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C1tY OF ORLANDO

MEMORANDUM

To: Byron W. Brooks, Chief Administrative Officer
Rebecca W. Sutton, Chief Financial Officer
Alan R. Oyler, Public Works Department Director
Roger D. Neiswender, Director of Transportation
Thomas R. Connery, Capital Improvement & Infrastructure Division Manager
Alana C. Brenner, City Clerk

From: Beryl H. Davis, CPA, CGFM, Director
Office of Audit Services and Management Support

Dates: Exit Conference: July 29, August 11, and August 14, 2008
Release: October 16, 2008

Subject: Audit of Contract Processes (Report No. 09-02)

In accordance with our annual operations plan, the Office of Audit Services and
Management Support has performed an audit of contract processes of City government.
The objective of our audit was to determine the adequacy of City Policies and
Procedures and internal controls over major City contracts.

We conducted this audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit
objectives. We did not test the accuracy of data gathered from computer-based
resources but, rather, utilized the information to make a judgmental selection of
payments for testing.

The scope of this audit included construction-related contracts performed within the
Public Works Department, contracts related to City real estate acquisitions, and other
major contracts based on dollar amounts expended. We reviewed the adequacy of and
compliance with appropriate City Code, City Policies and Procedures and internal
controls o v e r t h e tr@t award/acquisitiom, creation, oversight and renewal
processes.

The Exhibit on page 45-46 lists the 24 contracts we selected for testing. All of these
contracts were active during the fiscal year ended September 30, 2007; most of them
spanned multiple years.

We did not test contracts related to cash receipts or non-monetary contracts. We did not
test contractorsGperformance but, rather, the procedures followed by City personnel.
Our scope did not include a review of all procedures that may apply to contracts, but
focused on selected procedures as outlined in the Background section of this report.



Based upon our tests and inquiries we determined that, on the whole, City Policies and
Procedures and internal controls are adequate to ensure that contracts are in place if
required; they are properly procured/awarded; and they are created in accordance with
appropriate policies. However, we found some exceptions during our testing and this
report identifies a number of recommendations to improve controls over City contracts.

Our examination confirmed a need for greater coordination of the procurement and
fiscal aspects of the contracts management processes. As provided by City Code, most of
t he City édated mravuremant dctivity comes under the oversight of either the
Director of Purchasing or the Public Works Director. As there is limited guidance in City
Policies and Procedures for the complex procurement-related decisions overseen within
the Public Works Department, many of the recommendations in this report are linked to
the need to provide such policies and procedures. Further, in conjunction with the
transfer of the Office of Purchasing and Materials Management to the Finance
Department planned for October 1, 2008, we believe that this would be an opportune
time for a global review of alloft he Ci t yés pr oc Wesuggeshthatther oces s
Chief Administrative Officer and the Chief Financial Officer evaluate and work with the
Departments and Offices involved in procurement to determine the most effective
procurement processes Citywide.

We would like to express our appreciation to the City employees consulted during this
audit for their courtesy and cooperation.

BHD/am

c: Honorable Buddy Dyer, Mayor
Mayanne Downs, City Attorney
Jody M. Litchford, Deputy City Attorney
Kevin J. Edmonds, Deputy Chief Administrative Officer
Deborah D. Girard, Deputy Chief Administrative Officer
Conrad C. Cross, Chief Information Officer
Laurie J. Botts, Real Estate Division Manager
Jon D. Mead, Director of Purchasing and Materials Management
Charles A. Ramdatt, Transportation Engineering Division Manager
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EXECUTIVE SUMMARY

Obijectives and The objective of our audit of contract processes was to
SCOPE  determine the adequacy of City Policies and Procedures and
internal controls over major City contracts, based on dollar

amounts expended.

The scope of our testing included: construction-related
contracts performed within the Public Works Department;
contracts related to City real estate acquisitions; and other

major contracts.

We did not test contracts related to cash receipts or non-
monetary contracts. We did not test the performance by
contractors but, rather, the procedures followed by City
personnel. Our scope did not include a review of all
procedures that may apply to contracts, but focused on
selected procedures as outlined in the Background section of

this report.

Methodology ~ Our methodology included a review of the adequacy of and
compliance with appropriate City Code, City Policies and
Proceduresandint er nal control s ovel
award/acquisition, creation, oversight and renewal processes.
We tested seven major Public Works contracts, five Real
Estate acquisitions, and twelve major City contracts (ten
payees). We used data obtained through the Technology
Management Division to determine the parties that received
payments exceeding $2 millio
bank account during fiscal year 2007, to assist with making

the selection for testing.
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Conclusions

Create City Policies
and Procedures for
CIID

Page 18

Utilize a Project

Charter to Specify

the Allocation of

Project Duties
between CIID and its
Clients

Page 22

Based upon our tests and inquiries we determined that, on the
whole, City Policies and Procedures and internal controls are
adequate to ensure that contracts are in place if required; they
are properly procured/awarded; and they are created in
accordance with appropriate policies. However, we found
some exceptions during our testing and this report identifies a
number of recommendations to improve controls over City

contracts.

CAPITAL IMPROVEMENT AND INFRASTRUCTURE
CONTRACTS 1T ADMINISTRATI ON

City Code exempts the acquisition of construction-related
services from the procurement processes of the Office of
Purchasing and allows the Public Works Director to create
such processes. For construction-related procurement, City
Policies and Procedures contain limited guidance over the
Capital | mprovement andCID)f r
operational and oversight processes. We recommend that the
Public Works Director establish City Policies and Procedures
to inform and guide departments that CIID serves, regarding

contract creation, management, and fiscal oversight.

When project design, procurement, management, monitoring,
or fiscal responsibilities (traditionally performed by CIID) are
instead divided between CIID and a client, City Policies and
Procedures do not indicate how this should occur, nor has
CliDadopted a Aproject chart el
documentation for this purpose. We also found that there is a
changing dynamic in the provision of construction

improvements, and a need for clarification of the duties in

Audit of Contract Processes 4



these projects. We recommend that the CIID Division
Manager adopt a project charter or other guidance to be used
when project responsibilities are divided between CIID and its

clients.

Review CIID 6 s R Related to the above circumstance where project
Billed to Clients and

) _ responsibilities are divided between CIID and its clients, we
Service Mix

learned that CIID has reservations regarding clients that wish
Page 23 {4 take on some of the duties typically performed by CIID.

This affectsCIID6s r evenues. As anCIID
is required to bill its clients enough to pay for its personnel
and other costs. The revenue brought to CIID for its services is
based on hours worked by Project or Construction Managers;
fiscal and administrative management services are not billed.
In addition, workflow and other aspects of such projects may

no longer be under the control of CIID management.

We recommend that the CIID Division Manager review and
discuss with the Public Works Director: (1) the formulas for
pricing CIID services to clients; (2) the mix of services it
provides to clients; and (3) the resources to provide the
needed services. The Public Works Director should discuss the
services and pricing for <cer
Department Directors and, if necessary, the CAO and the
CFO.

Create City Policies City Policies and Procedures
and Procedures for

Transp ortation . .
Department ~ recommend that the Director of Transportation develop and

operations, such as contract responsibilities or operations. We

bage 25 adopt City Policies and Procedures regarding Transportation
age
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Department functions and responsibilities.

Produce Contract CIID does not presently have an effective method to create
Data and Reports for

and maintain a comprehensive list of contracts and projects in
Management

progress with dollar amounts being managed. We recommend
Page 26 that CIID produce contract data about all CIID contracts and

projects for management review.

CAPITAL IMPROVEMENT AND INFRASTRUCTURE
CONTRACTST MANAGEMENT

Create Toolsto ~ Numerous steps are required to create and execute
Document Key Steps

professional services and construction contracts. These
Performed

contracts involve complex work and laws, often continue over
Page 28 1ong periods of time, and are subject to changes in oversight
personnel. This causes a risk that some procedures might not

be performed or timely performed.

We believe that controls and efficiency could be improved,
thus possibly saving time and dollars, by adopting systematic
methods such as checklists to document that all appropriate
steps are timely performed. Ideally, checklists would outline
and document what is done for each contract through all its
stages. We recommend that CIID create tools to document key
steps that are performed and monitored by the Project

Managers, Construction Managers, Inspectors, and others.

Update Project ClIDhas posted on the Cityds

Information |+ ¢ ny esent the status for eac
Regularly on the _ _ . .
Cityos ' brojects. However, we determined that the list of projects and
contracts is not complete, and in several instances the data
Page 29
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Ensure that Fiscal

Data Submitted to

Council for Contracts

and Amendments is
Complete

Page 31

Develop a System for
Submission of
Contract -Relat ed
Documents to the
City Clerk

Page 32

was not up to date. We recommend that the CIID Division
efficiently capture and post
information about all CIID managed projects and contracts on

a regular basis.

It is important for departments requesting approval for
contracts to provide the fiscal and efficiency information
required by the City Council Agenda Item form. We noted the
explanations that CIID presented on the face of the City
Council Agenda Item form gave a general description and
amount for the contract or amendment being presented, but
did not include the contract history. On the Fiscal Impact
Statement we also noted that future maintenance or operating

costs generally were not shown.

To make data more accessible to City Council, we recommend
that the Public Works Director ensure that the City Council
Agenda Item form includes the original contract amount and
all previously approved revision amounts. Also, CIID should
fully utilize the Fiscal Impact Statement to disclose needed

contract fiscal information for City Council.

We found some examples of contracts and amendments not
being attached to City Council Agenda Item forms for
convenient reference. We also found other occurrences that
led to the conclusion that procedures should be adopted to
ensure City Council receives the necessary information for
approval and to assist the C

necessary contract-related documents.

We recommend that the City Clerk assistt he Ci ty /
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Define the
Requirements for
Designating and
Utilizing Contingency
Amounts

Page 34

Office in developing a system and guidance to ensure that the
Clerkbés office receivVves-reated

documents.

City Council often approves
above the contract price for construction contracts, generally
for unforeseen circumstances, to allow for Change Orders to
be approved by the Public Works Director, as timely approvals
for changes may be needed to avoid costly consequences. In
addition, it is not unusual for construction-related contracts
to include amounts within the contract price that are
designated as Aowner control
generally to allow the City to make changes during the course
of the contract performance. Before either type of contingency
is used, the contractor is required to justify and have it
approved by CIID management and the Public Works

Director.

The contingency amounts tend to range from $100,000 to
over $2 million, and generally are greater than the $50,000
that the Director of Purchasing is generally allowed to approve
for other types of contracts. Although a 10% contingency is
common in government, some jurisdictions have a 5% limit.
We also noted that a 10% contingency amount is sometimes

approved for contracts entered by Purchasing.

We recommend that CAO and the CFO ensure that City
Policies and Procedures define the requirements for
designating and utilizing contingency amounts for City
contracts including any requ

bal anc evalpragesp.r o
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Define the Conditions
for Renewal or
Extension of
Consultant
Agreements

Page 38

Ensure Change
Orders and Change
Requests are Timely
Processed

Page 39

Some firms have been awarded contracts which are then
extended for many years. While no improprieties were noted,
the incorporation of standardized terms and conditions for
renewal would provide direction to staff for the issuance and
renewal of contracts. We recommend that the CAO and the
CFO ensure that City Policies and Procedures: delineate when
a Change Order is appropriate to perform additional work
within the contract scope; and clearly define the conditions

for extension of consultant agreements.

Change Orders (amendments to construction contract
provisions) and Change Requests (interim documents
combined to create Change Orders) must be approved by the
contractor and several CIID management levels before
proceeding with the change. We learned that it is a best
practice to have these change documents approved by all
levels very quickly after they are identified, and before the
associated work is performed. We found instances of
substantial delays in: approvals by CIID personnel, grouping
of Change Requests to create Change Orders, and submission

of Change Requests by the contractor.

We recommend that the CAO and the CFO ensure that City
Policies and Procedures provide guidance to determine dollar
limits, timeframes and approvals to process Change Orders
and Change Requests, and provide that Change Requests are

properly approved before related work is performed.
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Provide for Rapid
Response Contract
Approvals and
Accountability

Page 41

Conduct Post Mortem
Review of Contract
Activities

Page 42

Revise Policy to
Provide for Certified
Staff Appraisals

Continuing Rapid Response Construction or Repair firms
have been approved periodically by City Council since January
2002, to be available if the City has urgent work to be
performed. We found that the contracts for this purpose
expired in July 2007 and new contracts were not brought to
City Council for approval until November 2007. Over a seven
year period through April 2008, a total of $8 million in Rapid
Response funding has been approved by City Council. We
found that there has been no accounting to City Council of the

amounts spent or why the work that occurred could not have
been bid.

We recommend that the Public Works Director ensure that
City Policies and Procedures are established regarding the
solicitation, awarding, documentation, approval, funding,
accountability, and reporting for amounts spent for Rapid

Response contracts.

Postproject r evi ews, known as pro
often used to compare project planned results to project
actual results. CIID current practices do not include the use of
post mortems but Division Management believes their use
could be quite beneficial. We recommend that the CIID
Division Manager institute fipost mortemoreviews of contract

activities.

REAL ESTATE CONTRACTS

City Policy indicates the minimum information needed to
determine a market value for real estate acquisitions. In one

instance tested we were informed that concurrence from the

Audit of Contract Processes 10



Page 43 CFO and Mayor was obtained as required, but was not
documented in writing. In two other instances, we found that
the Real Estate Division had certified appraisers on staff able
to determine the appraised values without securing an
independent appraiser to estimate the market values. Current
policy does not recognize th

resources for performing market valuations.

We recommend that the CFO revise City Policies and
Procedures to provide an approval process for certified
appraisal staff or an independent appraiser to determine the

market value of real estate acquisitions.

Audit of Contract Processes 11



BACKGROUND

The City of Orlando is party to a considerable number of contracts. Numerous City Code
provisions and City Policies and Procedures govern the contract award, creation,
oversight and renewal processes. City Code Chapter 7, Purchasing Code, establishes the
basic requirements for methods of source selection, competitive and non-competitive
procurement, types and modification of contracts, and certain rights of the City. Chapter
7 applies to every expenditure of public funds unless exempted, and establishes the
Office of Purchasing and Materials Management (Purchasing) as the procuring
organization for the City. Section 7.13 notes other specified types of supplies/services
shall not be procured through Purchasing, but shall be procured in accordance with the
requirements of City Code. Construction-related and real estate expenditures fall into
this exempted area.

According to City Policy and Procedure 161.3:
TheCi t y At t o restablishes ad@ifiidtrativegpolicies and procedures as concerns
all contracts entered into by the City of Orlando. Each department, division or office is
responsible to ensure compliance with the policy when a written contract is required by
either party or whenever any property owned, leased, or controlled by the City is used for
any non-City p u r p o £xrept ag¢enumerated in this City Policy, all contracts and
signed agreements entered into by the City must be individually approved by City
Council prior to execution.

All contracts created for a particular purpose, and all form contracts requiring City
Council approval, must be reviewed by the City At t o r nffécy forappiOval as to form
and legality prior to submittal to City Council or execution by the requesting Office.

We based our selection of contracts upon dollars expended. Our selection included
contracts entered under Section 7.13 of City Code (construction, engineering, and land
contracts), contracts facilitated by Purchasing, and contracts authorized by specific
action of the City Council. We selected major contracts for testing as follows:

(1) Seven contracts from among the largest projects in progress by the Capital
Improvements and Infrastructure Division (CIID) during FY 2007. We selected
contracts judgmentally to examine the practices for a variety of capital
improvement types, contract types, procurement methods, Project Managers,
and clients;

(2) Five contracts from the largest acquisitions made by the Real Estate Division
during FY 2007; and

Audit of Contract Processes 12



(3) Twelve contractsf r om t he Ci tyds mai n asaqeordedin then g
Cityods f i nan gstemlduriagctF¥ soomusingrpgyment information
obtained through the Technology Management Division. We selected
judgmentally from the 39 payees paid more than $2 million, to learn the
practices of a variety of City units that have responsibilities for contracts.

A list of contracts tested during this audit is shown in the Exhibit on pages 45-46.

We reviewed, where applicable, whether the selected contracts were:

e selected competitively or non-competitively in accordance with City Code and City
Policies and Procedures;

e reasonable in the number of years in their terms;

e reviewed by the City Attorney before executed;

e approved by City Council and the Fiscal Impact Statement was present;

e executed by the City Clerk if requiring City Council approval;

e executed (or renewed) before the vendor/contractor began (or continued) work or
payments were made;

e inclusive of provisions for reimbursable expenses, minority and women-owned
businesses, living wages, Davis-Bacon wages, apprenticeships, health benefits,
insurance requirements, and the right to audit records;

e monitored by the Project Manager in accordance with City Policy;

e in reasonable agreement, when completed, with the total amounts paid by the City
and with the Fiscal Impact Statement;

e correctly paid with regard to retainage, escrow and deposit amounts;

e maintained in the proper location;

e monitored by the Office of Purchasing if an annual contract;

e monitored by the Minority/Women Business Enterprise Office; and

e entered in accordance with City Policy for real estate, to include negotiation,
valuation, approval, and closing by the proper parties.

Audit of Contract Processes 13
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SUMMARY OF RECOMMENDATIONS AND RESPONSES

RECOMMENDATIONS AUDITEE
RESPONSES
Each recommendation is classified wi
HIGH represents a control risk or needed improvement requiring

immediate attention.

MEDIUM represents a control risk or needed improvement requiring
attention in the next year.

LOW represents a process improvement that can be addressed at
management 6s discretion.

1. The Public Works Director should establish City Policies and Procedures Partially

to inform and guide departments that CIID serves, regarding contract Concur
creation, management, and fiscal responsibilities and practices.
(MEDIUM)

2. The CIID Division Manager should update manuals for Project Concur

Managers, Construction Managers and Standard Specifications and
have them approved by the Public Works Director. (MEDIUM)

3. The CIID Division Manager should adopt a project charter or other Concur
guidance to be used when project responsibilities are divided between
CIID and its clients. (HIGH)

4. The CIID Division Manager should review and discuss with the Public Concur
Works Director: (1) the formulas for pricing CIID services to clients; (2)
the mix of services it provides to clients; and (3) the resources to provide
the needed services. (MEDIUM)

5. The Director of Transportation should develop and adopt City Policies Concur
and Procedures regarding Transportation Department functions and
responsibilities. (MEDIUM)

6. The CIID Division Manager should produce comprehensive, accurate Concur
and timely data and reports about all CIID contracts and projects for
management review. (MEDIUM)

Audit of Contract Processes 14



10.

11.

12.

13.

14.

RECOMMENDATIONS AUDITEE

RESPONSES
The CIID Division Manager should create tools such as checklists to Concur
document key steps that are performed and monitored by the Project
Managers, Construction Managers, Inspectors, Fiscal Manager, and
Division Manager. (MEDIUM)
The CIID Division Manager should efficiently capture and post on the Concur

Cityos ,dNateglartbasis, updated information about all CIID
managed projects and contracts, and include information about CIID0 s
mission and services. (LOW)

The Public Works Director should ensure that City Council Agenda Item Partially
fiscal information includes the original contract amount and all Concur
previously approved revision amounts. (HIGH)

The CIID Division Manager should ensure that staff fully utilize the Partially
Fiscal Impact Statement to incorporate useful disclosures of contract Concur
fiscal information to City Council. (HIGH)

The City Clerk should assistt he Ci ty At tinodevalegpingas +  Concur
system and guidance to ensure tha
appropriate contract-related documents. (MEDIUM)

The CAO and the CFO should ensure that City Policies and Procedures Partially
define the requirements for designating and utilizing contingency Concur
amounts for City contracts includ

bal anced app (MEDIWM) process.

The CAO and the CFO should ensure that City Policies and Procedures: Concur
(1) delineate when a Change Order or amendment to an existing

contract is appropriate to perform the additional work within the

contract scope; and (2) define the approval processes needed, along with

required disclosures to City Council. (MEDIUM)

The CAO and the CFO should ensure that City Policies and Procedures Partially
clearly define the conditions for renewal or extension of consultant Concur
agreements. (MEDIUM)

Audit of Contract Processes 15



15.

16.

17.

18.

RECOMMENDATIONS

The Public Works Director should ensure that City Policies and
Procedures provide guidance to determine dollar limits, timeframes and
approvals needed to process Change Orders and Change Requests, and
provide that Change Requests are properly approved before related
work is performed. (MEDIUM)

The Public Works Director should ensure that City Policies and
Procedures are established regarding the solicitation, awarding,
documentation, approval, funding, accountability, and reporting for
amounts spent for Rapid Response contracts. (MEDIUM)

The CIID Division Manager should institute a post mortem process to
apply lessons learned from each major contract. (MEDIUM)

The CFO should revise City Policies and Procedures to provide an
approval process for certified appraisal staff or an independent
appraiser to determine the market value of real estate acquisitions.
(MEDIUM)

AUDITEE
RESPONSES

Partially
Concur

Concur

Concur

Concur

Audit of Contract Processes
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| SSUES AND RECOMMENDATIONS

Objectives and  The objective of our audit of contract processes was to
SCOPe  {etermine the adequacy of City Policies and Procedures and
internal controls over major City contracts, based on dollar

amounts expended.

The scope of our testing included: construction-related contracts
performed within the Public Works Department; contracts
related to City real estate acquisitions; and other major

contracts.

We did not test contracts related to cash receipts or non-
monetary contracts. We did not test the performance by
contractors but, rather, the procedures followed by City
personnel. Our scope did not include a review of all procedures
that may apply to contracts, but focused on selected procedures

as outlined in the Background section of this report.

Methodology Our methodology included a review of the adequacy of and
compliance with appropriate City Code, City Policies and
Procedures and internal cont
award/acquisition, creation, oversight and renewal processes.
We tested seven major Public Works contracts, five Real
Estate acquisitions, and twelve major City contracts (ten
payees). We used data obtained through the Technology
Management Division to determine the parties that received
payments exceeding $2 millio
bank account during fiscal year 2007, to assist with making
the selection for testing. We did not test the accuracy of data
gathered from computer-based resources but, rather, utilized
the information to make a judgmental selection of payments

for testing.

Audit of Contract Processes 17



Conclusions Based upon our tests and inquiries we determined that, on the
whole, City Policies and Procedures and internal controls are
adequate to ensure that contracts are in place if required; they
are properly procured/awarded; and they are created in
accordance with appropriate policies. However, we found
some exceptions during our testing and this report identifies a
number of recommendations to improve controls over City

contracts.

CAPITAL | MPROVEMENT AND | NFRASTRUCTURE CONTRACTS T
ADMINISTRATIO N

Create City The Capital Improvements and Infrastructure Division (CIID)
Policies and is responsible for managing the extensive contracts for the
Procedures for Ci t mpudtismillion dollar capital projects. We tested seven
CIlID . . .
contracts to review the most relevant and key provisions of
City Code and City Policies and Procedures applicable to
contracts and CIID.

For guidance on the procurement of construction and related
professional services, CIID utilizes City Code Section 77, which
governs procurement Citywide. City Code Section 7.13 states
thatcertai n Asupplies/ services st
the [Office] of Purchasing and Materials Management, but
shall nevertheless be procured, wherever applicable, in
accordance with the requiren
procurement categories that City Code exempts from
procurement by Purchasing and assigns to Public Works to
procure are: Architectural Services, Construction, Engineering
Services, Land Surveying Services, and Landscape
Architectural Services. We should note that the expression in
City Code, fi \werever applicable,d0 al | ows t he |
Director, through CIID, to exercise a wide range of discretion
in procurement. In addition, there is limited guidance in City
Policies and Procedures guiding the operations and oversight
of the procurement and management processes used by CIID.

City Policies and Procedures provide the following contract
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procurement and management guidance to CIID:

¢ 1100.1 Organization and Policy for Public Works, which
indicates that Public Works is responsible for planning,
designing, and constructingt h e  @ublicypjects and that
Public Works is involved in procurement through several
modes, as it advises on, manages, solicits, reviews, and develops
the Cityods desi gn a.®idce o3nwhénr L
this Policywas | ast amend e dtjvitid® abelbderc
reorganized; therefore, the Policy does not mention the Capital
Improvements and Infrastructure Division, and it refers to the
Transportation Engineering Division, which has since been
transferred to the Transportation Department.

e 133.2 Consultant Selection i Engineers, Architects, Landscape
Architects and Land Surveyors, which reflects the requirements
of Florida Statute 287.055 regarding the acquisition of
professional architectural, engineering, landscape architectural,
or surveying and mapping services. This statute is commonly
known as the fAConsultantsobr Cc
CCNA.

¢ 133.3 Reimbursable Expenses, which regulates the expenses of
consultants that may be charged in addition to services
rendered under a contract.

e 133.4 Cost Control, which requires the Project Managers to
review invoices.

e 133.5 Selection of Firms Providing Construction Services and
Construction-Related Professional Services, which guides
procurement for consultant agreements not governed by Policy
133.2 and CCNA.

Although procurement requirements are outlined in the above
policies to comply with statutory provisions, guidance in City
Policies and Procedures does not address the numerous and
complex procurement-related decisions overseen within the
Public Works Department. Several procurement-related
recommendations follow in this report.

CIID not only performs procurement, it also performs
complex operational services. Because of the limited guidance
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the above policies and procedures provide, we believe that
CIID needs a set of City Policies and Procedures beyond those
stated above, to establish in more detail how it: designs,
manages, monitors and controls its contracts and projects;
utilizes and administers City Code, and addresses
circumstances unique to CIID. City Policies and Procedures
over CIID operations should function to provide guidance and
consistent application to personnel of other departments that
use the services of CIID.

In particular, we found the following conditions support the
need for complete City Policies and Procedures for CIID:

¢ City Policies and Procedures have not been established
regardinghow CIID6 s pr oj ect and cont
construction management and fiscal management services are
to be performed or monitored.

e The guidance given to Project Managers is limited to the brief
section regarding cost control in City Policy 133.4.

e City Policies and Procedures do not specifically inform CIIDO s
clients i other City departments and divisions i what services
CIID performs or what procedures must be followed during the
contractingprocess. Thi s causes some f
conducted with the clientso
since the familiarity of the
procurement and contract requirements varies.

We recommend that the Public Works Director establish City
Policies and Procedures to provide a full range of guidelines
that outline appropriately how CIID manages the primary
functions of its operation, and how other departments are
expected to operate in their relations with CIID. Several of the
issues and recommendations in this report further indicate
contract management matters that should be placed in City
Policies and Procedures for accountability, clarity and
uniformity.

Recommendation 1. We recommend that the Public Works Director establish City
Policies and Procedures to inform and guide departments that
CIID serves, regarding contract creation, management, and
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fiscal responsibilities and practices.

Response  Partially Concur. We agree that the Public Works related
Policies and Procedures (P&P) should be updated to reflect
the addition of the CIID Division. We also agree that
instructional documents should be prepared for CIID
employees, outlining their responsibilities for contract
management. We do not, however, agree that the two should
be combined in a policy. It is our position that detailed
instructions for employees should be contained in internal
operating documents, like those referenced in
recommendation 2 below, not P&P.

Update CIID 6  The CIID Division has three internal policy manuals: Project
Internal Policy Managerds Manual (January 20
Manuals  panual (May 1, 1990), and Standard Specifications for Road,

Bridge and Utility Construction manual (1991). We found that
these manuals cover a number of important areas and are
somewhat helpful. However, the manuals are also incomplete
and do not reflect new procedures currently being performed.
They are not up to date with respect to current laws and
regulations, the best practices and technologies developed by
CIID and its peers, and the forms and checklists needed to
support the Divisionbs actiywv

We acknowledge that a succession of organizational changes
and limited staff time have contributed to the manuals not
being regularly updated. However, there are several possible
methods to accomplish the updates, perhaps by prioritizing
sections for completion over a period of time, requesting staff
to contribute tools they have developed, and/or assigning
sections to various individuals.

We recommend that CIID update its internal manuals. The
use of up to date internal policies and procedures and
professional manuals enhances management control. The
inclusion in these manuals of any new forms, tools, and
references to City Policies and Procedures, City Code, Florida
statutes, and professional regulations could be a valuable aid
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Recommendation 2.

Response

Utilize a Project

Charter to Specify

the Allocation of

Project Duties

between CIID and
Clients

to assist CIID staff in effectively performing their duties.

We recommend that the CIID Division Manager update
manuals for Project Managers, Construction Managers and
Standard Specifications and have them approved by the
Public Works Director.

Concur. We agree that the internal operating policies should
be brought up to date and formalized to serve as an SOP for
CIID employees.

We found instances when project design, procurement,
management, monitoring, or fiscal responsibilities are divided
between CIID and a client. In most cases, CIID provides all of
these services, and City Policies and Procedures do not
indicate how any sharing of responsibilities can or should
occur. One possible method to clearly delineate
responsibilities among the affected parties is through a
Aproject charter. o We obseryv
responsibilities varies from client to client and depends upon
factors such as the amount of technical knowledge the client
staff possesses, and thetkl:]i
state regulatory and funding bodies. CIID has not adopted a
project charter or other form of written documentation stating
how the responsibilities are to be divided.

In a road construction contract we tested, we found that the
duties for design, fiscal responsibility, and contact with the
Florida Department of Transportation (FDOT), were divided
between CIID and the Transportation Department
(Transportation). Personnel of both parties expressed a need
for clarification of the duties and better communications. We
were informed that Transportation has been enlarging its
project management role and would like to continue to utilize
CIID for significant aspects of the project, construction and
fiscal management. The Director of Transportation is not
designated by City Code to procure construction-related
services. Although Transportation personnel have become
involved in procurement aspects of the contract, we are told
that they obtain approval of each procurement from the
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Recommendation 3.

Response

Revi ew

Rates Billed to
Clients and
Service Mix

Public Works Director.

We recommend that CIID utilize a project charter or other
suitable documentation to delineate project responsibilities
more effectively when project responsibilities are allocated
between itself and its clients. The Public Works Director and
CIID Division Manager should discuss with the Director of
Transportation and Transportation Engineering Division
Manager how to best document any allocation of duties
between CIID and Transportation personnel.

We recommend that the CIID Division Manager adopt a
project charter or other guidance to be used when project
responsibilities are divided between CIID and its clients.

Concur. We concur that a document delineating CIID and
client responsibilities makes sense. The document should
include anticipated rates and charges, personnel assignments
and client contact information.

Related to the above circumstance where project
responsibilities are shared between CIID and its clients, we
learned that CIID has reservations regarding clients that wish
to take on some of CIlIDG6s tr
an Internal Service fund and its operational funding is
provided through billing clients for their services. CIID is
concerned that the recent assumption of responsibilities by
clients affects its ability to bill them enough to pay for its
personnel and other costs.

Transportation has begun to perform the entire design and
project management functions for some projects and to then
transfer responsibility for construction management oversight
to CIID. This change impacts CIID and may cause: a lesser
amount of project management services and related revenues;
a continued or greater need for CIID construction
management and fiscal management personnel to coordinate
with Transportation; and any other effects of having aspects
of the projects no longer under the direct control of the CIID
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Division Manager.

There may be important reasons why Transportation should
take primary responsibility on transportation construction
projects, primarily the significant role played by FDOT in
many of the Cityds transport
Il mpacts of Transportationos
should be considered and planned for by CIID.

For many years CIID has been the primary party responsible
for project design, management and construction expertise
and has staffed the Division with talented managers to meet
such responsibilities. The present trend to bifurcate these
duties can result in different procedures for similar functions
evolving in two different departments. A method is already
needed to keep the procedures of both departments aligned as
much as possible and follow one model in order to promote
compliance with City Code, City Policies and Procedures,
statutes, and contract provisions. This is also important to
avoid confusion in dealings with the consultants and
contractors hired to perform design and construction duties
for the City.

The following examples of the present division of duties,
which we observed while testing a road construction contract,
illustrate the need for coordination regarding services
performed and related billings:

e A Project Manager in Transportation began the project
management process with design and communications with
FDOT; then a Project Manager in CIID was assigned oversight
of the project during construction.

e An engineering firm was contracted to be the Construction
Manager. Reports from this Construction Manager must be
signed off by a CIID Construction Manager (employee) who was
not involved in the initial stages of the contract with the
engineering firm.

e CII D fiscal personnel proces:t
construction contractorso Apfg
CIID is paying overtime to its limited fiscal personnel to meet
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Recommendation 4.

Response

Create City
Policies and
Procedures for
Transportation
Department

all deadlines. CIID revenue is based on hours worked by Project
or Construction Managers; fiscal services are not directly billed.

e Transportation is submitting the Applications for Payment to
FDOT, along with other required documentation provided by
both CIID and Transportation

responses.

e The ClII D Division Manager ds r
but increased in others, as coordination becomes a greater need;
however, the Division nbdtdireetlyg e r
billed.

We recommend that the CIID Division Manager and Fiscal
Manager review the current methods for pricing CIID services
to clients, and consider the mix of services it currently
provides to clients. Strategies for adequately funding CIID
should be discussed with the Public Works Director, including
the impacts currently created by Transportation. Then, the
Public Works Director should discuss the services and pricing
for Transportation projects with the Director of
Transportation. Any organizational and budgetary proposals
resulting from these discussions should be discussed with the
CAO and the CFO.

We recommend that the CIID Division Manager review and
discuss with the Public Works Director: (1) the formulas for
pricing CIID services to clients; (2) the mix of services it
provides to clients; and (3) the resources to provide the
needed services.

Concur. This will be included in the document being produced
as a result of Recommendation 3. Public Works will establish
prices for all manner of services and the client will be made
aware of what charges will accrue to their project.

The Transportation Department was formed in 2005 from the
former Transportation Planning, Transportation Engineering,
and Parking Divisions, which had been located in the City
Planning Division and Public Works Department.
Transportation has been involved in the planning, project
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Recommendation 5.

Response

Produce Contract
Data and Reports
for Management

management, grant management and fiscal management of
road design and construction contracts, as well contracts to
serve pedestrian and other modes of transportation. We
located one City Policy and Procedure concerning
Transportation Planning under the heading of City Planning,
and found that this procedure does not discuss performance
of Transportationd6s contract

While the lack of formal policies may be attributed to the
relatively new creation of the department, we suggest that
such City Policies and Procedures would assist Transportation
staff, as well as those units which interact with it, to perform
effectively and efficiently in all areas of contract management
and operations. We recommend that appropriate City Policies
and Procedures for Transportation be created to ensure the
most effective management of professional service and
construction contracts, corresponding with the discussion
earlier in this report.

We recommend that the Director of Transportation develop
and adopt City Policies and Procedures regarding
Transportation Department functions and responsibilities.

Concur. The policies and procedures will be developed by the
three Division Manager s uThde
Transportation Engineering Division Manager will be the lead
coordinator of this effort.

We found that CIID does not have a method to create and
maintain a comprehensive list of contracts and projects in
progress with dollar amounts managed. The Public Works
Department Fis ¢ a | Manager indicate
accounting system does not provide reports that provide
detail over the entire life of the contracts.

Fiscal personnel prepare an individual Excel spreadsheet for
each construction or engineering contract, to track the
numerous payments to each contractor, calculate the current
amounts due for work performed, materials used and changes
in retainage, make journal entries, and ensure budgets are not
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Recommendation 6.

Response

exceeded. However, we found that they do not provide these
spreadsheets on a regular basis to the CIID Division Manager
or have procedures to provide periodic fiscal and management
reports aggregating this information for all open contracts.
Also, we found several instances in which the spreadsheets
were not utilized consistently, making it difficult to reconcile
the amounts on the spreadsheets with the amounts in the

il nvoices from contractors an
system.

We believe that lack of this reporting puts CIID managers at a
disadvantage and that utilizing an effective software
application designed to provide management information
could greatly improve the ability and efficiency of the Project
Managers and the Division Manager to oversee the contracts.
We are aware that construction contractors handling costly
projects maintain management information through software,
and it seems that CIID should have a similar capability to
meet its great responsibilities.

We were informed that the Technology Management Division
(TMD) agreed to support a software application that could
produce needed management data and be adapted to work
with the Cityés financial ac
acquired, staff time must be invested to implement and
maintain the software; therefore, planning and perhaps some
transitional resources would be required.

We recommend that the CIID Division Manager continue
efforts to collect comprehensive, accurate data about all the
contracts and projects it manages and obtain useful
management reports. Any software selection should take into
account implementation costs and any resources needed to
effectively utilize the product.

We recommend that the CIID Division Manager produce
comprehensive, accurate and timely data and reports about all
CIID contracts and projects for management review.

Concur. Public Works management staff previously identified
this problem and recently procured a comprehensive project
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management/fiscal software package that should address this
recommendation in its entirety.

CAPITAL | MPROVEMENT AND | NFRASTRUCTURE CONTRACTST MANAGEMENT

Create Tools to
Document Key
Steps Performed

Numerous steps are required to create and execute
professional services or construction contracts. In addition,
the contracts often continue over long periods of time and are
subject to changes in oversight personnel. Because of the
complexity of the work being performed and the requirements
for entering into and managing the contracts, there is a risk
that some procedures might not be performed or not be
timely performed. We believe that controls and efficiency
could be improved, thus possibly saving time and dollars, by
adopting systematic visual methods to document that all
appropriate steps are timely performed, and give reasons for
necessary steps not being performed or delayed.

Our tests showed that the majority of the tested procedures
were performed and timely. However, we found exceptions in
the processes for contract awards, management and
monitoring, and fiscal management. The most important of
these findings are shown in this report.

As an example, we found instances in which a design-build
contract and a professional engineering agreement were not
executed before work was performed, which is not in
accordance with City Policy. Although these situations
occurred in previous years, a systematic method has not been
developed for CIID personnel to ensure the contracts are
signed timely. In order to reduce risk and maintain goodwill
between the City and the contractors, a method such as a
checklist or tickler could be developed to ensure timely
execution of contracts.

To improve management controls and promote efficiency, we
offer the following suggestions:
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e Contract award process i Create a more comprehensive
checklist to document performance of bid or Request for
Proposal (RFP) requirements.

e Contract management and monitoring process - Consider
utilizing the Project File Index as a foundation for a checklist,
adding columns to record information such as due dates,
responsible personnel, and completion of the required
procedure or document. This could aid personnel to efficiently
perform and oversee contracts throughout their terms, and
serve as a long-term summary of actions taken on the project.

e Fiscal management process - The basic procedures fiscal
personnel typically perform should be outlined to enhance
oversight and efficiency, and to serve as a guide and as
documentation that these procedures are performed. For
example, a checklist, sign-off or calendar system could ensure
that periodic fiscal management steps are performed and
reviewed, and that important fiscal and budgetary information
is provided to or received from Project Managers when
scheduled.

Ideally, the checklists taken together would outline and
document what is done for each contract from beginning to
end.

Recommendation 7. We recommend that the CIID Division Manager create tools
such as checklists to document key steps that are performed
and monitored by the Project Managers, Construction
Managers, Inspectors, Fiscal Manager, and Division Manager.

Response  Concur. This will be accomplished as part of updating the
manuals referenced in Recommendation 2.

Update Project CIID is aware that various users have an interest in seeing
Information information about the contracts and projects it manages.
Regularly on the These users include City Commissioners, taxpayers, neighbors

Cityos in the vicinity of the projects, and current and prospective
consul tants and contractors.
one is able to find a chart of data posted by CIID, preceded by
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Recommendation 8.

these statements: i
of each of the City
tabl e that |l i sts al

This page
6s curren
| of t he

However, we found that some data for projects was not up to
date. This became apparent when we tried to compare data for
projects in progress on the Web to a separate list of projects in
progress provided to us by CIID. Although the data for both
lists was supposed to be effective for the fiscal year ended
September 30, 2007, the lists did not include all the same
projects. CIID personnel could not provide a complete list of
the projects underway with accurate budget and contract
amounts.

As a specific example, project data for one of the contracts we
tested had not been updated since February 2007. The
construction contract value was listed as $3.5 million;
whereas the amended March 2008 construction contract
amount was over $5.5 million. Although the project budget
was listed as $6 million, there is no indication of the other
project costs. In this case, a reader could not determine if the
project was within budget or not.

In addition, some other divisions within Public Works have
posted on the Citybds Website
mission, services and responsibilities. We did not locate
similar information about CI
such information could be a useful means of communicating

i mportant information to use

We recommend that CIID determine an efficient way to
capture information about its projects and contracts in
progress and update the construction project information on
the Cityds Website regularly
place a statement of its mission, services and responsibilities
on the Cityds Website.

We recommend that the CIID Division Manager efficiently
capture and post on the City
updated information about all CIID managed projects and
contracts, and include infmr
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Response

Ensure that Fiscal
Data Submitted to
Council for
Contracts and
Amendments is
Complet e

Recommendation 9.

services.

Concur. The CIID Division Manager has already taken steps to
accomplish this. The division administrative assistant has
been tasked with obtaining the information from the
appropriate staff and updating the website monthly.

The City Council Agenda Item form requires fiscal and
efficiency data to be included on its face. We believe it is
important for transparency that the requesting departments
provide this required information, so City Council may easily
determine what it is considering for approval.

We noted that the explanations that CIID presented to City
Council on the face of the City Council Agenda Item form
usually gave a general description of the project, contract
and/or amendment, and stated the basic amount being
requested for approval. However, we found that, in the case of
two contracts with several amendments, the amendment
history was not given on the face of the City Council Agenda
Item form. The significance of these observations is that CIID
does not have a uniform procedure to provide to City Council
easily understood information about contracts that continue
over long periods of time. We recommend that CIID include
in City Council Agenda Item forms a summary of all
previously approved contract revisions.

A Fiscal Impact Statement is also attached to the City Council
Agenda Item to show current costs as well as annual recurring
costs and one time future year costs. Generally the future
maintenance or operating costs were not shown on the Fiscal
Impact Statement for the contracts we reviewed. We also
found wide variability in the way the amounts for CIID
contracts were presented in the Fiscal Impact Statements. We
recommend that CIID staff fully utilize the Fiscal Impact
Statements to provide needed data.

We recommend that the Public Works Director ensure that
City Council Agenda Item fiscal information includes the
original contract amount and all previously approved revision
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Response

Recommendation 10.

Response

Develop a System
for Submission of
Contract -Related
Documents to the
City Clerk

amounts.

Partially Concur. We concur that the project authorization
history should be included on a City Council item. We do not
concur that this information should be included in the
summary section of the form. To comply with the intent of the
recommendation, staff will include an attachment to the
council item, detailing all of the previous contract
amendments, their cost and will include a brief description of
services provided for each.

We recommend that the CIID Division Manager ensure that
staff fully utilize the Fiscal Impact Statement to incorporate
needed disclosures of contract fiscal information to City
Council.

Partially Concur. Staff will include operating data when such
is available from the client.

During our tests of contracts, we found that there are some
issues with contract originators attaching contracts and
amendments to the City Council Agenda Item forms and thus
making them available for review by Council before they are
approved. We also |l earned th
sometimes must expend a good deal of effort to track down
executed contracts (that is, contracts approved by Council and
signed by officials, indicating the agreements are completed).
There Iis a Amissing document
Clerkodés office is actively r
and Procedure 161.3G and City Code Chapter 2, the City
Clerkés of fice s hotvattdthatregtimi n
City Council approval, for safekeeping and public record.
However, City Policy does not direct City units as to exactly
how and when to execute and return the contracts. Therefore,
we suggest that the City Clerk provide this guidance.

The various City units submitting City Council Agenda Item
forms are expected to attach any necessary documents to the
forms. Recently, the Clerkos
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what is needed by City Council has been attached prior to the
item being acted upon. However, we found three instances in
which the agreements were not attached to the City Council
Agenda Item form for approval. In these cases, City Council
did not have the advantage of convenient access to these
agreements before they were approved. Also, in one of these

Il nstances, the City Clerkos
agreement we requested.

We should note that the portion of a construction contract
that is generally attached to a City Council Agenda Item form
isoftenentitte d fiAgr eement, 0 but th
hundreds of pages and perhaps not practical to attach in full.
During our testing of contracts, the City attorney for CIID
advised that language could be included in the City Council
Agenda Item form to notify Council and other users that only
the Agreement section is attached, and where the remainder
of the construction contract is on file and may be viewed. We
also learned through inquiry that the lengthier contracts from
Purchasing often are not attached to City Council Agenda
Item forms, although certain pages regarding the prices are
attached.

I n addition, we were informe
maintain Change Orders related to construction contracts,
except on the occasions when City Council must approve
them. Change Orders effectively act as amendments of
existing contracts, so we suggest that Policy indicate who is
responsible to preserve the executed Change Orders.

We recommend t hat asdishtkeCiGl er k 6
At t or n e yto deterthind thebest methods and provide
City Policy to guide City units and personnel who submit City
Council Agenda Item forms and contracts to ensure all related
documents are included for approval by City Council. Also,
practical guidance to ensure that fully executed contracts are
returned to the Clerkoés offi
as well as the responsibility for maintaining executed Change
Orders.
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Recommendation 11.

Response

Define the
Requirements for
Designating and
Utilizing
Contingency
Amounts

We recommend that the City Clerk assistt he Ci ty /
Office in developing a system and guidance to ensure that the
Clerkés office receives-refated
documents.

Concur.

We noted that it is a common practice for Public Works to
request, and City Council to
above the contract price for construction contracts, generally
for unforeseen circumstances.

Also, it is not unusual for amounts to be designated internally
within the comwmerctc qomtircel lae
amounts. The internal owner controlled contingency is
generally utilized to allow the owner of the contract to make
changes during the course of the contract performance, and it
often exists in addition to the contingency amounts discussed
above which are above the contract price.

The purpose of contingency amounts is to allow for Change
Orders to be approved by an official, generally by CIID
managers including the Public Works Director, up to the
maximum amount of the contingency, without the need for
further approval from City Council. In either case, the
contractor is required to justify the use of any of the
contingency amounts and have this approved by CIID
personnel before it is used.

The amount of the contingency tends to be 10% of the contract
price, although we saw some other amounts approved. The
Citybés construction contract
million to over $20 million; contingency amounts, therefore,
tend to range from $100,000 to over $2 million. This is far
greater than the $50,000 that the Director of Purchasing is
allowed to approve for other types of contracts. We should
note that the contingency amount is approved by City Council,
and that three other managers in CIID review and approve
eachuseofcont i ngenci es before the
approval. However, no further explanation or reporting to
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Recommendation 12.

Response

Council is currently required to note whether the contingency
is used. Governments tend to approve large contingency
amounts for construction-related contracts because time is of
the essence and approvals for changes are needed in a timely
fashion to avoid costly cons
could take two to four weeks to get City Council approval,
which could cause a serious and costly delay.

We inquired about the contingency amount allowed for
construction contracts at Orange County and found that it is
5%. In addition, the use of contingencies must be approved by
the Purchasing Manager if greater than $50,000. We noted
that a contingency amount of 10% is sometimes approved for
contracts other than those controlled by Public Works.

Regardless as to what percentage of contingency over the
stated contract price is better, we recommend that City Policy
be created to define how much and in what situations a
contingency percentage or amount for contracts should be
requested from City Council. The Policy should also require a
Acheck and balancedo approval
use of the contingency amounts to the CAO or CFO, on a case-
by-case basis or when certain thresholds (dollars or
percentages) are met. This could add a greater measure of
oversight to the contingency utilization process.

We recommend that the CAO and the CFO ensure that City
Policies and Procedures define the requirements for
designating and utilizing contingency amounts for City
contracts including any requ
bal ancedo approval process.

Partially concur. The CAO has established the following
procedure for setting and accessing project contingency for
projects procured through and managed by Public Works.
Contingency amounts will be included in the project
authorization submitted for Council approval and shall be set
at no greater than 10% of the contract value, unless first
approved by the CAO. The Public Works Director will
continue to have authority, as granted by City Council, to
access the full contingency amount for project change orders;
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Delineate when a
Change Order is
within the
Contract Scope
and Define the
Approval Process

however, CAO approval will be needed for individual change
orders in excess of $50,000 and/or when the cumulative
change order amounts exceed 10% of the project contingency.
Any increase in contingency must be approved by City
Council.

This procedure will be conveyed to the Public Works Director
via a memo directive; no changes are planned to P&P.

We noted two situations in which contracts were awarded for
work related to an existing project but were not specified in
the original RFP or Invitation to Bid. If contracts were
awarded for unrelated work without competitive procedures
being followed, they could be considered a violation of City
Code and City Policy. We believe further written guidance is
needed for the process of awarding additional work not
specified in an original Invitation to Bid or RFP under a
construction contract.

In the first situation, a company had been awarded a contract
as a construction manager at risk (CMAR) to construct a
stormwater management facility consisting of two connected
ponds. Near the completion date of the stormwater facility, a
fifth amendment to the contract was awarded to allow the
CMAR to perform what was ter
i mprovements, 06 which were no
for the contract, on the acreage where the stormwater facility
had been built. The park improvements included two new
fountains, landscaping, sidewalks, site lighting, irrigation, and
other amenities. The price was $707,240.

We were informed by CIID personnel of the reasoning for this
award method. They concluded that it was the best route to
avoid the delay expected if a new RFP were issued. The
CMARG6s role included request
elementsdt he park construction a
Project Manager for this contract reviewed the reasonableness
of the bids by comparing them to other work being performed
for CIID and by inquiring of other contractors familiar with
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Recommendation 13.

this type of work. Because t
small portion of the cost ($100,930, or 15% of the total), CIID
did not believe a new RFP process was warranted for the
additional work.

In the second situation, additional work was granted to the
contractor that performed th
under the Iron Bridge Rerating and Expansion project. This
work was determined to be done as a Change Order to the
original project, not as a new procurement. The additional
work was not specified in the scope of the original contract;
however, Public Works reasoned that it served the overall
purpose of the original project. The decision to grant the
contractor this work was bas
would be savings in cost, time and expertise, due to the
lengthy bid process and the contractor being already
mobilized. We were also told that the amount to be paid for
the contractorod6s services wa
the materials, which was verified.

We realize that these two si
the original contract and project, and possibly were justified.
They illustrate the professional judgment that CIID must
frequently exercise to ensure the most efficient and cost-
effective contract execution. However, having identified two
such situations in the six construction contracts we reviewed,
we believe that CIID should have policy about how to
independently determine, gain approval and document such
decisions so that project files contain all information if such
decisions are questioned.

To ensure that CIID fully documents its determinations, we
believe that there should be guidance in Policies and
Procedures about: appropriate documentation of the
reasoning when additional work is determined not to be out of
scope and not requiring routine bid and proposal procedures;
those responsible for this determination; and appropriate
approval processes and disclosure to City Council.

We recommend that the CAO and the CFO ensure that City

Audit of Contract Processes

37



Response

Define the
Conditions for
Renewal or
Extension of
Consultant
Agreements

Policies and Procedures: (1) delineate when a Change Order or
amendment to an existing contract is appropriate to perform
the additional work within the contract scope; and (2) define
the approval processes needed, along with required
disclosures to City Council.

Concur. The Public Works director will prepare a policy and
procedure section to govern the change order process as it
relates to out of scope work additions for projects procured
through and managed by Public Works. The Purchasing
Official (or Purchasing Manager) will advise on all other
contracts.

We found that some firms are awarded contracts whose terms
are then extended for many years. For one contract reviewed,
the project was complex and was expected to last many years,
and there were changes in technology and City requirements
along the way. The contract and its amendments lasted from
2001 through 2008. Progress on the project was documented
in a general fashion on the City Council Agenda Item form in
nine approved amendments. We did not find that it was
improper to utilize the consultant for this length of time, given
the complexity of the project. Also, we acknowledge that
terminating a consultant after a pre-determined number of
years, issuing a new RFP, and starting over again could have
costly repercussions.

City Code 7.26, Multiterm Contracts, allows any period of
time deemed to be in the best interest of the City by including
the term of the contract and conditions of renewal or
extension, if any, in the solicitation. We did not find the term
of the contract or conditions for renewal or extension of this
contract in the 2000 solicitation for this consultant.

We recommend that City Policies and Procedures be
established to guide the decisions made about the appropriate
number of years for consultant contracts, and to periodically
document the reasoning to renew or extend consultant
contracts.
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Recommendation 14.

Response

Ensure Change
Orders and
Change Requests
are Timely
Processed

We recommend that the CAO and the CFO ensure that City
Policies and Procedures clearly define the conditions for
renewal or extension of consultant agreements.

Partially Concur. Chapter 7.26 of the City Code allows the City
to set contract times that are deemed to be in the best interest
of the City. Continuing services contracts will have a term of
two years with a one year extension. The estimated term for a
specific purpose contract will be reflected in the City Council
item initially authorizing the work. Subsequent contract
amendments must be approved by Council. The project work
authorization history will be attached to the Council item as
set forth in Recommendation 9.

As Chapter 7 already has language that addresses this matter,
no changes are planned to P&P.

Change Orders are, essentially, amendments to construction
contracts to change specified provisions, such as materials or
processes to be performed. Change Requests are interim
changes that are combined to create Change Orders. Both
Change Orders and Change Requests are elements that
Aamendo the original contrac
signed by the contractor and various levels of CIID
management, from the Construction Manager to the Public
Works Director. They tend to be discussed and informally
agreed upon before being placed in writing.

When we reviewed this area, we found the following
conditions:

e In one contract, Change Requests were approved by the
Construction Manager in August 2007, but they were not
signed by other management levels until March 2008.

e In one contract there were over 80 Change Requests with
only four Change Orders, indicating that the Change
Requests were possibly accumulated over a period of
weeks or months before being combined into Change
Orders. Approval of some of the Change Requests dated in
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Recommendation 15.

Response

2006 was not indicated by CIID management until
February 2007.

e On a contract nearing completion, the contractor had
delayed submitting numerous Change Requests related to
events that occurred months before, apparently because of
mul tiple changes in the co
case the Citybs Conensideringt i
whether the contractor had forfeited its right to approval
of the delayed requests.

We were told CIID has informally established a practice to
accumulate Change Requests up to around $10,000 then to
process the related Change Orders. This could help to resolve
questions, timely authorize work, and ensure funds are
available if needed. We learned that it is a best practice to
process Change Requests and Change Orders and have them
approved by all levels very quickly after they are identified.
Generally, Change Requests should be approved by the
highest responsible official before the associated work is
performed. We believe that CIID should state in City Policies
and Procedures its requirements for the processing of Change
Requests and Change Orders, such as dollar limits,
timeframes, and approvals.

We recommend that the Public Works Director ensure that
City Policies and Procedures provide guidance to determine
dollar limits, timeframes, and approvals needed to process
Change Orders and Change Requests, and provide that
Change Requests are properly approved before related work is
performed.

Partially concur. We believe this is a continuation of
Recommendation 2, updating the SOPs for the CIID
employees. Timing on change requests and change orders can
be established as an internal operating policy by the Public
Works Director, PW Fiscal Manager and CIID Division
Manager. We do not believe that this level of detail was
intended to be memorialized in P&P.
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Provide for Rapid
Response C ontract
Approvals and
Accountability

A special type of continuing service agreement is utilized for
AContinuing Rapid Response C
Response firms have been approved periodically by City
Council since January 2002 to be available if the City has
urgent work to be performed. The scope of work could
include, but is not limited to: 1) internal grouting and soil
stabilization; 2) roadway construction and road surface

repair; 3) T.V. video, inspection, repair and replacement of
drainage wells; 4) storm and sanitary sewer repair and
replacement; and 5 ) general construction services.

At present, ten firms with various types of expertise are
approved under contract to the City. We found that contracts
expired in July 2007 and new contracts were not completed
and brought to Council for approval until November 2007.
This indicates that a method should be created to ensure that
renewals are timely and new contracts executed before the
expiration date.

Since the beginning of 2002 through April 2008, a total of $8
million in Rapid Response funding has been approved by City
Council. The funding for Rapid Response projects is added in
$1 million increments to a spending account used by the
Public Works Director. The Public Works Director is
authorized to issue orders for Rapid Response work not to
exceed $1 million in the aggregate. We found that there has
been no accounting to City Council of the amounts spent or
documentation of why the work that occurred could not have
been competitively bid.

We believe that each time Council is requested to replenish
the Rapid Response funds, CIID should provide historical
data, for instances of Rapid Response work involving over
$50,000. This information sh
name, amount paid, purpose of the expenditure and the
reason why it could not have been bid. We suggest $50,000
because this is generally the maximum the Public Works
Director or Purchasing Director may spend without City
Council approval.

Audit of Contract Processes

41



Recommendation 16.

Response

Conduct Post
Mortem Review of
Contract Activities

City Code provides for procurement without competitive
procedures under specified circumstances and it appears that
the Rapid Response practices could generally qualify under
these specified circumstances. However, we believe it would
be most helpful if City Policy is established regarding
awarding Rapid Response contracts, required documentation,
timely City Council approval, an appropriate amount of
funding, and accountability and reporting for amounts spent.

We recommend that the Public Works Director ensure that
City Policies and Procedures are established regarding the
solicitation, awarding, documentation, approval, funding,
accountability, and reporting for amounts spent for Rapid
Response contracts.

Concur. The Public Works Director will prepare a policy and
procedure section to govern the rapid response contracts.

Post project reviews, known
used in government and corporate environments to compare
the planning phase to the actual results of major contracts and
projects and analyze the outcomes. Indicators are reviewed
such as the cost, management experiences, consultant and
contractor performance, client satisfaction, and the ability for
existing resources, policies or procedures to support
upcoming projects. All of these indicators, in one form or
another, are components of contract management.

CIID does not have a practice to hold post mortems on
completed contracts or projects, but the Division Manager has
indicated a desire to do so. He believes that the post mortem
would be most effective by including not only the involved
CIID staff, but also a representative from the client, the
consultant and the contractor.

We are aware that, when large dollars are involved, the post
mortem process is invaluable to harness the accumulated
experience of participants who perform contract management
work on a repeated basis. Use of the post mortem can
heighten effectiveness, efficiency and cost control on an
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Recommendation 17.

Response

Revise Policy to
Provide for

Certi fied Staff
Appraisals

ongoing basis.

We recommend that CIID conduct a post mortem at the end
of each major contract or project, including the involved CIID
personnel and the client division, consultant and construction
contractor personnel, and apply lessons learned to future
contracts and projects.

We recommend that the CIID Division Manager institute a
post mortem process to apply lessons learned from each
major contract.

Concur. The CIID Division Manager will institute a post
mortem process.

REAL ESTATE CONTRACTS

City Policy 433.1 identifies the minimum information needed
to determine a market value for real estate acquisitions. We
learned that the City Policy was adopted before the City
position of Real Estate Appraiser was established, and that
there are currently two certified appraisers in the Real Estate
Division, including the Real Estate Manager.

During our testing of the selected real estate transactions, we
noted the following:

e A contract for $214,00071 Policy states that, for market
values less than $300,000 and more than $75,000, the
Real Estate Manager is directed to use industry norms to
estimate market value with the concurrence of both the
CFO and the Mayor. We were told that this concurrence
was obtained but was not documented in writing.

e Two contracts for $750,000 and $35,500,000 1 Policy
states that, for market values that exceed $300,000, the
Real Estate Manager will secure an independent appraisal
to estimate market value. The City Council Agenda Item
forms for both of these transactions indicate that the
prices are supported by sales and listings in and around
the neighborhood in which the properties were located.
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Recommendation 18.

Response

However, the valuations were determined by certified
appraisers on the Real Estate Division staff, rather than an
independent market valuation according to City Policy. We
were informed that the Real Estate Division appraised the
$750,000 property internally because of time constraints.
The larger acquisition, while performed at one time,
consisted of numerous smaller properties of various
market values. In this instance, the Real Estate Division

appraisers were assisted b

approved appraiser list because of the number of
properties and the different zoning classifications of the
properties. We were informed that incurring the costs for a
formal market valuation report was not appropriate as
there was no other suitable group of properties available.

Although internal resources for appraisals have been
established, City Policy doesnotrec ogni ze t he
certified appraisal resources for performing market
valuations of high-dollar value real estate.

We suggest that the concurrence of the CFO and Mayor be
documented in writing. Documentation can be ensured, for
example, by addingtothe Real Est at e Di vi
used when closing the file for each acquisition, an item to
verify that any necessary written approvals have been
obtained for the file. We recommend that City Policies and
Procedures be revised to provide an appropriate approval
process, whether certified appraisal staff or an independent
appraiser is used to determine the market value of real estate.
We believe City Policy should include in the approval process
the disclosure to City Council of the valuation resources used
for each acquisition.

We recommend that the CFO revise City Policies and
Procedures to provide an approval process for certified
appraisal staff or an independent appraiser to determine the
market value of real estate acquisitions.

Concur.
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EXHIBIT T CONTRACTS TESTED

Real Estate

Contract

Land for Events Center
Mission Road extension
Strategic public use
Greenwood Cemetery

Parramore Heritage Park

Capital Improvement and Infrastructure

Closing Date

2/28/2007

9/13/2007
8/7/2006

4/30/2007

6/21/2007

Contract Date

Contractor _

Name Contract
Boyle Iron Bridge Rerating
Engineering and Expansion
Corporation including Bardenpho

Process Improvements

Meadors Iron Bridge Bardenpho
Construction Improvements
Company Inc.
McCree Fire Station 15 (one of
Incorporated four stations)
JCB Parramore Heritage
Construction Stormwater & Park

Jack Jennings

(five amendments)

Jefferson Street

and Sons Parking Garage
John Carlo, Inc.  Conway Road
Improvements

Danella

Companies, Inc.

Conserv I Flow
Diversion Force Main

Start End
Contract Substantial
Date Completion
7/20/2000 5/1/2008
4/20/2006  2/21/2008
5/22/2006  8/13/2007
1/7/2004 8/1/2007
8/9/2004  5/31/2007
9/25/2007  11/8/2009
9/19/2005 1/12/2007

Contract

Amount

35,500,000
1,000,000
750,000
213,400

130,000

Contract
Amount

6,591,373

22,248,771

3,250,000

5,671,276

20,834,044

13,161,502

15,565,572

Term

Project
Project
Project
Project

Project

Term

Project

Project

Project

Project

Project

Project

Project
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Citywide

Contractor
Name

55 West

Orange County -
Burnham
Institute

Orange County -
Republic Drive

Orange County -
Fire Station 76

Motorola

PTG Florida

On-Site Fuel

Cellar Door

Orange County
Utilities

Sutphen Corp

Cleanevent USA

Paramount at
Lake Eola

Exhibit 1 Contracts Tested (continued)

Contract

Incentive Agreement

Grant with County for
Burnham

Interlocal Agreement
to issue bonds for 1-4
interchange
construction

Part of Joint Planning
Agreement for Fire
Station 76

OPD upgrades to
communication
systems

Promoter

Fuel for City (mainly
Fleet)

Promoter

Use of Orange County
Waste Services landfill

Fire Trucks

Event Cleaning

Incentive Agreement

Contract Date

Start

11/02/04

03/06/07

04/02/96

05/04/94

12/04/06

09/18/98
01/13/04
11/01/06
03/04/04
12/06 &
1/07

09/01/06
02/15/05

End

N/A
N/A

N/A

2014

12/07/07

09/30/09

01/11/09

10/31/07

03/03/14

N/A

08/31/09
N/A

Contract

Amount

10,400,000

32,700,000

2,100,000

1,400,000

6,800,000

4,700,000

4,600,000

4,500,000

3,800,000

2,600,000

2,100,000

2,000,000

Term

Project

Project

Annual

Annual

Project

N/A

Annual

N/A

Annual

N/A

Annual
Annual
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