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Executive Summary
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“The Department of Culture, Arts and Leisure had
a target to deliver £229 million capital investment
in the Northern Ireland culture, arts and leisure

infrastructure”.
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Executive Summary

1. As part of the 2008-11 Programme for
Govermnment, the Department of Culture
Arts and Leisure (the Department] had @
target to deliver £229' million capital
investment in the Northern Ireland
culture, arts and leisure infrastructure. 4.
This unprecedented level of investment

review. The capital budget has fallen
from £158 million in 2008-11 1o £48
million® in 2011-15 excluding stadiums.
This is a decrease of 70 per cent.

Our study examined how seven maijor
capifal projects performed against fime

by the Department resulted in delivery
of a number of major capital projects

and cost targets. We found that:

including Ulster Museum, Crescent Arts ® The combined final cost of the seven
Centre, Public Record Office of NI, projects was £103.4 million, £24.8
Tollymore National Outdoor Centre, million more than the combined
lyric Theatre and the Metropolitan Arts cost of £78.6 million estimated in
Centre. the original business cases. Of this
increase, £22 million was covered

2. The Department formed a Capital Project by addenda (the Department of
Management Board in Spring 2006 to Finance and Personnel confirmed
provide sfrategic oversight for all capital that it approved £20.6 million of
projects to manage and maximise these cost increases?). Department
the programme budget and ensure of Finance and Personnel (DFP)
departmental objectives were delivered. guidance recognises that economic
A number of specific issues at that time appraisal is an iterative process and
resulted in increased cosfs and delays. it includes provision for business

case addenda if required.  Six of

3. The Capital Project Management Board the seven projects had one or more
no longer exists and the Department is of business case addenda approved by
the opinion that its current arrangements DFP.
are appropriate o ifs circumstances. The
Department now requires all projects ®  When actual final completion times
to adhere to the best practice project were compared with the estimates
management structure of Achieving in the original business cases, six
Excellence in Construction?. This is a of the seven projects experienced
welcome improvement. A director is delays ranging from seven months to
in place with specific responsibility for two and a half years. The business
the delivery of the £110 million stadia case for the Lyric Theatre provided
programme. Delivery of all other capifal no indication of an estimated
projects is devolved to Arm’s length completion date.
Bodies but with departmental oversight,
finance support and Departmental Board

1 This included £69 million allocated for Stadium Development.

2 Achieving Excellence in Construction, Office of Government and Commerce, 2007

3 £110 million has been allocated fo the development of Stadia af Casement Park, Windsor Park and Ravenhill.

4 The Department of Finance and Personnel is required to give approval for cost increases which vary by more than 10 per

cent from the business case estimates.
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Executive Summary

5. A number of factors contributed to the
cost and time overruns including:

e Changes made to the scope and/or
specification of the project ouflined in
the original business case;

e Consfruction cost inflation
exacerbated by delays in project
delivery; and

* Unclear project scope, objectives
and benefits resulted in cost and time
estimates that were not robust.

The Department also indicated that
the economic boom and subsequent
recession confributed fo the cost and
time overruns.

6. During our review of the lyric Theatre
project we were unable fo obtain
satisfactory evidence to confirm that:

® The confract for the rebuild of the
lyric Theatre was awarded in line
with best practice; and

e Perceived conflicts of inferest around
donations made fo the Lyric Theatre
capital project were managed
correctly.

7. The Department’s Accounting Officer
commissioned a forensic audit on
the basis of our findings which
concluded that, while the Department
is “satisfied that the overall approach
and methodology to be employed on
the Lyric project was in line with best
practice, in the absence of the original
fender submissions and tender evaluation

documentation, it could not provide
assurance that the lyric Theatre re-build
contract was awarded in line with best
practice.”

Summary of Recommendations
Recommendation 1 (page 20)

Achieving Excellence in construction advocates
that by working together, a project team can
reduce waste, improve quality, innovate and
deliver a project far more effectively. Team-
working must be a core requirement for
every element of every project and putting
this info practice requires real commitment from
all parties involved but brings benefits that

far outweigh any perceived disadvantages.

As a first step to promoting team-working,

the Department must determine the extent
of Central Procurement Directorate’s role
and authority and communicate this to

all stakeholders within the project. This
should be explicit as part of the conditions
of funding/letter of offer to the client
organisation. Also any justification for not
following Central Procurement Directorate
recommendations should be documented.

Recommendation 2 (page 36)

The completion of post project evaluation
following the implementation of a project
provides the basis for an independent evaluation
of the collective impact and success of a
project’s benefits and identifies lessons learned
for application in future projects. Post project
evaluations should be completed within a
reasonable timescale to determine whether
projects have delivered the benefits intended.
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Recommendation 3 (page 36)

Post project evaluation should be included as
a condition of funding. The timing of the post
project evaluation needs to be explicit and
responsibility for ensuring completion should
be allocated to a named official likely to be
the Senior Responsible Owner.

Recommendation 4 (page 36)

Realistic benchmarks must be identified
in order to get an accurate picture of how
performance has been affected.

Recommendation 5 (page 41)

Good record keeping should aim to keep full
and accurate records of business undertaken
fo help ensure accountability. The Department
must ensure that all partners engaged in the
delivery of capital projects retain contract
documentation in line with public sector
practice. In order to clarify and strengthen
document retention procedures, specific
requirements should be included as part of the
lefter of offer/conditions of funding in all future
capital projects.

Recommendation 6 (page 45)

The Department must ensure that all tender
submissions for capital projects are treated in
a fair and equitable manner. In accordance
with this principle and best practice, adjustments
fo tendered prices should only be made

in exceptional circumstances. VWhere it is
necessary to make adjustments, all tenderers
should be nofified and a clear audit frail should
be prepared and retained.

Recommendation 7 (page 45)

Central Procurement Directorate technical
advisors provide important assurance to funders
on the application of government procurement
policy and, therefore, assist in ensuring that the
value for money of construction projects is not
compromised. It is vital that the Department fully
exploifs this expertise in its capital construction
projects to ensure that the proper processes and
profocols are being opplied. We recommend
that key decisions on capital projects should
only be made after explicit technical advice
has been received in writing. In this regard

it is imporfant that Investment Decision Makers
ensure that Central Procurement Directorate
receive the information they require on a timely
basis so that they can inform decisions in the
most effective way.

Recommendation 8 (page 46)

The absence of a representative of government
at such a key milestone in a construction

project is a major breakdown in the assurance
process for the expenditure of public funds. We
strongly recommend that Central Procurement
Directorate technical advisors attend tender
evaluation meetings as independent observers
to provide assurance to funders that decisions
are being made in line with best practice.

Recommendation 9 (page 47)

The Department must be alert to the possibility of
both perceived and actual conflicts of inferest.
Where a perceived or actual conflict of interest
has been identified, the Department must
make a full, open and transparent record of
how that conflict has been managed.







Part One:
Introduction
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“Our study evaluates the effectiveness and adequacy
of the Department’s oversight of capital projects and
includes a review of seven of the Department’s high
value capital projects”.
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Part One:

Introduction

This report examines the extent to which
the Department’s project management has
improved

1.1 The Northern Ireland Executive (the
Executive) produces the Programme for
Government which sets the strategic

context for both the Budget and the
Investment Strategy for Northern Ireland. 1.3
The Programme for Government
highlights the key goals and actions

the Executive will take to drive forward
the priority areas. It includes a defailed
Public Service Agreement Framework
which sefs out the actions and fargefs
departments will implement in support of
the Executive’s priorities. As part of the
2008-2011 Programme for Government,
the Department of Culture Arts and
leisure (the Department) had a target to
deliver £229° million capital investment
in the Northern Ireland culture, arts and
leisure infrastructure.  This investment
was also infended to support the public
service agreement fo develop the fourism
sector and promote Northern Ireland

as a ‘must visit” destination fo facilitate
growth in business and leisure visitors.

The persistent under-esfimation of capital
costs and time overruns encountered

on major public sector projects has
generated public scrutiny of the capacity
of the public secfor fo estimate and
confain the costs of such projects and
manage their completion within a
planned timescale. Since 2007, the NI
Assembly Public Accounts Committee has
reported” on a number of projects where
economic appraisals have significantly
under-estimated costs with the result

that the projects inevitably exceeded
their budgets. Unduly optimistic and
misleading appraisals of this nature do
nothing to ensure the success of projects,
but rather undermine their viability. The
Public Accounts Committee noted that
failures in economic appraisals are

often mirrored in poor specification

and scoping of projects with the result

1.2 This unprecedented level of investment that significant changes are required
by the Department resulted in the funding during the life span of the project. This
of a number of major capital projects often gives the contractors a significant
including Ulster Museum, Crescent Arts negotiating advantage with the client
Centre, Public Record Office of NI, and undermines value for money
Tollymore National Outdoor Centre, principles of open competition.
Lyric Theatre and the Metropolitan Arts
Cenfre®. The Department fold us that the 1.4 This is not a problem confined fo
development of these projects coincided Northern Ireland; it has also been raised
with an economic boom and exceptional as a key concern by Edward Leigh,
confract cost inflation followed by the former chair of the Westminster Public
economic recession. Accounts Committee. He wrofe fo his

successor in April 2010 sfafing “project

5 This included £69 million for Stadium Development.

6 Three of these projects (Ulster Museum, Tollymore National Outdoor Centre and Public Record Office] were funded directly
by the Department of Culture, Arts and Leisure. The other projects received grant funding managed in accordance with the
ferms and conditions of the offer of grant.

7 Public Accounts Committee First Thematic Report, Session 2009/ 10, published 10 June 2010. Projects included in this

thematic report were the Belfast to Bangor Railway Line; Springvale Educational Village; The transfer of surplus land in the
PFI Education Pathfinder project; Use of consultants; Shared Services for efficiency; The PFI Laboratory and Pharmacy Centre
at Altnagelvin and The PFl contract for Northern Ireland’s new vehicle testing facilities.
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management must be improved. In
particular, public bodies must reduce
optimism bias in their planning of
projects and be more honest about what
can reasonably be achieved and the
risks fo delivery”.

1.5 At the start of our study there had been
substantial capital investment in the area

being experienced on these projects.

In order to identify the extent of cost
escalafion and project slippage and

fo assess how well the Department

and its Arm’s Llength Bodies have been
responding to the challenges presented
by major capital projects, we carried out
a review of seven major capital projects
funded by the Depariment, as outlined in

of culture arts and leisure and indications figure 1.
were that cost and time overruns were
Figure 1: Capital Projects Reviewed
Project Project cost DCAL funding  Arts Council NI Other Percentage
contribution Lottery funding fundraising of funding
provided by
the Department
(including Arts
£millions £millions £millions £millions Council)
Grand Opero 10.6 5.7 2.0 2.9 73%
ouse
Crescent Ak 7.2 45 1.5 1.2 83%
entre
Public Record
Office of 0
Northern 291 29.1 = = 100%
Ireland *
Tollymore
National 54 54 - - 100%
Outdoor Centre
Ulster Museum 15.7** 11.2 4.5 7 1%
lyric Theatre 17.8 Q.8 24 5.6 68%
Metiopoliian Ars 17.6 10.8 5.0 1.8 90%
entre
TOTAL 103.4 76.5 10.9 16.0 84%

Note: *Final costs for Public Record Office of Northern Ireland and the Metropolitan Arts Centre have not

yet been confirmed.

**The Ulster Museum final cost excludes £1.96m for 4 separate projects undertaken alongside the
development. £1.5m of this was raised by other fundraisers and £0.46m was contributed by the

Department.
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Part One:

Introduction

1.7

1.8

Coing forward, the Department has

a capital budget allocation of £158
million for the period 2011-2015, with
£110 million of this allocated for the
development of stadia at Casement Park,
Windsor Park and Ravenhill. Inorderto 1.9
maximise value for money in the current
challenging economic environment, it is
vital that the Department’s management
of major capital projects reflects lessons
learned from the Grand Opera House
extension/refurbishment project which
encountered cost overruns of over £2
million. The project costs escalated as a
result of two significant evens:

® higher than anticipated tender costs
of £1,183,000; and

e client changes made to the project af
a further cost of £1,035,000.

The Department informed us that, in line
with best practise, a lessons learned
report was issued for the Grand Opera
House and disseminated across the
Department and its Arm’s Length Bodies.
The Department did not wait for the
issue of this report before putting in
place arrangements to ensure the same
problems were not encountered on future
projects.

Our study evaluates the effectiveness and
adequacy of the Depariment’s oversight
of capifal projects and includes a review
of seven of the Department’s high value
capital projects. The performance of
each project is assessed against:

e Cost, time and quality objectives;
and

® Cood project management criteria.

Part 2 of the report examines the
governance arrangements put in place
by the Department fo oversee its capifal
programme and how effective this has
been. Part 3 of the report examines
how major capital projects performed
against time and cost budgets and
identifies reasons for variances. Part 4
addresses specific concerns in relafion fo
the Lyric Theatre development project.




Part Two:
Governance Arrangements

“What is needed to successfully deliver public sector
capital programmes is effective project governance
— a culture, strategy, and structure of accountability,
authority, processes and controls aimed at delivering
quality, controlling costs, meeting schedules and
reducing waste”.
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Part Two:

Governance Arrangements

Getting Governance Right

2.1

Addressing the need for construction

in the culture, arts and leisure sectors,
especially with today’s infense economic
pressures, requires the Department of
Culture, Arts and Leisure (the Department)
and its construction industry partners

fo find efficient and effective ways to
deliver capital projects while controlling
costs. For public sector project owners
like the Department, this means finding
the delicate balance between project
delivery and project control. Ultimately,
what is needed to successfully deliver
public sector capital programmes is
effective project governance — a culture,
strafegy, and sfructure of accountability,
authority, processes and controls aimed
at delivering quality, controlling costs, 2.4
meeting schedules and reducing waste
and abuse.

The Department formed a Capital Project
Management Board to provide strategic
oversight for all capital projects

paragraph 1.1) allocated to implement
a capifal construction programme. In
response the Department formulated

the Capital Project Management Board
in spring 2006 to provide strategic
oversight for all capital projects and

fo ensure the budget was maximised

to deliver departmental priorities. The
Capital Project Management Board
comprised of Senior Management within
the Department with technical input

from the departmental in-house architect
and included a representative from the
Central Procurement Directorate® (CPD).
At this time the Department recognised
that maximum benefit could be added to

a project with early engagement of the
CPD adviser.

In August 2007 the Department drafted
'Guidelines for a New Approach’ to
Capital Profiling to ensure that, project
scope, costs and their timing would be
as realistic and accurate as possible so
that well informed decisions could be
made about priorities and allocation

of resources by the Capital Project
Management Board. This document

2.2 At the outset, individual governance reflected that “the scope, objectives and
arrangements were established for benefits of many of the capital projects
each of the seven capifal projects we were not clearly defined and articulated.
reviewed through the relevant sponsor Costs were therefore not robust and
branch in the Depariment. Although a considerable amount of fime and
branches reported to the Departmental work had to go into addressing these
Board there were no specific shortcomings”. The result was:
arrangements for the sfrategic oversight
of capifal projects prior to 2006. e “Substantially increased costs arising

from more accurate and realistic

2.3 During 2005-2006 there was concern project definition.
within the Department that its capital
projects were not progressing quickly * Delays, while projects were re-
enough in order fo maximise the benefit scoped and redefined and accurate
of the £229 million funding (see costs calculated. These delays

8  Central Procurement Directorate is part of the Department of Finance and Personnel. lis role is to develop and establish the

policy framework and best practice public procurement for the wider public sector in Northern Ireland.
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contributed to an escalation in
costs due fo construction inflation.
So a viscous upward spiral of cost
increases and delays developed.

*  Numerous addenda fo business
cases, which loses credibility for
the project, the organisation/
Non-Departmental Body and the
Sponsor Department, in this case
the Department of Culture, Arts and
Leisure”.

Case example: Crescent Arts

Centre Refurbishment

The original business case for the refurbishment
of the Crescent Arts Centre was approved by
the Department of Finance and Personnel (DFP)
in June 2005 with an estimated capital cost

of £5.1 million. The Department's funding
contribution was £2.5 million. DFP told us that
the Central Procurement Directorate (CPD) was
first invited to provide advice to the Department
on the Crescent Arts Centre in the autumn of
2005. In October 2006 a defailed review
completed by CPD resulted in an addendum
which revised the expected cost upwards fo
£6.8 million. The Department informed us
that increased costs included items such as
additional stone works and building foundation
cosfs due to deterioration and condition of
structural timbers since previous estimates.
There were also required cost increases due to
changes in the building regulations and queries
over the Stage D specification. As a result,

the Department’s investment was increased by
£2 million with approval from the DFP in July
2007.

2.5

2.6

Despite the creation of the Capital
Project Management Board, the
Department’s capital programme
continued to face concerns over

project governance. In particular,

the Department’s 2009-10 resource
accounts” were qualified due fo failings
in its oversight of an extension project af
the Grand Opera House:

“the Department was granted approval
by the Depariment of Finance

and Personnel for an extension,/
refurbishment project at the Grand
Opera House on the basis of project
costs of £8,428,000. The project
escalated due to two significant events:
higher than anticipated fender costs of
£1,183,000; and client changes were
made to the project further increasing the
costs by £1,035,000. The Department
funded £1,736,000 of these costs but
it failed to obtain refrospective approval
from the Department of Finance and
Personnel in accordance with the
requirements of Managing Public Money
Northern Ireland”.

The Department failed to obtain

the necessary approvals due to a
breakdown in project management. A
Post Project Review in June 2011, stated
that the lack of recommended structures/
reporting arrangements and the lack

of engagement of CPD in an advisory
capacity were clearly detrimental to the
successful delivery of the project within
the original budget. The Depariment
concluded that it was satisfied that

the implementation of the Office of
Government Commerce “Achieving

9 Department of Culture, Arts and Leisure Resource Accounts For the year ended 31 March 2010. Laid before the Northern
Ireland Assembly by the Department of Finance and Personnel under section 10(4) of the Government Resources and

Accounts Act (Northern Ireland) 2001 on 2 July 2010.
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Part Two:

Governance Arrangements

Excellence in Construction”'® guidance 2.7 As a result of lessons learned from
would ensure proper and robust project the Grand Opera House project the
management arrangements were in Department now requires all projects
place for all future capital projects. The to adhere to best practice project
Department also committed to engaging management structures of Achieving
with CPD for technical advice throughout Excellence in Construction, illustrated in
a project lifecycle to ensure that best figure 2.

practice in ferms of all aspects of capital
project management is adhered fo.

Figure 2: Best Practice in Project Management Structures

Investment takes the decision for the use of resources based on justification of the
. business need, affordability and costeffectiveness and wholelife value for
Decision Maker money.

this role should be undertaken by a senior individual in the organisation,
Sen ior Responsi ble who should have the status and oufhorig/ fo provide the necessary leadership
and must have clear accountability for delivering the project outcome. This
Owner individual should also ensure that sufficient resources are made available to
enable a successful outcome.

is responsible for ongoing doﬁ-fo-doy management of projects and will
make decisions on behalf of the Senior Responsible Owner to ensure that

Proiecf Sponsor the desired prc;jects are delivered; the project sponsor must have adequate

knowledge and information about the business and the project fo make
informed decisions.

will lead, manage, and co-ordinate the integrated proLecT feam on a day-o-

Proieci‘ MCI nager day basis. The contracting authority must ensure that the project manager is

appropriately qualified and experienced.

the team will include designers, cost consultants, engineers, constructors,

specialist suppliers,efc. They should be an integrated team with collective
Integ rOted Su pply responsibility for project delivery and management of risks. Its members
Team should be brought together at the earliest opportunity to work with the

contracting authority’s project members as a single team, preferably during the
planning stages of the projects.

Source: NIAO based on Achieving Excellence in Construction

10 Achieving Excellence in Construction, Office of Government and Commerce, 2007
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2.8 On foot of the qualification of its 2009
10 financial accounts, the Department
produced a lessons learned paper
in September 2010 and identified a
number of recommendations to be taken
forward on current and future capital
projects. Most of the lessons have
already been implemented, including:

All projects are managed under the
structures recommended in Achieving
Excellence in Construction:;

e Future projects will implement
Achieving Excellence in Construction
best practice points from procurement
fo integrated design teams, risk and
value management, sustainability

and health and safety;

* A benefifs realisation plan must be in
place for each project;

® FEach project has rigorous
management structures in place at
different levels. The Project Board
meefs at least bi-monthly and takes
a strafegic overview of the project
as well as making key investment
decisions:

e Each capital project also has a
steering group which meets on a
monthly basis to address technical
and financial issues and to provide
funders with an update on how
potential risks will be managed.
These meetings are chaired by the
project sponsor. The project sponsor

2.9

is usually an external appointment
of someone with a professional
qualification in engineering/
construction and with technical
knowledge of project management
in the public sector;

e All meetings will follow a standard
agenda tfo ensure that relevant issues
are reported on regularly;

e A Senior Responsible Owner is also
appointed for each project and
is a senior representative from the
contracting authority.  The Senior
Responsible Owner reports to the
Investment Decision Maker and is
accountable for the project delivery;

® The Department engages the services
of CPD. The CPD client adviser
provides procurement advice from
the beginning of the project and
ongoing technical and project
management advice throughout the
life of the project through to Post
Project Evaluation; and

e All capifal projects should undergo
either a full Gateway Review!'' or a
Gateway Healthcheck.

We welcome these improvements.
Applying the principles in Achieving
Excellence in Construction helps to
ensure that projects are managed in line
with best practice and costly overruns
are avoided.

11 Gateway reviews are short focused reviews of programmes or projects that occur at key decision points in the project/

programme lifecycle.



16 Department of Culture, Arts and Leisure: Management of Major Capital Projects

Part Two:

Governance Arrangements

2.10  In August 2010, the Department's
capital programme benefitted further
from a Gateway Review ‘strategic
assessment’. The review made a
number of recommendations fo improve
the strategic oversight of capifal projects
including;

® The inclusion of independent
member(s| with experience in
programme management and/or
delivery of large capital projects;

® Accounting Officers of Arm’s Length
Bodies must provide assurances
that the delivery of the capital
programme is achievable;

* A capital programme benefifs
realisation plan is developed and
linked to the prioritised projects; and

* Further development of the risk
management strategy.

2.11 In June 2011, the Department
undertook a review of ifs sfructure and
it recommended that the Departmental
Board should absorb the work of the
Capital Project Management Board.
This reflects the very different capital
allocation in 2011-15 of £158 million
of which £110 million is for stadium
development which is being delivered
directly by the Department with a
dedicated Programme Director. Of the
remaining £48 million:

e £11 million relates to a Libraries
Northern Ireland infrastructure project

with Department representatives on
the project board;

e £23 million delivered by Sport
Northern Ireland (of which £10.25
million is community sports overseen
by the Department's Sport Director
and £11.5 million relates to the 50
mefre pool in Bangor);

e £3 million for completion of the
Metropolitan Arts Centre project;

o ¢4 .5 million for Libraries Northern
Ireland:

e ¢4 million for National Museums
Northern Ireland; and

o £2 5 million for Arts Council

Northern Ireland.

CPD is involved in providing technical
advice at project level and a Programme
Director has been seconded from the
Strategic Investment Board to manage
the stadia programme.

The Department should ensure that there
are robust arrangements in place for the
oversight of Arm’s Length Bodies

2.12  The Department is the major funder for
all the capital projects examined as part
of this study. However, for most of these
projects the funding is routed through its
Arm’s Llength Bodies. Delivery of these
projects is devolved to the Arm'’s Length
Bodies. However that devolvement does
not negate the Department's overall
responsibility. In order fo maintain
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a strong influence over strategic
decisions in each of the projects, a
senior departmental official has been

appointed as the Investment Decision
Maker.

2.13

Case Example -
Senior Responsible Owner

"The Senior Responsible Owner (SRO) is
responsible for the success of the project. This
named individual should be accessible to key
stakeholders within the client organisation and
in order fo reinforce commitment fo the project
should also be visible fo the fop management
of the organisations involved. The Investment
Decision Maker should ensure that the SRO has
the authority that matches the responsibilities of
the role”, Achieving Excellence in Construction.

2.14

The post of SRO is usually held by the chair of
the client organisation. The Metropolitan Arts
Centre (the MAC) project initially had its chair
as the SRO. She was replaced by another
Board member who attended only one of the
Project Board meetings despite being in post
for over a year. The position was subsequently
offered to another member of the MAC Board
who declined on the basis that he felt that some
of the SRO responsibilities were unreasonable
and he could not assume the role unless these
were omitted or modified. The SRO role then
became the responsibility of the incoming
Chairman of the MAC who wanted to delegate
the role to the MAC Chief Executive who
already held the role of project director.

2.15

At this point the Investment Decision Makers
fook decisive action and infervened as there
were concerns regarding project delivery. An
SRO from the Strategic Investment Board was
seconded to complete the project.

Seeking technical advice can improve the
chances of achieving successful outcomes

Although the Investment Decision Maker
role will be assumed by a senior

civil servant, that person is unlikely

to have technical skills relating to
delivering capital projects. Employing
technical advisers is essential to ensure
that departments exercise robust

project management and monitoring
arrangements.

One way of achieving this is by
employing the services of CPD. CPD
can assist Departments by providing
expert advice and professional services
throughout the procurement lifecycle.
CPD charges for providing these services
and its charges are based on DFP’s
charging policy.

DFP told us that, “Departments, their
Agencies, Non-Departmental Public
Bodies and public corporations should
carry out their procurement activities

by means of a documented Service
Level Agreement with CPD or a relevant
Centre of Procurement Expertise.
However, CPD has no mandate to
provide advice on the procurement

of granHfunded projects or fo review
project costs and timescales. If CPD

is to provide advice on a project, then
the funder must request CPD’s services
and pay CPD’s fees. In addition, the
scope of services requested can vary
significantly as can the stage at which
CPD is initially involved. In some
cases, project funders will seek CPD’s
services from the outset. This provides
an opportunity for CPD to add the most
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valve as advice can be provided on

a best practice approach fo project
delivery including project structures and
governance. In other cases, CPD is

not requested fo offer advice until much
later in the project lifecycle and, even
then, the service may not be confined fo
particular elements of the project”.

2.16  The project management and cost
management services for the Lyric,
Metropolitan Arts Centre, and Crescent
Arts Centre were provided by consultants — 2.17
employed by the respective grant
recipients. The project management and

Figure 3: Cost of Central Procurement Directorate (CPD) Services

cost management services for Tollymore
National Outdoor Centre and the Ulster
Museum were provided by consultants
employed by the respective Arm’s Length
Body. Only in the case of the Public
Record Office of Northern Ireland
(PRONI) were the project management
services provided directly by CPD.
Figure 3 quantifies the cost of CPD
services provided on each of the seven
projects reviewed.

Higher than anticipated tender costs and
client changes confributed fo the cost
and time overruns on the Grand Opera

Project CPD costs WhOIem?ﬁ?ciﬁcs' oSt percefll:aDgsec:fs t|!::r‘:'|.v?ec|ct cost
Grand Opera House Nil# £10.6 0%
Crescent Arts Centre £105,292 §7.2 1.5%
Lyric Theatre £59,352 £17.8 0.3%
Metropolitan Arts Centre £135,529 £17.6 0.8%
ol Record Clfice of £1,213,607* £29.1 4.2%
Ulster Museum 246,229 £15.7 1.6%

#  the Department did not engage CPD services for the Grand Opera House Project

*  CPD costs on the PRONI project are substantially greater than the other projects as CPD professionals were used as the

project team rather than contracting this function out fo external consultants.
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House project [paragraph 2.5). DFP
did not grant refrospective approval
because neither it nor the Department
had the opportunity to challenge the
expenditure increases in the project.
DFP was of the view that had those
challenges materialised, much of the
expenditure might not have occurred.
In response, the Department has
committed to employing the services of
CPD on projects throughout their entire
lifecycle. The CPD technical adviser
will provide assurance to the Investment
Decision Makers that the project is
being delivered in accordance with
public procurement policy and in line
with best practice. This is particularly
important as major capital projects are
outside the normal day-to-day activities
of the Department. This is welcome
improvement in the delivery of capital
projects. However, our review raised
issues about the role of CPD in the
Department's capital projects and what
authority/weight the technical adviser
has when dealing with the contracting

authority. - The Department indicated that

it had issues with the quality of service
provided by CPD.

DFP told us that “CPD routinely issues
customer satisfaction questionnaires fo
clients on all projects in order to obtain
feedback on the qudlity of the service
provided. While no feedback was

received on the Tollymore National

Outdoor Centre, positive responses were

provided for all other projects where

CPD provided advice”.

Case example — Metropolitan Arts Centre

(the MAC) Procurement

The MAC ran an international competition to
develop a design for a new arts centre. At
procurement stage CPD recommended that
best practice should be applied with the
appointment of a contractor led design feam as
part of a design and build contract. However,
the client wanted to retain the original design
feam appointed by the international design
competition. The issue was escalated fo the
Investment Decision Makers for consideration
who took the decision fo refain the original
design team against the expert advice given
by CPD. CPD also recommended, in line with
best practice, that an NEC3'? contract should
be applied o the MAC procurement as it offers
the benefits of a partnering approach between
the designer and contractor and offers cost
cerfainty. Despite CPD's recommendation, a
JCT'3 contract was used.

The Department told us that it gave CPD’s
advice due consideration, however, due to the
risks associated with changing the design team
and the compelling argument put forward by the
MAC team and Senior Responsible Owner, the
Investment Decision Makers approved the use of
the JCT contract.

12 NEC is a family of contracts that facilitates the implementation of sound project management principles and practices as
well as defining legal relationships. It is suitable for procuring a diverse range of works, services and supply, spanning
major framework projects through to minor works and purchasing of supplies and goods. The implementation of NEC3
confracts has resulted in major benefits for projects both nationally and infernationally in terms of time, cost savings and
improved quality.

13 Since 1931 The Joint Contracts Tribunal JCT) has produced standard forms of construction contract, guidance notes and
other standard forms of documentation for use by the construction industry.
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2.19 DFP told us that the Procurement Board'#,
at a meefing 23 November 2011,
agreed that where any significant
exceptions fo public procurement policy
and best practice guidance arise, they
should be nofified by the Head of
Procurement of the relevant Centre of
Procurement Expertise to the appropriate
Accounting Officer(s) and Chief
Executive,/Director for onward reporting
fo the Procurement Board.

Recommendation 1

Achieving Excellence in Construction advocates
that by working together, a project team can
reduce waste, improve quality, innovate and
deliver a project far more effectively. Team-
working must be a core requirement for every
element of every project and putting this into
practice requires real commitment from all
parties involved but brings benefits that far
outweigh any perceived disadvantages. As

a first step fo promoting team-working, the
Department must determine the extent of Central
Procurement Directorate’s role and authority
and communicate this to all stakeholders within
the project. This should be explicit as part of
the conditions of funding/letfter of offer to the
client organisation. Also any justification for

not following Central Procurement Directorate
recommendations should be documented.

Lessons learned must be applied to all
current and future capital expenditure

2.20  Interms of future capital development,
the Department has a capital budget
allocation of £158 million for the

period 2011-2015. £110 million of
that allocation is for the development

of stadia at Casement Park, Windsor
Park and Ravenhill. In September

2011 the Department commissioned a
Strategic Assessment of the NI Regional
Stadia Programme through Gateway
Review. The Review concluded that the
successful delivery of the NI Regional
Stadia Programme was in doubt. It
stated that the business cases were well
documented and had been subject to
external validation to ensure that they
were sound. There was also sfrong
support and enthusiasm in the governing
bodies and their communities to see the
projects implemented. However, there
were maijor risks and issues in a number
of key areas :

® because of unresolved issues
in relation fo the viability of the
individual business plans leffers of
offers had not been issued:;

* there was concern that the
programme cannot be completed
within the funding period;

e there was slippage against the
individual project programmes
in both the Windsor Park and
Casement Park projects. This can
be partly atiributed to the lack
of a defailed delivery plan and
moniforing of progress through that
detailed delivery plan; and

* there was a shortage of suitable and
adequate resources fo deliver this
type of programme.

14 Procurement Board has responsibility for the development, dissemination and co-ordination of public procurement policy and
practice for the Northern Ireland public sector. The Board is chaired by the Finance Minister and membership comprises the

Permanent Secretaries of the 11 Northern Ireland Departments.
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In response to the review, the
Department has engaged a Programme
Director with experience of delivering
large capital projects with substantial
public sector investment. In addition, the
Programme Board will agree detailed
project schedules for each of the projects
fo inform the production of a delivery
strategy for the programme going
forward.

A further Gateway Review on the Stadia
Development Programme was completed
in October 2012. It found that, “the
Stadia Programme has gone through

a process of significant change since
the last Gateway Review. This has
resulted in a well resourced programme
with identifiable and well supported
objectives remaining in line with
CGovernment objectives”.

The project governance framework
which has operated in the Department
has been subject fo significant scrutiny

in recent years: for example through

the “strafegic assessment” of its capital
programme and, specifically, through the
evaluation of project management on the
Grand Opera House extension. Along
with the stadia Gateway Review, these
have usefully identified certain gaps

in performance that have a negative
impact on the success of projects and
have provided guidance on necessary
change. Such a body of work serves as
a sound basis for focussing the outlook
of the Department as a project owner

on improving governance sfructures.

In our view, paying closer affention

fo a number of key characterisfics of

2.24

successful capital project governance
would be beneficial:

e Creating an efficient project
organisation with clear lines of
responsibility and defined roles;

® Developing policies and procedures
fo guide consistent performance
across the organisation;

* Implementing systems for collecting
project execution data and reporting
key performance indicators; and

* Deploying mechanisms that identify
and mitigate performance risk.

The Department told us that guidance

in these areas has been developed

and all project information is now
recorded on the Investment Strategy NI
Delivery Tracking System which records
information such as budget, timelines
and milestones. The Department has
amended its oversight of capifal projects
in light of previous experience

and lessons learned and to reflect

the very different capital allocation in
2011-15. Of the £158 million, £110
million is for stadium development which
is being delivered directly by

the Department with a dedicated
programme director. The Department
believes that this significantly reduces
the risk with only £48 million of projects
being delivered directly by Arms Length
Bodies.







Part Three:
Performance of projects against cost, time and
quality targets

“In managing capital resources, it is essential that
projects are delivered on time and within budget”.
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Managing Capital Resources

3.1 Public expenditure in Northern Ireland
amounts to more than £10 billion
annually. In order to demonstrate that
value for money has been achieved
it is vital that public bodies apply the
principles of good financial management
and accountability. In managing capifal
resources, it is essential that projects are
delivered on time and within budget.
There are two key decision points for any
major capifal project:

1. Approval to proceed based on a
business case

It is widely recognised that the
production of a business case helps

fo inform spending decisions and

assists in the achievement of value for
money. Experience shows that eventual
success (or failure) depends more on the
robustness of project definition than the
quality of execution!®. The Department
of Finance and Personnel (DFP) has

for business case addenda if required.
However, inaccurate cost and time
estimates undermine effective appraisal
and the achievement of value for money.

2. Decision to enter into contract with
a preferred supplier

The estimates made immediately prior

to awarding the contract are vifal as
they provide a basis for measuring value
for money before the main financial
commitment, the construction contract,

is agreed. Once a confract price is
agreed, significant changes to the
project are likely to be costly, disruptive
and impact value for money.

In completing our review of seven capital
projects we compared the final cost of
projects and the actual completion time
with the estimates made at these two key
stages, and with addenda produced.

developed ‘The Northern Ireland Guide Al seven of the capital projects reviewed
to Expenditure Appraisal and Evaluation’,  had a final cost which exceeded the cost

and it reflects that the principles of estimated in the original business case, six
appraisal apply to all decisions and of the seven projects had cost increases
proposals involving expenditure or approved by the Department of Finance and

resources. DFP requires the principles of ~ Personnel

economic appraisal fo be applied, with
appropriate and proportionate effort, to 3.2
all decisions and proposals for spending
or saving public money. At this sfage
there needs to be clarity about the overall
value and purpose of the project, its
contribution to business goals and the
optimum balance of cost, benefit and risk
for its effective delivery. DFP guidance
recognises that economic appraisal is an
iterative process and it includes provision

There is a demonstrated systematic
tendency for project appraisers fo be
overly optimistic. This is a worldwide
phenomenon that affects both the private
and public sectors. Many project
parameters are affected by opfimism

— appraisers fend fo overstate benefis,
and understate timings and costs, both
capifal and operational. To redress

this tendency, appraisers should make

15 PricewaterhouseCoopers — What's wrong with Project Governance?
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explicit adjustments for this bias. This will
take the form of increasing estimates of
the costs and decreasing, and delaying
the receipt of, estimated benefits'®.

3.3 All of the capital projects reviewed

had applied the optimism bias concept
fo calculate an estimated cost of
construction. However as outlined

in figure 4, despite making these
adjustments, the total final cost of

the seven capital projects reviewed
exceeded the fofal cost estimated in the
original business cases by £24.8 million
(31.5 per cent). The cost increase on
individual capital projects ranged from

3.2 per cent (Public Record Office of

3.4

Northern Ireland) to as much as 91.3
per cent (Mefropolitan Arts Centre).

As a condition of DFP approval, public
bodies must notify them if time, costs

or other assumptions in the original
business case vary more than 10 per
cent. Six of the seven capital projects
we reviewed had additional funding
totalling £22 million covered by business
case addenda prior to contract award
(DFP confirmed that it approved £20.6
million of these cost increases). Details
of all business case addenda approved
by DFP are provided in Appendix 1.

Figure 4: Final Cost Compared to Original Business Case and Addenda

Original Revised  Contract Cost
Business Cost  Cost in Pre
Contract
Addenda
£ million £ million £ million
Grand Opera 8.4 - 9.6
House
Lyric Theatre 12.4 17.8 13.8#
Metropolitan Arts 9.2 17.6 12.9
Centre
The Crescent Arts 5.1 6.8 6.8
Centre
Tollymore 3.7 52 52
National Outdoor
Centre
Public Record 28.2 30.5 27.8
Office of NI
Ulster Museum 11.5 14.7 4.7
TOTAL 78.5

Final Cost  Percentage  Percentage
difference difference
between between
final cost  final cost and
estimated addendum
£ million cost cost
10.6 26.2% -
1/7.8 42 .4% 0%
17.6 Q1.3% 0%
/.2 41 .2% 5.9%
5.4* 45.9% 0%
29.1 3.2% —4.6%
15.7 36.5% 6.8%
103.4

#£13.8 million reflects the contract cost of construction and not the full value of the project which was £17.8 million.

*£200,000 was approved by the Department after the contract award.

16 HM Treasury Green Book
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3.5

3.6

On one of the seven projects, the Grand
Opera House, there was a delay in
nofifying DFP of the additional costs and
as a result this project encountered cost 3.7
overruns of more than 25 per cent.

Initial cost estimates are inherently
associated with uncertainty as they
represent an esfimate of what the
realised future will be. They will be
affected by the level of detail available,
the identification of risks to the project
and processes and controls. However,
project cost estimates are critical
reference points fo objectively assess the
performance of a project. Inaccurate 3.8
cost estimates at this stage undermine
effective appraisal and value for money.
Late increases in costs can dilute the
impact of the approval process as once
a project has starfed it is harder to take
the decision to withhold or cap support.

Most projects experienced delays when
compared with initial forecasts

Delays in the delivery of capifal
projects can contribute significantly fo
increased costs and may impact on
service delivery. It is essential, therefore,
that projects are closely monitored on
an ongoing basis fo ensure that key
milestones are met. We examined
the actual completion time of projects
compared fo estimates made at the
two key stages — initial approval and
immediately prior fo contract.

The construction of the projects we
examined developed from 2002
onwards. Most projects took at least
four years to progress from inifial
approval to completion. One of the
projects, the Lyric Theatre did not
provide an estimated completion date af
the time of approval. We were unable,
therefore, fo assess whether this project
had been delivered on time. Figure 5
summarises project complefion fimes
compared with business case estimates.
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Figure 5: Initial Business Case Estimate vs Final Outcome (time shown as months taken)

e teen

Public Record Office of Northern Ireland _

Tollymore National Outdoor Centre _

cescent A o

verepetien A Cerre |

yric Theaotr- |

e

0 10 20 30 40 50 60 70 80

. Initial time estimate . Actual time

NB: [time shown in months and measured from the original business case approval date)

Source: NIAO

Most projects experienced some slippage 3.9 Confract time estimates are much more
compared with the contract estimate. accurate than the initial estimates in the
original business case. In the projects
Figure 6 summarises project completion reviewed most delays have occurred
fimes compared to contract estimates. between the funding approval stage and
Of the seven projects: the completion of the procurement to
select an approved contractor. Despite
e 1 was completed ahead of having received approval for funding
schedule; by both the Department and DFP, the
Department later found that the scope,
e 1 was completed on time; and objectives and benefits had not been
clearly defined and articulated. These
® 4 completed with a ten per cent time deficiencies resulted in substantial delays

overrun or less. while projects were re-scoped and
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Figure 6: Contract Estimate vs Final Outcome
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redefined and accurate costs calculated.
The delays contributed to an escalation
in costs due to construction inflation and
significant time overruns.

There are a number of factors which may
impact on the delivery of capital projects
and confribute fo cost and time overruns.
In our review, we identified a number of
issues which impacted on the final cost
variance with the initial cost estimate.

1. Changes to scope and specification

In all of the seven capital projects
reviewed there were changes to the
scope and/or specification of the
project ouflined in the original business
case. These changes were generally
made after DFP and the Department had
evaluated the project and committed
funding. There may be reasons for
changing the scope of a project, for
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example as a result of changes in legal
or environmental sfrategies however,
regardless of the reason, changing the
scope of a project can be costly and
where this comes in the latter stages

of a project there may be no option

but to approve additional funding. It

is important therefore that projects are
scoped correctly fo ensure that value for
money is achieved.

Case Example - Lyric Theatre

The Department of Finance and Personnel (DFP)
stated that it “reluctantly” gave approval for

a final funding increase of £714,000 fo the
Lyric Theatre project in February 2009, despite
funding having previously been capped. DFP
considered that by not granting approval for
this, “very significant and strategic project
could consign it to the annals of history”. DFP's
reficence was based on the project construction
costs increasing from £7.36 million to £13.28
million'” and, therefore, the average cost per
square mefre rising from £1,605 to £2,997
per square metre, an increase of 86.7 per cent.
30.4 per cent of this was due to construction
inflation between April 2005 when the business
case was completed and July 2008, the
estimated start date on site.

Case Example - Ulster Museum

A number of enhancements were made tfo the
Ulster Museum project during the construction
phase including enhancement of income
generating facilities including restaurant, shop
and lecture theatre; leaming support facilities;
upgrading of the security systfem; and an
Applied Art Gallery at a combined cost of
approximately £2 million. These enhancements
were not part of the original redevelopment
scheme but from a practical point the
Department considered the most appropriate
way forward was to incorporate these aspects
when the refurbishment scheme was underway
in order to save money in the future. The
Department of Finance and Personnel agreed
with the Department’s approach that each
enhancement would be treated as a separate
capifal project. By adopting this approach,
each enhancement was awarded to the
confractor as a single tender action.

17 Costs stated are for construction only and do not represent the full cost of the project.
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2. Construction cost inflation

Capital projects are highly dependent on
the cost of resource inputs — i.e. labour,
raw materials and equipment. Increases
in the price of these key inputs can
confribute o cost overruns.  Estimates

for construction work are produced af

a specific point in time and the prices
used are relevant at that date. However,
prices for materials and labour will
fluctuate as a result of market forces and
because estimates are offen prepared
months or in some cases years before
construction commences, price estimates
are unlikely to accurately reflect these
costs. Effective modelling or forecasting
using construction cost inflafion indices
can help to factor in the movement of
such costs. However, it is not possible to
complefely eliminate the risk of increased
costs. CPD recommends the use of
Building Cost Information Service indices
fo forecast the additional cost of delays
in project completion.

for construction. Therefore, it is essential
that projects are managed effectively fo
ensure that they are delivered on time.
The projects reviewed encountered
delays when compared with the initial
time estimates and therefore, construction
cost inflation was a contributory factor in
cost increases.

3. Risk and value management

Failing to complete a proper risk
identification process early in the project
design stage can jeopardise project
success in a number of ways, including
impacting on budget, timelines and even

quality.

Risk and value management should be
carried out continually throughout @
project lifecycle, with early involvement
of the entire project feam to minimise
and manage risks. In line with best
practice, risk and value management
was a standard agenda item on the
Project Board for each of the projects

Case Example - Lyric Theatre

reviewed with the exception of the
Grand Opera House.

The lyric Theatre project made an application for
a £2.73 million increase in funding in October
2006. It highlighted that the construction cost
inflation applied from 2003 to October 2006
was 15.4 per cent and that the anticipated
construction cost inflation from October 2006 to
July 2008 (the estimated start date on site) was
likely to be a further 15 per cent.

4. Optimism Bias

Research undertaken for HM Treasury in
2002 provided evidence of systematic
errors in estimating cost and time in

the early stages of major public sector
projects across the UK. The research
concluded that project managers did
not make sufficient allowance for the
unforeseen problems that increase costs

The impact of construction cost inflation
is directly linked fo the length of the
project, the economy and demand
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and time. HM Treasury issued guidance
in 2003 to counteract this. The
guidance requires project cost estimates
fo include an allowance for opfimism
bias. This allowance has to be based
on empirical evidence of cost overruns
experienced by similar or comparable
projects. The allowance for optimism
bias is over and above the allowances
for specifically identifiable risks but may
be expected to gradually reduce as the
project progresses and knowledge of
risks (and how fo control them) improves.
As well as improving the accuracy of
cost esfimates, allowing for opfimism
bias also reduces the risk of committing
fo more projects than can be afforded in
the overall investment programme.

DFP advises that Northern Ireland
Departments should follow the guidance
in Annex 4 of HM Treasury’s Green
Book on how to deal with optimism
bias in relation to capital works, works
duration, operating costs, and under-
delivery of benefits; and on how fo
prevent or minimise optimism bias. It

is recommended that Departments
apply the adjustment percentages for
generic project categories based on

a study by Mott MacDonald given in
HM Treasury’s ‘supplementary guidance
on the treatment of optimism bias'. This
methodology involves assessing the
project against a series of risk facfors
which contribute to optimism bias. The
more it can be shown that these risk
factors have been mitigated, the more
the optimism bias adjustment on a
project can be reduced. 51 per cent is
the starting point and then this is

decreased as it is shown how the risks
have been mitigated throughout the life
of the project.

Optimism bias was applied in each of
the business cases reviewed with the
exception of the Grand Opera House.
Figure 7 provides a summary of the
opfimism bias calculations in each of the
seven projects reviewed.

Figure 7: Optimism Bias

of Northern Ireland

Project Optimism Calculated
bias optimism bias
standard applied
before
mitigation'®
Grand Opera House | Not applied
Crescent Arts Centre 51% 5.56%
Tollymore National o .
Outdoor Centre Do et
/&/\etropoliton Arts 51% 1 7%
entre
Ulster Museum 24% 6%
Lyric Theatre 51% 6.53%
Public Record Office 359 059

Source: NIAO based on project business cases

*The Public Record Office Northern Ireland business case
was prepared by a private sector consultancy firm. It advised
that optimism bias had been set at 35 per cent, a figure
provided by the Department of Finance and Personnel’s

(DFP) Economics Unit based on empirical data gathered

on capital cost overruns for a range of past capital build/
accommodation projects provided by DFP.

18 Calculation based on Mott McDonald guidance which recommends the application of 51 per cent for non-standard capital
projects and 24 per cent for standard capital projects.
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Completed projects have delivered the Case Example - Public Record Office

expected assets of Northern Ireland (PRONI)

3.11 A number of the projects we reviewed PRONI won the Engineering Excellence Award
have been highly commended and have 2011 from the Association of Consulting
won prestigious awards. VWhilst the Engineers. The award recognises innovative
architectural excellence of these projects and sustainable design and is for a project that
is undisputed the ultimate success of a demonstrates a high degree of achievement,
capifal project is when tangible benefits value and engineering excellence. PRONI
are realised in a cost effective way. also won an award from the Royal Institute of

British Architects.

Case Example - Crescent Arts Centre
Case Example - The Lyric Theatre

The Crescent Arts Centre won three prestigious

awards from the Royal Insfitution of Chartered The Lyric Theatre won an award from the Royal

Surveyors (RICS) at the RICS Awards Northern Institute of British Architects and an award for

Ireland 2011, the Best Cultural Building at the Irish Architecture
Awards.

The highly successful refurbishment and
extension of this diverse community arts centre

resulted in the centre winning the Community To date post implementation reviews have
Benefit category, being “Highly Commended” been completed for three of the seven
in the category of Building Conservation as projects reviewed, the remaining four are
well as winning the impressive “Project of the not yet due
Year 2011" award on 17 May 2011.

3.12  The completion of a post project
As one of the Northern Ireland category evaluation provides the basis for an
winners, the Crescent Arts Centre also independent evaluation of the collective
competed against projects from across the impact and success of a project. It
UK and internationally at the RICS Awards provides evidence of the value of return
in London in October 2011 where it was on the investment made — both for the
commended in the Community Benefits Awards project under review and, in the form
category. Eleven projects were in the category of lessons learned, for future projects.
with one winner and two commended Achieving Excellence in Construction
projects. divides post project evaluation into two

discrete parts:
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* Post project review is carried out
after construction is complefted and
focuses on how well the project was
managed. It must include the views
of suppliers and specialists who are
at the point of actual delivery. It
considers how well the construction
project performed against key
performance indicators such as
cost, time, safety, defects and client
satisfaction. It also considers lessons
learned for the team-working and
partnering approach taken. These
lessons should feed info a lessons
learned report and the contracting
authority’s standards for managing
projects.

* Post implementation review is
carried out when the facility has
been in use for long enough fo
defermine whether the business
benefits have been achieved
(typically twelve months affer
completion and while the change
is sfill recent enough for users to be
aware of the change). This review
establishes whether the expected
benefits have been achieved from
the project. It is good practice fo set
out specific benéfits in the business
case, with measures identified and
responsibility assigned to track,
monitor and measure the delivery of
benefits. The finished project can
then be assessed to ensure that it
meets the business requirements and
provides good-quality design and
functionality.

3.13

3.14

The Northern Ireland Guide to
Expenditure Appraisal and Evaluation
(NIGEAE) published in June 2009
reflects that a post project evaluation
should be planned before project
closure. It should compare outturn
against estimated costs and benefits
and should generally review success

in achieving objectives. The guidance
states that it should be conducted six to
twelve months affer the project closure
and should be led by an individual
independent of the Project Board and
Project Team. Prior o this guidance
being issued post project evaluation
complefion dates were agreed with DFP.

The Department’s evaluation guidance
issued in June 2011 indicates that
"post project evaluation’ is a composite
term used fo incorporate both post
project review and post implementation
review. It reflects that a post project
review should be completed within

six months of project closure and @
post implementation review should be
completed within 12-18 months of a
project closing.

A post implementation review had

been completed for three of the seven
projects we reviewed, Tollymore
National Outdoor Centre, Grand
Opera House and the Ulster Museum.
Post implementation reviews were still
outstanding for the Lyric Theatre Project,
Public Record Office of Northern

Ireland, the Crescent Arts Centre and the
Metropolitan Arts Centre at the time of
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our review. With the exception of the
MAC, all of these projects had reached
the 12-18 months closure date and had
the NIGEAE or departmental guidance
been applied we would have expected
fo find post implementation reviews for
each of the projects. However post
implementation review completion dates
have been agreed with DFP as follows:

e The lyric Theatre, March 2014 (3

years affer completion);

¢ The Crescent Arts Centre, March
2013 (3 years affer completion);

e The MAC, April 2015 (3 years affer

completion); and

e Public Record Office of Northern
Ireland, December 2012 (2.5 years

after completion).

The review of the Grand Opera House
was only finalised in August 2010,
nearly four years after the project's
handover date, and was not agreed by
the Department’s Accounting Officer untfil

July 2011,

Case Example - The Ulster Museum

The Ulster Museum post project evaluation
illustrates substantial increases in access and

parficipation.  The Museum has had more than
1.3 million visitors since re-opening its doors in
October 2009. Almost 60,000 people visited
the Ulster Museum in the first fen days following
its re-opening; the equivalent of visitor fraffic
previously achieved in a three and half month
period prior fo refurbishment. In June 2010,
the new Museum won the highly coveted UK
Art Fund Prize. In August 2010, the Museum
also received a prestigious Sandford Award for
Museum and Heritage education. This UK-wide
accredifation scheme is awarded fo museums
which achieve excellence in the provision of
heritage education programmes.

Case Example - Tollymore National
Outdoor Centre

The Tollymore National Outdoor Centre business
case identified six objectives to be achieved by
the redevelopment of the Centre. One of those
objectives was to achieve 9,840 user days in
2010-11. However, despite increasing user
days by 29 per cent from 5,796 to 7,500,
activity fell short of target by 24 per cent or
2,340 days. The business case also indicated
that the Centre would be self financing by
2010-11. However the post project evaluation
shows a deficit of £611,000 in 201 1-

12 which was funded by Sport NI, Early
indications suggest that the planned benefits of
this project were overly optimistic.
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3.15  For post implementation reviews to decline in audience numbers, the
provide a meaningful picture of the Grand Opera House has experienced
benefits gained by the implementation double figure percentage increases
of a project, it is important that a in the number of patrons attending
sound baseline is established in order compared to 2005-06. In 2007-08
fo measure performance/oufcomes. attendance levels were 15 per cent
One of the key objectives of the Grand higher compared to 2005-06, in 2008-
Opera House refurbishment and 09 there were 18 per cent more patrons
extension was fo prevent a decline and while 2009-10 saw a slight decline
in attendance levels. The 2005-06 compared 2008-09, the affendance
attendance levels have been used as level was still 10 per cent higher than
a baseline fo measure increases in 2005-06. This equates fo an average
audience attendances. The post project 39,000 additional patrons compared to
review states: the 2005-06 benchmark”.

“not only has the Grand Opera House
been able to prevent the continued

Figure 8: Grand Opera House attendance levels

2003-04 2004-05 2005-06 2007-08 2008-09 2009-10

310,000

300,000

290,000

280,000

270,000

260,000

250,000

240,000

Source: Grand Opera House post project evaluation
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However, it should be noted that the
200506 figures are substantially
reduced on previous years shown.
With construction starting in May 2005
and completing in October 2006 —
the Grand Opera House is unlikely to
have been running a full programme
and therefore the audience increases
reporfed may not be a true reflection of
improvement. I 2005-06 is discounted
as a baseline figure then the increase
in affendance levels is much less
substantial.

It is important to defermine a realistic
benchmark to measure performance
against. A benchmark needs fo reflect
the performance norm prior fo any
changes in delivery and therefore it is
necessary to ensure that the benchmark
sef accurately reflects previous
performance. It may be necessary fo
calculate a mean performance over a
number of years or discount one year’s
results as other external factors outside
the norm impacted on the figures
reported.

Recommendation 2

The completion of post project evaluation
following the implementation of a project
provides the basis for an independent
evaluation of the collective impact and success
of a project’s benefits and identifies lessons
learned for application in future projects. Post
project evaluations should be complefed within
a reasonable timescale to defermine whether
projects have delivered the benefits intended.

Recommendation 3

Post project evaluation should be included as
a condition of funding. The timing of the post
project evaluation needs to be explicit and
responsibility for ensuring completion should be
allocated to a named official, likely to be the
Senior Responsible Owner.

Recommendation 4

Realistic benchmarks must be identified in order
fo get an accurate picture of how performance
has been affected.
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The Lyric Theatre

4.1 One of the major capital projects
reviewed as part of our study was the
lyric Theatre re-build. The original
lyric Theatre was purpose built in
1968, however, by the 1990s it
was unable to handle the expanding
programme of activities. Furthermore,
the building was in breach of Health
and Safety legislation and the
Disability Discrimination Act. In April
2005 the Department of Finance and
Personnel (DFP) approved a grant
funding limit of £6 million based on
a fofal project cost of £12.4 million.
At that time the remainder of cost was
fo be funded as follows: £2 million
lottery grant from the Arts Council; and
£4.4 million Lyric Fundraising, Trusts
and Foundations funding. However,
by September 2006 a defailed cost
review had been completed and the
estimated cost of the project was
revised to £15.23 million establishing
a funding gap of £3.23 million'?.
This cost increase was approved
by DFP in March 2007 and the
Department covered the funding gap
in full raising its contribution to £9.23
million.

4.2 In December 2008, the Department
again wrofe to DFP seeking funding
approval as costs had escalated by a
further £2.624 million. Lyric agreed
fo contribute £2.06 million towards
the cost increase but the Department
was required to meet additional
costs of £414,000 for ringfenced
contingency and £150,000 for

4.3

4.4

installation of a geothermal pump. At
this stage DFP expressed concermns in
respect of the project cost increases.
The original business case was costed
at £1,605 per square metre but the
latest application for additional funding
increased costs to £2,997 per square
metre.

During our review of this project we
were unable fo obtain any assurance
that:

e The fender evaluation process had
been applied in line with best
practice; and

e Perceived conflicts of interest had
been managed.

As a result of our findings the Accounting
Officer commissioned a forensic audif fo
evaluate the system of risk management,
control and governance operating to
ensure that:

* The confract for the re-build of the
lyric Theatre was awarded in line
with best practice; and

e Donations made fo the lyric Theatre
capifal project were fransparent and
did not influence the award of the
design and build stage contract.

The tender evaluation process

4.5

The re-build of the Lyric Theatre was
procured using a two stage design and

build approach. The Department

19 The funding gap included a shorifall of £0.4 million on the original estimate and £2.83 million of additional costs.
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requested that Central Procurement
Directorate (CPD) provide advisory
services on the Lyric Theatre project

in 2005. As this was a grant funded
project, CPD's role was to provide
advice to the Depariment and the Arts
Council in their role as joint investment
decision maker. The Lyric Theatre
appointed a number of consultants to
provide project management services
and to develop and manage the project
through its various stages. Consultants
were appointed to assist with the tender
evaluation process and prepared

the tender evaluation report. Five
companies submitted first stage tenders
for the design and build work — see
figure 9.

Figure 9: First Stage Tender submission prices

Contractor Original tender price
Contractor A £10,887,000
Confractor B £11,374,579
Contractor C £10,826,000
Contractor D £11,212,217
Gilbert Ash NI Limited £11,639,351

4.6 An evaluation of the five fender

submissions was completed in March
2008. During this process a number of
adjustments were made to the tenders
submitted. Despite submitting the highest
tender price, the evaluation report
concluded that Gilbert Ash NI Ltd was
the most economically advantageous
tender. In awarding a contract on the
criferion of the most

economically advantageous tender

the aim is not necessarily fo select the
lowest cost quotation/fender, but fo
select a response that meets a set of pre-
defermined specific criteria and relative
ratings and provides value for money in
doing so.

In order fo satisfy the requirements of
probity and good administration, the
evidence base for the decision to select
Gilbert Ash NI lid relied upon the
relevant information being evaluated.
However, we were unable to test the
recommendation made in the evaluation
report to appoint Gilbert Ash NI Ltd

or safisfy ourselves that the evaluation
panel made its assessment on the

basis of value for money because a

full and complete record of the process
was unavailable to us.  The tender
evaluation report was the only evidence
available to suggest that the proper
processes had been engaged. The CPD
technical adviser was not present during
the evaluation process. An invitation was
extended fo attend the initial meeting
but because it was rescheduled, the
CPD adviser was unable fo aftend. The
CPD adviser told the joint Investment
Decision Makers that he was unable

fo affend the meeting but that he had
"good confidence that Lyric would
manage the event in a very professional
manner”. He also indicated “You may
wish as funders fo attend in an observer
capacity”.

The CPD adviser was not given the
opportunity to review the complete
fender evaluation report prior to the
appointment of the preferred bidder?°.

20 The CPD adviser received the tender evaluation report as presented to the Project Board meetfing on 4 April 2008. This
report was incomplete. At this stage the preferred bidder had been notified.
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4.9

The Department told us that between
the selection of the preferred contfractor
and the agreeing of the confract there
was a delay of six months. During this
period CPD did not raise any concerns
regarding the fender evaluation and
the Department informed us that it took
assurance from this.

DFP told us that, “despite numerous
prompts by CPD, the Integrated Project
Team did not provide CPD with the
required information in a fimely manner
that would have allowed CPD fo
provide advice on the fender award
decision. The information that was
provided was inadequate and provided
after the award decision was made.
Therefore, CPD can provide no opinion
on the fender assessment process. The
procedure of ‘silence means consent’
[“Qui tacet consentire videtur”) can be
applied in certain circumstances, e.g.
14 day rule’ procedure for clearance
of Procurement Board papers. The
circumstances of this case do not allow
the Department to rely on this procedure
in relation to CPD’s advice, i.e., there
were no papers issued, no fime limit
for consideration and CPD was not
alerted that the ‘silence means consent’
procedure was being enacted”.

The Department told us that it's
recollection and record of events is
substantially different:

® It has no record of the numerous
prompits referred fo by CPD. While
Project Steering Group minutes of 28
January 2008 refer to a request

by CPD for sight of a report on

the contract inferview process, the
minutes of 4 April 2008 refer to the
Investment Decision Makers and
CPD nofing the significant milestone
of preferred bidder stage being
reached and congratulating the Lyric
on its achievements.

CPD informed the project funders
that it could not attend the confractor
interviews on 24 January 2008 but
added that following discussions with
the Project Sponsor on the conduct
and format of these. I (the CPD
Official) have good confidence that
the Lyric will manage this event in a
very professional manner”.

CPD received a copy of the tender
evaluation report at the Project
Board meeting on 4 April 2008
and at subsequent Project Steering
Group meetings did not highlight to
the Investment Decision Makers any
issues about inadequate information
regarding the award or delay in ifs
provision.

Each Project Board meeting included
a pre-session where the funders

and CPD reviewed progress and
CPD reported matters of concern.
There is no record of CPD raising
any concerns around the lack of
information on the tender evaluation
process given these formal
opportunities to do so”.
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Infernal Audit sfated in its forensic audit
report that, “while it is satisfied that the
overall approach and methodology fo
be employed on the lyric project was in
line with best practice, in the absence

of the original tender submissions and
tender evaluation documentation, it
could not provide assurance that the Lyric
Theatre re-build confract was awarded in
line with best practice.”

In our view there is insufficient evidence
to conclude that the approach and
methodology employed complied with
best practice. On the basis of the
limited information available we must
conclude that there was no scrutiny of
the tender evaluation process by the
Department or its agents. Although the
roles and responsibilities adopted by the
Lyric project are in line with Achieving
Excellence in Construction best practice
there is no evidence to indicate that
these were applied in a meaningful way.

CPD recommends that procurement
documentation should be retained for

a minimum of 10 years. However, the
consultants who prepared the evaluation
report advised the Department that it no
longer held the relevant documentation.
This was in line with its own document
refention policy which is to refain
documentation until the confract is
awarded and there are no challenges.
Neither the Department nor the Arts
Council had advised the Lyric or its
agents of the public sector requirement
fo retain fender documentation for a

much longer time span. As a result, the
Department has been unable to provide
assurance that the procurement process
was managed appropriately.

Recommendation 5

Good record keeping should aim to keep full
and accurate records of business undertaken o
help ensure accountability. The Department must
ensure that all partners engaged in the delivery
of capital projects refain contract documentation
in line with public secfor practice. In order

to clarify and strengthen document retention
procedures, specific requirements should be
included as part of the letter of offer/conditions
of funding in all future capital projects.

Adjustment to tender costs in relation
to scaffolding

4.14  The fender evaluation report indicates
that tender costs in the stage 1
assessment were adjusted in relation to
scaffolding. It states that “inclusions for
scaffolding were significantly af variance
due fo the different inferprefations put

by all parties on the need for general
scaffold and adaptations required for
the project (tender inclusions ranged
from £84,807 to £413,000). It was
therefore considered that for comparative
analysis the value of the scaffold should
be excluded.” Figure 10 summarises
the impact that the adjustment had
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Figure 10: Adjusted tender prices

Contractor
D

Contractor
B

Original tender price £10,887,000 £11,374,579 £10,826,000 £11,212,217 £11,639,351

Ranking

: 2 4 ] 3 5
Price only

Adjustment for

scaffolding costs £186,032

£298,570 £84,807 £209,927 £413,000

Adjusted tender price £10,700,968 £11,076,009 £10,741,193 £11,002,290 £10,878,436

Ranking

: 1 5 2 4 3
Price only

Source: NIAO based on fender evaluation report

on tender prices. Gilbert Ash NI Lid
had the highest scaffolding costs and
therefore benefitted most from the
exclusion of these costs. Although the
scaffolding costs were excluded from
the stage 1 financial assessment of the
tender evaluation, the scaffolding cost
of £413,000 submitted by Gilbert Ash
NI Lid appears to have been accepted
in full at stage 2 and included in the
fixed price cost of the confract. As a
result, there was no consideration given
fo whether the cost quoted represented
value for money. This is concerning given
that the cost quoted by Gilbert Ash NI
ltd for scaffolding was almost five times
more than the lowest price quoted.

We noted that the original tender
submissions also appeared fo reflect a
similar variance for staff costs yet the staff
costs were not excluded for comparative
analysis in the same way that the
scaffolding costs were. The Department

told us that staff costs when taken
together with site management costs
were more evenly aligned across the
tenders and there was a lesser degree of
inferpretation required to determine the
scope of requirements.

Further adjustments to costs

4.16

The Gilbert Ash NI Lid tender submission
was further adjusted by £347,915.
There was no evidence provided to
indicate that a similar analysis of the
other tenders cosfs was completed. The
absence of key documentation meant
that we have no assurance that these
omissions are accurate and equitable.

In line with best practice, tenderers
should be nofified if adjustments are
made to cost figures. Although all
tenderers were nofified of the omission

of scaffolding costs, Gilbert Ash NI
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ltd were not notified of the additional
adjustments. The Department told us that
the other fender submissions had not
included design development, bonds or
pre-construction costs within the tender
sum and therefore no adjustment was
required. In the absence of procurement
documentation we are unable fo confirm
that this was the case and that the other
fender submissions were subject to the
same level of scrutiny as the Gilbert Ash
NI Lid fender.

As Figure 11 shows, following the
initial evaluation, Gilbert Ash NI Ltd

was placed second affer the most

economically advantageous tender. The
tender evaluation report documents that
a posttender clarification meeting was
held with Contractor C, the first placed
contractor. Based on discussions at this
meeting and follow-up correspondence,
Contractor C's fender cost was adjusted
further by £113,500. This adjustment,
when factored info the financial
evaluation resulted in Gilbert Ash NI

ltd becoming the most economically
advantageous tender and the evaluation
report proposed Gilbert Ash NI Ltd as
the preferred bidder fo the Project Board.
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Figure 11: Summary of the Tender Evaluation Process

Original tender

Adjusted fender

(tfender report

incorrectly states fieneler @peri

(fender report
incorrectly states

price (as per £10,887,000  £11,374,579  £10,826,000  £11,212,217 £11,639,351
evaluation report]
Rank Price only 2 4 1 3 5
Adjustmentfor ¢ 154 03 £208,570 £84,807 £209,927* £413,000
scaffolding costs
£347,915
Oth was made for
odiustr:;nts None applied None applied None applied None applied cosfs inc|u.o|ed
incorrectly in the
tender submission
£10,700,968 o, 1 076,009 £10,741,193  £11,002,290

(fender report
incorrectly states

price the adjusted inc?orrecﬂy slates the adjusted the adjusted SI0878450
price as og{lgteocégrggg)s price as price as
£10,709,149) T £10,741,630)  £11,072,442)
Rank Price only 1 5 2 4 3
Price weighted
37.76 19.84 36.76 19.34 30.47
score
Quality weighted 6 5g 24.16 23.20 25.12 28.30
score
Combined scores 57.34 44.00 59.96 44.46 58.77
Ranking 3 5 ] 4 2
additional
Post tender £113,500 new
. None applied None applied  financial score~ None applied None applied
adjustments 30.8 ot 70%
weighting
Combined score 57.34 44.00 54.00 44.46 58.77
Final ranking 2 5 3 4 1

Source: NIAO based on tender evaluation report.

*

adjustment figure incorrect in fender report as Contractor D confirmed the adjusiment figure as £209,927 but the tender

was adjusted by £139,774. This discrepancy could not be explained however the error is not material as the properly
adjusted figures would have had no impact on the outcome of the tender competition.
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Our review raised a number of concerns
regarding this stage of the fender
evaluation process:

* The post evaluation adjustment of
£113,500 includes £70,000 for
additional supervision resources.
The supervision cost in Contractor

C's tender was already 150 per cent

greater than the corresponding cost

in the Gilbert Ash NI lid tender.

® Best practice sfafes that if a fender
cost is adjusted then this must be
agreed in writing with the contractor.
There is no documentation fo show
that Contractor C had been asked
fo agree the cost adjustment.
Indeed, Contractor C challenged
the decision to award the contract to
Gilbert Ash NI lid stating they had
submitted a fully compliant tender
but undersfood that their fender
figure had been amended, without
their agreement, based on cost
information provided subsequent to
the postender clarification meeting.

e Confractor C was the only confractor
fo have a postender clarification
meefing.

Recommendation 6

The Department must ensure that all tender
submissions for capital projects are freated in

a fair and equitable manner.  In accordance
with this principle and best practice, adjustments
fo tendered prices should only be made

in exceptional circumstances. VWhere it is
necessary to make adjustments, all tenderers
should be nofified and a clear audit trail should
be prepared and refained.

4.20  Asfigure 11 shows, our review also
uncovered a number of additional
errors in the figures in the report.  In
the absence of the procurement
documentation the Department was
unable to provide any explanations for

the discrepancies.

The role of Central Procurement Directorate
4.21  As part of its new approach to

capital programme management,

in September 2007 the Department
gave an undertaking to engage with
CPD for fechnical advice throughout a
project lifecycle. However, the Internal
Audit forensic report stafes that “CPD
did not attend the tender evaluation
meeting, nor did a representative from
the Department”. CPD advised Infernal
Audit that a full and complete copy of
the final evaluation report had not been
provided despite requesting it several
times. Therefore, the decision fo appoint
Gilbert Ash NI lid as the preferred
bidder was endorsed by the Department
without the benefit of CPD advice on

the effective operation of the tender
evaluation process.

Recommendation 7

CPD technical advisors provide important
assurance fo funders on the application of
government procurement policy and, therefore,
assist in ensuring that the value for money of
construction projects is not compromised. It

is vital that the Department fully exploits this
expertise in its capital construction projects to
ensure that the proper processes and protocols
are being applied. Ve recommend that key
decisions on capital projects should only be
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made after explicit technical advice has been
received in writing. In this regard it is important
that Investment Decision Makers ensure that CPD
receive the information they require on a timely
basis so that they can inform decisions in the
most effective way.

Recommendation 8

The absence of a representative of government
at such a key milestone in a construction project
is a major breakdown in the assurance process
for the expenditure of public funds. We strongly
recommend that CPD technical advisors attend
fender evaluation meetings as independent
observers to provide assurance to funders that
decisions are being made in line with best
practice.
Managing conflicts of interest
4.22  Ina region as small as Northern Ireland
it is reasonable to expect that consultants
may tender for work in organisations
with which they already have a working
relationship.  In these instances it is vital
that any perceived conflicts of interest
are recorded and managed in line with
best practice.
4.23  The project manager of the Lyric Theatre
re-build worked with Gilbert Ash NI Lid
as the confractor on the extension to
the Grand Opera House in the period
2005-07. We asked the Department
fo confirm how it managed any
potential conflicts of inferest that this
created. The Department was unable
fo provide assurance that potential
conflicts of inferest had been managed

appropriately.

4.24

4.25

4.26

4.27

In March 2008 the Stage 1 contract
was awarded to Gilbert Ash NI Ltd
with negotiations beginning at that time
fo agree a fixed price for the confract.
After extensive value engineering a
farget contract price was agreed in
September 2008 and presented fo the
Project Board for formal approval at a
meeting on 27 October 2008.

At that same meeting the minutes
indicate that lyric Theatre fundraising
team had met with Gilbert Ash NI Ltd
management and agreed that Gilbert
Ash NI lid would become patrons of
the Lyric Theatre rebuild project with @
donation of £150,000.

It is not uncommon for private secfor
companies to offer sponsorship and
donations in the culture, arts and leisure
industry and this provides a valuable
source of funding. The Lyric Theatre
secured £5.6 million through Trusts and
Foundations, corporate sponsorship,
individuals, events and campaigns. This
was significant and vital funding needed
fo secure the redevelopment project.
We would not seek to discourage
philanthropy in projects such as the

Lyric Theatre, however, it is essential

that public sector bodies identify and
manage the potential for any perceived
conflict of interest.

In the case of the Lyric Theatre project,
the Investment Decision Maker did

not identify the potential for conflict

of interest and no action was taken

to fully consider and record events
and decisions regarding the Gilbert
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Ash NI ltd patronage in an open and
transparent way.

Recommendation 9

The Department must be alert to the possibility of
both perceived and actual conflicts of interest.
Where a perceived or actual conflict of interest
has been identified, the Department must make
a full, open and transparent record of how that
conflict has been managed.
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NIAO Reports 2012-13

Title Date

2012

Continuous Improvement Arrangements in the
Northern Ireland Policing Board

Invest NI: A Performance Review
The National Fraud Initiative: Northern Ireland
NIHE Management of Reponse Maintenance Contracts

Department of Finance and Personnel -
Collaborative Procurement and Aggregated Demand

The Police Service of Northern Ireland: Use of Agency Staff

The Safety of Services Provided by Health and Social Care Trusts
Financial Auditing & Reporting 2012

Property Asset Management in Central Government

Review of the Efficiency Delivery Programme

The exercise by local government auditors of their functions in the
year fo 31 March 2012

2013

Department for Regional Development: Review of an Investigation
of a Whistleblower Complaint

Improving Literacy and Numeracy Achievement in Schools

General Report on the Health and Social Care Sector

by the Comptroller and Auditor General for Northern Ireland = 2012

NI Water: Response to a Suspect Fraud

Published

20 March 2012
27 March 2012
26 June 2012

4 September 2012

25 September 2012

3 October 2012
23 October 2012
6 November 2012
13 November 2012
11 December 2012

19 December 2012

12 February 2013

19 February 2013

5 March 2013

12 March 2013
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