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Sefyllfa / Situation

The Audit & Risk Assurance Committee (ARAC) is asked to consider the attached advisory
review (Appendix 1) produced by NHS Wales Shared Services Partnership: Audit and
Assurance Services. This follows the Audit Wales report in September 2020 (Appendix 2),
which was a factual account of the key matters contributing to the significant increase in the
cost of the Ysbyty Glan Clwyd Refurbishment construction project. The advisory review
includes recommendations for consideration by the UHB to mitigate risks to capital schemes
which will be the subject of further discussion and work through the Capital, Estates and IM&T
(CEIM&T) Sub-Committee.

Cefndir / Background

The Audit Wales report was discussed at the CEIM&T Sub-Committee on 22"4 September
2020, where it was agreed it would be useful to review any key recommendations that could be
applied to capital schemes within HDdAUHB and learn the lessons to apply to future capital
schemes. It was agreed to commission NHS SSP: Audit & Assurance Services to undertake
this review, given their audit activity and knowledge of capital schemes and processes in the
UHB, to seek recommendations regarding where there might be further strengthening of capital
governance in light of the report into the Ysbyty Glan Clwyd scheme.

The basic aim as stated in the review was to ‘provide proactive advice, identify good practice
and relevant systems weaknesses for management consideration and, where appropriate,
provide direction to existing guidance’.

Asesiad /| Assessment

It should be noted that the Wales Audit recommendations related to a major capital investment
project and are not specifically relevant to discretionary programme schemes.

The advisory review sets out consideration of the capital governance arrangements within the
UHB against the four Summary Observations of the Ysbyty Glan Clwyd project, as follows;
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the business cases.

of this capital project:
o Governance

e There were weaknesses in the Health Board’s and the Welsh Government’s handling of

e There were significant deficiencies in the Health Board’s governance and management

o Contract Management Arrangements
¢ Deficiencies in the External Cost Advisor’s input to the project were eventually resolved.
¢ Both the Health Board and the Welsh Government have taken steps to strengthen their
approaches to the management and approval of capital projects

The advisory review contains 9 recommendations for UHB consideration, and initial
management responses have been included.

Argymbhelliad / Recommendation

Sub-Committee.

The Audit & Risk Assurance Committee is asked to consider the advisory report, the
recommendations for the strengthening of UHB capital governance and the initial management
responses, which will be subject to further consideration and development via the CEIM&T

Amcanion: (rhaid cwblhau)

Objectives: (must be completed)

Committee ToR Reference
Cyfeirnod Cylch Gorchwyl y Pwyllgor

5.1 The Committee shall review the adequacy of the
UHB’s strategic governance and assurance
arrangements and processes for the maintenance of
an effective system of good governance, risk
management and internal control, across the whole of
the organisation’s activities (both clinical and non-
clinical) that supports the achievement of the
organisation’s objectives.

5.3 In carrying out this work, the Committee will
primarily utilise the work of Internal Audit, Clinical
Audit, External Audit and other assurance functions,
but will not be limited to these audit functions. It will
also seek reports and assurances from directors and
managers as appropriate, concentrating on the
overarching systems of good governance, risk
management and internal control, together with
indicators of their effectiveness.

Cyfeirnod Cofrestr Risg Datix a Sgér
Cyfredol:

Datix Risk Register Reference and
Score:

Not applicable.

Safon(au) Gofal ac lechyd:
Health and Care Standard(s):

Governance, Leadership and Accountability

Amcanion Strategol y BIP:
UHB Strategic Objectives:

4. Improve the productivity and quality of our services
using the principles of prudent health care and the
opportunities to innovate and work with partners.
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9. All HDdUHB Well-being Objectives apply

Gwybodaeth Ychwanegol:

Further Information:

Audit Wales report September 2020
2020/21 NHS Wales Shared Services Partnership
Audit and Assurance Services report

Contained within the body of the report

CEIM&T SC September 2020
NWSSP Audit
Estates Directors and leads

Effaith: (rhaid cwblhau)
Impact: (must be completed)

A sound system of internal control ensures that any risks
to the achievement of the Health Board’s objectives are
identified

Where appropriate

Included within individual business cases/scheme
planning where appropriate

If applicable

If applicable

If applicable

If applicable

Included within individual business cases/scheme
planning where appropriate
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the external quality assessment undertaken by the Chartered Institute of Internal Auditors.
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1. Introduction and Background

In September 2020, Audit Wales concluded a factual account of the
key matters contributing to the significant increase in the cost of the
Ysbyty Glan Clwyd Refurbishment construction project.

The Audit Wales report highlighted two key issues at the YGC
development i.e.

e "There were weaknesses in the Health Board’s and the Welsh
Government’s handling of the business cases; and

e There were significant deficiencies in the Health Board’s
governance and management of this capital project.”

It also set out some of the key features that should be considered for
future NHS Wales construction projects.

The Audit Wales report also acknowledges the audit reviews of the
project undertaken by NHS Wales Shared Services Partnership: Audit
and Assurance Services Specialist Support Unit (SSu)

Recognising the issues raised at the Audit Wales Report, the UHB have
requested NWSSP: Audit and Assurance (SSu) to consider the capital
governance arrangements within the UHB against the key
observations at the Audit Wales report on the “Refurbishment of
Ysbyty Glan Clwyd” (YGC), to ensure that appropriate controls are in
place to manage/ mitigate associated risks.

2. Approach/Methodology

As this was an advisory review, in line with Public Sector Internal Audit
Standards, we have not sought to proffer an overall opinion. However,
a basic aim of this review was to provide proactive advice, identify
good practice and relevant systems weaknesses for management
consideration and, where appropriate, provide direction to existing
guidance.

We have sought to consider the existing capital management
arrangements operating within the UHB against the issues identified
at the Audit Wales report.

We have not sought to consider the actions taken by Welsh
Government to strengthen the NHS Wales capital management
arrangements, but we acknowledge the strengthening of scrutiny and
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governance arrangements that have been implemented, including for
example:
e The issue and update of the NHS Wales Infrastructure
Investment Guidance;
e The issue of the Better Business Cases guidance;
e The establishment of the Infrastructure Investment Board;
e The frequency and structure of the Capital Review Meetings
between Welsh Government and UHBs; and
e The enhancement of the Welsh Government’'s monthly
dashboard proforma for the monitoring of capital projects;

We can also confirm that based on the experience at the YGC project
and wider work, NWSSP: Audit and Assurance (SSu) has been actively
involved and provided input into the above.

This review has also sought to assess the UHB’s current position
against the specific control requirements identified at the Audit Wales
report to ensure that appropriate controls are in place within the UHB
to manage/ mitigate associated risks.

The original recommendations related to a major capital investment
project and are not specifically relevant to discretionary programmes.

3. Conclusion

The UHB has commissioned this exercise to consider the capital
governance arrangements within the UHB against the key
observations at the YGC project to ensure that appropriate controls
are in place to manage/ mitigate associated risks.

It is considered that the breadth of issues identified at the Audit Wales
report are not reflective of embedded arrangements operating within
Hywel Dda UHB.

From an audit perspective, any lessons learnt have been reflected
within associated risk assessments, audit programmes and
recommendations arising at subsequent NWSSP: Audit and Assurance
reports issued for the UHB.

Additionally, the UHB has also already benefited from lessons learnt
on an all-Wales basis through the issue of updated national guidance.
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It is also encouraging that management has sought early dialogue
around the development of integrated audit plans for the major
investment programmes.

Whilst noting the above, the recommendations contained herein
should not be considered unimportant, as each contributed to the
time/cost escalation at YGC. Management should agree a reasonable
timescale for their implementation (see Section 4 - Summary
Observations (below) and the action plan at Attachment A).
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4. Summary Observations

Audit Wales Observation: There were weaknesses in the
Health Board’s and the Welsh Government’s handling of the
business cases.

Subsequent to the issues identified at the YGC project (in 2014),
Welsh Government issued updated guidance in relation to the
expectations of NHS Wales Health Boards and Trusts in the
preparation, scrutiny and approval of business cases.

Better Business Cases (issued June 2018), details the expected
content of each of the five cases included within the business case and
in relation to lessons from YGC in particular, that business cases fully
detail any assumptions, risks and constraints.

The NHS Wales Infrastructure and Investment Guidance (update
issued October 2018), sought to address lessons identified within the
sign off scrutiny and approval processes e.g. SCP confirmation of
prices at business cases.

From our wider audit work, it is noted that Business Cases are
generally prepared by Hywel Dda UHB in accordance with national
guidance. Whilst specific audit recommendations may have been
raised at individual project reviews undertaken within the Health
Board, the issues identified have not been considered widespread.

In the context of the above, the UHB currently has limited additional
internal guidance for the preparation, scrutiny and approval of
business cases.

An established business case scrutiny process operates within the
UHB, utilising its existing Board/Committee structures e.g. Capital,
Estates and IM&T Sub-Committee; and People, Planning and
Performance Assurance Committee.

The above mitigates the key risks observed at the Audit Wales report,
however we would recommend that consideration should be given to
areas identified through our wider audit work e.g.

e All future major project/programme business cases should
include an Integrated Assurance and Approval Plan in
accordance with the NHS Wales Infrastructure Investment
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guidance ensuring adequate independent scrutiny and review by
e.g. Welsh Government, Gateway, Audit and others.

e Key executive sign-off, acceptance and ownership of respective
elements of the business case e.g. service, finance, IM&T,
facilities etc., should be demonstrated, in addition to the
collective committee sign off arrangements currently observed.

e Improved transparency, reporting and formal sign-off of
responses to the Welsh Government scrutiny process (and
associated UHB/third party actions etc.).

Audit Wales Observation: There were significant deficiencies
in the Health Board’s governance and management of this
capital project

Governance

The UHB has a well-defined and approved Board and Committee
structure.

Responsibility for capital and revenue projects rests with the People,
Planning and Performance Assurance Committee and the Capital,
Estates and IM&T Sub-Committee (CEIM&T). These are further
supported by the Capital Monitoring Forum. We have also observed
and provided input into various capital training events for Board and
Committee members.

NWSSP A&A: SSu provides an observer role at the Capital, Estates
and IM&T Sub-Committee enabling proactive, timely feedback and
observations as required.

National guidance in respect of the management of capital projects is
outlined within:

e NHS Wales Infrastructure Investment Guidance;

e NHS Building for Wales Framework Guidance;

e NHS Wales Capital Investment Manual; and

e Major Projects Authority Guidance etc.

Locally, while the UHB operates an “Estates Data pack” for the
progression of smaller projects, it is generally not applied to schemes
utilising the NHS Wales national framework arrangements (in excess
of £4m).

Better Business Cases requires the UHB to define the proposed
management arrangements for the delivery of respective
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programmes/projects. In practice, differing arrangements have been
observed at projects delivered within the UHB, however this is based
on a minimum requirement of the establishment of a Project Board/
Group and Project Team.

4

It is acknowledged that the ‘Management Section of a Business Case
is not considered until the approval of the respective business cases.
It would be prudent (particularly for major investment
programmes/projects) for governance arrangements to be signed off
at Committee/Board level at the initiation stage including delegated
limits etc. This will be particularly relevant noting the potentially
significant capital sums involved.

Good practice is noted in that the UHB has initiated dialogue with
NWSSP A&A: SSu in respect of the proposed governance
arrangements for the Healthier Mid and West Wales programme
business case. Issues raised at the Audit Wales report and from wider
internal audit experience will be fully considered at any
recommendations provided at that exercise.

Many of the issues raised at the Audit Wales report, reflected the
poorly functioning Project Board. Whilst similar issues have not been
generally observed at the UHB, there may be opportunity to define
UHB requirements within procedures, including for example,
standardised terms of reference for Project Boards/ Groups etc.

In particular, the UHB has mitigated certain risks raised at the Audit
Wales report through the provision of consistent finance department
support and representation at all Project Board meetings - with
oversight provided to CEIM&T. It is important that this role and
independent project financial performance information is maintained
at future major capital investment programmes/projects.

Contract Management Arrangements

Inevitably, the governance arrangements applied at the YGC project
adversely impacted on the effectiveness of the contract management
arrangements applied. The NWSSP A&A: SSu report on YGC
highlighted a number of additional technical/operational and non-
compliance issues, which have been raised separately at individual
audit assignments undertaken at this UHB e.g.in respect of the:-

e Adequacy of target cost reporting;
e Determination and/or amendments to the contract strategy;
e Use of letters of intent; and
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e Timeliness of contract completion.

A key issue arising from the YGC reviews for UHB consideration is that
contracts submitted for signature should be endorsed by the Project
Director and lead Executive, outlining how the contract reconciles with
the overall funding approval.

Audit Wales Observation: Deficiencies in the External Cost
Advisor’s input to the project were eventually resolved.

The Audit Wales report stated, “deficiencies in the quality of cost
reporting had hampered the Project Board in discharging its role
effectively. These deficiencies related to the perceived inconsistency
of the External Cost Advisor’s advice, the clarity of information, poor
turnaround of information, and poor quality of outputs and reports,
with explanations and interpretations being difficult to understand.”

As with all key project roles, it is important that performance
requirements are adequately defined, monitored and reported. Any
issues of competency or capacity should be addressed promptly and
decisively to avoid significant impact on project objectives. It is our
observation that performance management arrangements should
generally be better defined, applied with increased frequency and any
actions clearly identified and reported. It is important that appropriate
internal resource is afforded to projects to enable independent
performance management.

Audit Wales Observation: Both the Health Board and the Welsh
Government have taken steps to strengthen their approaches
to the management and approval of capital projects

As indicated above, subsequent to the issues identified at YGC, Welsh
Government issued updated guidance in relation to the expectations
of both parties in the preparation, scrutiny and approval of business
cases and the management of capital projects.

Similarly, Betsi Cadwaladr UHB (BCUHB) reviewed their internal
governance arrangements and financial control regimes. BCUHB
subsequently commissioned external consultants to review its capital
management processes and to develop comprehensive capital
procedural documentation. We understand that this documentation
has been shared with other UHBs/Trusts.

Whilst Hywel Dda UHB has well established capital governance and
control arrangements that do not require fundamental changes, it
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would benefit from reviewing and enhancing its existing procedural
documentation to comprehensively document the control framework.
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achment A

No. Recommendation

Management

Comment/ Agreed
Management Action

Advisory Review

Responsible Officer/
Deadline

All future major project/programme business cases
will include an Integrated Assurance and Approval
Plan in accordance with the NHS Wales
Infrastructure Investment guidance.

Agreed, Integrated
Assurance and Approval
Plans will be provided

within all future business
cases in accordance with

As future Business Cases
are developed and
finalised

the NHS Wales

Infrastructure Investment

guidance.
Whilst Executive Lead/Chief Executive agreement | Agreed. We will look to |As future Business Cases
of business cases was evident. The existing | enhance existing | are developed and
arrangements could be strengthened to provide | arrangements to obtain | finalised
key executive sign-off, ensuring acceptance and | wider Executive/key
ownership of respective elements of the business | stakeholder sign off of

case e.g. service, finance, IM&T, facilities etc.

relevant elements of future
business cases.

Improved transparency, reporting and formal sign-
off of responses to the Welsh Government business
case scrutiny process (and associated UHB/third
party actions etc.), should be demonstrated.

Agreed. We will seek to

enhance existing
arrangements ensuring
actions are reported

through respective project

To be actioned for final
drafts of scrutiny grids for
Adult Mental Health,
Aseptics, and Cross Hands
H&WB.

PW to action

NHS Wales Audit and Assurance Services
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Recommendation

Management
Comment/ Agreed

Advisory Review

Responsible Officer/
Deadline

Management Action

boards and committees as
appropriate.

It would be prudent for governance arrangements

Agreed. To be considered

To be actioned for the

(particularly for major investment | at  appropriate future | Health & Care Strategy
programmes/projects), to be signed off at|major programmes/ | Programme Business Case.
Committee/Board level at the project initiation | projects.

stage (including e.g. delegated limits etc.).

There is an opportunity to standardise and define | Agreed. Existing | Target date May 2021
expected UHB governance arrangements within | procedural arrangements

procedures, including for example, standardised | will be reviewed and

terms of reference for Project Boards/ Groups etc.

defined as appropriate.

Contracts submitted for signature will be endorsed
by the Project Director and lead Executive,
outlining how the contract reconciles with the
overall funding approval.

Agreed. Existing contract
sign off arrangements will
be reviewed.

For future schemes

The UHB will continue to ensure that appropriate in
house specialist expertise is maintained ensuring
external consultant teams are appropriately
monitored and where necessary challenged on
projects of significant value within NHS Wales.

Agreed. The UHB will seek
to identify and apply best
practice arrangements
being applied elsewhere
(with input from internal
audit).

Target completion March
2021

NHS Wales Audit and Assurance Services
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8. | The UHB’s established capital governance and
control arrangements will be reviewed and
enhanced, together with its existing procedural
documentation, to comprehensively document the
control framework.

Agreed. A  procedural
review will be undertaken
in light of the Audit Wales
report. We will also seek
to identify and apply best
practice arrangements
being applied elsewhere.

Advisory Review

Target
2021

completion May

NHS Wales Audit and Assurance Services
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page 2 The Refurbishment of Ysbyty Glan Clwyd

This report has been prepared for presentation to the
Senedd under Section 145, Government of Wales Act 1998
and Section 135, Government of Wales Act 2006

The Auditor General is independent of the Senedd and government. He examines and certifies
the accounts of the Welsh Government and its sponsored and related public bodies, including
NHS bodies. He also has the power to report to the Senedd on the economy, efficiency and
effectiveness with which those organisations have used, and may improve the use of, their
resources in discharging their functions.

The Auditor General also audits local government bodies in Wales, conducts local government
value for money studies and inspects for compliance with the requirements of the Local
Government (Wales) Measure 2009.

The Auditor General undertakes his work using staff and other resources provided by the Wales
Audit Office, which is a statutory board established for that purpose and to monitor and advise
the Auditor General.

© Auditor General for Wales 2020

Audit Wales is the umbrella brand of the Auditor General for Wales and the Wales Audit Office,
which are each separate legal entities with their own legal functions. Audit Wales is not itself

a legal entity. While the Auditor General has the auditing and reporting functions described
above, the Wales Audit Office’s main functions are to providing staff and other resources for the
exercise of the Auditor General’s functions, and to monitoring and advise the Auditor General.

You may re-use this publication (not including logos) free of charge in any format or medium.

If you re-use it, your re-use must be accurate and must not be in a misleading context. The
material must be acknowledged as Auditor General for Wales copyright and you must give the
title of this publication. Where we have identified any third party copyright material you will need
to obtain permission from the copyright holders concerned before re-use.

For further information, or if you require any of our publications in an alternative format and/
or language, please contact us by telephone on 029 2032 0500, or email info@audit.wales.
We welcome telephone calls in Welsh and English. You can also write to us in either Welsh or
English and we will respond in the language you have used. Corresponding in Welsh will not
lead to a delay.

Mae’r ddogfen hon hefyd ar gael yn Gymraeg.
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<] Summary

1 Ysbyty Glan Clwyd (the hospital) is one of three district general hospitals
serving North Wales. The hospital is situated in Bodelwyddan, near Rhyl,
and opened in 1980. Betsi Cadwaladr University Health Board (the Health
Board) oversees the provision of healthcare services in North Wales,
employing around 18,000 staff and with an annual budget of approximately
£1.6 billion. The Health Board was established in October 2009. Before
that time, the Conwy and Denbighshire NHS Trust managed the hospital
until 31 March 2009 and the North Wales NHS Trust took over between 1
April and 30 September 20009.

2 The hospital was designed and built in the 1970s. Despite increasing
awareness at that time of the health risks associated with exposure to
asbestos and the introduction of associated regulations, asbestos was still
widely used as a fire retardant in buildings. The hospital’s steel frame was
encased in spray-applied asbestos.

3 There was an asbestos management plan in place at Ysbyty Glan Clwyd
before the Health Board was established in 2009 and discussions had
taken place about the possible construction of a new hospital on an
adjacent site or the refurbishment of the existing hospital.

4 Following two asbestos-related incidents at the hospital in 2010, the need
for action became considerably more urgent. The Health and Safety
Executive (HSE) issued statutory Improvement Notices that required the
Health Board to act without delay. The Health Board therefore applied to
the Welsh Government for capital funding, using the required three-stage
business case process.
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In 2012, the Welsh Government approved a project for the Health Board
to remove the asbestos and refurbish the hospital. The Welsh Government
agreed a funding package for the project of £110.4 million, spread over
eight financial years. The project was completed in 2019, almost to
schedule, but at a cost of £170.8 million, almost 55% more than the
original approved budget.

This report sets out a factual account of the key matters contributing

to the significant increase in the cost of this large construction project

from that agreed in 2012. The report presents these matters in the wider
context of the Health Board’s governance arrangements and the Welsh
Government’s arrangements for considering the approval of large capital
projects within the NHS Wales. The report also sets out some of the steps
taken by the Health Board and the Welsh Government to reduce the risk of
similar issues occurring with future NHS Wales construction projects. As a
factual account, the report draws no conclusion about the extent to which
the project represents value-for-money to the public purse

Our work draws heavily on the previous findings of other auditors and
consultants. Appendix 1 sets out our audit approach and methods.
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<] Key findings

8 The Health Board and its contractors have successfully completed the
complex process of stripping asbestos and removing some 300,000
tonnes of contaminated waste from the site of a ‘live’ working hospital. At
the same time, the project has enhanced facilities that will provide patients
and staff with a better experience and environment. The additional facilities
include:

+ state-of-the-art operating theatres and departments;
* anew emergency quarter;
* new wards and the refurbishment of existing ones;
* a new pathology department;
* anew critical care unit;
 refurbished x-ray and outpatient facilities; and
* anew catering department.
9 Our review of the management of the programme of asbestos removal and
refurbishment works at the hospital has found the following:

+ the deadline set by the Health and Safety Executive (HSE) for the
Health Board to provide an asbestos removal timetable created
challenges for both the Health Board and the Welsh Government;

« previous reviews have identified:

* weaknesses in the preparation of the business cases, with concerns
identified by advisors to the Welsh Government not being raised or
addressed at the time the business cases were approved; and

* significant deficiencies in the Health Board’s governance and
management of this project;

+ the project has cost the Welsh Government £53.2 million more than the
£110.4 million funding awarded. The Health Board is providing the £7.2
million balance of the funding from its own resources;

» the Health Board’s concerns about the External Cost Advisor’s input to
the project until April 2017 have since been addressed; and

* both the Health Board and the Welsh Government have taken action
to strengthen their respective approaches to managing and approving
capital projects.
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<l Timeline of key events

A timeline of key events on the project that are referred to in this report.

January 2010
Asbestos-related incident in Wards 11 and @=
12 of YGC.
February 2010
=® HSE issues two Improvement .
Notices to Health Board. .
November 2010
Asbestos-related incident in YGC’s main g w
operating theatre suite, theatre recovery
and associated corridors. December 2010
=® HSE issues Improvement Notice to Health
Board.
January 2011
Health Board approves Strategic = g
Outline Case seeking capital funding for
submission to WG. April 2011
HSE issues Improvement Notice requiring
~®  Health Board to prepare a plan, by 30 July
v 2011, for removing asbestos throughout
April 2011 YGC.
WG approves Strategic Outline Case. &=
June 2011
=®  Health Board approves Outline Business
Case for submission to WG.
July 2011
Health Board provides HSE with asbestos @
removal plan for YGC.
November 2011
-@ HSE approves Health
Board'’s plan for removing
tos.
November 2011 asbestos
-

Health Board approves Full Business Case
for submission to WG.
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February 2012

WG notifies Health Board that Minister for
Health and Social Services has approved
the Full Business Case.

v/

June 2013

WG issues revised guidance for capital
planning and business case development.

January 2014

By January 2014, the overall budget for the
YGC development programme is £110.4
million.

Supply Chain Partner issues Health Board
with ‘Potential notice to suspend all or part
of the Contract Works'.

February 2014

WG'’s Internal Audit Service reports
no evidence to suggest CEF did not
d'icharge their function with monitoring

® :
the project.

July 2014

Health Board agrees a contract strategy for
the remaining works with WG.

September 2014

SSU issues report to the Health Board on
the project’s wider governance processes.

The Refurbishment of Ysbyty Glan Clwyd

October 2012

WG'’s Internal Audit Service provides a
~®  |imited assurance audit opinion of WG’s
controls over business case appraisal,
approval and prioritisation.

July 2013

Infrastructure Investment
Board set up by WG.

February 2014

Health Board asks SSU to review
progression of the project.

—

May 2014

Bt Potential criminal offences referred to NHS
Counter Fraud Service Wales.

July 2014

~® 3SSU issues a report concluding that Project
Board, the Health Board and WG officials
had all been misled about the project’s
financial performance
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March 2015
P Health Board receives report from an
external body commissioned to review and
improve capital and project management
MarCh 20-'6 processes.
WG confirms revised funding of £163.6 g
million for the scheme to take the project to
completion.
April 2017
=® External Cost Advisor informs Health
Board the project may need more funding.
June 2017

NHS Counter Fraud Service Wales submits g
full advice file to Crown Prosecution Service.

September 2017

=@ SSU issues report evaluating Health Board’s
processes and procedures supporting the

project.
November 2017
Health Board arranges for an external review g
of the cost advice received from its External
Cost Advisors to April 2017.
September 2018

@ External review of cost advice reports to
Health Board, noting deficiencies with the
advice received.

December 2018

NHS Counter Fraud Service Wales receive
final legal advice from an independent

Queen’s Counsel. No criminal charges were

preferred.

February 2019

~® YGC refurbishment project completes at a
total cost of £170.8 million.

Key:

YGC - Ysbyty Glan Clwyd

HSE — Health and Safety Executive

WG - Welsh Government

SSU — NHS Wales Shared Services Partnership’s Audit and Assurance Services Specialist Services Unit

CEF - Capital, Estates and Facilities, Department for Health and Social Services, Welsh Government
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<l Main Report

The challenging programme of asbestos removal and
improvement works at Ysbyty Glan Clwyd Hospital was

successfully completed, broadly to time, and costing
£170.8 million

In 2010, the Health and Safety Executive issued statutory
Improvement Notices following asbestos-related incidents at
Ysbyty Glan Clwyd, leading to an asbestos removal and hospital
refurbishment project

10 Ysbyty Glan Clwyd was designed and built in the 1970s, when asbestos
was widely used throughout the construction industry. The hospital’s
steel frame was cased in spray-applied asbestos. The presence of
asbestos had been a known issue at the hospital for many years and an
asbestos management plan was in place. However, in 2005, Conwy and
Denbighshire NHS Trust confirmed to the HSE that asbestos management
measures at Ysbyty Glan Clwyd could continue for only a limited time and
that there was a need to address the permanent removal of the asbestos.

11 Discussions took place with the Welsh Government between 2007 and
2008 about the possible construction of a new hospital on an adjacent
site or the refurbishment of the existing hospital. However, two separate
asbestos incidents at the hospital in 2010 added significant urgency
to the need for action to remove asbestos from the hospital building.
Investigation by the HSE found that the asbestos on the structural steel
work had deteriorated and, in many places, had fallen from the beams
on to the top of the suspended tile ceilings above occupied areas of the
hospital.

12 The HSE concluded that a suspended tile ceiling was not a suitable barrier
between occupied areas of the hospital and an asbestos-contaminated
ceiling void, and that the risk of further spread was significant and
probable. The HSE also found that the ducting of the air moving system
within the hospital, which was located within the asbestos-contaminated
ceiling voids, was in poor condition with holes. The air moving system
was switched off and sealed and the HSE issued statutory Improvement
Notices to the Health Board. Exhibit 1 summarises the events of 2010.
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Exhibit 1: Asbestos-related incidents at Ysbyty Glan Clwyd during 2010

January 2010 incident

Area affected:

Wards 11 and 12 and that section of the corridor between the
wards and located under the plant room at Ysbyty Glan Clwyd.

jf=f=d=8 |ncident:

JAN A water leak in the plant room on the roof of the ‘H block
leaks through the floor, saturating the asbestos covering
the steel work in the ceiling void below. Asbestos slurry
then leaks through the ceiling tiles between Ward 11 and
Ward 12. Inspections also identified loose asbestos lying
on top of ceiling tiles.

p=i=i=8 Health and Safety Executive response, 3 February
FEB  2010:

Improvement Notice 302430003 requires the Health
Board to remove the asbestos within the ceiling voids or
where this is not reasonably practicable to reduce the
spread, by 30 April 2010.

Improvement Notice 302430074 requires the Health
Board to carry out a visual inspection of the ceiling voids
throughout the hospital to determine the extent of loose
asbestos lying on top of the ceiling tiles by 11 June
2010.
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November 2010 Incident

Area affected:

Main operating theatre suite, theatre recovery and associated
corridors.

jp=t=8=8 |ncident:

NOV  High winds cause movement in the suspended ceiling
above the main theatres corridor and damage occurs
to the ceiling tiles. An inspection above ceiling level by
an asbestos specialist reveals that the ceiling void is
contaminated with asbestos debris and the fibre levels
in the ceiling void exceed the permitted limits.

p=t=8=8 Health and Safety Executive response, 20 December

Improvement Notice 4234550 requires the Health Board
to remove, repair, encapsulate or enclose asbestos or
asbestos-containing materials in poor condition in the
affected area.

Exhibit sources: Letters from the Health and Safety Executive to the Chief Executive, Betsi

Ca

13

dwaladr University Health Board, dated 3 February 2010 and 20 December 2010.

As an interim arrangement, the Health Board implemented air monitoring
throughout the hospital to ensure the safety of staff and visitors and
subsequently updated the Asbestos Management Plan. The Health Board
then considered a wide range of options of how best to fulfil its statutory
obligations with regard to health and safety regulations. It decided

that, at the same time as stripping asbestos from the hospital, it would
also improve compartmentation to prevent the rapid spread of fire and
modernise the hospital’s facilities to support the organisation’s clinical
strategy and improve patient care.
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The complex project to remove asbestos and refurbish the hospital
was completed only a few months later than planned but the
cost to the Welsh Government was significantly over the original
approved budget

14

15

16

17

The scope of the project was to remove asbestos from, and redevelop, the

original hospital, including the two-storey ‘podium’ building, the ward tower
block, together with plant rooms and ancillary spaces. The redevelopment
also included the extension and redevelopment of the Emergency
Department to form a new ‘Emergency Quarter’ and the provision of
new Mortuary and Pathology buildings, as well as the upgrading of all
infrastructure necessary to support the redevelopment plans.

The work involved the removal of in excess of 300,000 tonnes of
contaminated material, including asbestos, to the satisfaction of HSE,
and resulted in the lifting of all HSE Enforcement Notices within the time
deadlines set by the HSE.

The project also included the reinstatement and upgrade of all fire
protection, compartmentation and safety measures to meet current
Building Regulations and Fire Service requirements.

The work was completed in February 2019, only a few months later than
planned, at a total cost of £170.8 million. However, the cost to the Welsh
Government of the project has escalated from their original budget of
£110.4 million to £163.6 million.

The Refurbishment of Ysbyty Glan Clwyd
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The timeline for providing an asbestos removal plan to
the Health and Safety Executive created challenges for
both the Health Board and the Welsh Government

The Health and Safety Executive set the Health Board a July 2011
deadline to provide an asbestos removal plan

18

19

20

21

The December 2010 Improvement Notice also set out the HSE’s intention
to serve another wider-ranging Improvement Notice requiring the Health
Board to produce a detailed plan for the removal and/or repair of any
asbestos or any substance containing asbestos in poor condition from the
entire hospital.

The HSE’s position was that the Health Board could no longer continue
to manage the asbestos-related risks at the hospital without a formal
strategic plan to remove asbestos from the main building, and that such
a plan would need to be delivered within a timeline approved by the
HSE. The HSE was prepared, if necessary, to use its Regulatory Powers
of Enforcement to ensure that all asbestos-containing materials were
removed.

By this time, some asbestos removal work was taking place and the
Health Board had started to develop a business case to secure Welsh
Government capital funding to remove the asbestos and refurbish the
hospital. The Health Board advised the HSE that the business case
process could take up to a year. However, the HSE indicated that it was
not convinced that this was a reasonable timescale.

On 11 April 2011, the HSE issued an Improvement Notice requiring
the Health Board to prepare a plan, by 30 July 2011, for the removal of
asbestos throughout the hospital.
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The Health and Safety Executive approved the Health Board’s
asbestos removal plan before the Welsh Government had agreed
to fund the project

22 Welsh Government guidance'in place at the time of the Health Board’s
application to secure capital funding sets out an established process for
developing and delivering capital investment programmes across NHS
Wales.

23 Individual schemes for major capital investment require the Welsh
Government’s formal approval to proceed at three stages, described in
Appendix 2:

+ Strategic Outline Case;
* Outline Business Case; and
* Full Business Case.
24 Exhibit 2 below sets out the key events during the Health Board’s

application to the Welsh Government for capital funding to carry out the
asbestos removal and refurbishment project at Ysbyty Glan Clwyd.

1 Welsh Health Circular (2006) 001, Developing and Delivering the Capital Investment
Programme and Welsh Health Circular (2007) 052, Developing and Delivering the Capital
Investment Programme. Both sets of guidance were replaced by NHS Capital Planning
Guidance issued on 18 June 2013.
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Exhibit 2: timeline of key events in the business case submission and approval

process

27 January 2011

Health Board approves the Strategic
Outline Case seeking capital funding for
submission to Welsh Government.

The Strategic Outline Case estimates the
capital cost of the programme of work to be
£76.8 million and the project will complete
in 2018.

28 April 2011

Minister for Health and Social Services
formally approves the Strategic Outline
Case and authorises the Health Board to
proceed to develop an Outline Business
Case within a capital cost limit of £76.8
million.

27 July 2011

Health Board provides the Health and
Safety Executive with an asbestos removal
plan for the hospital.

24 November 2011

Health Board approves the Full
Business Case for submission to Welsh
Government.

-

11 April 2011

Health and Safety Executive issues an
Improvement Notice requiring the Health
Board to prepare a plan by 30 July 2011 for
removing asbestos throughout the hospital.

23 June 2011

Health Board approves the Outline
Business Case for submission to Welsh
Government.

The Outline Business Case seeks capital
investment of £89.9 million (excluding
inflation). Additional costs are included for
redevelopment of the hospital’s Emergency
Department and substantial further work on
remodelling the hospital to improve patient
care.

4 November 2011

Health and Safety Executive approves the
Health Board’s plan for removing asbestos
from the hospital.

15 February 2012

Welsh Government notifies the Health
Board that the Minister for Health and
Social Services has approved the Full
Business Case.

The scheme is authorised to proceed over
a period of seven years with a capital

cost of £89.9 million, plus a provisional
assessment for post-contract inflation of
£11.7 million.
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25 In compliance with the HSE improvement notice, and soon after submitting
its Outline Business Case to the Welsh Government, the Health Board
issued an improvement plan to the HSE. The plan outlined a phased
approach to removing the asbestos and set out the prioritisation criteria
and the management arrangements in place to deliver this plan.
Meanwhile, the Health Board continued to progress the business case and
work with the Welsh Government to secure the necessary funding.

26 The HSE approved the Health Board'’s plan for the removal of asbestos on
4 November 2011, which was before the Health Board had approved and
submitted the Full Business Case to the Welsh Government.

27 In approving the asbestos removal plan, the HSE confirmed that the
proposed schedule for asbestos removal complied with the requirements
of the Improvement Notice issued in April 2011. The HSE also
acknowledged that the asbestos removal plan may and should vary over
time, but that any significant delay in the timeline would be challenged.

28 Atthe outset, the HSE made it clear that it would issue individual
Improvement Notices relating to each removal phase to ensure the
completion of the overall plan by the target date.

The Welsh Government never formally approved the Health Board’s Outline
Business Case, submitted in June 2011

29 The Health Board did not receive formal approval of the Outline Business
Case but was instructed by the Welsh Government to prepare and submit
the Full Business Case.

30 The Welsh Government’s Internal Audit Service reported in July 2014
that the Minister for Health and Social Services had rejected the Outline
Business Case on the grounds that it did not include service delivery
plans. Internal Audit also reported that the Welsh Government considered
the Full Business Case without previously having approved the Outline
Business Case because of the need for the Health Board to act on the
HSE Improvement Notices.
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The Health Board appointed the external contractors for the project once the
Strategic Outline Case had been approved

31 Following the Welsh Government’s approval of the Strategic Outline
Case, the Health Board moved ahead to select the supply chain partner
— the main contractor for the project — as well as external cost advisors
and project managers. To do this, the Health Board used the Welsh
Government’s All Wales Capital Procurement Initiative, ‘Designed for Life:
Building for Wales’ framework. This framework provides a list of supply
chain partners, who deliver the design and construction requirements of
projects, and also provides support frameworks for project management,
construction supervisory and cost advisory services.

32 The Health Board appointed Laing O’Rourke as the supply chain partner. It
also appointed Gleeds Cost Management Ltd as external cost advisor and
Gleeds Management Services Ltd as the external project manager. The
external cost advisory and project management roles were intended to
supplement the Health Board’s own in-house expertise and capacity.
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There were weaknesses in the Health Board’s and the
Welsh Government’s handling of the business cases

Scrutiny of the Outline and Full Business Cases by advisors to the
Welsh Government raised concerns that the business cases were
insufficiently prepared

33 The Capital, Estates and Facilities branch within the Welsh Government’s
Department for Health and Social Services is responsible for co-ordinating
the review of Outline Business Cases and Full Business Cases for NHS
Wales capital investment schemes.

34  NHS Wales Shared Services Facilities Services (Facilities Services)?
provide expert advice to the Welsh Government to support the scrutiny of
capital funding applications within NHS Wales. Officials in Capital, Estates
and Facilities shared the Ysbyty Glan Clwyd Outline Business Case and
Full Business Case with staff in Facilities Services so that they might
comment on matters such as the costs, design and procurement models
set out in the business cases.

35 The scrutiny process involved the completion of scrutiny grids that collated
expert reviewers’ comments on the business cases, the Health Board’s
responses to these comments, and then the reviewers’ consideration
and assessment of the Health Board’s responses. Officials in Capital,
Estates and Facilities then used the scrutiny grids to provide advice and
recommendations to the Minister regarding business case approval.

36  The evaluation by Facilities Services found that both the Outline and
Full Business Cases were insufficiently prepared, with significantly
underdeveloped design and cost plans that were unrealistic and not fully
defined. They assessed that the depth of project design and costing
detail in both the Outline and Full Business Cases fell short of what would
normally be required at these stages.

2 NHS Wales Shared Services Facilities Services was formerly known as Welsh Health
Estates and is currently titled Specialist Estates Services. It provides advice and support to
the Welsh Government and NHS Wales organisations on a wide range of issues related to
the built environment in healthcare facilities.
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Welsh Government advisors raised concerns with the Health
Board'’s project team, but not all issues were escalated or
considered more widely within the Health Board

37 Members of the Health Board’s project team responded to the queries
and concerns raised by Facilities Services during the scrutiny process, but
some of the responses did not fully address the issues raised. There was
no evidence of effective internal review and scrutiny of the business cases
and the outcomes of the external scrutiny process were not shared with
the Project Board or the Board of the Health Board.

38 The presentation of an executive summary of the Full Business Case did
not inform the Board of the Health Board about the project’s inadequate
degree of preparedness as it stood at that time.

When approving the business cases, the Welsh Government did
not sufficiently consider the risks associated with their advisors’
concerns that project design and costings were underdeveloped

39 The Welsh Government had temporary arrangements in place for
approving capital business cases when it reviewed the Ysbyty Glan
Clwyd proposals. When the Health Board submitted its business cases
to the Welsh Government in 2011, the substantive guidance in place
at the time set out that each of the Strategic, Outline and Full Business
Cases required the approval of the Capital Investment Board. The Capital
Investment Board oversaw the Department for Health and Social Services
capital programme at a strategic level and determined the priorities for
capital investment.

40 However, the Capital Investment Board was no longer in place when the
Health Board submitted its business cases for Ysbyty Glan Clwyd to the
Welsh Government. Revised arrangements required Capital, Estates
and Facilities to send business cases for endorsement by the Executive
Directors Team within the Department for Health and Social Services, and
then to the Minister for Health and Social Services for authorisation. The
Terms of Reference setting out the Executive Directors Team’s role in the
business case approval process make clear that the role was intended
as a temporary measure until a replacement Capital Advisory Group was
established.
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41

42

43

Welsh Government’s Internal Audit Service confirmed to the Department
for Health and Social Services in July 2014 that the revised arrangements
in place at the time were followed correctly in submitting the Ysbyty Glan
Clwyd Outline Business Case to the Minister and in briefing the Executive
Directors Team on the Full Business Case before its submission to the
Minister.

However, the internal audit review also identified that the submission to
the Minister accompanying the June 2011 Ysbyty Glan Clwyd Outline
Business Case made no reference to the concerns raised by Facilities
Services about the project design and the level of cost information
included in the plan. Furthermore, that review confirmed that neither the
briefing to the Executive Directors Team supporting the November 2011
Ysbyty Glan Clwyd Full Business Case nor the resultant submission to the
Minister made any reference to Facilities Services’ repeated concerns.

The submissions did not, therefore, alert the Minister to the heightened
risk that the project cost might be unrealistic, and how that risk might be
mitigated in the context of the wider NHS Wales capital programme.

The Refurbishment of Ysbyty Glan Clwyd
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There were significant deficiencies in the Health Board's
governance and management of this capital project

In January 2014, when it emerged that invoices for work
completed previously had not been paid, the Health Board
realised that the funding awarded by the Welsh Government was
insufficient

44 By January 2014, the Welsh Government’s approved funding of the
project had increased from £101.6 million®, the sum approved in February
2012 for the main refurbishment and asbestos removal works, to £110.4
million. The overall budget for the hospital redevelopment programme now
included additional business cases, approved separately and totalling £8.7
million, for diagnostic equipment, a second catheter laboratory and the
critical care unit.

45  Exhibit 3 shows a breakdown of the £110.4 million budget approved by
the Welsh Government.

Exhibit 3: analysis of the project’s approved budget of £110.4 million

£ million
Main refurbishment 101.646
Catheter laboratory 2.943
Critical Care Unit 3.039
Pathology 0.422
CT scanner #1 0.400
CT scanner #2 1.927
Total 110.377

Exhibit source: Letters from Head of Capital, Estates & Facilities, the Welsh Government to the
Acting Chief Executive, Betsi Cadwaladr University Health Board.

46 In January 2014 the Supply Chain Partner issued to the Health Board a
‘Potential notice to suspend all or part of the Contract Works’ because their
invoices for November 2013 and December 2013, totalling £5.065 million,
had not been paid.

3 The original funding package of £101.6 million included capital costs of £89.9 million and
£11.7 million to cover inflation during the project’s lifetime.
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47

Exhibit 4 sets out the forecast funding profile of the approved budget.
The original funding (including inflation) available for the project during
the 2013-14 financial year was £19.7 million. However, by the end of
December 2013, the Supply Chain Partner had already issued the
Health Board with invoices for payment totalling £23.57 million for the
first nine months of the year. Effectively, the Health Board had no capital
funds available to pay the Supply Chain Partner because it had already
exceeded the project’s allocation for 2013-14.

Exhibit 4: funding drawdown forecast for the project’s approved budget of
£110.4 million

£ million
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Exhibit source: Letters from Head of Capital, Estates & Facilities, the Welsh Government to the
Acting Chief Executive, Betsi Cadwaladr University Health Board.

48

The Health Board paid the outstanding invoices on 31 January 2014 using
additional capital funding provided to it by the Welsh Government. This
funding had become available because of slippage within the 2013-14
NHS capital programme on projects in other health bodies. The Welsh
Government had originally intended that this funding should be
re-allocated to other projects.
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49

Some of the cost over-run could be explained by the fact that aspects of
the project were ahead of schedule. However, the discovery of invoices
that had not been submitted for payment raised initial concerns about the
reporting of the project’s financial status and that the total agreed funding
package of £110.4 million might be well below that required to complete
the project.

Major discrepancies were identified in the reporting of financial
information and so the Health Board referred these matters to NHS
Counter Fraud Service Wales

50

51

52

The Health Board commissioned NHS Wales Shared Services
Partnership’s Audit and Assurance Services Specialist Support Unit (SSU)
to conduct an audit review of:

+ the Ysbyty Glan Clwyd capital project, including:
» the Business Case process;
 the translation of this into Welsh Government approvals;
* subsequent increases in the annual capital funding allocation;
* the contract award and contract management processes; and

+ the wider governance processes for the capital project including
expenditure monitoring, control and reporting to both the Welsh
Government and to the Health Board.

The Health Board agreed the audit brief in March 2014 and fieldwork
began in April 2014. The SSU auditors issued their findings to the Health
Board in July 2014, concluding that the Project Board, the Board of the
Health Board and Welsh Government officials had all been misled about
the project’s financial performance against its capital budget.

In particular, the audit found that, for certain periods, there had been

two different versions of the regular reports about the project’s financial
performance. The information presented at commercial meetings between
the Supply Chain Partner, the external advisors and the Health Board
showed correctly that anticipated spending was likely to exceed the
approved project budget. However, these meetings operated outside the
project’s governance structure, with no defined reporting line internally

to the Project Board. The information reported to the Project Board, the
Board of the Health Board and to the Welsh Government conveyed a more
favourable but false analysis of the project’s financial position.
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53

54

55

56

o7

The July 2014 SSU audit report also identified instances of progress
reports being amended to misrepresent the project’s position to the Project
Board. The amended reports avoided focusing on key risks and issues,
such as affordability, which had been highlighted by the Supply Chain
Partner and external advisors.

The SSU’s September 2014 audit report states that, “The project advisors,
Supply Chain Partner and internal staff all pointed to the [project’s]
communication strategy as a primary reason for not disclosing financial
concerns when they became prevalent — the consequence of a breach
having been outlined to them as removal from the project.’

In February 2014 the Department for Health and Social Services
requested a compliance review by the Welsh Government’s Internal Audit
Service of Capital, Estates and Facilities’ records relating to the Ysbyty
Glan Clwyd capital scheme. The review found ‘no evidence to suggest that
Capital, Estates and Facilities did not discharge their function’ in relation

to the monitoring of the scheme. The report indicated that the scheme

was progressing as anticipated and that the problems that came to light

in January 2014 appeared to arise as a direct consequence of the lack of
disclosure from the Health Board of affordability problems.

In May 2014, prior to the finalisation of the SSU audit report, the Health
Board referred the dual reporting matter to the NHS Counter Fraud
Service Wales who began an investigation. Working in conjunction with
North Wales Police, the investigation resulted in a number of arrests
including Health Board staff and external partners.

While the Health Board investigation continued, two members of staff were
subject to internal NHS disciplinary action. NHS Counter Fraud Service
Wales submitted a full advice file to the Crown Prosecution Service on

23 June 2017, which was subsequently referred to Queens Counsel

for advice in November 2018. In 2019, the Crown Prosecution Service
decided against bringing any criminal charges against any individual or
organisation in connection with the project. The Health Board also decided
not to pursue civil proceedings against any of the parties involved.



page 29 The Refurbishment of Ysbyty Glan Clwyd

Auditors issued a ‘no assurance’ opinion on the Health Board’s
arrangements for governing and managing the project

58

59

Following its July 2014 report that identified the inconsistent financial
reporting, the SSU conducted a second audit focusing on wider issues
around the control framework in place to deliver the project for the period
to January 2014. The auditors reported to the Health Board’s Audit
Committee in September 2014, providing a ‘no assurance’ audit opinion
about the Health Board’s governance and management of the project. The
report made 40 recommendations to the Health Board, of which 37 were
classed as high priority. Of these 40 recommendations, 17 were specific
to the Ysbyty Glan Clwyd project while the remainder were relevant to the
project but also had broader implications for capital governance and the
control environment.

The report’s key findings concentrated on the submission of unrealistic
business cases to the Welsh Government (see paragraphs 33 to 36),
an understated target cost, an unauthorised contract strategy and an
ineffective project governance framework.
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The Health Board approved a ‘Not to be Exceeded’ cost in the Full
Business Case but had not previously consulted the Supply Chain
Partner and had significantly understated the project’s financial
requirement

60 Preferably, a Full Business Case for a ‘Designed for Life: Building for
Wales’ project should include a Target Cost*that has been agreed
between the health board and the supply chain partner. Where this cannot
be achieved, a case may be made to the approving bodies at the Full
Business Case stage that they should agree a ‘Not to be Exceeded’ price®
instead of the Target Cost agreed.

61 ATarget Cost requires a detailed build-up of cost supported by a
suggested 80% design completion, with appropriate elements having been
market tested and, importantly, signed off and agreed by the supply chain
partner.

62 The Health Board included a ‘Not to be Exceeded’ cost of £89.9 million,
excluding inflation, in the Full Business Case for the main refurbishment
and asbestos removal works submitted to the Welsh Government in
November 2011.

63  During their scrutiny of the Outline Business Case, Facilities Services
recorded their concerns that the Health Board did not have enough time to
complete the necessary work for it to submit the Full Business Case to the
Welsh Government in November 2011, as planned. In particular, Facilities
Services considered it impossible for the Health Board to agree a thorough
brief and then design and market test the whole scheme to the level of
certainty required in the time available.

64  When scrutinising the Full Business Case, Facilities Services noted that
insufficient information had been provided to comment on the proportion
of design completed and that the costs in the Full Business Case had not
been substantiated and did not, therefore, fulfil the requirements for a Full
Business Case.

4 The Target Cost is the contractual cost of the works, as determined by the operation of the
main construction contract and scrutinised independently by the external cost advisor. The
Target Cost in Designed for Life projects is subject to a pain/gain mechanism: if actual costs
are below the Target Cost, the benefit is shared between the health board and supply chain
partner, but if the Target Cost is exceeded, the additional cost is borne by the supply chain
partner alone.

5 A Not to be Exceeded Cost is a cost cap agreed with the supply chain partner and included
in a Business Case when the level of cost uncertainty does not permit the development of a
full Target Cost. The cap is included in the Business Case and effectively informs the Welsh
Government’s approved budget.
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65 The Health Board responded that it was committed to submitting a Full
Business Case to the Welsh Government in November 2011 because of
the HSE’s timescales. The Health Board acknowledged that designing
and market testing the project to the framework guidance of 80% would be
challenging and proposed that it would agree a ‘Not to be Exceeded’ cost
with the Supply Chain Partner in November 2011, based on 60% project
design and market testing.

66 Atthe Capital Review Meeting between the Welsh Government and the
Health Board on 17 January 2012, Facilities Services remained concerned
that the project’s cost estimates were not sufficiently robust. However,
Facilities Services agreed to conclude their scrutiny of the business case
on the condition that a ‘Not to be Exceeded’ cost agreement was in place
with the Supply Chain Partner.

67 The September 2014 SSU audit report noted that the Welsh Government
had agreed that the Full Business Case could be submitted on the basis of
a ‘Not to be Exceeded’ figure.

68 The Health Board maintained that the ‘Not to be Exceeded’ cost included
in the Full Business Case had been reviewed by the external cost advisor
and agreed with the Supply Chain Partner prior to submission. Board
minutes approving the Full Business Case submission refer to the ‘Not to
be Exceeded’ cost as a ‘guaranteed maximum price’.

69 However, in their September 2014 audit report, SSU say they were
advised that the Supply Chain Partner did not have sight of the Full
Business Case or the ‘Not to be Exceeded’ cost, and that the £89.9
million price was substantially lower than the Supply Chain Partner’s own
expectations. There was no contractual agreement of price between the
Health Board and the Supply Chain Partner at that stage of the business
case approval process.
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The contract strategy set out in the approved business case was later changed
without appropriate authorisation or notification

70  The Full Business Case outlined that the Health Board would agree
a single contract with the Supply Chain Partner to carry out the whole
programme of work. The contract for the engineering and construction
work, including design responsibility, was an NEC3° (Option C) contract.
Option C is a Target Cost contract where the out-turn financial risks are
shared between the client and the contractor in an agreed proportion. This
form of contract supports a more collaborative approach to a project, than
many other forms.

71 The first, and only, contract signed with the Supply Chain Partner
in December 2012 was for the sum of £42.6 million. The ‘YGC
Redevelopment Stage 4 Contract: Contract 4A’, commonly referred
to as the ‘4A contract’ related to the Mortuary, Pathology Department,
Emergency Quadrant and asbestos removal.

72 However, a Health Board employee subsequently amended the strategy to
a two-contract strategy. Neither the Health Board’s Project Team, its Board
nor the Welsh Government had approved the change and nor were they
aware of it. The lead executive at the Health Board was unaware that the
contract only represented part of the project and that the contract strategy
had changed.

6 The initial New Engineering Contract (NEC) was published in 1993. Following a decade of
extensive international use, the NEC3 contract suite was launched in 2005.
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Ineffective project governance allowed the Project Board, the
Board of the Health Board and the Welsh Government to be
misled about the project’s overall affordability and its financial
performance against its capital budget

73  The September 2014 SSU audit report sets out a number of weaknesses
in the Health Board’s internal controls for the project, including:

+ the Project Board met only in February and March 2012 and then
quarterly through 2013, rather than monthly as planned in the Full
Business Case.

* no financial information, and limited performance information, was
presented to the 2012 Project Board meetings. Financial and progress
reports were introduced from March 2013 onwards, but offered very
limited information. These reports were later identified as presenting an
incorrect position, omitting key concerns and risks.

* a number of key events were not subject to formal reporting or approval
by the Project Board, including:

» progression on site without design, Target Cost or contract;

+ the option to proceed with a ‘Not to be Exceeded’ cost, rather than a
fully developed Target Cost;

+ sign-off of the Health Board’s responses to the matters raised in the
Welsh Government’s scrutiny of the Business Case;

* sign-off of the design;

* change to the contract strategy;

* agreement/acceptance of the Target Cost; and
» approval to enter a part contract.

+ the visibility of the challenge and scrutiny from the Health Board’s
Finance function was limited and depended on information flowing from
the Planning Department. The Finance function’s membership of the
Project Board lapsed after the approval of the Full Business Case.

+ there had been no specific training for members of the Board on capital
expenditure and related processes.

+ there was no evidence of the Health Board introducing additional
controls, or adapting controls, to reflect the fast-track nature of the
project.
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The project cost £170.8 million, with much of the
additional funding coming from the Welsh Government

The Welsh Government approved additional funding of £53.2
million to complete the project

74

75

76

77

When it became apparent that the agreed funding package was
insufficient, it had become impossible for the Health Board to enter into
new contracts with the Supply Chain Partner because the company was
no longer listed on the Designed for Life framework contract. The Health
Board therefore sought legal advice and support from Facilities Services
and subsequently agreed with the Supply Chain Partner a series of
contract variations, known as Compensation Events, so that the contractor
could continue to work on the project.

In July 2014 a contract strategy was agreed with Facilities Services and
the Welsh Government, which supported five compensation events. They
were based upon target costs, as agreed with the Supply Chain Partner.
The first three were developed, reviewed and approved by the Welsh
Government and were accommodated within the original budget of £110.4
million. Compensation Events 1, 2 and 3 were approved in August 2014,
February 2015 and October 2015 respectively.

In March 2016 the Minister for Health and Social Services approved
Compensation Events 4 and 5 to complete the hospital redevelopment
work at Ysbyty Glan Clwyd, increasing the total funding envelope to
£163.6 million.

The Welsh Government told us that it had been able to find the additional
£53.2 million needed to finish the project from within its existing capital
budgets and without any adverse effect on other existing or proposed
plans within the NHS All Wales Capital Programme.
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The Health Board is meeting the remaining cost of the project from
its own resources

78

79

80

81

The project final out-turn cost is £170.8 million. As shown in Exhibit 5,
total approved funding provided by the Welsh Government for the project
is £163.6 million. The Health Board is funding the remaining sum of £7.2
million from its own resources.

When awarding the additional funding in March 2016, the Welsh
Government informed the Health Board that any overspend against the
approved sum would have to be found from within the Health Board’s
discretionary capital funding.

Up to April 2017 the Health Board had approved £3.1 million additional
funding for the project from its discretionary capital allocation. To meet the
total cost of the project, which turned out to need a further £4.1 million, the
Health Board brokered additional capital from the Welsh Government in
2018-19, to be repaid over three years from 2019-20.

The Health Board has spent its own resources on the project for a number
of reasons. These include:

* changes to the scope of works in order to meet operational and clinical
requirements;

+ specifications for some works not being fully defined before the Welsh
Government funding was awarded; and

+ taking advantage of the fact that the contractors were on-site in order to
address some backlog maintenance issues.
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Exhibit 5: the final out-turn cost of the project is £170.8 million

200
—e £7.2m
150 —e £53.2m
[y
S
T 100 [
wl
L — £110.4m
50
0
® Health Board ® \Welsh Government — ® \Welsh Government —
Additional funding Original budget

Exhibit sources: Letters from Capital, Estates & Facilities, the Welsh Government to Betsi
Cadwaladr University Health Board, and information provided by the Welsh Government.
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Deficiencies in the External Cost Advisor’s input to the
project were eventually resolved

The External Cost Advisor advised the Health Board of a potential
further funding shortfall of £12.5 million

82 In August 2016, less than six months after the Welsh Government’s final
funding award to take the project to completion, the External Cost Advisor
raised concerns with the Health Board about another potential increase in
the project’s estimated out-turn cost.

83 The Welsh Government had made it clear to the Health Board that it would
provide no further capital or revenue funding for the project over and
above the revised total funding envelope of £163.6 million agreed in March
2016; any overspend against the approved sum would

84 In May 2017, the External Cost Advisor confirmed an anticipated out-turn
cost of £179.2 million. They reported that the project needed a potential
additional £12.5 million to deliver its objectives after the Health Board
had already allocated £3.1 million discretionary funding to the project.The
Health Board, the External Cost Advisor and the Supply Chain Partner
eventually reduced the additional costs, taking the total project cost to
£170.8 million.

In September 2017, SSU auditors reported that there had been
deficiencies in the External Cost Advisor’s management of project
costs

85 SSU carried out a further audit to evaluate the processes and procedures
that the Health Board had put in place to support the progression of
the project during the 2016-17 financial year. Fieldwork commenced in
November 2016 and the audit report was issued in September 2017.

86 Positively, SSU reported that the project was achieving its quality
aspirations and, broadly, was being delivered in line with the schedule
agreed with the HSE. The audit evidenced ‘certain areas where controls
have been introduced or enhanced in relation to the prior audit’. The audit
also found that cost information was now being produced regularly and
distributed to appropriate parties, and that 34 of the 40 recommendations
issued in September 2014 had been implemented, with just three
outstanding and a further three recommendations only partially addressed.
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The Refurbishment of Ysbyty Glan Clwyd

However, the audit also found that deficiencies in the quality of cost
reporting had hampered the Project Board in discharging its role
effectively. These deficiencies related to the perceived inconsistency of the
External Cost Advisor’s advice, the clarity of information, poor turnaround
of information, and poor quality of outputs and reports, with explanations
and interpretations being difficult to understand.

An independent review identified deficiencies in the external cost
advice received by the Health Board prior to April 2017

88

89

90

In November 2017, the Health Board commissioned an independent
external review of the cost advice received from its External Cost Advisors
up until April 2017. The commissioning of the review reflected the Health
Board’s concern about the potential increase in the estimated out-turn cost
of the project of £12.5 million, and its dissatisfaction with the timeliness
and clarity of the External Cost Advisor’s response to its concerns.

The reviewers considered the documentation available within the Health
Board and held discussions with Health Board project staff. A report
presented to the Health Board’s Finance and Performance Committee in
September 2018 concluded that the External Cost Advisor had failed to
deliver on certain aspects of its general obligations to the Health Board.
The report also referred to certain deficiencies with information provided to
the Health Board by the External Project Manager in their administration of
the contract.

The report included recommendations for improving cost-reporting
procedures for the remainder of the project, along with learning points

for the Health Board to consider during future capital projects of a similar
nature. At the same meeting, the Finance and Performance Committee
considered a paper from management concentrating on lessons learnt and
the actions to be taken.

Changes in key personnel resulted in a marked improvement in the
quality of external cost advice after April 2017

91

92

The company providing external cost advice discussed the Health Board’s
concerns about the service provided on the Ysbyty Glan Clwyd project at
Board level. This resulted in changes to the partner in charge of the project
in April 2017 and the project lead in July 2017.

The Health Board noted a marked improvement in the External Cost
Advisor’s performance following these changes in personnel. More
rigorous cost control brought about a reduction in the forecast out-turn cost
and the quality of reporting also improved.
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Both the Health Board and the Welsh Government
have taken steps to strengthen their approaches to the
management and approval of capital projects

The Health Board took action to strengthen its management of
capital projects

93 Following the concerns raised in 2014, the Health Board took immediate
steps to strengthen the management, governance and financial control
of the project. The Health Board appointed a new Project Director and
implemented a revised governance framework. The Finance Department
undertook independent financial monitoring and provided regular reports to
the Board of the Health Board and its committees.

94  As well as responding to the recommendations raised in the SSU audit
reports, the Health Board set out to improve its project management
arrangements by commissioning consultants to deliver two reviews and
develop a Manual for Managing Capital Projects for the Health Board.
One review focused on the Health Board’s management of capital projects
and was received by the Health Board in March 2015. The other review
considered the processes for developing and managing business cases.

95 As aresult of the reviews, the Health Board has implemented new
governance arrangements, structures and processes. The Health Board’s
Audit Committee has also monitored the implementation of actions and
recommendations arising from the SSU audits and other commissioned
reviews.

The Welsh Government had already taken steps to improve its
arrangements for approving business cases before the funding
problems with the project at Ysbyty Glan Clwyd came to light

96 In October 2012, the Welsh Government’s Internal Audit Service identified
deficiencies in the control framework relating to the appraisal, approval
and prioritisation of business cases under the NHS Capital Programme.
The business case for the Ysbyty Glan Clwyd project was not among
those tested as part of their audit work.

97 The internal auditors made eight significant recommendations to Welsh
Government management, including the need for a Capital Advisory Group
to oversee the management of the NHS Capital Programme. (As noted in
paragraph 40, the former Capital Investment Board had ceased to exist
by the time the business case for the Ysbyty Glan Clwyd project was
considered.)
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98 Inresponse to this internal audit report, the Welsh Government’s
Department for Health and Social Services set up an Infrastructure
Investment Board in July 2013. The Infrastructure Investment Board’s
remit included ensuring that all investments were consistent with the
strategic direction of the NHS and its infrastructure investment objectives.
A key role for the Infrastructure Investment Board was to provide formal
advice and recommendations to the Minister for Health and Social
Services regarding the approval of capital projects.

99 In 2013, the Welsh Government’s Capital, Estates and Facilities team
issued revised guidance for capital planning and the development of
business cases. This guidance has since been replaced in March 2015
by the NHS Wales Infrastructure Investment Guidance (further updated in
October 2018), which clarifies the Welsh Government’s requirements in
terms of:

* developing, appraising and approving business cases; and

* project governance, highlighting Board responsibilities regarding
the approval of business cases and the delivery of the infrastructure
programme, and strengthening the audit and assurance processes
around infrastructure schemes.

100 Areview by the Welsh Government’s Internal Audit Service in July 2014
of the Welsh Government’s role in the application and approval process
of the Ysbyty Glan Clwyd project noted that Capital, Estates and Facilities
had made considerable improvements to controls operating over the
management of the capital programme over the past year. Changes
in senior staff and the management team, revised guidance and the
introduction of the Infrastructure Investment Board had strengthened the
control process. The report concluded that, had these controls been in
place at the time of the submission of the Ysbyty Glan Clwyd business
cases, the risk of non-compliance with capital procedures on the project
would probably have been reduced.
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1 Our audit approach and methods

Scope

The scope of this report is confined to explaining how the Ysbyty Glan Clwyd
refurbishment project eventually cost £170.8 million, a significant increase on
the original £110.4 million funding package approved by the Welsh Government.

NHS internal auditors and consultants acting for the Health Board have
produced several reports about various aspects of the Ysbyty Glan Clwyd
refurbishment project over the past six years. However, these reports are not
in the public domain and are generally detailed, complex and very technical

in nature. Now that the constraint of possible legal proceedings has been
removed, it is therefore timely that the Auditor General should produce a report
that explains simply how this project came to cost the taxpayer more than
originally approved.

Our report is made on a ‘facts only’ basis, and we have not therefore drawn
conclusions or made recommendations arising from our audit work.

Methods

In undertaking the review, we:

* have drawn extensively on a range of internal audit reports and reports by
independent consultants engaged by both the Health Board and the Welsh
Government;

* made further enquiries of Health Board and Welsh Government officials
based on our review of the key documents;

* met with executives from the Supply Chain Partner, External Cost Advisor
and the Health and Safety Executive; and

« prior to publication, agreed the factual accuracy of our report with the Health
Board, the Welsh Government and the named third parties.



page 43 The Refurbishment of Ysbyty Glan Clwyd

2 Three stages of Welsh
Government approval required for
major investment proposals

Extract from Welsh Health Circular (2006) 001 Developing and Delivering the
Capital Investment Programme

For major investment proposals there are three stages where formal approval to
proceed is required. These are as follows:

At the outset a Strategic Outline Case (SOC) should be made which
demonstrates clearly the need for the investment in service terms referenced to
the relevant Strategic Outline Programme. The SOC will also develop a long list
of options and conduct a robust option appraisal through to identification of the
evidence-based, preferred way forward.

\J

The Outline Business Case (OBC) develops the preferred option, tests its
validity against other shortlisted options, sets out the procurement process,
provides significant costed detail around risk and project management and
details decisions made in order to reach that point.

\J

The Full Business Case (FBC) reviews the content of the OBC; it will identify
and explain any changes since the OBC and will reflect the detailed design and
costing following joint working with the supply chain partner.
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