AGENDA ITEM No. 9
BRISTOL CITY COUNCIL
RESOURCES SCRUTINY COMMISSION

22 February 2008

Report of: Director of Central Support Services

Title: Redland Green School : Grant Thornton report
Ward: City wide
Officer presenting report: Carew Reynell

Contact telephone number: 0117 922 4420

Recommendation
That members consider the issues raised in Grant Thornton's report.
Summary

Grant Thornton, the Council's external auditors, have reviewed the Redland
Green project and have recommended improvements to the Council's
arrangements for project initiation and management, risk management and
monitoring. These recommendations are being incorporated into guidance
on project management for major construction projects and on capital
programme monitoring.

Policy

1. The report highlights the need for further guidance, to supplement
financial and procurement regulations.

Consultation

2. The report has been considered by Property, Finance, Internal Audit
and CYPS officers.



Background and Assessment

3. The Commission's work programme for 2007/08 includes project
management as a theme. Reports were considered on 7 September
and 7 December.

4. Because of a substantial overspending on the Redland Green School
project, Grant Thornton were asked to include a review of the project in
their Audit Plan. The auditor's report is attached as Appendix A. The
auditors have focussed on activity within the Council. They have not
had contact with the external design team (BDP) or the contractors
(Cowlins), and do not comment on technical construction issues.

Project Overview

5. The auditor's report provides a full account of the project, including
chronology and costings. The key issue is that when the construction
contract was signed in May 2005 the estimated cost of the project was
£30.5m, whereas the cost is now estimated at £36.2m.

6. £1.64m of the increase is reasonably attributable to client changes
(including new IT arrangements for the school and amended SEN
provision), but the bulk of the rest relates to changes that the architect
found it necessary to make to the design for technical reasons, rather
than because of changes to client instructions, during the project. The
extent of changes to the original design is almost unprecedented in the
experience of Council officers, and the possibility of mediation or
litigation against the design team is being actively considered with
specialist technical and legal advice.

7. Construction started on site in June 2005. Council officers were
formally escalating concerns to BDP's senior management by February
2006, following the December cost report. While opportunities for value
engineering were explored, at that stage in the project there was little
scope to mitigate the financial effect of the shortcomings in the original
design work.

8. The review of the project has identified measures that would have
reduced the risk of overspending. These largely confirm the
assessment reported to the Resources Scrutiny Commission on 7
September.

I For the Redland Green project, the Council placed reliance
on explicit and implicit assurances provided by the multi-
disciplinary design team, which provided architectural,



project management and (through an affiliated company)
guantity surveying services. Had the project manager and
the quantity surveyor been independent of the designers, or
if the Council has used independent technical advisers, the
extent of potential problems might have become apparent;
and

. for the Redland Green project, while risk assessments were
undertaken, they were not fully documented or quantified. If
this had been done, and particularly if the possibility of
further transfer of risk has been explicitly explored with the
contractor, the potential problems might have been
identified.

9. The Council's practices have developed since the inception of the
Redland Green project. For the Museum of Bristol project, for example,
separate appointments have been made as architect, project
management and quantity surveyor, a full risk register is used, and
known risks have been quantified and compared to contingencies.

10.In addition, for the Museum of Bristol, the Council has required design
team, contract and client to certify each work package, to provide added
assurance as to the robustness of the estimated cost.

11.Formal guidance on project management is being prepared, to
incorporate these practices and the auditor's recommendations.

12.Enhanced guidance on capital programme monitoring is also being
prepared, to clarify responsibilities and content of reporting required by
the Council's Financial Regulations.

Risk Assessment

The guidance on project management and capital programme monitoring is
designed to minimise the risk of overspendings on future capital projects.
The guidance will be disseminated to those responsible for the oversight and
implementation of major projects. The Project Appraisal Group will test the
application of the guidance for new projects, and the Corporate Finance team
will monitor the application of the guidance on monitoring the programme.

Legal and Resource Implications

Legal : None sought



Financial : There are no financial implications arising directly from the
report. However, the need to finance the additional cost of the
Redland Green School project has curtailed the resources
available for other spending priorities.

Land : None

Personnel : None

Appendicies : A — Auditor's report

ACCESS TO INFORMATION:

Background Papers:
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1.11 As part of our review we have had access to documents, including the following:

. files of the design tender process, which include the selection of the Consultant as

the preferred multi-disciplinary practice;

. files of the contractor tender process, which include the selection of the Building
Contractor;

. the Consultant's cost reports 1 to 14;

. minutes of meetings of the Council, the Cabinet and project team (including the site

progress meetings), briefing papers and e-mails; and

. the Council's Financial Regulations dated May 2000 and April 2007 and
Procurement Regulations dated May 2002 and April 2006.

1.12 If further information is produced and brought to our attention after this report is issued, we

reserve the right to revise our view, as appropriate.

Restriction on circulation

1.13 The report is part of a continuing dialogue between the Council and ourselves and is not,
therefore, intended to cover every matter which comes to our attention. Our procedures are
designed to support our audit view, and discharge our responsibilities, and they cannot be
expected to identify all weaknesses or inefficiencies in the Council’s systems and work

practices.

1.14 This information has been prepared by Grant Thornton UK LLP ("Grant Thornton") in
connection with the services provided to the Council and is therefore prepared specifically
for the purposes of those services and solely for the benefit of the Council. Grant Thornton
neither owes nor accepts any duty of care to any third party and shall not be liable for any
loss, damage and/or expense which is caused by any reliance that any other party may place

on this information.
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Freedom of Information Act 2000

1.15 Where a request is made to the Council under the Freedom of Information Act 2000 ("the
Act ") or other legislation (including but not limited to the Environmental Information
Regulations 2004 ("the Regulations") which requires the disclosure of any information
contained in this report ("the Report"), it is agreed that the Council will promptly notify
Grant Thornton, in writing, of the request and consult with Grant Thornton prior to
disclosing such information. The Council also agree to pay due regard to any representations
made by Grant Thornton and any relevant exemptions which may exist under the Act or
Regulations applicable to the Information. If, subsequent to the above, the information is
disclosed in whole or in part the Authority agrees that it will ensure that any disclaimer
which Grant Thornton has included, or may subsequently wish to include, in the information

disclosed is reproduced in full and in all copies produced.
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2.1

2.2

2.3

24

Strictly private and confidential

EXECUTIVE SUMMARY

A substantial cost overrun has arisen on the Redland Green School project. Latest cost
reports show a considerable overspend on the build cost of the project. The Consultant
estimates the final build cost to be around £31.0 million (£5.6 million potential overspend
based on the original budget) whereas the Building Contractor estimates the final build cost

to be £31.6 million (£6.2 million potential overspend based on the original budget).

Our review considers the Council's corporate capital management arrangements, including
project management of its procurement processes and arrangements to monitor and deliver
significant projects, both on schedule and within budget. A consideration of the causes of
the cost overruns is outside the scope of this report, as this requires the expertise of a

quantity surveyor.

From our review, it is apparent that the Council relied on the Consultant to monitor risks and
to complete the project to time and budget. The Consultant was appointed as a multi-
disciplinary practice to undertake a number of roles including design services, quantity

surveying duties and acting as the project manager.

The Council received assurances from the Consultant and the Quantity Surveyor on costs

throughout the project, in particular:
. a declaration of 70% cost certainty prior to the approval of the construction phase;

. a presentation on 9 January 2006;

. regular cost reports (principally monthly during the main delivery phase of the

project); and

. at regular meetings.
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2.5 The Head of Property and Finance wrote to the Consultant on numerous occasions from
February 2006 raising concerns about, inter alia, the resources allocated to the project and
project management (paragraph 4.40). However, it was not until cost report 10 was issued in
September 2006, that it became apparent that a cost overrun was likely to be substantially in

excess of £1,000,000.

2.6 Property and Finance consider that there were incorrect cost assurances provided by the
Consultant either explicitly or implicitly throughout the project. However, we are not

quantity surveyors and cannot, therefore, comment on the reasons for the cost overruns.

2.7 We have identified a number of weaknesses in the Council's processes in relation to the
project. We set out our findings in Section 3. Our recommendations and the Council's

responses are set out at Section 11.

2.8 Property and Finance are of the view that even though there were weaknesses in the formal
processes within the Council, the cost overrun could have been avoided had the Consultant
satisfactorily fulfilled its role. It considers that the Council addressed the risk of a cost
overrun by obtaining a declaration of 70% cost certainty, given that the design of the
building was finalised. Again, due to the limitations in the scope of our review, we have not

assessed the reasons for the cost overruns.

2.9 We note that the Council has taken a number of steps to improve its project management

processes. In particular:

. the adoption of a formal project management structure based around Prince 2 and the

Council's Bristol Project Manager Scheme;

. the introduction of a Gateway Review process through the Project Appraisal Group
for all major projects. This group is responsible to the Asset Management Board and

reports to the Council Leader's Major Project Briefing Meetings;

. the introduction of an independent design review, where necessary, on major
projects;
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. the adoption of more rigorous risk management procedures considering project and

client risks;
. the consideration of risk transfer to improve the likelihood of cost certainty;

. the appointment of independent cost control specialists separate from the rest of the

design team; and

. the adoption of clearer reporting lines within the Council.
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3.1 We set out our findings under the following headings:

strategic overview;
risk management;
formal process;

cost reporting; and

adherence to the financial regulations.

32 These main findings are considered further below:
3.2.1 Strategic overview
Issue Impact/Observation

There are a number of sources of
information about roles and
responsibilities including:

the tender documents for the
appointment of the
Consultant and Building
Contractor;

an Employer's Requirements
document prepared by the
Council;

a service level agreement
between Property and
Finance and Education;

a partnership charter between
the Council, the Consultant
and the Building Contractor;
and

the NEC contract and
industry ways of working.

However, there was no formal
consideration by the Council of its
overall control of the project.

There was a risk register. It considered construction
risks rather than strategic or project risks.

The Council did not formally assess the risks it faced
as the project progressed and did not put in place
appropriate procedures and mitigating arrangements
to address these risks.

There was a lack overview from the Council as to the
roles and responsibilities of the individuals and parties
involved on the project.
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Issue

Impact/Observation

No formal assessment of
risk at any time during the
project to determine, inter
alia, the risks faced, the
likelihood of occurrence and
the potential impact on the
project outcomes.

The Council received a 70% cost certainty declaration from
the Consultant and a commitment from both the Consultant
and the Building Contractor under a partnering charter to, inter
alia, deliver the project on time and within budget.

The Council did not, however, fully address risks associated
with the project:

an independent review of drawings was not
considered;

Property and Finance did not formally record their
assessment of all the risks associated with the project.
There was, however, a risk register agreed with the
Consultant which considered construction risk;

the Principal Project Co-ordinator's recommendation
to the Director of Education to accept the tender did
not consider risk. It did not state that the declaration
was based on 70% cost certainty or explain what this
meant;

no confirmation was obtained from the Consultant that
the 70% cost certainty was based on final design
drawings;

during the contract, when cost overruns were
experienced, there was no formal risk assessment
around moving to a maximum price contract;

there were no formal approval processes established
for cost increases within the Council, including for
employer authorised changes;

although we understand that the narrative elements
within the cost reports were discussed at meetings
between Education and Property and Finance, there
was no formal assessment by the Council of the cost
implications of the items included in the narrative
within the cost reports; and

cost saving opportunities were discussed throughout
the project but there was a lack of formal reporting of
cost saving exercises and the subsequent achievement
of these savings.
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Issue

Impact/Observation

Although a Prince 2 structure was
drawn up by Education, it was not
implemented but replaced by a
parallel system, which was not
documented.

Informal processes result in a lack of both accountability
and evidence of compliance with financial regulations.

A full trail of approval for decisions on the project has
not been maintained by the Council.

Communication requirements
within the Council were not
prescribed and communication
was mainly through informal
reporting.

The flow of information within the Council is not fully
apparent, including the updating of Executive Members.

Informal processes result in both a lack of accountability
and evidence of compliance with financial regulations.

Consideration of cost risk was not evidenced.

Cost reports provided by the Consultant were not
formally circulated to Education, who were the client for
the project. We understand, however, that these cost
reports were available to Education electronically on a
shared data area within the Council's computer system.

Discussions of the narrative elements of the Consultant's
cost reports between Property and Finance and
Education are not evidenced. The Council therefore
cannot demonstrate that Education was made aware of
the matters raised by the Consultant in the narrative
parts of its reports.
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3.2.5

33

Cost reporting
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Issue

Impact/Observation

not clearly report the potential
total costs on the project. The

The Consultant's cost reports did

Council did not formally request
changes to the reporting of costs.

The Council relied on the Consultant's reported cost
figures, which do not appear to provide sufficient
explanation of potential total costs of the project or of
the reasons for the increases in costs.

The format of the cost reports remained unchanged
throughout the project.

Adherence to the financial regulations

Issue

Impact/Observation

No formal consideration of
compliance with financial
regulations on this project.

Informal reporting within the
Council leading to the Council
being unable to demonstrate full
compliance with the financial
regulations.

The financial regulations may not have been fully
complied with in the following respects:

the process for appointment of subcontractors
for the contract packages appears robust but
there should have been formal consideration
within the Council of adopting variations to the
financial regulations;

cost overruns were not formally approved
within the Council;

the cost overrun reported from cost report 4A
(by the Consultant) was not reported to Cabinet
on a timely basis; and

the Council is unable to demonstrate that the
relevant Executive Member was fully informed
on a timely basis of key developments and cost
overruns.

Recommendations

Our recommendations and the Council's responses are set out in Section 11.
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Other projects

34 We recommend that the Council gives urgent consideration to the matters raised in this

report to identify improved management and control processes for future projects.
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4.2

4.3

4.4
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BACKGROUND TO THE PROJECT

Inception of the project

The Redland Green School project was part of a citywide strategy to transform secondary
education in Bristol. A report was produced by the Deputy Leader and the Executive
Member for Education and presented to the full Council meeting of 27 November 2001. It
set out the background, including findings from the Council's consultation process, an
external consultancy's analysis of the demand for secondary places across the city and
recommendations on the future provision of services. The Council meeting resolved to
support the recommendations in principle. It also resolved that the unfunded capital resource

requirement be pursued and secured from central government and other external sources.

Private Finance Initiative ("PFI") credits were being used for a number of school projects in
Bristol, each involving either a rebuild or a substantial upgrade. However, the building of a
new secondary school in North Bristol was one of two projects not to be funded through PFI

credits. The other project was Fairfield High School.

The Cabinet meeting of 7 December 2001 considered the discussions at the Council meeting
of 27 November 2001. It resolved that the proposal for a new secondary school in North
Bristol should proceed to the next stage of evaluation, and to a basic need bid. Cabinet set

the size of the school at 945 places.

The basic need bid was a request for funding from the Department for Education and Skills
("DfES"). The School Organisation Officer informed us the project would not meet the
criteria for a basic need bid, but that a bid had to be made and rejected to enable the DfES to
make other funding available in its place. Cabinet recognised that the progress of the project
was dependent on addressing a number of issues. These included the effect of a new school
on other schools, the reliability of the figures for projected demand, finding a suitable site
and finance. It was noted that "all further decisions relating to this proposal for a new

secondary school will be key Council decisions, and will be taken by executive members.”

© Grant Thornton UK LLP. All rights reserved. Bristol City Council - Redland Green School

Report dated 8 February 2008
Page 13



4.5

4.6

4.7

4.8
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In a report to Cabinet in May 2002, the Director of Education identified the funding
approach for the new North Bristol Secondary School. At that time the Council were wary
about the amount of PFI finance being utilised. Cabinet therefore decided that the two

schools (Fairfield and Redland Green) would be financed through other funding routes.
Selection of Redland Green site and capacity

A number of alternative locations for the new North Bristol Secondary School were
considered. At a Cabinet meeting held on 31 May 2002, it was decided that the Redland
Playing Field be approved as the preferred option, subject to a detailed feasibility study. It

was also reaffirmed that a basic need bid should be submitted.

This feasibility study was undertaken by the Alec French Partnership. It considered many
locations for the proposed school. It found that two sites were suitable, namely Stoke Lodge
and Redland Green. The Alec French Partnership report included concept drawings for these
two alternative sites. This was used as the basis for the tender to appoint the contractors for
the first stage. The Consultant was appointed in January 2003 to provide multi-disciplinary
services (including design, quantity surveying and project management) and the Building
Contractor was appointed in June 2003 as the preferred partnering contractor for the

construction work.

At the Cabinet meeting held on 1 August 2003, executive members approved the statutory
notices for the establishment of the new school to provide 945 11-16 places and 50 places for
pupils with severe, profound and multiple learning difficulties. The statutory notices were
published in September 2003. On 11 December 2003, the Bristol School Organisation
Committee' approved the LEA proposal to establish a new co-educational 945 place 11-16

community secondary school at Redland Green, with effect from 1 September 2006.

! Members of the Bristol School Organisation Committee included: LEA Councillors, LSC, Church of
England representatives and Catholic Church Group representatives.
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In addition, at this time, the Learning and Skills Council ("LSC") were consulting on the
establishment of a 450 place post 16 provision. On 24 January 2005, the Education &
Children's Planning Executive approved the publication of a statutory notice proposing the
establishment of a post 16 school. The statutory notice was published in February 2005. On
18 April 2005 the Bristol School Organisation Committee approved the proposal.

Therefore, the building project was for a 945 place secondary school, a 450 place post 16
provision and a 50 place special needs school. The project was scheduled to be completed
for opening in September 2006. However, there was a delay in obtaining planning
permission which pushed the project back a year. During this year a skeleton staff worked

on the project.

Appointment of contractors and design development

We summarise the appointment process for the appointment of the Consultant and the
Building Contractor below, with a more detailed consideration of the appointment and roles

in Section 5.

The project was to be procured using the New Engineering Contract ("NEC"). We
understand from the Principal Project Co-ordinator that this was the recommended form of
contract for partnering contracts as many other Local Authorities used this, and he had
attended regional meetings on its advantages. The NEC encouraged the contractors to be
selected at the outline design stage to enable them to work on design and construction
development. This was intended to ensure that the best design was developed and that it
could be achieved on budget and on time. The project would be based on a lump sum award

with any variations requiring Early Warning Notices ("EWN's").
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4.14

4.15

4.16

4.17
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The Consultant was appointed in January 2003 following a tendering process. The

appointment was as a multi-disciplinary practice to undertake, inter alia, the following roles:

. design services under RIBA Plan of Work stages C to M;
. quantity surveying; and
. project manager.

They were assessed as being the best tenderer based on cost / quality evaluation. No formal

contract was signed as the appointment of the Consultant was confirmed by a return letter.

Following appointment as project manager, the Consultant subcontracted the quantity

surveying service to an associated business.

On 16 June 2003 the Building Contractor was appointed as the preferred partnering
contractor for the construction work. This followed a tendering process overseen by the
Consultant and the Council. Again the appointment was of the contractor with the highest

score in the quality/cost evaluation.

In February 2004 the Council issued a document setting out its requirements as Employer for
the first stage work by the Building Contractor. We consider this document further in

Section 5.

The formal appointment of the Building Contractor as the main contractor in May 2005
followed a statement by the Quantity Surveyor that 70% cost certainty of the build cost had
been achieved through the tendering of works packages. This was in accordance with the
Council's Employer Requirement document of February 2004, which required a minimum of

70% cost certainty by 20 May 2005.
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4.19

4.20

4.21
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Meetings

Following the appointment of the Consultant and the Building Contractor, monthly design
team meetings were held to discuss the detailed design of the building and the various cost
implications. Attendees included the Principal Project Co-ordinator and representatives from
the Consultant, the Quantity Surveyor and the Building Contractor. As the construction

stage approached, the design team meetings became known as site progress meetings.

Client team meetings were also initiated from the outset of the project. These meetings were
scheduled fortnightly and were a forum to discuss the general progress with the design stage
of the project and potential cost implications. Attendees included representatives from LSC,
LEA, the Consultant, the Building Contractor, the Quantity Surveyor and the Council.
Attendees from the Council included the Principal Project Co-ordinator and the Education
Head of Architecture. When the Education Head of Architecture left, the School

Organisation Officer attended the meetings in his place.

Within the Council, monthly Education Projects Monitoring meetings were held. These
meetings were chaired by the Council's Cost Control Manager. Other Council attendees
included the Principal Project Co-ordinator, the Strategy Leader for Capital, Assets and

School Organisation and the School Organisation Officer.

Achievement of 70 % cost certainty

The Consultant provided the Building Contractor with tender drawings and specifications.
The project was subdivided into separate work packages by both the Consultant and the
Quantity Surveyor. Under the Council's Employer's Requirement document, three tenders
had to be obtained for each work package. The Council did not have any formal
involvement in the actual tendering process. However, it was kept updated of the process

through the regular site meetings.
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4.23

4.24

4.25

4.26
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The Principal Project Co-ordinator informed us that the tenders were opened by the Building
Contractor and the Quantity Surveyor and then checked and anomalies resolved. He was
informed of occasions where three tenders had not been obtained and the explanation for
this. He stated that, providing the work packages were contained within the overall cost
plan, the tenders were accepted. There was no requirement for the Consultant or the
Building Contractor to seek formal approval from the Council for the appointment of sub-

contractors on individual work packages.

Following the tendering of the work packages in March/April 2005, the Quantity Surveyor
wrote to Property and Finance on 19 May 2005 recommending that the Building Contractor
be formally appointed as main contractor as approximately 70% cost certainty had been

achieved.

Property and Finance understood the tender drawings for the 70% cost certainty declaration

to be beyond the Stage D cost plan, i.e. at least Stage E drawings as per the industry norm.

The Principal Project Co-ordinator recommended to the Director of Education that the tender
submitted by the Building Contractor of £25.4 million be accepted. This recommendation
was accepted by the Director of Education. The Building Contractor was then appointed as
the main contractor on 20 May 2005. A formal contract was signed with the Building
Contractor and with each of the subcontractors selected for the individual work packages.

We consider this process further in Section 5.

The formal appointment of the Building Contractor enabled construction on the site to
commence on 13 June 2005. Both the Education and Property and Finance departments
informed us that construction had to commence in June 2005 as the school had to be
completed in time for the 2007/08 academic year. This timeframe added pressure to the

level of cost certainty that could be achieved.
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4.29

4.30
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As part of the contract documentation for the construction stage, a partnership charter was
agreed between the Council, the Consultant and the Building Contractor. The mission
statement was "fo undertake to develop and construct the school in a partnering
environment, to achieve the best possible product within the time and resources"”. The

objectives included, inter alia:

. to deliver the project on time;

. to deliver the project within budget;

. to provide profit for all those involved;
= to work within a no-blame culture; and

. to encourage flexibility, mutual respect and trust and communicate openly at all

times.

The parties were to work together on an open book basis.

Cost reports

We consider the Consultant's cost reports in Section 8 and discuss them in more detail in
Appendix 4. Below, we set out the background to the cost reports and comment on a number

of them.

Construction on site commenced on 13 June 2005 and was completed in early June 2007
with a handover of the site to the Council. The Consultant issued cost reports to the Council
on a regular basis. Initially this was approximately monthly, with 10 reports being issued
between August 2005 and September 2006. There were then a further three cost reports up

to the completion of the project in June 2007.

The cost reports detailed costs expended to date as well as EWN's agreed, issued and
anticipated. These monthly cost reports were provided to the Principal Project Co-ordinator

for analysis and distribution within the Council.
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4.33

4.34
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The Principal Project Co-ordinator informed us that the cost reports did contain detailed
information, which could be analysed by Property and Finance to obtain a better
understanding of the cost position. However, there was insufficient information to be able to
fully understand the cost position being reported by the Consultant on the project. In
particular, many CEN's were not individually costed but were provided for in lump sum

allowances.

Items were listed individually and not grouped together under work packages, thereby
making it very difficult to compare the value of the tendered packages with the actual cost.
There were also caveats and exclusions in the narrative to the cost reports. There was no
formal consideration within the Council as to the impact of these caveats and exclusions on
the reported cost positions. Only the reported cost figures were formally communicated
from Property and Finance to Education. Property and Finance inform us that the matters

raised in the cost reports were discussed at the Education Projects Monitoring meetings.

Cost report 2 shows costs on budget but with the near total use of the contingency fund.
Cost report 1 had noted that it was necessary to maintain a contingency of some £325,000, so
use of this in cost report 2 suggests to us that a cost overrun was likely at that stage, unless

cost savings could be found.

Cost report 4 (issued in December 2005) reported for the first time?, by the Consultant, that
the project was over budget. The overrun reported was £80,000. The minutes of a site
progress meeting in December 2005 noted that both the Consultant and the Quantity
Surveyor would prepare a risk analysis to establish confidence levels on future costs. The
Consultant made a presentation to Education on 9 January 2006 and estimated final project
costs at £730,000 over budget. We have not seen any notes of this presentation. This
appears to be the second time that the Consultant and the Quantity Surveyor had provided

assurance to the Council on the cost certainty of the final project costs.

% Cost report 1 shows a cost overrun of approximately £71,000 but there was a contingency of around
£325,000. The contingency was fully utilised in cost report 4.
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Each cost report following cost report 4A detailed additional costs and showed the project
cost to date as being over budget. The reports show "additional funding required" of
£730,000. This reinstated a contingency, which was again fully utilised by cost report 7 of
May 2006. Following the receipt of cost report 9 in August 2006, Property and Finance
requested the Consultant to provide a report setting out all costs and contingencies

anticipated for the remainder of the project.

Cost report 10 was issued in September 2006. It estimated final costs at £3.5 million over
budget. Property and Finance describe this as a "bombshell". This was the third time the
Consultant provided assurance on "cost certainty” in relation to the final project build costs

as cost report 10 was meant to have all costs included.

Cost report 10 was issued in the same format as previous cost reports even though the
Council had requested the project costs be analysed per tender package as the final cost

position could not be readily established.

The latest cost report, 14, was issued in October 2007.

Intervention of the Head of Property and Finance

The Head of Property and Finance informed us that, following the increase in costs being
reported from cost report 4 onwards, he attended two or three site meetings to see how the
project was being handled. He stated that the Building Contractor was complaining that the
Consultant was issuing construction drawings late. This meant that little or no time was
available to tender competitively for works packages. It was also causing delays and the
Building Contractor was having to re-programme their work and consequently incur

additional costs.

Following these meetings the Head of Property and Finance started writing, initially to the
Consultant's Chief Architect and then to the Chief Executive, expressing concern at the
Consultant's lack of project management skills, allocation of resources and delivery of
information. We have been provided with letters dated February, May, June and August

2006 as follows:
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. 9 February 2006: letter to the Consultant's Chief Architect requesting dimensioned
internal layout drawings and expressing "amazement" that these were not available.
He stated that this was the first time that he had ever known this to have occurred in
his many years in the construction industry. The letter states that the Building
Contractor is claiming costs for extension of time and that if their claim for delay is
successful then the cost will be recharged to the Consultant. He also stated that he

was withholding fees until the dimensioned drawings were available;

. 17 February 2006: letter to the Consultant's Chief Architect expressing concern that
the latest cost report anticipated final project costs to be £26.2 million as a result of
additional costs which have not been explained, other than being "design
development". A request was made for a meeting to explain the detail of the
additional costs and suggestions to resolve the overspend and bring the project back

on budget;

. 11 May 2006: letter to the Consultant's Chief Executive highlighting serious
concerns of their poor financial management of the Redland Green School project.
He noted that prior to the formal appointment of the Building Contactor, the Council
had received the assurance of 70% cost certainty, but from December 2005 there had
been a steady stream of cost warnings despite minimal client variations. He noted
that he had had meetings with the Consultant's Chief Architect but the cost position
had worsened. His staff had reported a mood of resigned acceptance by the
Consultant's project manager and Quantity Surveyor of spiralling costs and a
reluctance to revisit packages already let. He stated that this was not acceptable and

he expected better from a company of the Consultant's reputation and stature;

. 20 June 2006: letter to the Consultant's Chief Executive reminding him that the
partnering contract was to deliver the project on time and on budget and that the
contribution of the Consultant to find cost savings at the three savings meetings has
been minimal. He noted that a significant proportion of the £1 million increase in
costs was a direct result of the Consultant's poor handling of the contract namely
design errors, very late information flows and a lack of design team engagement

with the Building Contractor; and

© Grant Thornton UK LLP. All rights reserved. Bristol City Council - Redland Green School
Report dated 8 February 2008
Page 22



4.41

Strictly private and confidential

17 August 2006: letter to the Consultant's Chief Executive raising concerns about the
performance on the project. He noted "three recurring themes" namely inadequate
level of resources allocated to properly manage it; poor project management and
delivery of late and incomplete information against the agreed programme. He
requested, inter alia, at least double the level of input from the Quantity Surveyor,

clearance of unevaluated CEN's and more robust cost control.

The Consultant's Chief Executive's responded to the letter of 11 May in his letter of 5 June

2006. His responses, inter alia, as follows:

there is very limited opportunity to re-design and re-tender if the programme was to

be maintained so this is not a course of action to be recommended;

the form and process of the chosen contract method have not been geared to
achieving cost certainty and it was questionable whether the "partnering” ethos has

been demonstrated in current working methods;

the Consultant's team has discussed the risks associated with the selected
procurement approach. A two-stage "partnering” procurement process relies heavily

on joint ownership of the cost plan by the selected first stage contractor;
the project commenced with less than the initially targeted 80% cost certainty;

proposals have been made in recent months to try to achieve cost certainty, but these

have not been carried forward; and

given the procurement process, he was very concerned that without joint effort from
the Building Contractor to agree a fixed cost, as soon as possible, there is a danger

that the cost situation on the project will continue to deteriorate.

The Head of Property and Finance's response to this letter on 20 June 2006 is set out above.
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APPOINTMENT OF CONTRACTORS AND THEIR ROLES

Appointment of the Consultant

Following receipt of the Alec French Partnership concept design, the Council placed an OJ/S
advertisement on 17 October 2002 to appoint an architect led multi-disciplinary team for
both the design and contract supervision of a new North Bristol Secondary School
(subsequently called Redland Green School) and Fairfield Secondary School. Property and
Finance decided to tender the two school projects as a single package with the expectation

that this would provide a better overall price.

By 21 November 2002, 61 design teams had submitted tender documents. A shortlist of 16
design teams was drawn up based on pre-qualification questionnaires. Four employees of

Property and Finance were involved in the shortlisting of the design teams, namely:

. Principal Project Co-ordinator;
. Principal Cost Planner;
. Project Co-ordinator; and

] Education Head of Architecture.

On 8 December 2002, a final shortlist of eight design teams were selected and invited for
interviews. All interviewees were given terms of reference (which included a Key Facts
Sheet setting out the brief, budget, work required and scheme composition) prior to the
interview. This key facts sheet included working to design the scheme and obtain tenders to

give as near as possible 80% cost certainty.

Interviewees were evaluated based on the requirements set out in the terms of reference.
Property and Finance were involved in the interview process. The interviewing was
performed by the same officers as those who undertook the initial evaluation of the tenderers

(as shown above).
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On 23 December 2002 the top four design teams, selected on price/quality criteria, were
invited to submit a quotation for the complete design services involving architectural design,
structural engineer works, mechanical and electrical design service, quantity surveying

duties and planning supervisor. The landscaping design works were to be costed separately.

The Key Fact Sheet sent out with the invitation to tender contained the following budget

guidelines:

50 SLD places 40 HI places
£ £

945 place school 14,800,000 14,800,000
400 place post 16 school 5,750,000 5,750,000
Disabled places 1,840,000 845,000
Detached playing field 647,000 647,000

Total 23,037,000 22,042,000

The above figures were based on December 2002 costs and included costs for fees and

furniture and equipment.

The quotations were opened on 13 January 2003 by the Principal Finance Officer and the
Contracts Officer. The Consultant's fee quote was third highest at £2,079,500 for the
combined projects of Fairfield School and Redland Green School.

On 15 January 2003 the Principal Project Co-ordinator recommended that the Consultant be
appointed the selected consultant based on a best value cost/quantity evaluation. The Cost

Control and Contracts Manager approved the recommendation on 17 January 2003.

The Director of Education formally accepted the Consultant's tender on 4 February 2003.
The Head of Property and Finance, wrote to the Consultant on 11 February 2003 confirming
the appointment on behalf of the Department of Central Support Services of the Council for

both the Fairfield and Redland Green School projects.
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5.11 The project was procured using the New Engineering Contract ("NEC") form of contract
with the Partnering Amendment. The Principal Project Co-ordinator informed us that, at that
time, this was the recommended form of contract as other Local Authorities used this and he

had attended regional meetings on the advantages of this form of contract.

5.12 The main reason for the change from the Joint Contracts Tribunal ("JCT") family of
contracts was that often building contracts finished late and/or over budget with resultant
cost disputes and legal actions. The NEC contract was intended to ensure that the best design
was developed and that the project could be delivered on budget and on time, with any

variations requiring EWN's.

5.13 The drawback to this type of contract is that it only works if the information that has been
used to obtain tenders is correct. The contract price is not fixed. If the costs increase
because of incorrect tender information then the cost of the project to the client, Education,

increases as was the case on this project.
Appointment of the Building Contractor

5.14 The Consultant utilised the services of an associated business to provide quantity surveying

services for the project. This associated business is part owned by the Consultant.

5.15 The process for the appointment of the preferred partnering contractor was undertaken
jointly between the Consultant, the Quantity Surveyor and the Council. Seven contractors
were shortlisted from the original list of 16 who applied. The initial criteria for assessing the

contractors were:

. financial capacity to deal with projects of this value;
. experience of building quickly;
. experience of building education projects and for building on a live school campus;
. partnering experience;
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. green / sustainability principles;
. health & safety policies; and
. financial stability.

5.16 The seven contractors were invited for an interview and provided with questions, which were
addressed at the interview.

5.17 The interviewees were each scored and the top five contractors were then asked to submit a
stage 1 tender.

5.18 The quality and cost of each proposal was then evaluated and the contractor with the best
total score on quality and cost combined was appointed as the preferred partnering
contractor. The Building Contractor achieved the highest score.

5.19 The team that performed the evaluation of the tenderers and the interviewing were:
= the Consultant's Architect Director;

. the Consultant's Project Architect;

. the Quantity Surveyor's QS Director;
= Education Head of Architecture; and
. Principal Project Co-ordinator.

5.20 The Building Contractor was appointed as the preferred partnering contractor in a letter from
the Head of Property and Finance of 16 June 2003. There was no commitment at this stage.
The Building Contractor then had to tender the individual packages and build up a costed
design that was within budget. On achieving this, it could seek formal appointment by the
Council as the main contractor and then commence the construction work in the second
phase of the project.
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Employer's requirements of the Building Contractor for Stage 1

The Council issued an employer's requirements document to the Building Contractor in
February 2004. This set out that the programme required competitive tender of no less than
70% by total value of the work packages by 20 May 2005. The document set out the
Council's requirements for the tendering including a minimum of three tenders per work

package.

We are informed by the Principal Project Co-ordinator that the process adopted for the

tendering of packages was as follows:

. the Consultant and the Quantity Surveyor divided the project into separate work

packages;

. the Consultant and the Quantity Surveyor provided drawings and specifications for

each work package;

. the Building Contractor organised for each work package to be tendered to three

subcontractors;

. tender returns were opened by the Building Contractor and the Quantity Surveyor

and the tenders were then checked and anomalies resolved; and

. provided the work package could be contained within the overall cost plan the tender
was accepted. If the costs were above budget, cost savings were to be identified to

bring the contract back into line with budget.

The employer's requirements document also set out the second stage procedures for the

Building Contractor including operating an open book policy.

Appointment of the Building Contractor for Stage 2

Following the tendering of packages the Quantity Surveyor wrote to Property and Finance on
19 May 2005 recommending that the Building Contractor be formally appointed as the main
contractor for Stage 2 as approximately 70% cost certainty had been obtained based on the

tender drawings. A risk register of those packages not yet tendered was included.
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The Principal Project Co-ordinator recommended to the Director of Education that the tender
submitted by the Building Contractor of £25.4 million be accepted. The report to Education
sets out the costs and seeks approval for the project to proceed. We note that it makes no
reference to the costs being based on 70% cost certainty and contains no analysis of the cost

risk on the project.

The recommendation was accepted by the Director of Education and the Building Contractor
was formally appointed as the main building contractor on 20 May 2005. A formal contract
was signed with the Building Contractor for the contract as a whole and for each of the

contract packages tendered.

This initiated the start of the construction phase of the project, with construction starting on
13 June 2005. There was time pressure on the project as the construction had to commence
in June 2005 for the school to be available for the 2007/08 academic year. This timeframe
had an impact on the level of cost certainty that could be achieved before a decision to

proceed with the construction had to be made.

As we note at paragraph 4.27, part of the contract documentation for the construction stage
was a partnership charter was agreed between the Council, the Consultant and the Building

Contractor.
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THE BUDGET AND FUNDING

Initial approval of funding

We have not been provided with documentation relating to the initial setting of the budget.
The Principal Project Co-ordinator and the Strategy Leader for Capital, Assets and School
Organisation confirmed that the original budget was set by the Council and was based on an
initial cost estimate per square metre. The four schools built under PFI finance worked out
at about £1,650 / m2. As the project was to be run as a partnership project, and was to be
built on a difficult site, a contingency of at least 10% was added to this cost to determine an

initial cost.

The minutes to the Cabinet meeting of 26 September 2002 noted that the capital cost of a
945 place school was estimated to be around £15.6 million but that basic need bid would be
capped at around £7.1 million. This basic need amount would be fixed. The Council's
funding at this time was therefore £8.5 million. The minutes consider why the Council
would want to commit its own monies when other funding routes such as PFI may be
available. However, PFI was eliminated as a funding route, as the other projects were
already using most of the PFI credits available and there were risks to the whole PFI package

in submitting a new bid in the next round.

In 2003, Cabinet were informed that the capital cost of the project would be approximately
£23 million comprising £15.5 million for the 945 place secondary school and £7.5 million
for the post 16 provision. This included construction costs, fit out and fees. The secondary
school was being funded by the Council and DfES whilst the post 16 school was being
funded by the LSC.

The Council funding was within the allocation of £8.5 million included for the project
contained within the 2003 to 2006 capital programme. The 50 place provision for pupils
with severe, profound and multiple learning difficulties (SLD) was part of the project but not
included in the above costing as it was the subject of a Targeted Capital Fund (TCF) bid to

the DfES for inclusive provision.
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Variations in the capital budget and funding

In December 2003 the Principal Project Co-ordinator wrote to the Director of Education
requesting confirmation of the funding in place of £26 million as the planning application
was to be submitted in January 2004. The increase of £3 million from the initial £23 million

budget was due to the inclusion of the TCF bid for SLD.

The planning application was formally submitted in April 2004, with an initial planning
committee date around the end of July 2004. At this time the Principal Project Co-ordinator
e-mailed the Director of Education informing him of the likely difficulties to be caused by
the LSC's funding timetable. This e-mail indicated that as a result of the LSC's timetable, it
was likely that the earliest the contractors could start was January 2005, unless the Council
underwrote the LSC's funding, which would ensure the project started on time, namely 1

November 2004.

In any event, the project was delayed by an academic year to an opening date of

September 2007. There are a number of reasons given for the delay including late receipt of
the finalised brief, insistence by Planning to produce an Environmental Impact Assessment
immediately prior to making the planning application and the delay in obtaining approval for
the Post-16 part of the works. A temporary school arrangement was put in place for the

2006/07 academic year.

In June 2004, the Principal Project Co-ordinator provided the School Organisation Officer
with a revised budget, which reflected the impact of the delayed start on site. The revised
budget was £29.7 million, which included construction costs, fit out and fees. This did not

include the costs of opening a temporary school in September 2006 in another location.

On 5 January 2005 the Principal Project Co-ordinator e-mailed the School Organisation
Officer and the Assistant Director of Education with a revised funding estimate of £32.6

million for the project (of which construction costs were estimated to be £26.5 million).
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The increase in costs had resulted from various extras added by Planning and from cost price
inflation. The total project cost did not include the increased Information and
Communication Technologies ("ICT") provisions to meet the demand of the additional
Building Schools for the Future ("BSF") ICT funding. It was anticipated that £1 million

would be received through BSF funding for spending on equipment and services.
Change to LSC funding

In March and April 2005 there was correspondence between the Principal Project
Co-ordinator and the Assistant Director of Education about the fact that the LSC funding had
not yet been confirmed and that this was causing pressure on the project timetable. The
Principal Project Co-ordinator indicated that without the LSC funding in place there would

be a shortfall of approximately £8 million in funding.

We are informed by the Principal Project Co-ordinator that after the design and tender stage,
the LSC confirmed funding which was significantly less than anticipated. It was to
contribute £7.5 million rather that the £9.8 million anticipated. The shortfall in funding fell
on the Council. This resulted in a design change to reduce costs and contain the funding

requirement.

The design change was the re-design of the post 16 area, at the Council's cost, to remove
1,300m” of floor space. This was a late change in the design that was not reflected in the
drawings used for the 70% cost certainty declaration. Instead, the cost certainty letter from
the Quantity Surveyor of 19 May 2005 included an estimated cost saving of around £1

million.

Following the re-design, the overall project funding available for the project (excluding the

£1,000,000 BSF grant) was set at £30,535,000, as follows:
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£
Council funding 8,500,000
LSC funding 7,437,000
DfES funding 7,000,000
Council - sale of Pen Park playing fields 2,500,000
TCF funding for SLD 3,258,000
New places allocation 1,840,000
Total funding 30,535,000

6.15 The projected cost of the project was slightly below the available funding at £30,318,659,

broken down as follows:

£
Building costs 25,421,210
Furniture & Equipment 1,127,449
Fees & charges 3,000,000
Safer routes to school 700,000
Land purchase 70,000

Total 30,318,659

Cost change reported to Cabinet in September/December 2006

6.16 The quarterly capital reports to Cabinet show the costs of the project at £30,535,000 through
to December 2006. In that report the costs were increased by around £1,112,000. This had
been reported to Cabinet in September 2006 but not included in the reported figures. The

funding source had been identified at that time as being from the sale of land at Henbury.

6.17 The project cost reported to Cabinet in December 2006 also included the £1,000,000 BSF
funding. This was not an additional cost as it was a separate source of funding not

previously included (paragraph 6.14).
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6.18 Therefore, at the Cabinet meeting held on 7 December 2006 the Director of Central Support
Services reported an increased budget of £32.6 million for the Redland School project as a
result of increased costs reported. We are informed the funding was made up as follows:

£
Council funding 8,500,000
DfES funding 7,000,000
LSC funding (initial figure) 8,000,000
LSC balancing adjustment (563,000)
Council - sale of Pen Park playing fields 2,500,000
TCF funding for SLD 3,258,000
New places allocation 1,840,000
BSF funding 1,000,000
Capital receipt Henbury 1,112,000
Total funding 32,647,000

6.19 The increase in funding from £30.5 million to £32.6 million was as a result of an additional
£1m grant from BSF for the ICT provision and the proceeds from the sale of the Henbury
playing fields. The report to Cabinet in December 2006 anticipated costs to be significantly
above the funding identified, however, additional funding had not been allocated because the
cost position was being investigated and included the possibility of legal action against the
Consultant.

6.20 At the Cabinet meeting held on 13 September 2007 the Capital Programme Report identified
that although increased costs were reported in September 2006 and March 2007, the latest
architect's cost report (dated June 2007) indicated a further increase of £1.7 million in the
projected costs.

6.21 Project costs are considered further in Section 8.
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ROLES WITHIN BRISTOL CITY COUNCIL

Education was the client for the project. It was responsible for ensuring that there was a
brief for the scheme to meet the anticipated curriculum needs and that appropriate funding

was in place.

Although Education was funding the project, it did not want to get involved with the
construction side of the project. Following the usual practice within the Council, the control
of the project was passed to Property and Finance under the Service Level Agreement in
place between the departments. The fee received by Property and Finance for the project

liaison service was based on a % of the cost of the project.

We understand that the project was delivered by Property and Finance with a normal Project
Lead Officer role, the only difference being that Property and Finance engaged the

Consultant to oversee the project management of the project.

Property and Finance were involved in the selection of the multi-disciplinary team and the
contractor and attended various client team, design team and site meetings. The Principal
Project Co-ordinator was the Council's main point of contact with the contractors and

consultants.

Prince 2 Protocol

In April 2005 Education set out a structure, including a Project Board, in accordance with the
Prince 2 Protocol (the accepted Local Authority approach) to seek to deliver a successful

project. Two members of Education were undergoing Prince 2 training at that time.
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The recommended structure included:

‘ Corporate or Programme Management [

Project Board

Senior User l Executive | Senior Supplier

Project Assurance

Project Manager

Project Support
inc. configuration
librarian

Team Manager
iMay not be required for
smaller projects)

Project Team

A project responsibilities document issued by Education states that in a large project it is
necessary to convene a project board. This document provided details of the individuals for
each role. The senior users were from the temporary Governing Body of the school. The
Executive was the Assistant Director of Education. The Principal Project Co-ordinator was
one of the two senior suppliers. Project assurance was the Head of Corporate Finance and

Procurement. The project manager and team were mainly from Education.

We understand from the Strategy Leader for Capital, Assets and School Organisation that,
following completion of the training courses, Education decided not to adopt Prince 2 due to
the reporting complexities, and commissioned the two trained staff to simplify the reporting
process of Prince 2, i.e. devise a parallel system for ease of reporting. Therefore the
recommended structure was not implemented. The alternative system was not documented.

It did not include a project board.

© Grant Thornton UK LLP. All rights reserved. Bristol City Council - Redland Green School

Report dated 8 February 2008
Page 36



7.8

7.9

7.10

7.11

Strictly private and confidential

We understand that the reporting process involved the Schools Organisation Officer meeting
with the Strategy Leader for Capital, Assets and School Organisation on a weekly basis to
update him on the progress of the project (as he was communicating with the Principal
Project Co-ordinator on a daily basis). The Strategy Leader for Capital, Assets and School
Organisation was responsible for notifying the Assistant Director of Education when there
was any slippage or variation to the programme and costs. It is understood that the Assistant
Director of Education liaised with the Director of Central Support Services and the
Education Directorate for Cabinet reporting. We have seen no documentation relating to

these informal meetings within Education and with the Director of Central Support Services.

The only person within the Council who had direct day to day contact with the Consultant
was the Principal Project Co-ordinator. He had been presented with a document setting out
his roles and responsibilities under the proposed Prince 2 structure, which he signed. He did
not receive a document for the parallel system on the abandonment of Prince 2. He was
required to report formally on the progress of the project at the monthly Education Projects

Monitoring meetings.

Council employees involved in the project

The Council staff involved at various stages throughout the project included:

. Head of Property and Finance;

. Cost Control and Contracts Manager;

. Principal Project Co-ordinator;

. Resident Quantity Surveyor;

] Project Co-ordinator;

] Education Head of Architecture;

. Strategy Leader for Capital, Assets and School Organisation; and

. School Organisation Officer.

The cost reporting within the Council is considered further in Section 8.
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Executive members

7.12 We understand from the Strategy Leader for Capital, Assets and School Organisation that the
Executive Member for Education was updated on the progress on the Redland Green School

project on a monthly basis.

7.13 However, we understand that the Executive Member for this project was the member for
Capital Projects and Regeneration. The Director of Central Support Services has stated that
he updated the Executive Member in March 2006 about an overrun on £1m from Redland
Green and another education project. He reported that these were being investigated. He

also provided an update in June 2006 about possible legal action against the Consultant.
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THE COST POSITION AND THE REPORTING OF COSTS WITHIN
THE COUNCIL

Cost certainty

Under the partnering arrangement, the formal appointment of the Building Contractor as the
main contractor did not take place until cost certainty had been achieved. Neither Cabinet
nor Education, who was funding the project, set the level of cost certainty required at the

outset of the project.

The Consultant issued Stage D drawings at the April 2004 Client Team meeting. A planning
application was submitted shortly thereafter. It was stated that the programme for package
release information for tender purposes had been put together and agreed by the Consultant,
the Quantity Surveyor, the Building Contractor and the Principal Project Co-ordinator. The

following deadlines were noted for achieving cost certainty for the project:

. 23/7/04 - 60% cost certainty
. 27/8/04 - 80% cost certainty
. 22/10/04 - 100% cost certainty

As a result of the delay in the planning application stage, these deadlines were not met.

The Council's employer's requirements document to the Building Contractor in February
2004 stated that the programme required competitive tender of no less than 70% by total
value of the work packages by 20 May 2005.

Tenders were sent out and received by the Building Contractor in February/March 2005.
Between them, the Quantity Surveyor and the Building Contractor reviewed the tenders and
resolved anomalies to enable comparison between the tender packages from the different

tenderers.

On 19 May 2005, the Quantity Surveyor wrote to Property and Finance stating that
approximately 70% cost certainty had been obtained through the tendering of packages. A

risk register of those packages not yet tendered was included with the letter. The Head of
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Property and Finance informed us that the letter did not contain any caveats to give them

concerns about the cost certainty declaration.

Property and Finance concluded that only low risk items had not been included within the
tendered packages. In addition, they compared to the cost to the building costs on similar
PFI projects and DfES standards and a conclusion was reached that the budget of

£25.4 million for build cost was reasonable. They therefore felt comfortable with the cost
certainty reported. We have not seen any evidence of the risk assessment undertaken by

Property and Finance prior to the initiation of the construction phase of the project.

As a result of the 70% cost certainty declaration, the Principal Project Co-ordinator
recommended to the Director of Education that the tender of £25.4 million submitted by the
Building Contractor be accepted. This recommendation was accepted by the Director of
Education and the Building Contractor was appointed by the Head of Property and Finance
as main building contractor on 20 May 2005. In our view the report to Education was

incomplete in two important respects:

. it makes no reference to the level of cost certainty achieved, but instead presents the

costs as if they were certain; and
. there is no risk analysis on the cost position.
We understand from Strategy Leader for Capital, Assets and School Organisation that

Education had delegated the authority to the Head of Property and Finance to appoint the

Building Contractor for the construction stage of the project as the costs were within budget.

The Consultant's cost reports

Once the construction phase started in June 2005, monthly Site Progress meetings were held

between the Consultant, the Quantity Surveyor, the Building Contractor and the Council.

The Consultant issued cost reports to the Principal Project Co-ordinator initially on an almost
monthly basis. These cost reports detailed costs expended to date as well as EWN's agreed,

issued and anticipated.
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8.11 The Principal Project Co-ordinator informed us that he summarised the cost reports and
produced a monthly financial reconciliation, which was presented at the Education Projects
Monitoring meetings. The financial reconciliations were based on figures reported by the
Consultant. The Principal Project Co-ordinator did not adjust the reported cost figures for
caveats and omissions included in the summaries to the Consultant's report. He presented a
verbal report on the project to the Education Projects Monitoring meetings. There was no
formal reporting of an assessment of cost risk at these meetings though cost issues were

discussed.

8.12 We set out a review of the cost reports at Appendix 4. In summary they showed the

following cost positions:

Cost Report Month issued Overspend Covered by Amount of
number Yes/No contingency  overspend after
Yes/No contingency
£
1 August 2005 Yes Yes -
2 September 2005 Yes Yes -
3 October 2005 Yes Yes -
4 December 2005 Yes No 80,000
5 February 2006 Yes No 369,000
6 April 2006 Yes No 662,000
7 May 2006 Yes No 787,000
8 July 2006 Yes No 735,000
9 August 2006 Yes No 1,163,000
10 September 2006 Yes No 4,107,000
11 November 2006 Yes No 4,107,000
12 February 2007 Yes No 4,107,000
13 June 2007 Yes No 5,171,000
14 September 2007 Yes No 5,546,000
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8.15

8.16

8.17
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Cost report 1 shows costs at £71,000 over budget. The report showed that it was prudent to
retain a contingency of £325,948 against costs for unforeseen site events, ongoing variations

and future tender returns being above their allocated budgets.

The above issues were still present at the time of cost report 2 and cost report 3, however the

contingency had reduced to £32,462 and £5,968 respectively.

Cost report 4 and increase in costs of £730,000

Cost report 4 was the first cost report which highlighted project costs not being covered by
the contingency fund, i.e. the project was £80,000 over budget.

As a result of the reported overspend, Education requested a meeting with the Consultant to
discuss the reasons for the overspend. Also the Consultant and the Building Contractor were
undertaking a cost risk analysis to establish the confidence levels on future costs. There was
a presentation by the Consultant to Education on 9 January 2006. In our view, this was an
important presentation. However, no notes of this presentation have been made available to

us.

It appears from subsequent reporting that the Consultant reported that current estimates
showed final project costs to be £730,000 over budget. The Consultant recommended that
the contingency be rebuilt to £730,000. The cost increase was not presented to Cabinet at
this time. The Strategy Leader for Capital, Assets and School Organisation states that this
was because Property and Finance had been instructed to find savings to bring the project

back into budget.
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8.19

8.20

8.21
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We understand from the Principal Project Co-ordinator that the Property and Finance team
and the Consultant had identified that the loss of the Kellaway changing rooms and the
elimination of the grass roof of Redland Green School were the two main items where cost
savings could be made. These two suggestions were not accepted by Education as these
would severely compromise the design of the school. We understand that the roof cost
saving suggestion was raised by Property and Finance with Education more than once, as
they considered that it was a possibility. However, Education did not want to change the
roof as it was part of the design that had been made available to the public. The Director of
Central Support Services informs us that, provided that the funding was available, this was a

reasonable action by Education.

The anticipated new contingency of £730,000 was fully expended by cost report 7 (issued in
May 2006).

The substantial cost increase reported in cost report 10

Cost report 9 shows a cost overrun on the original budget of around £1.2 million. Following
receipt of cost report 9, the Head of Property and Finance and the Principal Project Co-
ordinator requested the Consultant to review the cost position and to produce a report, which
fully projected the anticipated costs to the end of the project. This culminated in a

significant increase in projected overspend between cost report 9 and cost report 10.

Cost report 10 shows costs at around £4.1 above the original contract sum. Though itis a
matter for a quantity surveyor, it appears to us that the sudden increase in the reported costs
indicates a previous under-reporting of the cost position. The Principal Project Co-ordinator
requested the Consultant not to send through any more cost reports if the cost position had
not changed. Cost report 10 was meant to have included all costs expected to deliver the
final project. As a result of this request, cost reports 11 and 12 were not submitted by the
Consultant. Our review of these reports show the cost overrun at the same level as in cost

report 10.
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8.24

8.25

8.26

8.27

Strictly private and confidential

Cost report 13 was submitted on 13 June 2007, a week after completion. It showed a total
cost overrun of around £5.2 million on the original contract sum of £25.4 million and
included provisional costs for items where actual costs were not known. Hence, the final cost

position was still not known.

It is worth noting that, throughout, the Consultant's cost reports exclude the costs of a
number of additional items. These items were set out in the narrative report summary but
were not costed. Had the costs for these items been included, then the reported costs would
have increased and the Council may have had a better understanding of the anticipated final

cost, though this is a matter that is outside the scope of our review.

Reporting from Property to Education

The Strategy Leader for Capital, Assets and School Organisation informed us that the
Council were aware that the budget was tight at the outset of the project due to the LSC not

providing appropriate funding.

Upon commencement of the project, the Consultant issued cost reports to the Principal
Project Co-ordinator on an almost monthly basis. These cost reports (including the
narratives with unquantified costs) purported to detail total anticipated costs as well as

EWN's agreed, issued and anticipated.

The Principal Project Co-ordinator informed us that he summarised the cost reports and
produced a monthly financial reconciliation, which was presented at the Education Project
Monitoring meetings. The financial reconciliations set out the figures reported by the

Consultant.

The Strategy Leader for Capital, Assets and School Organisation informed us that, in
addition to the formal reporting of the cost position by Property and Finance at the Education
Projects Monitoring meetings, the Schools Organisation Officer met him on a weekly basis
to update him on the progress of the project (as he was communicating with the Principal

Project Co-ordinator on a daily basis).

© Grant Thornton UK LLP. All rights reserved. Bristol City Council - Redland Green School

Report dated 8 February 2008
Page 44



8.28

8.29

8.30

8.31

8.32

Strictly private and confidential

The Strategy Leader for Capital, Assets and School Organisation was responsible for
informing the Assistant Director of Education of any slippage or variation to programme and
costs. It is understood that the Assistant Director of Education liaised with the Director of

Central Support Services for Cabinet reporting. These informal meetings were not minuted.

The Strategy Leader for Capital, Assets and School Organisation stated that he did not have
sight of the Consultant's cost reports. They were not formally distributed within Education
though we understand that copies were available on a shared data area within the Council's
computer system. Copies were made available to the School Organisation Officer.
However, it was not within his remit to consider the reports. Although we understand that
the narrative elements within the cost reports were discussed at meetings between Education
and Property and Finance, no formal evidence of such discussions is available. Education
may, therefore, not have been made formally aware of the items disclosed within the

narrative of the cost report.

The Head of Property and Finance informed us that these additional items do not explain the
substantial cost increase reported in cost report 10. The listing may have been a way of
drawing issues to the Council's attention that needed decisions to be taken on. He accepts,
however, that there were matters in the narrative to the reports that suggest increased costs
over the reported figures. Property and Finance did not formally consider these in its

reporting of the cost position to Education.

The first indication that Education was formally made aware that there was a problem with
the expenditure on the scheme was on 22nd December 2005 at the Education Projects
Monitoring meeting. At this point the Principal Project Co-ordinator reported that the

scheme was £80,000 over budget.

Our understanding is that at a presentation by the Consultant on 9 January 2006, Education
were informed that additional funding of £730,000 was required. We understand from
Education that this additional funding would have had to be found from the capital
contingency within the Education capital budget. The increase was not accepted by
Education, and instead, the Consultant was instructed to produce a list of savings to bring the

project back within budget.

© Grant Thornton UK LLP. All rights reserved. Bristol City Council - Redland Green School

Report dated 8 February 2008
Page 45



Strictly private and confidential

8.33 As noted previously, the Consultant recommended two main items of cost savings, namely
the loss of the Kellaway changing rooms and the elimination of the grass roof of Redland
Green School. These two suggestions were dismissed by Education. They represented
alterations to the design of the school. Education also considered the implications on the
delivery of the national curriculum. We are uncertain as to when these suggestions were

formally rejected by Education.

8.34 Our review of various correspondence and meeting notes, following the meeting held on
9 January 2006, show that Education were informed of the increase in estimated costs as

follows:

. estimated final costs of £730,000 over budget were reported at the Education

Projects Monitoring meeting held on 17 February 2006;

. on 20 April 2006 costs of £750,000 over budget were reported at the Education
Projects Monitoring meeting. It was noted that big cost savings suggested by the
Consultant were considered, but, on further investigation, they were found to offer

no net cost reduction;

. on 18 May 2006 costs of £1 million over budget were reported at the Education
Projects Monitoring meeting. Education requested a summary report from Property
and Finance summarising the cost overruns on the various work packages. This
report was provided on 30 May 2006 following a meeting between the Principal

Project Co-ordinator and the Consultant;

. on 17 August 2006 costs of £1.09 million over budget were reported at the

Education Projects Monitoring meeting;

. costs of £3.6 million over budget were reported at the Education Projects Monitoring

meeting held on 16 November 2006; and

. at the Education Projects Monitoring meeting held on 21 June 2007 it was reported
that the Consultant estimated total project costs at £30.6 million, whilst the Building
Contractor estimated costs at £31.6 million, which is between £5.2 million and £6.2

million over budget. However, these were still provisional figures and not complete.
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Reporting from Education to Cabinet

8.35 We understand from the Strategy Leader for Capital, Assets and School Organisation that the
Assistant Director of Education liaised with the Director of Central Support for Cabinet
reporting. The Director of Central Support Services produces the quarterly reports for

Cabinet setting out the budget for each capital project.

8.36 Education were made aware of a potential cost overrun of £730,000 following the
presentation by the Consultant of cost report 4A on 9 January 2006. This potential cost
overrun was not reported to Cabinet at its meetings of 6 February 2006 or 15 June 2006, by
which time the projected cost overrun was £1 million over budget. The Strategy Leader for
Capital, Assets and School Organisation stated that the overrun was not reported to Cabinet
because the Consultant had been instructed to find savings to bring the costs back into line
with budget. There were no formal processes in place within the Council to report on these
cost savings exercises. The Strategy Leader for Capital, Assets and School Organisation
further states that another reason for not reporting the overrun was that there was an
opportunity, within Education's Capital programme, to delay some projects to fund up to
£1 million overspend from the 2007/8 programme. This would have had to be approved by

Cabinet, when confirmed.

8.37 The Director of Central Support Services stated that the June 2006 Cabinet report did not
contain details of the £730,000 overspend on Redland Green as the report focused on new

capital programmes for the year rather than details of existing projects, following the May

2006 elections.

8.38 Property and Finance provided a report to the Strategy Leader for Capital, Assets and School
Organisation in May 2006 on a cost overrun of £1 million on various work packages. This
overspend was formally reported at the Cabinet meeting on 14 September 2006. It was
stated that the overspend would be financed from the unallocated balance of receipts from
the former Henbury School site and from 2007/08 DfES borrowing allocations. At the
meeting Cabinet approved the amendments to the capital programme in respect of changes to

project costs, virements and additional allocations, as detailed in the report.
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8.43

Strictly private and confidential

Cost report 10, issued in September 2006, estimated the total cost of the project at
£4.1 million over budget.

At the Cabinet Meeting held on 7 December 2006, the Capital Programme 2006 - 2009
report noted that latest architect cost reports indicated substantial further additional costs
relating to a large number of architect modifications. It was reported that independent
quantity surveyors had been retained to review the cost schedules. The capital programme
report showed the capital budget for the Redland School project as £32.6 million. It
therefore only reflected the increase in costs of £1.1 million anticipated at the September

2006 Cabinet meeting.

Cabinet was not formally informed at the December 2006 meeting of the level of cost
overrun of £3.6 million reported by the Consultant. The Director of Central Support
Services informed us that it was his decision not to formally report the £3.6 million cost
overrun in to the public domain given the possibility of legal action against the Consultant.
He did, however, brief a number of members on the cost position, but was not able to

produce notes of these meetings.

The Capital monitoring report circulated at the Cabinet meeting on 8 March 2007 again
noted that substantial further additional costs had been reported in latest cost reports. As a
result of pressures on the capital programmes, £2 million was allocated from the 2006/2007
collection fund to capital projects. The Director of Central Support Services stated that the
reason for not allocating the additional funds to Redland Green School specifically was again
because of potential litigation against the Consultant. The Redland Green School project

therefore still showed a cost of £32.6 million in the capital expenditure report.

At the Cabinet meeting held on 13 September 2007 the Capital Programme Report identified
a further increase of £1.7 million. Again this was not shown as an increase against the

Redland Green School project.
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8.46

Strictly private and confidential

Analysis of increased costs

As we are not quantity surveyors, it would be inappropriate for us to give consideration of
the reasons for the cost increase. This is therefore outside the scope of this report. However,
below, for background only, we set out some comments on the cost overrun based on our

review.

We understand from the Principal Project Co-ordinator that approximately 3,000
Compensation Event Notifications ("CENs") were issued during the course of the project.
Cost report 14 notes that the Council's authorised changes to the project brief amounted to
£1.6 million of the total £5.5 million overspend. This means that £3.9 million over the

overspend was not attributable to changes made by the Council’.

Both the Principal Project Co-ordinator and the Strategy Leader for Capital, Assets and
School Organisation confirmed that some additional changes were made during the
construction phase of the project, i.e. after the tendering process, as some changes were
required as a result of new heating and acoustics regulations. In addition, some changes
resulted from conditions attached to additional funding obtained, e.g. the ICT changes as a

result of the £1 million funding received from BSF.

7 The total overspend on the project has not been confirmed as costs are not finalised. Therefore it
may be likely that the costs reported here will need to be amended once final costs have been agreed.
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8.47 The Principal Project Co-ordinator has reviewed the items listed as the Council's authorised

changes in cost report 13 and summarises them as follows:

Nr Description £
1 Authorised client changes, i.e. the Council's changes 422,250
2 BSF changes 205,000
3 Safer Routes to School work 108,473
4 Works under separate funding 70,383
5 Costs covered by F & E allowance 15,000
6 Costs which should have been included in the original design 317,391
7 Costs as a result of the Consultant's design development 175,000
8 Duplicates/unknown costs 327,596

Total 1,641,093

8.48 From the table above it can be seen that actual changes requested by the Council, namely

items 1 to 5, amounts to £821,106. The other items, items 6 - 8, relate to architect's design

development and/or disputed costs.

8.49 We understand that the increase in costs of £3.5 million not attributed to employer changes
has not been fully explained by the Consultant but that the main reasons appear to be

incorrect or incomplete tender drawings.

8.50 We understand from Property and Finance that items omitted from the tender drawings

included:

= Block B Stair - the external stair for the Sports Hall was omitted from the tender

drawings and subsequently included on the construction drawings;

= Sports Hall - the beams on the tender drawings intruded into the minimum height
allowable in the Sports Hall. At construction stage the beam sizes were revised to

accommodate the required height;

=  Eaves Steelwork - the tender drawings did not include all the steelwork at the eaves to

support the gutters for Blocks D, E and F;
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=  Reconsideration of roof loads - after the tender the engineer reconsidered the loading of

the steelwork design to the "green" roof, which was then upgraded; and

=  Fireproofing of steelwork to the "green" roof - at the tender stage the view was that the
roof steelwork to the "green" roof would not require fire-proofing. This was

reconsidered and changed at construction stage.

8.51 We understand from Property and Finance that items designed incorrectly in the tender

drawings included:

= Water bars and waterproofing - at tender, the substructure concrete was designed
without water bars and the waterproofing was specified as a "visqueen" sheet. At
construction stage, ground conditions were found to be more onerous and water bars

were introduced and the waterproofing specification was upgraded;

=  Block C Plant Room - service requirements in the plant spaces extended in scope and
complexity. In consequence profiles and levels were amended on the structural

drawings; and

=  Drainage - on the tender drawings a significant amount of drainage was accommodated
in the Street. At construction stage, it was found that the complexity and congestion of
all building services contained within the Street meant that this was not practical which
led to reconsideration of the design. It was decided to re-route a large amount of the

drainage.
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8.52 We also understand from Property and Finance that additional building costs were also

incurred as a result of incorrect provisions being made at the tender stage, specifically:

= Structural steelwork package - at Cost Report 10, the additional cost to the structural
steelwork package amounted to £283,000, representing approximately a 32% increase
from the tendered amount of £886,415. The tendered package cost included a
provision of £51,600, giving the perception that this item was a low risk package. In
the "Summary of Additional Costs" dated 17 October 2006, the Consultant reported
that "Experience shows that it is extremely difficult to estimate the quantity of
secondary steelwork at the tender stage when the detailed design of the services and
specialist works follow at a later date. Estimates were made, but have proved to be
insufficient.” The Council states that this level of risk was not brought to the Council's
attention at the tender stage, even though it appears that a significant provision should
have been made for this package. Cost problems on steelwork have been exacerbated
by design errors, which were not discovered until work started on site. These include
incorrect height of roof support steelwork over the gym area, incorrect dimensions of
steelwork and inadequate provision of support steelwork to roof overhangs. This
resulted in significant increases in the quantity of steelwork required to complete the

scheme.

= Surplus soil - the Council states that apparently no proper spoil balancing exercise had
been undertaken by the design team and there was no plan in place or allowance in the
tender for disposing of the considerable quantity of surplus spoil. The disposal of
surplus soil on the site cost an additional £170,000 over budget. Significant price

inflation for the soil disposal was quoted as reason for the increased cost.
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9 THE PRESENT POSITION ON THE PROJECT
9.1 The construction phase of the Redland Green School project completed in early June 2007
with handover of the site to the Council on 6 June 2007.
Cost report 13
9.2 Cost Report 13, submitted on 13 June 2007, a week after completion, still included
provisional costs for items where the actual costs were not known. The financial
reconciliation prepared by the Principal Project Co-ordinator for July 2007 reported the
following cost position:
£
Building costs 31,000,000
Furniture & Equipment 1,127,449
Fees & charges 3,000,000
Safer routes to school 700,000
Land purchase 70,000
Other costs 190,000
Transfer to other schemes 20,000
Total 36,107,449
9.3 The Principal Project Co-ordinator informed us that early indications from the Consultant
show building costs at £30.5 million. However the Building Contractor estimated total
building costs at £31.6 million. As a result, he has used an average figure of £31 million for
building costs in the table above.
Cost report 14
94 Cost report 14, issued in October 2007, shows a further increase in costs. The Consultant
estimated the building costs at around £31.0 million
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9.5 The total overspend on the project has not been confirmed as costs have not been finalised.
Therefore, it may be likely that the costs reported here will need to be amended once final

costs have been agreed.
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COMPLIANCE WITH THE COUNCIL'S FINANCIAL
REGULATIONS AND OTHER PROCEDURES

We understand, from the Director of Central Support Services, that the Financial Regulations
of May 2000 were in place at the time of the Redland Green School project. These
regulations were updated in April 2007.

We set out below our understanding in relation to the Redland Green School project of the
Financial Regulations, the Council's actions and our assessment of the Council's compliance

thereof.
Risk management

Our review has identified a lack of formal consideration of risk management throughout the
project. The May 2000 financial regulations do not include a separate section on risk.
However, this has been addressed in the update of April 2007. The April 2007 regulations
note that risk assessment is an essential control. We recommend that the Council considers
the risk management requirements in the light of our findings from this review. In particular,
in our view, there needs to be a formal assessment of risk at the outset of major capital
projects (recorded within the Project Initiation Documentation) and a requirement for

ongoing formal consideration of risk during the construction phase.
Appointment of the Consultant and first stage appointment of the Building Contractor

Every formal contract made by the Council, whether for goods, works or services, must
comply with the financial regulations which the Council has adopted and conform to any

standard form of contract prescribed by the Council®.

* Financial Regulations - May 2000: Contracts section, paragraph 1
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10.5 The financial regulations state that a minimum of three quotations are required as follows’:
] £1,001 to £10,000 - three written tenders or quotations;
] £10,001 to £75,000 - sealed tenders should be sought from contractors for all tenders

in excess of £10,000. At the appointed time the tenders should be jointly opened by
technical and administrative/registry staff, the details noted and the tenders checked
for compliance with all aspects of the specification prior to selection; and

. for contracts over £75,000 the procurement regulations must be followed.

10.6 Both the Consultant and the Building Contractor were contracts in excess of £75,000 and
therefore the procurement regulations applied. From our review, it appears that the tender
processes for the selection of the Consultant (as the project manager) and the first stage
tender for the appointment of the Building Contractor (as the preferred contractor) were
conducted in accordance with the Council's financial and procurement regulations. In
particular, we conclude that the appointment of the Consultant and the Building Contractor

followed an acceptable process, as follows:

] advertised;

] rationalised to invite for interview;

] interviews held to enable a short list for those asked to quote;

. quotes evaluated on a price/quantity matrix; and

. involvement of both Property and Finance and Education in the appointment
process.

’ Financial Regulations - May 2000: Contracts section, paragraph 3
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Appointment of subcontractors by the Building Contractor/the Consultant

10.7 The Financial Regulations state’ that "where an architect, engineer or other consultant, not
in the permanent employment of the Council is engaged to supervise a contract, it shall be a
condition of his/her engagement that he/she should implement the Regulations in all respects

as if he/she were a permanent appointed employee of the Council".

10.8 We understand from both the Principal Project Co-ordinator and Head of Property and
Finance that neither the Building Contractor nor the Consultant/Quantity Surveyor were
provided with the Council's financial and procurement regulations to inform them of the

Council's tender process. This is not in accordance with the financial regulations.

10.9 We consider that each of the contract packages could be regarded as a separate contract.
Given the amounts were over £75,000, in most cases, this would require the procurement
regulations to be applied. They were not in all respects (for example, advertising), though
the Head of Property and Finance has informed us (but has not supplied documentary
evidence) that the procurement methods adopted by the Building Contractor were industry
standard. However, the requirements of these methods are lower than the procurement

regulations.

10.10 The contract was subdivided into separate work packages. These were then tendered by the
Building Contractor. The tender returns were considered by the Building Contractor and the
Consultant/Quantity Surveyor. The Council had set out a requirement for a minimum of
three tenders per package. Subcontractors were then appointed based on the tender returns.

These appointments were not formally approved by the Council.

10.11 Our concern about the above process is the lack of formal approval by the Council. We
would recommend that, the Council considers whether there should be formal approval of
each work package by the Council following recommendation from the project manager,
after it has evaluated the tender returns. This would enable the Council to give a formal

consideration as to the process adopted for tendering each package.

® Financial Regulations - May 2000: Contracts section, paragraph 8
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10.12 Subject to the above recommendation, the Council appears to have adopted a reasonable
approach to the tendering of the individual contract packages. However, given that the
process was not in accordance with the financial regulations in all respects, there should have
been formal consideration of the process to be adopted with approval of the variation to the
financial regulation requirements. We recommend that the process for varying the financial

regulations in such circumstances should be set out in the financial regulations.
Approval for the second stage of the project

10.13 We understand, from the Director of Central Support Services, that no formal approval by
Cabinet was required prior to commencement of the construction phase of a project as

neither the design or cost were significantly different to the original project brief.

10.14 The financial regulations state’ that "Projects (except on-going programmes of minor works)
will be the subject of consultation with the relevant Executive Member prior to
commencement.” This is re-iterated in the financial regulations of April 2007, which states®
that no capital project above the financial limit (i.e. £500,000) should proceed without
having been approved by the relevant Executive Member (even if the project is already

included in the capital programme).

10.15 The Quantity Surveyor wrote to Property and Finance on 19 May 2005 recommending that
the Building Contractor be appointed as the main contractor as approximately 70% cost
certainty had been obtained with regards to the build cost of £25.4 million. The cost
certainty had been obtained from the return of tenders to sub-contractors for various work

packages.

10.16 The Principal Project Co-ordinator recommended to the Director of Education that the tender
submitted by the Building Contractor of £25.4 million be accepted. The recommendation
was accepted by the Director of Education and the Building Contractor was appointed as

main building contractor by the Head of Property and Finance in May 2005.

" Financial Regulations - May 2000: Capital Expenditure section, paragraph 3

8 Financial Regulations - April 2007: Section 14: Capital Expenditure, paragraph 2
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10.17 We have not seen evidence of approval of the commencement of the project from the
relevant Executive Member. We do, however, note that the Director of Education accepted
the tender prior to the formal appointment of the contractor and the commencement of the
project. We would recommend, that in the future, that the approval by the Executive

Member of key decisions be formally recorded.
Approval of cost overruns on packages

10.18 The Financial Regulations require’ that "where the estimated cost of a project has increased
by more than £50,000, the Director concerned must submit a report explaining the reasons
for the increase and the proposed way of financing the increased cost to the relevant
Executive Member at the earliest opportunity.” This limit has increased to £100,000 in the

April 2007 Financial Regulations.

10.19 There was no requirement for the Consultant to seek approval from the Council for
individual cost overruns. Instead, the Council placed responsibility on the Consultant to
monitor the overall cost position to ensure it kept costs within budget. When additional costs
arose, there was an expectation that cost savings would be identified to mitigate the potential

cost overrun.

10.20 However, the cost risk remained with the Council. In our view, a process should have been
established to require the Consultant to seek formal approval for cost overruns, possibly on
individual packages. The absence of such a process has resulted in the Council not receiving
adequate explanations for the cost overruns. However, we understand that the scale and
complexity of some of the items are such that a delay for authorisation may have led to

further increases in costs.

® Financial Regulations - May 2000: Capital Expenditure section, paragraph 5
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10.21 Some of the additional costs arose from changes requested by the Council. These are
referred to as employer authorised changes. There was no formal system within the Council
for recording and approving these changes. We would recommend that for employer-
authorised changes, the Council should require that the changes to be formally approved by

the client, which was Education for the Redland Green School project.
The roles of Education and Property and Finance

10.22 There was a lack of strategic overview of the roles of Education and Property and Finance.

There was also no formal process in place for the approval and recording of decisions.

10.23 The Consultant's cost reports were summarised by the Principal Project Co-ordinator in a one
page financial reconciliation. This was presented at the Education Projects Monitoring
meetings. In our view the one-page reconciliation did not convey the full implications of the
Consultant's cost reports. The narrative in the cost reports lists a number of matters that
could increase costs. It also refers to risks such as the low level of contingency. Although
we understand that the narrative elements within the cost reports were discussed at meetings
between Education and Property and Finance, no formal evidence of such discussions is
available. As a consequence the full cost position is not evidenced as being reported to

Education.

10.24 The financial regulations do not address the reporting between Education and Property and
Finance. We recommend that the financial regulations are reviewed in respect of inter-

departmental arrangements.
Reporting to Cabinet

10.25 Under the May 2000 Financial Regulations, the Chief Financial Officer must submit

quarterly monitoring reports to Cabinet on the capital programme overall'’.

' Financial Regulations - May 2000: Capital Expenditure section, paragraph 6
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10.26 Education was made aware of a potential cost overrun of £730,000 following the
presentation by the Consultant of cost report 4A on 9 January 2006. This potential cost
overrun was not reported to Cabinet at its meetings of 6 February 2006 or 15 June 2006. We
conclude that the Council's Financial Regulations, in place at the time of the project, were

not complied with.

10.27 In addition, as noted above, in our view the one-page reconciliation of costs presented by
Property and Finance at the Education Project Monitoring meetings did not convey the full
implications of the Consultant's cost reports. Therefore Education may not have complied
with the financial regulations requirement to provide a report of the full cost position to

Cabinet on a quarterly basis.

10.28 We would recommend that, for future projects, the Financial Regulations are complied with

in respect of reporting to Cabinet.
Reporting to the Executive Member

10.29 Under the April 2000 financial regulations, directors must submit quarterly reports to the
relevant Executive Member setting out the latest estimates of costs and phasing of the
services capital programme''. Directors must report quarterly to the relevant Executive

Member on projected expenditure against the budget for the year'>.
10.30 Chief Officers are required to:

. prepare quarterly returns of estimated final costs of schemes in the approved capital
programme for submission to the Executive and the Director of Central Support

Services;

. prepare and submit reports to the Executive Member of any variation in contract

costs greater than the approved limits; and

" Financial Regulations - May 2000: Capital Expenditure section, paragraph 4

'2 Financial Regulations - May 2000: Revenue Expenditure section, Budget monitoring , paragraph 1
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. prepare and submit reports to the Executive Member on completion of all projects

where the final expenditure exceeds the approved budget by more than £100,000.

10.31 We are informed that there were regular meetings between Education and the Executive
Member for Education at which cost information was reported. However, these meetings
were not minuted. The Director of Central Support Services has provided information about
the updating of the Executive Member for Capital Projects and Regeneration in March 2006
and June 2006. However, although it appears that the Executive Member did receive
updates, the meetings were not minuted, and therefore the full extent of information provided
is not apparent. We recommend that notification of cost overruns and major events on

projects to the Executive Member are formally recorded.
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11 RECOMMENDATIONS

Recommendations Agreed Management Response Officer Responsible Date
The Council should review its project management Yes Guidance is to be included in a Head of Property March 2008
processes. This review should address the following: procedure guide for partnering and Finance

a) the rationale for the procurement process construction contracts.

adopted and the formal approvals for
commencement of first and second stage
procurements;

b) the need for a robust cost plan and risk
assessment at the outset of a project;

c) the setting of remits, responsibilities and
objectives for key individuals and Boards,
including responsibility for monitoring of the
budget;

d) the allocation of responsibilities between
departments;

e) the approval of the appointments of contractors
on individual tender packages;

f)  the documenting of the process;

g) risk management and allocation throughout the
project; and

h) the formal reporting of cost risks and overruns
to members.
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(0Jiildy
Responsible

The Council should formally
consider the cost risks it faces in
partnering arrangements, including:

a) undertaking a cost benefit
analysis of enhancing its in-house
capabilities and resources to enable
it to act as an informed client;

b)  considering the use of external
consultants to gain additional
assurance, for example, the use of an
independent quantity surveyor; and

c)  assessing the cost benefit of a
transfer of risk by reverting to a
fixed price contract.

Yes

For major projects the design,
project management and quantity
surveying roles are to be separated
and independent technical advice is
to be considered. Also, risk transfer
is to be included in the procedure
guide.

Head of Property
and Finance

March 2008
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The Council should ensure that its
financial regulations, procurement
regulations and/or supporting guidance
consider:

a) the operation of service level
agreements between departments;

b) the reporting to the Executive
Member of risk assessments throughout
the project;

c) the process for setting the level of
cost certainty required (and a requirement
to explain variations to the level of cost
certainty set at the outset of the project);

d) the approval for the commencement
of the Stage 2 construction phase; and

e) the process for approval of variations
to the financial regulations.

Agreed
Yes

Management Response

Guidance is to be incorporated in
supplementary guidance for capital
programme management/monitoring.

Strictly private and confidential

Officer Responsible Date

Head of Corporate Finance | March
and Procurement 2008
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APPENDIX 1
SOURCES OF INFORMATION
1.1 Meetings with the following members of the Council's staff:
. Director of Central Support Services;
. Head of Property and Finance;
. Cost Control and Contracts Manager;
. Principal Project Co-ordinator;
. Strategy Leader for Capital, Assets and School Organisation; and
. School Organisation Officer.
1.2 Minutes for the majority of the following meeting forums:
. Education Projects Monitoring meetings;
. Site Progress meetings;
] Client Team meetings; and
. Cabinet meetings.
1.3 Review of documents inter alia:
. files of the design tender process, which include the selection process of the
Consultant as the preferred multi-disciplinary practice;
. files of the contractor tender process, which include the selection process for the
Building Contractor;
. the Consultant's cost reports 1 to 14;
. Property and Finance's monthly financial reconciliation reports June 2005 to
July 2007;
. the Council's Financial and Procurement Regulations; and
. letters from the Head of Property and Finance to BDP dated 9 February 2006,
17 February 2006, 11 May 2006, 20 June 2006 and 17 August 2006 and letter from
BDP dated 5 June 2006.
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Bristol City Council

Redland Green - Chronology

Date Description of event

27/11/2001 A report by the Deputy Leader and the Executive Member for Education and Lifelong Learning presented to the
Full Council meeting setting out their recommendations and background including findings from the
consultation process and analysis of demand for secondary places across the city performed by Arthur
Anderson, a consulting firm.

07/12/2001 The Cabinet meeting resolved that the proposal for a new secondary school in North Bristol shall proceed to the
next stage of evaluation, and to a basic need bid. The Cabinet set the size of the school at 945.

31/05/2002 Report to Cabinet identified the funding approach for the North Bristol school. It was decided that the Redland
Playing Field be approved as the preferred option for the new secondary school in North Bristol, subject to a
detailed feasibility study. It was also reaffirmed that a basic need bid should be submitted.

The Council contracted with Alec French Partnership in 2002 to prepare a concept design (Stage C) for the
New North Bristol school.

26/09/2002 Cabinet meeting noted that the capital cost of a 945 place school was estimated to be around £15.6 million and
that the basic need bid would be capped at around £7.1 million.

17/10/2002 OJ/S advertisement to appoint an architect lead multi-disciplinary team for the design and contract supervision
of New North Bristol Secondary School Redland and a new 1080 Fairfield Secondary School.

21/11/2002 Email from the Principal Project Co-ordinator stating 61 design teams submitted tender documents. 16 design
teams had been selected for short list.

03/12/2002 16 remaining design teams evaluated. Final 8 selected and invited for interviews on 12 and 16 December 2002

12/12/2002 OJEC notice for construction of 2 school buildings in Bristol
23/12/2002 Final 4 design teams selected and invited to tender.
Key Facts sheet and Stage C drawings issued.
16/01/2003 The Consultant appointed as multi-disciplinary practice
06/02/2003 Memo from the Principal Project Co-ordinator stating 15 contractors had applied to go on the tender list.
19/02/2003 Top 6 contractors evaluated and scored.
10/03/2003 Letters sent inviting 6 contractors for interviews on 27 March 2003
01/04/2003 First stage tender document - employers requirements

16/06/2003 The Building Contractor was appointed as the preferred Partnering Contractor. There was no commitment at
this stage. The Building Contractor had to produce a tender within budget as that was the point at which it
would be formally appointed by the Council.

Feb 04 The Council issued an Employers Requirements document to the Consultant/Quantity Surveyor
April-04 Planning Application for the Redland School project submitted. In addition Stage D drawings issued by the
Consultant

Sub-contractor tenders issued
Sub-contractor tenders evaluated and packages approved

20/04/2005 Roles and Responsibilities allocated by Education

19/05/2005 The Quantity Surveyor wrote to the Principal Project Co-ordinator stating that approximately 70% fixed fee
element of the £26,490,000 budget had been confirmed with the Building Contractor through the tendering of
packages and included a risk register of those packages not yet tendered

20/05/2005 Head of Property and Finance issued a letter of intent, dated 20 May 2005, on behalf of the Council to enter
into a contract with the Building Contractor as the main contractor
13/06/2005 Construction on site commenced

19/08/2005 Cost report 1 issued. Anticipated cost approximately £71,000 in excess of the contract sum of £25,421,210.
Remaining contingency amounts to £325,948.
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30/09/2005

31/10/2005

02/12/2005

09/01/2006

10/02/2006
07/04/2006
05/05/2006

03/07/2006

28/07/2006

01/09/2006

14/09/2006

27/09/2006
09/10/2006

17/10/2006

Nov-06

07/12/2006

08/03/2007

Mar-07

13/06/2007
15/06/2007

13/09/2007

October 2007

Cost report 2 issued. Anticipated costs approximately £705,500 in excess of the contract sum. The remaining
contingency balance now only £32,462

Cost report 3 issued. Anticipated costs approximately £732,000 in excess of the contract sum. The remaining
contingency balance now only £5,968.

Cost report 4 issued. Total estimated cost estimated to amount to approximately £817,500 in excess of the
contract sum. No remaining contingency. Estimated cost approximately £80,000 over original contract budget.

The Consultant report verbally on Cost Report 4A at a meeting with Education. Recommended an increase in
budgeted costs of £730,000 to bring new budget to £26,151,210. Budget increase was not approved by the
Council as the intention was for the Consultant to identify cost savings to bring project back in budget.

Cost report 5 issued. Total cost estimated to be within new project cost of £26,151,210.

Cost report 6 issued. Total cost estimated to be within new project cost of £26,151,210.

Cost report 7 issued. Total estimated cost approximately £57,000 over new project cost (£787,000 over original
contract sum)

Cost report 8 issued. Total estimated cost approximately £5,800 over new project cost (£735,800 over original
contract sum)

Cost report 9 issued. Total estimated cost approximately £433,000 over new project cost (£1,163,000 over
original contract sum)

Cost report 10 issued. Estimated total cost of the contract is £29,528,505 (approximately £3,377,000 over new

project cost) being the mid-point in a cost range of £29.25m to £29.75m. Increase of £4,107,000 over original
contract sum.

At the Cabinet meeting it was reported that the Redland Green School project had an estimated overspend of
£1,112,585 based on the revised budget of £30,535,000 (this excluded the BSF grant of £1 million). It was
stated that the overspend would be financed from the unallocated balance of receipts from the former Henbury
School site and from 2007/08 DfES borrowing allocations.

Resources Scrutiny meeting
Briefing note prepared by the Principal Project Co-ordinator to inform members and officers of the projected
overspend on the Redland School project. States that Cost Report 10 shows a £3.5m overspend.

Document prepared by the Consultant/Quantity Surveyor titled "LN09155: Redland Green Summary of
Additional Costs which provides brief explanations of the major reasons for additional costs.

Cost report 11 prepared by the Consultant but not submitted to the Council following verbal instructions from
the Principal Project Co-ordinator not to issue cost reports if there was no change to the cost position

The Capital Programme 2006 - 2009 report issued to Cabinet states projected overspend of £1m to Sept 2006.
It is noted that latest architect cost reports indicated substantial further additional costs relating to a large
number of architect modifications. It was reported that independent quantity surveyors had been retained to
review the cost schedules. The capital programme report showed the capital budget for the Redland School
project as £32.6 million

The Capital monitoring report circulated at the Cabinet meeting on 8§ March 2007 again reported that
substantial further additional costs had been reported in latest cost reports. As a result of pressures on the
capital programmes, £2 million was allocated from 2006/2007

Cost report 12 prepared by the Consultant but not submitted to the Council following verbal instructions from
the Principal Project Co-ordinator not to issue cost reports if there was no change to the cost position

The construction phase of Redland Green School completed. Handover of the site to the Council.

Cost report 13 submitted. Estimated total cost of the project at £30,592,445 i.e. £5,171,234 over the contract
sum (this included a general provision of £200,000).

Capital Programme Report circulated to Cabinet identified increased costs as the latest architect's cost report
(dated June 2007) indicated a further increase of £1.7 million

Cost report 14 issued
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"Property and Finance"

"Education"

"BDP" / "Consultant”

"Clarus" / "Quantity Surveyor"

"Cowlin" / "Building Contractor"

"Alec French Partnership"

Strictly private and confidential
APPENDIX 3

Department of Property and Finance. The department
responsible for project liaison services between the Consultant,
the Quantity Surveyor, the Building Contractor and the
Council.

Department for Education and Lifelong Learning, later known
as Children and Young People Services (CYPS). Budget
holders for the Redland Green School project.

Building Design Partnership. Appointed as the
multi-disciplinary practice to design Redland Green School
and undertake other key functions, including project
management and quantity surveying.

Clarus PCM Limited. Subsidiary company of BDP to which
BDP subcontracted the quantity surveying service for the
Redland Green School project.

Cowlin Construction Limited. Appointed as main building for
the Redland Green School project.

The Alec French Partnership. Architects engaged to undertake
a detailed feasibility study on a number of alternative locations
for the new North Bristol secondary school. The feasibility
report included concept drawings for two alternative sites
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COST REPORTS

Cost reports, prepared by the Consultant, were provided to the Principal Project Co-ordinator
during the construction phase on an almost monthly basis for analysis and distribution within

the Council.

As noted in Section 8 of our report, the Principal Project Co-ordinator summarised the cost
reports and produced a monthly financial reconciliation which he presented at the Education
Projects Monitoring meetings. The financial reconciliations detailed costs to date and were

based on figures reported by the Consultant.

The Strategy Leader for Capital, Assets and School Organisation was responsible for
informing the Assistant Director of Education of any slippage or variation to programme and

COSts.

We summarise below our review of each of the Consultant's cost reports issued during the

construction phase.

Cost report 1 issued August 2005

Cost report 1 estimated costs to be approximately £71,000 over the employer's authorised
budget (the contract sum of £25,421,210). Of the £738,050 contingency £412,102 had been
utilised, leaving £325,948 for the remainder of the project.
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APPENDIX 4
Report summary
Cost report 1 £ £
Contract sum 25,421,210
Compensation events:
Anticipated 470,000
Notified 13,088
Implemented - 483,088
25,904,298
Contingency utilised (412,102)
Total cost to date 25,492,196
1.6 The report states that it was considered prudent to retain the contingency of £325,948 against
any costs arising from:
. unforeseen events;
. ongoing variations; and
. tender returns being in excess of allocated budgets.
1.7 The report noted that it did not include individual values against items noted as “Contractor

Quotation Awaited” or “To be advised” (Tba) as those items were being quantified. It was
considered that these items could be accommodated within the remaining contingency

allowance.

Education Projects Monitoring meeting

1.8 No cost overrun was reported at the Education Projects Monitoring meeting held on
15 September 2005. The Principal Project Co-ordinator informed us that this was because
the overrun was funded via the contingency allowance and it was expected that the

additional items could be contained within the remaining contingency.
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Cost report 2 issued September 2005

1.9 Cost report 2 reported that the budget was being maintained but that that had only been
achieved by a near total commitment of the contingency sum. Compensation events of
£705,588 were to be funded via the £738,050 contingency, leaving £32,462 of the

contingency fund for the remainder of the project.

Report summary
Cost report 2 £ £
Contract sum 25,421,210

Compensation events:

Anticipated 692,500
Notified 13,088
Implemented - 705,588
26,126,798
Contingency utilised (705,588)
Total cost to date 25,421,210
1.10 The main components the additional costs comprised:
£
Substructures 100,000
Drainage and Service Ducts 32,500
Structural Steelwork 118,000
Space Planning 134,000
Services 79,000
Landscaping 242,000
Total 705,500
1.11 Cost report 2 made reference to the fact that no financial provision had been made in respect

of additional costs arising from any prolongation of the contract or from any re-programming
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exercise that may be carried out by the Contractor. The report does not quantify these

potential costs.

1.12 For the purpose of cost report 2, a provisional allowance, at that stage £100,000, was

included against items noted as “Contractor Quotation Awaited” or “To be advised” (Tba).

1.13 It was also noted that any future additional costs (including those resulting from
Compensation Events or sub-contract tender returns) will result in the Employer's budget

being exceeded unless mitigating savings could be achieved.

Site Progress meeting

1.14 A critical cost position was noted at the site meeting of 12 October 2005. The minutes state
that the report "demonstrates a critical cost situation where the authorised budget of
£25,421,210 is under threat from the expenditure of the design contingency. BCC again

emphasised that savings must be sought from wherever possible and however modest.”

Education Projects Monitoring meeting

1.15 No cost overrun was reported at the Education Projects Monitoring meeting held on
20 October 2005. Per the Principal Project Co-ordinator, this was because the overrun was
funded via the contingency allowance and the Contractor had been informed at the Site
Progress meeting on 12 October 2005 that savings needed to be achieved to bring the cost

back within budget.

Cost report 3 issued October 2005

1.16 Cost report 3 again stated that the budget was being maintained, but only with the "near
total" commitment of the contingency fund. Compensation events of £732,082 were to be

funded via the £738,050 contingency, leaving £5,968 contingency for the remainder of the

project.
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APPENDIX 4
Report summary

Cost report 3 £ £
Contract sum 25,421,210
Compensation events:
Anticipated 627,500
Notified 104,582
Implemented - 732,082

26,153,292
Contingency utilised (732,082)
Total cost to date 25,421,210

1.17 Cost report 3 noted the same position as that in cost report 2 with regards to the re-

programming exercises and future additional costs. It was, however, reported that a number
of items had been suggested where it was considered cost reductions could be achieved,

which remained open for discussion.

Site Progress meeting

1.18 Cost report 3 was discussed at the site meeting of 9 November 2005. It was noted that once
more the report demonstrates a critical position with the near total commitment of the design
development and contingency allowances. The meeting assessed a review of possible
savings on a sheet "value engineering items for discussion". The project was noted to be two

weeks behind schedule.

Education Projects Monitoring meeting

1.19 At the Education Projects Monitoring meeting, held on 17 November 2005, the Principal
Project Co-ordinator reported that costs remained tight, but on budget and that there was not
a lot of contingency left. However, the contingency was being rebuilt through value
engineering exercises. We understand from the Principal Project Co-ordinator that, at the
time, he was involved in discussions with the Consultant, the Quantity Surveyor and the

Building Contractor on possible cost savings.
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Cost report 4 issued December 2005

1.20 Cost report 4 estimated compensation events of around £817,500. The contingency of
£738,050 was fully utilised against the compensation events leaving the project around
£80,000 over budget.

Report summary

Cost report 4 £ £

Contract sum 25,421,210

Compensation events:

Anticipated 713,000

Notified 104,582

Implemented - 817,582
26,238,792

Contingency utilised (738,050)

Total cost to date 25,500,742

Total overspend 79,532

1.21 Cost report 4 noted that the Building Contractor had submitted a quote of £40,620 for the re-
programming exercise and that there would also be costs submitted by the M&E sub-
contractor. In addition, the provisional allowance for items noted as “Contractor Quotation
Awaited” or “To be advised” (Tba) was increased from £100,000 to £150,000.

1.22 The report again noted that the contingency was fully utilised and that future costs from

Compensation Event Notifications ("CEN's") or subcontractor returns will result in the
budget being exceeded unless mitigating savings could be achieved. It was stated that the
Consultant intended to carry out a financial risk analysis prior to the issue of the next report

as a basis for projecting the likely out-turn cost of the project.
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Site Progress meeting

1.23 Cost report 4 was not issued at the site progress meeting of 7 December 2005 but it was
verbally commented on. It was estimated that costs were £80,000 in excess of contract sum.
The minutes note that "BCC stated that the Project Team will need to go back to the
education department in January 2006 with a studied response explaining the current cost
position with possible savings and a request for more funding. As part of this the Quantity
Surveyor and the Consultant will prepare a risk analysis to establish the confidence level of

future costs."

Education Projects Monitoring meeting

1.24 At the Education Projects Monitoring meeting held on 22 December 2005, the Principal
Project Co-ordinator reported that costs were currently £80,000 over budget and that the
team were looking for cost savings. He reported that the design team would meet the
Strategy Leader for Capital, Assets and School Organisation and the Schools Organisation
Officer in January 2006 to run through additional costs and suggest a list of savings to bring

the project back on budget.

Cost savings meeting between the Consultant, the Quantity Surveyor and Education

1.25 A meeting was held on 9 January 2006 between the Consultant, the Quantity Surveyor and
the Council's Education Department to explain the cost position and where possible savings

could be achieved.

1.26 No minutes to this meeting have been provided to us.

Site Progress meeting

1.27 At the Site Progress meeting, held on 11 January 2006, The Quantity Surveyor verbally
reported on Interim Cost report 4A (which was discussed at the cost savings meeting held on
9 January 2006). The estimated cost was approximately £730,000 in excess of the initial
contract sum of £25,421,210, i.e. £650,000 over the estimate given in cost report 4. This
appears to be the revised costs position following the risk analysis exercise referred to at the

site progress meeting of 7 December 2005.
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Cost report 5 issued February 2006

1.28 Cost report 5 showed no change in the total estimated cost of the project from that reported
in interim cost report 4A, namely that expected final costs were estimated to be £730,000
over initial contract sum. This was principally from a re-instatement of the Design Reserve
and Contingency allowance of £730,000. This was noted as being in accordance with a

presentation to the Council on 9 January 2006 and cost report 4A.

Report summary
Cost report 5 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210

Compensation events:

Anticipated 776,800

Notified 329,802

Implemented - 1,106,602
27,257,812

Initial contingency fully utilised (738,050)

Re-instated contingency (368,552)

Total cost to date 26,151,210

1.29 This shows that of the £730,000 re-instated contingency some £368,552 had been utilised
leaving a balance of £361,448.

1.30 Cost report 5 noted that although cost savings of £101,500 had been made, continuing
expenditure against issued and anticipated CEN's, Early Warning Notices ("EWN's") and
Project Manager's Instructions Issued (PMI's) was estimated to amount to approximately
£1,106,500 (which included a provisional allowance of £350,000 against items noted as

“Contractor Quotation Awaited” or “To be advised” (Tba) as those items were being

quantified).
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1.31 The report noted that although approved savings, from revising the stairs 1 & 2 partitions
and from reducing the FF&E budget, had been made and included in the report, no further

savings had been identified to reduce the overspend.

1.32 The report again stated that no financial provision had been made in respect of additional
costs arising from any prolongation of the contract or individual sub-contracts in connection
with the Block F works or from the recent re-programming exercise carried out by the

Contractor which is limited to the substructure element of the works only.

1.33 A Risk Register was appended to this report which identified those items which could impact
upon the estimated costs. However it did not include the value of the risk items, only

probability and impact on a scale of 1 to 5 (with 1 being unlikely and 5 being certain).

Education Projects Monitoring meeting

1.34 At the Education Projects Monitoring meeting, held on 17 February 2006, the Principal
Project Co-ordinator reported that the project was running well, however, the final cost of
the project was estimated to be £730,000 over budget. He noted that no particular reason for
the cost overrun could be given by the Consultant. He informed the meeting that a meeting
has been set up with the Consultant's senior management to discuss BCC's dissatisfaction

with the Consultant's cost control and to devise ways of getting the project back on track.

Client Team meeting

1.35 At the Client Team meeting held on 28 February 2006 the Principal Project Co-ordinator
reported that the project was not progressing well from a financial point of view and

re-iterated that cost savings needed to be achieved.

Cost report 6 issued April 2006

1.36 Cost report 6 showed no change in the total estimated cost of the project from that reported

in Cost report 5, namely project costs were expected to be £730,000 over initial contract

sum.
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Report summary

Cost report 6 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210
Compensation events:
Anticipated 833,164
Notified 461,366
Implemented 105,746 1,400,276

27,551,486
Initial contingency fully utilised (738,050)
Re-instated contingency (662,226)
Total 26,151,210
Total overspend from original contract sum 730,000

1.37 Additional design development costs were allocated to the additional recommended

£730,000 contingency. The remaining balance of the contingency was £67,774. The report
anticipated that this would be insufficient. It notes that "ongoing and future design
development will undoubtedly result in further expenditure greater than the remaining
allowance resulting in an increase to the currently anticipated cost.” The report states that it

was not possible to assess the extent of this expenditure.

1.38 In addition, the report again stated that no financial provision had been made in respect of
additional costs arising from any prolongation of the contract or from the CP02 re-
programming exercise carried out by the Contractor and the subsequent CPO3 re-

programming exercise.

1.39 The following costs had also been specifically excluded from the report pending

confirmation of requirements. No estimate for works were made in the report:

a) Removal of excavated material from site and/or alternative measures;
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b) Additional allotments & garden for the school;
c¢) Turfing & irrigation of Kellway Avenue sport pitches;

d) Demolition of existing Kellaway Avenue pavilion (originally BCC).

Continuing expenditure against issued and anticipated CEN’s, EWN’s and PMI’s was
estimated to amount to approximately £1,400,276 (which included a provisional allowance
of £400,000 against items noted as “Contractor Quotation Awaited” or “To be advised”

(Tba) as those items were being quantified).

A Risk Register, again not quantifying the value of the risk items, was appended to this

report.

Site Progress meeting

At the Site Progress Meeting held on 12 April 2006, it was noted that the costs were still
£730,000 over the contract sum. Various cost saving ideas were discussed (e.g. retaining
soil on site, omitting secondary steelwork to fourth floor Block C). Also, it was discussed
that the cost for storing steel to mitigate potential time overruns would be £1,200 per week

and could be for a three week period.

Education Projects Monitoring meeting

At the Education Projects Monitoring meeting, held on 20 April 2006, it was reported by the
Principal Project Co-ordinator that problems on cost were arising and that the final project
cost was now estimated at £750,000 above budget. He noted that large savings had been
offered by the Consultant but on further investigation have shown to offer no net cost
reduction. As a result, cost meetings with the Consultant and the Building Contractor, to be

chaired by the Head of Property and Finance, were set up to resolve these issues.

Cost report 7 issued May 2006

Cost report 7 estimated costs to be approximately £787,465 over the original contract sum.
The report noted that on-going and future design development would undoubtedly result in

further expenditure and continuing increases in the currently estimated cost.
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Report summary
Cost report 7 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210

Compensation events:

Anticipated 923,165

Notified 496,604

Implemented 105,746 1,525,515
27,676,725

Initial contingency fully utilised (738,050)

Re-instated contingency fully utilised (730,000)

Total 26,208,675

Total overspend from original contract sum 787,465

1.45 The report referred to the same items, as listed in cost report 6, as being excluded from
estimated costs as no requirements had been confirmed.

1.46 The cost of the CP02 re-programming exercise carried out was estimated to be in the order
of £14,000.

1.47 Continuing expenditure against issued and anticipated CEN’s, EWN’s and PMI’s was
estimated to amount to approximately £1,525,515 (which included a provisional allowance
of £490,000 against items noted as “Contractor Quotation Awaited” or “To be advised”
(Tba) as those items were being quantified). This has resulted in the additional
recommended £730,000 contingency being fully expended.

1.48 A Risk Register, again not quantifying the value of the risk items, was appended to this
report.

© Grant Thornton UK LLP. All rights reserved Strictly private and Bristol City Council - Redland Green School

confidential. This appendix forms an integral part of the Grant Page 12

Thornton report dated 8 February 2008



Strictly private and confidential
APPENDIX 4

Education Projects Monitoring meeting

1.49 At the Education Projects Monitoring meeting, held on 18 May 2006, the Principal Project
Co-ordinator reported that the final project cost was now estimated at £1 million above
budget. Regular cost meetings had been held with the Consultant and the Building
Contractor. The minutes state that the Head of Property and Finance had written to the
Consultant's Chief Executive complaining about the very poor service and escalating costs.
The Council had also been briefing legal regarding the possibility of claim against the
Consultant, though the Principal Project Co-ordinator noted that the cost overrun at 4% of
the contract sum may be within the realms of acceptable accuracy.

1.50 Following the meeting, the Principal Project Co-ordinator submitted an itemised report to the
Strategy Leader for Capital, Assets and School Organisation explaining the additional costs.
In summary:

Summary of additional costs incurred - £
Redland Green School - May 2006

Substructures 301,000
Drainage 165,000
External Services 20,000
Siteworks 301,000
Reinforced concrete frame 11,000
Steelframe 202,000
Roof 8,000
Mechanical & Electrical installations 52,000
Internal Finishings 59,000
Sundries 506,000
Surplus excavated material on site 200,000
Contingency utilised (800,000)
Total amount of over expenditure 1,025,000

1.51 We understand from the Strategy Leader for Capital, Assets and School Organisation that
this report was provided to the Assistant Director of Education who, in turn, liaised with the
Director of Central Support Services and the CYPS Directorate re Cabinet reporting.
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1.52 A follow up Education Projects Monitoring meeting was held on 26 June 2006 where it was
noted that a savings meeting had been held with the Consultant and the Building Contractor
and that this should create significant savings. Communications following the meeting show
that the Consultant had been asked to undertake value engineering exercises on certain areas
of the project e.g. reducing the area of suspended ceilings, changing the circulation floor
finish etc. No estimate of potential savings were discussed at the meeting. The Consultant

estimated additional fees of £20,000 to undertake the value engineering exercises.

Cost report 8 issued July 2006

1.53 Cost report 8 estimated costs to be approximately £735,788 over budget (i.e. a reduction of
£51,677 from the previous report). The savings were as a result of favourable returns for
recent sub-contract tenders, principally those for lifts, fitted furniture and the all-weather

sports pitch.

1.54 As previously reported, the recommended additional £730,000 contingency had been fully

expended. No further recommendations for a contingency allowance were provided.
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Report summary

Cost report 8 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210
Compensation events:
Anticipated 869,912
Notified 498,180
Implemented 105,746 1,473,838

27,625,048
Initial contingency fully utilised (738,050)
Re-instated contingency fully utilised (730,000)
Total 26,156,998
Overspend from original contract sum 735,788
Employer's authorised changes to budget (164,000)
Total over "authorised cost' 571,788

1.55 Of the reported overspend of £735,788 some £164,000 related to provisional values

described as employer authorised changes. The estimated total cost over "currently

authorised cost" was therefore reported as £571,788.

1.56 Cost report 8 noted that continuing expenditure against issued and anticipated CEN’s,
EWN’s and PMI’s was estimated to amount to approximately £1,473,838 (which included a
provisional allowance of £575,000 against items noted as “Contractor Quotation Awaited” or

“To be advised” (Tba) as those items were being quantified)

1.57 It was noted that although cost report 8 showed a significant improvement in the financial
position since the last report, on-going and future design development would undoubtedly
result in further expenditure and continuing increases in the currently estimated cost. It was
noted in the report that at the time it was not possible to meaningfully assess the extent of

this expenditure.
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1.58 The following costs had also been specifically excluded from the report pending

confirmation of requirements:

a) Removal of excavated material from site and/or alternative measures;

b) Additional allotments & garden for the school;

¢) Addition of floor boxes for services distribution; and

d) Remedial works resulting from cracks in the existing building adjacent the pavilion.
1.59 Again, the risk register appended to the report provided no value of the risk items listed.

Education Projects Monitoring meeting

1.60 At the Education Projects Monitoring meeting, held on 20 July 2006, the Principal Project

Co-ordinator reported that the project remained on programme, however, all of the

contingency had been utilised.

Cost report 9 issued August 2006

1.61 Cost report 9 estimated the total build cost would be £26,584,524, being £1,163,314 over the

original contract sum. As previously reported the additional recommended £730,000

contingency have been fully expended.
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Report summary

Cost report 9

Contract sum

Additional funding required
Revised contract sum
Compensation events:
Anticipated

Notified

Implemented

Initial contingency fully utilised
Re-instated contingency fully utilised

Total

Overspend from original contract sum

Employer's authorised changes to budget

Total over "'authorised cost"

1,169,045
626,573

105,746

Strictly private and confidential

25,421,210
730,000

26,151,210

1,901,364

28,052,574
(738,050)
(730,000)

26,584,524

1,163,314
(286,774)

876,540

APPENDIX 4

1.62 Of the reported overspend of £1,163,314 some £286,774 was made up of employer

authorised changes. Therefore, the estimated total cost over the "currently authorised

budget" was £876,540.

1.63 Continuing expenditure against issued and anticipated CEN’s, EWN’s and PMI’s was

estimated to amount to approximately £1,901,364 (which included a provisional allowance

of £900,000 against items noted as “Contractor Quotation Awaited” or “To be advised”

(Tba) as those items were being quantified). This was an increase of £427,526 over that last

reported. Although mitigated by further favourable tender returns and release of unexpended

provisional sums, the increase principally resulted from:
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£
Service installations - pending saving/value engineering exercise 100,000
Sand-slitting Kellaway Avenue pitches 25,000
IT cabling to comply with Krone standards — Employer requirement 25,000
Old Fairfield School works — Employer requirement 60,000
Kersteman Road works — Employer requirement 32,500
External services connections 50,000
Programme CP02 implementation — previously excluded 15,000
General works 117,500
Total 425,000

1.64 Cost Report 9 noted that, although no financial provision had been made for the CP04 re-

programming exercises carried out by the Building Contractor, costs were estimated at

£465,000.

1.65 In addition to the items listed in cost report 8, the following costs had also been specifically

excluded from the report pending confirmation of requirements:
a) Saving/value engineering exercise for services installations;
b) Additional cost of delay to Kersteman Road works;

¢) Additional works to Old Fairfield School; and

d) Addition of interview room in Block A.

1.66 There was no change to the format of the Risk Register appended to the report.

Education Projects Monitoring meeting

1.67 At the Education Projects Monitoring meeting, held on 17 August 2006, the Principal Project
Co-ordinator reported that the project was three weeks behind programme and had an

overspend of approximately £1.09 million on budget.
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Cost report 10 issued September 2006

1.68 Cost report 10 incorporated all matters known, and anticipated, to the end of the contract
following a request by the Council after cost report 9 had been issued. The report estimated

the total cost of the project at £29,528,505 i.e. £4,107,295 over budget.

1.69 The report noted that given the continuing level of design and development and works
packages for which tenders were still awaited, it would be prudent to consider the current

cost estimate as being the mid-point in a cost range of £29.25 million to £29.75 million.

Report summary
Cost Report 10 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210

Compensation events:

Anticipated 1,632,440
Notified 1,772,159
Implemented 105,746
Projected to end of the project 1,285,000 4,795,345
30,946,455
Initial contingency fully utilised (738,050)
Re-instated contingency fully utilised (730,000)
Adjustment to contingency utilised 50,000
Total 29,528,505
Overspend over original contract sum 4,107,295
Employer's authorised changes to budget (1,108,843)
Total over "authorised cost" 2,998,452
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1.70 In cost report 9 the initial contingency and the contingency re-instated in cost report 4A were
fully expended. However, in the summary for cost report 10 the contingency expended
reduced by £50,000. This suggests that £50,000 was being held as a contingency against
costs not included in the cost summary. We have shown this as an adjustment to the level of

contingency utilised.

1.71 Of the reported overspend some £1,108,843 represented employer authorised changes. The
estimated total cost was reported to be currently over budget by £2,998,452. The principle

reasons for the increase in cost were noted to be as follows:

£
Implications of programmes CP04 & 05 715,000
Disposal of surplus spoil 170,000
Further EWN’s issued to date 100,000
Further EWN’s/CEN’s anticipated at the time of the report 500,000
Further CEN’s projected to end of contract 1,035,000
General revisions to mitigate future financial risk 400,000
Total 2,920,000
1.72 The report again noted that all contingency allowances had been fully expended, including
the additional £730,000 previously recommended.
1.73 Cost report 10 noted that a provisional allowance of £765,000 was included against items

noted as “Contractor Quotation Awaited” or “To be advised” (Tba) within issued and

anticipated CEN’s, EWN’s and PMI’s where the cost of those items was unknown.

Education Projects Monitoring meeting

1.74 At the Education Projects Monitoring meeting held on 21 September 2006 the Principal
Project Co-ordinator reported that the project had an overspend of approximately
£1.09 million on budget. This was based on cost report 9. He noted that a major cost

meeting was going to be held on 29 September 2006 to update the cost position.
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Cost meeting on 29 September 2006
1.75 The following possible savings were identified at the meeting between the Council and the
Consultant:
. Omit fence and paving to green roof. Maximum saving c£120k;
. Revisit the floor finishes agreed with the school and reduce the specification: £15k;
. Omit the benches in the street and the greenhouse abutting Block F: £25k;
. Do not enhance the acoustic performance of the Street: possibly £20k;
. Resurrect the proposal for reducing the lux level in the Street: £20k;
. Use grass in lieu of sedum for the ramped section of the green roof: £5k;
. Omit mini-bus garages: £50k;
] Omit path and arbour at north east of the site: £10k;
. Omit SLD Garden and Play Area: no cost saving quantified;
] Revisit the school's IT brief to make radical reductions;
. Do not fit out Block C: no cost saving quantified but noted as significant;
. Do not fit out Gymnasium: no cost saving quantified but noted as significant;
. Omit Bishop Road sports pitches: £200k;
. Forego the mitigation of overheating: £250k;
. Reduce the extent of external lighting: £4k; and
. Reduce the specification of the sanitary ware: £5k.
1.76 The Consultant stated that some of the proposed changes would be politically unpalatable

and some would unravel decisions previously taken. It was also noted that procurement was
at a very high level and construction is well advanced, therefore actual savings would differ

from the estimates provided.
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Cost report 11 dated November 2006

1.77 Cost report 11 was not submitted to the Council following verbal instructions from the

Principal Project Co-ordinator not to issue cost reports if there was no change to the cost

position.

Report summary
Cost report 11 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210

Compensation events:

Anticipated 1,449,701

Notified 2,054,898

Implemented 105,746

Projected to end of the project 1,185,000 4,795,345
30,946,555

Initial contingency fully utilised (738,050)

Re-instated contingency fully utilised (730,000)

Adjustment to contingency utilised 50,000

Total 29,528,505

Overspend over original contract sum 4,107,295

Employer's authorised changes to budget (1,108,843)

Total over "authorised cost" 2,998,452

1.78 The cost report states that the total estimated cost of the project remains at £29,528,505. It

was, however, anticipated by all parties that this cost will reduce once all outstanding

quotations are submitted and agreed and that no further major changes are required.
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A provisional allowance of £625,000 was included against items noted as “Contractor
Quotation Awaited” or “To be advised” (Tba) within the expenditure against issued and

anticipated CEN’s, EWN’s and PMI’s.

Education Projects Monitoring meetings

Education Projects Monitoring meetings were held on 16 November 2006, 21 December
2006 and 25 January 2007. At each of these meetings it was reported by the Principal
Project Co-ordinator that overall costs for the project were anticipated to be £3.59m over
budget. At the meeting held on 25 January 2007 it was reported that an independent

structural engineer had been appointed to review the excess costs on the project.

Cabinet meeting

At the Cabinet Meeting held on 7 December 2006 a report on the Capital Programme 2006 -
2009 was circulated. Appendix A to the report showed North Bristol Institute with total
funding of £32,647,000 (£31,647,000 agreed per the Cabinet meeting in September 2006
plus £1 million BSF grant).

Within the report it was noted that projects/programmes were generally being managed
within the level of resources allocated except for Redland Green School and the project to
enhance Queen Square. It was noted that a projected overspend of £1 million had been
reported in September 2006, however latest architect cost reports indicated substantial
further additional costs relating to a large number of architect modifications. It was reported
that independent quantity surveyors had been retained to review the cost schedules. The
project was highlighted as a major financial risk to the capital programme within

Appendix F.

Cost report 12 dated March 2007

Cost report 12 was not submitted to the Council following verbal instructions from the
Principal Project Co-ordinator not to issue cost reports if there was no change to the cost

position.
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Report summary

Cost report 12 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210
Compensation events:
Anticipated 1,632,440
Notified 1,772,159
Implemented 105,746
Projected to end of the project 1,285,000 4,795,345

30,946,555
Initial contingency fully utilised (738,050)
Re-instated contingency fully utilised (730,000)
Adjustment to contingency utilised 50,000
Total 29,528,505
Overspend over original contract sum 4,107,295
Employer's authorised changes to budget (1,108,843)
Total over "authorised cost" 2,998,452

1.84 The total estimated cost of the project remains at £29,528,505. It was noted that continued

client (i.e. the Council) instructions and variations were putting this figure at risk. In

particular the amount of £250,000 for action to counter overheating may increase to

£400,000.

1.85 The unknown expenditure against issued and anticipated CEN’s, EWN’s and PMI’s noted as

“Contractor Quotation Awaited” or “To be advised” (Tba) still carried a provisional

allowance of £625,000 against these items.
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Education Projects Monitoring meetings

1.86 At the Education Projects Monitoring meeting, dated 19 April 2007, it was reported by the
Principal Project Co-ordinator that there were still major items of design outstanding and
major cost items which had not been finalised. The Quantity Surveyor warned that final
costs were likely to exceed the forecasted final amount. It was also noted that an additional
£50,000 cost was required in relation to a temporary tinkered water supply because of

communication problems between the Consultant and Bristol Water.

Cabinet meeting

1.87 At the Cabinet Meeting held on 8 March 2007 the Capital Programme Management -
Quarterly Report was circulated. On project costs the report stated that all programmes, with
the exception of Redland School, were being managed within the level of resources that had
been allocated. However, Redland School remained on schedule for the completion in time
for the start of the next academic year. As in the report distributed at the meeting on
6 December, Appendix A to the report showed North Bristol Institute with total funding of
£32,647,000 and Appendix F highlighted the project as a major financial risk to the capital

programme.

Cost report 13 issued June 2007

1.88 Cost report 13, dated 15 June 2007, was submitted after the completion of the building work
and estimated the total cost of the project at £30,592,445 i.e. £5,171,235 over budget (this
included a general provision of £200,000).
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Report summary

Cost report 13 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210
Compensation events:
Anticipated 1,527,375
Notified 4,207,151
Implemented 119,758
Projected to end of the project 205,000
QS reductions on CEN quotations (200,000) 5,859,284

32,010,494
Initial contingency fully utilised (738,050)
Re-instated contingency fully utilised (730,000)
Adjustment to contingency utilised 50,000
Total 30,592,444
Overspend over original contract sum 5,171,234
Employer's authorised changes to budget (1,641,093)
Total over "authorised cost' 3,530,141

1.89 The report states that costs had increased to £30,592,444. The additional cost reflects the

additional costs of comfort heating, the cost of extending the works through the summer

period and the continued changes to the works since the last report.

1.90 Of the reported overspend, some £1,641,093 represented employer authorised changes.

Therefore the estimated total cost over "currently authorised budget" was stated to be

£3,530,141. The principle reasons for the increase in cost were noted as follows:
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Cost Previously
Report reported*
£ £
Implications of programmes CP04, 05 & 06 950,000 715,000
Disposal of surplus spoil 170,000 170,000
Further EWN’s/CEN’s/PMI's 1,191,000 1,635,000
Cost of comfort cooling works 504,000 -
Cost of extending working period to end of August 2007 515,000 -
General revisions to mitigate future financial risk 200,000 400,000
Total 3,530,000 2,920,000

* reported in cost reports 10 to 12 inclusive

Education Projects Monitoring meetings

1.91 Minutes to the Education Projects Monitoring meeting, dated 21 June 2007, note that

handover of the site took place on 6 June 2007. Latest cost reports showed a considerable
overspend on the build cost of the project. The Consultant estimated the final cost to be
£30.6 million (£5.2 million potential overspend) whereas the Building Contractor estimated

the final cost to be £31.6 million (£6.2 million potential overspend).

Cabinet meeting

1.92 At the Cabinet meeting held on 13 September 2007 the Capital Programme Report noted
that, although increased costs were reported in September 2006 and March 2007, the latest
architect's cost report (dated June 2007) indicated a further increase of £1.7 million.

However, no changes were reflected in the Capital budget.

Cost report 14 issued October 2007

1.93 Cost report 14, dated 8 October 2007, was submitted after the completion of the building
work and estimates the Final Account to be £30,967,540 i.e. £5,546,330 over budget (this
includes a general provision of £200,000).
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Report summary

Cost report 14 £ £
Contract sum 25,421,210
Additional funding required 730,000
Revised contract sum 26,151,210
Compensation events:
Anticipated 1,456,157
Notified 4,753,465
Implemented 119,758
Projected to end of the project 105,000
QS reductions on CEN quotations (200,000) 6,234,380

32,385,590
Initial contingency fully utilised (738,050)
Re-instated contingency fully utilised (730,000)
Adjustment to contingency utilised 50,000
Total 30,967,540
Overspend over original contract sum 5,546,330
Employer's authorised changes to budget (1,641,093)
Total over "authorised cost' 3,905,237

1.94 The report states that costs had increased to £30,967,540. It is noted in the covering e-mail

to cost report 14 that the sum set against "Compensation Events Implemented" only reflects
the items for which the final paperwork has been issued. The actual total for items which
have been agreed and which await this final paperwork is far in excess of this and includes

not only Builderwork items but M+E variations as well.

1.95 Of the reported overspend, some £1,641,093 represented employer authorised changes.

Therefore the estimated total cost over "currently authorised budget" was stated to be

£3,905,237.
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