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Ladies and Gentlemen:

We are pleased to submit this performance audit of the State Construction Office (SCO)
within the Department of Administration.

This report consists of an executive summary and operational findings and
recommendations that contain program overview information. The objectives of the
audit were to: 1) examine SCO’s project management function, 2) review SCO’s role in
Higher Education Bond projects and other decentralized projects, 3) examine SCO’s
implementation of and compliance with polices on use of Historically Underutilized
Businesses, 4) review current organizational structure and staffing levels, and 5) review
SCO’s administrative functions and internal controls for compliance with laws and
regulations. The Secretary of the Department of Administration has reviewed a draft
copy of this report. Her written comments are included as Appendix I, page 121.

We wish to express our appreciation to Secretary Swinson and her staff for the courtesy,
cooperation, and assistance provided us during this effort.

Respectfully submitted,

Ko Lompte? ).

Ralph Campbell, Jr.
State Auditor
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EXECUTIVE SUMMARY

Program Description

The State Construction Office (SCO) within the Department of Administration is charged
with implementing, managing, and coordinating the State’s capital improvement program
under the rules and regulations established by the State Building Commission
(Commission). A number of other State agencies also have oversight and / or regulatory
responsibilities for specific portions or areas of State construction projects (see page
10). At 6/30/02, there were 1,316 on-going projects with a total value of $4.6 billion; 640
of those were in the construction phase, with 676 in the design phase. Of the total
projects, 196 were Community College projects, 525 were University projects, and 595
were State agency projects.

Conclusions in Brief

Many of the recommendations contained in this report, if implemented, would have a
significant effect on the costs of State construction projects. There are several
recommendations for which we cannot attach a specific savings amount. There are
others for which we can only offer a range of potential savings since the actual savings
would depend on the specifics of each future project. Finally, the report also contains
several recommendations that would require the State to spend additional funds, mostly
for increased staffing at SCO. Many of the recommendations are interrelated. At best,
we can only project a range of savings between $150 to $400 million if these
recommendations are implemented. Recommendations that would results in savings
are:

» Better quality designs could reduce the number of change orders needed, thereby reducing
the amount of contingency used for changes to project scope and reducing the total project
costs.

» The appropriate choice of a construction management option could result in fewer
construction errors and resulting change orders and improve completion times, thereby
avoiding unnecessary costs.

» Decreasing plan review time would allow projects to start sooner; increasing SCO oversight
and coordination of decentralized projects would help keep projects on time. These changes
would require more staff and the implementation of an “express review” option. They would
work to reduce the amount of inflation over the life of a project by reducing the amount of time
required to complete projects.

» By accurately evaluating the performance of designers and contractors on a timely basis, the
State Building Commission can disqualify those whose poor performance added time and
costs to projects, thereby saving State funds.

» Involvement of facilities maintenance staffs in the plan review stage could prevent potential
on-going maintenance problems, thereby reducing maintenance costs and time, as well as
working to standardize State building infrastructure.

Other recommendations would improve SCO’s procedures and enhance its
performance.

» Obtaining necessary funding to complete development of INTERSCOPE, SCQO’s interactive
information and workflow management system, would better serve SCO clients and improve
oversight of state construction projects.

» Having all legislatively exempted construction projects periodically report their status to SCO
would improve information flow and work to maintain consistency of the State’s capital
improvement program.



EXECUTIVE SUMMARY

» Continuing to work with the HUB Advisory Committee to refine Historically Underutilized

Businesses recruitment efforts should result in increased HUB participation on State
construction projects.

» Developing workload measures and time reporting by function will allow SCO management to
better determine staffing needs and provide documentation for staffing requests.
Specific Findings Page
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EXECUTIVE SUMMARY
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AUDIT OBJECTIVES, SCOPE AND METHODOLOGY

North Carolina General Statutes (GS) 147-64.6 empowers the State Auditor to conduct
performance audits of any State agency or program, as well as local entities receiving
State and federal funds. Performance audits are reviews of activities and operations to
determine whether resources are being used economically, efficiently, and effectively and
/ or to examine program results.

This audit of the state construction process and the State Construction Office (SCO),
within the Department of Administration, was undertaken at the discretion of the State
Auditor. The audit sought to answer a number of questions relative to the state construc-
tion process and SCO’s operation. Questions included:

e Other than the State Construction Office, what state agencies have regulatory / oversight
responsibilities for state construction projects?

e What is the State Building Commission’s role?

*  What are the steps a state construction project goes though?

e  How many projects is the State Construction Office overseeing?

e What procedures and technology are in place for tracking projects?

¢  Does SCO oversee all state construction projects, including the Higher Education Bond pro-
jects?

¢ What role should SCO play in decentralized projects?

¢ Does the State Construction Office effectively promote policies on the use of Historically
Underutilized Businesses?

*  What can be done to improve SCO’s operations in this area?

¢ Does the State Construction Office have adequate procedures to track the productivity of its
workforce?

* Is SCO’s staffing level adequate for the work it is assigned?

e Is SCO competitive with other agencies and the private sector in compensation for the profes-
sional employees it needs?

e s the State Construction Office adequately complying with applicable state regulations?

These questions lead to the development of the following objectives for the audit:

¢ Examine SCO’s project management function, including identification of the number and
type of projects handled, procedures used, responsibility of other state agencies, etc.

e Review SCO’s role in the Higher Education Bond projects and other decentralized projects.

* Review SCO’s implementation of and compliance with policies on use of Historically
Underutilized Businesses.

e Review the current organizational structure and staffing levels to determine sufficiency in per-
forming required functions.

¢ Review SCO’s administrative functions, specifically internal controls for compliance with
laws and regulations.

During the period May 2001 through August 2002, we conducted the fieldwork for the
audit. The scope of the audit encompassed all operations of the State Construction
Office, as well as review of the responsibilities of the State Building Commission, other
state agencies with regulatory responsibility for state construction projects, and the



AUDIT OBJECTIVES, SCOPE AND METHODOLOGY

Higher Education Bond procedures as they related to SCO’s duties and responsibilities.
To achieve the audit objectives, we employed various auditing techniques that adhere to
generally accepted auditing standards as promulgated in Government Auditing Stan-
dards issued by the Comptroller General of the United States. These techniques
included:

e Review of existing General Statutes, as well as federal regulations and North Carolina
Administrative Codes relating to SCO function;

¢ Review of policies and procedures established by the State Building Commission and the
State Construction Office’s internal procedures for each function;

* Review of internal reports and documentation at the State Construction Office;
¢ Interviews with State Building Commission members and surveys of State agency Capital
Project Coordinators;

e Interviews with key personnel within the State Construction Office, the Department of
Administration, and other state agencies with regulatory responsibilities for construction pro-
jects;

* Analysis of financial and statistical data relevant to state construction projects, including
Higher Education Bond projects;

e Surveys of and interviews with various construction industry professionals, as well as conduct
of four regional public meetings to discuss the state construction process;

e Survey of other states relative to procedures for their capital improvement programs; and

e Site visits to state construction projects and interviews with SCO clients.

This report contains the results of the audit including conclusions and recommendations.
Specific recommendations aimed at improving the operations of the program in terms of
economy, efficiency, and effectiveness are reported. Because of the test nature and other
inherent limitations of an audit, together with the limitations of any system of internal
and management controls, this audit would not necessarily disclose all weaknesses in the
systems or lack of compliance. Also, projections of any of the results contained in this
report to future periods is subject to the risk that procedures may become inadequate due
to changes in conditions and / or personnel, or that the effectiveness of the design and
operation of the procedures may deteriorate.



FINDINGS AND RECOMMENDATIONS

This section of the report details the individual findings and recommendations for each of
the major objectives of the audit. To assist the reader, we have listed under the objectives
the relevant questions we sought to answer during the audit.

Performance audits, by nature, focus on areas where improvements can be made to
increase the effectiveness and efficiency of the operation under audit. The identification
of areas for improvement should not be taken to mean that the staff has not per-
formed its duties or provided the State with needed services within the existing
resource constraints. The findings and recommendations contained in this report should
be viewed in that light.

In fact, the State Construction Office has accomplished a number of significant
achievements over the last ten years. Appendix H, page 117, contains a description of
SCO’s major achievements and awards. SCO’s achievements include:

* Has contracted, reviewed, approved, and monitored construction on 6,400 projects
worth $9.3 billion since 1988;

* Successfully administered approximately $185 million worth of major construction
projects in the downtown government complex;

* Reviewed, approved, and monitored approximately $311 million worth of Higher
Education Bond projects to date;

* Successfully administered $254 million worth of prison facility construction;

» Assessed security needs for the downtown government complex after the September
11, 2001 terrorist attack;

* Saved the State approximately $1.5 million by coordinating Y2K efforts for State
agencies and universities;

* Implemented the Facilities Condition Assessment Program;

e Provided natural disaster assessment and assistance to FEMA, NC Division of
Emergency Management, and other State and local agencies;

* Implemented life cycle cost analysis procedures for State owned facilities as
mandated by the General Assembly;

* Developed initial guidelines for minority participation in State construction projects
in 1989 that were modified in 2001; and

* [s overseeing the Energy Conservation Pilot Program for State building projects.
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Objective 1: To examine SCQO’s project management function,

including identification of the number and type of
projects handled, procedures used, responsibility of
other state agencies, efc.

To achieve this objective, we reviewed relevant North Carolina General Statutes, appli-
cable federal regulations, and the North Carolina Administrative Code. From this review,
we identified the various state agencies that have regulatory or oversight responsibility
for state construction and renovation projects, concentrating on the State Construction
Office (SCO). We then examined internal reports and documentation of state capital
improvement projects and SCO’s use of technology to track projects. We also reviewed
the existing policies and procedures in use by SCO, as well as flowcharts of the process
used to approve and track capital improvement projects.

Conclusion:

The State Building Commission is charged with developing proce-
dures to direct and guide the State’s capital facilities development and
management program. The State Construction Office (SCO) within
the Department of Administration is charged with implementing,
managing, and coordinating the State’s capital improvement program
under the rules and regulations established by the Commission.
There are other state agencies in addition to SCO that have some
design / regulatory responsibilities for State building construction
and / or renovation projects. SCO’s major role is to examine and
approve plans and specifications and oversee the construction process
for most State-owned buildings, repairs, alterations, additions,
and / or improvements. However, the General Assembly has
exempted most university, community college, university medical
facilities, local school systems, and correctional facilities from the
Commission / SCO’s direct oversight. Additionally, the owner has
significant control over the scheduling and funding for projects.

As of June 30, 2002, there were 1,316 on-going capital improvement
projects valued at $4.6 billion, with 595 ($940 million value) directly
under the Commission’s purview. Examination of SCO’s procedures
showed that SCO’s design review tracking system reflects a larger
backlog of untimely plan reviews than it actually has. Additionally,
due to budget constraints, SCO has only been able to develop and
implement parts of an interactive web-accessible database that would
better serve its clients and improve construction oversight. A review
of project files showed that agency personnel had not submitted to
SCO required evaluations of designers and contractors, with 68% of
designer and 93% of contractor evaluations either never submitted or
submitted late. The project files review also showed that SCO staff
approved 21% of project change orders even though the designer did
not identify the party requesting the change order as required by
Commission regulations. Lastly, we noted that facilities management
personnel were generally not involved in the plan review process.

8



FINDINGS AND RECOMMENDATIONS

Since the State does not have a standard for infrastructure systems
(heating/cooling, lights, etc), these decisions are left to the owner.
Many times this results in unforeseen maintenance problems
and / or additional maintenance costs once the facility is constructed
and turned over to the facilities maintenance personnel for on-going
maintenance.

Overview:

Other than the State Construction Office, what state

agencies have regulatory / oversight responsibilities for
state construction projects?

The State Construction Office (SCO), a division of the Department of Administration,
serves as staff to the State Building Commission. SCO is charged with implementing,
managing, and coordinating the State’s capital improvement program (GS 143-31.1 and
GS 143-341) under the rules and regulations as established by the State Building Com-
mission. However, there are a number of other State agencies that have oversight
and / or regulatory responsibilities for specific portions or areas of state construction
projects. See Exhibit 1, page 10.

To better understand the role of the State Construction Office, we gathered information
on the role of each of the agencies in the state construction process (see page 107 for
summary of comments from public meetings and meetings with professional groups).
We also gathered data relative to SCO’s role in the Higher Education Bond projects (see
page 61 for summary data on those projects). While this information is presented in the
report to inform the reader, audit efforts concentrated on the State Construction Office
and its responsibilities in the process.

What is the State Building Commission’s role?

The State Building Commission is charged with developing procedures to direct and
guide the State’s capital facilities development and management program, generally
called the Capital Improvement Program. The majority of state construction projects fall
under the oversight of the Commission. However, there are some significant exceptions
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Exhibit 1
State Agencies With Design / Regulatory Responsibilities
For State Building Construction And / or Renovation

Department of Administration, State Construction Office—the entity audited
Department of Insurance, State Property Fire Insurance Fund *(see footnote below)
Review of plans and specifications for buildings/structures and parking
facilities; review and approval of sprinkler plans.
Office of the Governor, State Telecommunications Services
Review of plans and specifications for telecommunication services.
Department of Health and Human Resources, Division of Facility Services,
Construction Section
Review of plans and specifications for licensed state-owned hospitals (more
than 2 beds); review of plans and specifications for capital
expenditures/improvements.
Department of Labor
Elevator and Amusement Device Section--Review of plans and specifications
for elevators, dumbwaiters, escalators, moving walks, etc.
Boiler and Pressure Vessel Division--Review of plans and specifications for
boilers and pressure vessels.
Department of Agriculture, Plant Industry, Standards Division
Review of specifications for anhydrous ammonia containers and LP gas
installations.
Department of Environment and Natural Resources
Health Services Division--Review of specifications for new construction and
renovation where lodging is provided and food/drink is prepared; construction,
renovation, or alteration of public water systems, swimming pools; hazardous
waste management and solid waste disposal facilities; impounding 100+ acres
of basin or stream flow by excavation.
Land Resources Division--Earth moving (grading, filling, excavating, etc.) of 1+
acre during construction.
Environmental Management Division--Treatment works or disposal system that
would discharge into surface waters.
Coastal Management Division--Major development within the 20 counties of the
coastal zone.
Department of Cultural Resources, Division of Archives and History
Review of plans and specifications for any project that may have effect on
properties listed in the National Register of Historic Places; any ground
disturbance in areas that have not been previously disturbed.

*Information gathered from the public meetings during this audit indicated that DOl was understaffed in
this division. While we did not audit DOI, we did learn that it has a limited number of inspectors who are
responsible for state-owned construction projects, as well as other projects, across the State.

Source: Summarized by the Office of the State Auditor

10
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to this rule. See discussion on page 24. SCO will assist any entity on projects not under
Commission oversight if requested, including those that do not go through the formal bid
process.

The Commission members, appointed by the Governor and the General Assembly, serve
three year staggered terms and are required to meet at least quarterly. The duties and
responsibilities of the Commission include:

e Adoption of rules for establishing procedures and criteria for designer selection,

e Adoption of rules for coordination of the plan review, approval, and permit processes,

e Adoption of rules for establishing post-occupancy evaluation, inspections, and preventa-
tive maintenance,

*  Development of procedures for evaluating designers and contractors,

¢ Continuous study of and recommendation of ways to improve the State’s facility
development program,

¢ Review of the State’s provision for ensuring health and safety of employees involved in
capital improvement projects,

e Authorization for a State agency, local governmental unit, or other entity subject to GS
143-129 to use an alternative method for contracting.

What are the steps a state construction project goes through?

Exhibit 2, page 12, shows an overview of the steps involved in the approval of a capital
improvement project'. Detailed flowcharts for each type of design review are included in
Appendix A, page 55. Specifically, SCO is directed by the State Building Commission to
examine and approve plans and specifications for all building, repairs, alterations, addi-
tions, and / or improvements for most State owned buildings. However, the owner
agency has significant control over the schedule and funding for the project. SCO is
further authorized to assist State agencies in the preparation of appropriation requests for
new construction and renovation of state buildings. SCO is also directed to assist
agencies in preparation of project scope, cost estimates, and coordination of project
design and bid specifications.

In performing its duties, SCO certifies that requested funding is sufficient to cover the
defined project scope, building programs, site development, detailed design, construction,
equipment, and comprehensive scheduling. One of SCO’s major functions is the detailed
review of project plans at several points during the design phase. These reviews are
coordinated with the reviews and inspections conducted by the other State agencies with
design / regulatory responsibilities. (See page 10 for list of other agencies.) SCO also
supervises the letting of contracts for design, construction, and renovations of capital
projects, and has responsibility for conducting informal monthly inspections and partici-
pating in the final inspection.

" The State Construction Manual defines a state capital improvement project as the construction of and any
alteration, renovation, or addition to State buildings for which State funds are used and which is required by
statute to be publicly advertised.

11




FINDINGS AND RECOMMENDATIONS

EXHIBIT 2
Steps in the Approval of a Capital Improvement Project
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Legend: SBC - State Building Commission
OC-25 - Proposed Capital Improvement Project Document
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SD - Schematic Design
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Final - Final Plans

Source: State Construction Office
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How many projects is the State Construction Office
overseeing?

Exhibit 3 shows the number of capital improvement projects and their value for fiscal
years 1997-98 through 2001-02. As of June 30, 2002, there were 1,316 on-going capital
improvement projects with a projected value of $4.6 billion, with 595 of those valued at
just under $1 billion directly under the Commission’s purview. Table 1 details the
breakdown by owner type and project phase for these projects.

Exhibit 3

State Capital Improvement Projects
FY97-98 through FY01-02

'01-02 '00-01 '99-00 '98-99 '97-98

Fiscal Year

@ # Projects B $ Value ‘

In thousands In millions

Source: State Construction Office records

TABLE 1
Distribution of Capital Improvement Projects
As of June 30, 2002
Design Construction Total
# Value # Value # Value

Community Colleges 93 $ 309,589,875 102 $ 238,252,651 195 $ 547,842,526

Construction Manager:

At Risk 1 $ 9,470,000 0 $ 0 1 $ 9,470,000
Universities 268 $1,427,188,298 239 $1,218,839,141 507 :$2,646,027,439

Construction Manager:

At Risk 17 $ 436,339,546 1 $ 10,753,306 18 i $ 447,092,852
State Building Commission
(all other State projects) 297 $ 568,253,377 298 $ 372,060,859 595 i$ 940,314,236
Total 676 $2,750,841,096 640 $1,839,905,957 {1316 :$4,590,747,053
Source: State Building Commission Minutes, June 2002
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What procedures and technology are in place for tracking
projects?

SCO is charged with implementing the policies and procedures developed by the State
Building Commission. These are contained in the State Construction Manual. SCO
maintains a number of different databases containing information relative to construction
projects. The major database is INTERSCOPE which is being designed to be web-acces-
sible by all SCO clients.

Specific findings and recommendations for the project management function follow.

SCO’S DESIGN REVIEW TRACKING SYSTEM DOES NOT ACCURATELY
COMPUTE THE BACKLOG.

SCO has no formal, written standards for determining timely plan review. Nor were we
able to locate any industry standards. Based on history, SCO has determined that it takes
3-5 weeks to review schematic design drawings, 4-6 weeks for design development
documents, 6-8 weeks for the construction documents, and 1-2 weeks for final review.
Using these deadlines, SCO should be able to determine whether design review is being
conducted in a timely manner. Examination of SCO’s design review tracking system
report showing backlog revealed that the instrument had logic errors in the calculations.
The report showed monthly plans received, plans reviewed, and plans in-house. The
number of plans in-house is reported as “backlog”, even though many of these plans had
not exceeded the informal deadlines. Table 2, page 15, shows a sample “backlog” report.
Additionally, staff was unable to explain how the backlog numbers were generated.
While we were able to determine that SCO had a number of projects in the process of
design review, we were unable to determine the magnitude of the design review backlog.

RECOMMENDATION

SCO should formalize its review deadlines and develop design review
performance standards for all reviewers based on those deadlines.
Additionally, SCO should correct the backlog calculations to redefine
the backlog.
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TABLE 2
Sample of “Backlog” Report
Total Design Submittals Received and Reviewed from July 1, 2000 to June 30, 2001
Schematic Design Construction Final Final Monthly
Design Development: Document : Checkout1 : Checkout2 : Total
Project Log-in:ProjectiLog-in:ProjectLog-inProject:Log-in Project.Log-in Back|
Rev. No. : Rev. : No. | Rev. : No. | Rev. : No. : Rev. | No. Rev..Rec.iLog

Jul-00 3 6 8 11 6 16 16 16 7 4 53: 40: 20
Aug-00 6 5 17 15 27 30 19 23 6 7 80: 75: 30
Sep-00: 8 6 10 7 8 26 21 17 110 12 68: 57: 33
Oct-00 5 7 10 12 37 23 19 15 10 16 73 81i51
Nov-00: 6 5 9 11 31 27 10 18 8 4 65; 64: 37
Dec-00 4 3 8 9 12 9 26 28 6 8 57; 56 33
Jan-01 4 9 19 13 17 24 23 31 8 7 84: 71: 30
Feb-01 3 12 9 11 25 26 22 21 6 7 77 65 37
Mar-01 10 2 11 10 29 21 24 25 i1 11 69: 85; 38
Apr-01 1 10 8 16 14 10 5 23 9 11 70: 37 30
May-01 12 4 18 11 27 23 24 15 9 6 59: 90i 26
Jun-01 7 6 10 6 14 10 19 24 9 9 55: 59i 22
TOTAL 69 75 137 : 132 247 245 : 228 : 256 : 99 102 : 810: 780
Source: State Construction

SCO’S DESIGN REVIEW TIMES EXCEED INFORMAL DEADLINES.

Based on the size and complexity of construction projects, the Design Review section
performs schematic, design development, construction document reviews, and final plan
reviews. SCO reviews plans on a first-in, first-out basis. As noted on page 14, SCO has
informal estimates of the time required to perform each phase review. We examined a

sample of 40 projects to
determine whether SCO was
meeting its informal dead-
lines, noting the date each
design plan was received by
SCO, the time needed to
review the plan, and the date
the notification letter was
sent indicating the review
was complete. However,
we did not document the
size, dollar amount,

complexity of the

TABLE 3
Summary of Results of Design Review Sample
Sample # of Pro- % of
Design Phase i Maximum Range of jects Projects
Informal Days Beyond Beyond
Deadline Informal Informal
Deadline Deadline
Schematic 25 Days 6 — 48 Days 4 of 40 10%
Design
Design Devel- 30 Days 6 — 91 Days 8 of 40 20%
opment
Construction 40 Days 2 - 104 Days 18 of 40 45%
Documents
Final Review 10 Days 1 —27 Days 18 of 40 45%
Total Reviews 105 Days 8 —192 Days 11 of 40 27.5%
Source: OSA Analysis
quality of the review comments

construction project, or examine the quantity or
associated with each review phase for the projects. This would need to be done by SCO
management to determine causes for exceeding the established deadlines. As shown in
Table 3, a large number of design reviews were beyond SCO informal deadlines for the
different phases even though only 27.5% of the projects reviewed exceeded 105 total

review days.
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We learned during the audit that several local government entities and municipalities in
the State use an “express” plan review process. These entities are offering the express
plan review as an optional service at a set hourly fee. Basically, the express review pro-
vides an accelerated review process to accommodate clients following a fast-track con-
struction project schedule, thus allowing construction to begin sooner. This service is
heavily dependent on the completeness of plans and associated documents submitted for
review. The express review process can be accomplished in several ways. First, the
designer could pre-schedule an express review after normal working hours. The staff
would be paid overtime using the fees paid by the designer for the express review. (See
discussion on salaries, page 48.) A second method using this concept would be to allow
scheduling specific projects ahead of others with the review done during normal working
hours.? Fees collected could supplement funding for needed SCO staff. To achieve
maximum efficiency, an express plan review process would require the agreement and
cooperation of all the agencies having regulatory review responsibilities in a construction
project, as well as the owners and the architectural and engineering industry.

RECOMMENDATION

SCO management should determine whether the informal deadlines
need to be adjusted. Further, management should explore the feasi-
bility of implementing an express plan review process for state con-
struction projects. Lastly, Department and SCO management should
identify any legislative changes needed to allow implementation of an
express review process. If the Secretary decides to pursue an express
review process, then she should request from the General Assembly
the necessary legislative changes.

SCO HAS INADEQUATE TECHNOLOGY AND DATABASES CONTAIN
INVALID / INCOMPLETE DATA.

In 1999, SCO converted from a mainframe system to a new database, INTERSCOPE
(Internet State Construction Office Project Environment) because the existing system was
not Y2K compatible. INTERSCOPE, an information and workflow management system,
was to be designed as an interactive website interface database containing all information
relating to capital improvement projects that pass through the State Construction Office.
The system was to help streamline the business operations of SCO by allowing electronic
submission of forms and to ease the paperwork demands of the agencies, Capital Project
Coordinators, designers, and contractors who interact with SCO.

* The Department of Insurance has recently implemented a form of express review called Independent
Design Assessment. DOI will contract with code certified architects to review the plans prior to submittal
to DOI to ensure that the plans are code compliant. This should reduce the number of comments from DOI
and speed up the DOI review portion of state construction projects.
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During the conversion process, various pro-
ject information being transferred from the
old system was lost and was not recoverable.
See Table 4. In addition, fiscal year 1999-00
budgetary constraints prevented the contrac-
tor from completing the software develop-
ment. Database integration, adaptability,
online documents, user modification, storage
of images, and secure accessibility through
website applications were never fully imple-
mented.  Software development problems
continue to contribute to on-going slow com-
puter operation and system crashes.

TABLE 4
INTERSCOPE Database Information
# of
Projects Description
6011 Total files on database since 8/95
488 Unknown status activity
1170 Missing project monitor information
16 Reflect $0 for original contract amounts
4215 No information for original contract amounts
29 Reflect $0 for current contract amounts
4962 No information for current contract amounts
1693 Reflect $0 for total contract amount
336 No information for total contract amounts

Source: SCO Database Records

Exhibit 4
State Construction Office
Technology Expenditures

Cost §
300000+
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200000+
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0,
'99-'00 '00-'01 '01-'02

Fiscal Year

B INTERSCOPE B COMPUTER CHARGES

Source: SCO Budget Data

technology services for fiscal years 1999-00 through 2001-02.

RECOMMENDATION

Senate Bill 914
authorized  $112,358
for new technology
needs in December
2001. SCO used ap-
proximately $26,603 to
upgrade personal com-
puters in April 2002.
SCO has also hired a
computer  consulting
firm for $12,800 to
evaluate INTER-
SCOPE to determine
the time and costs as-
sociated with fully im-
plementing the system.
Exhibit 4 shows total
expenditures related to

SCO management should identify all capital improvement projects
that are still on-going from 1999 and verify that INTERSCOPE con-
tains accurate and complete data for those projects, correcting as nec-
essary. Efforts should continue to fully develop INTERSCOPE to bet-
ter serve SCO clients and improve oversight of state construction pro-
jects. Once the consultant’s evaluation is completed, Department
management should request funding to complete INTERSCOPE
development. Efforts to upgrade personal computers for the staff

should also continue.
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THE CURRENT CONTRACTOR / DESIGNER EVALUATION PROCESS IS
NOT EFFECTIVE.

GS 143-135.27 requires evaluations of both contractors and designers for state construc-
tion projects. According to the policy’ adopted by the State Building Commission, the
Capital Project Coordinator (CPC) at the owner agency is responsible for completing and
submitting an evaluation of the contractor(s) . . . within 60 days of the project’s final
acceptance.” The CPC is also responsible for evaluating the designer within 60 days of
the project’s final report. SCO considers the “final acceptance” date to be the final
inspection date and the “final report” date to be when the designer submits the final
paperwork for the project. The final acceptance date and the final report date can be
vastly different dates.

All evaluations are to be submitted to SCO for review and compilation on an individual
project and cumulative basis. Per the procedures outlined in the State Construction Man-
ual, if a contractor’s individual project score is 2.5 or below or a cumulative score falls
below 3.5 on a 5 point scale, then SCO notifies the Commission.* Based on these evalua-
tions, the Commission may disqualify any contractor whose work has consistently been
evaluated below the established rating. However, there are no procedures outlining how
the Commission or SCO are to handle a designer with an individual project rating at 2.5
or below or a cumulative score below 3.5. Review of a sample of evaluation results for
designers and contractors showed that the average cumulative rating for designers was
4.4 and for contractors was 4.2. See Table 5, page 19.

SCO is responsible for notifying the CPCs if evaluations have not been filed within the
required period. We reviewed a

TABLE 6 sample of 359 projects for con-
Number of Evaluations Submitted tractor evaluations and 306
# of . . :

Submitted projects for designer evaluations
Project Not # that were for fiscal years 1997-98 through

Evaluation | Sample Submitted Submitted Late y . g
Type Size F o 7 R VA B 7S 2001-02. Table 6 contains the
Contractor i 359 269 | 74.9 90 { 251 {65 i 722 results of the review. As can be

Designer 306 130 425 176 : 57.5 : 79 i 449

Souree. SO Projedt Filse seen, 334 of the contractor

evaluations (93%) were either
never submitted or were submitted late. For the designer evaluations, 209 (68.3%) were
either never submitted or were submitted late. Part of the problem may be confusion on
the part of the agency CPC’s as to when an evaluation is due since there may be several
“final inspections”.

? State Construction Manual, Article 25: Final Inspection and Acceptance, Section 322 & 322-A.
* SCO convenes a five person panel to review the evaluation and make recommendations to the
Commission.

18



FINDINGS AND RECOMMENDATIONS

Sample of Cumulative Contractor/Designer Evaluations
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Additionally, we found 176 contractor evaluations and 57 designer evaluations (not
included in our sample) that were not properly filed. We learned that the person assigned
this responsibility was on extended medical leave and no one had been given this duty in
her absence (see page 47 for discussion of staffing issues).

RECOMMENDATION

The Commission should review the established evaluation criteria for
appropriateness. Specific procedures should be established for han-
dling designer individual project ratings at or below 2.5 or cumulative
designer ratings at or below 3.5. A clear definition of “final accep-
tance” and “final report” dates should be included and used consis-
tently by the Commission and SCO staff. SCO management should
establish clear procedures for conducting and maintaining the evalua-
tion process. Once the procedures have been clarified, the Commis-
sion should use the evaluation results to determine the continued
qualification of all contractors and selection of designers for state con-
struction work.

CHANGE ORDERS DO NOT CONSISTENTLY REFLECT WHO INITIATED
CHANGES.

State construction policy requires the project designer to prepare project change orders
in a standard format to be approved by the State Building Commission. To properly
complete the change order form, the designer must designate the party responsible for
initiating the change order. The change orders can be used to document who is responsi-
ble for additional costs, changes in project scope, and / or schedule changes. Discussions
with designers indicated that they were reluctant to specify the party responsible for the
change order because of potential legal implications. Examination of a sample of 271
project change orders for fiscal years 1996-97 through 2000-01, which included univer-
sity projects, showed the 21% (56) did not stipulate the party responsible for causing the
change. SCO staff had approved the change orders even though they were not completed
in compliance with the established procedures. SCO’s rationale was to keep the project
moving even though the paperwork was not completed properly. However, omission of
the party initiating the change order could affect resolution of claims in the event that
there are delays in the schedule and / or cost overruns for the project.

RECOMMENDATION

The Commission and SCO should review the change order process
with the Attorney General’s Office to determine any legal implica-
tions with requiring identification of the party causing the change
order. SCO staff should not approve change orders unless the proper
change order form has been fully completed for documentation pur-
poses.
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FACILITIES MANAGEMENT PERSONNEL ARE NOT INVOLVED IN THE
REVIEW OF STATE CONSTRUCTION PROJECTS.

SCO has the responsibility of reviewing and approving state construction projects for
buildings in the downtown Raleigh complex. However, after the building has been con-
structed, the Division of Facility Management® becomes responsible for maintaining it.
Present SCO procedures call for little, if any, Facility Management input into the con-
struction process relating to maintenance issues. The State does not have a standard for
infrastructure systems such as heating and cooling units, light structures, etc. Normally,
these decisions are left up to the owner agency. As a result, when Facility Management
becomes responsible for the building’s maintenance, staff find unexpected maintenance
problems. The infrastructure systems may be unique, requiring extra time and costs to
maintain, or the layout and design of these systems may not be as efficient as they could
have been, forcing Facility Management to effect changes in order to maintain the sys-
tem. (This same concept is also true for decentralized projects at the university and
community college systems.)

For example, SCO approved a recent construction project where the fresh air intake was
located too close to the cooling system's chiller lines. When outside temperatures
dropped below freezing, the fresh air coming into the building was causing the chiller
lines to freeze. Facility Management has since remedied the problem by adding a type of
antifreeze to the chiller lines to prevent freezing, thus increasing the cost to maintain this
particular system. If Facility Management had been involved in the plan review process
before construction, it is possible that it could have identified the maintenance problems
before construction, thereby saving the State unnecessary maintenance time and costs.

RECOMMENDATION

The Commission and SCO management should consider modifying
SCO’s procedures to require involvement of facilities management
personnel in the plan review process for the purpose of identifying
maintenance issues before construction. This should reduce the num-
ber of maintenance problems, help to standardize the infrastructure
systems for state buildings, and save the State unnecessary mainte-
nance costs.

> The Department of Administration, Division of Facility Management is responsible for, approximately
133 buildings and 48 parking facilities containing over 5 billion square feet of office space in the
downtown Raleigh complex. The buildings contain over 1800 individual items of building systems
equipment maintained in an extensive preventive maintenance program. The Division’s budget also pays
the utility bills for electricity, water, sewer, natural gas, and #2 fuel oil used in these facilities. However, a
number of buildings, such as the Agriculture Building, are the responsibility of the individual agency.
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Objective 2: To review SCO'’s role in the Higher Education Bond
projects and other decentralized projects.

To achieve this objective, we reviewed applicable General Statutes, state regulations and
procedures relating to the Higher Education Bonds. Additionally we reviewed reports
prepared for and by the Higher Education Oversight Committee, interviewed Oversight
Committee members and project management personnel in both the University System
and the Community College System, attended Oversight Committee meetings, and
obtained details and schedules for bond projects by campus. Lastly, we reviewed in
detail information at SCO relating to the UNC Women’s and Children’s Hospitals, as
well as the outside consultant’s report on the project.

Conclusion: The General Assembly has taken action to exempt certain types of
State construction and renovation projects from the purview of the
State Building Commission and the State Construction Office. In
November 1998, the University of North Carolina Health Care System
was exempted. Legislation also exempts the East Carolina Medical
Faculty Practice Plan projects, local education projects, and selected
State prison projects. In November 2000, North Carolina voters
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approved the issuance of the North Carolina Higher Education
Improvement Bonds in the amount of $2.5 billion for the University
System and $600 million for the Community College System. The
Higher Education Bond Oversight Committee oversees these projects.

Then in 2001, the General Assembly exempted all University System
construction projects less than $2 million and all Community College
System projects less than

TABLE 7
University Bond Projects $300,000 from SCO over-
Major Design and Construction Milestone Summary as of 2/1/02 Sight. The prevailing feeling
#of :Average:Average
Projects: #of : #of | Wwas that these types of State
Total Bond Projects Days : Days | construction projects could
Late Early . . .
Designer Selection Projected-Late 109 115 be accompllShed qulcker if
HDesigner Selection Projected-Not Occurred 21 282 they were managed by the
[IDesign Development Received But Late 17 116 owner and did not have to go
Design Development Due But Not Received 75 170 through the Commission /
: : , SCO reporting process. A
Working Drawings Received But Late 16 200 . .
\Working Drawings Due But Not Received P39 ¢ 164 review of the procedures m
place and project documen-
Bid Date Projected But Late 6 81 .
IBid Date Projected On-Time or Early 5 62 tation shf)ws., however, that
Bid Date Projected-Not Occurred G decentralization of the over-
. , sight function has impacted
Construction Start Projected But Late 7 61 . .
Construction Start Projected On-Time/Early 4 106 information flow and has the
Construction Start Projected Not Occurred 35 207 potential for impacting con-
. ) .
TR B T T §1stency of the State’s capital
Source: UNC-General Administration "Capstat” database and SCO 1mpr0vement program. Fur-
[INTERSCOPE" ther, review of the University

System’s project database and SCO’s database for university pro-
jects, shows that only 9 of the 370 projects (2.4%) are ahead of
projected schedules as shown in Table 7.

UNC-CH Construction Site

& :.. -'
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Overview:

Does sco oversee all state construction projects, including
the Higher Education Bond projects?

In 2001, the General Assembly exempted all University System construction projects
estimated to cost less than $2,000,000 from SCO oversight (GS 143-31.1). The UNC
Board of Governors oversees these projects. All Community College System construc-
tion projects costing less than $300,000 are also exempt from SCO oversight. The Com-
munity Colleges Board of Trustees oversees these projects. The UNC Health Care Sys-
tem, East Carolina Medical Faculty Practice Plan projects and local education projects
are also exempt from SCO oversight (GS 116.37 and 116.40.6). Their respective Boards
oversee these projects. Lastly, selected State prisons are not under the complete over-
sight of the Commission.

HIGHER EDUCATION BOND INFORMATION

In November 2000, North Carolina voters approved the issuance of a bond referendum
called the North Carolina Higher Education Improvement Bonds. The general obligation
bonds in the amount of $3,100,000,000 were for the purpose of providing funds, with any
other available funds, to pay all or part of the cost of:

(1) Renovating laboratories, classrooms, academic buildings, and worker training facilities and
providing other capital improvements at the 59 institutions of the North Carolina Community
College System in order to fulfill the mission of educating students and providing worker training
essential to the North Carolina economy, and to address expected large increases in student
enrollment, and

(2) Renovating and replacing classrooms, laboratories, and academic buildings and providing other
capital improvements at the 16 campuses of the constituent institutions, the affiliated institutions,
and the Center for Public Television

(UNC-TV) of the University of North TABLE 8

Carolina System in order to meet large Time Frames for Higher Education Bond Issue

expected student enrollment increases, AGGREGATE AMOUNT
FISCAL Community

serve North Carolina by providing the YEAR University System : College System

education critical to the State’s economy, 2000-2001 $201,600,000 | $48,400,000

and continue to provide UNC-TV public 2001-2002 $241,900,000 i $58,100,000

television to the State viewers. 2002-2003 $483,900,000 i $116,100,000

2003-2004 $483,900,000 : $116,100,000

the issuance of these bonds in the time 2005-2006 $524.200,000 | $125.800,000

frames as shown in Table 8. Community TOTALS : $2,500,000,000 : $600,000,000

College projects approved for use of these | Source: GS 116D-8 and 116D-30

bond funds are shown by school and cam-
pus in Appendix B, page 61. University projects are shown by school and campus in
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Appendix C, page 75. Appendix D, page 87, contains a list of all university projects
under $2,000,000.

The legislation also created the Higher Education Bond Oversight Committee (GS 116D-
5), located administratively in the General Assembly. The Committee consists of 10
members appointed as provided below:

¢ Three members appointed by the Speaker of the House of Representatives.
e Three members appointed by the President Pro Tempore of the Senate.

* Two members appointed by the Chair of the Board of Governors of the University of North
Carolina.

¢ Two members appointed by the Chair of the State Board of Community Colleges.

Committee members serve three year terms, continuing to serve until a successor is
appointed. Vacancy are to be filled within 30 days by the officer who made the original
appointment.

The Committee meets at least once a quarter upon the joint call of the co-chairs to receive
information on and discuss:

¢ Whether expenditures of the proceeds from the bonds issued under this act are in compliance
with the provisions of the act.

e  Whether the awarded contracts are consistent with the budget and scope of the approved pro-
jects.

e Whether changes in construction methods could enhance cost savings and promotion of on-time
completion of projects.

¢ Whether the bond issuances are adequately timed to reflect cash-flow requirements of the pro-
jects.

The Committee reports semiannually to the Board of Governors of the University of
North Carolina, the State Board of Community Colleges, and the Joint Legislative Com-
mission on Governmental Operations. The Committee terminates upon completion of all
projects funded by bond proceeds issued under this act. Committee duties include ana-
lyzing and preparing recommendations after receiving information and reports from:

* The University Facilities Office of each institution of the University of North Carolina.
* The Facilities Office of the General Administration of the University of North Carolina.
e The State Construction Office of the Department of Administration.

* The President of each community college or the president’s designee.

¢ The Administrative and Facilities Services Section of the North Carolina Community College
System Office.

e The State Treasurer.

Specific findings and recommendations relating to SCO’s role in the decentralized pro-
jects follow.
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North Carolina State University Construction Site

.t NI

What role should SCO play in decentralized projects?

DECENTRALIZATION OF CONSTRUCTION PROJECTS OVERSIGHT
IMPEDES CONSISTENCY AND INFORMATION FLOW.

The State Building Commission was established to develop procedures to direct and
guide the State’s capital improvement program. The responsibility for implementing the
policies and procedures adopted by the Commission is assigned to the State Construction
Office. Thus, the General Assembly looks to SCO to oversee and monitor all state con-
struction and to provide periodic updates on the projects. However, the General Assem-
bly has enacted a number of changes to construction law that serve to decentralize the
program development and oversight responsibilities vested in the Commission and SCO.
These changes mean that the Commission through SCO will no longer be the sole
authority on determining standards for design review, change order management, con-
struction administration, and financial management for the State’s capital improvement
projects. While SCO can act in an advisory capacity on the exempted projects, its advice
is not binding.

Specifically, certain university system projects, community college system projects, and
university medical projects have been exempted from Commission and SCO oversight.
The statutes exempting university and community college projects also established the
Higher Education Oversight Commission to “guide and direct” the higher education
bond projects. While the Oversight Commission is directed to make status reports to the
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General Assembly, there are no established procedures for communication of project
details from the higher education projects to SCO. Consequently, the decentralization
offers the potential for inconsistencies in the construction process since no one entity
now has the overall responsibility for the program. Any inconsistencies can erode public
and industry confidence in the fairness of the State’s construction procedures. (See the
following section for an example of a decentralized project.)

RECOMMENDATION

The General Assembly should evaluate the effect of legislation decen-
tralizing the oversight responsibilities for State construction projects.
If the State Construction Office is to provide data on the overall State
capital improvement plan, consideration should be given to requiring
periodic status reports of all decentralized projects to SCO and the
Commission. This change would ensure a better flow of information
to the General Assembly, allowing all construction projects paid for
by State funds to be reported in a consolidated format.

Auditor’s Note: Since the completion of the fieldwork, SCO and Univer-
sity personnel are meeting every two weeks to discuss project schedules
and status.

Overview: Example of Decentralized University Project

The University of North Carolina Hospitals (UNC-H) received approval from the General
Assembly in the 1993 Session for advanced planning and design for the UNC Women’s
and Children’s Hospitals. The scope of work involved the development of inpatient, out-
patient, and support services functions for services to children, women, and patients
requiring radiology services. The project planning and design originally involved a pro-
jected 368,200 gross square foot facility, and incorporated inpatient facilities for Pediat-
rics, Obstetrics, Gynecology, Intensive Care, and Newborn Nursery. Special ancillary
procedural areas, including pediatric operation rooms, were incorporated into the project.
A hospital school for sick children and other support services are also integral compo-
nents of the project.

The project was divided into five sub-projects:

A) Hospital Construction,

B) Early Site Utilities,

C) Chiller Addition (completed in conjunction with construction),

D) Asbestos Abatement (completed in conjunction with utilities work), and
E) Fire Alarm System (included with electrical portion of construction).

Exhibit 5, page 32, shows the timeline for each phase of the project. The Designer was
selected in December 1993 and design work began in March 1994. The design phase of
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the project was estimated for completion in June 1996 but was not finalized until March
1997. Construction began on the Early Site Utilities Part B in February 1996 and was
scheduled for completion in September 1996. Work on Part B did not conclude until July
1997. Appendix E, page 89, contains a more detailed analysis of the evolution of this
project.

Hospital ~Construction,

TABLE 9
Part A, was delayed by Summary of UNC Women’s and Children’s Hospitals Project
both the late design Date of Source Projected Projected Cost Percentage
Estimate Completion Increase
work and Part B work. 893 1 UNG-H 7 $116,345.966 *
The construction for 11/93 1 0C-25 11/97 133,870,800 15.1%
Part A beean in Jul 5/95 CON 12/99 140,215,455 4.7%
g uly 6/02 " Change 2/03 153,017,391 9.1%
1997 with an original Orders
: Total Differences 5yrs.3mths. | $ 36,671,425 31.5%
completlon date ,Of July * Includes $5,735,366 for advanced planning and design
2000. The hospital was Source: SCO records

granted partial utiliza-

tion beneficial occupancy in December 2001; however, project construction is still on
going as of August 31, 2002. Final completion of the project is now estimated to be Feb-
ruary 2003. As shown in Table 9, there has been a 31.5% increase in the estimated cost
of the project and the projected completion date has been moved up 5 years and 3 months
from the original.6

UNC-H’s original estimate for the project in August 1993 was $110,610,600 with
$5,735,366 approved by the General

. TABLE 10
Assembly for advance planning and Proposed Capital Improvement Project
design. The original form OC-25 _ UNC-H 0C-25--11/03/93
«p d Capital I { P Land Requirement i {...$15,203,500
) ropose aplta mprqvemen ro- Site Preparation: i Demolition i $868,400
ject” approved by SCO in November General $830,000
: . Construction: Utility Services $3,076,000
1993 had a total estimated project Gant $55.455.506
cost of $133,870,800 for approxi- Construction
mately a 387,000 gross square foot Fumoing : g:ggirggg
faClhty. See Table 10 Electrical $6,370,000
Other $2,436,700
Divisi £ Facility S . Moveable $7,562,000
sources, Division of Facility Services, Etimaied Gosi $99.036.800
Certificate of Need Section issued a Contingency Costs (5%) $4,951,840
: UNC- Design Fees (8%) $8,319,091
_Certlﬁcate of need (CON) for C-H Inflation Costs (40% x 48 months) $21,563,100
in May 1995 to construct a 395,000 | Estimated Cost on Bid Date $133,870,800
gross square foot facility (8,000 Source: SCO OC-25 document

square feet larger than originally es-

timated) for a maximum capital expenditure of $140,215,455 ($6,344,655, 4.7%, higher
than estimated in 1993). Data in the project files indicated that the price increase is due
to bond financing not included on the original OC-25.

% The University System President hired PricewaterhouseCoopers Consulting Services to conduct a
management assessment of this project in May 2002 because the project was so over budget on time and
costs. Appendix G, page 121, contains a summary of PWC’s findings from the July 15, 2002 report.
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Based on change order documentation submitted to SCO by UNC-H and its contractors,
contract construction costs increased approximately $12,801,915 through March 2002, as
detailed in Table 11.

TABLE 11
Summary of Change Orders for UNC Women’s and Children’s Hospitals Project
February 1996 through March 2002
Sub- Type Original Change Adjusted Percentage
Project Construction Orders/ Construction Increase
Costs Amendments Costs

A B Design Contract $ 8,000,000 $ 1,571,700 i $§ 9,571,700 19.6%
A-D Construction Management 1,047,031 1,381,955 2,428,986 131.9%
A General Construction 47,584,342 3,428,778 51,013,120 7.2%
A HVAC/Mechanical 9,688,506 1,295,236 10,983,742 13.4%
A : Electrical 11,988,630 : 708,194 : 12,696,824 : 5.9%
A Plumbing 5,716,752 988,937 6,705,689 17.3%
B General Construction 3,596,500 3,103,768 6,700,268 86.3%
C HVAC/Mechanical 593,100 42,855 635,955 7.2%
D General Construction 221,902 209,492 431,394 94.4%
C Design Contract 0 71,000 71,000 100%

Total $88,436,763 $12,801,915 i $101,238,678 14.5%
Source: SCO Project Files

The General Assembly passed legislation (GS 116-37. (j)) in November 1998 removing
the State Construction Office from oversight responsibility with respect to design, con-
struction, and renovation of buildings, utilities, and other property developments of the
University of North Carolina Health Care System. This included the UNC Women’s and
Children’s Hospitals already under construction. The legislation empowered the Univer-
sity of North Carolina Health Care System Board of Directors to adopt policies and pro-
cedures regarding the expenditure of public money for:

O Conducting the fee negotiations for all design contracts and supervising the letting of all construc-
tion and design contracts.

O Performing the duties of the Department of Administration, Office of State Construction and the
State Building Commission under GS 133-1.1(d), Article 8 of Chapter 143 of the General Statutes,
and GS 143-341(3).

O Using open-end design agreements.

O As appropriate, submitting construction documents for review and approval by the Department of
Insurance and the Division of Facility Services of the Department of Health and Human Services.

O Using the standard contracts for design and construction currently in use for State capital improve-
ment projects by the Office of State Construction.

Since that time, SCO has periodically received status reports and schedule updates on this
project from UNC-H. SCO has offered advise and assistance to UNC-H as needed and
requested on the project. However, SCO has not had an official oversight role in the
project since the November 1998 legislation exempting the project. This project has
experienced significant costs overruns and schedule delays associated with the design
phase that affected the scheduling and timing of the remaining project construction work.
The owner did not clearly define construction management responsibilities for the
designer, the construction management firm, the prime contractors, and subcontractors.
These issues raise the question of oversight of project schedules, contractor performance,
communication and coordination of work schedules and financial accountability for the
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hospital project. Many of these activities would normally be the responsibility of the
State Construction Office.

UNC Women’s and Children’s Hospitals Construction Site

| | - (EY
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FINDINGS AND RECOMMENDATIONS

Objective 3: To review SCQO’s implementation of and compliance
with policies on use of Historically Underutilized
Businesses (HUBs).

To achieve this objective, we reviewed relevant North Carolina General Statutes, the
State’s Minority Business Enterprise (MBE) Guidelines, both prior to and following the
passage of Senate Bill 914, and applicable policies and procedures pertaining to the
responsibilities of the HUB office within the Department of Administration, SCO, and
the State Building Commission. We also reviewed the responsibilities of other State
agencies, including the University and the Community College Systems. We examined
data in the SCO database on proposed HUB participation dollars for state construction
projects. We reviewed reports used by the HUB office indicating state agencies’ reported
HUB dollars / usage. Additionally, we conducted four regional public meetings and had
discussions with representatives from various professional groups to gather information
on SCO operations, the state construction process in general, and to specifically discuss
the State’s HUB efforts on capital improvement projects.

Conclusion: North Carolina has made considerable strides in recent years in con-
tracting with Historically Underutilized Businesses (HUBs), those
owned by minorities and women. In passing Senate Bill 914, “Public
Construction Law Changes,” the General Assembly enhanced efforts
to get HUBs more involved with construction and renovation projects
for State buildings. This legislation set a verifiable ten percent goal of
the total value for a State construction project for participation by
HUBs. Additionally, the legislation increased the responsibilities of
SCO, the owner, the designer, and the contractors relating to HUB
participation. SCO is now required to track the actual HUB partici-
pation against the proposed HUB participation for all construction
projects and report this information to the newly formed HUB Office
within the Department of Administration. Prior to SB914, SCO did
not have a formal procedure in place to track payments to HUBs.
SB914 also requires all bidders on a State construction project to
submit documentation of a good faith effort to solicit HUB participa-
tion. The Secretary of Administration, SCO, and the HUB Office are
working with construction industry personnel to refine the good faith
effort points system. Lastly, the HUB Office has recently received
approval to fill positions authorized by SB914. These positions are
needed to implement the additional responsibilities of the HUB Office
under SB914.

Overview: The State of North Carolina has for a number of years made specific efforts
to contract with those businesses owned and operated by minorities and women, now
known categorically as Historically Underutilized Businesses. Executive Order #150
directed the establishment of the Minority, Women, and Disabled Business Enterprise
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Program to encourage increased participation in the State’s procurement process. This
program was legislated in GS 143-48. Effective April 20, 1999, the Minority, Women,
and Disabled Business Enterprise Program Office became known as the Historically
Underutilized Business (HUB) Program Office, located within the Department of
Administration. This change was made to better reflect the intent of this statewide pro-
gram. The HUB Office’s functions include:

* Increase the amount of goods and services acquired by the State from businesses owned and
controlled by HUB’s.

*  Ensure absences of barriers that reduce the participation of HUB’s.

¢ Encourage purchasing officers within State agencies, departments, and universities to identify
prospective HUB vendors and service providers.

The HUB Office is responsible for compiling and reporting HUB usage statewide for
procurement of needed supplies, equipment, and services, including HUB participation
on construction projects. Specific duties as outlined in Senate Bill 914 include:

e Certify MBEs;
¢ Maintain a current list of certified MBEs and provide such list to SCO;

¢ Work with North Carolina trade and professional organizations to improve the ability of
minority businesses to compete in State construction projects;

¢ Oversee the minority business program by monitoring compliance, assisting in implementing
training and technical assistance programs, identifying and implementing outreach to increase
utilization of minority businesses; and

e  Report results of minority business utilization to the Secretary of Administration, the Gover-
nor, and the General Assembly.

In December of 2001, the General Assembly passed Senate Bill 914, “Public Construc-
tion Law Changes”. This legislation requires the State . . . to enhance and improve good
faith efforts to recruit and select minority businesses for participation in public construc-
tion contracts. . .” Thus, GS 143-128.2 (a) was amended to read “. . . The State shall
have a verifiable ten percent (10%) goal for participation by minority businesses in the
total value of work for each State building project, including building projects done by a
private entity on a facility to be leased or purchased by the State . . .”

SB914 increases the responsibilities of SCO, the owner, the designer, and the contractors
relating to HUB participation. Table 12, page 37, shows responsibilities prior to and after
passage of SB914, based on the guidelines developed by the Secretary of the Department
of Administration, SCO, and the HUB office. The HUBs are required to voluntarily seek
certification, take advantage of technical assistance, and if contacted to bid, respond
promptly.
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FINDINGS AND RECOMMENDATIONS

Specific findings and recommendations relating to the use of HUBs follow.

Does the State Construction Office effectively promote
policies on the use of Historically Underutilized Businesses?

PRIOR TO SB914, SCO HAD NO FORMAL PROCEDURE IN PLACE FOR
TRACKING THE PAYMENT OF HUB CONTRACTORS.

Prior to the passage of SB914, SCO’s practice had been to compile the dollars designated
T for HUBs in the selected contrac-
Minority Business Enterprise/ tor’s proposal as evidence of HUB

Historically Underutilized Business s :
State Construction Project Participation (Proposed) p aI'tICIPathl’l. Table 13 shows the

Period University | Community | Other State | projected HUB participation rates
College Agencies

12002 — 6/ 2002 10.3% 10.4 % 14.1 % for January 2000 through June

172001 - 12/ 2001 | 10.3% 173 10,29 2002. SCO reported these num-

172000 —12/2000 | 11.9% |  64% 76% bers to the HUB Office without

Source: State Construction Office Records

verifying to what extent the HUBs

were actually used.

SB914 contains a requirement that the designer must now submit HUB payments appli-
cation data to SCO. Plans are to have SCO staff compile the payment data into a data-
base and generate monthly reports to submit to the HUB office showing the actual versus
projected HUB usage. However, as of the completion of the fieldwork, SCO still could
not provide actual dollars paid to HUB contractors on State construction projects due to
lack of staffing. Senate Bill 914 authorized two new engineering positions to handle the
additional workload requirements contained in the bill. However, mandated budget cuts
have eliminated one of those positions. The second position had not been filled as of
7/31/02. This information is needed to allow the HUB office to properly monitor HUB
usage and notify any agency that does not meet the goal to file a corrective action plan.

RECOMMENDATION

SCO should proceed with plans to compare the proposal projections
of HUB participation to the actual use. These figures should then be
reported to the HUB Office for determination of compliance with GS
143-128.2 (a). Department management should fill the remaining
position authorized by SB914 as soon as possible to handle the
additional HUB requirements.
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THE GOOD FAITH EFFORT POINT SYSTEM MAY NEED FURTHER
REVISION.

A major intent of SB914 was to increase the recruitment and selection of minority busi-
ness (HUB) participation in public construction contracts. To achieve that end, the Sec-
retary of the Department of Administration was directed to take the following actions:

e Expand scope of work that qualifies for HUBs participation to include repairs and projects
developed by private interest that would be leased or purchased by the State;

¢ Expand HUB requirements to include local governmental units and other public and private
agencies receiving state funding for projects over $100,000;

* Require a good faith effort for all public entities required to have a verifiable HUB participa-
tion percentage goal (including first tier subcontractors and replacements);

e Require bidder identification and documentation of good faith effort;

¢ Require public entities to implement a minority business outreach plan, attend scheduled pre-

bid conferences, notify HUBs of potential contracting opportunities and utilize other media
likely to inform HUBs of the bid;

e Adopt rules establishing points to be awarded for making each effort in determining a good
faith effort;

e Appoint an advisory board to develop recommendations for improving minority business
recruitment and utilization; and

¢ Require public entities to solicit minority business participation and document / record the
businesses solicited and the efforts made for reporting to the HUB Office.

The Secretary of the Department of Administration, in conjunction with SCO and the
HUB Office, developed the Guidelines for Recruitment and Selection of Minority Busi-
nesses for Participation in State Construction Contracts. The guidelines contain a points
system for use in determining a bidder’s good faith effort. A bidder must earn at least 50
points on a predetermined list of compliance requirements before bids can be considered
responsive.

Examination of the requirements and the related points shows that several are based on
criteria that all qualified bidders should satisfy. (See Exhibit 6, page 40.) The remaining
requirements are basic to HUB participation in that they involve getting critical
information necessary for submitting feasible bids and structuring work scope that
matches the abilities of HUBs to perform. Based on review of the requirements and
related points and consideration of suggestions made by professional groups (see page
41), the Secretary may want to continue evaluation of the points assigned to the criteria.
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RECOMMENDATION

The Secretary, SCO, and the HUB Office should consider continuing
evaluation of the points system used to determine good faith effort.
Consideration should be given to continued used of a committee
composed of general contractors, construction managers, and HUB
owners to determine the requirements and related points to use in
determining good faith effort.

Exhibit 6
Point Values for Good Faith Efforts Undertaken
Item Description Value
Contacting minority businesses that reasonably could have been expected to submit a quote and that were
known to the contractor or available on State or local government maintained lists at least 10 days before the
bid or proposal date and notifying them of the nature and scope of the work to be performed.
10
2 Making the construction plans, specifications and requirements available for review by prospective minority
business, or providing these documents to them at least 10 days before the bid or proposal are due.
10
3 Breaking down or combining elements of work into economically feasible units to facilitate minority
participation. 15
4 Working with minority trade, community, or contractor organizations identified by the Office for Historically
Underutilized Businesses and included in the bid documents that provide assistance in recruitment of minority
businesses. 10
5 Attending any prebid meetings scheduled by the public owner. 10
6 Providing assistance in getting required bonding or insurance or providing alternatives to bonding or insurance
for subcontractors. 20
7 Negotiating in good faith with interested minority businesses and not rejecting them as unqualified without
sound reasons based on their capabilities. Any rejection of a minority business based on lack of qualification
should have the reasons documented in writing. 15
8 Providing assistance to an otherwise qualified minority business in need of equipment, loan capital, lines of
credit, or joining pay agreements to secure loans, supplies, or letters of credit, including waiving credit that is
ordinarily required. Assisting minority business in obtaining the same unit pricing with the bidder’s suppliers in
order to help minority business in establishing credit.
25
9 Negotiating joint venture and partnership arrangements with minority business in order to increase
opportunities for minority business participation on a public construction or repair project when possible.
20
10 Providing quick pay agreements and policies to enable minority contractors and suppliers to meet cash-flow
demands. 20

Source: North Carolina Administrative Code, 01 NCAC 301.0102, Temporary Adoption Effective August 1, 2002

THE DEPARTMENT OF ADMINISTRATION’S HUB OFFICE LACKS
ADEQUATE STAFF.

As part of the audit of the State Construction Office and its compliance with the require-
ments of Senate Bill 914, we reviewed the responsibilities of the Department’s HUB
Office. The HUB Office is required to verify applications submitted by HUBs through
the Purchase and Contract Vendor Link web site. Once verified, the HUBs are added to a
list of approved HUBs maintained by the HUB Office and included on the HUB Office
website. Procedures require the individual HUBs to notify the HUB Office if there are
any changes in status. Additionally, the HUB staff re-certifies each HUB every two
years. The vendor link for the web page is still in development for certifications and re-
certifications.
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Currently, the HUB office is staffed by four professionals and one clerical position.
SB914 authorized five additional positions; however, due to the State’s budget problems,
the Department has not been allowed to fill these positions. The existing staff have been
required to assume the additional duties contained within SB914.

Auditor’s Note: Since the completion of the field work, the HUB office
has filled one position and received funding for 3 of 4 remaining positions.

RECOMMENDATION

Department management should continue its efforts to fill the posi-
tions approved in SB914 as soon as possible. Purchase and Contract
along with the HUB Office should complete the development of Ven-
dor Link and establish procedures for contacting HUBs who do not
have Internet access.

What can be done to improve operations in this area?

PROFESSIONAL GROUPS SUGGEST OTHER METHODS TO GET HUBs
INVOLVED BE CONSIDERED.

SB914 required SCO to assume a more active role in assuring contractor knowledge of
and compliance with HUB usage goals. To identify state construction issues, the Office
of the State Auditor conducted four public meetings and individual meetings with profes-
sional association representatives for architects, engineers, general contractors, trades,
subcontractors, and minority contractors. See Appendix F, page 107 for a summary of
issues. One of the main issues discussed at these meetings was the current State guide-
lines for use of HUBs. Overall, the associations felt that the State was making a good
effort to increase use of HUBs. Most felt that SCO was providing the necessary infor-
mation relative to HUB usage. However, most felt that the State could do more to
increase HUB (and other subcontractor) participation. Specific recommendations to con-
sider included:

* Release retainage as each subcontractor finishes work. This would assist HUBs and other
smaller subcontractors by improving cash flow to them. Now it can take up to 18 months for
the subs to get final payments.

* Enforce putting retainage in interest bearing account and disbursing interest to subs at final
payment. If there is a legal reason for holding the retainage, then allow the HUBs and other
subcontractors to benefit by receiving any interest earned on the retainage until final payment.

* Go to a penalty / bonus clause in the contract instead of liquidated damages. This would
eliminate the need for retainage, which would benefit all HUBs and other subcontractors by
improving cash flow. It could also allow the subs to receive a percentage of any bonus for
early completion.
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e Change contract to require general contractor / construction manager to make payments to
all subcontractors every two weeks. This would benefit HUBs and other subs by improving
cash flow.

e Break projects into smaller pieces. This would allow more HUBs to bid since most cannot
handle the magnitude of an entire state construction project.

* Require more details on affidavit of project proposals re: efforts to involve HUBs. SB914
allows the Construction Manager to control who pre-qualifies by who they ask to bid. At pre-
sent, no owner has a post-award review process in place to control this.

e Change the legislation to require owner, designer, and prime contractor to send out request
for bids from subcontractors 21 days prior to due date. This would help HUBs and all sub-
contractors by allowing them adequate time to complete bids for state projects.

* Require at least a week’s prior notice when subcontractors are expected to start their portion
of the job. This would help HUBs and other subcontractors by giving them time to reassign
employees from other on-going jobs.

In reviewing the temporary guidelines developed by the Secretary, SCO and the HUB
Office and released on August 1, 2002, we note that many of these issues have already
been addressed.

RECOMMENDATION

The General Assembly should consider the suggestions made by the
professional groups for increased HUB and subcontractor participa-
tion. The Secretary of the Department of Administration and the
State Construction Office should take the lead in exploring the feasi-
bility of suggestions that are not already included in the guidelines.
For areas already addressed by legislation or in the guidelines, SCO
should implement procedures to assure compliance. The HUB Office
should develop a method to assure that all HUBs are aware of guide-
lines, including those who do not have Internet access.
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Objective 4: To review the organizational structure and staffing

levels to determine sufficiency in performing required
functions.

To achieve this objective, we examined organizational charts, job descriptions, OSP data
for SCO positions, and the OSP salary study conducted on architect and engineering
positions in State government. We also interviewed staff to determine job duties and
reviewed timesheets in an effort to determine time requirements for the different func-
tions and activities required of SCO.

Conclusion:

The State Construction Office was composed of 56 positions, with
three of those working from home field offices as of June 30, 2002.
Staff were divided into five functional areas: Contract Administra-
tion, Design Review, Construction Administration, Facility Condition
Assessment Program, and Consulting Services. SCO does not have a
system in place to measure the workloads of each of the sections.
Therefore, it is difficult to determine whether SCO has adequate staff.
However, management was able to determine that the Design Review
staff review approximately 400 new projects each year. Given the
current level of staffing in that section, it appears to be understaffed
between 1.5 and 2.0 positions. Examination of turnover data shows a
high turnover rate for engineering staff. Departing staff reported that
a major reason for leaving was non-competitive salaries. A June 2000
salary study done by the Office of State Personnel resulted in up-
grading of engineering and architectural positions. However, no
funding has been available to implement the upgrades. The annual
cost to SCO to upgrade these positions would be $381,600, including
benefits.

Overview: The State Con-
struction Office is organized
into five functional areas as
shown in Exhibit 7, page 44.
Fifty-three of SCO’s 56 posi-
tions are stationed in Raleigh,
with the other three employ-
ees working from home field
offices in Leicester, Charlotte,
and Wilmington. Table 14
shows staffing by section. In

TABLE 14
SCO Staffing by Section
As of June 30, 2002
Section i Managers ; Professionals i Support ;: Total
Division Management i 2 i 4 1 6
Contract Administration 1 5 3 9
Design Review 1 12 1 14
Construction 1 9 1 11
Administration
Facility Condition 1 6 7
Assessment Program
Consulting Services 1 7 1 9
Totals 7 39 10 56
Source: SCO records

addition to

its construction

oversight responsibilities, SCO staff is also mandated (GS143-135.25) to serve as the

7 Senate Bill 914 authorized two new engineering positions to handle the additional workload requirements
contained in the bill. However, mandated budget cuts have eliminated one of those positions. The second
position had not been filled as of 7/31/02 and is not included in the totals.

43



FINDINGS AND RECOMMENDATIONS

administrative staff for the nine member State Building Commission (Commission)
whose duties and responsibilities are discussed on page 9. Specific duties assigned to
each section of SCO follow.

EXHIBIT 7
State Construction Office
Organizational Chart
As of June 30, 2002

STATE
CONSTRUCTION
OFFICE
Director
ADMINISTRATION
Officer
» EXECUTIVE ASSISTANT
» ADMINISTRATIVE ASSISTANT (2)
» RECEPTIONIST
CONTRACT DESIGN REVIEW CONSTRUCTION OOV ioanG FCAP
ADMINISTRATION Assistant Director Assistant Direct Assistant Director Assistant Director
Deputy Director Architect Csi:lsillsrtlrucltr::arr E ical Civil/Structural
" eoneER () " ENGINEER (1) > BULDING SYSTEMS T ENGNEER () T BaneRR®)
> LAN ADMINISTRATOR » ARCHITECT (2) » BUILDING S(Y)STEMS > ADMINISTRATIVE
» INFO. SYSTEMS LIAISON > ADMINISTRATIVE ENGINEER ASSISTANT
» ADMINISTRATIVE ASSISTANT

(WESTERN REGION-2)
> BUILDING SYSTEMS
ENGINEER
(SOUTHEAST REGION-1)
> ADMINISTRATIVE
ASSISTANT

ASSISTANT
» FILE ROOM
MANAGEMENT

Source: State Construction Office

Contract Administration — This section is responsible for providing contract assistance
to State agencies for design of capital improvement projects to include:

* Conducting project bid openings,

* Assisting in negotiation and preparation of design and construction contracts,

* Assisting in negotiation of contract amendments,

* Researching claims,

* Assisting State agencies, universities, and community colleges with advanced planning,

* Handling contractor/designer evaluations,

* Holding hearings for bid withdrawals®, and

e Providing oversight of Historically Underutilized Businesses participation data for State
construction projects.

Design Review — This section is responsible for the review and approval of plans and
specifications for the construction, additions, and renovations of State owned facilities,
and community colleges for projects $300,000 and above and university projects greater
than $2,000,000. Review and approval occurs at the four stages of the design process:

8 Definition of bid withdrawal is in the State Construction Manual, Section 110.3.
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schematic design, design development, construction documents, and final plans. There
are four review disciplines — architectural, mechanical engineering, structural engi-
neering, and electrical engineering — each with three reviewers with the exception of
architectural, which has only two positions. Historically, between 300-400 projects are
reviewed annually ranging in total value between $500-$700 million. Specific duties and
responsibilities include:

* Reviewing and approving project certification (sufficient scope, program, site, schedule,
budget),

e Reviewing and approving project plans and specifications,

e Assisting in designer selection process,

* Researching and preparing technical guidelines and criteria,

e Attending pre-bid conferences,

*  Meeting construction industry representatives and material suppliers to become familiar with
new building products, systems, and methods,
e Assisting State and Federal Emergency Management, and

*  Developing, maintaining, and updating construction policies and procedures.

Construction Section — This section provides construction administration for all State
construction except local school building programs, informal projects,” Community Col-
lege projects less than $300,000, University projects less than $2,000,000 and Depart-
ment of Transportation’s bridge, highway, and highway right-of-way projects. Specific
duties include:

e Observing pre-construction conference activities designed to discuss rules of conduct, poli-
cies, coordination, and contract requirements with designers and contractors;

*  Evaluating and observing projects through:

e random site Vvisits,

¢ monthly job progress meetings,

e special meetings for dispute resolution,

e review of job correspondence, meeting minutes, and change orders,
. inspection of construction for design compliance,
e Attending final inspection, and

*  Ensuring designer completion of occupancy certification and final project closeout.

Facility Condition Assessment Program (FCAP) — The section is composed of two
three-member assessment teams that include an architect, a mechanical engineer, and an
electrical engineer. These teams are responsible for assessing State-owned buildings to
make recommendations on energy conservation, maintenance, and operating procedures
to reduce energy consumption without adding costs. All buildings with a gross floor
space larger than 3,000 square feet are included in the program. That translates into
approximately 3,800 buildings across the State that must be assessed every three years'’.

? An “informal project” refers to any project that is under the $300,000 threshold for a state agency; these
projects do not have to go through the formal bid process. While these projects can be under Commission /
SCO purview, the procedures do not require them to be.

"% As of June 30, 2002, there were approximately 12,200 State-owned buildings that qualified for this
program.
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The assessment for these facilities includes local roads, drives, and utility systems that
directly serve the buildings in a State-owned complex. Specifically, the teams are
responsible for:

e Observing and discussing deficiencies with agency’s physical plant members assigned to the
team,

e Preparing recommendations and cost estimates to correct deficiencies,
e Preparing draft reports and cost summaries, and

¢ Sending reports to the agency to assist in need prioritization and funding requests.

Consulting Services — This section is responsible for managing the construction and
renovation of all Department construction projects costing over $30,000'". Specific
duties include:

* Acting as the owning agency’s representative in the construction process,
*  Providing external assistance to the State Energy Office and Facility Management Services,
¢ Planning projects,

¢ Selecting designers,

e Reviewing design,

¢ Seclecting contractors,

e Preparing and administering contracts,

e  Providing technical support,

e Preparing and managing project budgets,

e Monitoring projects,

¢ Overseeing asbestos removal,

*  Designing projects, and

¢ Closing out projects.

Specific findings and recommendations relating to organization and staffing fol-
low.

""" Projects under $30,000 are handled though Department of Administration, Division of Facility
Management, with SCO assistance as needed.
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Does SCO have adequate procedures to track the
productivity of its workforce?

LACK OF WORKLOAD MEASURES IMPEDES SCO’S ABILITY TO
DETERMINE STAFFING NEEDS.

Currently, SCO does not have a system in place that allows management to compile
workload data for its employees. Review of time records showed that SCO staff use the
generic Department timesheet, which requires only the reporting of total hours worked
and leave taken. It does not require the reporting of each work activity and the hours
associated with it. That is the type of data needed to determine workloads and justify
staffing needs. SCO management is in the process of developing workload measures.

RECOMMENDATION

SCO management, in conjunction with Department personnel, should
give priority to developing and implementing workload measures."
Once implemented, management should use the workload data to
support staffing requests.

Is its staffing level adequate for the work it is assigned?

SCO DESIGN REVIEW STAFFING LEVELS APPEAR TO BE INADEQUATE.

While it is difficult to find definitive data to assess SCO staffing levels and workloads,
we were able to use gross workload data supplied by SCO management to develop a
rough gauge for the Design Review section. Management reports that it reviews
approximately 400 new projects each year. The Design Review section of SCO has 12
professional positions and 1 manager who is available to conduct reviews approximately
50% of the time. As of June 30, 2002, four of the professional positions were vacant.
Given that the total average review time is 105 days per project (see page 14), Table 15
shows that this section is between 1.5 and 2.0 positions short of adequate staffing to han-
dle the workload when fully staffed.

'> The General Assembly has appropriated funds to the State Information Technology Services for a study
of a statewide Human Resource and Retirement System (which would include personnel, benefits, leave
reporting, and payroll). This system, once designed, may provide the needed information to SCO
management.
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TABLE 15
Estimated Staffing Needs for
Design Review Section

RECOMMENDATION 400 # new project reviewed annually
/ 125 Divided by # staff available for reviews
= 32 # projects per reviewer

Department and SCO |55 Average total days for reviews
management should | =3360 : # days needed to review 400 projects

evaluate the need for
more design reviewers.

2,080 Total # hours available per employee
176 Average # leave hours per year

Data should be col- = 1,904 Average # hours available for reviews per employee
lected on workloads, (X 125 ! # staff available for reviews
as well as the average = 23,800 : # hours available for reviews
amount of leave time . 8 .13 hours per day :
d by Desien Revi = 2,975 # days available for reviews
used by eSIgl_l eVleYV - 3,360 # days needed for reviews
staff. Once this datais =" (385) | # days short
accumulated and | X_ 8 i#hoursperday
analyzed, management |[.5.3:080 . # hours short :
hould make a deci- / 1,904 Average # hours available per employee
shou = 1.6 Estimated Number of Employees Needed

sion on the need for |"Source’ Computed by OSA
more staff.

|s SCO competitive with other agencies and the private

sector in compensation for the professional employees it
needs?

SCO PROFESSIONAL STAFF SALARIES ARE NOT COMPETITIVE.

Exhibit 8 L
State Construction Office Examination of turnover data for SCO
Turnover for Engineering Staff staff showed an average turnover rate

of 7.9% for the fiscal years 1996-97
through 2001-02. However, the turn-
over rate for the engineering positions
during that same period was 8.2%. Of
significant concern is the 17.9% rate
for fiscal year 2001-02 as shown in
Exhibit 8. Departing staff reported the
major reasons for leaving were due to
o eerer | ories | oar00 | 99000 | 00,01 | 0102 non-competitive salaries.

Fiscal Year

% of Eng. Positions

Source: Office of State Personnel Records
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Table 16 contains a comparison of architect and engineer average salary data among
SCO, other State agencies, and private industry. As can be seen from the table, SCO
engineer salaries are competitive with

. . TABLE 16
other State agencies; however, SCO archi- Average Salary Comparison
tect salaries are not. Both SCO architect SCO" | Statewide® sPrinati Nation®
. . . ector
and cngineer sala'rle.s arc fa? below indus- |"Archiiecs ™ $47,453 T §51165 18 79,744 | $86.050
try salaries for similar positions. Salary || Engineers | 54,294 58,861 i 107,516 : 61,853

: : s . Sources: °NC Office of State Personnel
information from nearby local municipali- *Professional Engineers Assoc. of NG

ties for similar architect positions was not (includes fees, bonuses and commissions)

comparable. Engineer positions salaries °US Dept. of Labor, Bureau of Labor Statistics
for Raleigh averaged $56,971 and Durham

averaged $62,343. The Office of State Personnel (OSP) last conducted a statewide salary
study of engineer and architect positions in June 2000. Based on that study, OSP rec-
ommended, and the State Personnel Commission approved, upgrading these positions.
However, no funding has been available to implement the upgrades since they were
approved. The cost for SCO to upgrade both the engineering and architect positions
would be $381,600, including the cost of benefits.

RECOMMENDATION

SCO and Department management should pursue funding for the
approved salary upgrades. Management should also explore alterna-
tive methods of increasing staff salaries such as the “fast track
review” process discussed on page 16.

Objective 5: To review SCO’s administrative functions, specifically
internal controls, for compliance with laws and regu-
lations.

To achieve this objective, we reviewed all applicable General Statutes, state regulations
and procedures to which all state agencies are required to adhere. Additionally we
reviewed Department procedures and SCO’s internal policies and procedures for compli-
ance. We also pulled samples of expenditures, examined contract files, and examined
cash management policies and procedures for compliance with applicable regulations.

Conclusion: The State Construction Office had sufficient internal controls estab-
lished to assure compliance with applicable State regulations. Exami-
nation of samples of expenditures, contract files, and cash manage-
ment practices showed only minor non-compliance issues. However,
SCO does not have a formal, written internal policies and procedures
manual. This has resulted in some confusion over daily responsibili-
ties, varying interpretation of polices and procedures, and the inabil-
ity to cross-train employees. Further, SCO could reduce operating
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costs by turning in one of the State vehicles permanently assigned to
the Office. Analysis showed that it is not being driven the required
minimum mileage of 1,050 miles per month.

Overview:

All State agencies must comply with State regulations regarding use of resources, such as
State vehicles, cash management procedures, accounting procedures, etc. Each depart-
ment is expected to adopt necessary internal policies and procedures that outline how it
complies with these regulations.

|s SCO adequately complying with applicable state
regulations?

In general, SCO had sufficient internal controls established and was in compliance with
most state regulations. Specific findings and recommendations relating to minor non-
compliance with State regulations follow.

LACK OF A FORMAL INTERNAL POLICIES AND PROCEDURES MANUAL
HAMPERS SCO OPERATIONS.

Good business practices require that SCO have a formal policies and procedures manual
detailing the daily activities and tasks of the staff in each section. We learned during the
audit that SCO does not have a formal policies and procedures manual addressing the
daily activities of the staff. Rather, section heads disseminate staff responsibilities and
policies and procedures on an as need basis through verbal communication, memos, and
e-mails. This has resulted in some confusion over daily responsibilities, varying inter-
pretation of policies and procedures, the inability to share the responsibility of vacant
positions, and the inability to cross train employees.

RECOMMENDATION

SCO management should develop and maintain a comprehensive,
formal manual of written policies and procedures detailing the daily
operations and processes of each section. Management should train
all employees on current policies and procedures and provide staff
updates on a continuing basis. Management should also develop a
plan for cross training employees.
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SCO IS NOT IN COMPLIANCE WITH STATE MOTOR FLEET POLICIES.

SCO has ten State Motor Fleet vehicles assigned to it for use by staff in performing
monitoring and oversight functions on construction projects around the State. The State
policy requires that each vehicle must be driven a minimum of 1,050 miles monthly to
maintain permanent assignment to that agency. Review of the vehicle records for the ten
vehicles for fiscal years 1999-00 and 2000-01 showed that four (40%) of the vehicles
were under the monthly minimum mileage utilization threshold for both fiscal years
(Table 17). All four vehicles were assigned to the central office location in Raleigh. We
note that the total mileage for all vehicles decreased in fiscal year 2000-01. Reasons for
this include reduced funding for renovation projects and a Governor’s Executive Order
directing State agencies to reduce mileage as much as possible due to the budget crisis.
In fact, SCO management turned in one of the four vehicles in March 2002 to Motor
Fleet Management. As of June 30, 2002, SCO still has nine vehicles permanently
assigned. Based on our analysis of the usage data and the proximity of the Raleigh office
to Motor Fleet, we believe it would be to the State’s advantage for SCO to turn in at least
one of the other vehicles that is not driven the minimum monthly mileage.

TABLE 17
Summary of Mileage for Agency Assigned Vehicles
FY1999-00 FY2000-01
OVER/ OVER/
TOTAL AVERAGE { UNDER TOTAL AVERAGE i UNDER
WORK MILEAGE : MONTHLY 1050 MILEAGE :MONTHLY 1050
VEHICLE # ;| STATION | REPORTED MILES MILES : REPORTED MILES MILES
91530 Raleigh 17,331 1,444.25 394.25 18,248 i 1,520.67 470.67
71862 Raleigh 11,756 979.67 -70.33 10,090 840.83 -209.17
71880 Raleigh 16,705 1,392.08 342.08 16,915 i 1,409.58 359.58
91534 Wilson 30,074 2,506.17 i1,456.17 27,736 i 2,311.33 : 1,261.33
91078/5296 : Leicester 23,108 1,925.67 875.67 20,335 i 1,694.58 644.58
31904/5881 Raleigh 11,480 956.67 -93.33 10,493 874.42 -175.58
71863 Raleigh 31,850 2,654.17 i1,604.17 26,354 i 2,196.17 i 1,146.17
42543 Raleigh 10,199 849.92 : -200.08 ** 4492 499.11 -550.89
61757 Raleigh 16,154 1,346.17 296.17 15,660 : 1,305.00 255.00
71142 Raleigh 10,198 849.83 i -200.17 11,374 947.83 -102.17
TOTALS 178,855 161,697
** Vehicle returned to motor pool during month of March 2002. Average monthly miles were divided by 9.
Source: SCO and Motor Fleet Records

RECOMMENDATION

SCO should monitor its permanently assigned vehicle usage to ensure
that the minimum mileage threshold is achieved and maintained.
Further, SCO management should turn in a second vehicle to reduce

costs.
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Detailed Analyses of UNC Women’s and Children’s Hospitals Projects APPENDIX E

| | Pre-planning

CON Schedule

Part A Schedule %/////;/;é/?//////////////////////// Pre-planning

Part A Actual Pre-planning

Part B Schedule WWWWWWWWWWWWWWWW
Part B Actual . @

Timeline July 1993 Aug 1993 Sept 1993 Oct 1993 Nov 1993 Dec 1993
08/05/1993: UNC receives 11/02/1993: 0OC-25

approval from General received by SCO; total
Assembly in 1993 session estimated cost

(HB 578) for advanced $133,870,800

planning  for  hospital. 11/03/1993: 0C-25
Request for advertisement approved by SCO

for designer. 11/14/1993: Designer
selected

\\\§

Milestones and Other
Important Dates

Correspondence 1 0 0
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APPENDIX E

CON Schedule

Pre-planning

Design

Part A Schedule

Pre-planning

Design

Part A Actual

Part B Schedule

Part B Actual

Timeline

Jan 1994

Pre-planning

Feb 1994

Mar 1994

Apr 1994

Design

e

e ===

May 1994

June 1994

Milestones and Other
Important Dates

01/14/1994: Design fee
proposal submitted to SCO

03/29/1994:
Agreement
UNCH and
$8,000,000

Design
between
HKS  for|

05/27/1994: Design
contract signed by HKS

06/14/1994: Design
contract signed by UNCH

Correspondence
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APPENDIX E

CON Schedule

Design

Part A Schedule

Design

Part A Actual

Part B Schedule

Part B Actual

Timeline

Aug 1994

Design

Sept 1994

Oct 1994

July 1994

Nov 1994

Dec 1994

Milestones and Other
Important Dates

expected
07/29/1994:
Programming
due

taking longer

07/28/1994: HKS notifies|08/22/1994:
UNCH that programming is|contract

Design(09/22/1994: William Moore
w/signatures|submits proposal for|

than|received at SCO

Design
submittal

08/23/1994:
Amendment
$35,000

Design
#1 for

Asbestos Abatement (Part
D)

Correspondence
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APPENDIX E

CON Schedule

Design

Part A Schedule

Design

Part A Actual

Part B Schedule

Part B Actual

Timeline

Jan 1995

Feb 1995

Design

Mar 1995

Apr 1995

May 1995

June 1995

Milestones and Other
Important Dates

01/02/1995:
submittal due

Schematic]

02/03/1995:
Design received at SCO

Schematic|03/06/1995: DFS submits

Schematic Design review
comments to UNC
Design/Construction

03/13/1995: DOl submits
Schematic Design review
comments to HKS
03/20/1995: HKS approves
William Moore's proposed
asbestos work

Amendment

04/19/1995:
approves

Design subject to
incorporation of comments

SCO

04/26/1995: Design

#2 for|

$32,000

Schematic|Certificate of Need to|

05/02/1995: DFS issues

UNCH

06/02/1995:
approves
Design

UNCH
Schematic|

Correspondence

92



Detailed Analyses of UNC Women’s and Children’s Hospitals Projects

APPENDIX E

CON Schedule Design
Part A Schedule Design
Part A Actual Design

Part B Schedule . _ 22090 9 9 6 >%9»>%..6B.Bn»B0.n0nzn—n BB96ono 6 ... __ PreGConstrustion
pert® Afl:'t'uall' Aug 1995 Sept 1995 pesian Oct 1995 Nov 1995 Pre-gonig;;tion
imeline uly ug ep c ov ec
07/03/1995: Design|08/08/1995: DOI notifies|09/15/1995: Part B Site|10/12/1995: SCO|[11/09/1995: Part B Site|12/29/1995: Construction
Development submittal|HKS that Design|Utilities Constructionjfapproves Part B  Site|Utilities approved for bid  |bids opened for Part B Site
due Development has been[Documents received at|Utilities Construction Utilities
07/07/1995: Design|reviewed SCO Documents
Development received at] 10/19/1995: Part B Site
SCO 08/14/1995: DFS notifies| Utilities ~ Final  Plans|

out into separate projects|gpproval of Design
(Part A & B) Development
Milestones and Other
Important Dates
Correspondence 7 19 6 14 5 0

07/27/1995: SCO Design
Review notifies  SCO
Contract Administration
that project will be broken

UNC Design/Construction
that architectural portion of|
DD reviewed

08/22/1995: SCO denies

received at SCO
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CON Schedule Design
Part A Schedule Design
Part A Actual Design
Part B Schedule Pre-Construction Construction
Part B Actual Pre-Construction Construction
Timeline Jan 1996 Feb 1996 Mar 1996 Apr 1996 May 1996 June 1996
01/02/1996: SCO receives|02/21/1996: Part C 04/03/1996: Part D[05/08/1996: Part C Design|06/14/1996: Part C
Part B Site Ultilities|Designer selected Construction  Documents|Agreement between|Schematic submittal due
Certified Bid Tabulation received at SCO UNCH and Dewberry &06/17/1996: Part C Design
01/03/1996: SCO issues 04/11/1996: Part  D|Davis for $71,000 Development received at
Part B Site Utilities Construction ~ Document|05/13/1996: Letter|SCO
Construction Award Letter review complete requesting application for|06/18/1996: DOI notifies
01/04/1996: Part B Site| 04/19/1996: Construction|'Authorization  to  use|HKS that working drawings
Utilities Construction Document submittal due  |Alternative Contracting|have been reviewed
Contract Document- Method". Requesting
General $3,596,500 single prime award.
01/10/1996: SCO 05/14/1996: UNCH
approves Design requests  extension  of|
Development Designer's contract from
01/11/1996: UNCH $5,492,000 to $8,067,000
. requests SCO advertise for|
Milestones and Other lengineering _services ~for 05/21/1996: Construction
mportant Dates Chiller Addition Documents received at
01/17/1996:  Milestone's| SCO
Proposal for Critical Path 05/24/1996: Owner|
Method consulting services approves Part B Change
01/18/1996: Part B Pre-| Order G-1 for $136,784; 21
Construction Conference days added to contract
01/22/1996: UNCH completion
approves Design
Development phase
01/29/1996: Notice to
Proceed for Part B Site
Utilities
Correspondence 9 1 2 5 9 6
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CON Schedule Pre-Construction | Construction
Part A Schedule Gap in scheduled activities due to Part A Design Overrun and Part B Construction Extension
Part A Actual Design Overrun
Part B Schedule Construction Construction Contract Extended
Part B Actual Construction
Timeline July 1996 | Aug 1996 Sept 1996 Oct 1996 Nov 1996 Dec 1996
07/01/1996: Estimated Bid|08/02/1996: SCO notifies(09/03/1996: DOL  has[10/15/1996: Application to|11/13/1996: DOI approves(12/02/1996: SCO notifies
Date (Part A) HKS that Constructionfreviewed plans and|use Alternative Contracting|revised working plans Dewberry & Davis that
Document hase is|specification for elevators|Method approved; Construction Document
07/08/1996: DOI notifies| 5 jete P arr)1d dumbwaiters, [requested single p?iﬁm bid,|11/14/1996: UNCH|hase complete
ger\:vberrty & Dav% t_hat approved for bid multi prime award alél)pprovest Construction
e 5'9M0g/05/1996: Owner ocuments 12/02/1996: DOI notifies
approves Part B Changelgg/03/1996: Owner|10/23/1996: Owner(11/19/1996: Protech[Dewberry & Davis that

Milestones and Other
Important Dates

07/09/1996: Part D Bid
Opening

07/16/1996: DFS reviews
architectural portion of final
working drawings,
conditions must be met
before approval

07/16/1996: SCO
approves Part C Design
Development

07/19/1996: Part C Design
Development submittal
due

07/23/1996: Application to|
use Alternative Contracting
Method not approved,
requested single prime

Order G-2 for $398,450

08/12/1996:
Asbestos
Contract
$221,902

Part
Abatement]
signed-General

@)

08/13/1996: UNCH
approves Schematic|
Design. Proceeding
directly to Construction

Documents is acceptable
to owner.
08/21/1996: DFS reviews
final working drawings for|
engineering content, not|
approved

approves Part B Change
Order G-3 for $1,061,141;

34 days added to contract|
completion

09/03/1996: Part C
Construction Document
submittal due

09/09/1996: Part B Site
Utilities originally|
scheduled construction
completion

09/27/1996: Final Plans
received at SCO
09/30/1996: Part D

Construction Start

approves Part B Change
Order G-4 for $92,891; 10

days added to contract]
completion

10/28/1996: Part C
Construction  Documents
received at SCO
10/31/1996: Part C

Estimated Bid Date

informs William Moore that
they are working under
protest

11/30/1996: Part D original
completion date

Construction  Documents
reviewed

12/10/1996: Turner|
Construction submits|

proposal for Construction
Management

12/13/1996: Owner|
approves Part D Change
Order G-2 for $13838; 6
days added to contract
completion

12/16/1996: Project
approved for bid subject to
approval from other|
regulatory agencies

Correspondence

10
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APPENDIX E

CON Schedule

Construction

Part A Schedule

Gap in scheduled activities due to Part A Design Overrun and Part B Construction Extension

Part A Actual Design Overrun Pre-Construction

Part B Schedule Construction Contract Extended

Part B Actual Construction

Timeline Jan 1997 Feb 1997 Mar 1997 Apr 1997 May 1997 June 1997

01/07/1997: IRl notifies|02/13/1997: Owner|03/12/1997: Letter{04/03/1997: Addendum #2|05/05/1997: Owner|06/02/1997: Part A
HKS that Constructionjapproves Part B Change|Agreement between(to Bidding Documents approves Part D Change|Construction Contract
Documents are|Order G-6 for $210,702; 90|UNCH and Turner Order G-9 for $92,800 Documents
satisfactory for insurance|days added to contract/Construction for| General $47,584,342;
purposes completion Construction Management Mechanical $5,716,752;
01/08/1997: Owner| Services-$1,047,031 04/10/1997:  Construction|05/07/1997: SCO receives|Electrical $9,688,506;
approves Part D Change bids opened for Part A Part A Certified Bid|Plumbing $11,988,630
(?rder G(;l, fgr f12'41°t? 1(102/25/1997: Part C Bid|03/20/1997: SCO issues Tabulation
Comoletion - |Opening Part C Award Letter 04/10/1997: UNCH notified|05/14/1997: Part C Pre-
01/09/1997: Owner| hat orginal - designer|Construction conference  og/o411997:  Authorize
approves Part B Change 03/20/1997: Part C ChiIIerContaining Material 05/27/1997: Part Clfunds increase by
Order G-5 for $499,172; 46 Addition Construction Construction start date $4,953,750
days added to contract Contract Documents-|04/11/1997: DFS approves|05/30/1997: SCO issues|06/09/1997: Owner
completion Electrical $131,705 architectural  portion  of|Part A Construction Award|approves Part B Change
01/09/1997: Owner| Revised Final Working|Letter Order G-8 for $222,858; 49
approves Part D Change 03/24/1997: Owner|Drawings days added to contract]

Milestones and Other
Important Dates

Order G-3 for $21,366, G-4
for $6,620 and G-5 for|
$8,960; 26 days added to
contract completion
01/15/1997: CRZ notifies|
primes that all work is to
be completed no later than
04/01/1997 in order to
allow site to be cleared for|
construction

01/15/1997: Owner|
approves Part D Change
Order G-6 for $25,746, G-7
for $66,725 and G-8 for|
$1,080; 30 days added to
contract completion
01/21/1997: Resubmittal of]
Final Plans received at
SCO

01/27/1997: Part C Final
Plans received at SCO
01/30/1997: Part
approved for Bid

C

approves Part B Change
Order G-7 for $200,952; 50
days added to contract]
completion

03/26/1997: Addendum #1
to Bidding Documents

03/26/1997:
approved for bid
03/28/1997: Part C Chiller|
Addition Construction
Contract Document-
Mechanical $$593,100

Project

04/15/1997: UNCH informs
William Moore of intent to|
dismiss him as designer

04/24/1997: DOl issue|
Electrical Certificate  of|
Completion for Part B Site
Utilities

completion

06/18/1997: Attorney
General approves project
06/26/1997: Part A Pre-
Construction Conference &
Notice to Proceed

06/30/1997: Part
Construction Start Date

A

Correspondence
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11
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APPENDIX E

CON Schedule

Construction

Part A Schedule

Construction

Part A Actual

Construction

Part B Schedule
Part B Actual Project Close-Out
Timeline July 1997 Aug 1997 Sept 1997 Oct 1997 Nov 1997 Dec 1997
07/01/1997: Part B Site|08/07/1997: DFS approves|09/24/1997: Part C original|10/10/1997: Owner[11/03/1997:  Letter  to[12/18/1997: Owner|
Utilities Inspection &lengineering  portion  oficompletion date approves Part C Changelclarify Pay Applicationfapproves Part A Change

Milestones and Other
Important Dates

Acceptance
07/01/1997: Part D
Asbestos Abatement

Inspection and Acceptance

07/17/1997: Owner
approves Part B Change
Order G-9 for $228,321; 51
days added to contract]
completion

07/21/1997:
Amendment
$60,140
07/30/1997: SCO issues
Part B Site Utilities Project|
Acceptance Approval

Design

#3 for|

07/30/1997: SCO issues
Part D Asbestos|
Abatement Project
Acceptance Approval

Revised Final Working
Drawings

08/22/1997: Demolition
delayed past 08/18/1997
start date

Order H-2 for $1,825; 129
days added to contract]
completion

10/20/1997: DFS receives
2nd Revised Final Working
Drawings

10/20/1997: Owner
approves Part C credit
Change Order H-1 for
$10,080

Process

Order G-1 for $208,258.12

12/18/1997: Owner|
approves Part C Change
Order H-3 for $1,566 and
H-4 for $22,819
12/23/1997:
approves Part A Change
Order H-1 for $259,551
and credit Change Order|
E-1 for ($28,226)

Owner|

Correspondence
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CON Schedule Construction
Part A Schedule Construction
Part A Actual Construction
|l:anrt : iChedIUIe
art ctua roject Close-Out
Timeline Jan 1998 Feb 1998 Mar 1998 Apr 1998 May 1998 June 1998
01/13/1998: Owner 03/04/1998: Owner|04/28/1998: Owner|05/05/1998: Owner|06/02/1998: Owner
approves Part C Change approves Part A Changelapproves Part A Changelapproves Part A Changelapproves Part A Change
Order H-5 for $8,969 Order G-2 for $35,612.88 |Order G-4 for $7,744 Order G-5 for $256,165 Order H-3 for $12,627, H-4
01/29/1998: Owner 03/09/1998: Design|04/30/1998: Owner|05/05/1998: Ownerfor 100,000, H-5 for 81,787
approves Part A Change Amendment #4 forlapproves Part A Changelapproves Part C Changefand ~ No-Cost ~ Change
Order P-1 for $13,174 $75,000 Order P-5 for $28,864 and|Order H-6 for $10,364 Order E-3
03/13/1998: Owner|No-Cost Change Order H-
01/30/1998: Monthly approves Part A Change|2 06/18/1998: Design
meetings begin to Order G-3 for $250,000 Amendment #6 for|
underscore communication 03/21/1998: Owner| $18,000
problems approves Part A No-Cost
Change Order E-2
03/24/1998: Owner|
approves Part A No-Cost|
Change Order P-2,
Milestones and Other Change Order P-3 for|
Important Dates $64,338 and P-4 for]
$100,000
03/26/1998: Design
Amendment #5 for|
$20,400
Correspondence 13 9 25 16 12 12
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APPENDIX E

CON Schedule Construction
Part A Schedule Construction
Part A Actual Construction
::an g ichedlule
art ctua roject Close-Out
Timeline July 1998 Aug 1998 Sept 1998 Oct 1998 Nov 1998 Dec 1998
09/10/1998: Design|10/12/1998: Owner({11/01/1998: Effective date|12/10/1998: Owner|
Amendment #7 for $5,418 |approves Part A Changelof Senate Bill 1366 Sectionlapproves Part A Change
09/11/1998: Owner|Order P-7 for $160,071 11.8 exempting UNCH|Order P-6 for $25,386,
approves Change Order|10/26/1998: Owner|from SCO oversight credit Change Order P-7
G-6 for $121,024 and No-japproves Part A Change for ($100,000), and P-8 for
Cost Change Order G-7;|Order G-9 for $209,015 $209,248; 36 days added
36 days added to Generalland E-4 for $142,253; 36 to Mechanical and
contract completion days added to Electrical Plumbing contract
contract completion completion
09/23/1998: Owner| 12/10/1998: Owner|
approves Part A Change approves Part A credif
Order G-8 for $119,810 Change Order H-7 for|
09/23/1998: Owner, ($100,000), No-Cost
approves Part B Change Change Order H-8, and
Order G-10 for $52,486 Change Order H-9 for
Milestones and Other 09/28/1998: Owner| $43,058
Important Dates approves Part A Change 12/10/1998: Owner|
Order H-6 for $162,313 approves Part C Change
Order H-7 for $7,392
12/17/1998: Owner|
approves Part A Change
Order G-11 for $218,511
Correspondence 15 15 7 12 12 15
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CON Schedule Construction

Part A Schedule Construction

Part A Actual Construction

::a: : ic:medlule

: ?ilrl:eline Jan 1999 Feb 1999 Mar 1999 AR R uApr 1999 May 1999 June 1999

01/04/1999: Owner|02/09/1999: Design|03/08/1999: Design|04/19/1999: Part C|05/05/1999: Owner|06/13/1999: Owner
approves Part A creditAmendment #8 forlAmendment #9 $7,634 Inspection and Acceptance|approves Part A Changelapproves Part A credit
Change Order G-10 for($45,520 Order H-10 for $94,712 Change Order E-8 for|
($250,000) 02/19/1999: Owner|03/23/1999: Owner ($7,410)

Milestones and Other
Important Dates

01/15/1999: Owner
approves Part A Change
Order G-12 for 280,911
01/22/1999: Owner
approves Part A Change
Order G-13 for 87,656 and
E-5 for $114,446

approves Part A Change
Order G-14 for $90,209

approves Part A Change
Order E-7 for $123,000

03/30/1999: Owner|
approves Part A Change
Order E-6 for $70

04/26/1999: Owner
approves Part A Change
Order G-15 for $232,938,
credit Change Order G-16
for ($49,896) and Change
Order G-17 for $276,961

05/06/1999: Owner
approves Part A Change
Order G-18 for 247,707

05/19/1999: Part C Chiller
Addition accepted into
state inventory

05/20/1999: Owner
approves Part A Change
Order E-9 for $160,256

05/21/1999: UNCH
request designer of record
to be present at monthly
meeting to answer
contractor questions

Correspondence
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CON Schedule

Construction

Project Close-Out

APPENDIX E

Part A Schedule Construction
Part A Actual Construction
Part B Schedule . @@ 2 2= nn=~=n=@vnvn-N—v@
e 07/07/199l!;:y Owner| 08/09/199;:9UNCH willing 09/20/199:’:)Final Payment10/21l1999c: Owner11lo4l199;):v HKS =
approves Part A Changelto consider no-cost time|Notice on Part B Sitelapproves Part A creditrecommends retainage be
Order P-10 for $82,652[extension to accommodate|Utilities, in process of{Change Order G-22 forjheld on future pay
and H-11 for $164,652 desire to avoid liquidated|closing out ($97,514)and creditapplication§ due _to
Tt A o OO0, et AeCIGT 5 | |compitad savsacioly
Change Order H-12 for(08/11/1999: OwneriGeneral Jeff Parson's visit|10/21/1999: Owner
($208,296) approves Part A Changely, construction site/approves Part A No-Cost|11/08/1999: Owner
Order G-19 for $65,328 concerning possible legal/Change Order H-15 andjapproves Part A Change
07/29/1999: Beneficial|08/12/1999: Meeting|action that could be taken|Change Order H-16 forOrder G-23 for $72,846,
Occupancy of new portion|between  owner  and|by not allowing contractors|$56,143 G-24 for $14,987, credit
of Gravely Tunnel contractors-issues  about|to begin work on Phase I Change Order G-25 for|
getting  credit  change|while completing Phase | ($2,321), G-26 for
orders processed quickly $243,912 and E-10 for
since contingency funds $34,547
Milestones and Other are running out ;1/1ry\;le199:Part D O(;I:g:i:
Important Dates 08/17/1999: Owner Cr;]r;nge Order G-10A for
approves Part A Change ($40,053)
Order G-20 for $28,963 11/16/1999: Owner|
08/24/1999: Owner approves Part A credit
approves Part A Change Change Order E-11 for|
Order G-21 for $48,593, P- ($720,000)
11 for $161,601, P-12 for 11/29/1999: Punchlist for
&1351;44?:135 :'115 ;or new linen/loading dock
A ) or 11/30/1999: Owner
storsso T s Fon A Shange
and H-17 for $4,056
Correspondence 5 21 12 15 28 26
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CON Schedule

Part A Schedule

Construction

APPENDIX E

Part A Actual

Construction

Part B Schedule

Part B Actual

Timeline

Jan 2000 Feb 2000 Mar 2000

Apr 2000

May 2000

June 2000

Milestones and Other
Important Dates

01/14/2000: Owner|02/10/2000: UNCH notifies|03/09/2000: Owner
approves Part A ChangeHKS to take steps to|approves Part A No-Cost
Order G-28 for $202,259|insure  sufficient funds|Change  Order  P-16,
and No-Cost Changefremain in project to|Change Order P-17 for|
Order G-29; 209 days|complete all work $15,410 and H-19 for
added to General contract|02/14/2000: Owner|$4,862; 209 days added to|
completion approves Part A credit|Plumbing contract
01/17/2000: Project/Change Order P-15 forjcompletion

approval authorization for|($17,558) 03/16/2000: Owner
Beneficial Occupancy of] approves Part A Change
new linen/loading dock Order G-30 for $57,406, E-
12 for $11,417 and No-
Cost Change Order E-13;
209 days added to
Electrical contract
completion

03/30/2000: HKS requests
surety companies  visit
work site

05/02/2000: Owner
approves Part A Change
Order G-31 for $35,216, P-
18 for $40,484, H-18 for
$100,000 and E-14 for
$260,237; 209 days added
to Mechanical contract
completion

05/11/2000: Approval of]
Beneficial Occupancy of
linen rooms at loading
dock

05/12/2000: DOI issues
Electrical Certificate of]
Completion for linen area
05/22/2000: Owner

approves Part A Change
Order G-32 for $72,737

06/12/2000: Owner
approves Part A Change
Order G-33 for $16,308, P-
19 for $13,468 and H-20
for $31,371

06/19/2000:
Occupancy for emergency
generator and fuel tank
enclosure

06/21/2000: Owner|
approves Part A Change
Order H-21 for $123,089

Beneficial

06/26/2000: Surety
companies notified of late
schedule
06/30/2000:
withholding
damages
06/29/2000: Part Al
originally scheduled
construction completion
06/30/2000: UNCH gives
notice of potential default
due to non-performance

Begin
liquidated

Correspondence
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CON Schedule

APPENDIX E

Part A Schedule

Construction Contract Extended

Part A Actual

Part B Schedule

Part B Actual

Timeline

July 2000

Aug 2000

Construction

Sept 2000 Oct 2000

Nov 2000

Dec 2000

Milestones and Other
Important Dates

07/05/2000: Contract
completion date extended
from 03/01/2001 to
03/19/2001 due to weather

07/07/2000: Owner
approves Part A Change
Order E-15 for $43,406, E-
16 for $95,652 and E-17
for $55,116

07/25/2000: UNCH
requests HKS to notify all
prime contractors not to
submit  written  verified
claims until final payment
is made on their contracts

07/28/2000:
Amendment
$161,043

Design

#10 for,

08/11/2000:
Amendment
$61,800

Design

#11 for

08/29/2000: Owner
approves Part A No-Cost
Change Orders G-34, P-20
and H-22; Design
Amendment #12 for|
$375,750; 18 days added
to General, Mechanical
and Plumbing contract
completion

09/13/2000: Surety|10/02/2000:
companies notified of late
schedule and withholding
of funding

10/13/2000:

09/26/2000: Owner
approves Part A Change

Order G-35 for $3,830
added to
contract completion

10/18/2000:

and H-24 for $1,493

Owner,|

approves Part A Change
Order G-36 for $19,481

Owner|

approves Part A Change
Order G-37 for $3,148 and
E-18 for $43,715; 18 days
Electrical

Owner,|

approves Part A Change
Order H-23 for $14,700

11/02/2000: Informal
hearing regarding
withholding of liquidated
damages

11/09/2000: UNCH notifies
HKS to delete scope of]
electrical work, UNCH
forces will complete

12/07/2000: Owner
approves Part A Change
Order G-38 for $57,809
and E-19 for $85,458

Correspondence
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CON Schedule . @ @ @ @ @ @ @ @@ @ @ @ @ @@ @@ @@

Part A Schedule Construction Contract Extended %//////////////////////////////////////////////////////////////%

Part A Actual Construction Construction Overrun

Part B Schedule . @ @@@@@0@0@0@0@@0@0@0@@0@0@0@0@0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O0O

Part B Actual . 2 @ 000009 @ @0000nn09ann— @@ @000

Timeline Jan 2001 Feb 2001 Mar 2001 Apr 2001 May 2001 June 2001

01/10/2001: Result  0f{02/08/2001: Owner|03/01/2001: Owner|04/16/2001: Owner|05/14/2001: Owner|06/11/2001: HKS notifies|
informal hearing-UNCH|approves Part A creditjapproves Part A Changelapproves Part A Change|approves Part A Changelsurety companies that|
should refund withholdings|Change Order P-21 for|Order G-40 for $28,434 Order E-21 for $73,994 Order G-43 for $18,548 contractors have failed to
for liquidated damages. If|($906), Change Order H- perform under terms of|
progress falls below 2%25 for $69,208 and E-20|03/02/2001: Design|04/26/2001: UNCH)|05/23/2001: HKS notifies|contract

completion per month,|for $11,897 Amendment  #13 for|submits plan of action for{contractors of schedule
UNCH may resume $375,750 completion of tower portion|slippage, actual ]
withholdings. (Phase 1) of project completion date moved|06/20/2001: Owner
02/19/2001: Owner|03/19/2001: Revised from  05/23/2001  to[@PProves Part A Change
approves Part A Change|Contract Completion date 07/18/2001 Order E-22 for $222,177

-39 for $22,391 and E-23 for $14,831
Order G-39 for $22,39 05/25/2001: Owner

03/20/2001: Owner| approves Part A Change
approves Part A Change Order G-44 for $20,832
Order G-41 for $78,295 05/30/2001: Prime
03/21/2001: Owner contractors instructed by
Milestones and Other approves Part A Change owner to include premium
Important Dates Order G-42 for $20,275 time for all PC work in lieu
and H-26 for $2,837 of added days
03/27/2001: Owner|
approves Part A Change
Order P-22 for $4,213

Correspondence 17 13 20 33 37 42
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CON Schedule

Part A Schedule

Part A Actual

Part B Schedule

Part B Actual

Timeline

July 2001

Aug 2001

Construction Overrun

Sept 2001

Oct 2001

Nov 2001

APPENDIX E

Dec 2001

Milestones and Other
Important Dates

07/06/2001: UNCH
resumes withholding
liquidated damages from
pay applications

07/18/2001: Owner s
prepared to perform or|
have performed punchlists
for floors 5-7, primes have
15 days to complete

08/06/2001: HKS notifies
surety companies that
contractors have been
served an Article 28 letter
for floors 5-7

08/15/2001:
prepared to perform or
have performed punchlists
for floors 2-4, cost will be
deducted from contract

08/30/2001:
Event/Employee
Preview

Owner is

Media
Sneak|

09/08/2001:
ceremony

Dedication

10/09/2001:
Amendment
$298,256

10/16/2001: Owner notifies
designer to instruct Ellis-
Don to remove Cleveland
Construction from floors 2-
7, owner will have work
performed by other forces

Design

#14 for

10/26/2001: HKS notifies
surety companies that
contractors have been
served an Article 28 letter
for the basement, ground,
and 1st floor

10/30/2001: HKS notifies
contractors that access to
project will be restricted.
All punchlist items must be
completed by 11/06/2001.
Further access will be
allowed by permission.

11/02/2001: Cleveland
Construction allowed back
in building.

11/05/2001: All primes and
subs restricted to
basement after  6pm.
Allowed on upper floors by
permission only.

12/11/2001: Part A
Inspection for Beneficial
Occupancy

12/13/2001: Owner|
approves Part A Change
Order G-46 for $32,411
and G-47 for $7,644

12/17/2001: Part Al
Certificate of Electrical
Completion

12/21/2001: DFS advises
UNCH that building is
approved for licensure
occupancy

12/21/2001: Part A
Certificate of Substantial
Completion/Beneficial

Occupancy

Correspondence

31

59

51

75

45

16
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CON Schedule
Part A Schedule
Part A Actual
Part B Schedule
Part B Actual
Timeline Jan 2002

Construction Overrun

Feb 2002

Mar 2002

01/30/2002:

Milestones and Other
Important Dates

Owner|02/14/2002: Owner|
approves Part A Changejrequests primes to begin
Order E-24 for $15,703

Phase Il of project as of]
03/16/2002

02/21/2002: Owner|
approves Part A credit
Change Order E-25 for
($44,345)

03/06/2002: Construction
Management Letter]
Agreement Amendment #1
for $438,533

03/22/2002: Construction
Management Letter]
Agreement Amendment #2
for $943,422

Correspondence 22

13

Source: Compiled by OSA from SCO records
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APPENDIX F

Summary of Issues Identified in Public Meetings and
Meetings with Professional Groups

To identify issues surrounding the State construction process and the procedures
used by the State Construction Office, the Office of the State Auditor held a
series of four public meetings across the State. Meetings were held in Durham,
Greenville, Huntersville, and Marion. Members of the construction industry were
invited to discuss with a panel composed of personnel from the Auditor’s Office,
the Department of Administration, the Department of Insurance, the Labor
Department, and the State Construction Office any issues or concerns

surrounding:

1.

SB914 Changes

a
Q

Q
a
Q

Communication of changes

Rules for pre-qualification of contactors; criteria for
selection

Use of single prime vs. multiple primes; costs
Construction manager at risk process

Accuracy of project cost projections

Process for plan reviews

Q

Q
a
Q

Purpose of reviews

Sequence of reviews

Schedules for design phase of projects

Coordination of reviews between SCO and DOI;
timeframes

Contract questions

Q

a
Q
a

Include DOL-OSHA requirements

Include design work fees, payment schedules

Specify use of formal Notification of Changes

Require recovery schedules if project falls behind
schedule

Inspection and close out issues

Q

Q
a
Q

Number, type of inspections required

Require close out within 45 days

Look at State’s ability to enforce contract requirements
Strict enforcement of liquidated damages provisions

Use of HUBs

O

Q
a
Q

SB914 HUB requirements

Data collection / analysis

State’s role in use of HUBs
Innovations that may help HUBs

Subsequent to those meetings, the panel members met to discuss the issues
raised during the public meetings and to offer suggestions addressing them.
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Additionally, the Auditor's staff met with representatives from the American
Institute of Architects-North Carolina, the NC Association of Plumbing, Heating,
Cooling Contractors, Inc., the Carolina Association of Minority Contractors, the
NC Association of Electrical Contractors, the Professional Engineers of NC, and
the American Subcontractors Association of the Carolinas. Each of these
discussions covered the broad issues outlined above. The following is a
summary of the major points from all these sources.

SB914 Changes:

o SCO has done a good job providing information and guidance on new
construction law changes.

o Local governments and designers seem to be interpreting changes differently
than SCO; concern that language not consistent for local government

o Question of whether SB914 language allows landscape architects to legally
do things they are not qualified to do.

o Construction manager at risk confusing; not sure of role, breadth of authority,
how SCO is involved.

o Using out of state employees not prohibited by 914.

o CM at risk forces bid shopping; no uniformity, especially for pre-qualification
by CM; could impact liability and costs; pre-qualification said to be at owners
discretion.

o University and municipal owners seem to be more interested in developing
guidelines and documenting compliance with little focus on whether the
guidelines result in HUBs getting more work.

o Contractors saying that it requires too much paperwork and they have
problems getting data from subs.

o No substance in good faith criteria; gives points for things that don’t get HUBs
involved

o Nothing in 914 addresses private universities receiving state $; concern that
privates won’t use HUBs unless forced

o Projects broken into smaller pieces provide more HUB opportunities but the
current bidding process and late contractor payments affect HUBs’ ability to
obtain and complete construction projects.

o Holding retainage hurts HUBs; cash flow critical

o Hold primes to schedule so don’'t squeeze subs; notify subs timely when
expected to start their portion of job, not day before

Design Review Process:

o Incomplete and late design submittals by designers, understaffed SCO and
DOI review sections and owner requested changes contribute to extended
design review.

o SCO has problem keeping qualified staff because of low pay and heavy
workloads; also issues with DOI.

o Answer is more realistic time budgets for the planning stages of the projects.

o Designers often ask mechanical contractors to do final drawings for their
segments of projects

o Universities will require designer to design for a particular brand of
equipment; SCO tries to control this so bids fair to all.
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o SCO provides liaison between designers and owners, role needed

o Major issue: need more consistency in reviews, all reviews should be based
on guidelines

o SCO has done good job on parts of construction manual; on web

o There are redundancies in review process; comments from DOI, SCO, DFS
may counteract each other, who to listen to, how many times to redo?

o More duplication seems to be between DOI and local reviewers.

o Way to expedite reviews might be to explore an “express review” process
such as is being used by Wake and Mecklenburg counties.

Contract Questions:

o Major issue: Engineers’ professional code says they can’t participate in
bidding for jobs; State’s procurement statutes require bid then selection of
‘most qualified”

o Need to accelerate bid process, awarding of contract; could take up to 3
months

o Requests for bid specifications not always clear

o Amendments being sent out on day bid is due

o When a $ limit is set on a project first, this may result in professionals doing
research on a method (and charging for that research) even though there is
only money to do it a certain way— SB914 options for new construction
methods

o Many of the innovative designs cost money up front but save money in the
long run

o On informal projects, owners accept low bid knowing its too low; that will allow
change orders, force price up; accepting realistic bids from start would save $

o Renovation project harder; not sure what “existing conditions” will have to
deal with; contingency $ now set at 5%; should be 10% for renovations

o SCO needs to change the contract to include requirements for recovery
schedules for projects and formal notification of changes

o Recovery plan is very useful if used correctly to force party who caused delay
to come into schedule

o Not sure any retainage needed since all contractors must be bonded

o Would get better price if didn’t hold retainage because takes so long to get
final payments Subcontractors pay requirements need to be enforced and
sanctions applied for non-compliance; State should be serious about
enforcing liquidated damages.

o Contractors don’t think State is serious about current liquidated damages
clause.

o State should consider including a second set of liquidated damages in
contracts.
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Inspection and close out issues:

a

SCO’s lack of final report submission deadlines, final inspection deadlines
and adequate monitoring staff results in lengthy project close outs and
contractor exposure to forced extended warranties.

Most of extended time to close out because it takes architects/engineers so
long to complete the final report

Contracts should require the contractor to submit all documents within a
specified time frame for close out—maybe 45 to 60 days after the final
inspection.

SCO normally has representative at all construction meetings

Projects should be closed out when owner takes occupancy

Most time reason state doesn’t enforce liquidated damages is because of
owner interference

If contract requires substantial liquidated damages, then that cost is added to
bid

Major issue: subs charged prorated share of liquidated damages even if they
did nothing wrong

SCO should use contractor evaluations to keep “bad” contractors from
bidding; allow subs to evaluate gen. / prime / designer

SCO has process for “blacklisting” a contractor that does not perform to
standards; but rarely used

The following were possible solutions offered by these groups:

Q

Q

Require prequalification for all subs who might work on jobs; allow first tier or
main sub to hire from approved list.

Need to scope out smaller packages to allow HUBs to bid; require prime /CM
to pass on supplier costs (for bulk purchases) to subs so HUBs can compete
on price; require “good faith” report from all contractors who bid, not just
selected contractor

Contractor selection should be based on qualification, not on cost, so no one
should quote fees until after the selection.

Require CM submit HUB plan prior to selection; make it part of screening
process

Require more details on Affidavit C of what actually done to involve HUBs
Mandatory code courses for industry professionals as way of minimizing
number of design review comments; licensing boards should be training their
members regarding specific areas like code changes.

Use military model. Let owner agency coordinate all reviews at set points.
Plans sent in and reviewed by all at same time; comments consolidated;
Owner coordinates joint meeting with all reviewers and designer where
questions/issues discussed and decided on same day. Allows designer to
know in advance how many review trips to plan and cost.

Have all subs evaluate gen./ prime/ designer for each job, use evaluations to
weed out bad contractors.
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o Require person who does final inspection to be the same person who did the
periodic inspections.

o Prohibit any contractor who has “bad” rating from bidding for set period of
time—maybe 3 years

o Make designer responsible for assuring project done as designed; add
sanctions to contract; relieve some of workload for SCO.

o Go to penalty / bonus clause in contract instead of liquidated damages;
develop way to penalize party who caused delay in closeout

o Enforcement of the contract provisions should rest with the designer.

o Release retainage as each trade finishes its work.

Source: Compiled by OSA
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Summary Of PricewaterhouseCoopers Findings On UNC Women’s and

Children’s Hospitals Project

Project variances, costs overruns, and project delays on hospital projects are not
uncommon due to their inherent complexity

Hospital projects require a high level of coordination among designers and
contractors during planning and construction, and invariably changing
technologies, changing hospital leadership, and changing service needs
increase hospital construction costs over estimates — especially estimates
that are several years old.

PWC’s experience has shown that construction overruns between 5% -
10% would be within the normal and expected range for hospital projects
of the size and complexity of the Women’s & Children’s Hospitals.

Delays are also not uncommon for hospitals. In most instances, hospital
project delays result from time extensions necessary to complete owner-
requested changes.

Several areas of the project were significantly over budget, contributing to the
$25 million variance.

Consultant fees increased 58% due to extended Contract Administration
costs and the addition of an unbudgeted Contract Manager to supplement
Plant Engineering staff

Construction contract costs increased 26% due to higher than expected
construction bids; an estimated $9 million in change orders, and $6 million
in self performed work.

Equipment costs have not increased, but documentation of remaining
expenditures is incomplete and decentralized.

Financing costs increased 150% from the estimated $6 million in financing
costs for the planned $81 million bond issuance. This increase is due to
the increase in the bond amount and an estimated $5 million in additional
capitalized interest expenses due to the delay in project completion.
While part of the Project variance, total bond financing costs did not
change and the interest would have been paid by the Hospital in any
event. These costs are not considered a Project cost overrun.
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Planning and Design Issues contributed to the cost overruns and the time delays

Initial Construction Budget
Records did not indicate that the 100% CD final cost estimate was
conducted by a third-party cost estimator, but was an update of a previous
DD cost estimate. The overheated market conditions in 1997 do not
appear to be taken into account the construction budgets.

Initial Phasing Plan
The “suggested” phasing plan provided by the designer appears to be the
cause of significant project dispute.

Time delays due to phasing interpretations led to significant project
completion extensions, impacting both project closeout and consulting
service costs.

Initial Estimate of Construction Duration
Immediate past experience with Neurosciences building would suggest
the Women’s and Children’s Hospitals would require 4+ years to
complete.

Prior hospital experience with a multi-prime contract, and the complex
program requirements of the Women’s and Children’s Hospitals, would
also indicate a project duration of greater than three years.

Site Coordination and Change Orders
A review of large (greater than $50 thousand) Proposed Changes by
Estimate Technology and validated by PWC’s review indicates a high level
of coordination issues with existing site conditions.

The Multi-Prime Contract also contributed to the project cost overruns and time

delays

Multi-Prime Contract
Multi-Prime contracts place significant risk on the owner due to higher
level of oversight and contractor coordination.

Multi-prime contractors have varying incentives to meet schedule
milestones and limited incentive to resolve intra-team issues, and difficulty
to work as a team may arise because of potential claim disputes.

Multi-prime contracts require full-time project management expertise to
oversee construction and manage outstanding issues to their conclusion.

Single-prime or Contractor-at-risk are preferred delivery methods and are
now approved by the state.
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Construction Administration
e Limited continuous, dedicated project management oversight from
planning through occupancy, necessary to effectively manage complex
multi-prime project team.

e Construction administration responsibility for $140 million project placed
on Plant Engineering Director with limited project management support. A
dedicated staff of full-time internal construction managers or a full-time
external construction manager would have served the hospital well on this
complex and critical project.

e Role of existing external Construction Manger limited to extension of staff
for under-staffed Plant Engineering group instead of full construction
management responsibility for monitoring all construction activities on
behalf of the owner.

Contractor Execution of Multi-Prime Contract
e Records indicate numerous work coordination issues among contractors,
probably due to limited intra-team accountability characteristic of multi-
prime contracts.

e Although efforts were made to work as a team initially, limited schedule
coordination led to issues regarding non-conforming work.

e Failure to protect work, failure to supervise sub-contractors, and failed
inspections also contributed to project delays.

Source: PricewaterhouseCoopers Consulting, University of North Carolina Health
Care System, “Management Assessment of Women’s and Children’s Hospitals
Project. July 15, 2002”
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ACCOMPLISHMENTS OF THE STATE CONSTRUCTION OFFICE

Major Projects

The State Construction Office, in a dual role, over the last ten years, successfully
administered approximately $185 million in contracts for the construction of major
projects in the government complex. Major projects included: New Public Education
Building, New Revenue Building, Govt. Complex Boiler Plant, Old Education Bldg.
Renovation, Old Revenue Bldg. Renovation, Multi-Level Parking Deck #75, Multi-Level
Parking Deck #76, and Museum of Natural Science.

Implementation of the Facilities Condition Assessment Program

In 1987, the Dept. of Administration was authorized by the General Assembly to conduct
an operations and maintenance study of all State buildings. In 1988-89, Phase 1 and
Phase 2 reports were issued which recommended a "Facility Condition Assessment
Program". This started in 1990 with a manager and 3 team members, employed by the
State Construction Office. A second team was added in 1993. All buildings 3,000 sq. ft.
and over, plus infrastructure items, are assessed on a 3-year repeating cycle, and reports
are issued with recommendations for correction of deficiencies, with cost estimates and
priorities. Energy assessments are also provided for state facilities with this staff. Other
States have adopted similar programs based on the North Carolina model.

Natural Disaster Assessments

Assistance from staff of the SCO has been provided to the Division of Emergency
Management, FEMA, and other agencies on numerous occasions following natural
disasters in N. C. This included assistance with damage assessment, debris removal,
demolition, and/or installing infrastructure for temporary housing sites, in order to help
local and state agencies recover and be reimbursed for eligible expenses. Major events
when this occurred include Hurricane Hugo in 1989, Hurricane Fran in 1996, Western
Floods of 1998, and Hurricane Floyd in 1999. Extensive staff involvement occurred, and
the restoration of temporary housing sites following Hurricane Floyd is still ongoing.

Y2K

The State Construction Office served as the coordinator between state agencies and
universities and the Statewide Year 2000 office to ensure that all essential state-owned
facilities and building systems would be Y2K-compliant at critical dates near the
beginning of 2000. The State Construction Office saved the State approximately $1.5
million in consulting fees by coordinating this work using in-house staff. There were no
system failures as a result of this effort with a smooth transition into the year 2000.

Security Upgrades

The State Construction Office staff administered the assessment, report preparation and
distribution, and the implementation of recommendations, relating to security
improvements to the buildings and grounds for the downtown government complex as a
result of the September 11, 2001, terrorist attacks. The implementation of these measures
is continuing, using a limited source of funds.
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Life Cycle Cost Analysis

The State Construction Office implemented a life cycle cost analysis manual for State
owned facilities in 1986. The Legislature mandated that all buildings constructed for the
State, 40,000 square feet or larger, be designed on the basis of life-cycle cost. The
manual was updated in 2001, when the Legislature changed the requirement to facilities,
20,000 square feet or larger. The goal is to ensure that designers maximize the long-term
benefits to the State, within the confines of capital appropriation, since the cost imposed
on the State over the life of any building far exceeds the initial construction investment.

Awards

Sir Walter Raleigh Awards — given by the City of Raleigh Appearance Commission:
- Governmental Complex Boiler Plant, 1992

- Heck Andrews House, 2000

- Museum of Natural Science, 2000

- Dorton Arena, 2001

The American Institute of Architects, Charlotte Section, NC Chapter, Honor Award
- NC Department of Revenue Building, 1988

Precast/Prestressed Concrete Institute, Design Award

- Department of Administration, Deck I, 1992

State Capital Foundation, Certificate of Appreciation

- State Capital Restoration, 2000

Capital Area Preservation Anthemion Award

- L.L. Polk House, 2002

Guidelines for Recruitment and Section of Minority Business for Participation in
State Construction Contracts

In 1989, the State adopted a verified ten percent (10%) goal for participation by minority
business in the total value of work for each state construction project. The State
Construction Office assumed the responsibility to develop, establish, and implement the
State’s guidelines for participation of minority businesses in state construction projects.
These guidelines and policies were successfully used until Legislative revisions were
adopted in 2001 that transferred much of the responsibility to the HUB office. Since
1989, the State has achieved 10% participation, thereby meeting the goal established by
the Legislature. The program instituted by the State Construction Office was never
challenged in court and the guidelines are still in effect providing a sound and solid
approach to allow all the businesses in the State to participate in the State Capital
Improvement program.

Construction of State Prison Facilities

In 1993, the General Assembly transferred the responsibility for the Prison Bond
Construction program to the State Construction Office. The State Construction Office
had authority to contract for and supervise all aspects of administration, technical
assistance, design and construction of prison facilities. The program initially started with
$87.5 million in bond funds and in subsequent years, additional projects were funded
under the supervision of the State Construction Office. Overall, the State Construction
Office, administered $254 million in construction, which involved 60 projects statewide
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and 200 individual contracts. Projects were completed on time and within budget
meeting the program needs of the Department of Correction.

State Construction Conference

For the last 21 years, the State Construction Office has hosted and coordinated the annual
State Construction Conference. The purpose of the conference is to provide information
about the state’s construction process and promote a better understanding of the state’s
capital improvement program. The conference began with less than 200 in attendance
and has maximized attendance with over 600 attending the annual conference.

InterSCOPE

InterSCOPE is the State Construction Office’s project and workflow tracking database.
Development began in 1997, to replace the former, non-Y2K compliant database.
Enhancements due to changes in technology continue. A contractor is currently
performing a technical analysis of the system to plan for the implementation of further
development. The basic system developed was found to be very sound and has an
excellent configuration with the flexibility to change databases as required.

The 2000 Education Bond Program

The 2000 Education Bond program was begun in November 2000 with $3.1 Billion
dollars to be allocated as $2.5 Billion to the University System and $600 million to the
Community College System over a six year period. The bond program is entering the
third year of the six year program with the State Construction Office having reviewed,
approved and monitored projects totaling approximately $311 million expended to date
of the $900 million currently under contract.

Project Totals

Since 1988, the State Construction Office has contracted, reviewed, approved and
monitored construction on 6,400 projects worth $9,334,286,000. (Not adjusted for
inflation).

Pilot Green Building Projects

The State Construction Office is overseeing the Energy Conservation Pilot Program. The
program requires a minimum of 10 state building projects be designed, constructed and
evaluated according to The High Performance Guidelines: 7Triangle Region Public
Facilities, Version 2.0. This program will have long term benefits to the State through
the establishment of energy efficient and environmental friendly design of State facilities.

Source: Department of Administration, State Construction Office
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North Carolina

Department of Administration

Michael F. Easley, Governor Gwynn T. Swinson, Secretary

December 6, 2002

Honorable Ralph Campbell
Office of the State Auditor
20601 Mail Service Center
Raleigh, North Carolina 27699-0601

Dear Mr. Campbell:

We have reviewed the findings, conclusions, and recommendations that resulted from your audit of the
North Carolina State Construction Office (SCO). You will find our response attached.

The Department of Administration places great value in the opinions of our customers and stakeholders.
Therefore, our management team reviewed the audit report with open minds and in a spirit of collaboration
between two State agencies. Notwithstanding any differences of opinion, we have declined to take exception to
any specific findings or conclusions in the report. We have focused instead on how each of your
recommendations can help us improve SCO's overall operation.

We believe our reply demonstrates a high level of action and accountability. In the attached State
Construction Office Response to Performance Audit Recommendations, you will find over 80 individual action
items that we believe will address each recommendation in a positive and business oriented manner.

We believe that the ultimate value of an audit is reflected in the audit team's objective review of SCO's
operations and in the future improvement of business practices pursuant to the final report. You and your staff
have done a very thorough job of reviewing the State Construction Office with objectivity, professionalism, and
expertise. The Department of Administration's management team will now do our part by transforming the
audit recommendations into results.

Thank you for the opportunity to work with your agency on improving our customer services and
business practices. We look forward to future collaborative efforts between our agencies. We would appreciate
you forwarding us any additional comments you may receive so that we may also use them as a basis for
improvement as well.

Sincerdly, .-

Mailing Address: Telephone (919) 807-2425 Location:
1301 Mail Service Center Fax (919) 733-9571 116 West Jones Street
Raleigh, N.C. 27699-1301 State Courier #51-01-00 Raleigh, North Carolina

e-mail: Gwynn.Swinson@ncmail.net

An Equal Opportunity/Affirmative Action Employer
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State Construction Office
Response to Performance Audit Recommendations

‘ Purpose ‘
» To provide a written response to the recommendations contained in the final draft of the
Performance Audit Report.

‘ General Comments ‘

» The State Construction Office (“SCO”) welcomes the opportunity to improve by using the
audit results to increase efficiency and effectiveness of the program.

» Many of the responses are contingent upon the actions of the State Building Commission,
an entity independent from the State Construction Office. As such, prudent management
dictates that certain options be delayed until appropriate decisions are made by the State
Building Commission (SBC).

» Some responses are contingent upon the actions of the General Assembly, the State
Budget Office, OSP, or the DOA Human Resources Management Division.

» The SCO will submit a monthly report on accomplishments toward these goals to the
Department of Administration's senior management team.

Recommendations and Responses

Objective 1: To examine SCO's project management function, including identification
of the number and type of projects handled, procedures used, responsibility of other
state agencies, etc.

SCO's DESIGN REVIEW TRACKING SYSTEM DOES NOT ACCURATELY
COMPUTE THE BACKLOG.

1. Recommendation: SCO should formalize its review deadlines and develop design
review performance standards for all reviewers based on those deadlines. Additionally,
SCO should correct the backlog calculations to redefine the backlog.

Response:

Formalize review deadlines

v" On 11/4/02, obtained copy of historical data reflecting projects and actual completion
times and began the review process, which is ongoing.

» By 1/1/03, analyze historical data to determine past completion time statistics.

» By 3/1/03, define an interim review schedule timeline.

» By 4/1/03 request additional staff, if any, to allow the SCO to comply with the review
schedule timeline.

» By 7/1/03, add formal schedule to the State Construction Manual.
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Develop individual design review performance standards

By 12/20/02, develop definition of a good standard, ie: schedule times, quality,
consistency.

By 4/1/03, develop draft standards.

By 10/1/03, test the standards.

By 12/1/03, finalize the standards.

By 2/1/04, incorporate standards into the Policy and Procedures manual.

VVVY 'V

Correct backlog calculations
v" On 10/29/02, defined "backlog."
v Backlog is defined as "projects that have exceeded pre-defined review schedule
timelines."
v On 11/4/02, obtained information on backlog reports included in auditors report
v' On 11/1/02, reviewed information in auditor's report with Mr. Farouq of SCO.
v On 11/4/02, obtained data for analysis of information on backlogs (see
recommendation #1).
» By 2/1/03, analyze information in auditor's report and recommend modifications.
» By 4/1/03, modify project status/tracking system to include revised backlog calculations.

SCO'S DESIGN REVIEW TIMES EXCEED INFORMAL DEADLINES

2. Recommendation: SCO management should determine whether the informal
deadlines need to be adjusted. Further, management should explore the feasibility of
implementing an express plan review process for state construction projects. Lastly,
Department and SCO management should identify any legislative changes needed to
allow implementation of an express review process. If the Secretary decides to pursue
an express review process, then she should request from the General Assembly the
necessary legislative changes.

Response:

Informal deadlines are addressed in response to recommendation #1.

By 12/20/02, query other states and county/local governments on use of express plan
reviews.

By 1/15/03, analyze data received from other states and county/local governments relating
to express plan reviews.

By 4/15/03, determine feasibility and applicability of SCO use of express plan reviews.
By 7/15/03, if express plan reviews are found to be feasible and applicable then determine
criteria for express plan reviews.

By 8/15/03, if express plan reviews are found to be feasible and applicable, and if
legislative change is needed, then submit requested changes to General Government
Subcommittee.

Y VV VvV VX
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SCO HAS INADEQUATE TECHNOLOGY AND DATABASES CONTAIN
INVALID/INCOMPLETE DATA.

3. Recommendation: SCO management should identify all capital improvement
projects that are still on-going from 1999 and verify that INTERSCOPE contains
accurate and complete data for those projects, correcting as necessary. Efforts should
continue to fully develop INTERSCOPE to better serve SCO clients and improve
oversight of state construction projects. Once the consultant's evaluation is completed,
Department management should request funding to complete INTERSCOPE
development. Efforts to upgrade personal computers for the staff should also continue.

Response:

v" On 10/15/92, determined schedule for INTERSCOPE implementation. (DF2)
v On 10/15/02, defined process for finding errors.
v Errors in the current database will be found by continual review of data, as projects
proceed, by all data entry and management personnel.
» Starting 12/1/02, provide monthly INTERSCOPE status reports to divisional
management.

THE CURRENT CONTRACTOR/DESIGNER EVALUATION PROCESS IS NOT
EFFECTIVE.

4. Recommendation: The Commission should review the established evaluation criteria
for appropriateness. Specific procedures should be established for handling designer
individual project ratings at or below 2.5 or cumulative designer rating at or below 3.5.
A clear definition of "final acceptance'" and '"final report' dates should be included and
used consistently by the Commission and SCO staff. SCO management should establish
clear procedures for conducting and maintaining the evaluation process. Once the
procedures have been clarified the Commission should use the evaluation results to
determine the continued qualification of all contractor and selection of designers for
state construction work.

Response:

v" On 10/16/02, obtained documentation on change in evaluation procedures for design and
contract that was submitted to the Commission. Obtained copy of revised contractor
evaluation procedures dated May 22, 2001. (DF3)

v" On 10/16/02, obtained documentation that the Commission Subcommittee met and revised
the form. Obtained copy of SBC May 22, 2001, minutes reflecting submission of
procedures. (DF5)

v' On 11/6/02, obtained documentation that the revised form was presented to the full
Commission for consideration.

v" On 10/16/02, obtained copy of SBC June 27, 2001, minutes reflecting submission of
procedures and approval from SBC for modified procedures to go through rule making
process. (DF4)
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v" On 11/6/02, obtained documentation that contractor evaluation procedures have been
submitted to DOA General Counsel for rulemaking. (DF7)

» By 12/12/02, obtain approval from General Counsel on evaluation rules.

» By 1/31/03 present recommendation #4 to the Commission for action.

SBC should review the established evaluation criteria for appropriateness.

SBC should define a procedure for handling designer individual project ratings at or

below 2.5 and cumulative ratings at or below 3.5.

SBC should define final acceptance date.

SBC should define final report date.

SBC should define procedures for conducting the evaluation process.

SBC should define procedures for maintaining the evaluation process.

SBC should use evaluation results to determine continued qualification of all

contractor and selection of designers.

» Monthly after 1/31/03, track the progress of the Commission in responding to
recommendation #4.

» By 1/31/03, the SCO should offer staff assistance, by name or title, to the SBC to assist in
responding to recommendation #4.

» Monthly, starting December 1, 2002, review INTERSCOPE for delinquent designer and
contractor evaluations. See INTERSCOPE schedule in response to recommendation #3.

VVVVY VYV

CHANGE ORDERS DO NOT CONSISTENTLY REFLECT WHO INITIATED
CHANGES.

5. Recommendation: The Commission and SCO should review the change order
process with the Attorney General's Office to determine any legal implications with
requiring identification of the party causing the change order. SCO staff should not
approve change orders unless the proper change order form has been fully completed
for documentation purposes.

Response:

» By 1/31/03, present recommendation #5 to the SBC and appropriate legal counsel for
action.

» By 1/31/03, the SCO will offer staff assistance, by name or title, to the SBC to assist in
responding to recommendation #5.

» Monthly after 1/31/03, track the progress of the SBC in responding to recommendation
#5.

FACILITY MANAGEMENT PERSONNEL ARE NOT INVOLVED IN THE REVIEW
OF STATE CONSTRUCTION PROJECTS.

6. Recommendation: The Commission and SCO management should consider
modifying SCO's procedures to require involvement of facilities management personnel
in the plan review process for the purpose of identifying maintenance issues before
construction. This should reduce the number of maintenance problems, help to
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standardize the infrastructure systems for state buildings, and save the State
unnecessary maintenance costs.

Response:

v' On 11/4/02 requested clarification from the Auditor on the following question: "In
recommendation #6 it is proposed that the SCO involve facilities management personnel
in the plan review process. Is the intent to involve DOA facilities management in the
review process or all facility management entities in the review process of their related
plan reviews?"

v On 11/4/02, sent e-mail to Spencer Phillips regarding follow up on informal response
stating that intent was for all facilities management entities to be involved. (DF8)

v" On 11/4/02, received clarification from Janet Hayes, Auditor's Office, stating that it
was their intent to include all facilities management entities. (DFS)

» By 1/15/03, draft a procedure for "facilities management" involvement in the plan review
process to ensure that maintenance related issues have been considered.

» By 3/15/03, finalize a procedure for "facilities management" involvement in the plan
review process to ensure that maintenance related issues have been considered.

» By 6/30/03, present the facilities management plan review process to the SBC for
consideration.

Objective 2: To review SCO's role in the Higher Education Bond projects and other
decentralized projects..

DECENTRALIZATION OF CONSTRUCTION PROJECTS OVERSIGHT IMPEDES
CONSISTENCY AND INFORMATION FLOW.

7. Recommendation: The General Assembly should evaluate the effect of legislation
decentralizing the oversight responsibilities for state construction projects. If the State
Construction Office is to provide data on the overall State capital improvement plan,
consideration should be given to requiring periodic status reports of all decentralized
projects to SCO and the Commission. This change would ensure a better flow of
information to the General Assembly, allowing all construction projects paid for by
State funds to be reported in a consolidated format.

Response:

v' On 11/4/02, requested clarification on which legislative entity should receive this
recommendation.
v" On 10/14/032, sent E-mail to Marilyn Chism. (DF#1)
v On 11/04/02, sent e-mail to Auditor's Office requesting clarification on which
legislative entity should receive this recommendation. (DF8)
v' On 11/04/02, received e-mail from Auditors Office stating that they submit report to
General Government. (DF8)
» By 4/1/03, forward recommendation #7 to the Joint General Government Committee.
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» Monthly after 4/1/03, track the progress of the legislature in responding to
recommendation #7.

Objective 3: To review SCO's implementation of and compliance with policies on use
of Historically Underutilized Businesses (HUBs).

PRIOR TO SB914, SCO HAD NO FORMAL PROCEDURE IN PLACE FOR
TRACKING THE PAYMENT OF HUB CONTRACTORS

8. Recommendation: SCO should proceed with plans to compare the proposal
projections of HUB participation to the actual use. These figures should then be
reported to the HUB Office for determination of compliance with GS 143-128.2 (a).

Response:

v" On 11/8/02, obtained documentation that the HUB participation database was established
and date of database establishment. Database was established on 9/30/02. (DF14)

v" On 11/8/02, obtained sample copy of the type of data or printout of data from the HUB
participation database. (DF15)

v' On 11/7/02, asked HUB Office the specific date of the HUB participation quarterly
reports. HUB responded that participation quarterly reports are to be sent in 30 days after
end of quarter (DF11)

» By 1/30/03, start quarterly HUB participation reports to the HUB Office.

» By 4/30/03, Quarterly HUB participation report to the HUB Office.

» By 7/30/03, Quarterly HUB participation report to the HUB Office.

THE GOOD FAITH EFFORT POINT SYSTEM MAY NEED FURTHER REVISION.

9. Recommendation: The Secretary, SCO, and the HUB Office should consider
continuing evaluation of the points system used to determine good faith effort.
Consideration should be given to continued use of a committee composed of general
contractors, construction managers, and HUB owners to determine the requirements
and related points to use in determining good faith effort.

Response:

» By 01/31/03, the Secretary, SCO and HUB Office will establish a committee or advisory
board comprised of general contractors, construction managers, HUB coordinators and
HUB owners to review and evaluate the GFE points.

» The Secretary, SCO and HUB Office will continue evaluating the Good Faith Efforts
(GFE) Point System as recommended. In evaluating the GFE points, the committee or
advisory board will look at patterns and trends of good faith efforts that are typical
used by the contracting community to determine and re-evaluate if the GFE points
need to be re-assigned or re-distributed.
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» By 09/01/03 the GFE point review committee or advisory board shall report to the
Secretary on findings and make recommendations, if any, on changing the GFE points.

THE DEPARTMENT OF ADMINISTRATION'S HUB OFFICE LACKS ADEQUATE
STAFF.

10. Recommendation: Department management should continue its efforts to fill the
positions approved in SB914 as soon as possible. Purchase and Contract along with the
HUB Office should complete the development of Vendor Link and establish procedures
for contracting HUBs who do not have Internet access.

Response:

Filling of Positions

v" Auditor's reports stated one clerical position filled whereas of this report two were filled.
v' On 11/19/02, extended offer for HUB Outreach Specialist Position #138.

v" On 11/19/02, interviews completed for HUB Compliance Position #139.

» By 12/16/02, extend offer for HUB Compliance Position #139.
v
v
>
>

On 11/05/02, advertised for Statistician position #145.
On 11/19/02, Statistician Position #145 closed.

By 12/20/02, Statistician position #145 offer extended.
By 1/24/03 have all HUB positions filled.

Development of IT HUB Reporting System and Enhancement of Vendor Link

» On 5/8/02, the HUB Office formed a Working committee comprised of representatives
from the DOA HUB Office, State Construction Office, MIS, DOT, municipalities,
minority trade association, local unit of government association, university system and
community college system developed system requirements the HUB Reporting System
and enhancements to Vendor Link, vendor database.

Bu 12/10/02, commence testing for new IT system for HUB Reporting.

By 01/06/03, target rollout of the new IT system for HUB Reporting IT system for state
agencies and public entities.

By 12/10/03, commence testing for Vendor Link enhancements.

By 01/06/03, target rollout date for Vendor Link enhancements.

YV VYV

PROFESSIONAL GROUPS SUGGEST OTHER METHODS TO GET HUBs
INVOLVED BE CONSIDERED.

11. Recommendation: The General Assembly should consider the suggestions made by
the professional groups for increased HUB and subcontractor participation. The
Secretary of the Department of Administration and the State Construction Office should
take the lead in exploring the feasibility of suggestions that are not already included in
the guidelines. For areas already addressed by legislation or in the guidelines, SCO
should implement procedures to assure compliance. The HUB Office should develop a
method to assure that all HUBs are aware of guidelines, including those who do not have
Internet access.
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Response:

» By 7/1/03, the SCO, with input from other entities, will determine the feasibility of the
suggestions made by the professional groups relating to increased HUB participation.
» By 10/1/03, the HUB Office will work with SCO to inform the contracting community,

HUB and general contractors of these suggestions, new guidelines and/or procedures.

» To facilitate providing outreach to HUB owners who do not have access to the
Internet, the HUB Office will consider methods of outreach such as Statewide
Information Sessions, Information Sessions located in Raleigh and teleconferencing.

» The HUB Office and SCO will incorporate the training and/or dissemination of this
information into on-going activities already conducted or provided by our offices,
such as the State Construction Annual Conference, HUB Vendor Orientation Sessions,
“How to do business with the State” workshops, etc.

» HUB Office will utilize the Minority Business Enterprise (MBE) programs and
minority business resource organization as conduits to get information to MBE and
HUB firms certified with their respective organizations.

Objective 4: To review the organizational structure and staffing levels to determine
sufficiency in performing required functions.

LACK OF WORKLOAD MEASURES IMPEDES SCO'S ABILITY TO DETERMINE
STAFFING NEEDS.

12. Recommendation: SCO management, in conjunction with Department personnel,
should give priority to developing and implementing workload measures. Once
implemented, management should use the workload data to support staffing requests.

Response:

v' On 11/4/02, the SCO managers were charged with defining workload measures and
setting schedules for implementation.

By 4/1/03, define workload measures.

By 9/1/03 validate and test workload measures.

By 11/1/03, modify workload measures.

By 1/5/04 implement workload measures.

YV VYV

SCO DESIGN REVIEW STAFFING LEVELS APPEAR TO BE INADEQUATE.

13. Recommendation: Department and SCO management should evaluate the need for
more design reviewers. Data should be collected on workloads, as well as the average
amount of leave time used by Design Review staff. Once this data is accumulated and
analyzed, management should make a decision on the need for more staff.
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Response:

» By 12/20/02, ensure that all data is being entered correctly and completely and start six-
month collection of data needed for analysis.

» By 6/30/03, assess correct data input and initial results. Verify that project load and
staffing are considered.

» By 12/31/03 incorporate standards into the Policy and Procedures manual and implement
new standards and measures.

SCO PROFESSIONAL STAFF SALARIES ARE NOT COMPETITIVE.

14. Recommendation: SCO and Department management should pursue funding for the
approved salary upgrades. Management should also explore alternative methods of
increasing staff salaries such as the "fast track review' process discussed on page 16 (of
the audit report).

Response:

v" On 11/7/02 documented previous attempts at upgrading salary (DF9).
» By 12/1/02, resubmit request to upgrade salaries to the Office of State Budget and
Management and the General Assembly's Fiscal Research Division.
» By 6/1/03, the SCO, in conjunction with the DOA HRM, OSP, and OSBM, will
recommend alternative methods of increasing staff salaries including change in
responsibilities and market conditions.

Objective 5: To review SCO's administrative functions, specifically internal controls,
for compliance with laws and regulations.

LACK OF A FORMAL INTERNAL POLICIES AND PROCEDURES MANUAL
HAMPERS SCO OPERATIONS.

15. Recommendation: SCO management should develop and maintain a comprehensive,
formal manual of written policies and procedures detailing the daily operations and
processes of each section. Management should train all employees on current policies
and procedures and provide staff updates on a continuing basis. Management should
also develop a plan for cross training employees.

Response:

v' On 11/6/02, a team of DOA employees from the SCO was charged with developing a
procedures manual and section timelines developed (DF10).

v" On 11/6/02, an employee was assigned the primary responsibility for the coordination and
oversight of policies and procedures development and maintenance.

» By 2/1/04, develop a comprehensive procedures manual for the SCO.

»> By 3/1/04, all SCO employees will be trained on new policies and procedures.
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Once the policies and procedures manual is completed, the State Construction Office will
conduct an annual review of the manual to ensure applicability and reliability of
information.

By 5/1/03, positions for potential cross training will be identified.

By 7/1/03, specific functions for the persons to be cross-trained will be identified and
cross training will begin.

By 12/31/03, managers will certified that the cross trainees are proficient in the relative
tasks.

By 12/31/03, a system will be in place to continually cross train employees and verify
proficiency.

SCO IS NOT IN COMPLIANCE WITH STATE MOTOR FLEET POLICIES.

16. Recommendation: SCO should monitor its permanently assigned vehicle usage to
ensure that the minimum mileage threshold is achieved and maintained. Further, SCO
management should turn in a second vehicle to reduce costs.

Response:

v

v

On 10/16/02, received report from MFM on miles used by SCO in various vehicles
(DF12)

On 10/16/02, clarified MFM policies with Danny Willis of MFM. Mr. Willis stated that if
vehicles were not driven the minimum mileage agencies must justify, via memorandum to
MFM, reasoning to retain the vehicle.

On 11/6/02, analyzed current use of MFM vehicles by SCO and determined that only one
vehicle (61757) out of nine fell short of the minimum mileage. (DF12)

On 11/6/02, requested that SCO provide justification to MFM for retaining the vehicle
thus complying with MFM policies. (DF13)

By 12/20/02 SCO will provide justification to MFM for retaining vehicle number 61757.
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