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MANAGEMENT LETTER

DATE: July 8, 2008
TO:  Metropolitan King County Councilmembers
FROM: Cheryle A. Broon@%ounty Auditor

SUBJECT: Follow-up Review of 2005 and 2006 Brightwater Project Performance
Audits

The purpose of this Brightwater Project follow-up review is to document the county’s
progress in implementing the 2005 and 2006 Brightwater Project performance audit
recommendations for improving the Wastewater Treatment Division’s (WTD)
procurement and contracting practices (see Attachment A for list of the 2005 and 2006
recommendations and summary status of recommendations, and Attachment B for
more complete discussion). In addition to updating the implementation status of the
recommendations, we also discuss ongoing implementation and monitoring efforts to
ensure that the desired improvements are realized.

Audit Implementation Progress and Planned Activities

During 2005 and 2006, the auditor’s office published two performance audits evaluating
WTD’s procurement and contracting practices processes for the $1.802 billion
Brightwater Project. The first audit focused on procurement practices for professional
design engineering services for the Brightwater conveyance system. The second audit
evaluated WTD’s management of the contracting practices for professional design
engineering services for the Brightwater treatment plant. Given the magnitude of the
Brightwater Project and the numerous factors influencing the treatment plant and
conveyance system design services, we found opportunities to improve the efficiency
and cost effectiveness of WTD’s capital project procurement and contracting practices.

We also identified opportunities to strengthen countywide capital project procurement
and contracting policies during the 2005 and 2006 audits based on best practices in
capital project management. The County Executive concurred or partially concurred
with the recommendations, and the Finance and Business Operations Division (FBOD)
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and the Procurement and Contracting Services Section (PCSS), which are responsible
for the development and monitoring of the countywide capital project policies and
procedures, assumed responsibility for following through on numerous
recommendations contained in both Brightwater Project audits.

Two other noteworthy events transpired related to effective oversight of county capital
~ projects during the past two years. First, the County Council established a capital
project oversight (CPO) function in the King County Auditor's Office for major capital
projects. (The County Council designated the Brightwater Project as one of four major
capital projects subject to more extensive legislative oversight.) Second, the County
Executive recently retained a new capital project analyst in the Office of Management
and Budget to work with the county implementing agencies and our office’s Capital
Project Oversight team to develop initial strategies to implement certain elements of the
CPO model.

Conclusions

Based on our follow-up review, we concluded that the county made substantial progress
in implementing some audit recommendations. The attached matrix provides the
current status for each of the Brightwater Project 2005 and 2006 audit
recommendations as well as auditor’s office comments. Briefly, the noteworthy
accomplishments include FBOD's reconvening the Interdepartmental Forum and
establishing the KC (King County)-ACEC (American Council of Engineering Companies)
Executive Committee comprised of county agency and local civil engineering consuiting
firm representatives that have served as important partners in improving countywide
capital policies and processes.1 The Interdepartmental Forum and KC-ACEC Executive
Committee addressed longstanding compensation, procurement, scheduling, and other
procedural issues that impact the successful delivery of capital projects.

Despite the development of multiple draft county capital policy and procedures
revisions, none of the proposed draft revisions had been submitted to the Executive
Audit Committee. The Executive Audit Committee’s approval is an important step in the
formal adoption of any new policy revisions by the County Executive. It is our
understanding that the executive implementing agencies were unable to reach a
consensus on the proposed revisions. However, on July 72008 (yesterday), we
received notification that the executive implementing agencies reached consensus on
the proposed policy revisions, and formally transmitted the revisions to the Executive
Audit Committee for review. Attached is a copy of the transmittal memorandum, and
copies of the proposed policy revisions are on file in the Auditor’s Office.

A KC-ACEC Liaison Committee was initially formed in January 2003 to address issues related to the efficiency,
effectiveness, and equity of countywide capital procurement and contracting practices.
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Consistent with the Brightwater Project initial audit recommendations, we respectfully
recommend that Executive Audit Committee and County Executive give favorable
consideration to the proposed policy revisions, and that FBOD, PCSS, WTD and the
other county implementing agencies give priority to implementing the policy revisions,
related to delegation of authority, thresholds for centralized Project Control Officer
reviews, design-to-target (budget) contract provisions, and formal reviews of consultant
cost proposals to further strengthen countywide procurement and contracting policies
and the cost effectiveness of capital projects.

Tina Rogers and Susan Baugh will review the policies that are ultimately adopted by the

County Executive, and continue to monitor the efforts underway in 2008 to achieve
effective implementation of the audit recommendations. Please contact Susan at
296-0376 or me at 296-1655 if you have any questions.

CB:SB:yr

Attachments: A. Summary of the Implementation Status of the Brightwater Project
Audits Recommendations
B. Implementation Status of the Brightwater Project Audits (2005 and
2006) Recommendations
C. Memorandum RE: Request for Review and Approval of Proposed
Changes to Construction Management Policies and Procedures

cc:  Ken Guy, Division Director, Finance and Business Operations Division (FBOD)
Christie True, Division Director, Wastewater Treatment Division, DNRP
Executive Audit Committee Members
David Leach, Manager, Procurement & Contract Services Section, FBOD .
Nora Huey, Supervisor, Professional and Construction Services Section, FBOD
Wendy Keller, Project Control Officer, Professional and Construction Services

Section, FBOD

Dave Lawson, Manager, Executive Audit Services
Tina Rogers, Capital Projects Oversight Manager, County Auditor's Office
Mark Melroy, Senior Legislative Analysts/Lead, Council Capital Budget Committee



Attachment A
Summary of the Implementation Status of the
Brightwater Project Audit Recommendations

Fully Partially

Implemented | Implemented Work in Progress

Recommendations

2005 Brightwater Project Audit
Recommendation 1: Periodically
assess reasonableness of X
compensation for professional
engineering services.

2005 Brightwater Project Audit
Recommendation 2: Refine
procurement process schedule template X
and establish performance standards for
timely procurement processes.

2005 Brightwater Project Audit
Recommendation 3: Collaboratively
establish project-specific procurement
schedules.

2005 Brightwater Project Audit
Recommendation 4: Achieve X
compliance with procurement schedules
and justify delays.

2005 Brightwater Project Audit
Recommendation 5: Ensure project
managers adhere to key steps in X
procurement process (e.g., reviews and
approvals).

2005 Brightwater Project Audit
Recommendation 6: Develop advisory

forum to address capital project X
contracting issues and assess best
practices.

2006 Brightwater Project Audit
Recommendation 1: Adhere to all
policies and procedures for managing X
capital project contract amendments.
Identify contract changes by project
task.

2006 Brightwater Project Audit
Recommendation 2: Submit

amendments over $150,000 to FBOD X
Project Control Officer for review.

Attachment A Page 1



Attachment A

Summary of the Implementation Status of the
Brightwater Project Audit Recommendations

Recommendations

Fully
Implemented

Partially
Implemented

Work in Progress

2006 Brightwater Project Audit
Recommendation 3: Execute
amendments prior to proceeding on
work; review delegation of authority
provisions, including approval
thresholds.

2006 Brightwater Project Audit
Recommendation 4: Clarify current

policy related to PCO review, assess
thresholds for reasonableness.

2006 Brightwater Project Audit
Recommendation 5; Include design to
budget and stop work provisions in
future professional services contracts.

2006 Brightwater Project Audit
Recommendation 6: Clarify consultant

roles; overlap in project responsibilities.

2006 Brightwater Project Audit
Recommendation 7: Develop
guidelines and lessons learned for the
use of General Contractor/Construction
Manager delivery methods.

Not Applicable At |
This Time

Total 2005/2006 Recommendations

Attachment A

Page 2
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Attachment C

Memorandum RE: Request for Review and Approval of Proposed Changes to

Attachment C

Construction Management Policies and Procedures

ol

@ | «ING COUNTY AUDITOR
King County _ JuL 07 2008
Office of RECEIVED

Management and Budget
Office of the King County Bxecutive

701 Fifth Avenue, Sulte 3200
Seattle, WA 98104

July 7, 2008

To: King County Executive Audit Committee Members
Sheryl Whitney, Assistant County Executive (Committee Chair)
Kurt Triplett, Chief of Staff
Theresa Jennings, Director, DNRP
Harold Taniguchi, Director, DOT
Bob Cowan, Director, OMB
Jim Buck, Director, DES
Kathy Brown, Director, FMD

From: David Lawson, Manager, Executive Audit Servioesv

RE: Request for review and approval of proposed changes to Construetion
Management Policies and Procedures .

Enclosed for your censideration are five amended Executive policies involving the
management of capital projects. These policies were reviewed extensively and revised

- by the Interdepartmental Forum in response to specific recommendations included in two
consecutive (2005 and 2006) King County Auditor’s reports pertaining to the
procurement and contracting practices for the Brightwater project. The Forum asks that
after you review these amendments you recommend them to the Executive for his
approval and signature so they can become effective as soon as possible.

A central audit recommendation was to initiate an advisery forum to assess county-wide
issues and best practices related to capital project contracting processes and comtract
management. In fact, this recommendation had already been implemented in 2005 prior
to the final audit report. The executive branch formed an Interdepartmental CIP Forum
{(“the Forum™) and began cellzborative work concentrating on audit recommendations as
a top priority. The Forum has 2 team charter, meets at least once a month and is
comprised of upper level managers and staff from FBOD (Finance), Transit, Roads, Solid
Waster, Facilities Management, Wastewater, the executive internal auditor and the PAD.

-Clarification of Project Control Officer Thresholds

Two audit findings recommended review and clarification of thresholds for Project
Control Officer (PCO) assignments. One threshold established PCO assignments to
contracts based upon the contract value and the other threshold established requirements

e
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Construction Management Policies and Procedures

for PCO review of amendments. Clarification of PCO responsibilities and thresholds
impacted three existing contract menagement policies as follows:

7-7-1 Procurement for Capital Projects
7-8-1 Change Order/Amendment Administration
7-10-1 Project Control Officer

The Forum appointed a subcommittee to review the existing guidelines and policies for
potential revisions. The subcommittee drafted guidelines and potential policy revisions.
Consensus was achieved when a multi-level threshold was developed by this
subsommittee. The subcommittes recommended this muiti-level threshold to the Forum

which was approved.

The subcommittee recommended a multi-level threshold based upon the Tesults of

. rtesearch it performed on each department’s/division’s capital project contract and
amendment history. The overall number, total value, number of amendments and relative
size of amendments on these contracts were examined. Enclosed you will find a summary

Tist of contracts by division. The subcommitiee reviewed the contracting history for each
of the agencies during periods approximately four years apart to test variances. Analysis
of the results resulicd in agreement by the subcommittee members (representing al}
affected agencies) that multi-level threshold was both reasonable and warranted based
upon (but not limited to) the following:

e  The Council audit acknowledged that some difference in thresholds may be
reasonable for larger contracts.

v Most divisions have less than twenty-five percent of the Wastewater Treatment
Division (WTD’s) typical number of large consuitant contracts.

e Increasing either the contract assignment or amendment review thresholds for
most-divisions would virtually eliminate Department of Finance (DOF) PCO
oversight of contracts and amendments except for file audits,

e Setting contract assignment at $2 million and amendment reviews at §1 30
thousand is reasenable for the majority of implementing agencies (IA's).

» The average value of W[)’s contracts are significantly greater than other
divisions. :

¢ Increasing the contract threshold for assignment of DOF/BCO to $4 million for
WTD will reduce the aumber of reviews by the DOF/PCO by less than 25
percent.

« WTD's contract amendment values are typically greater than $300 thousand
dollass, so it is unlikely to seriously impact the number of DOF/PCO amendment
reviews,

e  With the new WTD delegation of signature authority, efficiencies are anticipated
for Project Representative amendments at smaller dollar values and should also
reduce potential for negative schedule impacts. '

e Due to the volume of contracting, WTD hired their own full-time WTD/PCO to
perform reviews of its conlracts and amendments. The WTD/PCO position was
filled vsing the same qualifications as the DOF/PCO. This allows a better

woui/yul
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balancing of workload between the Division and the DOF/PCO relative to WTD
confracts.

The rigorous review process, along with developing consensus on the process, will likely
result in improved communications and cooperation between agencies. The continued
coordination and work on contracting standards between both agency-level and
countywide PCO functions will also result in more well-defined contract scopes and
clearer cost analysis.

-Capital Project and Contract Planning and Management

There was an audit finding focused on the need to ensure that capital project are designed
to Fit within construction budgets and that there are stop work provisions in place to avoid
unnecessary design costs. The affected policies are:

7-9-1 Capital Project and Contract Planning and Management
7-13 Introduction to Construction Management Policies and Procedures

The Forum spent considerable time clarifying the roles and responsibilities of project
managers and project representatives. The underlying intent was 1o ensure that project
managers have clearly defined expectations for capital project planning and management
{note that the former policy only defined project representative and the new policy adds
the definition of project manager).

The key element of CON 7-9-1 is that there are new guidelines for establishing a project
budget for various phases of a capital project. Specifically, the baseline construction
target for design scope, schedule and budget is established when there is adequate
technical information to allow a reasonable basis for performance measures. The policy
emphasizes that baseline construction targets should be established when 30 to 40 percent
of a project’s design is completed, depending on the project.

The Farum carefully considered the option of incorporating “design-to-target’ provisions

" directly into A/E contracts but decided to take the approach of modifying CON 7-9-1 and

placing this responsibility with the project manager. This approach allows Division’s to
exercise appropriate discretion to incorporate design-to-target expectations into the
scapes of work for their projects, while still emphasizing overall accountability for
avoiding unnecessary design costs.

-Recommendation

The Forum has exercised due diligence in amending current polices and the changes are
responsive 10 recommendations in the 2005 and 2006 Brightwater audits, am
respectfully requesting your review and approval by July 31, 2008, If, after reviewing
the material, you wish to meet as a group to discuss the proposed changes, let me know
and [ will schedule an Executive Audit Committee meeting for the carliest possible date

WuuL/uvulL
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1o accommodate members’ schedules. 1 will also arrange for Forum members to be
available to explain the proposed chenges and to answer questions.

If you have any questions please contact me, Ken Guy or Christie True. Thank you.
Attachments
CC: Ken Guy, Director, BFOD

Christie True, Director, WTD
David Leach, Procurement Services Manager
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