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Ref:2334/DS/03


DEVELOPMENT SERVICES

BUILDING SERVICES ENGINEERING – 

INTERIM VALUATIONS

EXECUTIVE SUMMARY

1 INTRODUCTION
1.1 The Building Services Engineering Group within the Development Services Directorate undertakes various types of mechanical and electrical projects. These projects can vary in size from the partial rewire of a primary school, to project managing the provision of mechanical and electrical services in a new high school. Building Services Engineering act as project administrator for schemes where they are the lead discipline, and provide valuation information to the Quantity Surveyors on other schemes where Building Services act in a supporting role.

1.2 Mechanical and Electrical projects undertaken by Building Services Engineering usually take a number of months to complete, and therefore, require staged payments to be made to the contractor. These payments are made following interim valuations during the currency of the project. Building Services Engineers are responsible for preparing interim valuations of projects under their control on a regular basis. The Engineers determine what payments should be made to the contractor based on their measurement of the works at site.

2 OBJECTIVES
2.1
To ensure that risks associated with the production of Interim Valuations have been adequately controlled. 

3 SCOPE
3.1 The scope of the audit covered the following contractual processes: -

· Determination of work done,

· The valuation of work done,

· Issue of the Interim Valuation,

· Issue of the Interim Certificate,

· Making payment.

The process, Price Fluctuations, outlined in the Terms of Reference was not considered for review. This is because the present financial climate of low inflation does not require price fluctuation indices to be used.

4
AUDIT OPINION

4.1
The Interim Valuation process within Building Services Engineering Section is, on the whole, adequately controlled. However, a number of areas were identified where the retention of documentation, and the completion of documentation, could be improved. 

4.2
Areas where the retention of file documentation could be improved include the retention of workings that support the figure quoted in an Interim Valuation (computation sheets). Practices could be improved when preparing valuations for payment as in some instances the figure quoted on the Valuation Sheet did not match the figure quoted on the Interim Certificate put forward for payment; also, the effect of variations on the agreed specification were not always included in interim valuations until the end of the contract. 

5
FINDINGS 
5.1
An examination of the risks associated with the processes mentioned in the scope was undertaken, and it was found that the main risks associated with the determination of work done, making payment and issue of the interim certificate are adequately controlled. However, the following observations made during audit testing are outlined below.

5.2
Valuation of Work Done

· A rate per house was used to calculate the value of work done in the case of the Tootal Drive Lead Replacement programme. However, the valuation base used in the Bill of Quantities is quoted on a measured rate basis. 

· Consultants managed the Lower Kersal Primary School partial rewire scheme, inspecting work done and evaluating the work based on these inspections. There were some discrepancies between the amount entered on a Variation Order as being the value of a variation, and the figure stated on the Valuation Instruction issued by the consultant and the Valuation Record Sheet completed by the Council’s Engineer. Also, the amount recorded on a Contract Valuation Record did not match the figure stated on the Consultants Interim Valuation Certificate. 

· A number of final figures quoted in documents supporting the Valuation Certificate did not match the final figure stated on the Valuation Certificate (for instance the Albion High School - electrical).

· For one scheme examined in the audit sample, the cost effect of variations issued were not included in interim valuations produced by the Building Services Engineer. (Building Services Engineering, valued the electrical elements of the Eccles Market scheme, the remainder of the works being valued by the scheme Quantity Surveyor.) The cost effects of two Variations Orders issued for the Eccles Market Scheme, valued by the Building Services Engineer were not included on valuation documentation produced by Building Services, giving an incorrect value for electrical work undertaken. However, the cost effect of the Variation Orders (including the value of electrical work) was included in an interim valuation by the scheme Quantity Surveyor. 

· For the Tootal Drive Lead Replacement scheme, extra works that were authorised by variation order number 1 were included in the Measured Work Section of the account.

· Detailed documentary evidence was not available to support the final payment figure quoted in certain interim valuations for both the Lower Kersal Primary School Rewiring Scheme and the Albion High School mechanical and electrical scheme. The contract file, therefore, did not show how the figure certified on the interim valuation certificate had been achieved. 

5.3
Issue of Interim Valuations 

· The value of work previously certified was the same for two consecutive Interim Valuations for the Albion High School Electrical Services scheme. This lead to the Contract Valuation Sheet being overstated by £22,630.15. The overstatement did not lead to an overpayment to the contract as the job Quantity Surveyor identified the error.

6
CONCLUSIONS 

6.1
The amounts recorded on documentation supporting the interim valuation figure often did not agree with the figure quoted on the Payment Certificate. Valuations prepared by the contractor for one scheme, used a basis that differed from the contractually agreed method. Consequently, there are no documents that directly support the payment made. This practice increases the chance of an incorrect payment being made to the contractor.

6.2
The cost effect of Variation Orders issued by the Contract Administrator were not included in the following Interim Valuation issued. Often, the effects of variations were not included until a number of months after the Variation Orders were issued. A result of this practice is that an accurate picture of the state of the account is not given to the client and senior management (within Landscape and Architectural Design Services) until the effect of all relevant Variation Orders have been included.

6.3
Interim payments for work undertaken by the contractor were made without detailed documentary evidence being available to support the final figure quoted on the certificate. The scheme file, therefore, does not provide a fully supported financial record, clearly illustrating the state of the account between the Council and the Contractor. 

6.4
A formal management information system, detailing the contract sum, revisions to the contract sum, a contingency balance (if applicable), an anticipated final cost (including any potential under or overspend) is not completed by the Section.

7
RECOMMENDATIONS 

7.1
Interim/final Payment Certificates should only be authorised for payment if the figures stated match the figure recorded on the computation sheets that support the payment. All valuations should be compiled using the same basis quoted in the tender documents.

7.2
If a Variation Order has a cost implication on a scheme, then its financial impact should be included in the following interim payment. This practice will enable accurate monitoring of the account of each contract by the Job Engineer, the Section Management and the Client.

7.3
Each Interim Valuation should be supported by documentation detailing how the payment figure included in an interim valuation has been arrived at. The Group Leader for the Building Services Engineering Section should carry out sample checks to ensure the completeness and accuracy of such documentation.  

7.4
Consideration should be given to introducing a formal management information system used to monitor the performance of schemes completed by the Section.

8
MANAGEMENT RESPONSE
8.1 Reference item 6.1 & 7.1.  Agreed.  Contract Administrators will be instructed to provide information explaining the reasons for any variation between the contractor’s valuation figure and the payment certificate.  This information will be checked by the Group Leader to ensure that the payment is made in accordance with contract conditions, as part of certificate authorisation.  This should also avoid discrepancies between contract valuation records and certificates.

8.2 Reference item 6.2 & 7.2.  It is accepted that there are cases where no explanation has been provided as to why the cost effect of variations had not been included in interim valuations.  However, there are often good reasons for withholding payments.  The cost implication of variation orders can be complicated, be in dispute or be pending further information.  Depending on the circumstances of a particular case, payment can be made on account or left until the engineer is satisfied payment can be made.  Where payment of the cost of variations is withheld it is to avoid possible overpayment and is normally with the agreement of the contractor.   

In future contract administrators will be instructed to ensure that notes are included on the file where the full cost of a variation is not included in an interim valuation.   Wherever appropriate all costs will be included.

8.3 Reference item 6.3 & 7.3.  It is accepted that there are cases where documentary evidence supporting the final payment figure is insufficient.  In future contract administrators will be instructed to ensure that sufficient information is included to adequately identify the build-up to the calculation figure and explain differences between the contractor’s claim and the final payment figure.   

In future periodic checks on supporting information and correctness will be made by the Group Leader.  

8.4 Reference item 6.4 & 7.4.  Whilst most of the information referred to in paragraph 6.4 is provided in the financial records for each project, a more formal management system will be implemented that includes all that information.
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