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Children’s Centre/Library Project – Consultancy review

Executive Summary
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1.  Introduction

In June 2016, the Council’s Cabinet approved the allocation of £220k for the provision of ‘Essential Works’ on Oakham Library. It was subsequently agreed, in September 2016, that the Children’s Centre would be relocated to the Library site and this then became a consolidated project with an agreed, revised overall budget of £680k (including an additional £60k for the Library project).

The refurbishment of the Library and the relocation of the Children’s Centre had arisen from different business cases but the consolidation of the two projects was intended to deliver efficiencies and maximise the benefits for the community.

In April 2017, additional funding was sought to deliver the project. The increased budget requirement requested was a further £309k. Table 1 provides an overview of the funding agreed. This was formally approved by Cabinet and it was also requested that Internal Audit be commissioned to investigate the significant increase in the required funds.

Table 1: Project budget approvals

	Date
	Decision
	Total for
	
	Budget split
	

	
	
	Project
	Shared
	Library
	Children’s

	
	
	
	(Design)
	
	Centre

	June 2016
	Essential works
	£220k
	
	£220k
	

	
	to Oakham
	
	
	
	

	
	Library
	
	
	
	

	September 2016
	Decision to
	£680k
	
	£280k
	£400k

	
	move Children’s
	
	
	
	

	
	Centre to the
	
	
	
	

	
	Library
	
	
	
	

	April 2017
	Increased
	£989k
	£107k
	£325k
	£557k

	
	budget
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The purpose of this review was to establish the reasons for the increased budgetary requirements on the project and to review the design and effectiveness of the project management arrangements, highlighting any areas which require strengthening in the later phases and lessons learnt for future projects.

It is acknowledged that the project is subject to time pressures, particularly due to the need to relocate the children’s centre and enable school places to be filled at Catmose College. This has incurred further pressure on the project delivery and resulted in the need to seek exemptions from some policy requirements and controls.

2.  Approach

In order to consider and assess the governance and financial management of the project to date, the review has included the following key stages:

Consultation with those officers who have played a role in the management of the project;

Discussions with the Council’s Finance team who have provided support in confirming expenditure and commitments to date;

Review of evidence available in relation to the procurement of goods and services for the project; and

Review of project governance documentation and reports to the Council’s Project Board.

3. Summary of findings

At the time of reporting, the project is progressing and the Project Team are working against the revised budget of £989k. It is acknowledged that delivery against budget remains an ongoing risk and actions are being taken to manage and value engineer spend where possible.

It is evident from the review that the original budget setting exercise was naïve and un-informed. The budget setting had been brought forward too early and rushed and had been, based on principles and preliminary figures only - as a consequence the original budget setting was flawed. The budget estimates had not been fully informed, as no feasibility studies had been undertaken, and some realistic costs had been excluded from the budget which was presented for formal approval. In recent months, since the Project Board has been established, a number of studies and surveys have been conducted as the project progressed and these have enabled realistic, informed forecasts to be developed, which have highlighted a number of financial pressures against the original agreed budget allocations. Furthermore, initial costs quoted by a key supplier were significantly understated and amendments have been required to the specification. Whilst these costs have increased significantly since the supplier provided their original quotation, primarily due to a lack of competition and time pressures, a decision has been made to continue to progress with this supplier and reduce the specification to achieve affordability.

It is evident that the original budgets which were formally approved did not include allocations for costs such as design and planning fees or library mechanical works (i.e. water installation, soil and waste pipes etc). It would be reasonable to expect these costs to be incurred given the nature of the projects and, as such, it was a significant risk to fail to account for them in the original budget. At the time of review, an expected spend of £185k has been reported in the latest forecast for these budget lines alone. It is evident, from review of project documentation, that some of these costs had been included in original budget setting but were removed before presentation to Cabinet for formal approval.

Further costs have also been incurred on unforeseen issues such as, extensive roofing and electrical works. Generally, in capital projects, such costs would have been covered by contingency budgets but, for the Library project, the contingency allocations had been removed from the budget before it was approved by Cabinet so, again, no monies were available to address these issues. An analysis of the reasons for the financial pressures against original budgets (including costs which had not been accounted for, those which were underestimated and those which were unforeseen) is explored further in section 4 of this report.

Following the formal approval of the funding and business case, external advice and feasibility reviews provided in November 2016 did recommend that the project would not be achievable within the original budget allocations – with estimates given of £1.2 million. It is evident that action was taken at this point to present the reports, with financial implications, to the Project Board to consider whether the business case should be re-visited before proceeding. Decisions were taken to value engineer the estimated costs and to establish a realistic, acceptable budget requirement in order to request additional monies from Cabinet in April 2017. One action taken was to project manage the works directly, rather than employing a project management lead, to reduce costs. Specifications for elements of the builds have been amended to effectively achieve the deliverables but at a more ‘basic’ standard than had been previously costed. The Council’s consultants and surveyors have also been actively engaged in negotiating and evaluating quotations from suppliers.

The Council’s finance team have worked with project officers to establish a comprehensive budget for the project which is enabling close monitoring against each budget line. This has enabled much greater transparency and control over all project costs and will highlight any emerging pressures.

It should be noted that there is no allowance within the current project budget for contingency, which clearly poses a risk to the ongoing project delivery. In any complex capital project there is potential for unforeseen issues and costs to be incurred and without any contingency budget there is a significant risk that there is no funding to address such issues. An allowance for contingency had been included in the approved budget for the Children’s Centre project but has since been removed from budget forecasts in order to balance the forecast against the funding approved. This will not represent a true saving should any unforeseen issues arise during delivery that cannot be absorbed within the agreed project funding. As above, there was no allowance in the approved Library project budget for contingency.

The overall project management documentation has been reviewed and it is clear that the project now has established governance arrangements and it is evident from recent project documentation that risks and issues are being actively identified, managed and reviewed. All actions from meetings are recorded and change control procedures are in place. Good use is also being made of in-house professional skills and expertise – with senior officers from Finance and Property at all Project Board/Team meetings and the appointment of an experienced Project Manager. Specialist advice and support has also been obtained in the form of a quantity surveyor and architects to act as agents on the Council’s behalf. These governance arrangements will need to continue to operate robustly to ensure that any emerging pressures on the budget are actively identified and pro-actively managed. These arrangements will also assist to ensure the Council obtains value for money.

Lessons should be learnt for future projects that the budget setting process for capital projects must be suitably informed and robust. It should be the responsibility of the project sponsor to ensure that budgets which are presented for approval incorporate all costs which the Council can reasonably be expected to incur and that sufficient initial survey work has been undertaken to ensure the project is feasible. It is also good practice to allow for a contingency element to cover those unforeseen issues which may arise once further surveys are conducted and work commences.

4.  Detailed findings

Analysis of increased budget requirements

Budget setting – costs omitted from initial budgets

The budgets which were originally set for the two projects were developed by the Council’s Property team which includes experienced property professionals. From review of the evidence provided, it is clear that the original budget developed for the Library project totalled £305k but this was reduced to £220k before it was presented to Cabinet for approval, by removing allocations for contingency and design fees and halving the budget for temporary accommodation. Furthermore, it is evident that no feasibility studies or surveys had been conducted before the budget figures were compiled for Cabinet approval.

Based on the analysis undertaken during this review, the costs in Table 2 had not been accounted for within the original budgets which were approved by Cabinet (June 2016 for the Library and September 2016 for the Children’s Centre).

Table 2: Expenditure for which there was no allocation in approved budgets (based on budgets approved in June 2016 and September 2016)
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	Description
	Spent/committed to date
	Current forecast total

	Design fees (including architects and surveyors)
	£99,612
	£99,867

	Mechanical works for Library
	-
	£33,195

	Internal decorations/alterations for Library
	-
	£16,444

	Enabling works for Library
	£14,978
	£14,978

	Planning fees
	£3,197
	£4,455

	Library fixtures and fittings
	-
	£6,787

	Children’s Centre move costs
	-
	£1,100

	Contractor prelims - Library
	-
	£3,850

	Modular build – data cabling
	£5,279
	£5,279

	IT costs
	-
	£1,000

	Totals
	£123,066
	£186,955
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It would appear reasonable that these costs should have been expected given the nature of the project and, as such, the financial implications should have been accounted for in the project budgets. As noted above, there had been a budget originally set for design fees (of £35k) but this was removed on request from elected members before the budget was presented for formal approval. It is understood that spend on fixtures and fittings and shelving had also been excluded on the basis that old fixtures would be re-used. Whilst this has been followed where possible, this has not proven to be a suitable option in all cases based on the state of some equipment. Such challenge in the initial planning stage, appears to have resulted in additional pressure to minimise the estimated budget before presenting it for formal approval and it is acknowledged by officers that the budget which was approved was not realistic. The project sponsor should be responsible for ensuring that all project budgets are fully informed and robust before seeking any formal approval.

Officers have advised that the budgets were set based on experience on other projects and estimates based on pricing lists. As no feasibility studies had been conducted at that time, the budget setting was not fully informed and the extent of the refurbishment and mechanical works required were unknown. Whilst initial studies would have incurred early financial investment, this would have enabled informed decision making from the outset of the project.

The finance team have advised that they did not receive a detailed budget breakdown until the procurement stage had commenced. Until the procurement stage, it is understood that projected costs had been based on average unit rates from other projects.

Budget setting – costs underestimated in initial budget setting

A failure to conduct sufficient studies at the outset of such a project presents the risk of a lack of awareness of potential groundworks, drainage and electrical issues etc, all of which can present significant additional costs. There is also an increased risk of uninformed estimates of costs if these are not rigorously reviewed and subject to specialist advice at the outset. A key area of pressure on the Children’s Centre project funding has been in relation to the cost of the modular build and the groundworks required for its installation.

Based on evidence provided, multiple quotations had been sought in relation to the modular build but only one formal response was received and other suppliers contacted declined to submit a quote. Officers had provided details of the requirements including a floor plan and a topographical survey when seeking the quotations but it became evident once the costs were further explored with the supplier that the quote provided had not allowed for all requirements within the specification. Once amended to include the Council’s requirements, such as glazed partitions and foundations, the quotation increased significantly. The Council’s officers and appointed surveyors have undertaken a negotiation and value engineering process with the supplier in order to reduce the costs but it is acknowledged that this will reduce the quality and benefits of the final build. The higher cost designs had been based on a top specification with top quality interiors and over engineered groundworks. Whilst the specification has been reduced to enable affordability, the deliverable is intended to satisfy the key requirements at a more ‘standard’ level with some higher specification interior items.

The initial figure included in the approved budget for the modular build (including delivery, installation, preliminary works, foundations, electrical and external works) was £329,950. The latest forecast, at the time of reporting, is £519,721. This has been subject to value engineering by officers and has been reviewed and negotiated by the consultants and agents, with the value for money being assessed by the independent consultants. Table 3 shows the original budgets against the latest forecasts.

Table 3: Modular build original budgets and latest forecasts
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	Description
	Original budget
	Current forecast
	Variance

	
	September 2016
	total
	against original

	
	
	
	budget

	Modular build
	£262,750
	£245,500
	£17,250

	Delivery and installation
	£7,500
	£25,000
	-£17,500

	Prelims, foundations and electrical
	£9,700
	£203,780
	£194,080

	External works
	£50,000
	£8,441
	-£41,559

	
	
	
	

	Mechanical
	-
	£37,000
	£37,000

	Links  to  library  (now  accounted  for
	£6,000
	-
	-£6,000

	under other budget lines, above)
	
	
	

	Buggy park (now accounted for under
	£5,000
	-
	-£5,000

	other budget lines, above)
	
	
	

	Intruder and fire alarms
	-
	£9,650
	£9,650

	Access controls
	-
	£2,282
	£2,282

	Totals
	£340,950
	£531,653
	£190,203
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It is understood that some early challenge from elected members in relation to the Children’s Centre budget figures had been based on comparison to cheaper modular builds which had been used on other sites as storage facilities – but such cheaper builds would not have satisfied the specification for the intended use by the Children’s Centre and would not be fitting with the location.

It was also noted that the original budget had been set based on a modular build with a floor area of 150m² but before the budget was approved by Cabinet the floor area of the modular build had increased to 200m². This amendment appears to have been applied between the initial report to the Council’s SMT and the formal report to Cabinet in September 2016 but the budget allocation was not increased to reflect this. As this was before the project was established there was no change control process and no evidence to explain this change has been provided.

Unforeseen issues and costs encountered during the project

By the nature of complex capital projects, there is a risk of unforeseen problems and associated costs arising during delivery. This is usually the purpose of the contingency budgets, to enable such issues to be addressed as they arise.

On this project, particular issues have been encountered with the roofing of the Library building and the Library’s electrical wiring. These issues had not been identified at the outset of the project and, as such, insufficient funding had been allocated to cover the costs. In September 2016, following an architectural review, an additional £60,000 was requested and approved by Cabinet based on these additional roofing and electrical works required. The budgets and current forecast in relation to these works are provided in Table 4.

Table 4: Financial implications of unforeseen issues
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	Description
	Original budget –
	Current forecast total
	Variance against

	
	April 2016
	
	original budget

	Roofing
	£64,000
	£81,618
	£17,618

	Electrics  –  Library  (including
	£33,000
	£83,780
	£50,780

	lighting)
	
	
	

	Upgrade to electrical supply
	-
	£11,681
	£11,681

	Ceiling replacement - Library
	£18,000
	£20,963
	£2,963

	Tank removal – change request
	-
	£963
	£963

	Reception desk
	-
	£2,420
	£2,420

	
	£115,000
	£201,425
	£86,425
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It was noted during the review, that in relation to specific issues arising, such as removal of the tank, a documented change control process has been applied and the financial implication has been logged within the project management reports. This demonstrates an effective mechanism for managing any change in scope and ensuring any additional spend, beyond the original business case, is formally approved and should be enforced for all amendments to the scope throughout the delivery stages.

Value engineering and budget amendments

In order to assist in managing the financial pressures of the additional costs set out above, a number of savings have been achieved against other budget lines and extensive value engineering has been undertaken by officers and the consultants. The main savings currently forecast are set out in Table 5. It should be noted that this leaves no contingency allocation for the delivery stages of the project which could pose a risk and may not be a true saving should any difficulties arise.

Table 5: Areas of saving in latest budget forecast
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	Description
	Original budget –
	Current forecast total
	Variance against

	
	September 2016
	
	original budget

	Library windows and doors
	£21,000
	£15,773
	- £5,227

	Asbestos removal
	£10,000
	£6,670
	-£3,330

	Savings achieved on temp
	£15,000
	£14,362
	-£636

	accommodation for Library
	
	
	

	Contingency
	£52,642
	-
	-£52,642

	
	£98,642
	£36,805
	-£61,835
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In addition to those reduced budgets reported in Table 5, there are a number of items which have not been commissioned or have been amended from the original specification in order to support the budget position. The key areas are set out in Table 6.

Table 6: Items included in approved budgets, for which spend has not been incurred or forecast
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	Description
	Original budget – approved in
	Current
	Variance against

	
	September 2016
	forecast total
	original budget

	External works – gardens
	£36,000
	-
	-£36,000

	
	£36,000
	
	-£36,000
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Overall impact

The variances highlighted in Tables 2 to 6 are summarised in Table 7, to demonstrate the basis for the overall £369,000 additional budget sought and approved by Cabinet (£60,000 in September 2016 and £309,000 in April 2017).

It should be noted that this does not include every budget line variance but is intended to provide an overview to demonstrate the key reasons for the main variances against the original, approved budgets.

Table 7: Overall financial implications
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	Description
	Variance against

	
	original budget

	Costs not included in original budget setting
	£186,955

	Underestimated costs on modular build
	£190,203

	Roofing and electrical issues
	£86,425

	Areas of savings against original budget
	-£61,835

	Budget lines not applied
	-£36,000

	
	£365,748

	Current position
	



At the time of reporting, delivery against the revised project budget remains a key risk and further possible additional costs continue to arise and are being logged and discussed at Project Board. It is also evident that much work is underway to manage the risk and mechanisms are operating to ensure the financial implications of any changes or issues are logged and accounted for.

Additional costs have arisen since the last budget approval, including data cabling and further electrical works, but there is evidence that a thorough review of the budget position has been undertaken, with

assistance from Finance, and a number of savings have also been identified. It should be noted, however, that some of these savings will reduce the quality and outcomes of the project. Examples include changes to the library shelving and lower quality materials on flooring and ramps – which are likely to reduce the lifespan of some items and may incur further costs following the transfer to business as usual. The savings on the change in materials for the ramp, for example, may require this to be replaced in an estimated 10 years, rather than 25 years.

Change requests and optional costs are risk assessed and the financial implications are logged. These are presented to the Project Board for information and decisions on actions to be taken.

Based on the latest projections, which have included input from external consultants, the budget of £989,000 remains challenging and requires ongoing close management.

Review of Project Management arrangements

Procurement and financial controls

Due to the challenging time pressures on the project delivery, formal approval has been sought for exemptions from the Contract Procedure Rules for the key areas of procurement. The highest value contracts are in relation to the modular build and refurbishment works, for which a formal exemption has been approved and assurance has been given by independent legal and property professionals over the value for money secured.

Other high value spend has included the architects and consultants who have been appointed by the Council. Formal approval to directly appoint the architects was given in the form of a delegation by Cabinet in September 2016. An overview of the key procurements on the project to date is provided in Table 8.

Table 8: Key contracts on the project and procurement routes followed


	Supplier
	
	
	Value
	Procurement route
	Notes

	
	
	
	

	Portable Offices (modular build)
	To be confirmed
	Quotations sought
	Exemption form

	
	
	
	(contract not yet
	from multiple
	approved by key

	
	
	
	signed)
	companies – only
	officers and Members.

	
	
	
	
	one quotation
	Assurances given by

	
	
	
	
	received
	independent legal

	Metcalfs (Library refurbishment)
	£303,000
	Single tender
	professional over

	
	
	
	Contract signed
	
	value for money

	
	
	
	
	
	secured and

	
	
	
	
	
	confirmation that this

	
	
	
	
	
	was an appropriate

	
	
	
	
	
	route to follow in the

	
	
	
	
	
	best interests of the

	
	
	
	
	
	project.

	Weston
	Allison
	Wright
	£30,481
	Directly appointed -
	Delegation formally

	(Architects)
	
	
	to date
	no alternative
	approved by Cabinet

	
	
	
	
	quotations sought
	in September 2016 to

	
	
	
	
	
	directly appoint.

	
	
	
	
	
	


	Supplier
	Value
	Procurement route
	Notes

	
	
	
	

	FK Howard (quantity surveyors)
	£14,500
	Directly appointed -
	Treated as two

	
	committed to date
	no alternative
	separate orders, both

	
	
	quotations sought as
	under £10,000.

	
	
	each order was
	Second phase of work

	
	
	valued at under
	commissioned

	
	
	£10,000
	following additional

	
	
	
	support required.

	
	
	
	



As shown in Table 8, the key expenditure on the project has not been consistently subject to competition but this has been formally approved via exemptions in the highest spend areas. It is also understood that where competition has been sought there has been a limited market available. It should be noted that the appointment of the quantity surveyors was based upon two orders, both under £10,000, but there is a risk that this could be challenged as disaggregation of spend – given that any spend exceeding £10,000 must be subject to multiple quotations. In this case, it would have been advisable to seek alternative quotations or seek an exemption for the second phase of work given the need to maintain continuity with the same supplier. Given the wider scale of the project, this is not a significant contract but is noted as an area for improvement in transparency and competition on lower level spend.

Where key areas of expenditure have been committed this has been recorded on the financial system via the raising and approval of a purchase order. This is in accordance with the Council’s financial procedures and good practice to ensure that budget forecasts are accurate and any known expenditure has been accounted for.

A thorough review and breakdown of the budget has been supported by the Finance team and this has provided a transparent and comprehensive basis for monitoring this spend during delivery.

Governance and decision making

The Project Board includes a number of senior officers and has been meeting on a regular basis since September 2016, with clear action points agreed. Key decisions on the project have been subject to formal approval via Cabinet and delegations have been sought, where required, to enable progress to be made on the project. It is noted that since December 2016 the Project Board has also included elected members.

No evidence has been identified of any decisions made to commit expenditure outside of formal delegations and where exemptions from contract rules have been sought there is a full audit trail readily available.

Risk and Issue Management

There is a risk and issues log for the project which has been regularly updated and is a standing agenda item on each Project Team meeting. Risks are also regularly discussed at the Project Board level, where representatives from the Project Team and professional leads are present and able to contribute to the identification and management of these risks.

The risk of budget pressures is identified within the Risk Log and assessed as a ‘red’ risk, with an action to monitor and report spend carefully throughout the project. Where risks have been identified and logged, it has been noted where they will be likely to incur a cost implication, albeit a value is not always stated. It

would be advisable to reflect an estimate of potential costs to ensure the impact is fully understood, given the lack of contingency allocation.

Issues encountered on the delivery of the project are also being actively logged and monitored.

Project resources

In managing a complex capital project it is important that a suitable range of skills and experience are involved in supporting its effective delivery. This project is benefiting from officers with professional expertise including experienced, senior officers from Finance and Property services. Legal professionals have also contributed on key stages of the project.

Consultants and quantity surveyors have also been appointed to provide independent, specialised input on the review and negotiation of quotations and support project delivery.

The Finance team has been actively engaged in the project and maintain detailed commitment records and forecast outturns.

5.  LESSONS LEARNT AND NEXT STEPS

The findings of this review have been discussed with senior management and a number of lessons have been learnt.

The review has highlighted that since the project governance arrangements have been established the weaknesses and pressures have been highlighted and action is being taken to manage the financial pressures. The review has particularly highlighted weaknesses in the project initiation stage which should be addressed for any future projects to ensure that the business case and budget have been suitably scrutinised and informed before any formal decision making takes place.

It is understood that senior management are developing a list of key areas to be addressed in light of the findings and Internal Audit can advise on this, as appropriate.

6.  LIMITATIONS TO THE SCOPE OF THE REVIEW

The Auditor’s work does not provide any guarantee against material errors, loss or fraud. It does not provide absolute assurance that material error; loss or fraud does not exist.

