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THE SCOTTISH PARLIAMENT
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callum.thomson@scottish.parliament.uk

Audit Committee

Jim Meldrum
Directorate of Administrative Services
Scottish Executive
Saughton House
Edinburgh

28 September 2000

Dear Mr Meldrum

At the Audit Committee meeting on Tuesday, 26 September, Muir Russell agreed to
provide notes on a number of issues that were touched on during the evidence taking
session on the Auditor General for Scotland’s Report on the new Scottish Parliament
Building.

I thought it would be helpful to put in writing the areas on which the Committee is
expecting to receive clarification.  These are:

§ Details of the person specification and recruitment method adopted for the replacement
project manager

§ The skills and experience specifically relating to construction management projects
available within the project management

§ An analysis of the underlying causes for the increase in the construction costs and how
far they arose before or after handover, with reference to the cost analysis expressed
in the Spencely report

§ The lessons that have been learned from Scottish Executive resulting from the
Holyrood project.

Since the Committee will be meeting on 3 October, members would find it very useful to
receive the Executive’s responses in advance of this meeting.

Yours sincerely

Callum Thomson
Clerk to the Audit Committee
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Muir Russell, FRSE
Permanent Secretary

Callum Thomson Esq
Clerk to the Audit Committee
Scottish Parliament
Parliament HQ
375 High Street
EDINBURGH
EH99 1SY

St Andrew’s House
Regent Road
Edinburgh EH1 3DG

Telephone: 0131 244 4026
Fax: 0131-244 2756
e-mail: muir.russell@scotland.gov.uk

  2 October 2000

__ _____

AUDIT COMMITTEE INQUIRY INTO HOLYROOD PROJECT

When the Audit Committee took evidence from colleagues and me on Tuesday, 26 September I said
that I would write to deal further with 4 points that had been raised during the Hearing.  These were
the arrangements for the appointment of a new project manager in January 1999, the details of the
experience of the project team, the extent to which enhancements to the project took place before and
after transfer of responsibility at the beginning of June 1999 and any general lessons to be learned
from the project.  I deal with these each in turn below.

Appointment of Project Manager

As Dr Gibbons and I told the Committee, we were able to minimise the gap following the resignation
of the former project manager because the project team was clear about the type of person and
experience needed for project manager in the circumstances of this project and a suitably
experienced person was available to transfer to this role.  He was at that time project manager on the
interim Parliament project (the Mound), performing successfully in that role, so he was a known
quantity.

His appointment to that post followed a decision to establish separate project management for the
interim Parliament project, to ensure its successful delivery and to enable the Holyrood project team
to concentrate on the main project itself.  He was appointed after discussion with a number of project
management companies on how best to secure the capability to move the interim Parliament project
forward quickly, and was seconded from Project Management International Plc, of which he was and
remains an employee, with reimbursement made to the company.



AU/00/17/3

abcde abc

Size and experience of Project Team

As we explained at the Hearing the Project Team during the latter stages of our stewardship
contained some 20 people, and you are aware from the Audit Scotland report that its formation was
in line with recommended good practice with a project sponsor, project manager etc.  It was always
clear that the team would be built up and its skill match adjusted as required to fit the circumstances
of the developing project.  But from the outset the relevant architectural, quantity surveying and
project management and procurement experience was available.  The team was augmented to deal
with the work arising from the construction management procurement route (we covered at last
week’s meeting the logic of proceeding in this direction) by the appointment of two quantity
surveyors, one of whom had direct experience of a major construction management project.
Construction management has of course evolved as a variation on the management contracting
procurement model.  Other members of the team (including the project manager) had extensive
experience of management contracting, as well as contract management generally (for obvious
reasons very important in running the construction management model). In addition through the
appointment of our main consultants EMBT/RMJM, DLE and Bovis the team included very
considerable experience of construction management both in the UK and overseas.

Building enhancements

I said that I would provide further clarification of the extent to which changes that led to the
construction cost estimates produced in late 1999 concerned matters decided before the transfer.
This is of course partly a matter for the Accountable Officer for the Parliament, and Mr Grice will
deal with changes made after the transfer.

Audit Scotland's report sets out the overall changes that took place to the project and the reasons for
increases in costs, both in relation to the quality of project and to its size.  The report takes as a
baseline the original £50 million construction cost figure and relates alterations back to that figure in
the calculations carried out.  Taking Audit Scotland's analysis, the difference between £50 million
and the £62 million figure for the project's estimated construction costs at the time of transfer is
£12 million.  This is accounted for by an increase in the briefed gross area of 6,000 square metres.
This increase took place for 3 reasons - to provide further staff accommodation that it had been
concluded would be required in the light of the consultative steering group's thinking about the way
the Parliament would work, to increase the "balance" areas (as the Auditor General's report makes
clear) and to provide more space for a larger formal entrance recommended by the design team in the
light of their development of the initial design concept.  The rest of the increase to the current
construction cost estimate of £108 million (and the figures set out in the Spencely report covering the
rest of 1999 and 2000) is in respect of changes introduced after the transfer.

Lessons

The Auditor General's report highlights that it is unusual to conduct an audit of a project of this kind
while it is still in progress.  It is only when it is complete that it will be possible to take stock fully of
the lessons to be learned from it. I acknowledge that there are a number of areas where differing
views might be held, but the main message I sought to convey to the Committee was that the project
was under control and the Project Team were making considerable efforts to ensure proper
stewardship of public money.  The comments made and questions raised by the Auditor General will
of course be addressed to the extent that they are of general application, but I do not believe his
report challenges this broad conclusion.  I am satisfied that a proper assessment was made of the
procurement route.  I consider that project management arrangements were satisfactory.  I explained
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to the Committee the general approach to risk that was taken in initial estimates and referred to the
specific issues dealt with in Annex B and the Auditor General’s conclusions on that.  I agree, as I
made clear to the Committee, that formalised risk assessment techniques are appropriate, particularly
once a certain stage in the definition of a project has been reached, but I remain of the view that, at
the early stages of this project, the key task facing the project team was to aim to live within the
announced cost estimate and to address changes to that only as and when it was clear that they could
not be avoided.

A M RUSSELL



Audit Committee

Paul Grice
Clerk and Chief Executive
The Scottish Parliament
Edinburgh
EH99 1SP

10 October 2000

Dear Mr Grice

I am writing to thank you and your colleague, Mr Martin Mustard, for your attendance
before the Audit Committee on Tuesday.  You agreed to provide the Committee with notes
on a number of issues that were raised in the course of the meeting.  I thought it would be
useful if I put these issues in writing:

§ a breakdown of the costs which can be attributed to the factors which you said were
responsible for the construction costs rising from £62 million to £108 million

§ details of when you were made aware that the new Parliament was being built using a
construction management contract and what you were told about the respective merits
and demerits of this approach

§ confirmation and any written evidence that the SPCB did consider undertaking an
independent review of the project around the time of the handover from the Scottish
Executive

§ confirmation and any written evidence of whether the SPCB considered housing the
new Parliament on a split-site basis

§ details of how the reporting mechanisms for the project were established and how they
operated, particularly with regard to cost reporting to the SPCB

§ details of the tenders for major project contracts, particularly how the figures relate to
the pre-tender estimate for each contract

§ your response to the Auditor General for Scotland’s recommendations which are on
page 8 of his report. 

The Committee will next be meeting on 24 October when it expects to take further
evidence from the Permanent Secretary at the Scottish Executive.  It would be very helpful
to receive your reply in order that members have time to consider it before that meeting.



I have copied this letter to the Auditor General for Scotland.

Yours sincerely

Nick Johnston MSP
Deputy Convener
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Nick Johnston MSP
Deputy Convener
Audit Committee

The Clerk/Chief Executive
Edinburgh
EH99 1SP

Tel: 0131-348-5255
Fax: 0131-348-5259

paul.grice@scottish.parliament.uk

18 October 2000

Dear Mr Johnston

Thank you for your letter of 10 October.  At the meeting of the Audit Committee on
3 October, I agreed to provide you with additional information in seven areas, as
listed in your letter.  The responses are as follows, in sequential order:-

1. Rise in Costs

I am advised by our cost consultants that the rise in construction costs from
£62 million to £108 million is attributable to the following changes authorised
after the handover:-

£m

Increased Space (8,000 sq m) and additional design
complexity

25

Queensberry House 3

Enhanced Specification 10

Security Enhancement 3

Extension to programme due to delay 5

TOTAL £46m

The consultants, however, have cautioned that this analysis represents only a
broad attempt to allocate costs under general headings.  It is, for example,
particularly difficult to precisely separate costs attributable to extra space
requirements and enhanced specifications.
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2. Procurement Method

I was aware of the "Construction Management" method of procurement at the
time that the SPCB assumed responsibility for the project in June 1999.
However, I could not claim fully to understand the significance until I attended
an ad hoc briefing of the SPCB by Dr Gibbons later in June or in July 1999.
Both the advantages and disadvantages of this type of procurement were
explained by Dr Gibbons.  Under the terms of the transfer order, the SPCB
was obliged to assume responsibility for the Construction Management
contract.  Nothing has happened since to change my view that the method of
procurement provided the flexibility necessary to accommodate the changes
required to meet the Parliament's needs.

3. Independent Advice

The SPCB did not consider an independent review of the project at the time of
handover.  In my evidence to the Committee, I clarified (Col 412) that the
assistance the SPCB considered was in the form of independent advisers.
My recollection is that this matter was raised on more than one occasion but
the only documentary evidence I can trace is the minute of the SPCB meeting
of 29 June 1999 where the possibility of a "facilitator" to provide an external
view of the project was raised.  No further action seems to have been taken.

4. Split Site

The possibility of a split site was discussed at the SPCB meeting on
16 November 1999.  By that time, demands for additional space and facilities
had emerged and the SPCB recognised that the stage was being approached
where the current capacity would not be capable of assimilating all new
demands.  The request for a feasibility study reflected the SPCB's firm view
that every endeavour should be made to maintain a Parliamentary campus on
the Holyrood site.

5. Reporting Procedures

In June 1999, shortly after SPCB assumed responsibility for the Holyrood
Project, the Project Sponsor presented proposals on reporting procedures in
SPCB (99) Paper 21.  These were:

- that reports should be on a monthly basis
- that they should be considered at meetings separate from

normal SPCB meetings
- that they should cover
- programme and progress against programme
- financial report
- issues register
- change control report
- communications.
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SPCB agreed these proposals at its meeting on 29 June 1999 and reports
were submitted on this basis until the Spencely review was initiated earlier
this year.

At its meeting on 28 September 1999, the SPCB agreed to hold ad hoc
weekly meetings to discuss Holyrood issues.  Reports for these meetings
were prepared on an "as required" basis.

New reporting arrangements were introduced following the establishment of
the Holyrood Progress Group.

6. Major Tenders

I agreed to provide information on the results of the major tendering exercises
currently in train.  None of these exercises is yet complete and it is likely that
commercial confidentiality would prevent the disclosure of individual contract
prices.  But I would hope, by about the turn of the year, to be in a position to
provide you with a global figure showing the results of the major tenders
(likely to include sub- and super-structures East and MSP cladding), together
with the extent to which it varies (plus or minus in percentage and value
terms) from the target in the cost plan.  I trust this will be sufficient for your
purposes.

7. Recommendations

As explained in my evidence (Col 410), I regard  AGS's recommendations as
very helpful.  That said a number had been or would have been implemented
in any event.  I attach a list of the recommendations, annotated to indicate the
action taken on each.

I trust that the above satisfactorily addresses the Committee's concerns.  I remain at
your disposal to provide any further information or explanations that the Committee
may require.

I am copying this letter to the Auditor General for Scotland.

Yours sincerely

P E Grice
Clerk and Chief Executive
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Recommendations Response

a. Project management should instruct the construction manager and the
cost consultant to prepare as soon as practicable a risk analysis, which
should identify all remaining risks to the project and their potential
impact on costs and deadlines. This analysis should take account of the
main risks identified in Part 1 of this report and quantify the most likely
outcomes as well as best and worst cases. The results should be the
basis for an action plan to manage the remaining risks.

Accepted, currently in
progress

b. Project management should look again at the overall cost provision in
the light of the risk analysis. They should ensure that, in accordance
with good practice, there is a proper, separate allowance for risk in the
estimate.

Accepted, currently in
progress

c. Project management, the design team and the construction manager
must agree a cost plan taking account of risks and uncertainty, to
provide an effective basis for managing the remaining stages of the
project.

Done, as part of routine
management

d. Now that the design of the building is firm project management should
pass more responsibility to Bovis as the construction manager and avoid
the danger of duplicating the services that Bovis are commissioned to
provide.

Done, as part of routine
management

e. A single authoritative point of contact between the client and project
management must be confirmed. Similarly all instructions to the
construction manager and the design team on the client’s behalf should
come only from a single authoritative point within project management.

Project Director,
formerly Project
Sponsor

f. Project management have a key role to oversee and monitor delivery of
the project and represent the client’s requirements and decisions.
Project management should identify and agree major milestones or
targets for the remaining project period for the purposes of reporting and
monitoring progress, both with the client and with the design and
construction teams.

Accepted, currently in
progress

g. Project management should review and report project costs regularly
(possibly monthly) to the client on a comprehensive and systematic
basis. Estimates should include all relevant costs i.e. including
construction (works package) costs, construction risk allowance,
consultants fees, construction manager fees and costs, furniture and fit
out costs for the new building, any non-construction risk allowance that
may be necessary, and VAT. There should be a succinct commentary
which draws attention to variances since the last report and provides
explanation wherever possible. The team’s report should include the
costs associated with the project that will be met by other public bodies.

Accepted and already
implemented

h. In September 2000 the Clerk of the Parliament advised the Corporate
Body of the results of his wider review of governance arrangements for
the organisation as a whole.  The Clerk and the Corporate Body should
consider whether there is any need in future for independent advice and
reporting on the Holyrood project.

HPG already
established.   Out-
sourced Internal Audit
is expected to provide
advice and assistance
on governance


