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Ref: 2332/DS/03


DEVELOPMENT SERVICES

ENGINEERING DESIGN – 

COMPLETION INCLUDING FINAL ACCOUNTS

EXECUTIVE SUMMARY

1 INTRODUCTION
1.1 The Engineering Design Section within Development Services is responsible for the construction of, and alteration to highways and related structures. Projects completed by the Engineering Design Section can range in size from the construction of a major town centre by-pass, undertaking major environmental improvement schemes to localised speed calming measures for residential areas. Recently the Section have been involved in two major civil engineering schemes, the Eccles Town Centre By-pass and the Manchester - Salford Inner Relief Route. October 2003 will see the section begin the £19.7 million second phase of Cadishead Way. 

1.2 The project engineer formally certifies the completion of a scheme. Interim payments are made to contractors when a scheme contract period is of a sufficient duration. These payments are made to ensure that a contractor has sufficient cash flow to complete the scheme. Information relating to work done recorded in the interim valuations, are collected together with other items such as claims made by the contractor and variations to the original specification to form the final account. Once the defect period has expired the contract’s account is finalised and the figures contained within the account agreed with the contractor.

2 OBJECTIVES
2.1
To ensure that risks associated with the completion of a scheme, and the agreement of the final account are adequately controlled. 

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

· Certification of the completion of the works.

· Preparation and agreement of the contractor’s final accounts.

· Defects inspection and issue of the defect certificate.

· Issue and payment of the final certificate.

Due to the nature of the schemes undertaken by Engineering Design, the user is difficult to identify. Liaison with users has therefore not been reviewed. Consultants were not involved in any schemes included in the audit review; therefore the agreement and settlement of all consultants’ fee accounts was not looked at during the audit review.

4
AUDIT OPINION

The administration of the completion and final accounts process is generally well controlled, however, a small number of areas were identified where an improvement in procedures can be made to ensure that management controls continue to function at a satisfactory level. 

Areas where documentation/procedures can be improved include payment certificates, which were signed by a number of officers other than the Assistant Director for Engineering and Highways, which should not occur. Also, there was no evidence maintained on file to show when a defect inspection has been undertaken. 

5
FINDINGS 

5.1
An examination of the risks associated with the processes mentioned in the scope above, has been undertaken, and it was found that the main risks associated with completion of the scheme and agreement of the final account are reasonably well controlled. However, the following observations have been made.

5.2 Certification of the completion of the works
· Payment and completion certificates were signed by a number of different people in the name of the Assistant Director for Engineering and Highways who is one of the two authorised signatory for the Section.  
5.3 Preparation and agreement of the contractor’s final accounts.

· “No further claims” undertakings from contractors were not available on any file included in the audit sample.

· Documentation supporting the final account was not signed as being checked on a number of occasions. There is no evidence available on the contract file to show that independent checks of accounts have been undertaken.

· The settlement of the final accounts for Eccles Town Centre and Bank Street/Bank Place were delayed by 4-5 months by the action of the contractor on both occasions.

· Retention amounts quoted on the final certificate for Bank Street/Bank Place were incorrect, a retention rate of 3% was applied and not the 5% required in the respective contracts.

5.4 Defects inspection and issue of the defect certificate.
· Evidence was not available on contract files, of defect inspections having taken place at the end of the maintenance period, for a number of schemes included in the audit sample. 

· A maintenance certificate was not issued to signify the end of the maintenance period for one scheme, where the defect period had finished a week before the audit review. In this particular case there was no evidence on the file to show that a defect inspection had been carried out.
5.5 Issue and payment of the final certificate.
· For one scheme (Eccles Town Centre By-pass) the final payment was made to the contractor before the final maintenance certificate was issued.

6
CONCLUSIONS 

6.1
Certificates authorising payment to contractors and the completion of a scheme are required to be authorised by specific officers only, these include the Assistant Director for Engineering and Highways, and the Engineering Design Manager. However, audit testing has revealed that a number of different people are signing forms on their behalf, probably without their knowledge or authority, and without revealing their identity. 

6.2
Recommendations contained in a previous audit report, were for interim valuations to be certified as checked, and for the use of “no further claims” certificates to be implemented. Neither practice was evident on inspection of the audit sample.

6.3
There was no evidence on a number of scheme files to show that a defect inspection had taken place at the end of the maintenance period. 

6.4
Some minor inaccuracies were noted in payments made to contractors, such as retention inaccurately calculated, and the final payment made to the contractor before maintenance certificate was issued.

7
RECOMMENDATIONS 

7.1
Only officers authorised to certify payment and completion certificates should do so. Members of staff should not sign certificates on behalf of another officer. 

7.2 Recommendations agreed in the previous audit review should be implemented, as detailed in report reference 1922/DS/01. The recommendations relate to the insertion of start and finish dates onto the completion certificate, and the completion of a “no further claims certificate” by the contractor once the final account has been agreed. 

7.3 A standardised record sheet should be adopted on each scheme file to record that a defect inspection has been completed at the end of the maintenance period, providing information to senior management to demonstrate that snagging defects have been rectified.

7.4 Engineers should be reminded of the care that needs to be taken when preparing payments to contractors. 

8 MANAGEMENT RESPONSE
8.1
Item 5.2 – Payment & Completion Certificates: - 

(i) Authorisation of payment certificates has been delegated to Paul Garrett by Allan Reid.  Action – A deputy should be appointed in the absence of Paul Garrett. 
(ii) It is acknowledged that completion certificates have been signed by various signatories in the past. Action – It is proposed that the same system be adopted for the completion certificates as the payment certificates.
8.2
Item 5.3 – Preparation & Agreement of Final Accounts: -

(i) “No further claims” – it is acknowledged that a previous recommendation has not yet been implemented. Action – standard letter (DS54) and “No further claims certificate” prepared. – QA procedure to be amended to incorporate this action.

(ii) Documentation supporting final account. Action – it is proposed that the supervising engineer signs on the final account to indicate that it has been checked and is mathematically correct. - QA procedure to be amended to incorporate this action. There are insufficient resources for further independent mathematical checks.


(iii) Final Accounts, Eccles Town Centre and Bank Place delayed by contractor – no comments.

(iv) Incorrect Retention, Bank Place – The Engineering Design Section now applies a retention of 5% reducing to 2½% on all schemes up to a value of £1M.

8.3
Item 5.4 – Defects Inspection and issue of the Defect Certificate

(i) No evidence of defect inspections – following previous audit the Maintenance Certificate was amended to include “Remedial Works Complete” and signature (see attached sample). Action – It has been agreed to remove this and introduce a new standard “Completion of Outstanding & Remedial Works Inspection Sheet” and “List of Outstanding and Remedial Items of Work (DS52 and DS53). – QA procedure to be amended to include this action.

(ii) A maintenance certificate not issued when defect period had finished week previously – comment - if the retention had not been released or the defects had not yet been satisfactorily completed the maintenance certificate would not be issued. Action – see proposed procedure in 5.4(i).

8.4
Item 5.5 – Issue & Payment of Final Certificate
(i) Eccles By-Pass final account paid prior to issue of Maintenance Certificate –Payment made 15.3.02, maintenance certificate issued 8.4.02. – Action – error to be checked, could be due to year-end budgets.

8.5
Item 6.0 – Conclusions & Recommendations


6.1 &
7.1
Signing of Certificates – See response 5.2.


6.2 &
7.2
Checking Valuations on Completion Certificate/start and finish dates/no further 
claims certificate – See response 5.3(i)(ii) & Completion Certificate. Amended after previous audit (see attached copy DS50).

6.3 &
7.3
Defect Inspection – See response 5.4(i).

6.4 & 7.4
Minor inaccuracies and incorrect retention etc. Action – Internal memo to be circulated to all staff advising of amendments to QA procedure, recommendations of contract audit and reminder to carefully check accounts submitted.
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