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FINANCE COMMITTEE

AGENDA

5th Meeting, 2002 (Session 1)

Tuesday 12 March 2002

The Committee will meet at 10.00 am in Committee Room 2 to consider the following
agenda items:

1. Scottish Parliamentary Corporate Body: The Committee will consider the
Scottish Parliamentary Corporate Body’s in-year financial performance report
and take evidence from—

Paul Grice, Clerk and Chief Executive, Scottish Parliament;

Robert Brown MSP, Member, Scottish Parliament Corporate Body;

Stewart Gilfillan, Director of Corporate Affairs, Scottish Parliament;

Sarah Davidson, Project Director, Holyrood Project Team.

2. Scottish Parliamentary Corporate Body Budget Submission for 2003/04:
The Committee will consider the Scottish Parliamentary Corporate Body’s
expenditure plan for 2003/04 and take evidence from—

Paul Grice, Clerk and Chief Executive, Scottish Parliament;

Robert Brown MSP, Member, Scottish Parliament Corporate Body;

Stewart Gilfillan, Director of Corporate Affairs, Scottish Parliament;

Sarah Davidson, Project Director, Holyrood Project Team.

3. Scottish Parliamentary Corporate Body - Quarterly Report on the
Scottish Parliament Building Project: The Committee will consider a
quarterly report on the progress of the Holyrood Project and take evidence
from—

Paul Grice, Clerk and Chief Executive, Scottish Parliament;

Robert Brown MSP, Member, Scottish Parliament Corporate Body;

Stewart Gilfillan, Director of Corporate Affairs, Scottish Parliament;
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Sarah Davidson, Project Director, Holyrood Project Team.

4. 2003/04 Budget Process: The Committee will consider a paper on possible
cross-cutting reviews as part of the 2003/04 budget process.

5. PFI/PPP Inquiry: The Committee will take evidence from Francie Molloy
MLA, Chairman of the Northern Ireland Assembly’s Finance and Personnel
Committee.

David McGill
Acting Clerk to the Committee

Room 2.1, Committee Chambers
Tel. 0131 348 5215

Email: david.mcgill@scottish.parliament.uk
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1.

The Rt Hon Sir David Steel KBE MSP
The Presiding Officer

Des McNulty MSP
Convenor of the Finance Committee EDINBURGH
The Scottish Parliament EH99 1SP
EDINBURGH
EH99 1SP Tel: 0131 348 5308

Fax: 0131 348 5301

February 2002

SPCB FINANCIAL PERFORMANCE FOR THE 6 MONTHS TO
30 SEPTEMBER 2001

The SPCB agreed to report to the Finance Committee on our financial performance
on a 6 monthly basis.  I am therefore pleased to provide you with the attached report
on expenditure against budget for the 6 months to 30 September 2001.  I am sorry
that this has not been sent to you before now.

Revenue Expenditure

Reported revenue expenditure at the end of September was £17.6m, which is £4.9m
(22%) below budget for the period.  The revenue expenditure budget is currently
phased evenly across the year.  However, we forecast that expenditure will increase
in the second half of the year and that the under-spend on revenue will reduce to
between £3.0m and £4.0m by the end of the year.  The reported under-spend by the
end of December 2001 has reduced by £0.1m to £4.8m (14%).

Variances against Budget

Overall there are no adverse variances against budgets.  There are a number of
specific areas where we are seeing pressure, but these are being balanced by
under-spends in other areas.

As reported to the Finance Committee in November, we will use any under-spend
from the current financial year to reduce our call on the Scottish Consolidated Fund
in 2002-03, particularly in respect of the one-off cost pressures arising from the
planning for and the commissioning of the Holyrood complex.
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Capital Expenditure

The Holyrood Project expenditure budget is phased across the financial year so that
budget variances are more accurately reported each month.  Capital expenditure on
the Holyrood project was £6.3m (43%) less than the phased budget to date.  By the
end of December the variance against budget has increased to £15.2m (39%).

We have now produced a revised full year forecast, indicating expenditure of
£54.6m, which is £25.4m less than budget.

SUMMARY

In summary, the SPCB is forecasting to live within budget this year, and to use all
under-spends in 2002-03, via the EYF arrangements, to reduce our total call on the
Scottish Consolidated Fund in 2002-03.

I am copying this letter to Andy Kerr and to Paul Grice.

David Steel



Operating Budget Actuals Budget Variance Variance Full Year 
Budget *

£'000 £'000 £'000 % £'000

Resource Costs 
Property Costs 1,632 2,045 413 10% 4,090
Running Costs 3,575 3,766 191 9% 7,532
Staff Pay 5,618 5,970 351 6% 11,939
Staff Related and General Costs 1,113 1,594 481 29% 3,187
MSP pay 3,434 3,524 90 3% 7,048
MSP Office, staff and accomodation costs 2,232 4,116 1,883 46% 8,231
Contingencies 0 1,504 1,504 100% 3,008

17,604 22,518 4,913 22% 45,035

Capital Costs 
Non Holyrood 334 1,500 1,166 78% 3,000
Holyrood 8,276 14,549 6,273 43% 78,700

8,610 16,049 7,439 46% 81,700

Capital Charges
Depreciation 1,585 1,585 0 0% 3,170
Cost of Capital 3,352 3,352 0 0% 6,703
Notional External Audit Charge 38 38 0 0% 75

4,974 4,974 0 0% 9,948

Total Gross Expenditure 31,188 43,541 12,352 28% 136,683

Less: Retained Income (24) (100) (76) 76% (200)

Operating Expenditure 31,165 43,441 12,276 28% 136,483

* - excluding in-year budget transfers for the Freedom of Information Commisioner and Holyrood Landscaping, which are £700k and £2.3m respectively
  - excluding £6.9m of EYF rolled forward from 2000-01 to reduce funding requirements for 2002-03 Budget.

SPCB Expenditure Report For the 6 Months To 30th September 2001

Year to Date
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SCOTTISH PARLIAMENT BUILDING PROJECT

QUARTERLY REPORT BY THE SPCB TO THE FINANCE COMMITTEE –
MARCH 2002

Background

1. The motion approved by Parliament on 21 June 2001 required the SPCB to provide
information, "on a quarterly basis to the Parliament’s Finance Committee on the
progress of the project in respect of inflation and materialisation of risk, in order to
inform the committee’s consideration of the annual Budget Bill".  This paper
constitutes the third such report; the Committee last took evidence on the project on
18th December 2001.   The adjustments to figures since the previous report have no
overall impact on the 2002/3 budget as previously intimated to the Committee.

2. Under his delegated responsibility for the project, the Chief Executive reports on a
monthly basis to the SPCB on issues relating to programme, budget and quality.
These reports are supplemented by regular discussions between the Holyrood
Progress Group (HPG) and the Corporate Body.

Inflation

3. Inflation is recast on a six-monthly basis and will be updated in April using the BCIS
indices. Using the current predictions, inflation would add £4.5m (net) or £6.0m
(gross) to the cost plan value of the packages remaining to be tendered.

4. For the purposes of this report we have presented the figures remaining in the risk
register in real terms, i.e. gross of inflation; predicted inflation on these risk sums is
therefore not included in the above estimate of inflation.

Risk

Design/construction risk

5. A further review of project risks was concluded in late February. This process
involves identifying risks which have moved from potential into actual expenditure;
risks which have not materialised and any new risks which have been identified.

6. The Committee requested that this report should provide a break-down of the sums
in the register according to the various categories of risk.

7. As was anticipated at the time of the last report, so-called ‘design risk’ sums, (the risk
that items cannot be procured for the amount set against them in the cost plan) now
form a very small part of the risk register.  The remaining amount set against these
items is in total £2.2m. This includes one ‘new’ risk which has been introduced since
the previous report which results from updated information about the range of
possible costs of implementing a signage strategy throughout the building, although
final decisions have yet to be taken on the type of signage to be adopted.
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8. In addition to this, there are outstanding risk sums of £8.5m relating to the
construction process, (akin to the traditional contingency sum), and £19.1m
associated with design and construction programme overruns.

9. This gives a total of £29.8m design and construction risk in real terms, net of fees
and VAT.  The gross figure (incl. VAT and fees) of £39.6m is broadly equivalent to
the figure in the December report which, if similarly expressed at current prices,
would be £46.1m.  (The latter figure was previously adjusted for inflation but given
the materialisation of risk sums to date it seems appropriate now to report this in real
terms).

10. In particular, commitment of sums over and above the original estimates have been
authorised on the following packages:

i) Tower cranes
 – cranes required on site for a longer period

£750,000

ii) Blast testing
– additional blast test date was required in order to meet
programme rescheduling

£100,000

iii) Assembly cladding and roofing
 – specialist design development by Trade Contractor after
contract award

£4,590,000

iv) MSP cladding
 – insolvency of Flour City UK

£3,850,000

v) Assembly building ceiling and partitions
– Design development and increased area of partitioning beyond
cost plan allowance

£705,000

vi) MSP Carpentry and joinery
– additional off-site storage requirements

£500,000

vii) Catering
– Tender return greater than Cost Plan allowance

£43,424

TOTAL £10,538,424

11. All the above sums were previously reported in the November Risk Register with the
exception of item iii) which has materialised at £1m over the last risk estimate (the
additional sum is due to cost arising from complex interface and  design issues;
consequential delays in finalising packages have resulted in further costs of
rescheduling  planned start dates) and item iv) which is the additional cost
associated with the Flour City contractor discussed in paragraph 15 below.

Force majeure/client change risk

12. As was explained previously, there are two other categories of risk, ‘Client Body
decision risks’ and ‘Risks outwith the control of the Project’ (or ‘force majeure’). The
indicative sums set against these in the risk register are not included in the forward
budget-planning exercise.  This is for the following reasons.

13. In the case of the first, the view was taken that since these risks were within the
client’s control, they simply should not be allowed to materialise. Indeed, none has
materialised since we began reporting on risk to the Committee.
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14. The arguments against including risk sums for force majeure in a budget planning
exercise are consequent on the type of risk that it is.  All risk allowances are
calculated by setting the financial impact of an event against the probability of it
actually happening.  In the case of ‘force majeure’ risks, the probability of them taking
place is usually very low but the potential impact if they do can be very high.   For
this reason, it is not of much relevance in estimating future expenditure needs to
include these risks; whatever sum appeared in the register against, for example, the
insolvency of a major contractor, would never be sufficient to cover the costs if such
a situation were ever actually to arise.

15. As the Committee is aware, one such risk did materialise in recent months with the
insolvency of Flour City Architectural Metals.  Although a final assessment of the
additional costs to the project of this event will not be possible until later, the most
up-to-date information indicates a probable additional cost in the region of £3.5 -
£4m. The sum of £3.9 has provisionally been set against this in the cost plan.

16.  We have already clearly stated our intention to pursue all avenues to recover the
additional costs associated with the insolvency of Flour City UK.  We have taken
expert legal advice which confirms that the Parent Company Guarantee obtained in
the Parliament’s favour in relation to this contract is a valid one, (subject to a
thorough review of the associated documentation).  The guarantee would cover
for example increased costs arising from alternative contractors being employed
and additional professional fees.  We are currently seeking advice from US
solicitors about the financial and corporate status of Flour City International and
will proceed on the basis of that information.  The SPCB has a period of five
years in which to raise any proceedings against FCI.

Costs associated with design and construction delays

17. At its previous meeting, the Committee asked for a broad analysis of the risk sums
which had been set against design and construction programme overruns.  For
commercial reasons it is not possible to give this on a package-by-package basis,
but the revised sum of £19.08m reported above can be broken down as follows:

Costs of extended equipment hire and
storage facilities

£0.23m

Costs associated with contractors’ claims
for delays and extensions to contract
periods outwith their control

£14.5m

Specific acceleration measures (including
night working, off-site storage etc)

£4.3m

Overall cost position

18. £26.2m of works packages remain to be tendered.

19. As the Committee is aware, the remainder of the budget for the cost of landscaping,
some £8.1m, recently transferred from Scottish Ministers to the Scottish Parliament.
The overall budget includes a construction cost of £7.5m.  These packages will
shortly be going out to tender and are not included in the analysis of the main
construction project given below.
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20. As before, the figures below represent a 'one point in time' snapshot of the financial
position and do not reflect the inherent fluidity of the cost plan in a project run under
a Construction Management contract. For the purposes of this report, we have
identified all risks which we know to be crystallising, whether or not these are already
firmly contractually committed.

Construction project: current status of works packages, fees etc
Site, demolition and archaeology 5.4
Fit out 19.5
Fees and site organisation 32.0
Total construction commitment to date (incl inflation) 109.9
VAT on construction commitment 19.2

Subtotal (committed to date) 186.0
Cost plan value of packages still to be let (at 1998 prices) 26.2
Fees on Packages to be Let 4.0
VAT on Packages to be let (as above) 4.6

Subtotal (uncommitted) 34.8
TOTAL 220.8

Summary

21. The following table gives a summary of the figures contained in this report:

Item Cost estimate
Inflation 6.0
Outstanding risk (current prices) 39.6
Commitment + as yet uncommitted
packages (incl. VAT and fees)

220.8

General progress on site

22. Construction progress continues apace across the site.  The MSP office building
is now wind and watertight and work is under way on construction of the 106
individual offices, including room partitions and initial internal services.

23. At the east end of the site work is advancing on a number of key areas of the
project.  The superstructure for the media tower is now complete and towers 1
and 2 are nearing completion.  However, the most recent and impressive sight
has been the installation of the steelwork which forms the floor of the Debating
Chamber and the ceiling for the public foyer space below.  This is now complete
and the next level will commence in the middle of March. The steelwork to the
Canongate building is also underway and due to be completed by the end of
March.

24. In Queensberry House the main external work focuses on the new roof structure
which is under construction, while internally, walls have been strengthened and
new concrete floors installed throughout.
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Finance Committee

Cross-Cutting Expenditure Reviews

Background

At its meeting on 26 February, the Committee agreed to consider potential subjects for
a cross-cutting expenditure review as part of its scrutiny of the Executive’s future budget
proposals. The intention is that this will become an annual feature of the Committee’s
work in this area. This paper expands on some of the subjects already suggested by
Committee members and considers the possible scope and feasibility of the areas
identified.

In considering potential reviews, members should be aware that significant amounts of
time will, of necessity, require to be devoted to the review in terms of research,
evidence taking and drafting the report. To that end, it is suggested that a steering
group consisting of members, an external adviser, relevant experts and supported by
the clerks and SPICe be set up to take the review forward.

Once a subject or subjects has been agreed, the Committee will be invited to agree a
remit, the process to be adopted in managing the review and potential participants in
the steering group. Executive officials have been invited to discuss with the Committee,
on an informal basis, possible methodologies in handling a cross-cutting review.

Timetable

The review should begin by April, and aim to report to the Committee by the end of the
year. This will allow time for the report to be published and for the Executive to make a
formal response. Following that, it will also allow the Executive to consider what
decisions it may wish to take in relation to budget allocations for the three years from
2004/05 in light of the Committee’s recommendations.

Potential review subjects

1. Expenditure in Rural Areas

This review would identify a range of expenditure programmes in rural Scotland.
These will include programmes which almost wholly benefit rural areas, such as
agricultural support or rural development, mainstream programmes with additional
allowances for rural needs such as those in local government and health allocations,
and programmes which affect rural Scotland but where the degree of funding needs to
be analysed e.g. Highland and Islands Enterprise and expenditure on tourism.

This review would be able to draw on previous reports by the Scottish Office, CoSLA
and the Rural Forum, and also relevant academic research.   The Committee would
wish to take evidence from Ministers, public bodies, rural interest groups, and
academic specialists.   The Committee may wish to contract a research specialist to
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undertake the necessary research review, analyse data and draft the report.   This
subject is certainly feasible in the timescale set out above.

2. Children in Poverty

This review would consider a range of expenditure programmes in Scotland which are
aimed at improving the position of children in poverty. These would include specific
programmes which target children in poor families such as pupil support within schools,
free school meals, or health for the young physically disabled, and programmes which
include allowances for the needs of children in poverty, such as the education and
social work GAEs in the local government budget.

This review would build on recent research including the Treasury report on Persistent
Poverty, recent work on poverty and deprivation for the local government GAE, the
recent report by the Child Poverty Action Group and Professor Arthur Midwinter’s
evaluation of the Poverty Programme of the National Lottery Board in Scotland. The
Committee would wish to take written and oral evidence from Ministers, professional
bodies, interest groups and specialist researchers, and would also wish to consider a
research contract for the work.  This review would also be feasible in the time period
envisaged.

3. The Voluntary Sector

This review could look at spending programmes which fund both the professional ‘not-
for-profit’ organisations engaged in service delivery to groups and communities and
also community-based voluntary groups. Such a project would be feasible, but given the
range of relevant organisations, the Committee would to be selective in relation to the
organisations that could provide a representative view in order to complete the review
within the timescale.

However, it is suggested that the Committee investigates expenditure programmes
which focus on regeneration initiatives and which involve the voluntary sector and not-
for-profit organisations in promoting programmes designed to support community
groups involved in regeneration. This would ensure that the review would be
manageable, more productive and would be able to identify outturn figures and output
information. Written and oral evidence would be taken from Ministers, key
organisations such as the Scottish Council for Voluntary Organisations and from
relevant community groups. The timescale would not present a problem for such a
focussed review.

4. Drug Related Problems

This review would identify and examine a range of expenditure programmes,
implemented by both the Executive and publicly funded bodies, relating to drugs and
associated issues. Programmes would include those aimed at stemming the supply of
illegal drugs such as the Scottish Drug Enforcement Agency or the confiscation of
illegal assets; those aimed at reducing demand among users such as specialist
treatment services or rehabilitation; those aimed at non-users like drug education,
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community action groups or Social Inclusion Partnerships; and those designed to
reduce the physical and social harms associated with drug misuse such as needle
exchange programmes, drug testing and treatment orders and community care
programmes.

The review will draw on a previous spending review commissioned by the Scottish
Executive and carried out by the Policy Unit (published October 2000). It would also
seek to take evidence from Ministers, Drug Action Teams, relevant public bodies (e.g.
health boards, police boards, local authorities, community groups) and other experts in
this field. The review could be managed in the timescale envisaged.

Recommendations

There are clearly a number of reviews the Committee could undertake. It is
recommended that, as this is the first year in which the Committee will undertake a
cross-cutting review, it selects a relatively straightforward subject.   For that reason, the
recommendation is that the Children in Poverty proposal be selected. It addresses
the Executive’s children and social justice agendas, is in an area where there is
targeting of spending, and would interest a number of committees and external
organisations.

It is recognised that, particularly given the Committee’s decision to delay selecting a
subject for a full-blown inquiry until the completion of its PPP/PFI inquiry, there may be
scope for two cross-cutting reviews to be implemented this year. Any of the remaining
subjects could be conducted along with the Children in Poverty review, although there
may be difficulties attaching to some. It is suggested that the Spending in Rural
Areas proposals is, perhaps, one for the future. This year, it would be better to focus on
reviews which are funded directly from the Scottish Budget, rather than the case with
rural expenditure where much of the funding originates in Europe. The Drugs Related
Problems review would be able to build on a wealth of information and experience, but
may have the disadvantage of being complex and may not be the best review to
conduct this year. It is suggested that the experience of conducting a less complex
review this year will be of benefit in looking at drug related problems in the future. The
suggested focus in relation to the Voluntary Sector proposal carries none of the
problems described above and would allow a detailed investigation of an important
area and one of considerable interest. It is therefore suggested that, should the
Committee decide to conduct a second cross-cutting review, a review of the voluntary
sector with regard to regeneration issues should be undertaken.

The Committee is therefore asked to decide which, if any, of the cross-cutting
reviews set out above it wishes to take undertake this year. A paper containing
draft remits, methodology and potential participants will be produced for a future
meeting.

David McGill
Arthur Midwinter
March 2002
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Finance and Personnel Committee of the Northern Ireland Assembly

Powers

The Committee for Finance and Personnel is a Statutory Departmental Committee
established in accordance with paragraphs 8 and 9 of Strand One of the Belfast
Agreement and under Standing Order No. 45 of the Northern Ireland Assembly. The
Committee has a scrutiny, policy development and consultation role with respect to
the Department of Finance and Personnel and has a role in the initiation of
legislation.

The Committee has the power to:

• consider and advise on departmental budgets and annual plans in the context of
the overall budget allocation;

• approve relevant secondary legislation and take the Committee Stage of relevant
primary legislation;

• call for persons and papers;

• initiate inquiries and make reports;

• consider and advise on matters brought to the Committee by the Minister of
Finance and Personnel.

Membership

Mr Alex Attwood (Social Democratic and Labour Party)
Mr Roy Beggs Jnr. (Deputy Chairperson, Ulster Unionist Party)
Mr William Bell (Ulster Unionist Party)
Mr Seamus Close (Alliance)
Mr Derek Hussey (Ulster Unionist Party)
Mr Roger Hutchinson (Independent Unionist)
Mrs Patricia Lewsley (Social Democratic and Labour Party)
Mr Alex Maskey (Sinn Fein)
Mr Francie Molloy (Chairperson, Sinn Fein)
Mr Maurice Morrow (Democratic Unionist Party)
Mr Peter Weir (Ulster Unionist Party)

Clerking Staff

Alan Patterson (Principal Clerk)
Sheila McClelland (Clerk)
Joe Sloan (Assistant Clerk)
Shauna McDaid (Executive Support)
Jonathan Briggs (Administrative Support)
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Suggested Questions for NI Assembly
evidence taking session

• During your inquiry, did you find any sources of empirical evidence that can
be used to draw conclusions about the performance of PPP/PFI projects?

• Did you find any evidence that supported the claims that quality of services
have improved in PPP/PFI projects?

• Do you think PPP/PFI projects have demonstrated value for money?

• What were the principal criteria used when giving approval to the PPP/PFI
projects you looked into?

• What problems did you find arose when using the public sector comparator?

• What has been the impact of PPP/PFI on employment relations and terms
and conditions of service?

• One of the key recommendations of the Report is to establish a unified cross
departmental investment strategy.

How do you envisage this working?

How will you rank the priorities given to each project?

How will you obtain cross departmental co-operation?

How do you envisage achieving the “social partnership” approach through
involvement of the private and voluntary sectors?

• The vehicle of a procurement board is proposed in the Report.  The intention
is that this will become, “a centre for excellence on investment and
procurement and co-ordinate the development of methods and advice”.

How do you envisage this working?


