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Introduction

At its meeting on 27 July 2010, the Committee considered the 2010/11 First Quarter Outturn Report and raised questions about an over-spend shown for a capital programme for the Pioneer Special School in Basildon. The Committee agreed that a report would be brought to the next meeting on 7 September to provide detailed information about how the over-spend had occurred. 
Report ES/26/10 was presented by Peter Geall, Head of Infrastructure Strategy, and was considered in the Part II section of the agenda (business taken in private).

The Committee has made the following findings and recommendations for the improvement of all risk management and contract arrangements that the Council undertakes in the future in relation to capital programme building projects. 
Executive Summary 
	Findings
	Recommendations

	The Committee found that tender bids that were up to £500,000 less than others had been accepted without sufficient assessment of the associated risks.
	That any tenders that are substantially lower than other bids are subjected to rigorous verification and risk assessment before acceptance. 

Owner: Head of Infrastructure Delivery
Implementation Date: May 2011
Impact Review Date: November 2011


	That it had been necessary for significant numbers of contract variations to be issued to take into account the implications of changes made to the project scope late on in the delivery programme.   
	That the most suitable contract documentation is selected for each capital project and that alterations are kept to a minimum or the delivery programme extended to accommodate the revisions. 
In order to mitigate the effects of contract variations, risk appraisals of cost allocations should be undertaken, along with the retention of a contingency reserve of 2-5% of the total cost of the project. This contingency fund would remain under Cabinet Member control, and used to finance elements of the programme that may otherwise be discontinued due to contract variations. 
Owner: Head of Infrastructure Strategy
Implementation Date: May 2011
Impact Review Date: November 2011

	That the contract contained a higher than usual quantity of provisional pricing information. 
	That every attempt is made to include full and final financial information in contract documents.
Owner: Head of Infrastructure Delivery
Implementation Date: May 2011
Impact Review Date: November 2011

	That those with the responsibility to report any issues with the programme to the Council did not always do so in a timely manner to allow remedial action to be taken at a suitable time. 
	That steps are taken to improve the communication methods with managers to ensure they are kept up to date in a timely fashion, to enable expedient intervention where necessary.
Owner: Head of Infrastructure Delivery
Implementation Date: May 2011
Impact Review Date: November 2011

	That a session had not taken place to analyse the successful elements of the project and lessons learned for the future. 
	That sessions take place at the end of every programme/project to analyse the successful elements and learn lessons for the future, and that these are drafted into a guidance document to be shared with all internal and external stakeholders who have involvement in the delivery of future capital programmes projects, including waste and school projects.
Owner: Head of Infrastructure Strategy
Implementation Date: May 2011
Impact Review Date: November 2011


Evidence

The Committee heard about the specific issues that had occurred with the Pioneer Special School project that had resulted in an over-spend and completion of the construction works 42 weeks later than the original programme. During the course of the works, a major specialist subcontractor became insolvent, with significant programme time being lost while a replacement company was mobilised. However, there were significant numbers of concurrent contract variations in process and which resulted in the financial implications of the programme overrun being shared between the council and the main contractor.    
The contractor selection process
The usual procurement procedures were followed in accordance with the relevant legislations, and the top six ranked constructors were invited to attend interviews. The four highest scoring contractors were then invited to submit tenders. The successful tender was substantially lower than the others. Competitive tendering always carries an associated risk of under-pricing and consequential corner-cutting and claims orientation, but despite these risks the lowest tender was accepted. 
Variances to the contract and delivery programme

There had been a number of variances issued by the Council in relation to the contract specifications. In part these had been due to Central Government making ongoing revisions to the requirements for Special Educational Needs provision. The school itself had also made some late changes to the building requirements and an oil transmission pipeline was found to be present at the site at an advanced stage of the design development. The original programme had included plans to increase the capacity of the school, but this was subsequently removed and is now being delivered through the Building Schools for the Future programme.  These variances caused the Council difficulties in costing the project, and resulted in a high level of provisional sums being included in the contract, increasing the risk for future financial disagreements. These changes had also impacted on the delivery schedule, and in trying to keep to the programme delivery, risks had been elevated. In order to mitigate the effects of contract variations, risk appraisals of cost allocations should be undertaken, along with the retention of a contingency reserve of between 2% and 5% of the estimated construction cost of the project. This contingency fund would remain under Cabinet Member control, and only used to finance elements of a project that would otherwise be discontinued due to unavoidable contract variations. 
Monitoring progress of the delivery programme 
The monitoring of delivery programme progress is undertaken by an in-house team who rely on information provided by externally appointed agents. In some instances issues were not being raised at an early enough stage to enable timely intervention. Whilst project delivery to the specified standards and costs is the responsibility of the contractor to manage, it is imperative that the monitoring arrangements the Council has in place are suitably robust. Improved contract management performance is now being delivered through the appointment of project managers who are independent of the design team. It may be that further cost performance improvements could be achieved if ‘cost managers’ are similarly independently contracted to oversee budget management as it is vital that arrangements are in place to ensure that cost reporting remains both timely and accurate. 
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