or plant and equipment numbering systems

· Commissioning and technical handover arrangements

· Evaluation arrangements

Findings - Clarity of roles

5
 All Project Planning Documents should be approved by the appropriate body and may include representatives from Departments not directly involved in the scheme to help ensure an independent assessment.

 6
Representation from Finance and Legal Services on the Project Group should be identified in the Project Planning Document.

7
*The distinction between corporate and non-corporate projects should be abolished.

8
A Project Manager job description should be developed and applied to all internal or external appointments and this should be included in a guidance document (See later)

9
The Project Manager should have overall responsibility for the scheme.

Findings - Appointment of Project Manager and Resources 

10
*A skills/competencies audit should be undertaken of available in-house Managers to establish type, value, etc of suitable projects that they could manage

11
Appropriate support should be established within DTS (or subsequent equivalent Department) for each scheme/project when the Department takes over Project Management responsibilities (as identified in the Project Planning document) and these should be confirmed with the Project Manager. This will include administration and senior manager support if required by the Project Manager (The skills/competencies audit undertaken of available in-house Managers could assist this process).

12
A statement of assurance should be provided from DTS to commit appropriate resources to the project at the appointment of the Project Manager stage (internal and external). At this stage any lack of available in-house resources should be identified and DTS should report this to the Corporate Management Team or appropriate body 

13
*Appropriate training should be identified and provided for all Project Managers (linked to audit of skills and competencies). This should include financial assessment particularly the financial assessment and the complexities of company organisation and structures


Findings - Clarity of roles

14
*Whatever the grade of the Project Manager relative to other Officers involved it should be ensured that they have overall responsibility even if negotiation with other Departments has been required.

15
*The Project Manager should have overall responsibility within the Project Group

Findings - Guidance

16
*One document should be developed as a guide regarding the use of new and existing procedures. It could be incorporated with the existing procedures and those being currently developed as a Project Managers guide. This should include the job description for the Project Manager.

Findings - Warranties/Guarantees and Financial Vetting

17
*Construction work for a scheme/project should not be paid for until a warranty or guarantee is in place (responsibility of Project Manager)

18
*The Project Manager should ensure that they provide copies of the warranty or guarantee to Finance (for information) and Legal Services to confirm validity

19
*If a project commences before the contract is signed procedures should be established to ensure that no payment is made before the formal contract is executed and the appropriate warranties are in place

20
*Appropriate time should be given to enable Legal Services to investigate the requirements of a warranty/performance bond

21
Contracts should have a Dunn and Bradstreet or similar financial report on contractors

22
Where the Council has specified the use of a particular (nominated) sub-contractor eg for specialist work it must be ensured that they have had appropriate financial vetting. This will be the responsibility of the Project Manager.



Findings - Off-Site Materials

23
It was agreed that for each contract where payment for off-site materials has been identified the Project Manager should be responsible for justifying why this was necessary.

24
*The inclusion in a contract for payment for off-site materials should be an exception and avoided where possible

25
*For each contract where payment for off-site materials has been identified the reasons for this decision should be reported to the relevant Head of Department (Identified in the Project Planning Document for construction schemes with a Works value of £500,000 or more)

26
*If payment for off-site materials is agreed then the process and responsibility for passing of ownership and payment should be clearly established (Identified in the Project Planning Document for construction schemes with a Works value of £500,000 or more)

Findings - Compliance in the Future

27
A review should be undertaken by Internal Audit after 6-7 months on the progress of the development of any proposals arising from the Internal Audit investigation and the Findings of the Panel and report back to the Council Resources Overview and Scrutiny Commission. It should also review the success of the implementation of these recommendations and Findings after 12-18 months again reporting back to the Council Resources Overview and Scrutiny Commission.

28
All major construction schemes should be a priority for internal audit within 6 months of completion

5.0
CONCLUSIONS

5.1 
The report provides an update to the Commission of the work that has been undertaken by the HIC Breakout Space Panel. The report details the background to the review, the methodology, the meetings of the Panel and the Panel’s Findings.
5.2
The Commission can consider the report and recommendations and refer the agreed report and Findings to Cabinet

5.3
Where any Findings are accepted by Cabinet the Panel are keen that they are clearly identified within the Action Plan currently being progressed including the timescale for achievement

5.4
The Panel requests a response from Cabinet to the Findings at its earliest opportunity after it has considered the report

Background Papers – None  

OFFICER CONTACT:  Please contact Mr M Codman, Scrutiny Officer if you require any further information on the contents of this report. The officer can be contacted at the Council Offices Crescent Gardens Harrogate HG1 2SG by telephone on 01423 556153 or by Email – mark.codman@harrogate.gov.uk
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1.0
INTRODUCTION

1.1
Ballast plc, the original contractor for the HIC Breakout Space Scheme, suddenly and unexpectedly went into administration on 15 October 2003. The financial risks to the Council were not covered by a performance bond or parent company guarantee. In addition, the Council did not have ownership of the steel being fabricated by the relevant sub-contractor and stored off-site. Although the Council had paid the main-contractor, the payment had not been passed on to the steel sub-contractor at the time of Ballast’s administration and therefore it was considered likely that the Council would have to make a second or duplicate payment which has been borne out by subsequent events. Furthermore, it was apparent that the Council did not have a signed contract with Ballast plc for the construction works.

1.2
The Chief Executive asked the Audit Manager to carry out an investigation to establish why the Council was in the position it was and to determine whether there was a need to take any disciplinary action or other action against any of the parties involved. He was also asked to establish whether there were any lessons for the future 

1.3
The Chief Solicitor also investigated the possibility of taking legal action against the Consultant who was the Employer’s agent for this scheme at the time

1.4
At its meeting held on 17 March 2004 the Cabinet requested that the Council Resources Overview and Scrutiny Commission review the processes undergone in the matter of the HIC Breakout Space Scheme. This was then subsequently agreed by Council at its Extraordinary meeting also held on 17 March 2004. 

1.5
When the issue was referred to the Commission the investigation process was still ongoing and this was reported to the Commission at its meeting held on 23 March 2004. The Commission therefore requested a report from the Chief Solicitor in relation to the progress made regarding the investigation into the HIC Breakout Space Scheme at its meeting to be held on 17 May 2004 and that the Chief Executive make available as much of the Officer Report as was reasonable to include at that stage.

1.6
At the meeting held on 17 May 2004 the Commission was advised there was a delay in the completion of the Chief Executive’s investigation. A general summary was received from the Audit Manager regarding the progress of the investigation. It was agreed that two reports would be made available for the Commission meeting to be held on 8 July 2004, one from the Audit Manager regarding the Internal Audit investigation and one from the Chief Solicitor regarding taking legal action against the Consultant who was the Employer’s agent for this scheme at the time. 
1.7
At the meeting held on 8 July 2004 the Commission received the two reports (See paragraph 1.6 above) and agreed the scope of the review. It recognised the need to undertake a review of the policies and procedures relevant in the procurement of large construction projects in light of the HIC Breakout Space scheme and agreed to undertake this via the HIC Breakout Panel. A copy of the detailed scope is attached at APPENDIX A.

1.8
This report therefore details the review methodology and the conclusions and Findings of the investigation.

2.0
REVIEW METHODOLOGY


The HIC Breakout Space Panel

2.1
It was agreed by the main Commission that the review would be undertaken by a politically proportional Panel consisting of six Members of the Council Resources Overview and Scrutiny Commission These were:



Councillor Andrew Jones (Chairman)



Councillor J M Fox



Councillor E A Hinchcliffe



Councillor Charlie Powell



Councillor S F O Theakston



Councillor P G Freeman

2.2
It was agreed that although substitutes had been nominated they would not be used as it was considered that the same Members should be available to undertake the review at all meetings. As this was a requirement Councillor P G Freeman could not attend a number of the meetings and therefore did not participate in the review.

2.3
The review was undertaken over a series of Panel meetings that took place in public as much as possible. Due to the litigation and disciplinary issues involved some evidence received and some meetings could not be undertaken in public but the Panel endeavoured to keep these to a minimum.


Aims and Objectives of the Review

2.4
The scope for the review is contained in APPENDIX A and was ‘to review the processes and procedures concerning the Council’s construction contracts in the light of the HIC Breakout Space Scheme’

2.5
The detailed aims and objectives were to:

· Review the procedures and recommendations put forward in the Internal Audit investigation report

· Undertake the review in the light of the recommendations put forward in the Internal Audit Investigation report

· Ensure that the Council’s position is protected by adequate Procedures (including compliance with those procedures) that would reduce the risk of similar losses in the future

· Review the following procedures with the intention of ensuring compliance with them:

· The procedure for hiring consultants for building contracts

· The procedure for appointing building contractors

· The project management procedures for construction projects

· Establish if there are different procedures in respect of construction projects for HIC and the Council as a whole and to ensure the clarity of any arrangements

· Produce a report with appropriate Findings

Evidence Required

2.6
It was agreed that the evidence required would include the following:

· The Internal Audit Investigation report

· The report from the Chief Solicitor regarding taking legal action against the Consultant who was the Employer’s agent for this scheme at the time

· The Council’s current contract procedures as set out in writing (Appointment of consultants, contractors and project management arrangements)

· Establish the financial controls in place for construction contracts (including financial authorisation thresholds and issuing of payments)

· The involvement of Legal Services in contract procedures

· Procurement manuals

2.7
The evidence for the review was received in the form of written reports and discussions with Officers concerned with the HIC Breakout Space Scheme and subsequent investigations. Questions were prepared in advance for most sessions and Officers attending had the opportunity to respond in writing to them as well as appearing before the Panel. The Officers who presented evidence to the Panel were:



The Audit Manager





The Chief Solicitor



The Director of Finance



The Director of Technical Services



The Chief Engineer (Construction and Building Management)



The Director of Harrogate International Centre



The Deputy Director of Harrogate International Centre


Timescale

2.8
The Panel agreed that the review should be undertaken over a series of meetings within as short a timescale as possible. The agreed meeting dates were:

· 9 August 2004

-
Receive evidence from Audit Manager and 







Chief Solicitor 

· 25 August 2004

-
Review evidence received

· 14 September 2004

-
Receive evidence from the Director of 







Finance and the Chief Solicitor

· 4 October 2004

-
Receive evidence from the Department of 







Technical Services (DTS) and Harrogate 







International Centre (HIC)

· 25 October 2004

-
Review evidence received and consider 

draft report and Findings

· 22 November 2004

-
Consider final report and Findings

2.9
The final report and Findings from the review will be reported to the main Council Resources Overview and Scrutiny Commission at its meeting on 16 December 2004 then referred to Cabinet for comment and then Full Council.

3.0
HIC BREAKOUT SPACE REVIEW


Meeting 9 August 2004 - Review of the procedures and recommendations put forward in the Internal Audit investigation report, the procedures for hiring consultants for building contracts, the procedure for hiring building contractors and the Council’s Project Management procedures for construction contracts. 

3.1
The Panel received evidence from the Audit Manager and the Chief Solicitor. The written report from the Audit Manager concerned the HIC Breakout Space Scheme Internal Audit Investigation that was considered by Cabinet on 30 July 2004 and the Council Resources Overview and Scrutiny Commission on 8 July 2004. The written report from the Chief Solicitor concerned the HIC Breakout Space Possible Litigation considered at the same meetings (copies of these reports are attached at APPENDIX B. The reports are exempt information as they relate to legal proceedings as defined by paragraph 12 of the Local Government Act 1972 as amended)). The Audit Manager and Chief Solicitor then responded to questions from the Panel.

3.2
The Panel were concerned regarding the following:

· Work commencing on site before a contract is signed

· Communication and the role of HIC as client in the contract

· The Project Brief for the re-commencement Scheme

· The Council’s project management guidance documents

· The appointment of external project managers where appropriate

· The lack of certainty of roles and responsibilities in the project management of construction projects including the responsibility for obtaining a parent company guarantee

· The definition of corporate and non-corporate projects

· The financial vetting of contractors

· The payment for off site materials 

3.3
A copy of the note of the evidence received is attached at APPENDIX C and the minutes at APPENDIX D. The Panel considered the responses to the questions and requested additional information if required. 

3.4
The Members of the Panel considered the following preliminary comments:

· Due to the different sources of guidance and regulations applicable to the management of construction schemes it was considered that one document should be available that set out who is responsible for what at specific stages in the contract. This would help overcome the lack of certainty in roles and responsibility that was indicated by the evidence received. This would make the process easier to understand and help ensure compliance.

· It was considered that if there are resource issues within DTS when appointing a Project Manager the appointment of an external Project Manager should be considered. The capacity of the Construction and Building Management Team in terms of available resources should be identified at that time.

· It was considered that the same rules should apply to corporate and non-corporate projects and that there should be defined sizes of projects or financial thresholds that initiate the involvement of other Departments i.e Legal Services, Finance, etc.

· The responsibility for obtaining a parent company guarantee should be clearly identified

· The justification for the payment for off-site materials should be clearly identified and the procedures and responsibility for them detailed

Meeting 25 August 2004 - Review of the information received in response to the requests made at the previous meeting and to agree the appropriate Officers (and questions) to give evidence at the next meeting of the Panel. 

3.5
The Audit Manager attended the meeting and responded to questions concerning the additional information received. The minutes of the meeting are attached at APPENDIX E.

3.6
The Panel considered the following issues:

· The format of project briefs and if they were a requirement for every project within the authority

· Membership of the Corporate Overview Group and the consistency of appointing Project Managers for all Council projects.

· The responsibility for completing documentation accurately in relation to large projects and the circulation to appropriate Officers 

· The role of the District Auditor in the Internal Audit investigation

· The payment for off site materials
3.7
The Members of the Panel considered the following preliminary comments:

· There was a need for clear reporting lines to demonstrate the distinction between the sponsoring Departments role and that of the department undertaking the Project Management in large capital projects.

· The Panel were concerned about the existing financial vetting procedures for contractors on large construction projects

Meeting 14 September 2004 – Review of the role of the Department of Finance and Legal Services in contract processes and procedures
3.8
The Director of Finance attended the meeting to respond to questions relating to the involvement of the Finance Department in contract processes and procedures. The Chief Solicitor also responded to questions relating to contract processes and procedures. The questions had been prepared in advance and written responses presented to the Panel. A copy of the Director of Finance’s written response is attached at APPENDIX F and the Chief Solicitor’s written response at APPENDIX G. The minutes of the meeting are attached at APPENDIX H.
3.9
The questions concerned the management of major construction contracts in particular safeguards, warranties, compliance, corporate and non-corporate projects, off-site materials, finance and guidance. 

3.10
The Panel were concerned about the following:

· The risks associated with large construction projects and the timing of risk assessments 

· Financial vetting procedures including the receipt of warranties, performance bonds or parent company guarantees

· The responsibility for ensuring that safeguards were in place and compliance with them

· The training of Officers in financial procedures particularly about the financial assessment and the complexities of company organisation and structures.

· The provision of a single guidance document for the project management of large construction schemes.

· The content of project briefs for large construction schemes

3.11
The Members of the Panel considered the following preliminary comments:

· Improvements could be made to the wording of guidance documents and all existing documents should be reviewed to identify potential improvements

· One method for ensuring that a parent company guarantee was obtained is to allow a company to begin work on site on the basis that no payment would be made for any work undertaken until the necessary guarantees were in place.

· The responsibility for ensuring contract procedure rules are observed should be clear at each stage in the development of the project including when the responsibility for a job had been outsourced.

· At any stage of a large construction scheme those involved must be able to demonstrate that all documentation and authorities are in place to justify the next step.

· Training should be provided for those involved in major construction projects regarding the complexities of company organisation and structures

Meeting 4 October 2004 – Review of contract processes and procedures

3.12
The Director of Technical Services, the Chief Engineer (Construction and Building Management), The Director and Deputy Director of Harrogate International Centre attended the meeting to respond to questions relating to contract processes and procedures. The questions had been prepared in advance and written responses presented to the Panel. A copy of the Director of Technical Services’ written response is attached at APPENDIX I and the Director of Harrogate International Centre’s written response at APPENDIX J. The minutes of the meeting are attached at APPENDIX K.
3.13
The questions concerned the management of major construction contracts in particular the ‘lead in’ time, starting prior to having a signed contract in place, safeguards, capacity issues when appointing a project manager, project management responsibilities between the Department of Technical Services and HIC including handover procedures, communication, corporate and non-corporate projects, off-site materials, guidance, the employment of external contractors/consultants/suppliers, the project brief and communication with Members.

3.14
The Members of the Panel considered the following preliminary comments:

· It was not considered helpful to distinguish between corporate and non-corporate projects when considering the levels of risk and cost involved with a project or contract. It was not always the case that a high cost project represented a high risk to the authority the distinction existed to express to other Departments the level of involvement and support required

· Specialist Officer involvement (Finance or Legal Services) in large construction schemes was only needed where the level of risk perceived in a particular contract required more support. The Panel were advised that it was normal practice for the Council’s Legal and Financial divisions to be kept informed of contractual issues so that the decision could be taken by them whether or not they should get involved as and when necessary


Meetings 25 October 2004 and 22 November 2004 – Consideration of evidence received, Final Report, Conclusions and Findings
3.15
The meeting held on 25 October 2004 had been arranged for Members to consider the evidence they had received and discuss relevant Findings for inclusion in the final report from the Panel to be presented to the Council Resources Overview and Scrutiny Commission. The Scrutiny Officer had, with the approval of the Chairman prepared a summary of discussion points arising from previous meetings of the Panel. This was considered by the Panel and referred to issues regarding project management, warranties/guarantees, the appointment of consultants and contractors, financial vetting, off-site materials, resources, accountability and future compliance that had all been subject to discussion during the review process 

3.16
The meeting held on 22 November 2004 had been arranged to enable the Panel to consider its final report, conclusions and recommendations. With the agreement of the Chairman the Scrutiny Officer had prepared a draft report and recommendations for consideration at the meeting arising from previous meetings of the Panel.


Conclusions

3.17
With the exception of those relating to the appointment of consultants and contractors the Panel agreed that its Findings would apply specifically to construction schemes and not to maintenance schemes.

3.18
Due to the evidence received regarding the need to ensure that the number of procedures and processes were not unduly bureaucratic and appropriate to the level of risk the Panel agreed that they would distinguish between Findings for large construction schemes and those applicable to all. After consideration it was agreed that a financial threshold should be used as an indicator of the risk to the Council and this threshold was agreed at £500,000 or above. Therefore unless Indicated * in the report the Findings of the review would only be applicable to construction schemes with a Works cost of £500,000 or more.

3.19
The Panel agreed that the Council’s Standing Orders Relating to Contracts did provide adequate protection when followed and its Findings sought to improve upon clarity of responsibility and transparency of arrangements between departments involved with construction projects.

3.20
The Panel considered the agreed scope for the review including the aims, objectives and evidence required in the light of the evidence received. It considered the evidence received concerning the aims and objectives and identified Findings relevant to specific concerns of the Panel.


Aims and Objectives


A
Review the procedures and recommendations put forward in the 



Internal Audit Investigation Report

B
Undertake the review in the light of the recommendations put forward in the Internal Audit Investigation report

3.21
The Panel agreed that the procedures and recommendations put forward in the Internal Audit Investigation Report were appropriate. It concluded that the investigation had been undertaken thoroughly and that the recommendations are appropriate. Any findings agreed by the Panel are therefore in support of these recommendations. 


Aims and Objectives

C
Ensure that the Council’s position is protected by adequate Procedures 


(including compliance with those procedures) that would reduce the risk of similar losses in the future


D
Review the following procedures with the intention of ensuring 



compliance with them:

· The procedure for hiring consultants for building contracts

· The procedure for appointing building contractors

· The project management procedures for construction projects

Appointment of Consultants and Contractors
3.22
It was agreed that the appointment of Consultants and Contractors must take place strictly in accordance with the Council’s Rules. No external consultant should be authorised to undertake any work on a project before a formal contract is signed with them and written confirmation of roles and responsibilities has been obtained.

3.23
It was agreed that the standing lists of approved contractors should be reviewed on a regular basis.

3.24
Overall it was agreed that the procedures for hiring consultants for building contracts and for appointing building contractors were in place and would provide adequate protection to the Council when followed. The Findings agreed by the Panel are intended to help ensure compliance with these procedures.


Findings - Appointment of Consultants and Contractors

1
No external consultant should be authorised to undertake any work on a project before a formal contract is signed with them and written confirmation of roles and responsibilities has been obtained. 

2
*The appointment of consultants and contractors must take place strictly according to the Council’s Rules
3
*Procedures should be implemented that ensure approved lists of Consultants and Contractors are regularly refreshed and that all those on the lists have an equal opportunity to tender for work, according to the Council’s Rules.

Project Management

Clarity of Roles 

3.25
The view of the Panel was that whilst the Contract Procedure Rules (otherwise known as Standing Orders Relating to Contracts) are sufficiently clear as to the identity of Officers with overall responsibility for contractual issues, arrangements for a particular project also needed to be clearly defined.

3.26
The Panel agreed that the Project Manager should be responsible and accountable as they would be closer to a project than any Departmental head. It was noted that greater clarity was required in relation to the responsibility and authority of the Project Manager.

3.27
The possibility of a generic job description for Project Managers was discussed and it was agreed that these could be used by the Project Group to agree project management requirements for a particular scheme ie additions or deletions to it.

3.28
The Panel considered that the distinction of corporate and non-corporate projects should be abolished as this gave rise to some misunderstanding as to the level of involvement of other professional disciplines such as Legal and Finance.

3.29
It was agreed that detailed Project Management handover procedures at appropriate stages in the contract were required (between DTS and HIC) as potentially there could be a blurring of responsibility and lack of transparency regarding accountability.

3.30
The Panel agreed that a Project Planning Document should be prepared and agreed for each construction project. This would address issues regarding uncertainty of roles and responsibility that was indicated by the evidence received. It would also ensure that reporting arrangements, project management handover procedures, programme management, administrative systems and procedures were appropriately detailed to aid effective project management. 

Findings - Clarity of roles

4
All construction schemes should have an individual Project Planning Document and this should Include Detail Regarding the Following:

· The Project definition and brief

· Roles responsibilities/authorities and accountability

· Names and designations of the Project Group

· Registered address and Company Number of the Main Contractor and any named Sub-Contractors/Suppliers (when known)

· Detailed Project Management handover arrangements to be identified including dates and stage in the contract. Written confirmation regarding the change of roles should be obtained

· Project cost plan and management procedures

· The cost plan

· Change control

· Risk management

· Cost reporting

· Contingency management

· Expenditure profile

· Programme management

· Start and completion dates (including phased work)

· Milestone events

· Frequency of review
· How progress is monitored against programme

· Administrative Systems and Procedures

· Project reporting arrangements
· Meetings, including frequency and attendance, circulation of minutes, etc

· Technical standards eg format of permanent record drawings or plant and equipment numbering systems

· Commissioning and technical handover arrangements

· Evaluation arrangements

5
All Project Planning Documents should be approved by the appropriate body and may include representatives from Departments not directly involved in the scheme to help ensure an independent assessment.

6
Representation from Finance and Legal Services on the Project Group should be identified in the Project Planning Document.

7
*The distinction between corporate and non-corporate projects should be abolished.

8
A Project Manager job description should be developed and applied to all internal or external appointments and this should be included in a guidance document (See later)

9
The Project Manager should have overall responsibility for the scheme.

Appointment of Project Manager and Resources 

3.31
It was agreed that the responsibility for the appointment of a Project Manager was the Director’s. They must ensure that the Project Manager is appropriately trained and skilled as appropriate for the project. When difficulties are experienced in terms of resources available this should be identified and the appointment of an external Project Manager should be considered. It should be ensured that adequate support from Departmental Heads is confirmed for the Project Manager to enable them to undertake their responsibilities.

Findings - Appointment of Project Manager and Resources 

10
*A skills/competencies audit should be undertaken of available in-house Managers to establish type, value, etc of suitable projects that they could manage
11
Appropriate support should be established within DTS (or subsequent equivalent Department) for each scheme/project when the Department takes over Project Management responsibilities (as identified in the Project Planning document) and these should be confirmed with the Project Manager. This will include administration and senior manager support if required by the Project Manager (The skills/competencies audit undertaken of available in-house Managers could assist this process).

12
A statement of assurance should be provided from DTS to commit appropriate resources to the project at the appointment of the Project Manager stage (internal and external). At this stage any lack of available in-house resources should be identified and DTS should report this to the Corporate Management Team or appropriate body 

13
*Appropriate training should be identified and provided for all Project Managers (linked to audit of skills and competencies). This should include financial assessment particularly the financial assessment and the complexities of company organisation and structures
Accountability

3.32
The Panel considered that the Project Manager should have overall responsibility for a scheme even if negotiation with other Departments had taken place and irrespective of the fact that the Officer could be relatively junior to the other Officers involved in the Scheme.


Findings – Accountability

14
*Whatever the grade of the Project Manager relative to other Officers involved it should be ensured that they have overall responsibility even if negotiation with other Departments has been required.

15
*The Project Manager should have overall responsibility within the Project Group

Guidance

3.33
The Panel considered that there were a number of different sources of guidance and regulations applicable to the project management of construction schemes. The Panel agreed that one document should be available that would act as a guide to processes and procedures at each stage as a construction scheme progressed. This would make the process easier to understand and help ensure compliance.
Findings - Guidance

16
*One document should be developed as a guide regarding the use of new and existing procedures. It could be incorporated with the existing procedures and those being currently developed as a Project Managers guide. This should include the job description for the Project Manager.

3.34
The Panel also considered that the following considerations and Findings concerning procedures were appropriate from the evidence received:


Warranties/Guarantees and Financial Vetting

3.35
It was considered that construction work for a scheme should not be paid for until the bond or parent company guarantee was available and a contract was in place. Work could commence on site before the contract was executed on a case-by-case basis, dependant upon the risk that such an action would carry. This could be dependant on the credit status of the contractor particularly when there was a relatively long time between the Council’s financial vetting and start on site. A Dunn and Bradstreet or similar financial report could help in this regard.
3.36
It was agreed that contracts of £500,000 or over should have a Dunn and Bradstreet or similar financial report upon the potential contractor to be engaged by the Council.

3.37
The Panel considered the financial vetting of sub-contractors who have been nominated by the Council and it was reported that there may be advantages in such a practice but the Council did not undertake this specifically at present. The Panel considered that although this may at present be undertaken when nominated sub-contractors are taken from the Council’s approved list it should be included as a requirement in all contracts where the Council has specified the use of a particular sub-contractor eg for specialist work.

3.38
The ‘’Constructionline’’ Initiative was considered and the Panel agreed that this should not form part of its Findings

Findings - Warranties/Guarantees and Financial Vetting

17
*Construction work for a scheme/project should not be paid for until a warranty or guarantee is in place (responsibility of Project Manager)

18
*The Project Manager should ensure that they provide copies of the warranty or guarantee to Finance (for information) and Legal Services to confirm validity

19
*If a project commences before the contract is signed procedures should be established to ensure that no payment is made before the formal contract is executed and the appropriate warranties are in place

20
*Appropriate time should be given to enable Legal Services to investigate the requirements of a warranty/performance bond

21
Contracts should have a Dunn and Bradstreet or similar financial report on contractors

22
Where the Council has specified the use of a particular (nominated) sub-contractor eg for specialist work it must be ensured that they have had appropriate financial vetting. This will be the responsibility of the Project Manager.
Off-Site Materials

3.39
The Panel considered the importance of obtaining good title to materials provided off site and noted that in practice it was sometimes essential. They agreed however that the practice should be avoided wherever possible. If it was necessary the risks should be acknowledged and the processes and responsibility for passing of ownership and payment clearly identified.


Findings - Off-Site Materials
23
It was agreed that for each contract where payment for off-site materials has been identified the Project Manager should be responsible for justifying why this was necessary.

24
*The inclusion in a contract for payment for off-site materials should be an exception and avoided where possible

25
*For each contract where payment for off-site materials has been identified the reasons for this decision should be reported to the relevant Head of Department (Identified in the Project Planning Document for construction schemes with a Works value of £500,000 or more)

26
*If payment for off-site materials is agreed then the process and responsibility for passing of ownership and payment should be clearly established (Identified in the Project Planning Document for construction schemes with a Works value of £500,000 or more)

Aims and Objectives
E
Establish if there are different procedures in respect of construction projects for HIC and the Council as a whole and to ensure the clarity of any arrangements

3.40
The Panel concluded that there was no evidence to suggest that there were different procedures in respect of construction schemes for HIC and the Council as a whole but that different problems arose as a result of the business needs of HIC which applied unique pressures to Officers which were not experienced with other projects outside HIC.


Compliance in the Future

3.42
The Panel agreed that the development and implementation of the proposals outlined in the Findings should be as soon as possible and that Internal Audit should review the development and implementation after an agreed period of time.

3.43
The Panel agreed that all major construction schemes should be a priority for internal audit within 6 months of completion. The internal audit should include compliance with all Findings including the requirements contained in the Project Planning Document.


Findings - Compliance in the Future

27
A review should be undertaken by Internal Audit after 6-7 months on the progress of the development of any proposals arising from the Internal Audit investigation and the Findings of the Panel and report back to the Council Resources Overview and Scrutiny Commission. It should also review the success of the implementation of these recommendations and Findings after 12-18 months again reporting back to the Council Resources Overview and Scrutiny Commission.

28
All major construction schemes should be a priority for internal audit within 6 months of completion

4.0
GENERAL CONCLUSION

4.1
The Panel agreed that the procedures and recommendations put forward in the internal Audit Investigation Report were appropriate. It concluded that the investigation had been undertaken thoroughly and the recommendations were supported by the Panel. Any findings agreed by the Panel were in support of these recommendations. 

4.2
The Panel agreed that they had adequately considered the aims and objectives of the review. They had received all appropriate evidence and had therefore based their Findings on this evidence.

4.3
The Panel agreed that the Council’s Standing Orders Relating to Contracts did provide adequate protection when followed and its Findings sought to improve upon clarity of responsibility and transparency of arrangements between departments involved with construction projects
4.4
With the exception of those relating to the appointment of consultants and contractors the Panel agreed that its Findings would apply specifically to construction schemes and not to maintenance schemes.

4.5
The Panel were keen to ensure that the number of procedures and processes were not unduly bureaucratic and appropriate to the level of risk associated with a construction scheme. It therefore agreed that a financial threshold should be used as an indicator of the risk to the Council and this threshold was agreed at £500,000 or above. Therefore unless Indicated * in the report the Panel agreed that the Findings of the review would only be applicable to construction schemes with a Works cost of £500,000 or more.

4.6
The Findings of the Panel are relevant to specific concerns in the light of the evidence received and relate to the following issues:

· Appointment of Consultants and Contractors

· Project Management

· Clarity of Roles

· Appointment of Project Manager and Resources
· Accountability
· Guidance

· Warranties/Guarantees and Financial Vetting
· Off-Site Materials
· Compliance in the Future

4.7
Where any Findings are accepted the Panel are keen that they are clearly identified within the Action Plan currently being progressed including the timescale for achievement

4.8
The Panel requests a response from Cabinet to the Findings at its earliest opportunity after it has considered the report

4.9
The Panel would like to thank all Officers who presented evidence during the course of the investigation, particularly the contribution of the Scrutiny Officer, Audit Manager, Chief Solicitor and the Senior Member Services Officer.
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