City of Palo Alto

Office of the City Auditor

March 15, 2005

Honorable City Council
ATTN: Finance Committee
Palo Alto, California

Audit of Contract Contingencies

The City of Palo Alto enters into a broad range of contracts for construction, professional
services, and general services. Many of those contracts include a contract contingency or
additional services amount of 10% for “unforeseen project tasks." In general, we found that
contingency dollars are being spent appropriately. We identified several ways to improve
controls to ensure effective use of contractors and best pricing, and to improve monitoring and
accountability for contingency spending.

Contingency levels and usage. Palo Alto’s contingency and additional services levels are
generally consistent with those of area jurisdictions and industry standards. We reviewed
approximately $3.6 million of contingency spending on 31 contracts totaling approximately $60
million (out of approximately $90 million in contracts in varying stages of completion). Reasons
for contingency spending included unforeseen items, planning issues, design issues, upgrades,
and expanded scopes of work. The average amount of contingency spent against the 21
completed construction projects in our sample was only 54 percent. Given that Palo Alto's
standard 10 percent contingency levels are consistent with other jurisdictions, this appears
reasonable. '

Policies and procedures. We recommend clarifying several key terms, revising the City's
contract change order form to require cumulative contingency spent to date, and updating and
standardizing departmental approval procedures. Based on a survey of departmental contract
managers, we recommend Purchasing provide training to project managers on key issues
related to contingencies and additional services. We also recommend updating the records
retention schedule to ensure that contract documents are properly maintained and clarify
contract document retention roles and responsibilities.

Contract streamlining. Processing times for initial award of infrastructure contracts currently
average 149 days. We recommend expediting change order submittals and considering a pilot
program to decentralize change order processing. However, without addressing overall contract
processing times, improvements in change order processing alone will not have a dramatic
effect. Therefore, we recommend establishing general guidelines for contract processing times.

Our report includes a total of 15 recommendations to improve contingency and additional
services processing. | will present this report to the Finance Committee on March 15. Staff has
reviewed the information in this report and generally concurs with our recommendations. The
City Manager’s response is attached. A response from the City Clerk is also attached.



We thank the staff in the Administrative Services, Public Works, and Community Services
Departments, the City Manager's and City Attorney’s Offices, and other participating
departments for their cooperation and assistance during our review.

Respecifully submitted,
Sharon W. Erickson
City Auditor

Audit staff: Renata Falk, Senior Auditor
Katherine Murdock, Intern
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Introduction

In accordance with the 2004-05 Annual Audit Plan, the City Auditor's
Office has completed an audit of contract contingencies. The purpose of
our audit was to evaluate (1) the appropriateness of contingency levels
(2) the approval process for using contingencies and (3) actual
contingency usage.

Our audit was conducted between May and November 2004 in
accordance with generally accepted governmental auditing standards.’
The City Auditor’s Office would like to thank the staff of the Purchasing
Division in the Administrative Services Department, the Public Works
Department, the Utilities Department, Community Services Department,
the Administrative Services Department, the City Manager's Office, and
the City Attorney's Office.

Background

The City of Palo Alto enters into a broad range of contracts for
construction, professional services and general services. Construction
and general services contracts typically include a contract contingency.
The contingency amount is commonly 10 percent of the contract amount,
but may be more or less depending on the contract. The contingency is
intended to pay for "unforeseen project tasks." The amount of the
contingency is not specified in the contract although it is listed in the
related City Manager's Report (CMR). Professional services contracts
(such as architectural or engineering) may include a clause for "additional
services." While similar to a contingency, it is for services in addition to
the "basic services" specified in the contract. In contrast to a contingency,
the amount available for "additional services" is generally written into the
contract.

As of July 2004, the City had open contracts® in varying stages of
completion totaling approximately $90 million. The 10 largest City
contracts totaled approximately $32 million while the 20 largest totaled
approximately $43 million, or approximately 48% of the total for all
contracts. Of the 20 largest, 43% ($18.5 million) were Public Works
contracts and 49% ($21.5 million) were Utilities contracts.

! Government Auditing Standards require a peer review every 3 years. Palo Alto’s Office of the City
Auditor is scheduled for a peer review in Fall 2005.

2 This includes construction, professional services, and general services contracts. It does not include
Utilities commodities contracts, blanket contracts or purchase orders.



Roles and responsibilities
Purchasing Division, Purchasing Manual and Departmental procedures

The Purchasing Division (within the Administrative Services Department)
is responsible for overseeing contract awards and processing change
orders, including requests to spend contingency amounts. Contract
administrators in the Purchasing Division oversee specific contracts and
the requests related to contingency spending for those contracts. They
respond to requests from departmental project managers and process
requests for contingency spending. The Purchasing Division includes 1.0
FTE Purchasing Manager and 3.0 FTE contract administrators as shown
in Exhibit 1. '

Exhibit 1: Purchasing Division Organization Chart

Manager
Purchasing and
Contract
Administration

Contract
Administrator - Spe lec;:tu-mLead
'Public Works P
Contract
Administrator - Buyer
Utilities
Contract
Administrator- all Account
other | Specialist
departments
Buyer . Buyer
s Account
: Specialist

The City’s Purchasing Manual is the administrative manual with general
City procedures related to contracting and contingencies. During our
audit, the Purchasing Division was in the process of revising the
Purchasing Manual.

Departments with significant construction contracts, such as Public Works
and Utilities, also have their own written procedures related to change
orders and contingencies that include more detailed steps specific to the
department. Other departments use the Purchasing Manual as the
governing procedures.



Purchasing Ordinance

The Palo Alto Municipal Code grants contracting authority to the
Purchasing Manager or the City Manager of up to $85, 000 for most types
of contracts except that for public works contracts® the contracting
authority is $250,000. Contracts that exceed these thresholds require City
Council approval. These thresholds took effect in July 2004 through a
revision to the Municipal Code.*

City Attorney’s Office

The Municipal Code specifies that the City Attorney’s Office approves
contracts as to form, either on a generalized basis through a standardized
form or on an individual basis. In general, the City Attorney’s Office will
review contracts prior to their award if they exceed $25,000 or include any
unusual risks, or if the standardized terms of the contract are being
changed.

Contracts, projects and project managers

Projects often consist of multiple contracts. For example, the downtown
parking garages (a project) consisted of three contracts-- one for design,
one for construction management and one for construction.

Departmental project managers are responsible for managing the
contracts and contingencies associated with a project. They work directly
with contractors to oversee the work and negotiate changes to the work.

Spending contingency dollars

After a contract is awarded and work has begun, unanticipated changes
in the work are paid for using the contingency. The project manager
works with the contractor to determine the necessary work and negotiate
a price. A change order (the mechanism for spending contingency) is
completed and signed by appropriate managers in the department and
also by the contractor.

The change order is then submitted to the Purchasing Division. In
accordance with City procedures, field orders or extra work authorizations
are sometimes used to keep construction contract work going. Such

® The City’s Purchasing and Contracting Ordinance defines "public works contracts" as those for the
construction, alteration, repair, improvement, reconstruction or demolition of any public building, street,
sidewalk, utility, park or open space improvement, or other public improvement. In this report, "public
works" refers to those types of contracts, regardless of the contracting department. “Public Works refers
to the Department of Public Works.

* The prior threshold of $65,000 was applicable to the contracts selected as part of our audit sample.



additional changes are compiled in a change order that is submitted to
Purchasing.

At the time the contract is awarded, Purchasing encumbers® (in the SAP®
system) an amount for the base contract and a separate amount for the
contingency. Upon receipt of a change order, Purchasing moves the
requested amount from the contingency encumbrance to the base
contract encumbrance. The contingency is then available to the
Department to spend.

Contract and project completion

Once the contract work is complete and all invoices are paid, Purchasing
disencumbers the remaining contract and contingency dollars in the SAP
system. At that point, the disencumbered dollars are available for other
work within the project. Once the project is completed and closed,
unspent contract or contingency dollars are returned to the originating
source. See flowcharts in Appendices C, D, and E.

Audit Scope and Methodology

To address the audit objectives, we reviewed the Municipal Code and
City policies and procedures. We interviewed project managers and staff
in departments across the City regarding practices related to
contingencies. We flowcharted the process for spending contingency
dollars. We surveyed project managers regarding contingencies. We
queried SAP for data on contingency usage and asked staff about
available data reports on contingencies.

We used SAP and interviews with project managers to identify significant
contracts for which the contract work was complete or substantially
complete. We reviewed a 1997 audit of change orders as well as audits
and studies of change orders or contingencies in other jurisdictions.

We selected a sample of 31 significant contracts related to major projects
in the last several years. The sample consisted of 23 construction
contracts, five professional services contracts, and three general services
‘contracts. The work on 26 of the contracts was completed or was
substantially complete, while five still had work in progress. These
included contingency or additional services amounts of about $6 million
for the construction contracts and about $1 million for the professional
and general services contracts. These included but were not limited to
contracts for annual sidewalk and street work, annual utilities work (gas
and water main replacements, sewer rehabilitation), and design and

> An encumbrance indicates the intention to spend a specified budgeted amount for that contract; as a
result, the Department cannot spend it on something else.

® SAP is the City’s financial accounting system.



construction of the downtown parking garages. Appendices F and G show
the list of contracts in the sample and relevant data about them.

For each of the contracts in the sample, we reviewed data on contingency
usage. We selected a sample of contingency spending and asked project
managers specific questions about the spending as well as the underlying
reason for why the spending was needed.

In addition to our sample, we reviewed City Manager Reports (CMRs)
and other selected contracts to identify trends in contingency levels. We
interviewed and corresponded with staff in surrounding jurisdictions and
at professional trade associations to gather data on their contingency
practices.

To determine the contract processing times shown in Appendix B, we
identified infrastructure contracts over $25,000 awarded after January 1,
2004 (which had been entered into SAP as of July 2004) and re-
performed an audit test that was part of our 2002 audit, "A Study of
Infrastructure Contract Processing Times."



Contingency Levels and Usage

Our audit revealed that Palo Alto’s contingency and additional services
levels are generally consistent with other jurisdictions and professional
standards. We reviewed contingency dollars spent on 31 contracts.
Reasons for contingency spending included unforeseen items, project
planning issues, design issues, upgrades, and expanded scopes of work.
The average amount of contingency spent against the 21 completed
construction projects in our sample was only 54 percent. Given that Palo
Alto's standard 10 percent contingency levels are consistent with other
jurisdictions, this appears reasonable. As part of our review we identified
several ways to improve controls to ensure effective use of contractors
and best pricing, and to improve monitoring of and accountability for
contingency spending.

Palo Alto’s contingency and additional services levels are generally consistent with
those of area jurisdictions and industry standards.

Palo Alto's Purchasing Manual states that the contingency percentage is
generally 10 percent on contracts. The Purchasing Manual also includes
a list of general criteria that influence the size of the contingency such as
the type and nature of the project and the complexity of the project. If a
project manager wants to request a larger contingency for a given project,
he or she is required to provide an explanation of why a larger one is
justified.

We found that Palo Alto's 10 percent contingency is within the general
range used by area jurisdictions as shown in Exhibit 2.

Exhibit 2: Typical Contingency Levels in Other Cities

Applies a
standard
contingency
percentage to Typical contingency level

City contracts? applied?
Menlo Park Yes 10% to 15%
Mountain View No Case by case
PALO ALTO Yes 10%"
Redwood City Yes 10%
San Jose Yes 5% for street, sidewalk or park;

10% for Utilities and Building
15% for renovation and
rehabilitation
San Mateo Yes 5% t0 10%

Santa Clara Yes 10%

7 Palo Alto contingencies may exceed 10 percent if justified by project manager and approved by the City
Council (when applicable).
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We also found that Palo Alto’s contingency level was consistent with
industry standards for setting construction contingency levels as shown in
Exhibit 3.

Exhibit 3: Industry Guidelines for Construction Contingency Levels

Renovation or
Rehabilitation

New
Construction

Professional
Association or Organization

American Institute of Architects 10% to 12% 10% to 12%

National Contract Management Association 10% 10% to 15%
California Administrative Manual 5% 7%
Department of the U.S. Army 5% to 10% 10%

Additional services provisions on professional services contracts

We reviewed 18 professional services contracts from 1998 through 2004.°
Eleven of those contracts included an allowance for additional services
including 5 contracts with 9-10 percent allowance for additional services,
and 6 contracts with 14-32 percent allowance for additional services.

Palo Alto’s practice of determining additional services amounts on a case-
by-case basis is consistent with practices in other jurisdictions and the
industry associations we surveyed as shown in Exhibits 4 and 5.

Exhibit 4: Typical Additional Services Amounts in Other Cities

10% to 15%

Include additional Apply a standard
services provisions in additional Clause in contract
professional services services requiring approval for
City contracts? percentage? additional funds?
Menlo Park No-use contingency Yes-contingency- N/A

Mountain View Yes No Yes-City approval
PALO ALTO Yes-usually ° No Yes-City approval
Redwood City Yes No Yes-Council approval
San Jose Yes No Yes-City approval
San Mateo Yes No Yes-Council approval
Santa Clara Yes No Yes-City engineer

8 Five of these contracts were from our sample of 31 contracts; the remaining 13 were other professional

services contracts we reviewed.

® As noted above, 11 of the 18 contracts we reviewed, or 61%, included a provision for additional

services.

11




Exhibit 5: Industry Standards for Professional Services Contracts

Applies additional Standard

services or contingency | Percentage Applied
: on professional service to Professional
Professional Association or Organization contracts? Services Contracts
American Institute of Architects Yes-additional services 10% to 12% but not

formal

American Planning Association Yes-additional services No
Institute for Supply Management Yes-additional services No
National Contract Management Association Yes-additional services No

How does Palo Alto spend contingency?

We sampled and reviewed contingency spending totaling approximately
$3.6 million, on 31 contracts totaling approximately $60 million with
contingencies of about $7.2 million. As shown in Appendix F, the average
amount of contingency spent on the 21 completed construction projects in
our sample, was 54 percent. Contingency spending ranged from 0 to 98
percent.

To identify underlying reasons for contingency spending, we reviewed the
documentation for the spending and asked project managers to classify
the underlying reason why the spending was needed® based on
categories that the U.S. General Accountability Office (GAO) used in an
audit of construction contracts. The five categories include:

= Unforeseen
Project planning
Design
Upgrade
Expanded scope of work

While we recognize that some examples of spending could fit into more
than one category, we categorized them based on input from project
managers and our judgment. Exhibits 6, 7, and 8 show the reasons for
the contingency spending that we reviewed."

12 We sent project managers specific questions about selected uses of contingency dollars. We reviewed
their responses and while we generally agreed with the Departments’ categorization of spending, in some
cases we made adjustments if, based on a Department’s response, we believed spending fit more
appropriately in another category. In cases in which the Department was non-responsive to the question,
we categorized the spending ourselves. In cases in which a Department indicated multiple categories as
a reason for the spending, we split the amount between the categories indicated. This data should be
used as an approximation based on Department responses and our judgment. If we could not determine
how a change should be categorized due to its highly technical nature, we accepted the Department’s
categorization.

' The three contracts for the design, construction and construction management of the downtown parking
garages were disproportionately large compared to the other contracts in our sample. Combined, they
totaled $27.2 million in base contract amount and $4.3 million in contingencies. The contingency
spending we reviewed for these three contracts represented about 64 percent of the total in our review.
See Appendix A for supporting details on data in pie charts.
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Exhibit 6

Reasons for Spending Contingency Dollars
(All Contracts Sampled)
Project
Planning
13%

Unforeseen
36%

Design
22%

Expanded
Scope of Upgrade
Work 14%

15%

Exhibit 7
Reasons for Spending Contingency
(Excluding Downtown
Parking Garage Project)
Unforeseen
Expanded 47%
Scope of
Work Project

Planning
4%

18%

Upgrade Design
2% 29%

Exhibit 8

Reasons for Spending Contingency Dollars
(Downtown Parking Garages Only)

Project
Planning
19%

Unforeseen
29%

Design
Expanded 19%
Scope of

Work Upgrade

13% 20%

Examples of these spending categories are shown on the following
pages.

Example of "unforeseen” item

Unforeseen items are those that resulted from an unforeseen site
condition and are necessary in order to complete the project. These are

13



items that resulted from the need to address or correct a condition which
reasonably could not or should not have been anticipated.

Unforeseen items accounted for 36 percent of contingency spending in
our sample, or 47 percent of our sample excluding the parking garage
project.

Example of “project planning” item

Project planning is uses of contingency where the work reasonably could
or should have been anticipated and included in the project’s scope of
work.

Planning items accounted for 13 percent of the contingency spending in
our sample (4 percent excluding the parking garage project).

Examples of "design” items

Design items are uses of contingency dollars that resulted from errors or
omissions as indicated by Department officials. This may be an error on
the part of a contractor or on the part of the City.

Design items accounted for 22 percent of the contingenc1y spending in our
sample. This category also includes errors or omissions. 2

'2 This is a broad category that includes specific errors and omissions related to design issues as well as
general errors or omissions.

14



Example of "upgrade" item

Upgrade items are uses of contingency dollars to add items beyond the
requirements of the contract. For example, this might be an improvement
over an item in the original specifications.

Upgrades accounted for 14 percent of contingency spending in our
sample (2 percent excluding the parking garage project). Various
requests for upgrades resulted in contingency spending on the downtown
parking garages as described below.

15



Example of "expanded scope of work"

Expanded scope of work is when the contingency is used to do more
work than was originally planned.

Expanded scopes of work accounted for 15 percent of contingency
spending in our sample.

Improving controls to ensure effective use of contractors and best pricing

Tracking contingency and additional services spending

The current Purchasing Manual includes a change order form. Most City
departments use this form, except for Public Works and Utilities, which
have their own forms due to the large volume of contracting they do. The
Purchasing Manual form does not, for example, include a line to indicate
the dollar amount of the change order or the total contingency amount
spent to date. Currently there are no guidelines or form in the Purchasing
Manual for spending additional services funds.

Departments use experienced project managers and supervisory review
to avoid design and planning issues where possible. Experienced
personnel can help ensure that as many of the predictable variables as
possible have been considered in project planning. However, the City
does not currently have a systematic way of tracking data on the
underlying reasons for contingency spending or using such data to
identify ways to minimize the need for contingency spending. In our
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opinion, summaries of contingency spending would encourage a best
practices approach among department project managers.

RECOMMENDATION 1: The change order form included in the
Purchasing Manual as well as the change order forms used by Public
Works and Utilities should require departments to indicate the underlying
reason for contingency spending based on categories for spending as
determined by staff. Examples of possible categories are unforeseen,
design-related, or upgrade. The Purchasing Manual form should be
updated to include the dollar amount of the change and cumulative total
spent to date. Guidelines and a form should be developed for
documenting uses of "additional services" funds as well.

Standardized design elements

In large, complex projects, multiple redesigns may increase the possibility
that all changes are not incorporated into the contract documents as in
the parking garage example cited previously under "design" changes.

In our opinion, the City should identify ways to support project managers
who are handling very large projects, projects that span a very long time
period, and/or projects that involve multiple stakeholders. The focus
should be on assisting project managers in minimizing additional costs
when faced with multiple redesigns and changes in key stakeholders.

For example, to streamline the design process for smaller, more routine
projects, the Public Works Department requested that the Architectural
Review Board (ARB) approve three standardized designs for
neighborhood traffic circles. Having standardized designs in place
eliminated the need for multiple returns to the ARB to request design
approval. Rather, a neighborhood can choose from the three pre-
approved designs.

Staff has suggested that such standardized designs may be helpful for
other types of construction as well. Standardized designs could potentially
help in two ways: (1) by reducing the amount of staff and public official
time spent in meetings regarding design issues and (2) by reducing the
likelihood that some items are not included in the contract documents and
therefore need to be purchased using contingency. In our opinion, this is
a good approach.

Tracking suspected contractor errors

"In some situations, a suspected contractor error may result in the need to
spend contingency as shown below:
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Project managers use their discretion to assess these types of situations
and determine a course of action. We recommend department staff keep
track potential issues using SAP’s comment fields and, in cases where
errors can be documented, forward the information to Purchasing.

RECOMMENDATION 2: Purchasing should maintain records on valid
complaints related to contractors for consideration in future contract |
awards.

Approvals for expanded scopes of work

The Purchasing Manual states that "if the contract exceeds $65,000 and
the scope of work is changed... then a Contract Amendment must be
prepared for Council approval.” However, our testing showed that this is
not the practice and staff do not generally believe that all scope changes
require an amendment. Minor additions to scope occur routinely and in
some instances, larger additions also occur. The Purchasing Manual
should clarify how Departments should address expanded scopes of work
(e.g. through a change order, contract amendment, or soliciting for a new
contract).

Minor Additions

In the sample of contracts that we reviewed, it was common for work
outside the scope of a contract to occur without a contract amendment or
Council approval as in the examples below:

18




Strictly interpreted, the policy in the Purchasing Manual does not allow
even these small changes in scope.

Other Additions

In another instance, we found that the contingency spent to perform work
outside the scope of the contract represented 32 percent of the base
contract amount.

Responding to service requests using contingency dollars

We also found examples in which service requests resulted in
contingency spending as in the following example:

19



Our concern regarding work based on requests is that it has the potential
to subtly shift priorities. Does the City respond to any resident’s
reasonable request if contingency money is available? How are such
requests prioritized? Should all requests from other Departments be
honored? Are there criteria for responding to them?

In our opinion, if the capability to respond to service requests is a part of
the project, then the contract (and the project to which it relates) should
clearly identify that expectation (e.g. at “locations to be determined”). The
goal is to include as much work in the original bid as possible, to obtain
the best possible quantity pricing, as well as to ensure the contract is
aligned with the project’s priorities. If a potential contractor is aware that
the City typically requests an additional quantity of a certain type of work
(such as additional ADA ramps), the contractor may be inclined to submit
a higher unit price for that type of work (e.g. a higher price per ADA
ramp), while including lower unit prices, for other work with the goal of
being the lowest overall bidder.

RECOMMENDATION 3: Departments that receive resident requests for
service should establish criteria for responding to such requests and
incorporate those criteria into a Departmental construction manual (if
applicable) and provide them to Purchasing for inclusion in the
Purchasing Manual. The Purchasing Manual should also provide
guidance on when it is appropriate to issue a change order to expand the
scope of a contract versus amending the contract or issuing a new
contract. Departments approving contingency spending should ensure
that the work is within the scope of the original contract.

Improve monitoring of and accountability for contingency spending

Contingencies are intended to be a tool to provide flexibility to project
managers for unforeseen circumstances. They allow work on contracts to
continue without requiring additional approvals by the City Council (and
the time it requires to obtain such approvals) and help ensure projects are
completed timely.

Why do contingencies matter?

During the course of the audit, several times we were asked the question,
"why does it matter if the money spent is part of the base contract or the
contingency if it's all been authorized and is allowed?" One answer is that
spending contingency dollars is essentially a form of sole source
purchasing.

We found that the total amount of contingency spent on a contract is often
composed of numerous small changes. Our major concern is the
cumulative impact of not including such changes in the original bid (or
proposal) for work. Spending contingency is essentially sole source
purchasing and the City does not know if the price paid for the work would

20



have been lower were it included in the original bid for all bidders to bid
on.

Monitoring contingency spending

Our first and most basic question was "how much in contingencies does
the City spend overall?" However, SAP does not track contingency
spending separately from contract spending.

This lack of available data both at a contract level and a global level
hinders the ability of management to monitor contingency usage and
trends in contingency spending. It also means that project managers end
up creating separate spreadsheets to track spending. For example, the
employee responsible for tracking spending on Public Works Engineering
projects maintains her own sets of spreadsheets in order to know how
much has been spent of both contingency and contract amounts. We
found that this is not unusual.

RECOMMENDATION 4: Staff should determine if it is feasible to track
and report on actual contingency and additional services spending using
SAP.

Project completion reports

The City Council approves contracts (including contingencies and
additional services as appropriate) in excess of $85,000 in the case of
general services and professional services contracts and in excess of
$250,000 in the case of public works. ' However, the City Council does
not receive a report back on the actual spending related to those
contracts.

Six of eight area jurisdictions we surveyed have project completion
reports and five of those jurisdictions present such reports to the City
Council. We believe such reporting enhances public accountability for the
cost of major projects. ‘

3 These are the thresholds adopted in the revised purchasing ordinance that became effective July 7,
2004. Prior to its adoption, contracts for public works, general services and professional services over
$65,000 required City Council approval. The contracts we reviewed for purposes of this audit were
approved under those prior limits.
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Exhibit 9: Project Completion Reports

Project Report Includes data on
closing presented to | contingency or number of
City report? Council? change orders?
Los Altos Yes Yes N/A
Los Gatos Yes Yes Yes
Menlo Park Yes Yes Usually
Mountain View Yes Yes Yes
Palo Alto No N/A N/A
Redwood City Yes Yes Yes
San Jose No N/A N/A
San Mateo Yes No-to PW Yes
Director
Santa Clara No N/A N/A

Although Palo Alto does not have a formal project completion report,
Public Works provides quarterly summary reports to the City Council
regarding ongomg projects and the Administrative Services Department
provides semi-annual reports to the City Council summarlzmg the status
of capital improvement projects.’ For completed projects,'® data on the
remaining project balance is included, but it does not include total project
expenditures to date, nor does it identify contingency versus contract
amounts. At some point in the future, Palo Alto may want to consider a
more formal project completion report.

RECOMMENDATION 5: The Administrative Services Department should
include total project expenditures to date (including contingency) in the
Year-end Capital Improvement Program Projects Status Report. If staff
determines that Recommendation 4 is feasible, then actual contingency
spending should also be included in the year-end report. In addition,
Management should assess the feasibility of requiring responsible
Departments to present project completion reports to the City Council
upon termination of major projects.

Additional services provisions in professional services contracts and City Manager
Reports (CMRs) should be more consistent

We found that the "additional services" provisions included in contracts
were not standardized. For example, some contracts specified additional
services not to exceed a specified amount. Another included an amount
for additional services but not the "not to exceed" language. Other
contracts did not specify an amount for additional services but indicated
that additional work could be negotiated. During our audit, the standard
form for professional services contracts was in the process of being
revised to standardize the Ianguage used regarding "additional services"
and other provisions.

4 One of the Administrative Services’ reports is for the purpose of closing projects at the end of the year.
'8 Major capital projects consist of multiple contracts.
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Similarly, City Manager Reports (CMRs) were not consistent in how they
presented data on contracts with additional services provisions. The CMR
is the document attached to a contract when City Council approval of the
contract is requested. It provides an overview to the Council and to the
public of the reason for and the main provisions of the contract.

Some CMRs that we reviewed did not refer at all to the additional
services provisions in the contract. Others referred to the amount as
being for change orders whereas others appropriately referred to it as
additional services.

RECOMMENDATION 6: The standard professional services agreement
should include optional standardized "additional services" provisions. The
Purchasing Manual should include criteria for including “additional
services” and setting “additional services” percentages (e.g. nature of
project, complexity of project), and City Manager Reports should specify
"additional services" where applicable.

Standardize contract provisions to govern the pricing of changes to contract work

When changes to contract work occur, they are commonly paid for with
contingency or ‘"additional services" dollars. In the construction,
professional services and general services contracts we reviewed, the
City did not use consistent language within each category of contract
regarding how changes to the original contract work may occur. In
addition, some construction contracts we reviewed did not clearly specify
which costs were allowed when cost-plus pricing was used for change
orders."®

Among the 23 construction contracts we reviewed, there were at least
three different provisions governing changes to the work. In addition, two
contracts had no language regarding changes to the work. The five
professional services contracts we reviewed had four different provisions
governing changes to the work. Similarly, of the three general service
contracts in our sample, two had the same language governing changes
and the third had other language.

In our opinion, pre-approved standardized provisions regarding changes
to contract work would be consistent with the City's increased use of
standardized templates to streamline processing and ensure consistent
practices.

6 Of the 23 construction contracts we reviewed, 14 included three options for pricing change orders (1)
lump sum proposal from the Contractor (2) applicable prices in contractor’s bid (e.g. unit prices); or (3)
cost plus 15 percent. These contracts did not include definitions of allowable costs if the cost-plus option
was used. Five of the construction contracts included different language that also provided for the unit
price, lump sum and cost-plus methods but included language on allowable costs related to the cost plus
method. The remaining five contracts included either differing language or no language regarding

changes.
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Allowable costs

In addition, standard policies regarding allowable costs should be detailed
in an administrative manual and included in each contract or incorporated
by reference in each contract. The City’s contracts include a "right-to-
audit" clause, and clear policies on allowable costs would make it easier
to audit and, if necessary, dispute a contractor’s costs.

RECOMMENDATION 7: Purchasing and the City Attorney’s Office
should develop standard language regarding pricing for changes to
contract work for construction contracts, professional services contracts
and general service contracts. Departments should ensure that all
contracts include the appropriate language. Guidelines on allowable
costs should be incorporated into the Purchasing Manual, and cited or
included in contracts.
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Policies and Procedures

The City’s Purchasing Manual, including policies and procedures related
to contingency and additional services spending, needs to be clarified and
updated.” In our opinion, Purchasing should provide training, and
contract document retention policies should be clarified and updated.

Policies and procedures related to contingencies need to be updated.

The Purchasing Manual is the internal administrative document that
implements the City's purchasing ordinance and provides the internal
processes for spending contingency dollars. Purchasing is currently
updating the manual to reflect the City's switch to the SAP accounting
system that occurred in July 2003, and the new thresholds adopted in the
revised Purchasing ordinance that took effect in July 2004.

Definitions of key terms

When staff spoke to us about types of contracts, they generally classified
them as construction, professional services, or general services.
However, the Purchasing Manual does not classify contracts in these
categories.

In addition to not being up to date regarding SAP, new Purchasing
thresholds and categories of contracts, the Purchasing Manual also does
not provide sufficiently clear definitions of key terms related to contract
contingencies including: (1) contingency (2) additional services (3)
contract amendment and (4) change order. In our opinion, this ambiguity
causes confusion.

For example, with regard to contract contingencies, the Purchasing
Manual definition is funds "available to the project manager to use for
unforeseen project tasks. Contingencies are never used to extend the
project, to cover extra tasks, or to supplement an excessively low bid."
The manual does not provide examples or guidance. Are "extra tasks"
any work not included in original scope? Is "extending the project" doing
more of the same type of work, even if it's a small amount? Is
"unforeseen" broad enough to include any request from a resident?

As discussed in the examples from specific contracts, it is not unusual for
work beyond the original scope to be performed using the contingency. Is
such work always inconsistent with the Purchasing Manual guidelines and
therefore not allowed?

7 Such an update was underway during the course of our audit.
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Documenting contingency amounts

With regard to contingencies, the amount of a contingency is not written
into the contract but is specified in the CMR that goes to the City Council.
If a contract is less than the threshold required for City Council approval
(and therefore, not shown in a CMR), it is not clear where the contingency
amount is documented other than in the SAP system.

The Purchasing Manual defines a change order as the following:
“Changes affecting purchase orders, blanket purchase orders, or
contracts regarding specifications or requirements, regardless of value,
are known as change orders. When changes occur in the scope of the
work or in the amount or manner of the funding, change orders are
always required.” n practice, change orders are the mechanism through
which contingency spending is documented.

Additional services

"Additional services" is not defined or addressed in the Purchasing
Manual. As a result, there are no clear guidelines or procedures for
documenting the spending of such funds.

For example, Public Works documents additional services spending on a
change order form just like they would document contingency spending.
But it is not clear that other Departments do this. It is also not clear
whether "additional services" amounts are supposed to be separately
encumbered in the SAP system in the same way that contingencies are.
We believe that since they are similar to contingencies in nature, it is
appropriate to handle them the same, but this policy should be defined.

Contract amendments

The Purchasing Manual states "if the contract exceeds $65,000 and the
scope of work is changed, or if the necessary changes exceed the
amount of the contingency, then a Contract Amendment must be
prepared for Council approval.” Does this mean any change to the scope
of work, no matter how minor, requires a contract amendment?

Again, as noted above, it is common for work not strictly within the scope
of the contract to occur without an amendment — often for minor items.
While the "change order" definition indicates that a change in the scope of
work always requires a change order, the definition of "amendment”
states that if the scope of work is changed and the contract exceeds
$65,000, then an amendment is necessary. Rules for contracts under
$65,000 are not addressed.
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RECOMMENDATION 8: The Purchasing Manual update should include:

¢ Policy statement that contingency spending should be to complete
original scope of work and that, to the extent possible, work should be
included in original bid to obtain most favorable price.

« Definitions of key terms including contract contingency, change order,
contract amendment, and additional services.

¢ Information on how these terms are relevant for each category of
contract (construction, professional services, general services).

e Steps for documenting uses of contingency or additional services
funds under each category of contract.

¢ Instructions for encumbering additional services, and guidelines and
forms for documenting uses of additional services.

e Explanation of differences in rules (if Purchasing determines there are
any) for documenting contingency or additional services for contracts
below the threshold for City Council approval versus for contracts
above the threshold for such approval.

Departmental procedures

The City’s largest volume of contracts is in Public Works and Utilities
Engineering. Public Works has its own written procedures for
documenting the use of contingency via change orders. Utilities
Engineering has its own written procedures, but an updated version was
not readily available upon request.

Other Departments rely on the Purchasing Manual to provide procedures
for spending contingency dollars. While the Purchasing Manual states to
the steps involved in submitting a request to spend contingency to
Purchasing, it does not address internal departmental approval and
documentation procedures.

The Public Works Construction Contract Administration Manual is widely
viewed by staff as a good template to follow and we noted that a member
of the contract streamlining committee has already worked on some
proposed changes that could make it applicable citywide. The City could
build on this work. ‘

RECOMMENDATION 9: Departments should use the Public Works
Construction Contract Administration Manual as a template for additional
procedures regarding extra work authorizations, field orders, change
orders, and authorization signatures, as needed. Departments should
ensure that their procedures for contingency spending are consistent with
the Purchasing Manual with regard to additional services spending.
Departments should review their procedures with Purchasing to ensure
conformance to citywide standards.
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Purchasing should provide training to project managers on key issues related to
contingencies and additional services

Currently, no formalized training on change orders, contingencies or

additional services is offered by Purchasing. As part of our review, we

asked project managers about their training.”® According to respondents,

e 42% received training from Purchasing on change order and contract
amendment processing ,

e 38% received training from their department on change order and
contract amendment processing

e 43% received training from other sources on contract management
and negotiation, including undergraduate and graduate school,
previous jobs, being briefed by the prior employee in the position, on-
the-job training, professional development classes, and through
Purchasing.

When asked if there were any topics that would help them better manage

contracts, responses included:

¢ Training in negotiation

e Peer training and discussions

- e Learning how to identify the critical points of a contract and maintain

focus on them

¢ Participation in American Society of Civil Engineers (ASCE) courses
Professional service contract management

e Training that gives specific examples of issues that occur in
construction, design and professional service contract management
An overview tailored to Planning’s specific needs
Change order and amendment processes

A new series of courses titled "Contracting Procedures Program®
(expected to be offered sometime in 2005) has been developed based on
the work of the Contract Streamlining Committee. Taught by staff from the
Purchasing Division and the City Attorney's Office, it is intended to
address ‘"all aspects of the contract process and participants in the
construction and professional services procurement process."

In our opinion, Purchasing should also explore creative ways to provide
project managers with resources immediately useful to them such as a
project manager's listserv on which employees could ask questions of
each other and to Purchasing.

'8 We sent project managers a voluntary survey regarding contract contingencies and additional services.
We sent out 91 surveys and received 26 responses, a response rate of 29%.
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‘'RECOMMENDATION 10: Either as part of the proposed training on

contracting or separately, Purchasing should ensure that

e Key topics related to contingencies and additional services are
sufficiently covered. These include an overview of updated key terms,
policies and procedures (i.e., Purchasing Manual revision),
procedures and documentation required for spending contingency or
additional services funds, and pricing of changes in the contract work.

e Case studies based on the actual experiences of Palo Alto project
managers are included in the course.

Such training should be mandatory for project managers and Purchasing

should maintain attendance records. Department heads should ensure

that project managers meet mandatory training requirements.

Ensure that contract documents are properly maintained and clarify contract document
retention roles and responsibilities

The City has a records, retention schedule that requires Purchasing to
retain awarded proposals, bids, contracts and agreements for one year
beyond their termination date. During the audit, we requested copies of
scopes of work for contracts in our sample, and copies of the bid or
proposal submitted by the firm that was awarded the contract. For nine
contracts in our sample (all of which were still open at the time of our
request), Purchasing could not readily provide us with one or both of
those items. While Purchasing was ultimately able to provide us with four
of the nine, the documents were not easily accessible or available upon
request.

RECOMMENDATION 11: Departments should ensure that copies of
documents related to ongoing contracts are forwarded to Purchasing. In
our opinion, both Purchasing and the originating department should have
a complete set of contract documents readily available while a contract is
open.

Retention schedules

The City’s records retention schedule was last updated in 1996. It
provides a retention schedule for each Department that specifies how
long certain records should be maintained. It is an important document
that serves a critical role. However, the current format is hard to
understand and vests multiple departments with responsibility for
retaining certain contract documentation.

The retention schedule states that Public Works Department project files,
work orders, schedules, bidders list, change orders and correspondence
related to capital improvements are to be retained for eight years onsite.
Specifications, reports, calculations, plans and subdivisions are to be
retained for the life of the structure to which they apply. Contracts are to
be retained offsite for two years after their termination. Those contracts
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are also to be retained offsite for one year by Purchasing (as stated
below) and for ten years (nine onsite and one year offsite) by the City
Clerk’s Office.

In another confusing example, the retention schedule states that
Purchasing should retain awarded proposals and bids, contracts and
agreements for one-year offsite after the termination of the contract. But
for change orders it indicates that they should maintain them for three
years onsite and then two years offsite. If the contract and bid documents
are retained for only one year, why are the change orders retained for five
years?

In still another example, the change orders related to one contract we
reviewed should have been in the Purchasing file but were not and so we
obtained them from the Department that manages the contract. The
Department staff were not certain what supporting documentation they
were responsible for maintaining versus what Purchasing was
responsible for maintaining. The retention schedule for that Department
(Community Services) does not address change orders specifically but
simply indicates that contracts made'® during the current calendar are
maintained offsite. It is unclear why current contracts would be
maintained offsite.

RECOMMENDATION 12: The City Clerk’s Office, in consultation with the
City Attorney’s Office and the Administrative Services Department, should
review the records retention schedule and update it to ensure that critical
contract records (including scopes of work and bid submittals) are
retained for appropriate lengths of time, accountability is clear, the
schedule is easy to understand, and that duplication is minimized. In our
opinion, both Purchasing and the originating department should have a
complete set of contract documents readily available while a contract is
open.

" It is unclear if "made" means entered into during the current calendar year.
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Contract Streamlining

Processing times for initial approval of infrastructure contracts have not
improved over the last two years and currently average 149 days. We
found that there may be opportunities to increase efficiency in change
order processing and that change orders could be submitted to
Purchasing on a more timely basis. However, without addressing overall
contract processing times, improvements in change order processmg
alone will not have a dramatic effect.

Processing times for infrastructure contracts are still too long

In April 2002, the City Auditor published "A Study of Infrastructure
Contract Processing Times" which calculated the average and median
processing times for infrastructure contracts over $25,000. As part of our
review, we replicated that audit test using data on 34 contracts awarded
since January 1, 2004. As shown in Exhibit 10, the average and median
processing times for these contracts were longer than for the contracts
we sampled in 2002. The average and median contract processing times
had increased by 4 days and 21 days, respectively. The list of the 34
contracts reviewed is included in Appendix B.

Exhibit 10: Infrastructure Contract Processing Times

Median Average
processing | processing
Audit Number of time time
review contracts (in days) (in days)
2002 66 137 145
2004 34 158 149

Staff indicates that SAP implementation may have resulted in some
employees pre-encumbering amounts in the system sooner than they
otherwise would have in the past. This may have contributed to the
increased times.

The City Manager’s April 2002 response to the "Study of Infrastructure
Contract Processing Times" stated that the Contract Process
Streamlining Committee would bring forward recommendations regarding
various aspects of the contracting process including "guidelines for
processing times for different kinds of contracts, including accountability
and expectations.”

RECOMMENDATION 13: The Contract Process Streamlining Committee
should establish general guidelines for processing times for different
kinds of contracts, including accountability and expectations.
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Opportunities exist to increase the efficiency of change order processing and expedite
change order submittals

Our sample of 31 contracts included a total of 189 change orders
representing approximately $5 million. We reviewed 139 of those
change orders, totaling about $3.6 milion and representing
approximately 72% of the $5 million total. :

We found that there are opportunities to increase the efficiency of
change order processing. For example, we identified a $2.7 million
Utilities contract that had 37 change orders for amounts as small as
$243. In contrast, the approximately $23 million construction contract
for the downtown parking garages had 15 change orders. To the extent
possible, small changes should be compiled and then subsequently
submitted as a change order. This reduces the workload for both a
department and for Purchasing.

RECOMMENDATION 14: The Purchasing Manual should specify that
Departments should maximize efficiency and reduce the workload for
both Purchasing and Departments by combining field changes into
individual change orders.

Expediting change order submittals and exploring the possibility of
decentralizing change order processing

We found that it was not uncommon that by the time a change order got
to Purchasing Division, the change order work had already occurred.
This leads us to question how meaningful Purchasing’s review can really
be. In an interview with two members of the Public Works Engineering
staff, they indicated that sending a change order to Purchasing is the last
thing they do.

The nature of contract work, particularly in construction (Public Works and
Utilities), requires that the work be continuous so as not to result in delay

- claims from contractors. Furthermore, changes to contract are often
compiled as a number of small changes via field orders or extra work
authorizations and later compiled into a change order for Purchasing’s
review (as recommended above). Nonetheless, in our opinion, whenever
possible, change orders should be submitted to Purchasing before the
work is completed.

Mountain View and Redwood City have decentralized the processing of
Public Works Department change orders. While Palo Alto staff has
advised that they believe a decentralized process may not be possible
due to SAP user-authorization issues, in our opinion, it is worth
considering.

For departments that have consistently documented contingency
spending and followed the Citywide or departmental procedures, a
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decentralization of change order processing may be an appropriate
streamlining measure if compensating controls are put in place, such as
random reviews by Purchasing of documentation of contingency spending
and better documentation and reporting. However, this type of
decentralization should only be considered after the Purchasing Manual
has been updated and training has taken place.

RECOMMENDATION 15: Departments should ensure that all change
orders are submitted to Purchasing as soon as is reasonably practical.
After the Purchasing Manual has been updated and training has
occurred, Purchasing should explore the feasibility of a pilot program to
decentralize change order processing for departments that have
demonstrated adherence to procedures and submission of
documentation.

33




Conclusion

The City’s contingency and additional services levels are generally
consistent with those of area jurisdictions and industry standards. We
reviewed a sample of contingency and additional services spending.
Spending appears to be generally appropriate. Our review identified a
number of ways to improve controls, training, and documentation.

RECOMMENDATIONS

RECOMMENDATION 1: The change order form included in the
Purchasing Manual as well as the change order forms used by Public
Works and Utilities should require departments to indicate the underlying
reason for contingency spending based on categories for spending as
determined by staff. Examples of possible categories are unforeseen,
design-related, or upgrade. The Purchasing Manual form should be
updated to include the dollar amount of the change and cumulative total
spent to date. Guidelines and a form should be developed for
documenting uses of "additional services" funds as well.

RECOMMENDATION 2: Purchasing should maintain records on valid
complaints related to contractors for consideration in future contract
awards.

RECOMMENDATION 3: Departments that receive resident requests for
service should establish criteria for responding to such requests and
incorporate those criteria into a Departmental construction manual (if
applicable) and provide them to Purchasing for inclusion in the
Purchasing Manual. The Purchasing Manual should also provide
guidance on when it is appropriate to issue a change order to expand the
scope of a contract versus amending the contract or issuing a new
contract. Departments approving contingency spending should ensure
that the work is within the scope of the original contract.

RECOMMENDATION 4: Staff should determine if it is feasible to track
and report on actual contingency and additional services spending using
SAP.

RECOMMENDATION 5: The Administrative Services Department should
include total project expenditures to date (including contingency) on the
Year-end Capital Improvement Program Projects Status Report. If staff
determines that Recommendation 4 is feasible, then actual contingency
spending should also be included on the year end report. In addition,
Management should assess the feasibility of requiring responsible
Departments to present project completion reports to the City Council
upon termination of major projects.

RECOMMENDATION 6: The standard professional services agreement
should include optional standardized "additional services" provisions. The
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Purchasing Manual should include criteria for including “additional
services” and setting “additional services” percentages (e.g. nature of
project, complexity of project), and City Manager Reports should specify
"additional services" where applicable.

RECOMMENDATION 7: Purchasing and the City Attorney's Office
should develop standard language regarding pricing for changes to
contract work for construction contracts, professional services contracts
and general service contracts. Departments should ensure that all
~contracts include the appropriate language. Guidelines on allowable costs
should be incorporated into the Purchasing Manual, and cited or included
in contracts.

RECOMMENDATION 8: The Purchasing Manual update should include:

e Policy statement that contingency spending should be to complete
original scope of work and that, to the extent possible, work should be
included in original bid to obtain most favorable price.

¢ Definitions of key terms including contract contingency, change order,
contract amendment, and additional services. ,

¢ Information on how these terms are relevant for each category of
contract (construction, professional services, general services).

e Steps for documenting uses of contingency or additional services
funds under each category of contract.

e Instructions for encumbering additional services, and guidelines and
forms for documenting uses of additional services.

e Explanation of differences in rules (if Purchasing determines there are
any) for documenting contingency or additional services for contracts
below the threshold for City Council approval versus for contracts
above the threshold for such approval.

RECOMMENDATION 9: Departments should use the Public Works
Construction Contract Administration Manual as a template for additional
procedures regarding extra work authorizations, field orders, change
orders, and authorization signatures, as needed. Departments should
ensure that their procedures for contingency spending are consistent with
the Purchasing Manual with regard to additional services spending.
Departments should review their procedures with Purchasing to ensure
conformance to citywide standards.

RECOMMENDATION 10: Either as part of the proposed training on

contracting or separately, Purchasing should ensure that

e Key topics related to contingencies and additional services are
sufficiently covered. These include an overview of updated key terms
and policies and procedures (i.e., Purchasing Manual revision),
procedures for and documentation required for spending contingency
or additional services funds, pricing of changes in contract work.

e Case studies based on actual experiences of Palo Alto project
managers are included in the course.
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Such training should be mandatory for project managers and Purchasing
should maintain attendance records. Department heads should ensure
that project managers meet mandatory training requirements.

RECOMMENDATION 11: Departments should ensure that copies of
documents related to ongoing contracts are forwarded to Purchasing. In
our opinion, both Purchasing and the originating department should have
a complete set of contract documents readily available while a contract is
open.

RECOMMENDATION 12: The City Clerk’s Office, in consultation with the
City Attorney’s Office and the Administrative Services Department, should
review the records retention schedule and update it to ensure that critical
contract records (including scopes of work and bid submittals) are
retained for appropriate lengths of time, accountability is clear, the
schedule is easy to understand, and that duplication is minimized. In our
opinion, both Purchasing and the originating department should have a
complete set of contract documents readily available while a contract is
open.

RECOMMENDATION 13: The Contract Process Streamlining Committee
should establish general guidelines for processing times for different
kinds of contracts, including accountability and expectations.

RECOMMENDATION 14: The Purchasing Manual should specify that
Departments should maximize efficiency and reduce the workload for
both Purchasing and Departments by combining field changes into
individual change orders.

RECOMMENDATION 15: Departments should ensure that all change
orders are submitted to Purchasing as soon as is reasonably practical.
After the Purchasing Manual has been updated and training has
occurred, Purchasing should explore the feasibility of a pilot program to
decentralize change order processing for departments that have
demonstrated adherence to procedures and submission of
documentation. ‘
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Memorandum
Administrative Services

Date: March 15, 2005

From: Frank Benest, City Manager

By: A Carl Yeats, Director of Administrative Services
Subject: Response to the Audit of Contract Contingency

The City Auditor has conducted a review of contract contingencies for construction, general and
professional services. After review of the audit recommendations, staff will implement where
possible. Some recommendations require longer-term solutions due to additional research
needed or impacts that must be further evaluated. Staff will continue to work on these efforts to
improve the contracting process and to meet organizational goals and objectives.

The audit contains several key points:
o The current use of contract contingencies is appropriate
e Contingency levels and additional services used are generally consistent with those of
area jurisdictions and industry standards
¢ Specific recommendations that will clarify or enhance policies and procedures
¢ Revisions to documentation that will enhance monitoring and accountability
* Recommended mandatory training for staff involved in the contract process

Contracting Process and Activity
The City of Palo Alto is a very diverse organization when compared to other local governments.

The Auditor’s Service Level and Accomplishments (SEA) report clearly establishes that not only
is Palo Alto unique in terms of the types of services provided by City departments, but the
service levels in Palo Alto are also uniquely high. These factors are key to what makes Palo
Alto, well “Palo Alto”. We are a truly full service city, providing an extremely diverse array of
functions. This diversity of functions, coupled with changing priorities will have an impact on
our procurement activity through out a fiscal year.

The City’s combined budgets for 2003-04 were in excess of $330 million, which generated over
5,200 purchasing documents valued at over $70 million. Over 17,000 checks were issued to pay
vendor invoices for contract and other services or supplies. As the Auditor points out in the
report approximately $3.8 million in contingency spending was reviewed and found that
generally the City spends contingency dollars appropriately. This finding supports the many
changes, controls, procedures that have been implemented over time to ensure proper
accountability and controls. The additional information recommended to be part of the process
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will enhance the latter and provide decision makers with additional data that may be helpful in
future planning or contract structure/negotiations.

Some of the recommendations involve enhancements to the SAP system or changes that could
impact the processing time of change orders or vendor invoices. Staff will review the
recommendations and adjust the system as possible. If it is determined that the system
enhancements are not beneficial or impractical due to cost or low benefit, staff will provide the
Auditor with specific documented information or alternatives to consider.

Conclusions

Staff welcomes the recommendations since for the most part they can be or are in the midst of
implementation, as a result of ongoing contract streamlining efforts. The Purchasing Ordinance
changes that went into affect in July 2005 are starting to show positive results. An example is
the contract authority limit increases, which have yielded faster processing times. The Contract
Streamlining Committee will continue developing specific contract processing goals by type and
on streamlining where possible.

An overall concern that we all must keep in mind as we add steps to review, validate or account
for our processes is the cumulative impacts of all steps and the need to balance the risk/benefit
factors involved. In developing and evaluating the City’s accounting system, primary
consideration is given to the adequacy of the internal control structure. This structure is designed
to ensure that the assets of the City are protected from loss, theft, or misuse, and to ensure that
adequate accounting data are compiled to allow for the preparation of the financial statements in
accordance with generally accepted accounting principals. The internal control structure is
designed to be reasonable, but not absolute assurance that these objectives are met. The concept
of reasonable assurance recognizes that: 1) the cost of a control should not exceed the benefits
likely to be derived; and 2) the valuation of costs and benefits requires estimates and judgments
by management. This also is a task assigned to the Contract Streamlining Committee in order to
make our streamlining efforts prudent and successful.

Staff is completely supportive of the Auditor’s findings and appreciates the work she and her

staff have completed.

Attachment A: Summary of Recommendations
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Attachment A
Summary of Recommendations and Management Response

RECOMMENDATION 1: The change order form included in the Purchasing Manual as well as
the change order forms used by Public Works and Utilities should require departments to
indicate the underlying reason for contingency spending based on categories for spending as
determined by staff. Examples of possible categories are unforeseen, design-related, or
upgrade. The Purchasing Manual form should be updated to include the dollar amount of the
change and cumulative total spent to date. Guidelines and a form should be developed for
documenting uses of "additional services" funds as well.

Staff agrees with the recommendation and revised the form to include the suggested
categories and additional information requirements. The recently updated guidelines
reflect the changes and are part of the revised Purchasing Manual. The Public Works and
Utilities forms will be updated as well.

Target Completion Date: Purchasing Manual form is completed. Target date for updating
Public Works and Utilities forms is Fall 2005.

RECOMMENDATION 2: Purchasing should maintain records on valid complaints related to |
contractors for consideration in future contract awards.

Staff will incorporate a process to maintain such information in SAP under the
vendor’s master file. If there are system limitations, staff will then keep a separate
electronic file of valid complaints to review prior to awarding contracts. Purchasing and
Department Project Management staff will communicate on ongoing basis to keep
complaints current.

Target Completion Date: Fall 2005

RECOMMENDATION 3: Departments that receive resident requests for service should
establish criteria for responding to such requests and incorporate those criteria into a
Departmental construction manual (if applicable) and provide them to Purchasing for inclusion in
the Purchasing Manual. The Purchasing Manual should also provide guidance on when it is
appropriate to issue a change order to expand the scope of a contract versus amending the
contract or issuing a new contract. Departments approving contingency spending should ensure
that the work is within the scope of the original contract.

Staff will collaborate to incorporate in the Construction and Purchasing Manuals
criteria on processing requests for services based on the scope of the capital project and
the contract. The manuals will include examples on when to do a change order or a
contract amendment. Department heads or designees will approve contingency
spending based on the established criteria.

Target Completion Date: Fall 2005
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RECOMMENDATION 4: Staff should determine if it is feasible to track and report on actual
contingency and additional services spending using SAP.

The contract contingency amounts are budgeted separately from the main contract
amount. A change order moves and combines the contingency to the main contract line
item. Staff is not separating the expense for the amount moved as a result of the change
order in the SAP system since it would require separate accounting of such activities. It
would require the vendor and City staff to separate all invoices and/or line items and pay
from either the main contract or a new contingency account, the benefit of such
information is minor compared to the amount of work required to keep and reconcile
separate accounts. Staff will review the SAP system for other possible steps to track
such information without making it labor intensive. Most project managers keep a
separate electronic or hard copy file on the actual use of their contingency.

Target Completion Date: Fall 2005

RECOMMENDATION 5: The Administrative Services Department should include total project
expenditures to date (including contingency) on the Year-end Capital Improvement Program
(CIP) Projects Status Report. If staff determines that Recommendation 4 is feasible, then actual
contingency spending should also be included on the year-end report. In addition, Management
should assess the feasibility of requiring responsible Departments to present project completion
reports to the City Council upon termination of major projects.

The current CIP report contains the components of the total project to date, but they
are not summarized in a single column. Staff agrees with the recommendation and will
add a summary column. In terms of the actual contingency spending, see response to 4.
If an option is found and beneficial, staff will implement it in SAP. Staff will also assess
the feasibility of project completion reports.

Target Completion Date: December 2005

RECOMMENDATION 6: The standard professional services agreement should include optional
standardized "additional services" provisions. The Purchasing Manual should include criteria for
including “additional services” and setting “additional services” percentages (e.g. nature of
project, complexity of project), and City Manager Reports should specify "additional services"
where applicable. '

Staff concurs with the recommendation and is in the process of implementing the
changes. A new contract template with such provisions has been created and the
purchasing manual has been updated with a set of criteria defined for including
additional services. The CMR format will be amended to separate or identify the
additional services being recommended for approval.

Target Completion Date: Completed
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RECOMMENDATION 7: Purchasing and the City Attorney’s Office should develop standard
language regarding pricing for changes to contract work for construction contracts, professional
services contracts and general service contracts. Departments should ensure that all contracts
include the appropriate language. Guidelines on allowable costs should be incorporated into
the Purchasing Manual, and cited or included in contracts.

The Attorney’s office has drafted a new contract template for professional services
that includes language regarding pricing for changes to contract work. Pricing for
changes or additions shall be based upon defined hourly or other rates that have been
established upon determination of the total compensation for the agreement. Standard
language for general services work is currently being drafted and reviewed by the
Attorney’s office. A review of all construction procurement and contract documents is
scheduled for later this year. This review will result in revision of all construction
procurement and contract documents that will address these and other issues.
Departmental staff will ensure that all contracts include the appropriate language.

Target Completion Date: Professional services and guidelines on allowable cost have
been completed. Remaining items: Fall 2005 :

RECOMMENDATION 8: The Purchasing Manual update should include:

» Policy statement that contingency spending should be to complete original scope of work
and that, to the extent possible, work should be included in original bid to obtain most favorable
price. ’

» Definitions of key terms including contract contingency, change order, contract amendment,
and additional services.

* Information on how these terms are relevant for each category of contract (construction,
professional services, general services). Steps for documenting uses of contingency or
additional services funds under each category of contract.

* Instructions for encumbering additional services, and guidelines and forms for documenting
uses of additional services.

* EXplanation of differences in rules (if Purchasing determines there are any) for documenting
contingency or additional services for contracts below the threshold for City Council approval
versus for contracts above the threshold for such approval.

Staff agrees with the recommendations, some of which have been incorporated into
the revised Purchasing Manual. The remaining recommendations will be included in the
next revision in conjunction with the ongoing contract streamlining efforts. Change
orders for construction are mostly for unforeseen items, but staff will continue look for
opportunities to include all aspects in the original scope to the extent possible.

Target Completion Date: Completed

RECOMMENDATION 9: Departments should use the Public Works Construction Contract
Administration Manual as a template for additional procedures regarding extra work
authorizations, field orders, change orders, and authorization signatures, as needed.
Departments should ensure that their procedures for contingency spending are consistent with
the Purchasing Manual with regard to additional services spending. Departments should review
their procedures with Purchasing to ensure conformance to citywide standards.
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Public Works will update the Construction Contract Administration Manual in
collaboration with the Utilities Department and Purchasing Division Staff to ensure
consistency with the Purchasing Manual and citywide standards.

Target Completion Date: Fall 2005

RECOMMENDATION 10: Either as part of the proposed training on contracting or separately,
Purchasing should ensure that

* key topics related to contingencies and additional services are sufficiently covered.
These include an overview of updated key terms and policies and procedures (i.e., Purchasing
Manual revision), procedures for and documentation required for spending contingency or
additional services funds, pricing of changes in contract work.

* case studies based on actual experiences of Palo Alto project managers are included in the
course.

Such training should be mandatory for project managers and Purchasing should maintain
attendance records. Department heads should ensure that project managers meet mandatory
training requirements.

Purchasing staff will include the materials necessary to incorporate the above
recommendations in the contract management classes that will be mandatory. Public
. Works and Utilities Department staff will assist in the training and provide valuable case
studies and learning opportunities. In addition, department heads or designees will
ensure attendance by staff involved in the process.

Target Completion Date: Spring 2005

RECOMMENDATION 11: Departments should ensure that copies of documents related to
ongoing contracts are forwarded to Purchasing. In our opinion, both Purchasing and the
originating department should have a complete set of contract documents readily available while
a contract is open.

Staff agrees with the recommendation and will provide instructions to implement
steps.

Target Completion Date: Spring 2005

RECOMMENDATION 12: The City Clerk’s Office, in consultation with the City Attorney’s Office
and the Administrative Services Department, should review the records retention schedule and
update it to ensure that critical contract records (including scopes of work and bid submittals)
are retained for appropriate lengths of time, accountability is clear, the schedule is easy to
understand, and that duplication is minimized. In our opinion, both Purchasing and the
originating department should have a complete set of contract documents readily available while
a contract is open.

Staff from the Office of the City Attorney, Clerk and Administrative Services will work
together to update the records retention schedule. The current practice in Purchasing is
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to maintain a complete set of contract documentation while they are open. The
Purchasing Manual and/or guidelines will be updated to include language that
departments are responsible for keeping a complete set as well.

Target Completion Date: Fall 2005

RECOMMENDATION 13: The Contract Process Streamlining Committee should establish
general guidelines for processing times for different kinds of contracts, including accountability
and expectations.

The Committee established general guidelines for contract processing times and will
review the various contract types to establish more specific times now that the new
purchasing ordinance is in place. Staff needs to experience the new processes since the
major changes just went into affect in July 2004, before making specific recommendation
for some of the contracts. In addition, some need contract templates developed and put
into place so a processing time can be set. The Committee will review processing times
next year to allow for the new process to settle and to gather historical information. After
the results are reviewed, the Committee will adjust accordingly to ensure better
accountability and clear expectations.

Target Completion Date: Spring 2005

RECOMMENDATION 14: The Purchasing Manual should specify that Departments should
maximize efficiency and reduce the workload for both Purchasing and Departments by
combining field changes into individual change orders.

Purchasing staff will include recommendations in the Purchasing Manual and work
with the City Attorney’s Office to revise construction process documentation to facilitate
the combination of field change orders whenever possible. '

Target Complétion Date: Spring 2005

RECOMMENDATION 15: Departments should ensure that all change orders are submitted to
Purchasing as soon as is reasonably practical. After the Purchasing Manual has been updated
and training has occurred, Purchasing should explore the feasibility of a pilot program to
decentralize change order processing for departments that have demonstrated adherence to
procedures and submission of documentation.

Department heads or designees will review internal processes and timeliness of
change orders to ensure reasonable processing times. Staff will collaborate to explore
possible areas to decentralize the change order process, where feasible and prudent.

Target Completion Dates: Spring 2005; decentralization review Winter 2005
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Office of the City Clerk
MEMORANDUM

DATE: February 7, 2005
TO: Sharon Erickson
‘ Gary Baum /\
FROM: Donna Rogers /M{ /?(,fo\ 3(:/%/ .
SUBJECT: Audit of Contract Contingencies

In response to Recommendation 21 in the above-mentioned audit, the City
- Clerk’s Office is fully aware of the need to review the records retention
schedules and update them to ensure that critical contract records are retained
for appropriate lengths of time.

The City adopted its Records and Information Management Program in
November 1994 and.updated the Retention Schedules for all departments in
April 1996. Since there have been many changes in laws and regulations since
that time, it is critical that retention schedules be reviewed by the City
Attorney’s Department in conjunction with the City Clerk’s Department.

We would like to request that the City Attorney assign someone knowledgeable
with records rules and regulations, to work with the City Clerk’s Department, to
lead a committee comprised of staff from each department to discuss and
review the retention schedules.
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Appendix A: Data on Reasons for Contingency Spending

Reason for Spending Contingency Dollars
(All Contracts Sampled)
: Dollars Percent of Total

Project Planning $ 485,204 13%
Design $ 801,311 22%
Upgrade $ 490,268 14%
Expanded Scope of

Work $ 522,000 15%
Unforeseen $1,300,732 36%
TOTAL $3,599,515 100%

Reason for Spending Contingency Dollars
(Excluding Downtown Parking Garage Projects)
Dollars Percent of Total

Project Planning $ 57,581 4%
Design $370,745 29%
Upgrade $ 30,481 2%
Expanded Scope of
Work $231,545 18%
Unforeseen $598,167 46%
TOTAL $1,288,519 100°°%

Reason for Spending Contingency Dollars
(Downtown Parking Garages Project Only)
‘ Dollars Percent of Total

Project Planning $427,623 19%
Design $430,566 19%
Upgrade $478,109 21%
Expanded Scope of
Work $290,455 13%
Unforeseen $684,243 30%
TOTAL $2,310,996 102%""

2% Total does not add to 100% due to rounding.
#! Total does not add to 100% due to rounding.
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Appendix B: Processing Times for Infrastructure Contracts Over $25,000

Elapsed Times for Infrastructure Contracts Over $25,000
Contracts with a PO Print Date of 1/1/04 or later

Purchase Purchase Elapsed
Purchase Requisition  Order Print Time in
Order No. Entry Date Date Vendor Days
S04103782 11/10/2003 9/17/2004 KELLER CANYON LANDFILL 312
C04100794 7/16/2003 4/1/2004 CLEAN HARBORS ENVIRONMENTAL 260
C04101010  7/30/2003 3/18/2004 COLUMBIA ELECTRICAL, INC 232
C04105456 2/17/2004 9/28/2004 ERS INDUSTRIAL SERVICES INC 224
C04103369 10/17/2003 5/25/2004 MONTEREY MECHANICAL 221
C04101612 8/21/2003 3/11/2004 MOCK WALLACE ARCHITECTS 203
C04105783 3/5/2004 9/23/2004 RAY L. HELLWIG PLUMBING & 202
C04105779 3/5/2004 9/22/2004 MARCOR REMEDIATION INC 201
C04105325 2/11/2004 8/26/2004 NOVO CONSTRUCTION INC 197
C04100292 7/11/2003 1/20/2004 KUEHNE CONSTRUCTION 193
C04100286 7/11/2003 1/20/2004 KENNEDY JENKS CONSULTANTS 193
C04100121 7/1/2003 1/7/2004 COLUMBIA ELECTRICAL, INC 190
C04103453 10/22/2003 4/22/2004 KUEHNE CONSTRUCTION 183
S04104065 11/24/2003 5/24/2004 JF PACIFIC LINERS INC 182
C04101903  9/2/2003 2/26/2004 LEWIS & TIBBITTS INC 177
C04103342 10/15/2003 4/7/2004 SPOSETO ENGINEERING INC 175
C04103639 11/4/2003 4/14/2004 KINGDOM PIPELINES, INC 162
C04105787 3/25/2004 8/26/2004 MONTEREY MECHANICAL 154
C04104913 1/14/2004 6/16/2004 JW RILEY & SON INC 154
C04105055 1/26/2004 6/10/2004 WALSCHON FIRE PROTECTION, INC. 136
C04107706 6/8/2004 10/21/2004 ACME SECURITY SYSTEMS 135
S04103349 10/16/2003 2/117/2004 JJ ALBANESE INC 124
C04103366 10/17/2003 2/18/2004 METROPLEX LIGHTING & ELECTRIC 124
C04105033 1/22/2004 5/10/2004 MANUEL BROS, INC. 109
C04152071 12/1/2003 3/16/2004 G&G BUILDERS INC 106
S0106645  4/30/2004 8/9/2004 JJ ALBANESE INC 101
504105589 2/23/2004 5/27/2004 ACME FENCE AND LUMBER COMPANY 94
S04105731  3/3/2004 5/26/2004 AVO INTERNATIONAL 84
C04106488 4/22/2004 6/26/2004 KENNEDY JENKS CONSULTANTS 65
S04151848 12/15/2003 2/6/2004 BAY AREA GEOTECHNICAL GROUP 53
C04150735 2/26/2004 4/7/2004 A&A CONSTRUCTION 41
C04105673 2/26/2004 3/23/2004 PHILIP HENRY ARCHITECTURE 26
C3149377  3/25/2004 4/20/2004 INDUS UTILITY SYSTEMS INC 26
C04105803 3/9/2004 3/19/2004 CALTRANS 10
AVERAGE ELAPSED TIME 149
MEDIAN ELAPSED TIME 158

46



'000'59% Sem ployselu Jolid 8y ) ('000'052$ §! PISUSBIY) MOU U} ‘S10BNUOD
0Od 10 Adon SYIOM 2l1and Jod) YO0Z AINF @A0sYe aweasq (10UNoD AND Joj PIOYSSIL} 000°S8S UL -|

Jojoeajuo)

pajuud
lemwsuesn ¥d

0d 0 Adog) < peulejqo sainjeubls

wioy
Japio abueyn

pajs|dwod wio}
1apio abueyn

dVv'S ojui paJejus
s} JapJo abueyo
10} (dd) vonisinbay
aseyaind

ON——————— P

47

A
ON

|eacidde j1ounog)
AuD ueiqo pue
JUSWIpUBE JOBHUOD
e aJedeaud jsniy

£Papasoxs
Aouabupjuod
Jo pabueyo
yJom jo adoo

5I0M 8UY) 0} papsau
abueyo e uodn suifag

oa.be Jojoenuod | SJOM J0BIUOD

pue 1abeuew joafoid

1£000'58$ ueuy
Jejeald 1oe5u0)

juawpedag

ouRIqUWINOUB Jojoesuod (\) Jaquinu Od subisse A s|geoydde
J0B3U0D 0} pue juswyedap pue Aoeinooe JUNOWE JoBjUoD 41 Junowe AousBunuoo
junowe >ucwm:_.coo < o} saidoo < sopio sseuoing [ ¢ 10} Jap1o abueyo pue o b___nm__ﬂ>m < p Slaquinous
paysenbai Spues pue Od subis |BMWSURL Yd ‘Yd J0 Juswyedep |o1esedes pue
siajsuey) Buiseyoing Jsfeuew Buiseyoing smalnal Buiseyound : salou Buiseyoingd 10243U00 Joj Junowe
: siequnoua Buiseyoin
$S920.d 19pIQ abueys Buiseyaing A e

9 xjpuaddy

Start

uoisialg Buiseyaing




“Jeak |eosl) 8y} Jo pus au} Je Builiewal SJUNOWE PaIequiNoua Jama) Ul JNsal
0} psjoadxa S| pue GO0z Ajenuer Ul pajustwaldw aq [jim a1njes; [0Ucd 196pNg dYS Meu v -

S3210AU}

Buipuejsino Aed

y
Bununosoy
\pasequinoussip
aq ueo s}ebpnq Jiayy
) sJejjop pasaquinaus
Aue J1 sjuswpedsp
syse Buiseyoindg
‘Jeak |eosy Jo pus
A
oN foe)
<
o ‘ Y °N
‘puny BuneuBuo sy .

0} joeq pailsjsues ase wajshs dy's ui sJejjop peteiduwon ‘_w”um%_.n_w_“m_ ¢ siejjop

10B1U0D 8y} Jo} Jabpng Zosloid fousbBuyuod pue 51 SUOM 0B 1L ‘spuny usdsun eu; pesy Aousbunuos

s uswyeds(q auyj ojul  [§—ON Jabie) e jo ped 1oesU0D Buluiewss m.c_mm N SULIOW [-SaA Aiiepow) jusluyeds| SBA 1o BAHUD Juadsun

palsjsuel) Uasq pey JOBIUOD BY)} S| Slagquinauasip imm..,_homE Y o ks a1 580 P Aue siay) ary
1ey; suejjop Aousbuijuoo Buiseyoing "old u a

pue joBNU0D Juadsun

ON
Buiseyoind Aq jno
pasojo s1 JoRIUOD Buiseyaung
SaA S8
A
wealoid sy
UIYiM Sjoeju0d Jayio ipied ajeidwos
10} s|qejieAe mou usaq $a210AUl AlieoisAyd
10BJUOD WOJ) SIBjjop lle eAeH SO J0BIU0D
paJaquinouasiq

sailnpadsoid Buiso|) joesuon

a xipuaddy

juawedaq Bupoesuon



aainos Buneuibuo
0} pauinjes
aJe sigjjop ywedsun
Auy wsishs ¢—oN
dVS ul 1psjoid
s8s0j0 Bununoooy

(Buioepinsal
1921)s B'8) Jpah
Aisne inoas yoelosd
siy} seog

‘syoafoid pajejdwon
uo YO lenuue
-iwss ul josfoid ayy
sapnjoul Buyunoooy

SOA

v

(ino pasojo
s1 oafoud ey sainypuadxa
|ENjOR OU Jo SJeak Z Jayy)
“JeaA |eosly ay} Jo pua
au e 1oeloud s Jeak 1xau
0} pJemio} ssejiop juadsun
sauued Bununoooy

S80I0AU

isiejjop
fousBunuoo
10 joB.UO0D Yuadsun
Aue ajayy a1y,

ON

v

Bununoooy Aq
N0 paso) si 1alfold

Buipuejsino Aeg

%

ON

¢pied ussq
S82I0AUI |8 3ABH

D
<

uoisjAig Buijunosoy

sainpadoud Buiso|) 199loid 41D
3 xipuaddy

ajeidwoo si sfoid
18y} aAnejuasaidal
196png IO Jiayy Jo
Bununoooy sayou
JebBeue 1oafoig

ajeidwo) Ajjesishud

A

SHOM j08[01d

juswipedaq Bunoesnuon



"8N[BA JOBIUOD 8U} JO %0F 2l0jeiau) si AousBunuod fe1o} ay | ruswpusure ue ybnoay paseasouf sem Aousbuiuoo ayj Ing ‘enfen joR1UCO BU} JO %0z Sem Jey; AousBunuos e pey 1oenuoo feuibuo syy ,
"216'6$ Aq pasealoul sem 3 uay) pue |8Z'6$ sem Aouabuiuoo [euibuo ,

"S}S0O [BUORIPPE UONS J8A0D 0} pasn &4 [iim Aousbunuoco syl ‘000‘vE2$ PeIewSs ay) Spaeoxe 1S00 au} Ji Jeyl pereolpul Juswpedeq Buiuue)d ey ‘1oefoid ey Jo 1S00 |Bnjoe ay) mouy jiim AlD eyl Bugunoooe
[euy sy sajeidwos ayelg ayy 8ouQ “1osfoid ey Buippiq s.e1elg ay) 0) Joud Junowe joenuos auy psodep o} pasinbal sem A0 8y ] "OlY Ofed PUB MaIA UIBIUNOW ‘suel) fen) ypm joofoid juiol e sem syt s
"000°2+$ PuE 000°0¥$ Aloanosdsal are salousabuiuoo ayy ‘spueifeg ey} 1o} 0£0'G21$ pue uoidweyinog / uoidweyloN 10} §/6'VBES JO pasidiuod S| §1+0°02S$ euL v

"000°2€$ Aq Jopio sbueyd e e paonpas Ajusnbasqns sem Aousbupuog

"8N[BA JOBIIUOD 9} JO %8| JO [E10} B SLI0D3( O} juswipusiue ue ybnoiy} paseasoul sem 3 Ing ‘%01 Jo Aousbunuod e pey joeiuod [euibuo ayy ,

"000°05+$ Aq paseaiou sem 1) “00€'86 1 Jo Adusbunuoo jeuibuo |

%ES %2l €5€081$ 1A R TS gsv'e8lL'cs ‘ebelony joe)UOD UORINIISUOD
© eel'syi'’y$  980°V80°9$  98€°LSE°05$ [e10] }19BHU0D UOINIISUOD

%EE %01 669'71$ 005°LS$ 000'9.5% ; obeiany
26£'62% 000'SLL$  000°2SL°L$ lejogng

%49 %01 L6E'62% 000'7v$ 000°2r¥$ 9v1ev1¥00 "Ou| ‘S8|qRUSA pUB UBING | Ud ‘SWewsroiduw) 107 Bupped spueiked — aso

ssalboid Ul [|NS S198)U0)

%S . %Tl 0E1'961$ ere'vees riLL'eve‘es abesany
9ZL'8LL'YS  980°696°G$  98c‘sOe'6rS jejogng

GREiGEUBEZIOieIauiD
ou| ‘'sauedwon buipjing Ayuenop sabejern) mc_v_:mn. umoumoq  -buz/amd
wadsg JoBIUOD JO yuads junowy unowy JaquinN 10}9B1jU0D) uonduosaq 199loid UuoISIAIg

Aouabunuoy jussredese Aosuabunuo)d Asusbunuon joBIUOD joenuo) dea
10 JUadIadg KouabBunuon
sjoeiuo) pajaidwion Ajjenuelsqng Jo pajsjdwon
Sj}oeJJuUO) UuoloNIISuU0)

4 xipuaddy

50




"19pI0 mmcmso B 10} /E£Z° LS SapNjoul YdIum ‘0t/2'92$ POPPE | "ON JUSWpusWy ‘gi/‘09% 10} SEM J0BUOD [euibuo ay .r
‘Sjunowe papuswe sapnjoul jJunowe GEEoo

"G0S°688'€$ JO BNjeA JOBIUOD [B10} B YIIM SIBSA 210W 1 10} S|GEMBUSI SI JORIUOD 8Y] "p0-E0 40} JUNOWIE JOBIUOD By} SI siy ._.
uswyuedsp ayl Aq pajewiisa sem junowe juads sy h

>ocmmc::ou 8Y] SO0p SE ‘SjuNoWE papuswe sapnjoul jJunowe SEEoo

sjuswpuswe inoj snid 0p0‘0./$ JO JUNOWE 10B1U0D _mc_mzo

z
"Junowe Aousbunuoo e yum SIOB[UD U AjUo paseq palenoeD

L

%E9 %8 L6L° LLLS 260'6E1$  ¥80°E6L°LS obesony
6G6°958% SELCLL'LS  0L9°VbS6$ , leloL
%99 %¢g 052'8$ 291°v$ 889°058% obelany
0se'9% 00S'2L$ §90°255°2$ |ejoiqng

‘ soojuas bunssuibug
%99 %6 0sez'ss 005°2L$ 99V LELS 0961ELLD -ou| ‘s1esuibug pue spenyoly S3Q pue ubsa( - sjuswenoidwy  soedg usdo
1077 Bupped mncm_>mm

ssaibold ul IS S19BIU0D

%29 %2l 9.9 N—Nw hvc oNNa , _.Nm wmm 1$ abeisony

._ouom‘_-:oo uonduosag “uw o‘_n_ uolsiald
S9OIAIRS 1oB1U0D S32IAIDS SaJINIDG woenuoy | 1oBQU0D / 1deg
leuolippy/ jojuadlade . [euolppy/ leuolppy/
AousBupuopy  sesaoialeg  Aousbupuon AouaBunuon
40 Juadlad jeuonippy/

AouabBunuon

sjoenuo) perejdwod Ajjenueisqnsg Jo paejdwios

S10B41UOD ADIAIDS |BIBUDK) PUE [BUOISSDJOId
5 xjpuaddy

51



