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FINANCE COMMITTEE

AGENDA

24th Meeting, 2000 (Session 1)

Tuesday 31 October 2000

The Committee will meet at 10.00 am in Committee Room 1 to consider the following
agenda items:

1. Committee Business: The Committee will consider whether to take agenda
items 6 and 7 in private.

2. Holyrood Project: The Committee will consider a report from Ken Macintosh
MSP, Reporter on the Holyrood Project.

3. Scottish Parliament Corporate Body Budget Proposal for 2001/02: The
Committee will take evidence from—

Robert Brown MSP, Appointed Member, Scottish Parliament Corporate
Body

Paul Grice, Clerk and Chief Executive, The Scottish Parliament

Stewart Gilfillan, Director of Corporate Services, The Scottish
Parliament

4. 2001/02 Budget Process: The Committee will be updated on various aspects
of the budget process.

5. Salmon Conservation (Scotland) Bill: The Committee will consider the
provisions of the Bill which introduce new or increase existing expenditure
charged on or payable out of the Scottish Consolidated Fund (under Standing
Orders Rule 9.12).

6. Inquiry into Resource Accounting and Budgeting: The Committee will be
updated on the appointment of an adviser for the inquiry.

7. External Research:  The Committee will receive a presentation from
Professor Arthur Midwinter on the external research that the Committee has
commissioned.
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Update on the Holyrood Project for the Finance Committee

1. The Auditor General published his report into the new Scottish Parliament building on the
19th September.  The SPCB has also published its budget for 2001-02, making this an
appropriate time to bring the Committee up to date with developments.

2. To remind Members, my remit as Reporter to the Finance Committee on the Holyrood
Project is as follows:

To keep a watching brief on developments relating to the Holyrood Project and to
report to the Finance Committee on matters which fall within its remit.  In particular to
report on the implications for the Scottish Executive’s expenditure proposals of any
revised cost estimate or revised date for completion of works and in this context, to
consider the structure of financing the project.  Also to keep the Committee informed
of any other relevant developments such as the publication of the SPCB report and
progress of an inquiry by the Auditor General for Scotland.

3. We can take as a starting point the Parliament’s debate last April, which froze the budget
for the new building at £195 million.  The motion approved by Parliament that day also
called on the Corporate Body to establish a progress group, to finalise the design for the
building and to complete the project by the end of 2002.

4. Six months on from that debate the progress group is up and running, the final design has
now been signed off, and the overall project is currently on schedule and meeting its
budget targets.  This must be welcome news to anyone with an interest in the new
Parliament.  However, with two years yet to run, the majority of the construction
contracts have still to be allocated and the bulk of the money spent.  Of even greater
concern is the history of cost increases.  We need to satisfy ourselves that the
management of the project is rigorous and that any change to the estimated cost of the
building is brought to the attention of the Finance Committee without delay.   We need to
be extremely vigilant that the project remains on track.

5. It is not my function to look back at why the project has failed to meet previous budget
estimates, but if we wish to ensure that there is no further increase, it is helpful to
understand why the costs have risen to the current level.

6. To date, there have been three reports into the costs of the Holyrood Project, one from the
Permanent Secretary of the Scottish Executive, Muir Russell, and two major inquiries by
the architect John Spencely and the Auditor General Robert Black.  The Audit Committee
commissioned Robert Black’s inquiry and will report on his findings to the Parliament in
due course.  However, both the Spencely and Black reports make a series of
recommendations that need to be considered by the Finance Committee in monitoring the
ongoing work of the project.
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7. The Spencely report was fully debated by the Parliament on the 5th of April and as I have
indicated above, his key recommendations were accepted.  One of the most significant
developments has been the establishment of the progress group with the specific task of
overseeing the project.  Whatever is felt about the role of the SPCB in managing the
Holyrood project, there is no doubt that a dedicated team, including both political and
professional representation, is better placed to supervise day to day operations and report
back to Parliament.

8. In his report, Robert Black made eight further recommendations and I list them below in
full.

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

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

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

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

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

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

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

h. In September 2000 the Clerk of the Parliament advised the Corporate Body of the results
of his wider review of governance arrangements for the organisation as a whole.  The
Clerk and the Corporate Body should consider whether there is any need in future for
independent advice and reporting on the Holyrood project.
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9. The SPCB, who are still the client for this project, have accepted the Auditor General’s
recommendations and all have either been implemented in full or are underway.
However, I want to list the main areas of concern along with a note on how these issues
are being addressed.

Managing risk
10. Much of the Auditor General’s report is concerned with ensuring that risk is properly

analysed and managed and his recommendations address this point directly.  Mr Black
argues that all risks which a project might face and which could affect its budget or
timetable need to be properly identified.  It is not good management, nor is it
recommended Treasury guidance to set a general contingency fund by a process of
guesswork and which may be entirely unrelated to the actual building under construction.

11. The Auditor General does say that the current allowance for contingency of £11 million is
now consistent with the estimates supplied by the cost consultants. However, there still
needs to be a full risk analysis that can then be used to help manage the project.

Construction Cost Inflation

12. The £195 million budget for the Parliament is a cash limit at March 1998 prices.  It
contains an amount for contingency costs, but makes no allowance for inflation.  Current
inflation indices are at a historically low and relatively stable level, but construction cost
inflation in a booming city like Edinburgh is less predictable.  The Auditor General has
asked the project team to look at this matter again so that they may better quantify the risk
of inflation.

Construction Risk

13. Although the construction of the Parliament is well under way, less than a quarter of the
total budget has actually been spent and it will be more than two years before it is
finished.  In other words, there is still room for things to go wrong.

14. This project is being built using the construction management method of allocating
contracts, an approach that was looked at in some detail and approved by John Spencely.
Construction management is designed to help keep costs down and ensure value for
money, but leaves the client with less certainty over the final budget.  Until the project is
completed, there will always be some element of risk, although this will decrease as
contracts are allocated.  The SPCB say that they will be able to make a more accurate
judgement as to how work is progressing and the extent of construction risk by Christmas
when some of these major contracts will have been awarded.
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Reporting of costs

15. One of the most worrying aspects of the Holyrood project in the past, has been the
apparent lack of accurate and up-to-date information on costs available to MSPs.  To have
any confidence in the ongoing management and scrutiny of the project, we have to be
absolutely sure that the mechanisms are now in place to detect whether the project is
being blown off course again.  Given the history of the building, I think it fair to say that
my main concern has been to ensure that we are alerted immediately to the possibility of
any cost overruns.

16. The progress group has addressed this issue by establishing a system of cost reports,
covering all the main items and which they receive every two weeks.  As Members will
be aware, they have also stepped up the number and detail of progress reports to MSPs.
Coupled with the reforms of the management structure, MSPs will be far more confident
now that the project is receiving appropriate scrutiny, that lines of communication are far
clearer and that adequate reporting systems are now in place.

Fees

17. Most of the design and consultant fees for the Holyrood project were calculated initially
as a percentage of the total budget.  As costs have increased, so have the fees.  Several
Members have commented on the disincentive this creates for keeping costs under control
and have speculated on the possibility of renegotiating these contracts.  The SPCB have
done so, but are not optimistic that the current estimate of £26 million for fees will be
reduced any further.

Timetable

18. One of the many factors leading to an increase in costs has been slippage in the timetable,
particularly in the design stage, something that has been commented on by both Mr
Spencely and Mr Black.  John Spencely was particularly sceptical that the building would
be completed by December 2002 although this was the deadline accepted by Parliament
in April’s debate.

19. The progress group report that construction is proceeding to schedule, but it must remain
a matter of some concern to the Finance Committee that the meaning of the term
“completion” is itself unclear.  The Auditor General amongst others suggests the building
should be “ready for occupation” by the end of 2002.   However, the SPCB say that
fitting out will still have to take place and MSPs and staff will not be able to move in until
April 2003.

20. It may be argued that these are not entirely contradictory interpretations, but they are
confusing and there may well be cost implications.  Given the misunderstandings that
have dogged this project throughout, I think the Finance Committee would welcome
clarification on this point.
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Ancillary costs

21. Several major construction works associated with the Holyrood project including the
costs for ancillary landscaping and road realignment are not included in the £195 million
total.  According to a Parliamentary Question from the Minister for Parliament, these
costs run to £14 million and I enclose the full answer below.

22. It is unfortunate that these costs are not included in the overall capped budget for
Holyrood.  The Holyrood Project team will supervise and carry out the landscaping
associated with the Parliament and the work will continue to be monitored by the
Progress Group.  However, the fact that this section of costs comes under a different
budget heading and is not subject to the same controls is not a very satisfactory situation.
For the Finance Committee I have no doubt that it will be more difficult to monitor and
therefore control these costs.

Financing the project

23. The Presiding Officer in his letter of 5th September to Mike Watson, the Convenor of the
Finance Committee, has laid out the SPCB’s Budget submission for this year.  As the
letter explains, the SPCB underspent its budget in 1999-2000 by £20.1 million and are
proposing to carry forward this amount into 2001-2002.  Members have a copy of this
letter and will have an opportunity to put their questions to the SPCB when they appear
before the Committee.

24. In his reply to my letter of inquiry (Members will receive a copy of the letter on
Tuesday), the Minister for Finance details the steps being taken to provide for the extra
£14 million of costs for landscaping and road realignment now facing Historic Scotland
and Edinburgh City Council.  He says that provision has been made for Historic Scotland
as part of the current spending review, but that discussions will continue with Edinburgh
City Council.  The Minister has made it clear in his previous response to the Finance
Committee that all money to be spent on the Holyrood Project must be approved by
Parliament through the normal Budget process.
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Breakdown of the budget:

Construction costs £108 million
Site purchase costs £5 million
Design & Management fees £26 million
Contingency allowance £11 million
Fit-out & furniture £17 million
VAT                                             £28 million

TOTAL                                          £195 million

Other costs
Landscaping and road realignment £14 million

Parliamentary Question on ancillary costs

Holyrood Project
Maureen Macmillan (Highlands and Islands) (Lab): To ask the Scottish Executive
whether it will provide an estimate of the cost of ancillary works adjacent to the new
Scottish Parliament building at Holyrood.

(S1W-9874)
Mr Tom McCabe: Davis, Langdon and Everest, the cost consultants for the
Parliament Building project were asked to provide cost estimates for ancillary works.
The works covered are: the roadworks within Holyrood Park, the landscaping of the
Royal High Playing Fields (including possible acquisition of a small section of the
Dynamic Earth site), and the demolition and replacement of the Royal Park
Constables Muster room, which are the responsibility of Historic Scotland; and the
road and environment improvement works affecting Horse Wynd and Reid’s Close,
which are the responsibility of City of Edinburgh Council. The cost consultants’
current estimate is that the aggregate cost of these ancillary works will be £14.126
million. This figure includes fees, VAT and an allowance for contingencies.
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Update on aspects of the 2001/02 Budget Process

Subject committees have been requested to report to the Finance Committee by 10
November and members will be sent these responses in advance of the meeting on
14 November.  Professor Ashcroft has been invited to provide an analysis of ‘Making
a Difference’ and is hoped that he will attend on 14 November to help inform
members consideration of the expenditure proposals.

Meeting in Aberdeen – 20 November 2000

A visit is taking place on Monday 30 October by the Clerking Team, Broadcasting
and Security to assess the suitability of the proposed venue, Aberdeen City Council’s
Town House.  Subject to this visit, a firm booking will be made.  Accommodation
options and travel information will then be sent for you to make your respective
arrangements.

The meeting will take place over the whole day, with two separate formal sessions,
one in the morning and one in the afternoon.

Morning Session

We have invited the following to give evidence to the Committee:

Minister for Finance
Aberdeen Chamber of Commerce
Aberdeen City Council
Aberdeenshire Council
Scottish Enterprise Grampian
Grampian Health Board

We have had a very positive response so far and a full list of witnesses will be
produced in due course.

Afternoon Session

The Finance Minister has agreed to attend the afternoon session to give evidence to
the Committee. As well as answering questions on the 2001/02 expenditure
proposals, it is expected that the Minister will move the motion on the statutory
instrument that  deals with revisions to the  2000/01 Budget.

Reporter Groups

At Group 1’s initial meeting on 26 September members discussed the way in which
they wished to approach the review, appointed Elaine Thomson as chair and agreed
the names of those from whom views should be sought.  Members also agreed to
include a note on the Committee’s web-page inviting comments.

At the meeting on 24 October, the Group heard from the Plain English Campaign
who gave a presentation on good practice and also flagged up some specific points
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in Investing in You .  Plain English are going to follow up their presentation with a
written paper.  At the same meeting, the Group heard from Hazel Martin and
Malcolm Graham, two of the parliament’s IT department on the scope for improving
the electronic accessibility of the budget figures.  Hazel and Malcolm are to come
back to the group with some examples of electronic good practice or innovation.

The next meeting is scheduled for 7 November. Professor Heald from Aberdeen
University will attend to give his views to the Committee.  Thereafter on 21
November it is hoped to set up a meeting with Executive Officials.  A request has
been sent to the Minister to provide group members with some information regarding
the systems used to collect data, the uniformity of the systems and the data
collected.

Group 2 will meet for the second time on November 7.  At that meeting, it is the
intention for the group to hear from:

§ a representative from the Scottish Council Foundation to explore the topics
raised in the SCF’s paper on ‘The Scotland Index’

§ an officer from the Chartered Institute of Public Finance Accountants – likely to
be a Director of Finance from a local authority – to consider the merits and
demerits of target-focused policies and how they should be used in the context of
budget documentation.

Group 2 is also planning to speak to Executive officials on 21 November.
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__ _____

Thank you for your letter of 15 September about the Finance Committee’s discussion of end-year flexibility at its
meeting on 5 September.  As I explained previously it reached me only on the 19th and it was impossible for me to reply
to your letter before my statement on the 20th.

Thank you for your agreement that the information set out in published documents should, unless clearly specified,
exclude EYF.  This is I think broadly in line with the position we reached following our discussion of the Annual
Expenditure Report “Investing in You”.  It is my intention to announce allocations of EYF by early summer in each year,
ie well in advance of the 20 September deadline for informing Parliament of our draft budget for the following financial
year.  We estimate underspends at the vote level in May prior to announcing the EYF allocation by portfolio.  If it would
be helpful, I can repeat that information at the time of my spending announcement.  The appropriation accounts
published not later than the end of December of the following financial year contain the available detailed information.

The main areas of Transport that are not comparable are in rail, mainline and driver and vehicle licensing.  The Statement
of Funding Policy (available on the Treasury website at www.hm-treasury.gov.uk/pub/html/docs/swni.html) contains
details of what is or is not comparable by sub-programme.  (Transport is on pages 42 and 43.)   In general comparability
is determined by whether the expenditure undertaken by Whitehall Departments supports a UK-wide service or not.
Where it provides a UK-wide service the expenditure is deemed to be non-comparable.

I hope this is useful.

JACK McCONNELL


