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Definitions

Client: QPFC/TNS

NSC:

Project:

The Millennium Commission

The National Stadium Committee

QPFC: The re-building of the South Stand and improvements to
the West Stand to include facilities and services as
required by MC in the Project Purpose.  Accordingly, the
Project does not include new or up-grading works to
other parts of the Stadium.

RBoS: The Queen’s Park Football Club, Limited

SFA: The Royal Bank of Scotland plc

SFAMT: The Scottish Football Association

SFL: The Scottish Football Association Museum Trust

TNS: The Scottish Football League

The National Stadium plc
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PREFACE

The following paper has been prepared in response to the letter dated 5th April 2000 from the
Education, Culture and Sport Committee of The Scottish Parliament.

As requested, it provides information relevant to the remit which the Committee will address
in its Inquiry into certain aspects of the re-development project at Hampden Park.

The letter dated 5th April 2000 addressed to Mr Austin Reilly was received following his
resignations on 31st March 2000 as Managing Director of The National Stadium plc and from
the General Committee of its parent, The Queen’s Park Football Club Limited.  Accordingly,
in preparing this submission, Mr Reilly has not had direct access to the companies’ files
although the information presented is believed to be factually correct.

Please note that this submission is not that of TNS nor QPFC as Mr Reilly no longer has
authority to speak on their behalf.  Mr Reilly, however, recognises  that the Committee would
welcome a submission from him bearing in mind his detailed involvement throughout the
Project.
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EXECUTIVE SUMMARY

This note highlights the key issues which impacted upon the Project, “Hampden: Scotland’s

Field of Dreams”, at the completion of its construction phase in May 1999.   In particular, it

addresses the funding gap and the reasons for, and the means of, transferring the Stadium’s

governance from QPFC to the SFA.

1. Pre-start Funding

(i) With the agreement of the principal co-funders, Lead Consultant,

Management Contractor and Design Team, the Project was started with

insufficient funds (£29 million) to meet its projected costs (£51 million).

(ii) An eight month delay in starting construction work whilst the terms of the

Grant Agreement were resolved with the Millennium Commission added £1

million to the Project’s costs through inflation and the Landfill Tax.  The

Project was never compensated for this added financial burden.

2. Co-funders’ Finance

(i) The original application to the Millennium Commission included £4 million of

matching income to be achieved through a grant to  The Scottish Football

Association Museum Trust from the European Regional Development Fund.

Only £2.1 million was awarded leaving a shortfall of almost £2 million which

the Project was left to bear.

(ii) In November 1998, the National Stadium plc had to commit £0.5 million of its

funds to prepare the Museum area for fit-out or risk losing the £2.1 million

award.  The company felt this was a burden which  should  have been borne

by The Scottish Football Association Museum Trust.

(iii) The Millennium Commission believed its representatives had, at a meeting in

November 1995, received an assurance of a further £0.5 million grant for the

Project from The Scottish Football Association.  When pressed about this

later, The Scottish Football Association denied a formal commitment in those
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terms had been made.  Neither the money, nor sponsorship in lieu of the

money, was received by the Project.

3. Human Resources

The Project never had available to it  an adequate budget for management/staff

resources.  Wherever possible, The National Stadium plc undertook to recruit

experienced, professional staff but this was restricted by financial  constraints to a

managing director, three senior managers (for finance, commercial and operational

matters), and a technical manager for Project documentation.  There were no junior

assistants to provide administrative support.

The National Stadium plc board had this matter  under review with the company’s

financial advisers, KPMG.  It was to be remedied as the Stadium moved into

operational mode generating income in line with its Business Plan projections.

4. Funding Gap: Size

The increase in the funding gap during the period 1st January 1999 – 31 May 1999 is

explained by:

(i) cost escalation as the Management Contractor  failed to deliver the Stadium,

completed,  by 31st March, mid-April or 5th May (all 1999).   The Safety

Certificate was granted, subject to the completion of  outstanding works, on

20th May 1999.   The costs derived from acceleration and premium payments,

were estimated by the cost consultants at around £1.5 million including

professional fees.

(ii) The scope of “the Project” (strictly defined as works to the South and West

Stands) came to include other essential up-grading and safety works

elsewhere in the Stadium.  These “non-Project” construction costs were:

• renewing/re-positioning playing surface;

• up-grading of perimeter track; and

• essential safety works to North and East Stands;

totalling approximately £1.6 million including professional fees.
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5. Funding Gap: Reasons

The financial problems faced by The National Stadium plc were principally the result

of:

• a pre-start cost burden (Landfill Tax and inflation) of £1.0 million;

• escalation/acceleration costs to achieve completion  of South and West stands of

around £1.5 million;

• the inclusion of non-Project works favoured by sponsors, required for safety, or

deemed desirable for future commercial income and UEFA 5-Star status at £1.6

million; and

• under-funding issues of around £3 million.

Together, these account for around £7 million.

Even with these “penalties” which the Project had to bear, independent cost

consultants agreed that the Project’s funding gap had been contained at £6.2 million.

6. Resolution Process

Despite two potential solutions drawn together by The National Stadium plc  (in

November 1999 through The Royal Bank of Scotland and in February 2000 through

Glasgow City Council) a resolution to the funding gap issue was not concluded by the

co-funders’ advisers until the end of March 2000, some nine months after the

Millennium Commission called the first meeting of co-funders to address the issue.

This raises  a  number of matters  which require clarification:

• Throughout the rescue exercise were all the co-funders jointly involved in

decision-taking or did any one, perhaps The Scottish Executive, take the lead

thereby marginalising others?  If so, at what point did The Scottish Executive

assume control and how did this influence the terms of the rescue effort?

• When did The Scottish Football Association’s governance of the Stadium become

a non-negotiable condition of co-funders’ support?    Which of the co-funders was

responsible for this?   How could it be justified?

• Why were the executive and non-executive Directors of The National Stadium

plc. and their professional advisers marginalised from critical meetings to

determine the size of the funding gap and thereafter the terms of a resolution.
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To what extent did this policy delay the verification process, add to the costs of

finding a solution and lead to confused messages reaching the press/media?

• Why was the rescue package put forward by The Royal Bank of Scotland plc with

the support of the Management Contractor rejected by the co-funders?    Were all

of the co-funders advised of the proposal?   Did The Scottish Executive play a

key role in contacting the bank at Ministerial level to ask it not to proceed?   If so,

why?

• Did the Scottish Football Association at any time, or in any way, imply or threaten

that it would seek to breach or withdraw from the terms of its lease agreement

(fixed at £1.1 million annually) with The National Stadium plc. if a rescue package

was agreed with the bank denying it (the SFA) stewardship of the Stadium?

• Why was the rescue effort being drawn together by Glasgow City Council in

February 2000 undermined and finally rejected?  Was it related, in any way, to

the SFA’s position regarding stewardship?

• Was the Minister fully, properly and timeously briefed on all relevant matters by

his officials? What circumstances led the Managers ad interim, Arthur Andersen,

to deem it necessary to write directly and in considerable detail to the Minister on

24th February, 2000 regarding what they described as “misconceptions”.

Since these issues determined the nature, scale and duration  of the resolution

process, they require to be fully examined and clarified.

7. The SFA in Governance at The National Stadium

It is a matter of record that on completion of the construction phase, the Board of The

National Stadium plc intended to instal a management team and structure able to

promote Hampden as an international venue for sport, leisure, business, social and

community events – all as in the Project Purpose agreed with the Millennium

Commission and other co-funders.

The apparent single-minded dedication by one or a number of the co-funders to pass

stewardship to the SFA was difficult to comprehend and has led to the following

issues being highlighted:

• Did the SFA seek to secure their stewardship of the Stadium in order to withdraw

from the terms of the lease agreement to which they were already contracted?
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• What experience in venue management could SFA offer the co-funders?

• Are the SFA bound under the terms of their stewardship to re-invest profits

generated by the Stadium in further up-grading works?

• Hampden currently holds UEFA 5-Star status.  Are the SFA committed to

retaining that status as UEFA’s guidelines are enhanced?

• Will the SFA honour all the conditions imposed by public sector grant funding

bodies on the original recipient, The Queen’s Park Football Club Limited?  For

example, can the SFA distribute to its members profits generated from hosting

football and non-football events at the National Stadium?  If so, why?  Is this a

breach of the terms of public sector grant funding?

• Will the SFA make the Stadium readily available for non-football events?

• Will the SFA develop the “campus” theme and work with Glasgow City Council to

utilise adjacent sites for youth development facilities?

The issues are worthy of exploration and clarification.

Conclusion

This paper sets out the key issues which gave rise to the funding gap and to the resolution

which has seen the SFA assume governance of the Stadium.  It was not a single issue of

financial controls which caused the problems but rather a mix of issues, principally under-

funding and cost escalation.  The resolution leaves a number of matters, listed above,

unanswered.
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1. BACKGROUND

1.1 The National Stadium, Hampden Park, is situated on a 33.3 acre site in Mount
Florida on the south side of Glasgow.  The site also includes a smaller stadium,
Lesser Hampden which is used for coaching, training and minor games.

1.2 The site was purchased by its current owners, The Queen’s Park Football Club
Limited (QPFC), around 1900 and the Stadium erected shortly thereafter.  QPFC had
been founded in 1867 and remains the oldest football club in the world still playing at
“senior” level within its own national association.

1.3 QPFC is registered in Scotland as a company limited by guarantee.  Its shares are
held by Club Members, none of whom can benefit from an increase in QPFC's asset
value nor from any dividend or profits' distribution.  Because of this, QPFC has at
various times been a recipient of grant aid from central and local government to
enhance the Stadium and/or improve its facilities for spectators and participants.
QPFC still retains its amateur status and Corinthian principles.  Its management is
conducted through a General Committee elected annually from within the Club’s
membership.

1.4 At the time of its formal opening in 1903, Hampden was the largest and most
technically advanced stadium in the world.  It quickly became synonymous with
football at the highest level and provided a platform for Scotland and the Scottish
game internationally.  It could, and often did, host crowds of almost 150,000 in the
days when standing accommodation was the norm.

1.5 As with most stadia, up-grading works to reflect spectactors’ expectations went
largely unmet. QPFC did, however, draw together  a re-development package with
the Scottish Office in the late 1970’s which, regrettably, was aborted within hours of
the works commencing.  The Government of the time accepted the responsibility of
meeting contractors’ claims of around £2.3 million.

1.6 Thereafter, largely in response to a mood of public support, QPFC embarked upon a
programme of up-grading works investing around £1 million annually in maintenance
and ground improvements.  It was, however, the impact of disasters at the Heysel
Stadium (Brussels), Sheffield and Bradford which led to Government and the World
and European football authorities (FIFA and UEFA) demanding not just short-term
but substantial permanent improvements to standards affecting spectator safety.

1.7 Simultaneously, the financing of stadia was moving into a new economic order with
corporate hospitality a major constituent as well as the need for stadia to be
equipped to host, and generate income from, other forms of sport, leisure and
business.  QPFC and the Scottish football authorities were mindful of these changes.

1.8 It was with this backdrop and in this environment that Mr Reilly was, in 1982, invited
by Members to join the QPFC General Committee, replacing a colleague who wished
to resign for personal and business reasons.  Ensuing steps in the process of re-
developing the Stadium are explained in the next Section of this paper dealing,
specifically, with Mr Reilly's role.
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2. AUSTIN REILLY’S ROLE

2.1 Mr Reilly’s association with QPFC spans a period as player, Club Member, and more
recently, as a serving Member of the Club’s elected General Committee from his co-
option in 1982 to 31st March 2000.  By 1982, earlier under-investment was
undermining Hampden’s status as the National Stadium with the threat of its Safety
Certificate being withdrawn by Glasgow City Council and with the emergence of other
venues which were, even then, being upgraded.

2.2 During Mr Reilly’s Presidency of QPFC (1988-91), the National Stadium Committee
(NSC) was formed largely through the influence of The Scottish Football Association
(SFA) and its then Chief Executive, Mr James Farry.  NSC members comprised the
office bearers of SFA and The Scottish Football League (SFL) with two
representatives (one being Mr Reilly) from QPFC.

2.3 With the agreement of NSC members, Mr Reilly was appointed Chairman and Mr
Farry, Secretary.  The Committee’s remit was to explore any and all opportunities for
drawing together a financial package to upgrade Hampden to ensure its continuing
role as Scotland’s National Stadium.

2.4 The NSC had no formal powers and its members could act only with the authority
and approval of their respective organisations.  Nonetheless, its formation was a
clear signal of intent that every effort would be made to retain Hampden as the
National Stadium; moreover, it provided the vehicle for Mr Reilly and Mr Farry,
working together, to explore fully a number of funding options.

2.5 A package of £12 million was drawn together in 1993 comprising £5 million from The
Football Trust and £3.5 million from each of The Scottish Office and SFA.  This was
the result of lengthy dialogue with, and a series of presentations to, the principal
funding bodies.

2.6 At this point, the NSC determined that the up-grading works would require to be
phased, with Phase I (the £12 million package) addressing works in the East and
North terraces (to become the East and North Stands).  A Lead Consultant and Main
Contractor were recruited and appointed, their performance and progress being
monitored and managed for QPFC, as Client, by Mr Reilly.

2.7 It was during this exercise in 1993 that Mr Reilly reported to the QPFC General
Committee that he could not continue to dedicate sufficient time from his own
business interests to orchestrate and implement the re-development programme at
Hampden.  For some six months, he had committed two days each week to
Hampden's affairs without any charge being made to QPFC and this commitment,
clearly, would need to increase in tandem with the scale of the Project.  Accordingly,
Mr Reilly suggested to the QPFC General Committee that an external resource be
recruited to take the Project forward.

2.8 The QPFC General Committee considered the profile required of a suitable
candidate and agreed that the key elements were:-

• an appreciation of, and determination to protect, QPFC's position as owner
and operator of the National Stadium;
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• the ability to work with, and to enjoy the trust of, the football authorities
represented in the NSC;

• experience of working at senior level within the public sector and an
understanding of its grant funding authority;

• experience of working at senior level with private sector companies from
whom sponsorship income would be sought; and

• an understanding of how the re-development Project was unfolding and the
ability to continue the process without interruption.

Direct experience within the construction industry was not seen to be a priority
although note was taken of the successful management, on time and to budget, of
the Phase I works.  In addition, consultants experienced in this field would be
recruited.

2.9 The QPFC General Committee took account of these factors and determined that Mr
Reilly be asked to assume responsibility for the Project, as he fulfilled all these
criteria.

2.10 For clarification, Mr Reilly graduated from Glasgow University with an honours
degree in Economics, spent ten years in financial and marketing roles in private
industry in London and in Scotland and, thereafter, nine years with the Scottish
Development Agency as Head of Technology Transfer and International Business
Services.  In 1990, Mr Reilly launched his own international business consultancy
undertaking assignments for private companies, the UK public sector and the
European Commission.  He was also an adviser to the Organisation for Economic
Co-operation and Development (OECD).

2.11 The nature of Mr Reilly’s business experience was well known to QPFC and to NSC
members.  Following discussions, a contract was agreed by QPFC and Mr Reilly’s
company, committing Mr Reilly, as Stadium Director, to the Hampden Project.  Two
such contracts with QPFC were fulfilled.  The last of these ended on 31st December
1998.  A copy of the second contract was passed to The Scottish Office, Education
and Industry Department, on 23rd July 1998.

2.12 Funding for the Project will be dealt with later in this paper. However, it should be
noted that it was a condition of grant funding from The Millennium Commission (MC)
that, whilst QPFC could retain ownership of the Stadium and formally be the
Recipient of grant aid, management of the Project "Hampden: Scotland’s Field of
Dreams" should be delivered through a wholly-owned subsidiary of QPFC, The
National Stadium plc (TNS).  In that way, one of MC’s standard conditions, that a
Recipient’s assets be transferred to an independent Trust, could be waived.

2.13 MC required that TNS would, for a period of forty years, be responsible firstly for
organising and managing the construction works from a Client’s perspective and,
thereafter, for the Stadium’s on-going management.  QPFC was required to transfer
these responsibilities to TNS through Management and Licence Agreements.  Any
breach of the conditions by QPFC would trigger an event of default, allowing MC to
claw back its £23 million grant award.  Other grant funding bodies imposed similar
requirements in relation to the Project's management.
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2.14 With MC approval, the TNS Board of Directors was appointed, with representatives
drawn from industry, commerce, football, local government and QPFC.  These were:-

• Ms Audrey Baxter, Managing Director of Baxters of Speyside;

• Mr Lex Gold, Director of Scottish Chambers of Commerce (replaced
by Mr William Samuels, consultant on property projects to The Royal
Bank of Scotland plc);

• Mr Ernie Walker, Chairman of UEFA’s Stadia Committee;

• Mr James Clydesdale, former member of the Scottish football
authorities’ management committees;

• Mr Gordon Macdiarmid, Glasgow City Councillor;

• Mr Bert Cromar, former joint-general manager of Bank of Scotland plc;
and

• Mr Austin Reilly.

This Board was considered well suited by its experience and expertise to deliver the
Project on behalf of the co-funders and QPFC.  The Board agreed that Mr Reilly fulfil
the dual role of Chairman and Managing Director although this would be kept under
review as the Project progressed.

2.15 At the conclusion of Mr Reilly’s second contract with QPFC (31st December 1998),
the TNS Board invited Mr Reilly to accept a full time, permanent, post as Managing
Director.  Mr Reilly responded that, in his view, TNS’s best interests would be served
by a further fixed term contract since the company should retain the option of
selecting a Managing Director other than himself once the Project had been delivered
and the business plans "bedded-in".

2.16 Accordingly, the TNS Board opted to offer Mr Reilly, through his company, a three
year contract with a twelve month termination clause open to each party.  This was
agreed.  As before, the contract required Mr Reilly’s company to provide a full time
secretary/personal assistant for his office.

2.17 By continuing in this way, Mr Reilly acted under contract to TNS as its Managing
Director from 1st January 1999 managing the company’s affairs as the Project moved
through its construction phase towards completion and into its operational mode.

2.18 From the outset, public sector grant funding only covered capital costs and related
consultancy fees.  As such, there was a limited budget within the Project to recruit a
seasoned, experienced and fully resourced management team. Accordingly, Mr
Reilly opted for the progressive recruitment of key personnel supported by "blue chip"
external advisers addressing key areas.  This strategy brought together:

Construction

• Lead Consultant - Thorburn Colquhoun

• Management Contractor - Sir Robert McAlpine

• Architect - Percy Johnston Marshall

• Cost Consultants - Gardiner & Theobold

• M & E Consultants - Hulley & Kirkwood

• Planning Supervisor - Babtie Group
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Professional Services

• Financial/Governance - KPMG

• Legal/Contractual - Dundas & Wilson CS

• Banking - The Royal Bank of Scotland plc

• Property - Knight Frank

In addition, there was the added comfort that, on a monthly basis, the Project’s costs
were monitored for TNS by Gardiner & Theobold, for MC by its own cost consultants,
Davis Langdon Everest and, at times, by Currie & Brown, cost consultants to
Glasgow Development Agency.

2.19 As with most projects of a similar scale and nature, the last six months of the
construction phase (November 1998 to May 1999) became fraught with pressures.
The Management Contractor, quite unexpectedly, reported to the Client and Lead
Consultant that the construction programme was, at the end of November (1998),
seven weeks in delay.  Again, within the same six month period, it became clear that
certain elements of the funding package would not be fulfilled.  In particular, these
related to support from The Scottish Football Association Museum Trust (SFAMT)
and from SFA.

2.20 In his role as Managing Director, Mr Reilly took every effort to minimise the impact of
these issues against the backdrop of an opening date of 29th May 1999 which could
not be missed were the Project to survive.  Had, in fact, the date of 29th May 1999
been missed, the Scottish Cup Final would have been directed to another venue or
cancelled altogether and Debenture holders could have demanded a refund of their
investment.  These factors and the perceived support of, in particular, MC, led to the
view that the Project had to be completed and that the funding gap, howsoever
created, would be manageable and would be resolved.  Detail of these issues is
provided in the later Sections of this paper.

2.21 When the funding gap issue and efforts to resolve it broke as a news story in July
1999, public attention focused on the role of the TNS Managing Director.  A
sustained and vitriolic press campaign, often with references to "sources close to the
co-funders", led Mr Reilly to review his position and whether or not a crisis of
confidence had arisen which could best be addressed by his resignation.

2.22 In turn, Mr Reilly discussed the issue with his TNS colleagues, and with
representatives of The Royal Bank of Scotland (RBoS), MC and The Scottish
Executive.  Each responded that the best interests of the Project would be served by
Mr Reilly remaining in office whilst a resolution to the funding gap issue was identified
and implemented.  The solution would most likely involve a change in governance
but that, in any case, was, to an extent, consistent with Mr Reilly’s own proposal put
to the TNS Board some months earlier.

2.23 At the height of the press interest, Mr Reilly was advised in a telephone call from Mr
John Gilmour of The Scottish Executive that any press comments from him may well
be seen as unhelpful by the Minister, Mr. Sam Galbraith, at a time when all parties
were seeking a resolution.  Accordingly, Mr Reilly adopted a policy of "no comment"
which, with hindsight, served only further to undermine his own position and the
status and performance of TNS.  Mr Reilly was so concerned about this that he wrote
to Mr Gilmour on 17th November 1999 asking that the matter, and certain relevant
facts,  be drawn to the Minister’s attention.
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2.24 The press/media were clearly acting upon the assumption that a "funding gap" meant
"over-spending".  What did not emerge into the public debate was the extent to which
"under-funding" contributed to the gap in a Project which, known to the principal
parties, had been launched with only part funding in place and how, as the Project
neared completion, cost escalation,  related to the timeous completion of construction
works, exacerbated matters.

2.25 Mr Reilly’s role has transcended the Project, from its concept to its delivery.  Any
assertion that he "carved out" a role for himself for personal gain is incorrect.  With
his respect for the Club’s traditions in promoting the game at international, national
and domestic levels, he was anxious that, if possible, its future endeavours should
continue to be linked to its ownership of The National Stadium.  His term on the
QPFC General Committee and, in particular, his Presidency were marked by
progress to that end.  Having driven the early elements of the Project he found there
was an expectation from QPFC, NSC and the early co-funders that he continue to
provide the Project’s leadership.  The more progress was made, the less appropriate
it became to exit prior to the Project’s delivery and preparation of the business plans.

2.26 The principal factors regarding the redevelopment Project and the issues which had
to be resolved are explored and explained in the following Section.
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3. THE PROJECT’S FINANCIAL ARRANGEMENTS

3.1 As explained in Section 2 of this report, Hampden’s re-development was not
undertaken as a discrete exercise where the funding was secured,  the works agreed
in advance and the process of delivery set in motion.

3.2 There had been a decision by the Scottish football authorities and by Hampden’s
owners, QPFC, to up-grade the Stadium providing that a funding package could be
drawn together.  This meant that from around 1990, whilst the concept of an up-
graded Hampden was agreed, the nature and scale of the works could not be
defined.

3.3 The early approaches to prospective funders attracted a package described in
paragraphs 2.5 and 2.6 of this report.  It was agreed to proceed with a Phase I
redevelopment which was completed on time and to budget and celebrated with the
international match Scotland v. The Netherlands in February 1994.

3.4 Immediately thereafter, the process of applying for further grant funding was
launched.  As with Phase I, there was no indication about the timing or level of
support which the presentations and appeals would generate.  Accordingly, at that
time, the extent and sophistication of the remaining up-grading works, which would
focus on the South and West Stands, could not be determined.

3.5 At one point, the target for Phase II works was £15 million, enough to up-grade the
South Stand and its players' and hospitality facilities.  That would have secured an
independent National Stadium but certainly not one which could achieve 5-Star
status with UEFA nor the pretence of a truly international venue attracting a range of
sporting, leisure and business events.

3.6 The aspirations for substantial improvement works were enhanced with the launch of
MC's appeal for suitable projects to support.  An initial approach to MC was made by
Mr Jack McGinn, at the time a member of NSC and currently SFA President.

3.7 Informal talks followed, leading to a presentation at Hampden by Mr Reilly and Mr
Farry to Lord Dalkeith, MC's senior officer in Scotland.  The story of Hampden's
illustrious past, the Corinthian ideals of QPFC and a determination to prepare and
deliver a Project Purpose whose components would match new generations'
aspirations in sport, leisure, education and business impressed Lord Dalkeith and the
process of application to MC was set in motion.

3.8 Simultaneously, discussions continued with other parties and within NSC on ways to
generate income from the private sector.  It was Mr McGinn who highlighted a
Debenture Issue as a means of offering guaranteed attendance to the public whilst
generating income for the Project's capital costs.  These and other ideas regarding
sponsorship, Private Members' Clubs and an inaugural game were debated.  Others
were to follow as the Project unfolded.

3.9 With the expectation that a MC grant could be achieved, the NSC directed attention
towards an appropriate Project Purpose.  From his experience of international
football stadia and his knowledge of future requirements favoured by FIFA and
UEFA, Mr Farry prepared for NSC colleagues a check-list of some forty items which
the Phase II works should include.
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3.10 In particular, the list included:-

• a venue with over 50,000 seats where the safety and comfort of all those
attending would reflect the highest standards  as defined in the guidelines
published by local, national and international organisations;

• accommodation throughout the Stadium for disabled guests and supporters;

• spacious, well-appointed players’ facilities with medical rooms and warm-up
areas for male and female participants;

• an underpass to facilitate access for principal guests, officials and players
ensuring safety and security;

• state of the art telecommunication facilities for press/media;

• first class hospitality rooms to reflect corporate needs on event days with
flexibility to accommodate a mix of needs for business, conference, leisure
and social events at other times;

• a Sports Injuries Clinic for research, diagnosis and treatment of sports injuries
linked to Scottish universities and teaching hospitals;

• a Museum/Visitor Attraction with inter-active displays, archive facilities and
study rooms; and

• a Lecture Theatre for media presentations and as a resource for business
and other conferences.

These facilities needed definition, refinement and prioritisation but set the agenda for
the proposed Project Purpose.

3.11 Simultaneously, the various contract options for constructing the Project were
explored at length by, in particular, Mr Reilly and Mr Farry.  The determining factors
were:-

• a Client who wished to retain an on-going dialogue with the Design Team as
the Project unfolded enabling changes to specification, for whatever reason,
to be accommodated;

• a Project where a portion of the public sector funding was not yet confirmed
(for example, European Regional Development Fund) and where private
sector funding could not initially be assured (for example, through
sponsorship and the Debenture Scheme); and

• a Client whose restricted in-house resources rendered it better to link to
works contractors through a single external contact.

For these reasons, a Management Contract was adopted.  Given the criteria, it was
seen to be the most appropriate way to drive the Project.  Even with hindsight, that
has not been in dispute.
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3.12 Despite the Project not yet being confirmed and cost consultants not appointed,
estimates of construction costs including Design Team fees were prepared by
Thorburn Colquhoun who were seeking an appointment as Lead Consultant.   The
Cost Consultants, once appointed, reviewed these projections and together with
TNS, the Lead Consultant and Design Team, agreed a figure of £51 million (including
professional fees).   To facilitate the verification process and the allocation of grant
funding to discrete elements of the Project, Phase II was split as follows:-

Unit Cost
(£m)

Principal Funder

South Stand 46.0 The Millennium Commission

West Stand   5.0 Sportscotland

Total (incl. Prof.
fees)

51.0

3.13 Schedules of the proposed funding package were included with the submissions to
MC as the final bid was prepared in 1996.  These showed 50% of South Stand costs
being drawn from MC and how the remainder could be raised from other private and
public sector sources.  Similarly, but in a smaller scale, the West Stand
improvements were to be funded principally by The Scottish Sports Council (now
Sportscotland) with a grant of £3.75 million with £1.25 million from private sector
sponsorship.

3.14 It became apparent, however,  that the process of drawing together all elements of
the funding package could not be achieved within a timescale which the co-funders,
QPFC and Design Team/Management Contractor were anxious to meet.  Cost
estimates, based upon low inflation projections, were in danger of being overtaken by
rising costs as activity in the UK construction industry increased.

3.15 To expedite matters, it was agreed with the co-funders, Design Team and
Management Contractor that the Project should commence but be restricted,
meantime, to an expenditure ceiling of assured funding, £29.15 million.  The clear
intention was to attract further grant aid and sponsorship whilst work up to the £29.15
million ceiling was being undertaken.  Letters were sent to the principal parties and
the Design Team/Management Contractor advised at a meeting in Thorburn
Colquhoun's offices in February 1997.  QPFC agreed to proceed on this basis at a
specially convened Board Meeting on 13th February 1997. Attention was drawn to the
funding gap issue seen to be arising from SFAMT's award of £2.1 million (rather than
£4.0 million) and the need for SFAMT to direct a further bid to Heritage Lottery Fund.
Also, there was no early commitment in the package to sponsorship deals although
TNS did, in fact, ultimately bring in some £6 million to assist the re-development
works.  Finally, in the letter to MC (24 January 1997), reference is made in paragraph
4 to the Commission being supportive if the Debenture Offer was unsuccessful in
raising the appropriate level of funds.

3.16 The reality was that the Project was being launched by QPFC as Recipient of grant
aid, with insufficient funding to effect its completion.  That fact was known to  the
principle co-funders, Design Team members, Management Contractor and Client
alike.  The Project started from a position of under-funding and one that it would
continually have to address and resolve.
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3.17 The Design Team members and Management Contractor were appointed following
exposure in the European Journal and a competitive tendering process resulting in
interviews with the final candidates.  Mr Bill Dickie, at that time President of SFA and
member of NSC, contributed to this process.

3.18 Contracts with each party were drawn together using industry-approved
documentation amended as necessary.  These negotiations were undertaken on
behalf of QPFC and TNS by Dundas & Wilson.

3.19 To assist with contractual matters and to prepare Project and contract
documentation, Mr Jack Hugh, formerly a Deputy Director with Glasgow City Council,
an architect by profession and lecturer in contract law, was recruited by TNS as an
in-house resource.  In that way, the relationships with the Design Team and
Management Contractor were considered to be properly and professionally prepared,
documented and capable of appropriate scrutiny.

3.20 Even at this stage, there were recognised to be a number of items which could
potentially put the Project’s financing under strain.  These were:-

• delay in resolving MC Grant Agreement.

The offer of grant was made by MC to QPFC in August 1996.  At that point,
the Project Purpose was frozen.  The formal Grant Agreement from MC,
however, was so complex and, to the Recipient, inappropriate in certain
clauses, that it took eight months and substantial external costs to have it
agreed.  Disregarding the external costs, the cost consultants reporting to
TNS and to the MC agreed that this delay added approximately £1 million to
the Project's costs by way of inflation and the Landfill Tax which was
introduced during that period.  These were highlighted as "Authorised
Additional Items" by the Cost Consultants in their Monthly Reports to
QPFC/TNS and to MC.  Despite regular promptings and appeals dating from
October 1997, MC failed to acknowledge the impact on the Project nor to
contribute to a reimbursement in total or in part.  Paragraph 2.4.03 of the TNS
Interim Report to MC dated October 1997, reads:

"As noted in the monthly Cost Report to MC, the projected overspend is
largely due to inflation and the introduction of Landfill Tax.  The cost
consultants estimate this at £982,500.  The Recipient is concerned at having
to sustain this burden on the Project which was outwith its control and due
entirely to the protracted legal negotiations prior to completion of the Grant
Agreement.  Under the circumstances, it would seem fair and reasonable for
MC, rather than the Project, to fund these costs."

• allowance for inflation.

Whilst the Project was defined as "fast track", the allowance for inflation was
only 1.9% to cover an increase in construction costs spanning almost three
years. The co-funders were aware of this allowance as the Project started.
The figures were repeated monthly in Gardiner & Theobald's Cost Report
Part 1, page 1, Executive Summary which MC received.
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• allowance for contingencies.

The allowance for contingencies within the £46.4 million construction costs
amounted to £1.65 million (3.5%). Given that the Project was to be delivered
by means of a Management Contract,  the "Contingencies" budget would
have to accommodate unforeseen construction problems (for example, "soft
spots"), locally applied criteria for national guidelines on Safety at
Sportsgrounds, and modifications defined as design/development.
Notwithstanding these concerns, all parties were aware of the figures and
constraints as the Project commenced.

3.21 As standard with a Management Contract, the Project embraced a large number of
Works Packages, each to be delivered through the Management Contractor, Sir
Robert McAlpine Management Contractors Limited.

3.22 Reporting procedures were introduced at the commencement of the Project.  These
were:-

• monthly Report by Management Contractor to Client stating progress in key
areas, including construction and procurement;

• monthly Report by Project Cost Consultant to Client (copy to MC's Cost
Consultant) regarding the Project's performance against budget;

• monthly Report by TNS (as Client) to MC based upon Management
Contractor's Report and Cost Consultant's Report but containing further
information on the Project's management, fund raising exercises, marketing,
Debentures and recruitment;

• monthly meetings on site with MC Project Manager and MC Cost Consultant
to verify "drawdown" documentation;

• weekly Project Meetings on site with Design Team/Management Contractor
staff;

• Principals' Meetings, as necessary, involving partners within the Design
Team/Management Contractor and Client; and

• Design Team Meetings, as necessary, to explore design/fit-out issues.

These meetings represented the formal reporting structure for a Project where
informal meetings/dialogue between all parties were encouraged to resolve issues on
site.  Minutes of Design Team/Project Meetings were passed by Mr Reilly to Mr Farry
for comment, thereby ensuring that the SFA was kept informed of progress.

3.23 TNS had further reporting responsibilities.  It had been agreed that TNS Board
Meetings could be held five times annually to review progress during the construction
phase.  These meetings, involving non-executive Directors took place as planned.  In
addition, the TNS Executive were able to access non-executive Directors on matters
where their experience and disciplines had specific relevance.  Meetings were held
more regularly to resolve the funding gap issue.  Ten meetings were held between
July 1999 and October 1999 alone.
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3.24 The remaining responsibility was to report to the QPFC General Committee
representing the parent company.  QPFC Board meetings had traditionally been held
monthly.  Mr Reilly, as an elected member of the QPFC General Committee attended
these meetings and provided a progress report at each.  Members were able to
explore any issues of concern at these meetings and were also encouraged to speak
or meet informally on site with Mr Reilly where they felt that would be helpful.  Formal
meetings of the QPFC General Committee were held more regularly during 2000
reflecting the importance of funding and governance issues.

3.25 Whilst the QPFC General Committee were largely satisfied with the reporting
mechanism, a number of attempts were made to standardise the presentation of
financial information which, for some, would have facilitated monthly comparisons.
Members of the QPFC Finance Committee had access to all the financial information
(as formal Recipients of the Grant Award and as formal paymasters to the Design
Team/Management Contractor) and both the Treasurer and his future successor
were able and competent to monitor and explore the figures.  Nonetheless, a
standardised report would have been of assistance in isolating and highlighting key
figures.  The TNS Finance Manager charged with liaising with QPFC to deliver this,
failed to meet the request claiming a lack of time in the face of other priorities.

3.26 At various times throughout the Project’s construction, the QPFC General Committee
met to review progress and to authorise the maximum level of works which could be
committed to the Project.  On 9th March 1998, the General Committee approved
future expenditure to a ceiling of £41.15 million.  Thereafter, on 7th December 1998,
approval was given by the General Committee for that figure to rise to £51.2 million.
At the end of the Project this ceiling had been breached without the General
Committee's prior approval.  There were, however, a number of reasons why this
occurred:-

• during the last eight weeks of construction, new and additional works typically
linked to safety requirements had to be undertaken for the Safety Certificate
to be granted;

• the full extent of acceleration costs was not confirmed until the monthly
invoices were received from the Management Contractor;

• the income generated by sponsorship for the Stadium was also having to be
applied to safety works elsewhere in the Stadium, in particular, the North and
East Stands;

• TNS anticipated claims against the Management Contractor/Design Team
which would have reduced the impact of costs being applied from these
sources;

• TNS intended, and did, terminate the construction contract early, thereby
reducing costs with the full knowledge and understanding of the Lead
Consultant and Management Contractor; and

• A further £2.5 million had been attracted to the Project through a capital
leasing arrangement.

Accordingly, everything was done with available management resources to control
the factors which were threatening a cost over-run.  The alternative would have been
to abort the Project with all that that would have entailed for QPFC, the co-funders
and the creditors.
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These factors were explained to QPFC General Committee Members at subsequent
Board Meetings.

3.27 That apart, the reporting mechanisms worked well and satisfied the needs of all
those parties involved in the Project.  There was no attempt to disguise facts or
performances and, indeed, that would have been precluded by the transparency of
the information flows.  With a very small in-house resource, it was understood that
the reporting structure and meetings would provide the vehicle for all those involved
in the Project to highlight areas of concern and work together towards their
resolution.

3.28 The monitoring procedure was successful as the Project unfolded.  Early in the
programme, the Project’s Cost Consultants wrote independently to MC voicing
concern about a likely over-spend situation.  That was done without the prior
knowledge of the Client and demonstrates the relationship of openness amongst the
parties.  Following that letter, steps were taken (as they would have been in any
case) to focus on the issue and to introduce appropriate measures as the Project
progressed.

3.29 TNS also worked with the Cost Consultant in monitoring all items of additional
expenditure which the Lead Consultant had named "Client Instructions".  These were
presented for examination in a 57 page document entitled "Authorised Changes :
Construction Cost Reports Nos. 1 to 29" dated 5th May 1999 and totalled around £7
million.  These would have formed the basis of substantial counter claims by TNS but
the proposed exercise was overtaken by other studies directed  by the co-funders in
their examination of the funding gap issue.

3.30 During the summer months of 1998, the Management Contractor's Reports
highlighted a "four week" delay in completion of construction works.  This warning
was repeated in each Report.  Mr Reilly highlighted his concern  on several
occasions including Principal's Meetings  but the determination of all parties to find a
resolution and, indeed, a reversal of the trend was not reflected in a change of text.

3.31 Concerned by the lack of progress and the apparent lack of initiative taken by the
Lead Consultant, Mr Reilly asked the Lead Consultant to assist by arranging a series
of meetings with key representatives of the Management Contractor and Design
Team.  The first such meeting was arranged at Sir Robert McAlpine's site office on
21st October 1998.

3.32 Mr Reilly expressed concern at the reports of delay and the failure to introduce
measures to deliver a return to programme timetable.  The representative from Sir
Robert McAlpine, the Management Contractor, indicated that the estimate of delay
was based upon reports from all those Works Packages which were underway.  He
also indicated that some Packages were on time whilst others were "in delay".  The
fact that some were in delay did not necessarily mean the Project's completion would
be delayed to the same extent.  The important factor was whether or not subsequent
Works Packages would be delayed by the late completion of those being undertaken.
His view was that the Project would return to programme providing that the "wet
trades" were finished by 31st December, 1998.  He also intimated that, in his view,
this was achievable.
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3.33 Mr Reilly advised the Lead Consultant and the Management Contractor that he
wanted to see a reversal of the "four week delay" in the remaining weeks of 1998.
That would ensure that the works would be back on programme by the end of
December 1998.

3.34 With the proposed launch of the Debenture prospectus on 23rd November 1998, a
process of verification of the range of commitments being given by TNS was
underway.  A key element of this was confirmation by the Management Contractor
that it was his expectation that the Construction Programme would be completed on
time and, thereby, the offer being made under the Debenture Scheme to have
Hampden ready for the Scottish Cup Final on 29th May 1999 would be delivered.  Sir
Robert McAlpine provided that assurance by letter.

3.35 Shortly thereafter, the Client received a letter from Sir Robert McAlpine reporting that
the Project was seven weeks in delay.  This news and the manner in which it was
formally reported, took by complete surprise all those close to the Project.  It caused
an immediate and cataclysmic breach in the relationship between the Lead
Consultant/Design Team and the Management Contractor.

3.36 Mr Reilly immediately sought explanations from the Lead Consultant which brought
no early response and brought about an exchange of letters regarding the Client’s
concerns about the Lead Consultant’s performance in identifying these matters at an
early stage, addressing and, then, resolving them. Several claims were made by the
Design Team and the Management Contractor regarding these issues.  It appeared
that the Management Contractor blamed members of the Design Team for failure to
provide information timeously and in a form which the Management Contractor and
site contractors could act upon.  Conversely, it appeared that the Design Team
blamed the Management Contractor for failing to "manage" the information being
provided and the programme of works on site.

3.37 Fearing a situation where a Lead Consultant was not leading and a Management
Contractor was not managing, Mr Reilly as representative of the Client met urgently
with the parties.  The issues raised by the Management Contractor were addressed
by the formation of teams from each Design Team member whose responsibility it
became to trawl pre-defined areas of the Stadium in turn and report on outstanding
problems/information/drawings.  These were then to be resolved within an agreed
timescale.

3.38 In fairness to the Design Team, this procedure lasted for only two sessions.
Thereafter, the Management Contractor asked that the Design Team’s
representation on site be increased in order that adequate resources would be on
site to deal with any problems identified by the Management Contractor or by the
contractors themselves.  Numbers were agreed to achieve this.

3.39 As a result of these initiatives, it was hoped that the "Doomsday Scenario" of a seven
week delay in completion would be avoided.  The original "hand-over" date for the
Stadium was 31st March 1999 leaving some eight weeks for the Stadium to be
managed by TNS in the run-up to the Scottish Cup Final on 29th May 1999.  Given
the complexity and sophistication of the electrical and mechanical equipment and the
need for the emergency services to become familiar with the Stadium’s lay-out, this
time was seen as a necessary condition.
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3.40 By 22nd December 1998, some three/four weeks of purposeful activity seemed to
have brought about a situation where the Management Contractor felt the systems
were in place to make progress and where the Design Team felt they could respond
on site to any query raised for their attention.  Nonetheless, the Lead Consultant, in
response to the Management Contractor’s notification of a "seven week" delay had
conceded as Agent for the Client  a "five week" delay.  Effectively, this meant that all
parties were committed to passing the Stadium, complete in all its construction with
all safety and statutory certificates in place, by 5th May 1999.

3.41 Even that date was subject to Client concern.  The Management Contractor was
demanding further budget allowances for acceleration putting additional pressure on
costs. These were highlighted in a letter dated 5th May 1999 from the Cost
Consultant to the Lead Consultant and totalled, at that time,  £800K excluding
professional fees (Cost Report No. 29).  The Client also had an obligation to SFA
regarding the commitment to have the Stadium ready, with its certificates in place, to
host the Scottish Cup Final.  Moreover, the Debenture Scheme had been launched in
November 1998 with investors having the clear message that their purchase would
include as a first year benefit, the 1999 Scottish Cup Final.

3.42 On the return to work after the Christmas/New Year break, the Client expected an
immediate show of activity on site with a consistent increase in contractors.  That did
not emerge.  The Management Contractor’s Project Manager was on annual leave
for a further week and it was clear through his deputy  at the first weekly site meeting
that a new programme of works had not been agreed between the Management
Contractor and the contractors.  This was highlighted by Mr Reilly but there was little
real sense of enhanced activity on site until the end of January.

3.43 The TNS Board was kept aware of these issues and it was decided that a meeting be
requested with Lord Dalkeith and other senior MC representatives immediately prior
to the TNS Board Meeting on 29th January 1999.  Attending this meeting were Mr Bill
Samuels, Mr Ernie Walker, Mr James Clydesdale and Mr Reilly (for TNS) and Lord
Dalkeith, Mr Bill Alexander, Mr Steve Collis and his assistant (for MC).

3.44 TNS Board members made clear their confidence in the Project but highlighted the
difficulties being faced as the Project neared completion.  TNS Board members were
looking for an assurance that MC would respond positively to an appeal for further
financial support.  Whilst no assurance was given, TNS Board members were
comforted by words from Lord Dalkeith that "the Project would not be allowed to fail"
and that the dialogue should continue with detailed exchanges between the
Executive staff members of TNS and MC.  In particular, it was appreciated that the
scale of the funding gap could not be determined until the construction works had
been completed, final costs submitted and any claims/counter claims considered.
Meanwhile, TNS still had the opportunity to identify sources of savings or of
additional revenue.  During this period, and based on the previous two years, the
TNS board relied upon the information being prepared for and provided to them by
the finance manager

In July 1999, with the Stadium’s construction complete, attention focussed on the
funding gap and other matters related to the financial management of TNS. In
particular, it became apparent that the book-keeping practices established by the
financial manager may not have been adequate. In the course of these investigations
of these practices, the finance manager resigned from TNS and was immediately
replaced on a secondment basis by a chartered accountant, employed by TNS’
financial advisers and auditors, KPMG.
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3.45 In an internal paper prepared by the TNS Board and dated August 1999, the text
reads:

"Whilst it was then, and remains now, the position that the Commission could not
give binding commitments, the Board was comforted, and has remained so, by the
view expressed by Lord Dalkeith that the Commission would not see the Project fail
and, further, that the matter would be best addressed at the end of the construction
programme, which would avoid the need for subsequent requests and allow for a full
and final assessment.  It is clearly the perception of the Board of TNS that these are
solid past assurances."

3.46 MC were quite properly anxious to know the scale of the projected funding gap.  The
estimate given by TNS in January 1999 was between £1million and £2million.  The
problem was that the Project's final financial position was still uncertain because of a
number of variables:-

Income:

• would SFAMT make good the £1.9 million shortfall in ERDF grant through a
successful submission to Heritage Lottery Fund, to another grant funding
body, or from the SFA's or SFAMT's own resources?

• would SFA honour the pledge of an additional £0.5million understood to have
been made to Ms Jennifer Page (then Chief Executive of MC), Lord Dalkeith
and other senior MC representatives at a meeting on or around Thursday, 9th

November 1995 in Davis Langdon Everest's offices?

• would TNS be successful with new and additional sponsorship initiatives?

• would the Debenture Scheme achieve or even surpass its income generating
targets?

• would other co-funders be able to address any shortfall as part of a combined
support package?

Expenditure

• would the remaining Works Packages be brought in below budget thereby
achieving a saving and reducing any funding gap?

• could the specification for any remaining works be reduced?

• could any of the remaining works be postponed until funding was secured
without detracting from those elements of the Project Purpose required to
achieve an operational stadium?

• to what extent would the works required by the local authority to obtain the
Safety Certificate impose further costs prior to completion?

• to what extent would projected costs be reduced by claims against the Design
Team/Management Contractor which typically form part of the negotiation
process at the end of any contract?
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It was always acknowledged that MC had to act within the particular terms of the
Lottery Act and within the broader remit of a public body disbursing public money.
Accordingly, in alerting MC representatives to a likely shortfall, TNS Board Members
were mindful that:-

• the early contract negotiations had delayed by some eight months the signing
of the Grant Agreement resulting in a penalty to the Project of almost £1
million through inflation and the Landfill Tax;

• the MC had a mixed portfolio of projects any number of which might abort
through a lack of matching funding, thereby releasing funds for projects
requiring "top-up" finance;

• the Project, to that date, had been considered to be well managed, would be
delivered in time for the publicised opening event and was facing a "funding
gap", howsoever caused, which in percentage terms was well within industry
norms.

3.47 Correspondence was exchanged to alert TNS formally of the MC's position, that it
could not, alone, bridge the funding gap but would seek to find a solution with other
co-funders.  In private conversations there was expressed confidence that a solution
to the problem would be found.  The scale of any problem could not be known until
the Project had been completed and any Design Team/Management Contractor
claims and counter claims had been addressed.  Accordingly, the dialogue between
MC and TNS remained open whilst the construction programme moved towards
completion and the funding situation clarified.

3.48 At this point in the submission, it is worthwhile to examine in more detail the specific
points raised in paragraph 3.46.  That exercise is undertaken in the following
paragraphs in the order of their listing in paragraph 3.46.

3.49 The Role of the SFAMT

As the parameters and constituent elements of the Project (the Project Purpose)
were being debated at the outset, it was considered appropriate by Mr Farry and Mr
Reilly that a Visitor Attraction, reflecting and honouring the role of Scottish football in
the country's social and economic history and its contribution to the sport
internationally, should be an integral component.  Indeed, the SFA had already
launched a pilot venture through SFAMT in Glasgow's Kelvin Hall.

TNS was further advised that SFAMT was already registered as a "grant approved"
organisation by the European Regional Development Fund (ERDF) and that it
(SFAMT) would be the most appropriate vehicle for a major application in support of
the pilot venture moving to a custom-built facility within Hampden's new South Stand.
Accordingly, whilst TNS and its professional advisers could, and did, assist in every
way to provide the necessary information, the grant bid was, and always remained,
the responsibility and the property of SFAMT.

Detailed discussions with the Lead Consultant followed.  At that time, the scale and
nature of the new South Stand were under review.  Nonetheless, the Lead
Consultant was advised by SFAMT that any bid/award would contain a contribution
towards the landscaping, car parking and access/egress routes reflecting the size of
the Attraction.  On this basis, and after, it is understood, dialogue between SFAMT
and Strathclyde European Partnership (SEP), the body responsible for administering
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ERDF funds in the West of Scotland, a bid for 50% of an £8 million spend to create
the Museum and associated areas was considered appropriate and prepared.

TNS, at that point, was acting to assist SFAMT, but relying upon SFAMT and, indeed
SFA, to achieve its £4 million target.  Indeed, TNS's bid to MC required this as
matching funding.

As it transpired, the ERDF grant award was reduced:

• to reflect only construction costs for the Museum area, with no contribution to
other areas, including car parking, landscaping etc.

• from 50% of the original bid to approximately 36% of the newly defined
eligible costs.

The mathematics were explained as:-

• a grant of 36% of re-defined eligible costs at £5.7 million, not £8.0 million.
ERDF would thereby contribute £2.1 million and not £4.0 million leaving a gap
in Project funding of £1.9 million.

• simultaneously, there was a need for MC to match 50% of the £5.7 million
(£2.8 million) rather than match only the £2.1 million which ERDF had
awarded.  This left a further gap of £0.7 million.

It can be assumed that SFAMT were aware of this likely deficit in funding as they
were dealing directly with the grant funding body.  The full impact, however, was only
made known to Mr Reilly on the final day on which applications could be made.

Indeed, this dilemma was directed at Mr Reilly on the afternoon of the final day of
applications to ERDF for the programme which would accommodate the grant award.
No Trustee from SFAMT was available for discussion or decision; the SFAMT
Director was said to be unobtainable and travelling in England.

A decision had to be reached by 5.00 pm that evening or the entire bid to ERDF and
the resulting impact on funding, not to mention the Project Purpose, would have
collapsed.  At 4.50 pm, Mr Reilly concluded in a telephone conversation with The
Scottish Office that there was no alternative but to proceed.  The £0.7 million
balancing item to secure the £2.8 million MC contribution would have to be found
from within the Project or from additional income generated (perhaps through
sponsorship) elsewhere.

Apart from placing Mr Reilly in an intolerable position, the immediate impact on the
Project of the failure of SFAMT to obtain the necessary funding was the shortfall of
£1.9 million.  The SFAMT were aware of this major problem and were advised by Mr
Reilly that substitute funding would be required to be obtained by them.  It was
agreed that an approach would be made to Heritage Lottery Fund (HLF) for support
to the extent of £2.5 million to include a capital contribution of £1.9 million and
revenue support of some £0.6 million.  To assist SFA/SFAMT in this process, Mr
Reilly arranged a meeting in London hosted, to be helpful, by MC at which a
representative of HLF would attend.  Mr Reilly attended along with the Director and
Secretary of SFAMT.

This meeting should have launched a vigorous and determined effort by SFAMT to
secure funding.  The application has never been made.
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Meanwhile, as the months passed, the construction of the Museum area became
crucial.  Its location on Level 2 of a building with six levels had to be designed with
access points and mechanical and electrical services to ensure it could operate.  In
order to move through Level 2 to higher levels within the six floor building, the costs
had to be incurred (by the Project).

By November 1998, SFAMT had made no moves to draw down even the reduced
ERDF grant award of £2.1 million despite QPFC having incurred substantial parts of
the related construction costs and despite letters of concern from SEP.  A meeting
was held in the QPFC Board Room on Tuesday, 3rd November 1998 attended by the
office bearers of SFAMT and TNS Directors.  TNS were advised that SFAMT were
not prepared to draw down the £2.1 million from ERDF unless a further £0.5 million
(approximately) was found to allow the Museum's fit-out plans to proceed.  After a
debate lasting some hours, the TNS Board was faced with the threat that SFAMT
could not fund the figure, the SFA refused to fund it, and that the £2.1 million ERDF
contribution would be lost to the Project if the £0.5 million could not be found.  With
regret, the TNS Board members felt they had "no option" but to agree to another £0.5
million coming from the Project to support SFAMT.  It was recognised that this would
place yet another onerous burden on the Project's finances and on the TNS
executive team's sponsorship and management responsibilities.

3.50 The £0.5 million SFA Grant Pledge to MC

Following some months of negotiations, at the onset of the Project, a meeting was
held on or around Thursday, 9th November 1995 in the offices of the cost consultants,
Davis Langdon Everest, to conclude the matter of MC funding for Hampden’s re-
development works.

At that meeting, Miss Jennifer Page, then Chief Executive of MC, challenged the
SFA’s representative to produce another £0.5 million in aid for the Project.  The
argument was that the MC was about to contribute £23 million and "surely the SFA
can come up with another £0.5 million". Senior Officials of MC attending the meeting
recall that the SFA’s representative gave that commitment at the meeting.

It may have been that, given sponsorship income and other factors, the SFA may
never have been called upon to honour that pledge.  However, towards the end of
1998 with a funding gap being predicted, Mr Reilly had this matter drawn to his
attention by the MC.

Accordingly, Mr Reilly wrote to the SFA on 14th December 1998.  There then began a
lengthy exchange. The SFA robustly denied that such a commitment had been
made. The "bottom-line", however, which TNS, MC and other co-funders have had to
accept, is that neither the money nor sponsorship in lieu was to be forthcoming.  This
clearly irritated MC who felt that they were being asked to fund a short-fall created by
others.
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3.51 Sponsorship Income

TNS were given the responsibility at the outset of the Project of maximising income
from private sources.  Comparison with initial projections showed that TNS out-
performed its objectives.  Principal among the agreements were those with BT
Scotland (£5 million over ten years) and Coca-Cola GB (£1 million approximately
over five years).  Other agreements were concluded with Bass Brewers and with
Ladbroke Racing.

In this regard, TNS exceeded its initial objectives.  Board members were enthusiastic
about these activities and further approaches were made to Cellnet, Ford UK, DX
Communications and others.  Regrettably, the interest from potential sponsors
waned as the news of a funding gap arose and the press speculation targeted the
TNS management team.

3.52 The Debenture Scheme

As reported earlier, the Debenture Scheme was inspired by Mr McGinn as a Member
of NSC but was, thereafter, developed as a concept by TNS and its advisers.

The original prediction that the corporate sector and private individuals would provide
a solid base for sales was never achieved.  There were a number of reasons for that:

• despite very lengthy negotiations, the SFA (and, thereafter, the SFL) refused
to guarantee that all semi-final and final Cup matches would be played at the
Stadium; this was perceived as a weakness;

• potential buyers were reluctant to commit to a Debenture whilst the
construction works were underway and they could not see, nor experience at
first hand, the quality or style of the accommodation.  Accordingly, an early
flood of purchases to bolster income and support the cash flow was never
achieved;

• the documentation for a Debenture Issue, covered by the Financial Services
Act, is necessarily lengthy and legalistic in its style and content.  In particular,
the "Risk Factors" properly presented may have caused many potential
purchasers to delay until at least they saw the building works completed;

• the range of Debenture packages – Gold, Silver and Bronze – were well
researched by independent consultants prior to launch.  Individual and group
interviews were held with representatives of the business community and with
football supporters.  However, at the time the Offer was made, the Scottish
international football team was not performing well and, unlike for Murrayfield
with the launch linked to a successful Rugby Grand Slam, interest was
subdued;

• Scottish football fans were already having to pay progressively more for
facilities and season tickets in support of their own Club teams;  the added
burden of a further outlay linked to the National Stadium was seen as a step
too far for many; and
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• it had been planned to launch the Debenture Offer in June 1998 to coincide
with the Scottish international team’s participation in the World Cup
tournament in France.  Regrettably, legal negotiations with the SFA took
much longer than predicted and that date was missed.  The process of
negotiation was then accelerated but it has to be conceded that the launch
date in November 1998 was not linked to a marketing campaign and hit the
market shortly before Christmas/New Year when companies and private
individuals traditionally  have substantial financial commitments.

For these reasons, the spontaneous or even steady take-up of Debenture seats did
not materialise.  The cash flow suffered despite the quasi under writing support of
The Royal Bank of Scotland and the funding needs did not receive added support.

3.53 Co-Funders Support

When the appeals were being made in the first quarter of 1999 to MC for further
support, Mr Reilly was advised by MC to approach other co-funders in similar vein.
MC subsequently wrongly criticised Mr Reilly for not following through this advice.  In
fact, Mr Reilly had sought guidance regarding the possibility of further support from
Sportscotland, Scottish Enterprise and The Football Trust.  No further support was
offered from any of these bodies.  That was clarified in a letter dated 2nd September
1999 from Mr Reilly to Mr Douglas Weston, Director of Projects at MC.

Accordingly, the MC remained for TNS the most likely source of assistance and for
that reason the dialogue and exchanges continued in that direction.

3.54 Works Package Budgets

As the Project moved towards completion, the propensity for savings diminished.
Clearly, the number of outstanding Works Packages was declining but so too was the
value of each.  Savings typically are made on the early, larger, Works Packages such
as excavations, coring and steelwork.  Savings in these Packages were made and
were reported in the Cost Consultant’s Monthly Reports.  The benefits were carried
forward to sustain design/development changes, contingencies and Works Packages
where tenders came in above budget.  The finishing trades Works Packages do not
offer the same opportunities.

3.55 A Reduced Specification

The specification for each element of the Project had been considered at length in
the early stages of the Project.  To undermine the specification of the remaining
Works Packages which were principally linked to finishing trades would have saved
little but had a disproportionate impact on the public’s perception of the "product".
For these reasons, it was not considered to be an option.

3.56 Postponement of Work

In April and May 1999, Mr Reilly received advice and communications from Sir
Robert McAlpine regarding the final cost figures and the propensity for a funding gap
to arise.  That advice was confirming the position which TNS could foresee. It was
prudent to recognise that to abort the Project until the final elements of funding were
sourced was not an option that would have best served the co-funders or creditors.
The Project would have crashed and the ensuing publicity would have ensured that it
could never have been resurrected.
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Accordingly, Mr Reilly took advice from Mr Jack Hugh whose appointment has been
referred to earlier.  It was agreed that major savings could be made by bringing
forward completion of the contract in order to exclude certain elements:  the
completion of Level 6, the fit out of the Lecture Theatre and improvements to Lesser
Hampden.  This was formally agreed with the Management Contractor at a saving of
some £2 million as shown in the Cost Consultant's letter of 5th May 1999 to the Lead
Consultant as a preface to Cost Report No. 29.

In so doing, however, whilst the capital costs reduced, the short-term liabilities, in
particular retention monies, which were linked to the completion date were triggered
some three months earlier than if the Project had continued as initially agreed.

Given the circumstances and the lack of realistic options, this appeared to be the
most that could be gained.

3.57 Safety Certificate Conditions

The Safety Team led by Glasgow City Council has a reputation for enforcing
vigorously  the national guidelines on Safety at Sportsgrounds. Indeed, it has a duty
to interpret these national guidelines in a way which fully protects all those attending
events.  TNS would have wished nothing less.

Clearly, however, the Project's architect and the Design Team, predicting the
acceptance of "norms" applied elsewhere were, instead, forced to accept more
stringent requirements.  This effectively increased the costs of the Project by
depleting the Contingencies budget.  Moreover, by their very nature, safety matters
normally arise at the end of a construction programme when inspections take place
and complimentary/conflicting criteria are debated and "relaxations" are either
granted or rejected.

That said, TNS enjoyed a solid, professional relationship with the Safety Team
chaired by Mr Richard Gibb.   His co-operation and that of his colleagues are a
matter of record as the Project neared its opening date.  However, it appeared  that
the Safety Team did not always enjoy that level of trust with the Project's Design
Team nor with the Management Contractor.

It was understood that the Safety Team felt that its members' advice was not sought
early enough by the Design Team nor were its warnings and recommendations
properly heeded.  This led to serious confrontations later in the design and
construction process when changes, arguably, became more difficult to implement.

It is worth noting that the Chairman of the Safety Team felt compelled to write to TNS
early in May 1999 to record that, whilst the Management Contractor still had items to
complete, he saw no reason to suspect that the Scottish Cup Final on 29th May 1999
was in danger.  TNS conveyed that message to an SFA hierarchy that was becoming
progressively more concerned.

As it transpired, the works had still not been completed by the Management
Contractor as the date of the "Rehearsal Match" (21st May 1999) approached.  The
Chairman of the Safety Team expressed concern about the performance of the
Management Contractor to Mr Reilly and Mr Tom Onions, Stadium Manager. The
works were eventually completed in sufficient time to allow the certificates to be
granted on 21st May 1999 – some 10 hours  before the first "Rehearsal" match.
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Claims

It would be normal at the end of a substantial Management Contract for the Client to
enter into negotiations with the Lead Consultant, Design Team members and the
Management Contractor regarding claims and counter-claims.

Mr Reilly, on behalf of TNS, certainly felt there was ample scope for claims by TNS.
In particular,

• TNS had received a  highly critical  report,  prepared by the Lead Consultant,
following Mr Reilly’s demands for an examination of certain works by the M &
E Consultant;

• TNS was of the view that the Lead Consultant and the Architect had
incorrectly interpreted the Project Purpose specification regarding the
hospitality areas on Level 5 requiring a solution to be found by TNS Director,
Mr Jim Clydesdale, and Stadium Manager, Mr Tom Onions.

• the Safety Team had reported that the Design Team and, in particular, the
Architect had not responded to guidance and advice provided by the Safety
Team at the early stages of the Project; and

• the Management Contractor/Design Team members were responsible, to
some degree, for the late completion of the Project, the acceleration costs
and inconvenience to TNS/QPFC in the days immediately preceding the
Scottish Cup Final.  For clarification, the original hand-over (completion) date
was scheduled to be 31st March 1999.  This was extended to 5th May 1999
and required acceleration costs but the final Safety Certificate was not
granted until 21st May 1999, as reported in paragraph 3.55, ten hours before a
"Rehearsal" event with over 22,000 spectators and guests and only eight
days before the Scottish Cup Final.

These matters were all recorded as part of the Project Documentation by Mr Jack
Hugh.  Also recorded was Mr Reilly’s objection to certain changes being submitted to
the Client as "Client Approved" when the Client’s view was that they were the result
of Design Team errors.  As noted earlier, these formed a discrete report from the
Cost Consultant extending to  57 pages in May 1999.

The conclusion was that at the end of the Project, TNS would be making claims
against a number of its construction industry advisers.

3.58 The monitoring of the Project in general and costs in particular continued to be based
upon the structure of controls and meetings described earlier.  If anything, the
frequency of meetings intensified towards the end of the Project.

3.59 If the frequency of meetings increased, so too did the intensity of the debate.
Principals’ meetings were forthright to the extent that the Architect threatened not to
attend.  This followed criticisms from Mr Reilly about his past attendance record and
disputes about certain pieces of work from his team including levels at the vomitaries
on Level 5 and a "missing" row of seats in the West Stand.
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3.60 The exchanges with MC regarding the extent of the funding gap also increased.  It is
worth highlighting that the possibility of a funding gap was raised by TNS with MC as
early as May 1997 when the possible impact of the £1 million pre-start costs were
noted for Davis Langdon Everest by Mr Reilly.  From January 1999, however, the
issue became more focused.

3.61 A set of papers entitled "Funding Gap Briefing Papers" has been issued to
Committee Members.  It includes a letter and "Interim Report" dated 16th October
1997 prepared by Mr Reilly for Mr Nigel Baker, at that time Senior Negotiator with
MC.  That Report highlights:

• the issue of the £982,500 Pre-Start Costs (inflation and Landfill Tax);

• the underfunding from SFAMT (via ERDF award);

• the SFA's second tranche of funding at £1.5 million (including the additional
funding pledge discussed by the SFA’s representative with the MC officials on
9/11/95); and

• the efforts being made to generate private sector sponsorship.

The papers then move to January 1999 when the TNS Board recognised that, with
the Project some five months from completion and with a range of income/cost
uncertainties, the proposition of a funding gap should again be formally recorded.

3.62 The fact that the size of the funding gap should increase between January 1999 and
June 1999, the six month period prior to completion (including the submission of May
1999's costs) is hardly surprising.  As explained earlier in the text, a number of
variables existed affecting both the income and expenditure streams.

3.63 There were other factors, external to the Project, which impacted on the size of the
funding gap but which were ignored in the seemingly single-minded quest to
establish some form of financial mis-management.  These are explained in Clauses
3.65, 3.66 and 3.67.

3.64 The final phase in Hampden's redevelopment, Phase II, embraced the re-building of
the South Stand (MC's Project) and the improvements to the West Stand
(Sportscotland's Project).  Their completion would not have rendered the Stadium
operational, however.  The City Council's Safety Team insisted, as a condition of the
Safety Certificate's award, that improvements be carried out to the North and East
Stands.  This work had to be undertaken and completed or the Stadium would not
have been able to host events.

3.65 The sponsorship income from, in particular, BT Scotland could not be dedicated only
to the South and West Stand works.  It was a condition that the playing surface be
renewed.  That did, in fact, substantially enhance Hampden's re-development.  The
original playing surface was almost thirty years old and in need of renewal.
Moreover, the latest UEFA guidelines on advertising boards at major games affected
the sight-lines for spectators in the first four rows of the seating decks.  In renewing
the playing surface, the opportunity was taken to reposition it, to raise it by some nine
inches and, thereby, to resolve the sight-line issue.
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3.66 As the external envelope for the South Stand was within days of completion, the
Design Team alerted Mr Reilly that unless certain steps were taken there would
thereafter be no realistic possibility of introducing a Level 7 to the building.  The light-
weight ceiling for Level 6 (housing the administrative offices) could, without huge
expense, at that time but not thereafter be replaced by a ceiling which could act also
as a floor for a Level 7.  Since a Level 7 could accommodate rooms with spectacular
views over the playing surface (to the north) as well as over the car parking areas (to
the south), a very important commercial decision had to be made.  In order to make
provision for a Level 7, albeit for fit-out at a later date, immediate expenditure of
£200,000 was required.  In dialogue with Mr Farry and others, it was agreed that it
would be foolhardy to ignore the future benefits; accordingly, TNS approved the
expenditure in the hope that sponsorship (under discussion at that time with Ford
Motor Company, Cellnet and Others) would meet the costs.

3.67 It is therefore quite inappropriate for the allegations to be made that:

• the funding gap issue was never raised until May/June 1999 and that it took
the co-funders by complete surprise; and

• the exact figure should have been known and presented in the months
preceding the examination.

The key elements of the Financial Difficulties are identified and examined in Section
4 to this report.
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4. THE FINANCIAL DIFFICULTIES

4.1 The text thus far has described the way in which the re-development at the  National
Stadium was undertaken and how, over time, the various works programmes
unfolded to enable the Stadium to open, as predicated, on 29th May 1999.

4.2 The purpose of this section of the report is to highlight issues with regard to their
significance in considering the financial difficulties rather than the timing of their
intrusion.  The three elements to be reviewed are: Management Resources, Claims,
and finally, Cost Centres.

4.3 Management Resources

As Phase I was completed, in February 1994, the exercise of drawing together
Phase II finance was launched by NSC, led by Mr Farry and Mr Reilly.  At that time,
Mr Reilly was the sole full-time executive working on the Project supported by a
secretary/personal assistant.  There was no appetite and certainly no budget to
recruit staff prior to the scale of the Project being determined.

4.4 As the dialogue with MC and other funders progressed, a Commercial Manager was
recruited from the private sector.  A Finance Manager, Mr Gary Tracey, was
appointed shortly after the Project commenced.  Mr. Tracey was a certified
accountant with extensive experience at senior management level within the Scottish
enterprise network. This was recognised to be a critical appointment and,
accordingly, Mr Reilly had sought support and guidance from the public sector,
Glasgow Development Agency.  A lengthy trawl of suitable candidates wishing to
apply from within the Scottish Enterprise network had been undertaken and a series
of interviews held.  In addition to his public sector experience, Mr Tracey had private
sector experience in the construction industry and had been involved in a project to
build a football stadium abroad.  His appointment to TNS was made in Spring 1997.
In July 1997, Mr Jack Hugh was recruited as a full-time Technical Manager but with
the expectation, jointly understood, that his employment would cease as the
construction programme ended.  In October 1997, Mr Tom Onions joined as Stadium
Manager to work with the Design Team on the final elements of the Stadium and to
oversee commissioning works.  His previous employment, as Stadium Manager at
Ibrox Stadium, allowed him to bring substantial experience and authority to the TNS
management team.  An office junior was recruited in 1998.

4.5 Only once the Project had been confirmed were these numbers of staff recruited.
Apart from the secretary/personal assistant to Mr Reilly and the office junior, there
were no support staff.  Whilst the structure was in place (a Chief Executive supported
by managers to address commercial, financial, technical and operational matters)
there were no assistants or junior staff to provide back-up.

4.6 The vulnerability of the staffing level became starkly apparent when the Commercial
Manager opted to exercise her rights in full and took twenty nine weeks’ maternity
leave commencing at the end of November 1998.  The burden of finalising the
sponsorship contracts with BT Scotland, Coca Cola (Great Britain), Ladbroke Racing
and Bass Brewers then fell to Mr Reilly to conclude.  That was at the time when the
construction and finance issues also were demanding attention.
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4.7 The issue to highlight was that, whilst the Managing Director, the TNS Board and
KPMG (who were addressing governance issues appropriate for a plc) recognised
the inadequacy of the resource, there was simply no budget to make good the need
in the short-term. It was generally understood, however, that the resources would be
recruited once the Stadium became operational.

4.8 It is of vital importance in assessing the issues, to understand that public sector grant
funding, in particular, is provided for bids which include construction costs and
related professional fees.  In this case, there was no real opportunity to address the
funding of a fully resourced management team.

4.9 Claims

As highlighted earlier in the text, there was a management resource at TNS to record
and document issues of concern as the Project moved through the construction
phase to its completion.

4.10 There was, however, never the opportunity properly to explore the TNS
documentation in that respect.  The action by the Management Contractor in
arresting the QPFC Bank accounts in July 1999 drew attention away from the issue
of TNS claims and ensured it was focussed on claims demanded by the creditors.

4.11 Indeed, that view was re-inforced when later calculations of the “funding gap”
included the full amounts which the Management Contractor and Design Team felt, in
their view, was their entitlement.  Prior to the negotiation process brought about by a
ceiling on the “rescue package” imposed by the co-funders, the “funding gap” figure
was, in TNS's view, at an unrealistic level.

4.12 Nevertheless, there appeared a perverse desire to highlight for, and in, the
press/media a funding gap figure as high as possible.  Indeed, it was reported to TNS
that at an early meeting of the co-funders,their professional advisers reported that the
“gap” could be as high as £12 million.  That figure clearly caused huge consternation
amongst the co-funders, undermined TNS and, in particular, the Managing Director,
and somehow found its way into press reports. At that time, neither TNS nor its
representatives were included in the team reviewing the calculations.  This resulted
in a revised figure of an £8.2 million funding gap from Deloitte & Touche being
amended further to an agreed figure of approximately £5.0 million.  The mood
generated by the co-funders through their advisers even at that stage seemed to
TNS to be confrontational rather than constructive.

4.13 In the end, the Lead Consultant, Design Team members and the Management
Contractor agreed to discounted final fees. It could be suggested that, in the final
analysis, they received proper remuneration for their contribution and the process of
negotiation, outwith the threat of insolvency, might have brought in similar awards,
albeit over a longer negotiation period.
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4.14 Cost Centres

Again, these elements have been highlighted earlier in the text but are brought
together here to highlight their collective impact.  They are:

• Pre-start Costs recorded elsewhere in the text and involving £1 million
(approximately) of inflation related costs and Landfill Tax.  This was highlighted to
MC as early as October  1997 but the appeal, seemingly justified, was ignored;

• SFAMT underfunding was a key element in:

- denying the Project some £1.9 million of anticipated grant aid, while

- drawing from it £0.7 million at the time of the award, and

- requiring a further £0.5 million in November 1998;

• the perceived pledge by the SFA’s representative to the MC was the subject of
many exchanges.  Whilst there is no intention to direct blame, there clearly was
an expectation by MC and others that the Project would benefit from a £0.5
million contribution which it was denied;

• Safety Works for essential improvements in areas outwith the Project (that is, in
the North and East Stands) amounted to £637,000 as shown in Appendix I of the
document:  “Proposal to the Millennium Commission” dated 5th July 1999;

• Additional Works undertaken to enhance the Project which were a condition of
sponsorship income or were for future commercial benefit amounted to: £1.2
million as shown in Appendix II of the paper “Proposal to The Millennium
Commission” dated 5th July 1999.

These elements show that the funding gap negotiated to £4.4 million plus benefits
totalling around £1.5 million to Sir Robert McAlpine can be explained logically and do
not attract the charge of financial mis-management.

Indeed, given the complexity of the Project, the under-provision of funding thought to
be assured, the additional works undertaken, the management resource engaged to
deliver it, and the comparison with industry norms, a more positive judgement could
be made.
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5. THE RESOLUTION

5.1 The resolution process was fretful and lengthy.  Quite clearly the funding gap had to
be defined and addressed and any remedial action regarding governance introduced.
Nonetheless, there must be huge concern that on a Project where a £4.4 million
additional cash contribution was required to fulfil a £60 million capital spend, it took
nine months and a further £1.2 million of public funding to resolve it.

5.2 The apportionment of assistance has been well documented but required the
following:

£m

The Scottish Executive 2.6

Sportscotland 0.5

Glasgow City Council 0.8

The Millennium Commission 1.2

Glasgow Development Agency 0.5

Total 5.6

5.3 A principal component of the process was the amount of independent and renewed
verification which was required by the co-funders.  TNS had, as its financial advisers,
KPMG.  The appointment of Deloitte & Touche meant a start from base.  Moreover,
despite monthly examination by three sets of cost consultants (Gardiner & Theobald,
Davis Langdon Everest and Currie & Brown), further verifications on construction
costs were requested.  Ultimately, the various sets of legal and financial advisers
became frustrated as the whole process spiralled without a clear solution being
achievable.

5.4 It became apparent from an early stage that, for reasons which were never
articulated and might have been difficult to understand, a resolution from the co-
funders would require the appointment of the SFA as managers of the Stadium.  This
duly emerged as  a pre-requisite imposed by the co-funders' rescue package and
certainly caused some consternation with others including TNS and QPFC.

5.5 The evidence suggested that the SFA were to some extent responsible for elements
of the funding gap in conjunction with SFAMT.  There was, therefore, a sense of
irony in having the SFA put forward as the “white knights”.  There also were
questions raised about the SFA’s articles of association and how these could be
squared with the governance of a Stadium owned by a member club.  The conflict of
interest and deep concerns of other member clubs were bound to arise as issues
prior to an agreement or even once it was underway.  Finally, the management
competence of the SFA to operate an international venue was not clear to see.

5.6 The matter of Project Purpose fulfilment might also have been an issue for some of
the co-funders.  The requirements for the Stadium to reflect the needs and
aspirations of the local community and to serve a broad range of sport, leisure, social
and business needs was understood to be what inspired the original awards from co-
funders.  The ability or will of an organisation whose remit is to promote the game of
football to fulfil the broadest remit will have to be carefully monitored.  The obligations
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latterly imposed upon SFA appear less onerous than those originally applied to
QPFC.  For example, the SFA can make a profit from the Stadium’s annual trading
and distribute that to its members; QPFC could not have done this.

5.7 Clearly, the SFA became concerned about the role they were accepting and the legal
discussions between the advisers to the SFA and QPFC/TNS respectively became
extremely difficult.  At various times, it appeared that the deal, with governance
passing to SFA, could not be achieved.  That, however, could not excuse the
exclusion from meetings of Mr Macdiarmid and Mr Reilly as Chairman and Managing
Director respectively of TNS.

5.8 To be helpful, The Royal Bank of Scotland plc (RBoS) came forward with a funding
solution brokered with Sir William McAlpine personally (representing Sir Robert
McAlpine Management Contractors Limited).  RBoS also volunteered to take
responsibility for the future governance of the Stadium.  This deal, which could have
been in place in November 1998, was rejected by the principal co-funders and, in
particular, the Scottish Executive, it is understood, because the SFA would not have
taken control of the Stadium.  To some, it seemed absurd that an internationally
recognised financial institution could not be accepted as being responsible for
governance issues, but the SFA could. An explanation on this was never
forthcoming.

5.9 By the beginning of January 2000, it was generally understood that QPFC, already
operating through Managers ad-Interim, was moving to a more serious form of
insolvency.  Its Directors, and those of TNS, were agreed that there was little
evidence of a short-term solution and, indeed, had been formally advised  about
wrongful trading and the personal liabilities which could apply.

5.10 A date of 5th January 2000 for a resolution to the financial/governance issues was
passed by TNS/QPFC’s professional advisers to their counterparts representing SFA
and other co-funders.  This related, in particular, to a document which the co-funders’
advisers had received from TNS/QPFC’s advisers on 22nd December 1999. On 7th

January, two days later than stated as the point when QPFC would move into
insolvency, a response marked "subject to client approval" was received from the
SFA’s advisers.  Moreover, it contained further conditions which fundamentally
affected QPFC’s ability to secure the deal.  Accordingly, within days, QPFC moved
into Administration.

5.11 Shortly thereafter, Glasgow City Council came forward with the framework of a
solution to fill the funding gap and, again, to work to resolve the governance issue.
Whilst internal papers were being prepared, it was reported that elected councillors
were being lobbied to reject the proposal which was being framed.  The key issue,
again as reported to TNS, was that the SFA would revisit their contractual
commitments regarding games at the Stadium were any organisation other than itself
to take over governance.  That alleged threat, and the contacts with certain
councillors, was enough to de-rail the proposal.  The SFA remained in pole position
and QPFC have accepted the conditions imposed upon them.  These matters, and
the way in which they were addressed by the co-funders’ professional advisers and
the substance of advice passed to the Minister by his officials, are covered in the
letter dated 3rd February 2000 from Arthur Andersen to Patrick Andrews (Shepherd &
Wedderburn) and a letter from Arthur Andersen to Mr Sam Galbraith, Minister at The
Scottish Parliament dated 24th February 2000 (Annex 5.11).
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5.12 During the period of examination, TNS produced a number of reports, principally
“The Way Forward” dated 1st December 1999, to demonstrate that it remained in
control and also that it could undertake the future governance of the company under
the direction of, say, RBoS or Glasgow City Council.  These were very real attempts
to promote and generate solutions to a problem which seemed to be insoluble.
There was, however, a view within TNS that its Board and senior executives were
progressively being marginalised from debates and negotiations and that the reports
were not being seriously considered as containing options which could be delivered.

5.13 The matter of TNS's involvement became progressively more contentious.  It
appeared that those willing to promote TNS's management performance and future
status were to be marginalised and even excluded from meetings.  As Chairman of
TNS, Mr Macdiarmid wrote formally to Mr  Douglas Weston of MC on this point.
Questions were raised within TNS about the ethics of those conditions as exercised
by the advisers to the co-funders.

5.14 With their influence and control of the company's affairs decreasing even in personal
dialogue with Commissioners (for example, Ms Baxter's efforts with Lord Dalkeith
and others), TNS Board Members reluctantly resigned at points when their own
individual contributions were seen to be exhausted.  Each left with a sense of
betrayal by the co-funders over a Project which had been delivered and where their
efforts to reverse the funding gap went unheeded.

5.15 The "resolution" involving the governance of the Stadium was debated on a number
of occasions by the Directors (that is, the General Committee) of QPFC meeting
formally to debate the issues and the terms and conditions that would be imposed.  It
is important to record that in the early stages at least, there was considerable
opposition to the "SFA proposal" and the terms it would impose.  It was because of
that, that TNS welcomed the proposal from RBoS and supported the proposed
solution from within Glasgow City Council.

5.16 It is for QPFC to explain, if they so chose, the reasons for accepting the "SFA
proposal".  At the end of an eight month journey, it may have been concluded that
the SFA's governance of the Stadium was a mandatory condition imposed by the co-
funders and at that late stage there was, in fact, no option.
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6. STADIUM VIABILITY

6.1 TNS had produced a series of Business Plans as the Project moved through the
construction phase towards operational mode.  These were required quite properly
by the TNS Board as well as for RBoS in their position as bankers.

6.2 All predictions have demonstrated that under TNS governance, the Stadium could
operate viably.  Indeed, the projections that the Stadium in its first year of operation
would host The Scottish Cup Final, two full Rugby internationals, two American
football fixtures, one music concert and an inaugural game have been fulfilled.

6.3 TNS predictions, considered prudent rather than bullish, were examined by KPMG
and by Deloitte & Touche.  Their independent views were that the Stadium presented
the opportunity for a viable business making acceptable profits from Year 2 of its
operation.

6.4 Much has been made of the obligations being taken on board by SFA.  These ignore
the fact that:-

• the Stadium has been awarded 5-star status by UEFA’s Stadia Committee
and will host the 2002 European Champion’s League Final;

• the Stadium is recognised as an international venue for a range of events
rather than as simply for football;

• the Stadium has unique features of design which make it cost effective for
music concerts and safe and secure for high profile guests;

• opportunities exist for further sponsorship income within the Stadium linked to
naming rights (for certain areas) and other services; and

• the SFA can, at its discretion, sell its existing office accommodation in Park
Gardens, Glasgow as it takes residence at the National Stadium.

6.6 As explained earlier in the Report, it had always been TNS’s intention to recruit a
managing director of international status to maximise the income which could be
generated from a broad range of income streams.  That can still be achieved and
should be expected by the co-funders.  The irony will be that, unlike the original
agreement with TNS/QPFC, annual profits need not be wholly dedicated to the
Stadium which has received the benefit of so much public sector support.
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7. ROLE OF PUBLIC AGENCIES

7.1 This Section of the report is best addressed by those able and responsible for
governance of public agencies’ remits.  There seems little doubt that the preparation
of the original bid documentation was properly addressed and that the Project was
subject to a recognised monitoring process.

7.2 Moreover, it would be uncharitable not to recognise the role of the public agencies in
supporting the Hampden project from its inception to delivery. That said, there must
certainly be disquiet over the way the review process was managed and how the
rescue package was addressed and finally delivered.  In particular, the determination
of MC and The Scottish Executive to dictate the policy of all co-funders and to have
the SFA projected as the “single option” solution were regarded by others as
unhelpful.  A more flexible approach involving discussions with a TNS Board of some
distinction and a TNS management team which deserved the courtesy of an
examination of the funding gap elements before condemnation, would have been
appropriate.

7.3 There was also concern that the Minister was receiving accurate briefings from his
officials and their professional advisers. This caused the Joint Manager ad interim of
QPFC to write directly to the Minister on 24th February 2000. That letter, extending to
four pages, covered a range of issues including information allegedly passed to the
Minister that a “deal” was imminent in January 2000 (clearly not the case), the role of
QPFC and TNS directors, the alternative rescue package being drawn together with
Glasgow City Council and the SFA’s seeming unwillingness to “simply honour their
pre-existing contracts with  QPFC and TNS”.

Against this backdrop, the executive and non-executive Board Members of TNS felt
alienated from the Project realising that the Minister’s view of the Project and TNS
may well have been unreasonably distorted in the Scottish Executive’s apparent
determination to conclude a deal through the SFA’s governance of the Stadium.

In truth, as matters unfolded there was little faith or confidence remaining in TNS that
the Scottish Executive or their advisers had ever been interested in anything other
then the “SFA solution”.

7.4 Re-stating some of the principal issues raised in this paper:

• the public agencies were kept informed by standard monitoring/reporting
procedures and by informal contact whenever issues needed to be explored;

• the public agencies were from the outset aware of, and supportive of, the
Project starting despite significant under-funding;

• the TNS Board was never drawn into the debate about the causes of, or
resolutions to, the funding gap issue.  Given that Board Members were
approved by MC and were recognised leaders in their fields, this could be
regarded as a missed opportunity for finding an early resolution to the
Project's problems;

• why was the SFA projected with such haste as the single option solution and
which of the co-funders took the lead in promoting its candidacy?
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• as the movement towards a resolution unfolded, were all the co-funders
involved in the debate or did any one assume leadership almost to the
exclusion of others? Which assumed the leadership and why ?

• is it acceptable that the "single option" solution has resulted in an asset,
developed for a wider use, now being managed by a private body with its own
membership?

• why were the RBoS and Glasgow City Council proposals not explored in
greater detail to determine if they could offer better solutions in terms of
governance and accountability? The SFA solution was said to be the more
expensive to deliver.

• to what extent were any of the public agencies responsible for the sustained
press campaign where selective and often incorrect information was directed
against the TNS Managing Director thereby undermining his status, that of
TNS in general, and the Project?

7.5 The residual feeling at the conclusion of the exercise is that there just had to be a
better way of resolving a funding gap issue of the size and kind encountered rather
than the long, tortuous, fretful and costly journey which ensued.

7.6 With hindsight, it may well have been better for TNS to have taken the initiative in
trying to resolve the funding gap through a dialogue with RBoS, negotiations with Sir
Robert McAlpine and a more public debate on the reasons for the financial problems.
In that way, a solution still involving support from public sector agencies may have
been determined within a shorter time frame.

7.7 The key elements would have been:-

• a principal creditor, Sir Robert McAlpine, recognising the vulnerability of its
position and exercising constraint in negotiations;

• a supportive financial institution as RBoS proved to be;

• a viable business with the ability to generate profit in the short-term;

• a supportive City Council ready to discuss the "Campus" proposal involving
further developments within QPFC’s acreage and the adjacent sites; and

• a TNS Board of non-executive and executive Directors willing to pass
governance to a new team capable of taking the Project forward as an
international venue serving also the local community.

Given the chance, these elements could have been better used in funding a solution.

7.8 It is for those within the public agencies themselves to recognise that this was an
exercise from which lessons can be drawn.





































































































































































































































ED/01/6/6

EDUCATION, CULTURE AND SPORT COMMITTEE

Appointment of Adviser to Children’s Commissioner Inquiry

1. The committee agreed at its meeting of 6 February 2001 to conduct an inquiry
into the question of the appointment of a Children’s Commissioner in Scotland.
The aim of the inquiry is to establish whether there is a need for a Children’s
Commissioner post to be established in Scotland and, if so, what its roles and
responsibilities should be.

2. The committee agreed that there should be a general invitation to submit written
evidence for the inquiry, and that additionally a number of organisations should
be approached directly.  The committee agreed to take oral evidence after Easter
and to establish the experience of Northern Ireland and Wales and of other
countries.

3. The committee is invited to consider whether to seek the approval of the
Parliamentary Bureau to enable the committee to issues directions to the
Parliamentary corporation to appoint an adviser to the committee on the inquiry.
If appointed, an adviser would prepare background briefing papers, advise on the
selection of appropriate witnesses  and assist in the preparation of a draft report.
On the basis of the previous experience of the committee in using advisers, it is
suggested that an appointment, if approved, should be for a period of 20 days.

Martin Verity
Clerk to the Committee


