CONFIDENTIAL — INFORMATION PAPER
Counties Manukau District Health Board

Audit Risk & Finance Committee
Board Approvals Verification for Ko Awatea Stage 2 Review

Recommendation
Itis recommended that the Audit Risk and Finance Committee:
Receive the Board Approvals Verification for Ko Awatea Stage 2 report.

Note there were six major Ko Awatea decisions of which four were not approved by the Board.

Prepared and submitted by Ramon Manzano, General Manager, Regional Internal Audit, endorsed by
Margaret White, Acting CFO

1. Purpose

The Paper sets out details of RIA’s verification of four key stages of the ‘Ko Awatea Stage 2’ project
which required Board approval.

2. Details of work performed

Audit Program involved:

®  Finding evidence that Boards were provided sufficient information,

*  Finding evidence that Boards discussed each approval thoroughly.

»  Validating that approvals are in chronological sequence {e.g. business case approved ahead of
construction).

»  Neoting any person on record to have concerns or voted against,

*  Validating all approvals with signed minutes,

Of the four key decisions reviewed there were two decisions not approved by the Board. Details are in

the Appendix.

3. Conclusion

The initial Business Case was approved by the Board in December 2015. However, the decisions to use
a Sale and Leaseback funding source, enter into a construction contract and variations from the
original business case could not be verified as approved by the Board.

Counties Manukau District Health Board — Audit Risk & Finance Committee Agenda 12 July 2017
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2

Sales and Lease Back agreement

tease Schedule no: CRC04 dated 12" January 2017

MCL Cepitat Limited ( Lessar)

Counties Maenukau District Health Board (‘Lesser'} = ©

10.
11,

12,

Cammpn v CHOhe

. &
Interpretation and Incorperation of Tegms Capialeed lerms used but art dafined n {his
Lease Ecbedule have e meanngs gyer to them = the Master Lease Apcoment dated on
28 gl Geptemoer 2046 benwaanthe Le vl the Lessee [ Master Loase Agreement )

Lease of Assels The Lesses offers 'o lease from the Lessor the zekots desarieed below
CASEClS) and e Lossor A0reas 10 oase i@l'e Lesces the Acsels onomnewwrms and

" A
CONANONS S&7 cut in 1Nis Leass Schedule

Aggets

lfé)uescrsphorzn{lm:!ut*.llng jSen’aI bos, (if ‘Ofﬁ;ginal ksse.t. (.:B-s:t"mi.easu Paymamww .
jmodel it applicabla) applicabie)

A vy

iSale a1d Lease Book of As pat lhe FRZSDYTE 195 U0 plusNEIEZS 488 72 plus O8T
;:Cfmica! el taches Assel  BST i aryy i nyl, payeble cusnerly
! 35t nAZVERIE 59 sanh

A5 detaias o the

! Paymenl Datg
attached Assel Ligl

Sale and leaseback. Vas If yos, an avece Tor the Ongingt Assst Cost (pius BST)
[zadressed 1o the Lessor] = allacnsd 1o s Lente Schedule The angingl suppiers mvece
s aiss atisched 1 s Lease Echetule o f sush bwoioe 15 unmvaeacle ery evidence
supporting the epreed value sesarmined by the Assets deprecisted vaiue {atoardng 1o e
Lggser's aseel remisters o7 3 marke! valie inedch case as agresd Detween the pares (opth
Acting ressorgblyl

Commencement Date 19 of Apnl 2047

Term 18 quarters. commencing on the Sommencemesnt Date

Residual Consideration Porcentage 30%

Settloment Dale (if different to the Commencement Date) 31¢ Janusry 2017

. L
intensm Paymaont NZ3476 312 48 plus GST (Fanyl, bang W™ of lha Lease F'a\,«r:\.car'.tM
rugliphied by the number of days in the Inteem Fenod cayable In advance on the Settzment
Oate

Insurance roquired: Yes

Treatment of [0ase: Tha Lessss confirms e Lassee 15 treatng tho pase of the Assets os
an operating leaso.

Location of Assets hMddiemon Hespits! and otber chrizat iocanons within CRADHE

Pags tef2

Counties Manukau District Health Board ~ Audit, Risk & Finance Committee Agenda



Exhibits - Board Approvals Verification for Ko Awatea Stage 2 R E A

11 Sale and Leaseback agreement signature page.

13, Other terms:

By 5igning boiow. each sgnalby (olter Hian any witnezss 2156 CONBIMS tht 1he pary 6n wiitss belwad that signatoery
Hab sicned has laken &l necesseary salion teguiced in ordar 1o FOPICTE (BE enly intG and exceution of this Lessn
Schedule, znd that this Lezze Schedule hag cansenuently been Brepery executed by that paedy n sceordanse with a4
relevant detegated authonties.

Signed for Counties Manukau Diztrict Health Acknowizdged and agreed by MCL Capital
Board by: Limited

Sagnature of Authorssed Synstory Sgasiute of Avlhonsed Signatory

o

N P Loy /7 Dizte

VL e A7

Counties Manukau District Health Board ~ Audit, Risk & Finance Committee Agenda
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2 R E %

24 CMDHB - Board Meeting Agenda for 2 December 2015, pages 303

However, from grefiminary discussions, drawings and costings, it is very clear that all the sbove
cannot bz achieved within the $10m capital envelope imposed on this projecs,

The priority aress for immediate considzration and discussion will be the arzes describad as:
The Forum {including patient learning, tiered lecivre and teacking spaces)
The Academy {office space for Ko Awatea growih)

arking on grade cutside foctprint of the building.

>

* o

This iz sstmated to cost §7.620m excluding FREE, 4357, services infrastructere upgrads {iF required)
o may escalation costs and is the eptinuim combination in order fo remain undsr $10m.

This is the core proposal for which we are seeking Board approval but will be seeking to revisw
and revise the Researth lnstitute proposat describad Lelow to allow this to be incomorated within
a 510map,

Rowever, this doilar Iimit therafore currently excludes the following two key aress, which fequira

e ffar%hsf' oméem‘;'m in terms: of hovstiese rmght E}a [funded wathin: ‘?1? fﬂguared rag o the

isian of ex*tjrnaé _cag}stal brg thi fi p&r@"& En m’{ier i) ;:rcmde thve services,

. Ps’m gion of t?ze_ ko Awatea Reearch Institute (with parking beldiv the building] is estimated to
cost ‘13&11 Hote that the indision of this important investiment in our future; vithin the
ahmf& core pmpxs&ai tahz_. the total fa5t to marng inzlly over the S10m: cap sk $11.220m Al may
b& eﬁiﬂ evable with s aggre fe bu realistic valie management

v Tha P{;pu ation Haaith regiona fadlity orly fintluding packing belews the building) is estiviated

at,% am,
¢ ORa combined fnstituts and Pepﬂla;scn Health facility {ncuding parking below buildag) of
# 49.6m,
Funding

Twea options are svailable 4o fund this proposalh

1. As the groject baild is over bwo finandal vears, a requirement for up to $5m per year from
existing capitel expenditure / cash flow resources is feasible but will depend on grioriisation
zeainst other capital reguests.

2. A sale and lease hack of operating escets has been regetiated and prepared in draft at this
stage. Further discussions f negotistions are required to ensure this is a vishle cp¥ion, bath in
terms of avoiding free cash flow use and the borrowing cosis of the Jease.

Counties Manvksu District Heaith Soard &genda 2 December 2015

303
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2

25 CMDHB - Board Meeting Agenda for February 2016 containing Minutes of previous meeting of 2
December 2015, pages 255 -256

.5 HoAwatea Stage U {Geraint Martin/Ron Paarsen)
The paper was tuken as read.

Wi Martin sdvised that s well a5 replacing the srevious tered Ladture Theatre which was
fost when CSB was bl there 5 a ;:s TEELE fg l,ami F(
57 984 over Dwo yvears, ¥

South Auckland Clinical &

The ¢

o Bduﬁ?ﬂ.—! wal space

Countizs Manukal District Hezith Board Agends 13 Februsry 2618

soohition

That the Beard:
Recetve the concept plans, praliminary report and total cost summary from I
(Jzsmaxd
Heote that the warious options are stll under active considaration but the final propazal will
be within the 5190 capita] funging lindt for the Board
Approve the intent, within the above capital constraints, to supnost the swpansion of o
Avaatea to incorporete salient fearning, tiered lecture thestre and teaching speces as wet
es office space for Ko Awates growih within the finzl plan / option to ke presznted w the
Decamber 2015 Soard, subject 1o remaining within the Si0m delesstad autharity |
the Eoord

it of

Note that the Finante & Audit Correpittes endorse and recommendsd thes propacal 1o the
Bogrd

Approve the CEQ and Deputy CE0 1o negetiste the funding source for this sporoval, finting
that cince the Finance & Audiy Lommitize mesting two funging ootions have baan
confirrned as options to fund thes progosal 25 described in the cection below.

Rigved: Wendy lal  Seconded: iyn Murphy Carrisd: Ungnimously

Ceunties Menukau District Hezlth Board Azends 12 February 1015

Counties Manukau District Health Board — Audit, Risk & Finance Committee Agenda
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2

31 CMDHB - Board Meeting Agenda for November 2016, page 26

6.0 Ko Awatea

Ko Awatea Extension

The project to extend the KA facility has progressed well to the extent Leighs Canstruction has
been engaged as the contractor, alangsidz Jasmax and the other consultants, to deliver the
final design and a Guaranteed Maximum Price; which is currently being worked through.
Engagement with key stakeholders inclucing co-design of spaces with staff, patient and
whanau has also progressed well. With resource consent being secured, early site works to
commence in December 2016 and full construction dus to start in February 2017, the
communications with both internal and external parties has ramped up. In conjunction with
the facility extension, the design of the new carpark is finalised and resource consent will aliow
construction to kick-off with the removal of some trees and clearing of the site.

Counties Menukau District Health Board Agenda 30 Movember 2016
26

32 CMDHB - Board Meeting Agenda for February 2017, page 55

Ko Awatea Extension

Ongoing engagement with key stakeholders including co-design of spaces with staff, patient
and whanau is stif progressing well. Resource consent saw some early site works to establish
pile loadings for the new facility and was completed in December. Site establishment and full
construction 15 due to start in March 2017 with communicstions with both internal and
external parties now in full swing including a dedicated webpage of information and updates.
in conjunction with the facility extension, the new carpark construction is well underway and
scheduled to have the bulk of the works completed by early March.

Caounties Manukau District Heslth Soard 15 February 2017

55
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2 R I &
REGZOMAL
BATERNAL

32 CMOHB - Board Meeting Agenda for February 2017, page 69

3.2 Chief Executive’s Report

The report was taken as read.

Mr David Lenihan provided an update on the Target Cperating Mode! {TOM) work. He

has been with CMDHB for five months and advised that it is a privilege to be part of such

a passionate organisation. The CMH Vision and Stretegy Is clear, but a much more

structured way of delivering integrated and halistic system is required.

A TOM has been crezted to see how we do what we do. This is bullding on work done

previously and identifying how things fit together. The first draft will be available in 2-3

weeks’ time, and will provide coherence, so that the organisation Is focussed and clear

in financially challenging times. Clinicians have been involved in leadership of design.

The Chalr thanked Mr Lenihan for his update.

The Chalr acknowledged the Faster Cancer Treatment results.

Resolution

That the Chief Executive's Report be receivad.

Moved: Lee Mathias Seconded: Kathy Maxwell Carried: Unanimously
Counties Manukau District Health Board Agenda 15 February 2017
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Exhibits - Board Approvals Verification for Ko Awatea Stage 2

44

Delegated Authority Policy, section 20 poge 21

20 Finance - General

RIA

Antherity ro:

Delegared to:

Conditiens applying:

Oper'm: ChIDHB bank accomnts including:
authanising sending of payroll files to the
bank to make payments 1o staff

- authorising electronic pavments for supplies
and services.

Finance Director

Can e delegated to Seaior
Finance personnel authorised
in writing by the Finince
director

Two signatories are tegtused
for each accomnt or najor
transaction

Iransactions

Accounts to be with

registered banks only
Approve changes of chequebank account Finance Drirecter and CEO To be reported to Chair of the
stgnatories and pavroll signatories jointly. Board and Chair of the Audit

Risk & Finance Conmitiee
Enter into forward exchange contracts Finaace Director To be reported 1o the Andit

Risk & Finance Committes
Earer info borrowing and weasury instriment Finance Director Within Board's Treasury

Policy Hmits.

Transactions o be reported o
the Audit Risk & Finance
Comumittee

Review financial reconciliations

Fiaance Director of delegated
service business manager
moathly.

Authorise issue of credit notes

- Rebilling for admin
puamposes - $30K GM
Tevenns

- Oiher purpose o1 over
$30E, Pinance Director
or COO

Write off unrecoverable debis. including non-
resident payments but excluding salanes.

- 850k -GM Revenne
- 5530k COO/CEQTD

Approve sale or disposal of an asset

- Finance Director to book
value of $50.000.

- Chief Executive to book
value of $100.000

- Awudit, Risk and Finance
Comunitiee above
$100.000

If an asset 1s being sold, the
greater of the current marsker
value of book value will be

sought,

Counties Manukau District Health Board — Audit, Risk & Finance Committee Agenda




Exhibits - Board Approvals Verification for Ko Awatea Stage 2 R

44 Delegated Authority Policy section 21— Note 5, page 22

21 Capital Expenditure — excluding facilities management and
infrastructure projects related to facilities management

Aughority to! Delegaeed to:
ED,CO0 and GMi: (can be
Beard CEG Direcior Of szbdelegated in writing
Service to cervice managers
Intezration within delezation dimit)

Appiove purchase of
anassgorstam ol g L0000 $1.040.000 5250000 125000
project that iz oo the
Aapproved capen list

and 1 nukin budger

ApPIove purchase of

am s or A of 3 1500050 5500000 £1480,000 Wil
preject thutis HOT on

the approved capesx Hsr

(See Note 6)

Approve leasaag oF an

atgat 3200000 P, 20508 p 100,500 pa |
Notes:

i Al purchaces must be endervaken in accordance with the CMDHB Procurement Policy.

2 Capital 2xpendinure m the finznzinl vour must oot exceed the towml approved by the Beard
3. Capex propotale envver $1.000.000 must be put to the Audit Risk & Fmance Centmittze. which vall

make 3 zecommendanon fo the feii Boad,
Capex propozals ever $700.000 must alzo be tubmatted to the Regional Cuprtal Group

Capex preposals over S10 millien {30 5millien for LT projests), whether finded intermally o
externally, must go w0 the Matioesl Capitl Committae.
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44 Delegated Authority Policy, section 22 on e 23

Facilities Management

Delegated Powers to Authorise Financial Expenditure for Facilities
Management and Capital Infrastructure Projects

22 Facllities Management and Building Projects

Augkoriy so Delegated to:

Board e CEQ Finance GM-Facilities
Committer Director
or £ 00

Approve for execntion 3 nsines
case, project and it ovarall projent
budzat for expandizre of 2y valuz
thiat has beea propored by Any velog ng 2z 1% na
management Exscution i subjess
to the powers Gelegated elizwhere
Lo it table ond much approval may
be gZven 1mcenditionally or sabjes:
to condidons sush as obwining
inzsterial consext, 2.

Approve CMDFS entenng o &
ypecific capex contac] 5T meity
thaz 525 milion for s progect

alveady spproved for exesution by Tes e Yo o iy
the Board
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44

Delegated Authority Policy, poge 24

Ankority 1e Delegsted ro:

Board P CEO Finaxce GM-Farilities

Coemmittee Directer
ar COO0

Eaterinte 2 contract for 3 vears of $2.5 million parmeen
lese for mawetanancs o7 minor mew | o Zrezter than PE0.000 and $500 009 SHRGL 1250400
wotls, rornne pIopeIn” three year term | 52 5 paithon g
IEainenAnce sud 4P ment ereater tasn 3
LEnating within gremll YEAr wnn
teainvenans e snd fodites badze:
Approve te engagement of 20 52 Smuilicn Up
archizest, quansiy swwveyon projast 52.5millron Hi i B
[IE3Z2r. enginesr oF Siher bullding
comseitang for prelintinary sooping
work ¢ a poteasia] provess (pathin
ths spproved Prelimin sy
invastigaten Fuznd tudged
Auizonte expandinre frez on 525 milon Tpwslis
appreved budget allocaied nzdlicn il ek s
specfically for the e of the FMP
Cewmunze 551 5 proposs] pat
Sormard by manzgermant
3Make or puthsTise 3 contrast Any vaius with
progyess paymRent whick js pricr zotification o
detsrndned i accordante witk 2 T3 n& ©a 2z Fiosrce Diregror if
properly executed end sppreaed aver $500,000 far
cormsct and provissen of 2my siagle poyTnent,
approziiae enpineers and guentigy
survever cesnfizates where
relsveEot
Graos a lecse, Meenes o7 tepancy - §300G00pE SI00.000n
agreament over CHDES land o7 {any temn over i} apd leis dhan 5 1] i1
building, 5 yRars, Yyesri

including egladme

iz of ngan of

renswsl renewel o

Tequirss

Afimstanial

approvel)
Emterizio s leage, licenceor » 51.003,000 posH] U Bl 23
Asney sEreement whers CMDHEE pia $lei e
is the Jessae, Hoeniss oF tenant. azd 3 yasry o

gz
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57 Construction Contract - Signed Letter of Acceptance from CMDHB

COURTILS
WA K AL

HEALTY

13 March 2017

12 Hargreaves Strael,
Auckinng 1011

Atlenion ] BY EffAIL

|
Gonstruetion Contract - Ko Awatea 2 Project {the Project) - Lotter of accepiance
Fettowing seompt of ha developad design, sou your Luimp Sum price

Wepnuia Disteot Heslth Board (Principal) as Prnzgat uad
the falloweng comlras) lerms and sonditions

subeission, Counties
G e conslidchon contrapct, confams

U The Lump Suim price (and composhion) as wall as sthedule of pricss o desiggn and
constraclion elemients, is $8,457 77805 (Eghl milion_ four bundred and fifty seven
thousand, seven hundred and soevonty sl doliers and zera contsh exel GST a5 el oul In
the atteched.

2 The fee of Constryciion Conract - indading the Princpa’s Requeemants - is ohenase as
attached

[

Subject to your confemation of soceplance of the abeve a5 e agreed conlract documents, and
of yeur appointment (by slgning and returring a copy of this fslier wibin ane working day of
receipt), Counlies Manukau Distriz] Health Boord advises ils aceaptance of your lump sum proe
ena confitens engrgsment of vou as Cantrastor lor the Projes!, and role thal the provigions of

2. 6B of e canlrac! apply

Ar2esy (o the main s shall be avadable 27 Morch 2097 aftor the receol of your oreEplenee (o7
such otber dete ns may be subseguerlly sareed belwaen us)

The grovisions of tause 2 8 of the comadraslion contrect sl appty e rEstion i execulon of e
forma! cantract gocument.

We look fenward o working Jurther with you on s prajoct

Yours sinceraly
Countles Manukau District Health Baerd,
Fyy
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57 Construction Contract ~ Signed Letter of Acceptance from Leighs Construction Limited

Acoeplance
Leighs Consirection Limited hereby confinms ooospiants of the above 25 the agresd confract
documents, and of eppoistmient ot Gomirector ande the Consliucton Contrect for B2 Projoct, o5
Fhave

ALY i f{
Daled ‘b day of ;:’L*é i) 2013
Signed for

Lelghs Construction Limited
Iy

Fartmorsesd Sigaslory

Hamd 0 ALENCHEES SIgnatary

Anzasare O« Lump Sum Frice composiion e
LANSFLELDT Sum e | Ldmp s 15,501,556
desig sy’ lympsum | 54B4snn

Lumpsgw | 5627478
Lumpsum, . 18268211
5 100,000
$8,467,778

rgn sumond
BIoviSionE! sums [ ary)
Lump Sum Price

"Iy bie Hovated Foos tolat tee remsiaing I ve pud by Dy COrtaitan o e detics 130 1uEeal b tie perad frara WRF)
T iistaf Prtirunsnss s vnorasy 553 feomiat Bema] 1 adioh e prche raties Bars aprees 1 o el adadm pontiagt

ereation
o . .
Tl prova st cum ey ol Lrosbdosts of provialpral s s rRalhnt et Sem

& Bheds  E220440

s b s 320006

- % Prerttoth <o any 7 oll areas’ « 200 G0
¢ lepditipern TALOCT
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REGIDMAL
EATERMAL

61 & 62  Txtfrom CFO to Project Manager & Further information from Project Manager to CFO
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Peope kggspy FUF

f ! Al b e i
# [ - P I
& ©ooee Paply Reph Foredd ¥opggees Movr e Cattgorze [yl
Jurd 2ty Repl " Yipee : aorze
s £l hd . L LR S ! o
AL fe

thaur

Figrs

4 Extenzion GHPProteys and Dacumenty

’ %?AZ Tender Recommendation Tl pof

We hove naw reszhed the pont of having 2 GWP {Guaranteed Maxmum Pace) ssued by Leighs Constructian on sagnday 2702/ 3057, Trus v e gven sy il
review by Nek Tayior {RLBY, Bruce Walker and iysell and issued to Steenng Group an the 01/03/2017. We it continue revieviag ant negotiating the GRP with Leighs
up te Frday 03/23, with the oulcome bemng a figureand recommandation for finat Sn OIf o the 08/83/2017 and axecuton of the eantrast,

The steering Eraug have pravisusly sgned off on thi nracess (atathed Teader Recommendation Report), This agrend 10 proce el the GMP meels tridpet and
meets CE appravabncitlag exteutag the Contract {attecied and produced by kMinter Elson Rudd Watts),

Key Dates:
1. Fmalsed GHP Recetved Irjfoafz0:7
3. GMPindisireview for Steerng Group Issue  03/03/208%
3. Steenng Group Approval and Sign OFf 5103/ 2007

Please frad antacnied the forawmg documents thal we have Heen linalsmg over the fast touple of months Tor your sylormaton that support thas pracess.

1. Draft Constructan Contract
2. Contractor Acceplance Letler
3. Tender Recommendaton Repart

Any questions plaase comarz me

Cheets

%o Awsley - Health SyaemInanveanon sag Irafceemant

14 +54 31 716 607

1732874-3 CLADHE « FAZ -Lefies of atceplance Lo Comtracine dook  “S/LTRORVET.E, GHADHG « Ko Awitea 2 - BRAT Comsbrusteon Cantraet FOF

derl Fd 3Gl I8 55

Counties Manukau District Health Board — Audit, Risk & Finance Committee Agenda


dadyk
Rectangle


Exhibits - Board Approvals Verification for Ko Awatea Stage 2

64

Project Monager’s Notes re: Vierbal discussion

PROJECT NOTES

GMP Sign Off and Acceptance

Date: 16™ March 2017

Email sent to SG 24/02 outlining process and approval

I 2 /02 briefing emall sent and meeting request for week of the 5 March.
Reply of “Excellent” received back.

Meeting zgreed with | =5l to make appointment, no

meeting.

Sent further text message on 10/03 reconfirming position of the confirmed Lumg Sum contract
to WK o reply by text.

Received phone cail fromBlll saying he would be in KA on 13/03 and we can meet then.

I > utlined final position and need to issue letter as per contract
and asked if he had discussed NN st5ted that he had discussed with Geraint and
that he was happy. We discussed the need to insure that we kicked back on any changes and he
required us to manage the contract conditions tightly. ! outlined start dates on site for Leighs.
Ron asked if they could start any earlier. | stated that at this stage thelr programed start was set
but would ask. We agreed to send acceptance letter on 13/03 unless | heard any different.

Sent text message 13/03 stating | would send acceptance letter as discussed unless | heard
othenwise. No reply.

Sent acceptance letter 13/03 as agreed,

Counties Manukau District Health Board ~ Audit, Risk & Finance Committee Agenda



CONFIDENTIAL — INFORMATION PAPER
Counties Manukau District Health Board

Audit Risk & Finance Committee
Ko Awatea Stage |l - Extension Contractor Procurement Process

Recommendation
Itis recommended that the Audit Risk and Finance Cammittee:
Receive the Ko Awatea Stage |l - Extension Contractor Procurement Process report.

Note the lessons learnt that can be applied to future procurements.

Prepared & Submitted by: Ramon Manzano, General Manager — Regional Internal Audit

Purpose

To inform the Audit, Risk and Finance Committee (Committee) of the results of Regional Internal Audit’s
(RIA) review of the Ko Awatea Stage Il - Extension Contractor Procurement Process.

Background

RIA was requested by the Committee to review the procurement process leading to the selection of the
main contractor for the construction of the Ko Awatea Stage Il Project. Leighs Construction had been
engaged for the construction project. From 1 February 2015 MBIE’s’ Government Rules of Sourcing
{'Rules’) became compulsory. Under Rule 72, Ko Awatea Stage I Project must apply the Rules to the
procurement process and there is no ‘opt out’ or exernption from this Rule.

Executive Summary

The objective of the audit is to determine whether there was a transparent, objective, independent and
fair process in the selection of the main contractor for Ko Awatea Stage Il.

Our review found elements of fair and transparent processes such as:
= Project Procurement process was advertised in accordance with the Rules on GETS?.

* The Methodology report and Procurement strategy were well written covering relevant aspects of a
procurement plan,

* The process was run in accordance with the Methodology report and Procurement strategy.

However, we observed some areas of the procurement process that could have been done better.
These were:

* Ministry of Business, Innovation and Employment

? The Rules apply:
a. To the procurement of goods or services ar refurbishment works, ara combination of goods or services or refurbishment warks, when
b. The maximum total estimated value of the procuremant meats or exceeds the valua threshold of $100,000 {exciuding GST).

* Government Electronic Tenders Service

Counties Manukau District Health 8oard — Audit Risk & Finance Committee Agenda 15 November 2017



= Following strictly the criteria for shortlisting suppliers to maintain fairness and compliance with
the Rules.

*  Setting clear scope and limits* to the decision making responsibilities of the various committees
overseeing the procurement process.

= Having complete documentation to support decisions. For example, conflict of interest forms
for four of the Ko Awatea Steering Group (sole approvers of significant procurement decisions)
were not completed.

* Staying within delegated financial authority (DFA). The Ko Awatea Steering Group .exceeded its
DFA by authorising the signing of the letter of acceptance without Board authorisation.

Conclusion

We issued our report to Management on 2 November 2017. We were unable to discuss our findings
with members of the Ko Awatea Steering Group as they are no longer employees of CMDHB. We
however obtained management responses from Facilities who are overseeing the construction.

The issues noted cannot be retrospectively rectified as the contract had already been awarded and
work commenced. However, lessons from this procurement activity can be applied to future projects
and have been shared with Facilities Managers and their responses are included in this report.

“Terms of Reference

Counties Manukau District Health Board — Audit Risk & Finance Committee Agenda 15 November 2017
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AUDIT
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AU DxT RE PORT Project Name: Ko Awatea Procurement Process R ! é{

Project ID: 027.014.000 REGIONAL

INTERNAL
AYDIT

EXECUTIVE SUMMARY
BACKGROUND
CBJECTIVES
SCOPE
OUT QOF SCOPE
AUDIT PROCEDURES
PROCUREMENT TIMELINE
SUMMARY OF FINDINGS
AUDIT CONCLUSION

ISSUES

2
2
2
3
3
3
4
a4
5
7

BACKGROUND
The Audit, Risk and Finance Committee (ARFC) approved the Terms-of-Reference (ToR) for the

audit of Ko Awatea on 2 April 2017. This included a review of the procurement process
feading to the selection of the main contracter for the construction of the Ko Awatea Stage II
Project. Leighs Construction had been engaged for this construction project.

The Government Rules of Sourcing (referred to in the report as '‘Rules’) became compulsery
for all DHBs from 1 February 2015. Under Rule 7° of the Rules, Ko Awatea Stage 11 Project
must apply the Rules to the procurement process.

Five essential principles promoting probity are:
1. Use of a competitive process wherever possible,
2. Transparency of the process.
3. Identification and resolution of conflicts of interests.
4. Fairness and impartiality.
5. Security and confidentiality.

OBJECTIVES

Determine whether there was a transparent, objective, independent and fair process in the
selection of the main contractor for Ko Awatea Stage 11.

! The Rules apply:
a. Tothe procurement of goods or services ar refurbishment werks, or a combination of goods or services or
refurbishment works, when
b, The maximum total estimated value of the procurement meets or exceeds the value threshold of $100,000
{excluding GST}.
Definition of refurbishment from the Rules - Refurbishment works cover renovating, repairing or extending an existing
construction. Refurbishment works does not include replacing a construction, That is deemed to be new construction.

Page 2 of 14
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INTERNAL

AUDIT

SCOPE

Our review focused on the procurement process for the main contractor of the Ko Awatea
Stage II extension leading to the engagement of Leighs Construction.

OUT OF SCOPE

We did not review the procurement process followed for the selection of consultants who were

engaged to run the procurement process of the Ko Awatea Stage II project.

AUDIT PROCEDURES

We have reviewed the following documentation provided by the Ko Awatea Project Manager:
= Procurement Methodology Report

=  Procurement Strategy Review

v The ROI?
= RFP?
=  Emails

*  Conflict of Interest Forms
= Receipt Registers

»  Notice to Tenderers {NTTs)
* Evaluation Score Sheets

»  We evaluated the above documentation against relevant procurement policy and
standards, such as: MBIE® Rules of Sourcing

»  OAG® Procurement Guidelines for Public Entities
» CMDHB Procurement Policy
= CMDHB Delegated Authority Policy

= CMDHB Effective Decision Making Manual For Management and Executive Governance,

2 Registration of Interest - A formal request from an agency asking potential suppliers to register their interest

In an cpportunity to supply specific goeds, services or works.

* Request For Tender - A formal request from an agency asking for offers from potentlal suppliers to supply clearly
defined goods or services or works.

4 Ministry of Business Innovation and Employment

* Office of the Auditor General

Page 3 of 14
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INTERKAL
AVDIT

PROCUREMENT TIMELINE

We determined the following procurement process timeline from the documentation reviewed:

Business Case issued 23 November 2015
Procurement Strategy Report issued 20 July 2016
Procurement Lead engaged 20 July 2016

ROI compieted 21 luly 2016

ROI on GETs 29 uly 2016

ROI closes 16 August 2016
Procurement panel evaluate ROIs. 22 August 2016
Suppliers to proceed to RFT approved 22 August 2016
Procurement Methodology Report issued 28 August 2016
RFT issued 30 August 2016
RFT closes 20 Septamber 2016
Tenders received electronically 20 September 2016
Evaluation of tenders 26 September 2016
Top two tenders interviewed 29 September 2016
Main contractor recommended & approved by Steering Group 3 October 2016
Acceptance letter sent 13 March 2017
Contract signed 12 July 2017

SUMMARY OF ISSUES

The following summarises the issues that were noted during our audit:

1. Suppliers that did not meet the shortlisting pre-conditions were still permitted to submit
tenders.

2, Terms of Reference were not prepared for the Steering Group involved in significant
procurement decisions.

3. Conflict of Interest Forms were not completed by all decision makers.
Ko Awatea Steering Group exceeded thelr Delegated Authority when awarding the
contract and giving the go ahead to commence the construction work.

5.  Procurement documentation for the project was not always retained.

Page 4 of 14
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AUDIT CONCLUSION

The procurement process for the main contractor of the Ko Awatea Stage II project had some
of the elements of a fair and transparent process, such as:

= The project procurement process for the main contractor was advertised in
accordance with the Rules on GETSS,

* The Methodology Report and the Procurement Strategy were well-written and
adequately covered relevant aspects of a procurement plan.

» The process was run in accordance with the Methodology Report and Procurement
Strategy.

However, we also observed a number of areas in the procurement process that could have
been done better, It is important that adequate documentation is maintained to display
robustness of the process followed. It is also important to follow the agreed criteria for
shortlisting of suppliers to maintain fairness and compliance with the Rules. As much as
possible, construction activity should only commence once there is a signed contract to avoid
any disputes or unnecessary costs in the future.

The purpose of our recommendations is twofold:
First, we want to increase the chances of selecting the right contractor.

Second, we want to have a robust procurement process that will withstand public
scrutiny.

We were unable to discuss our findings with the original Ko Awatea Management involved in
the Project as all had left CMDHB by the time we completed the review. However, we were
able to obtain comments frem the Facilities & Engineering Service and others involved in the
construction project.

The issues we had noted cannot be retrospectively rectified as the contract had been awarded
and work has commenced. However, lessons from this procurement activity can be applied to
future projects.

OVERALL MANAGEMENT COMMENTS
I - - Ci/ities, Engineering & Asset Management
= It is a matter of record that this project was not supported by Facilities (GS —~e-mails)
and that the previous DCE” & GM® Facilities were in conflict over Facilities exclusion
upecn this project.
= Facilities were not involved or engaged in the procurement process or the contracting
strategy (KAII & CMDHB Executives Sub-Committee)

& Government Electronic Tenders Service
? Deputy Chief Executive
8 General Manager
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AU DIT REPORT Project Name: Ko Awatea Procurement Process R E A

Project ID: 027.014.000 REGIONAL

INTERNAL
AUDIT

= Facilities GM's (both previous & current) challenged the KAII management processes
(master planning, governance, contractual, commercial and construction management
approach)

= Subsequent to a Board challenge on construction management processes (H&S) the

project was informally novated to Facilities Management

Hence the report referenced to a Facilities Management PM engagement in the procurement
process and to the disbanded FMP Committee®, would appear to be incorrect or
misrepresentations of the facts, Although I note we have subsequently taken over the project
we further requested official confirmation of this fact and key documentation on multiple

occasions.

I -:cna! Procurement Lead and Quantity Surveyor
The issues identified are minor and would not have altered the outcome of the process.

I --cilities & Engineering Services

General comment is the Procurement lead |, o< of the most experienced
construction procurement leads in the county for many years. He has acted for CMDHB for at
least 20 years and at time has acted as the independent auditor for the Board (a current role).

John Hanson, CMDHB Chief Legal Advisor

In passing I note, the guestion is really about whether the process was reasonable and fair
and substantially in line with the Rules/good practise (and by implication the tender
conditions). Any technical failings ought to be given limited weight, I am not passing any
judgment on the process here but simply suggesting that any full review take context into
proper account.

* Auditors note: The CMDHB Delegated Authority Policy, which is stil in use, references the FMP Committee.

Page 6 of 14


dadyk
Rectangle

dadyk
Rectangle

dadyk
Rectangle


AU D!T REPORT Project Name: Ko Awatea Procurement Process R E A

Project ID: 027.014.000 REGIDNAL

INTERNAL
AUDIT

1. Suppliers that did not meet the shortlisting pre-conditions were still permitted fo

submit tenders.

Criteria
Govérnment Rules of Sourcing Rufe. 37 Edition, 25.2:

Suppliers must rn_e%t all of the pre-conditions to be considered for the contract opportunity.

Application to agencies

The Rules are mandatory for the agencies listed in Rules 6.1 and 6.2, For these agencies,
where the Rules use the term must, the Rule is compulsory and non-compliance is a breach
of the Rules. Where the Rules use the term should, this indicates good practice,

Observation

The ROI closing date for submissions was 2pm on 16 August 2016. The pre-conditions °
included in the ROI for shortlisting to the RFT stage were the folfowing:

»  Proven track record in design build projects $8m and above
« Bank letter confirming they would provide the contractor with a $1 million bond
* Comprehensive Health and Safety Systems and track record*?

Four submissions were received from the following companies:

Company Name Time

NZ Strong (email) Thursday 11 August @ 11:20
Arrow International {N2) Ltd Tuesday 15% August @ 09:58
(email)

Lelghs Construction (email) Tuesday 157 August @ 10:52
Ebert Construction (GETs) Tuesday 15" August @ 11:58

We noted two instances at the ROI stage when a supplier did not meet the shortlisting criteria
before the closing date but was still permitted to preceed to the RFT stage,

= A supplier did not send a bank letter confirming the bank would provide the contractor
with a $1 million bond?*2, This was supplied 5 days after the closing of the ROI.

= Another supplier failed to supply documentation of a proven track record in build
projects $8 million and above!?,

0 gee Exhibit 160.

! The extant of interfaces with public and staff has considerable heaith and safety risks. The contractor selected needed
to prove they were well versed and experienced in constructing on a 24x%7 site.

2 gee Exhibits 160a, 160D & 161.
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The procurement lead, although being very specific about not shortlisting incomplete ROIs™,
aliowed the two suppliers to proceed to the RFT stage. This is not consistent with Rule 25.2 of
the Government Rules of Sourcing.

Implication
In the event that a procurement decision is challenged or subjected to a judicial review, any
instances of nen-compliance with the DHBs’ procurement policies or poorly defined

procurement processes and practices may potentially bring into question the integrity of the
entire procurement process.

Management Comments

I ~icrnal Procurement Lead and Quantity Surveyor

We only had four interested parties in a very busy market ~ it was the panel’s decision they
were all capable of executing the project. The ROI info was complete; the panel agreed to
accept later supply of some info and complied with the ROl which states *CMDHB may, at its
discretion, waive any informality or non-compliance with this ROT’.

I, - ciities

The ROI received four respondents. Would two have been rejected for what can only be
regarded as minor transgressions we would have been left with two, insufficient to meet our
minimum requirements for at least 3. So for commercial reasons, we take a pragmatic view.
Further, the Panel has discretionary powers that it can, by agreement, exercise. At the ROI
stage, where we are only getting together those capable of bidding, we traditionally take a
more conciliatory approach than at the RFP stage. So, if not all the information is provided,
then it is common practice to at least consider the response.

John Hanson, CMDHB Chief Legal Advisor

Discretion is available to the panel. This is an important point in any procurement. The terms
for any ROI/RFP almost unfailingly give a good deal of discretion to the Principal running the
process. The process must of course accord with the Rules of Sourcing or good public sector
procurement practise. Both give some degree of flexibility to Principal’s within the bounds of
fairmess requiring each respondent to be treated fairly.

Auditor's Response

Rule 25.2 is mandatory as shown in the agencies application of the use of ‘must’ in the Rule.

There is no ‘opt out’ clause once the pre-conditions are included in the Notice of Procurement.

13 See Exhibits 1602, 1600 & 160d,
¥ gee Exhibit 160.
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2. Terms of Reference were not prepared for the Steering Group involved in
significant procurement decisions.

Criteria

CMDHB Effective Decision Making Manual, For Management and Fxecutive Governance, section
3.3

‘Groups that are established to govern work programmes or services must have clear Terms of
References that describes the scope of decision making appropriate for that group*®.

Observations

Two groups were formed to facilitate the project’s procurement process.

= A Procurement Panel was formed to evaluate responses to the ROI and RFT for the Ko
Awatea Stage I project. The date the panel was formed is not clear from the
documents reviewed. A consultant was engaged to provide project advisory services,
including running the procurement'®, The Procurement Panel had a total of five
members which included three consuitants, the Ko Awatea Project Manager and a
Facllities Management Project Manager,

= A Steering Group was formed to oversee the procurement process of the Ko Awatea
Stage II project. This group was comprised mainly of the Deputy CEO and the Ko

Awatea Management team. The Steering Group approved the procurement processes
and documentation for the project,

The roles and responsibilities of the Procurement Panel were outlined in the Methodology

Report. However, the Ko Awatea Project Manager was unable to provide RIA with a TOR for
the Steering Group.

A TOR would typically illustrate the following:

= How members of the Procurement Panel were selected,

= The skill set of experience of the panel members,

= Whether third party agents were appointed to manage the procurement process.
= The roles and responsibilities of the Procurement Panel and Steering Group.

= The process and indicative timeline for the procurement process.

= Extent of decision making authority.

A TOR for the Steering Group involved in significant procurement decisions would also assist in

demonstrating that an accountable, transparent and fair process had been carried out.

Implication
Without a TOR, it is not possible to give assurance that the selection, appointment and
responsibilities executed by the Steering Group merabers were appropriate.

15 Gem Exhibit 184.
% See Exhibit 178.
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AUDIT REPORT Project Name: Ko Awatea Procurement Process R i A

Project ID: 027.014.000 REGIONAL

INTERNAL
AUDIT

3. COI forms were not completed by all decision makers.

Criteria
CMDHB Procurement Policy & Government Rules of Sourcing, Principle 5, "PLAY BY THE RULES

= Be accountable, transparent and reasonable.

«  Make sure everyone involved in the process acts responsibly, lawfully and with
integrity.

= Stay impartial - identify and manage conflicts of interest’,

Observation

The Ko Awatea Steering Group were the sole approvers of significant procurement decisions
for the project. This included approval of the following:

« The procurement method to be used.
» The ROI and RFT issued.
» Suppliers to proceed to the RFT stage.

=  Awarding the contract.

Only two of the six members in the Steering Group had completed conflict of interest forms.

Implication
Potential conflicts of interest that are not disclosed and managed could jeopardise the integrity

of the procurement process. This could lead to additional costs for the DHB if the procurement
process is scrapped due to probity issues.

Management Comment

I - crnal Procurement Lead and Quantity Surveyor
They were completed by the entire procurement panel.

Auditor’s Response

For clarification, the issue is related to the Ko Awatea Steering Group not the Procurement
Panel.
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AU DIT REPORT Project Name: Ko Awatea Procurement Process R I A

Project ID: 027.014.000 AEGIONAL

INTERNAL
AUDIT

4. Ko Awatea Steering Group exceeded their Delegated Authority when awarding the
contract and giving the go ahead to commence the construction work.

Criteria

CMDHB Delegated Authority Policy - Facilities Management Delegated Powers to Authorise
Financial Expenditure for Facilities Management and Capital Infrastructure Projects.

Authority to: Delegated to:
Board FMPY Finance CEO COOC or GM-
Committee Director Facilities

Approve CMDHB entering
into a specific capex contract
for greater than $2.5 million
for a project already
approved for execution by
the Board.

Yes No No No Na

Observation

Preliminary construction work for the Ko Awatea Stage II extension had commenced in
December 2016. The awarding of the contract and the go-ahead to commence the
construction was given by the Ko Awatea Steering Committee!®. There was no Board
approved contract around this time,

This is not in line with the CMDHB Delegated Authority (DA) Policy which stipulates that only
the Board can approve entering into a contract of such value.

Also the Letter of Acceptance®? was not signed until 13 March 2017. The letter was approved
cutside the CMDHB DA having been signed only by the Ko Awatea Project Manager,

The Board approved the contract only on 21 June 2017°C and signed it on 12 July 20172,

Implication

This practice is non-compliant with the CMDHB Deiegated Authority Paolicy.

A high value project commencing without a signed Letter of Acceptance or contract put
CMDHB at risk of incurring additional costs if any disputes had arisen,

Management Comments

I - i/ nal Procurement Lead and Quantity Surveyor

I have never seen this happen in 40 years, and the Procurement Methodology defined that a
fetter would be issued. In addition, no real risk to CMDHB in any part of the process, RQI 5ays;

7 Facilities Management Planning Committee has since been disbanded but the DA poticy still references this committee.
% gee Exhibit 165,

¥ gae Exhibit 57.

* See Exhibit 186.

2 see Exhibit 187,
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AUDIT REPORT Project Name: (o Awatea Procurement Process E E i A

Project ID: 027.014.000 REGIONAL

INTERNAL
AUDIT

Notwithstanding any other provisions in this ROI, and to the extent that CMDHB is
found to have any liability to Respondents on whatever basis, CMDHB’s fiability is, in
all circumstances, capped at $1.00,

It is acknowledged that CMDHB is at liberty, at any time, to terminate the ROI/Tender
process or to negotiate an agreement with a party other than through the process
identified herein.

I -iiitics Management

~The issue of the contract award letter confirms a contract is in place (that is aiso John
Hanson’s view). All the full contract sign does is ensure that there is absolutely no
disagreement on all the conditions. What forms the contract should already be known and
stated. It is very common practice to commence works well ahead of the signing of the
compiled contract, the compilation of that documentation is very time extensive and sadly
often contracts are not fully signed off for many months. Our standard conditions required the
contracts to be signed before the first payment however it is often CMDHB itself that is in
default, It would be highly unusual to wait to the commencement of work before the document
is signed off - it would result in months of delay. It is apparent the auditor has little
understanding of this practice that to my knowledge has been so for a generation.

John Hanson, CMDHB Chief Legal Advisor
I reiterate Chester’s point on the contract. While it is dependent on the conditions of tender

etc., typically the letter of award is an acceptance. Once that happens both parties are bound
to each other. That is what happened here.

Auditor’'s Response

We agree with the Chief Legal Advisor's opinion that the Letter of Acceptance bounds both
parties. However, the issue is the absence of authorisation by the Board to enter into a
construction agreement either by a Letter of Acceptance or a Contract.

The fact remains, the Letter of Acceptance was signed without Board approval and that work
commenced before either was signed.
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Project Name: Ko Awatea Procurement Process ¥
Project ID: 027.014.000

AUDIT REPORT RE

REGIONAL
INTERNAL
AUDAT

5. Procurement documentation for the project was not always retained.

Criteria

CMDHE Procurement Policy, Record Keeping:

7.1 Accurate records relating to procurement actlvities, contract negotiations and any
resultant contracts must be generated, retained and stored so that they are readily
accessible for the purposes of audit, review and publication where required.

7.2 Disposal of records is subject to the authorisation of the Chief Archivist in
accordance with the Public Records Act 2005.’

Observation

Some documentation relevant to the procurement of the Ko Awatea Stage 1T project was not
created and retained. This includes the following:

»  Conflict of interest forms for the Ko Awatea Steering Group
= One of the individua| evaluation score sheets for the RFT

* Minutes for tenderer interviews or presentations.

Implication

In the event that procurement decision is challenged or subjected to further review, it could be
difficult to support the procurement decision made by Management.

Management Comment

I =2/ Procurement Lead and Quantity Surveyor

1 am only aware of 1 itern — my separate RFT score was not kept as T used this to insert the
scores of the other panel members, The final agreed panel score was kept.

One sheet, but the agreed panel score is the only relevant score (refer Methodology).

There was no ROI briefing and only a site visit for the RFT,

The Recommendation report was issued within a few days of the interviews, and the record of
the interview was directly recorded in the recommendation report {(and no separate record was
deemed required}. On 29 September 2016, the Tender Panel interviewed the two tenderers,
The purpose of the interview was to enable each tenderer to present its team, programme,
methodology, and clarify issues identified and advised by the Panel to the tenderers to be
addressed at the interview. Each tenderer gave a presentation, followed by questions, Overall,
each interview was allotted one hour. Immediately after the interviews, the Panel discussed
their observations against each of the attributes, and each panel member was given the
opportunity to adjust their non-priced attribute scores that had been based on the information

preceding the interviews, On completion of the interviews and scoring review, the attributes
scores were:
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AUDIT

1. NZ Strong 70%
2. Lleighs 80%

The panel scoring process is industry standard to support selection decisions.
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COUNTIES

MANUKAU
HEALTH

28 June 2017

Michael Hundleby
Director Critical Projects
Ministry of Health

E-mail: Michael Hundleby@moh.govt.nz

Dear Michael

As previously discussed, | wish to notify you of a capital project and related funding arrangement,
which it appears should have been sent 1o the National Capital Investment Committee (CIC).

On 2 December 2015, the Counties Manukau Board received a paper and Business Case, including
concept plans, preliminary report and total cost summary, for a facility to expand Ko Awates, to
incorporate patient learning, tiered lecture theatre, teaching spaces and office space. it was noted
that various options were still under consideration, but the final proposal would be within the $10M
capital funding limit for the Board.

The proposed capital cost was $7.62M for patient learning, teaching space, tiered lecture theatre,
administration space and parking. However, approval was sought for up to $9.9M if a research
institute could be included within the capital cap of $10MM,

Approval was given for the intent within this capital constraint to support this expansion of Ko
Awatea. Approval was also given to the Chief Executive and Deputy Chief Executive to negotiate the
funding source. Two possible funding options were noted - $5M p.a. from existing capital/cashflow
resources, to be prioritised against other capital requests, or a sale and leaseback of operating
assets, negotiated and prepared in draft at that stage.

On 10 February 2016, the Board received a decision paper regarding the Ko Awatea expansion and
noted redrafted usage of space and an updated capital cost of $9.895M. A Steering Committee was
formed and a procurement process was followed over several months in 2016.

Cn 7 September 2016, a Capital Expenditure Request for $9.895M for the Ko Awatea extension was
autharised by the Chair of the Board. A preferred contractor was selected and a letter of acceptance
for the construction contract was issued to the contractor on the 13 March 2017. However, neither
the construction contract, nor the design contract, had been taken to, or signed off by the former
Board in 2016, and the new Board, which had been appointed in December 2016, had no knowledge
of it. The construction contract was signed by the contractor and forwarded to the Chief Executive
for signature on 31 March 2017. It remained unsigned by CMDHB at the time the Chief Executive
was replaced by the current Acting Chief Executive on 24 April 2017. Construction has already
commenced on 31 March 2017, and preliminary payments had been made by CMDHB to the
contractor. tegal advice obtained on 9 May 2017 confirmed that the contract was legally binding

Counties Manukau District Health Board
19 Lambie Drive, Manukau, Auckiand 2104 | Private Bag 94052, Manukau, Auckland 2241
T:09 276 0000 | cmdhb.org.nz



even though still unsigned by CMDHB, and Board execution of the contract documentation was
recommended.

The construction contract to the value of $8,457,778, exclusive of GST, went ta the CMDHB Audit
Risk & Finance Committee on 31 May 2017, and it was recommended that it go forward to the 21
June Board Meeting for signatura, This duly occurred on 21 June 2017,

In the meantime, there has been detailed analysis just finalised of the costs of the project. This
indicates that the costs of the project will have clearly exceeded $10M by the time it is completed,
and the current estimate is that the final total cost will be $11,964,800.

The components of this total cost are as follows:

Construction Sum $6,601,556
Design Sum $464,533
Preliminaries Sum 5927,478
Margin Sum $364,211
Provisionals Sum $100,000
Total: 58,457,778
AV Egquipment & Data Installation $550,000
FF&E $457,000
Plant Room $30,000
Consent & Consultants Fees 51,523,198
Contingency $54,024
CMH Capitalised Costs (Clerk of Works & PM) $248,000
Building Total: 511,320,000
Car Park Replacement $644,800
Building & Carpark Replacement Combined $11,964,800

The additional costs, taking the overall cost of the project over the $10M limit, could reasonably have
been foreseen at the time of the initial Board approval, and certainly should have become apparent
to the Steering Group in the course of the procurement process and project implementation during
2016. [t is therefore my view that the project should have been referred to the National CIC for
consideration and approval before it commenced, and certainly before the construction contract
came into effect. it was obviously too late to rectify this by the time | and the current Board became
aware of the situation, as CMDHB was by then already bound by the contract.

An additional issue to bring to your attention is the sale and leaseback, which is being used to finance

the project. Under this sale and leaseback arrangement implemented on 29 January 2017, 29 items
of clinical equipment were purchased for the ‘original asset costs’, being $9,978,195. CMDHB is
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required to make an interim payment then quarterly lease payments over the four year term of the
lease, bringing the total amount payable by CMDHMB under the lease agreement to $10,407,812, At
the end of the term, CMDHB must either return the assets to the purchaser, or enter into a new
lease agreement with them. An additional commitment of some sort at the end of the four year
term seems inevitable, given the nature of the assets. On 19 May 2017, we received a legal opinion
that as the [ease agreement results in commitments with a net present value of mare than $10M, the
lease agreement should have also been submitted to CIC. However, it was obviously too late for us
to do that by the time | and the Board became aware of this, as the sale and leaseback had already
occurred.

| am unsure of the usual procedure when approval processes have not been followed in these
circumstances. However, | have assumed that you should at least be made aware of these matters,
which should have been referrad to CIC for approval. Lester Levy, as Chair, is also going to notify the
Chair of CIC.

{ assure you that moving forward, the current executive team and Board at CMDHMB will make every
endeavour to ensure that all matters requiring CIC approval are referred in a timely manner.

Yours sincerely

7 5
L . _
(.f
Dr Gloria Johnson
Acting Chief Executive
cc: Dr Lester Levy, Board Chairman
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waancAit: At a

133 Molesworth Street
PO Box 5013
Wellington 6140

New Zealand

T+64 4 496 2000

30 June 2017

Dr Gloria Johnson
Acting Chief Executive
Counties Manukau DHB
Private Bag 94052
Manukau

Auckland 2241

Gloria.johnson@middlemore.co.nz

Dear Gloria
Thank you for your letter dated 28 June 2017.

It is very disappointing to learn Counties Manukau DHB has significantly breached the
rules around Capital Investment Commitiee approvals. This is especially troubling for a
DHB assessed as having an "A" rating under Treasury's Investor Confidence Rating
framework.

We recognise once the current Chair and Acting CEO became aware of this you
immediately investigated cancelling the relevant contracts but this was not possible.
We also recognise you have at your own volition brought this o our attention and have
put in processes to provide assurance that there cannot be a repeat of this.

The financial review the Ministry will commission at your DHB's request may also
identify further steps that can be taken to prevent this happening again.

Thank you again for notifying us of this breach.

Kind regards

Michael Hundleby
Director Critical Projects

cc: Dr Lester Levy, Board Chairman



