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External audit is an essential element in the process of accountability for public money and
makes an impartant contribution to the stewardship of public resources and the corporate
governance of public services.

Audit in the public secter is underpinned by three fundamental principles:

« auditors are appointed independently fram the bodies being audited;

e the scope of auditors’ work is extended to caver not only the audit of financial
statements but also value for money and the conduct of public business; and

+ auditors may report aspects of their work widely to the public and other key
stakeholders.

The duties and powers of auditors appeinted by the Audit Commission are set oLt in the
Audit Commission Act 1998 and the Local Government Act 1999 and the Commission's
statutory Code of Audit Practice. Under the Code of Audit Practice, appointed au litors are
also required to comply with the current professional standards issued by the ind zpendent
Auditing Practices Board.

Appointed auditors act quite separately from the Commission and in meeting their statutory
responsibilities are required to exercise their professional judgement independently of bath
the Commission and the audited body:.

Status of our reports

The Statement of Responsibilities of Auditors and Audited Bodies issued by the £wudit
Commission explains the respective responsibilities of auditors and of the audited body.
Reports prepared by appointed auditors are addressed {c non-executive directors/members
or officers. They are prepared for the sole use of the audited body. Auditors accest no
responsibility to:

e any directorfmember cor officer in their individual capacity; or
e any third party.

Copies of this report

If you require further copies of this report, or a copy in large print, in Bralille,
on tape, or in a language other than English, please call 0845 056 0566.

© Audit Commission 2006

For further information on the work of the Coemmission please contact:

Audit Commission, 1st Floor, Millbank Tewer, Millbank, Londen SW1P 4HQ
Tel: 020 7828 1212 Fax: 020 7976 6187 Textphone (minicom}: 020 7630 0421

www . audit-commission.gov.uk
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Introduction

1 The Council recently undertook a tendering exercise for the award of contracts
under the new schedule of rates, with contracts starting in December 2006.
Following this exercise, we received representations on a number of alleged
issues in relation to the selection of contractors 1o carry out electrical
maintenance werk and arrangements for the processing of this type of work. In
line with our duties under the Code of Audit Practice, we have reviewed some of
the arrangements for the tendering and management of this and related work,
including relevant matters raised in the representations we received.

2 This report sets out our findings from the review of the arrangements for electriczl
maintenance work.

Background

3 The schedule of rates contracts for the period 1998 to November 2006 were split
over seven area zones for each trade. A process of competitive tendering
preceded the award of the contracts. Under the contracts, orders were placed vie
the Councii’s Housing Offices and the Technical Services. Children and Young
People and Adult Social Services departments. Since the transfer of the housing
stock in February 2005, the volume of electrical work has reduced significantly
making it tnfeasible for zone contracts. The contract now covers the maintenance
of corporate buildings only.

4 The contracts from December 20086 have been on a trade basis across the
Council as a whole.

5 The current electrical repairs schedule of rates contract is for approximately
£220,000 per annum and covers 430 Council buildings, including schoals. After
the invitation to tender was advertised in the European Jaurnal the contract was
awarded to Cottrells Electrical Services. The contract is for three years and
depending on performance may be extended for one more year.

Audit approach

& We have reviewed the tender process and the arrangements for monitoring the
new electrical maintenance contract. Meetings have beer held with Jeff Sherlock,
Acting Assistant Directer Technical Services, Ray Jinkinson, Procurement Officer
Technical Services, Mike Woosey, David Armstrong, Keitn Brooks and Jeannette
Royal from the Facilities Management section of the Children and Young People
department, together with relevant officers in the Council’s Procurement and
Internal Audit sections. Our work also included reviewing documentation and
addressing enquiries to other officers in Technical Services and Facilities
Management.
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Main conclusions

The overall arrangements for the tender process include good practice in a
number of important aspects. We consider the approach of consulting and
involving Central Procurement and Internal Audit frcm the outset to be impcrtant
in developing a process that complies with Councii objectives and meets legal
requirements. The areas where we consider arrangements can be strengthzned
are summarised under the following sub headings.

Advertising new contract

The Council has met its legal requirements in advertising the invitation to tender
in the European Journal. The tender process did result in an appropriate level of
competitive tendering, with approximately 20 bids in total.

Additional arrangements far informing potential tenderers were more informal.
and have resulted in some local companies feeling unfairly treated by the
Council. We understand that, in addition to the advertising in the European
Journal, the current schedule of rates contractors were informed of the new
contract by officers in Technical Services. Assumptions had been made by
Technical Services that other local contractors would have been informed by
other officers of the Council. From representations received, it appears that this
did not happen in all cases. The new contract was not advertised in the locz|
press.

This informal process can leave the Council open to aliegations from some
suppliers that not a!l suppliers had similar advance knowledge of the new
contracts and some have therefore been given preferential treatment. There is
also a risk that some local contractors who are technically qualified to carry out
the work will miss the oppaortunity to submit tenders. For similar tendering
exercises in the future, the Council should ensure arrangements for informing
potential tenderers are consistently applied, in line with advice received from the
Central Procurement Unit. Where appropriate, this may include advertising 'n the
local press.

Assessment of bids submitted

Pre-qualifying questionnaires (PQQ’s) were sent to suppliers expressing an
interest in tendering for the new centract. These formed part of the evaluaticn
process to assess the technical competency of suppliers. Checks were also
made of the technical and financial viability of suppliers by checking they had met
appropriate technical and financial criteria on Constructionline. This identifies a
notation value for registered contractors indicating the maximum sum for a
specific job a contractar has the capacity to undertake. All the suppliers whc
completed PQQY's were assessed as satisfactory and invited to submit tenders
against a pre-priced schedule of rates using 1998 schedule of rates uplifted for
annual price increases. An indicative annual sum for the contract of £220 0(0
was given. Cottrells were awarded the contract after meeting the evaluation
criteria and submitting a bid 64 per cent below the pre-priced scheduie.
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This bid appears to be extremely low and scepticism was expressed by some
officers on the realism of the costs. We understand that the Acting Assistant
Director, Technical Services did hold a meeting with Cottrells to challenge
whether work could be delivered at the low costs tendered.

The extent to which the successful bid was below the pre-pricing schedule does
raise potential risks to the Council. These include an increased risk that the
supplier may be unable to fulfil the contract at the agreed rates with cansequent
potential risks in terms of the continuation of service delivery and the need fo
ensure adequate arrangements are in place to monitor the appropriateness of
invoices raised.

This increases the importance of effective contract performance monitoring
arrangements. Positive arrangements have beaen made in this direction. Monthly
performance monitoring meetings have been held since the start of the contract
with representatives from the contractor and client services to review any issues
on contract costs and quality of work. Following our audit enquiries the Acting
Assistant Director, Technical Services has sample tested Cottrells' invoices to
check that costs and codes used appear appropriate.

For all Schedule of Rates contracts, it is important to ensure ongoing
management arrangements provide a sufficient check that invoicing details, for
example hours, rates etc, are In line with agreed contract terms.

Jobs within the new schedule of rates

The jobs within the schedule of rates for the new contract are based on the 1998
schedule of rates. This schedule included jobs for the then Council housing stoct,
together with items relevant to Corporate buildings. There is a risk that unless the:
schedule of rates fully reflects the nature of work now reguired, this can lead to
bills being received from the contractor which refer to jobs not covered on the
schedule of rates and the possibility of higher costs.

We understand that the schedule of rates has been reviewed by the Acting
Assistant Director Technical Services to ensure it reflects the different nature of
work pertinent to public buildings which have IT systems and that 4,000 jobs werz
subsequently deleted.

The contract does make provision for amendments to be made to jobs within the
schedule of rates. It specifies that work should be measured with the agreement
of the contractor and a new rate be applied with reference to the rates in the bid.

Performance monitering by Technical Services has identified some instances
where the schedule of rates should be amended. Arrangements should be made
to keep under review the nature of jobs that are likely to arise from electrical
repairs to publfic buildings and ensure the schedute of rates is amended promptly

Reserve contractor

In iine with the other schedule of rates contracts, the current arrangements for
Electrical repairs do not make provision for a reserve contractor.
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This issue has been considered by the Acting Assistant Director Technical
Services who considers that the best option to pursue in the event of a cest.ation
of the contract by the successful tenderer is to approach the contractor that came
second in the tender list evaluation or to re-tender the work. On onre of the other
schedule of rates contracts where the contractor has been unable to deliver, the
Cauncil have gone to the contractor that was second on the list. Officers cosider
that the current performance monitoring arrangements provide the Council 'with
an early warning of where the contractor may default on meeting the terms f the
contract.

The nature of an electrical repairs contract presents potential risks to councils in
the event of any non-performance by a current contract holder. The risks of non
delivery are potentially higher locally given the low value of the contract awarded.
In view of this, the Council may wish to consider establishing formal back up
arrangements to call upon a reserve contractor in the event of the current
contractor failing to meet the terms and conditions ¢f the contract. This process
would invelve considering the trigger points at which point alternative supplizr
arrangements should be employed.

Selective tendering lists

Technical Services use Constructionline to produce selective tendering lists when
work outside the schedule of rates is to be tendered. Constructionling is a public
private partnership between the DTI and Capita which makes checks to ensure
that suppliers are technically and financially viable. Technica! Services generate
tendering lists for each contract by inputting the category of work, number of
suppliers required and an estimate of the total contract value. The system then
generates a random list of contractors who are then invited to tender for the work.
Constructionline generates a new random list each time a list is requested.

We understand that a number of contractors have queried why they been
consistently missed off tender lists. A brief review of how the system operat s
shows that contractors will miss the opportunity t¢ be inciuded on the tende ing
lists if they have not completed their registration with Constructionline
comprehensively and selected all the categories of work which come within their
trade. For some trades, wark can be split across a significant number of
categories within Constructionline.

The Council has been using Constructionline for some tender lists since Ag-il
2004. Prior to this, the Council held a series of one-day Contractor seminart: to
inform eXxisting and potential contracting organisations of the Council's intention to
use this process. Since 2004, the Council has continued to develop its tend:zring
arrangements, including its use of Constructioniine. Given these developments,
and the risk that some local companies seeking to work for the Council may be
unaware of the importance of registeting on Constructionline for alf relevant
categaries of work, the Council should consider issuing pefiodic reminders 12
local suppliers explaining the significance of and process for registering for all
categories of work on Constructionline.
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Contractors used by schools

Guidance has been issued to schools which cover many of the aspects for
ensuring the technical and financial suitability of suppliers. However, there are a
number of issues which still need to be addressed.

Guidance has been issued to schools that come under the Facilities Managemer:
SLA that if they choose under Fair Funding to use their own supplier rather than
the schedule of rates contracter to put this request in writing to the Principal
Programme Manager for Children & Young Peoples Department. Schools are
advised that such suppliers must be on the Authority approved list, registered
with Constructionline and C.H.A.S (Construction Health & Safety Assessment
Scheme), fully insured and be fuily CRB checked. Schools are also advised that
the Council's Contract Procedure Rules should be followed when selecting such
suppliers.

There are several schools which have chosen pot to sign up to the Facilities
Management (FM) SLA. These are mainly larger secondary schools. FM does nat
have a role to moniter the selection of suppliers by these schools and check
whether the technical and financial criteria above have been satisfied Reliance
has been placed on the Building / Premises managers to follow satisfactory
procedures.

There is a nisk that contracters may not be selected from fair competition and tha:
wark may be done by some centractors who are not technically proficient. Seme
wark could fail necessary health and safety standards.

The Council should ensure pericdic reminders are issued to those schools
outside the FM SLA to ensure they

» comply with Contract Procedure Rules in the selection of contractors; and

« apply appropriate checks to ensure contractors provide assurance that they
meet necessary financial and technical criteria.

Schools’ compliance with these arrangements should be included in subsequent
IA visits.

Recommendations

This report identifies a number of areas where arrangements can be
strengthened. Our recommendations to address these issues are:

=« Ensure arrangements for informing potential tenderers are consistently
applied. Where appropriate, this may include advertising in the local press.

» Ensure ongoing management arrangements for Schedule of Rates cantracts
provide a sufficient check that invoicing details are in line with agreed contract
terms.

» Keep under review the nature of jobs that are likely to arise from electrical
repairs to public buildings and ensure the schedule of rates is amended
promptly.

Wirral MBC



33

34

35

Review of Electrical Maintenance Contract arrangements | Audit Summary
Report 9

o (Consider the need to establish formal back up arrangements to call upon a
reserve contractor in the event of the current contractor failing to meet tie
terms and conditions of the contract. Trigger points should be set at which
paint back up arrangements should be activated.

» Issue pericdic reminders to local suppliers explaining the significance of and
process for registering for all categories of work on Constructionline.

« |ssue periodic reminders to schools outside the FM SLA to ensure they
comply with Contract Procedure Rules in the selection of contractors and
ensure contfractors are checked to provide assurance that they meet
necessary financial and technical criteria. Incorporate checks in IA visits to
such secondary schools.

The way forward

This report will be discussed and agreed with relevant officers in the Technizal
Services and Children and Young People Departments. Officers will be ask:d to
prepare an action plan setting out the Council's response toc our
recommendations.

We consider that there are a number of issues arising from our review which
shouid be followed up further. Internal Audit will be undertaking further work in
this area in July, following their recent review. This work will cover the follov+ing
assignments:

+ To assess how Constructionline is used to produce selective tender lists by
checking a sample of contracts awarded from this process.

* To sample test invoices for electricai maintenance and general building
works.

Subsequent 1A school visits will inciude a review of the arrangements for the
award of contracts by schools outside the SLA with Faclilities Management 1o
ensure contractors have heen selected in accardance with Contract Procedre
Rules and appropriate checks have been applied to ensure contractors mee:t
technical, financial and health and safety criteria.

Wirra MBC
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Appendix 1 — Action Plan
Priority
2 < Ho
3=High

Page Recommendation
ng.

Reaponsibility Agreed

Review of Electrical Maintenance Contract arrangements

R4 Ensure arrangements for wmforming
polenhal tenderers are consistently
apphed Wherg approprate, this may
include advertsing in the local press

R

]

Ensure ongoing management
arrangemenis for Schedute of Rates
cantracts prowide a suflicient check
that inveicing details are n ine with
agreed contract terms

R3 Keep under review the nature of jobs
that are likely to anse from electncal
repars 1o publc bulldings and ensure
the schedule of rates 1s amended
promptly

R4 Cansider the need to eslabhsh farmal
back up arrangements to cal upan a
reserve contractor in the event of the
current contractar faling 1o meet the
terms and conditions of the contract
Trigger points should be set at which
paint back uwp arrangements should be
actvated

RS Issue period.c reminders to local
suppliers explaiming the significance of
an process for registering for all
categones of work an Canstructarnline
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3

ry

J Sherlock/R Yes
Willlams

J Srerack/R Cox Yes

R Cox Yes
J Sherdock Yes
J Sheragk Yes

Cammants Date

On term tenders of tus nature J Shed sckowill 220062007
seek advice from R Wilkams for the m st

appropnate form of adverising

J Sherigek to ensure Ron Cox, Semicr Cuantity Gngoing
Surveyor carres out random chechs c

Invoices and 1ssues regular reminders 1o

Froject Officers

Manthly manitaring meetungs are the farum far  Ongoirg
wntial discussions on this matter and F Cox to

amend accordingly following agreeme 1t with

all parties

The regular manthly mantoring meeln gswil  No
flag up any patental poor performana and the
cantractor wali have every opportunity o take
corrective action ¥ performance 15

consisten!ly poar wih No iImprovemen

suggestons from client gept's will be £ bught

and Central Procurement wiil be irvol ed

J Sherock will consider adding a parajraph @ Ongong
standard letters that go out to alf ke
tenderers copy to lam AMiles when ach ined
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Page Recommandation

no.

R&

|ssue penodic renindess to schools
outside the FM 514 to ensure they
cormply with Council Standing Crders
in the selection of contractors and
ensure cantractors are checked to
provde assurance that they meet
necessary financial and technical
crena Incorporate checks in |4 wisits
to such secondary schools

Priority Responsibility Agreed

1=Low

2=Men

1=High
2

David Armstrong  Yes

Comrents

Children’s Serides 10 continue to em nd
schepis abaut eontractor selection In
newsletlers to s¢hoals — at least twice a year
copy of final Audit Commission report © be
senl 1o all schools o draw thew attenthin to the
revigw which has taken place and higt light
contractor setecton 1ssues. partcularl: by
thase schools who organise work then selves
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ot 2007
and Sprirg
2008
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Term 20C7



