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1. Introduction 

Depot Refurbishments* 
Provision for Defective 

1.1 During the course of financial year 2000/2001 the Building and Roads DLOs 
have incurred expenditure which in the normal course of their business activities 
they would not have borne, due to their transfer to Public Private Partnership 
status. 

’ 

16 1,000 
190,000 

1.2 This report highlights expenditure incurred to date for these transition or ‘one off 
costs. 

Works 
Professional Fees 
Other Expenditure 

1.3 When preparing DLO management accounts during the year the transition costs 
have been omitted, and instead shown as an extraordinary item within the 
council’s corporate finance report. Discussions are ongoing with the authority’s 
external auditors to confirm the accounting treatment of these costs within the 
council’s year end accounts. 

3 11,000 
135,000 

1.4 The report also identifies the redundancy and pension fund costs for ex-DLO 
employees who did not transfer to either of the PPP’s. 

2. Summary of Transition Costs 

I TOTAL I 1.006.000 1 



*It is expected that further expenditure will be incurred as further repairs are 
completed. 

Stock item 
last used 
Previous 3 
months 
Previous 4- 
6 months 
Previous 7- 
12 months 
Over 12 

2.2 The costs in relation to these categories are explained in greater detail below 

Morrison Amey Saltire 

100% 100% 100% 

80% 80% 75% 

50% 40% 50% 

0% 0% 0% 

3. Provision of Winter Vehicles 275,000 

3.1 To provide adequate vehicles to cover the winter maintenance programme, the 
DLO funded the short-term hire of 11 new vehicles offset by the return of 9 
existing vehicles. The net cost of this action was E75,OOO. 

4. Stock Write Off 2134,000 

4.1 In previous years, the DLO’s would undertake an annual stock check exercise to 
reconcile the stock system and ledger balances, and identify obsolete stock. 

4.2 This year, a further stock reconciliation is required. This reconciliation identifies 
the variance caused by the PPP’s purchasing older stock at a price less than the 
DLO has that item valued at within the stock system. 

4.3 For the three large transfers the value of the stock to be paid in comparison to the 
DLO stock system price is as follows; 

The price adjustments were included in each contract and reflect depreciation on 
materials as they age. 

4.4 The resultant write off for the stock transferred to each PPP is as follows: 

Morrisons 275,227 
Amey &13,597 
Saltire 23,756 

292,580 

4.5 During the Window Factory negotiations, it was agreed that the value of stock 
transferred would be based on the invoice prices attained by Walker Profiles 
rather than the prices the DLO sourced the materials at. This results in a stock 
write off of E4 1,000. 

5 .  Depot Refurbishment 2160,968 

5.1 Transition costs within this category relate to upgrading of facilities brought 
about by the requirement to relocate employees from Philip Murray Road in 



addition to building maintenance works which the DLO would not normally 
have undertakedfunded. 

Building DLO 

Roads DLO Roads Repairs 

Housing & Property Maintenance 
Gas Maintenance 

Lighting Repairs 

5.2 The current expenditure incurred by the DLO for depot repairs in the period 
leading up to transition is &95,2 1 1. However, DLO staff acknowledge some 
materials, subcontractor costs and recent expenditure are omitted from this total 
and they are also having difficulties accurately disaggregating this total into 
individual depot costs. 

1 year 
1 year 
1 year 

2 years 

5.3 It is expected the Window Factory depot remedial works will outturn at 
&30,000. 

5.4 A further package of additional accommodation to Bargeddie depot has been 
agreed between Council and Amey North Lanarkshire. These works will cost 
&51,082 with the council contributing 70% (&35,757) to the total. These works 
will also rectify a number of health and safety issues. 

5.5 In addition to the above, a number of larger repairs, such as new roofs and salt 
barn construction, are being sought by the PPP's. The Council is investigating 
the required level of repair needed to satisfy each partner and assessing the most 
appropriate funding method. These larger repairs are not classified as transition 
costs as the improvements required are due primarily to underfunding over a ' 

large number of years by predecessor authorities. 

5.6 It should be noted that the depots are owned by the Council and will revert to 
Council control at the end of each contract. Therefore the Council will benefit 
from investment in these depots as well as having the partnership company 
responsible for general maintenance over the life of the contract. 

6. Provision for Defective Works S190,OOO 

6.1 When the DLOs complete a job they provide the following defect provision to 
client departments for the work that they have undertaken:- 

6.2 Previously, if a repair became defective within the guarantee period, the DLO 
would have repaired it again, at no cost to the client. Because the DLO has been 
transferred, a provision is required to be created to pay a contractor to revisit 
DLO works which become defective within the guarantee period. 

6.3 Following discussions with Client and DLO Managers the suggested level 
of provision is as follows:- 

Current Estimate 
& 

Housing 125,000 
Property 25,000 
Roads & Lighting 40,000 

190.000 



6.4 These provisions will be revisited prior to completion of year end accounts to 
ascertain a more accurate assessment of failed jobs. 

7. Professional Fees $310,712 

7.1 Professional fees include legal, accounting/audit fees and actuarial fees. The 
latest estimate of these costs is as follows:- 

& 
Legal Fees 241,716 
Accounting Fees 50,296 
Actuarial Fees 18,700 
TOTAL 310,712 

7.2 The legal fees highlighted above were paid to McGrigor Donald within financial 
year 2000/01 for work relating to the Window Factory and 3 other partnerships. 
The scope of their brief was extended from that originally envisaged as a result 
of the requirement to have an integrated suite of documents. In addition to 
providing the documentation on the legal aspects of the business transfer they 
drafted documentation on the Works Agreement, Software Licences and Vehicle 
Licences as well as employment issues. 

7.3 Council had previously approved legal fee expenditure of &140,000. The current 
total is approximately &102,000 higher. However there was a commensurate 
reduction in involvement by the in-house legal team. 

7.4 The accounting fees were paid to Deloitte and Touche for consultancy and advice 
and to PriceWaterhouseCoopers who undertook an audit of the PPP process. 

7.5 The actuarial fees were paid to Hymans Robertson for providing pension advice. 

8. Other Expenditure 

8.1 This includes items such as IT/communication charges, additional stock checks, 
removal and transport costs and other miscellaneous expenditure. 

8.2 The DLO and other council departments have been asked to provide details of 
this type of expenditure which they have incurred as a consequence of the 
creation of the PPP’s. 

8.3 On the basis of available information, these costs are likely to be in the region of 
&135,000 with IT (&52,000) and stock (&31,000) being the main constituent 
parts. A more accurate analysis of this expenditure will be generated as part of 
the year end accounts process 

9. RedundancyPension Costs 

9.1 The previous report to Committee (2 1 September 2000) on this subject indicated 
a total of 45 employees would be made redundant. 

9.2 The current position is that 32 employees have been made redundant and 1 
further employee previously identified for redundancy is currently on a 4 month 
temporary contract. Therefore the maximum number of redundancies is 33. 
All of the redundancies were voluntary. 



9.3 The projected cost of the 32 redundancies are summarised below: 
.€ 

Redundancy 63 7,000 
Strain on the Fund 471,000* 
Lieu of Notice 140,000 

0 1,248,000 
*Still awaiting final confirmation from Pension Fund 

9.4 At financial year end 1999/2000 a provision of &Im was created to fund possible 
redundancies occurring when Public Private Partnerships were created. Similarly to 
the transition costs, the redundancy costs have been included in the Councils 
corporate finance report. 

9.5 The redundancies, although occurring around the transfer dates to PPP status, were 
as a result of the loss of work within the DLOs due to the downturn in capital 
activity and other contracts as per the Section 19b notice issued by the Secretary of 
State. 

10. Recommendations 

10.1 To note the report. 

10.2 To homologate the expenditure on legal fees. 

Russell Ellerby 
General Manager, Construction Services 


