OFFICE OF THE CITY AUDITO

City and County of Honolulu
State of Hawai'i

~ Audit of the Tennis Complex
of the Central O‘ahu Regional
Park

A Report to the
Mayor

and the

City Council of
Honolulu

Report No. 07-03
July 2007



Audit of the Tennis Complex
of the Central O‘ahu Regional
Park

A Report to the
Mayor

and the

City Council

of Honolulu

Submitted by

THE CITY AUDITOR
CITY AND COUNTY
OF HONOLULU

STATE OF HAWAI'I

Report No. 07-03
July 2007






Foreword

Thisisthe report of the Audit of the Tennis Complex of the Central
O‘ahu Regional Park. The city auditor initiated this audit pursuant
to Section 3-502.1(c) of the Revised Charter of Honolulu and the
Office of the City Auditor’s Annual Work Plan for FY2006-07. This
audit was conducted to determine the city’s total cost to construct the
tennis complex at the Central O*ahu Regional Park and related
management issues of the Department of Design and Construction.

We wish to acknowledge the assistance and cooperation of the
officials and staff of the Department of Design and Construction, the
Department of Budget and Fiscal Services, and others who we
contacted during this audit.

Ledliel. Tanaka, CPA
City Auditor






Office of the City Auditor City and County of Honolulu

EXECUTIVE SUMMARY

Audit of the Tennis Complex of the Central O‘ahu
Regional Park
Report No. 07-03, July 2007

Thisself-initiated Audit of the Tennis Complex of the Central O*ahu
Regional Parkwasconducted pursuant totheauthority of the Officeof
theCity Auditor (OCA) asprovided by Section 3-502.1(c) inthe
Revised Charter of Honolulu. ThisauditwasincludedinOCA’sAnnua
Work Planfor FY 2006-07. Thecity auditor determinedthat thisaudit
waswarranted duetolong-standing concernsfromtheHonolulu City
Council andthepublicregardingthetenniscomplex’ stotal cost, thelack
of reporting by the Department of Designand Constructionandthe
former city administration, numerouschangeorders, andthe
procurement of theproject’ sconsultantsand contractor. Thisaudit
focused onreviewingthecity’ stotal costtoplan, design, construct, and
equipthetenniscomplex at the Central O* ahu Regional Park. Thisaudit
alsoreviewed sel ected management i ssuesrel ated tothelargest sources
of increasesinthetotal cost of thetenniscomplex, including: 1) project
contingency; 2) changeorders, 3) departmental compliancewithlega
requirementsrel ated to cost control and reporting; and4) procurement.

Background INnthe1990s, thecommunity of central O* ahuexpresseditsdesiretothe
city for recreational tenniscourts. Thecity,inconjunctionwithtennis
organi zations, envisioned anexpanded wor | d-class25-court tennis
facility. Aspresentedtothecity council for approval inFY 2000-01, the
total cost of thiscomplex wasestimated at $9.5million. Duringits
devel opment, reportsof escal ating project costs, aswell asincreasing
concernsabout theresourcesrequiredto operateand maintainthecity’s
existing park facilities, prompted repeated requestsfromthecity council
and publicfor thetotal cost of theplannedtenniscomplex. Over the
years, theDepartment of Designand Constructionandcity
administrationhavereported varioustotal costsfor theprojectranging
from$10milliontoapproximately $13.8 million. Todate, neitherthe
city administrationnor theDepartment of Designand Constructionhas
publicly reportedthecity’ stotal cost todesignand construct thetennis
complex at theCentral O ahu Regional Park.
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Summary of
Findings

1. Thecosttoconstructthecity’ stenniscomplex at theCentral O ahu

Regional Park could not becompl etely determined; however project
costswill substantialy exceed original estimatesby $2.5millionwhen
theconstructioncontractisclosed.

Thedepartment’ spoor management andweak control sthroughout
designand constructionunderliestheproject’ ssignificant cost
overruns, anditsfailuretofollowkey legal reporting requirements
conceal edtheproject’ sincreas ng costsfromcouncil oversight.

Finding 1: TheCost to Construct theCity’sTennisComplex at
Central O*ahu Regional Park Could Not BeCompletely

Deter mined; However Project CostsWill Substantially Exceed
Original Estimatesby $2.5Million WhentheConstruction
Contract IsClosed.

When compl eted, thetenniscomplex may costthecity asmuchas
$12,771,216 whichexceedsorigina estimatesby $2.5million.
Departmental cost estimatesplacedthecost at $10,290,156. As
currently constructed, thecity hasexpended an estimated
$11,485,333onthetenniscomplex, including $758,994 for design
costs, $659,912 for construction management services, and
$10,066,427 for constructioncosts. Thereis$1,285,333 currently
encumberedto pay for remaining constructioncosts.

Unsupported project accounting, incompl etepayment recordsand
theopen construction contract hinderedtotal cost determination.
Thefull cost of thetenniscomplex couldnot beverified. The
department wasnot ableto producecostinformationonthedesign
and construction management costsattributableonly tothetennis
complex. Projectfilesrevea edthat consultantsand sub-consultants
submitted|imited supporting documentsto support payment
requests. Furthermore, recordsfor 20 of the 26 paymentstotaling
anestimated $2,260,150tothedesign consultant werenot avail able
toreview.

Theconstructioncontract remainsopenwithapproximately $1.3
millionstill encumbered. Althoughthetenniscomplex wasopenedto
thepublicin February 2003, thedepartment hasnot closed the
constructioncontract, or rel eased afinal payment tothecontractor,
andmaintainsa$1,285,883 encumbranceto pay remaining
constructioncosts.
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Finding2: TheDepartment’sPoor M anagement and Weak
ControlsThroughout Design and Construction Underliethe
Project’sSignificant Cost Overruns,and ItsFailuretoFollow Key
L egal RequirementsConcealed the Project’sIncreasing Costs
from Council Oversight.

Thelack of acomprehensivecost control framework wasevident
throughout thetenniscomplex’ simplementation. Thedepartment
only provideslimited guidancefor cost control throughwritten
policiesand procedures, andthereisno comprehensiveproject
management resourcetoensurethat staff properly executestheir
management respons bilities. Departmental delaysinaddressing
project administrationresponsibilitieswerecostly. Thetennis
complex wascompleted 232 dayslate, and 24 percent above cost
estimates. Weestimatethat $1,654,546inadditional costsandtime
weredriven by administrationrequestsfor re-design, apparent errors
and omissions, and changework fromad hocrequestsduring
construction. Thedepartment did not pursueavailablemeasuresto
recapturecostsfromerrorsand omissions, or liquidated damagesfor
late performance; asaresultthesecostswerepaidfor by taxpayers.

Questionabledesign practicesadversely affected project
implementationandincreased costs. Thedepartment’ srushtobid
theproject publicly without final designplansresultedinforeseeable
guestions, errors, omissions, and delaysduring construction. The
department used thedesi gnreimbursabl eall owancemethodintended
forincidentalsonsubstantial costsincluding Phase 1 baseball field
compl etion costsand additiona designand construction management
coststofund cost designand construction management cost
overrunsinthetenniscomplex. Post-contract servicesadded more
than$1.6 milliontotenniscomplex costs,including$963,874in
constructioncostsfor extrawork; $144,057 for consultant re-design
work during construction; $163,641inre-designchangeorders,
$241,860inadditional construction management services, and
$141,114inchangeordersfor apparent errorsand omissions.

Thedepartment overrodestatutory, city andinternal changeorder
directives. Existingcontrolsandtheintent of changeorderswere
overridden, includingallowingthecontractor toamendtheintegration
clauseinchangeorderswhichincreasedthecity’ sliability for costs,
and no scrutiny over whether changework wascaused by errorsor
omissionsor if work wasforeseeable. Changework wasal so
performed prior toformal approvals. Twochangeordersinitiated
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after the project wasaccepted, added an additional $690,000tothe
tenniscomplex costs.

e Anticipatedtenniscomplex constructioncost overrunspromptedthe
inappropriatetransfer of $1.4million. Wefoundthat thedepartment
andformer city administrationantici pated that thetenni scompl ex
couldrunshort of constructionfunds, and sought additional funding
from appropriationsto non-specificcapital project programsand
fromlapsing capital project balances. Inmakingthetransfers, the
department andformer city administrationdisregardedapplicable
legal andadministrativerequirements. Furthermore, despitethe
transfer amountsexceedingreportinglimits, nonewerereportedto
council forreview andapproval.

* Thelateadditionof constructionmanagement servicestotheproject
wasquestionableand costly. Constructionmanagement services
werenotincludedintheorigina designcontractfor thetennis
complex. Fiscal guidanceto separately procureconstruction
management servicesunder aseparatecontract wasunheeded.
Despiteno contract, thedepartment recel ved construction
management servicesfromitsdesignconsultantfor nearly ayear,
resultingintwoafter-the-fact amendmentsof thedesign contract,
which added $659,912 to the cost of thetenniscomplex. Therewas
alsoanapparent conflict of interest created by thedepartment’ s
procurement of thesamefirmto performbothdesignand
constructionmanagement responsi bilitiesduring thedevel opment of
thepark’ sPhase2, includingthetenniscomplex. Theconsultant’s
dua management roleledtoforeseeabl edi sputesand delayswiththe
constructioncontractor, and additional project costs, suchasthe
construction contractor’ sdelay claim of $498,000.

* Thedepartment approved excessandinappropriate usesof
constructioncontingency funds. Inplanningdocuments, the
department apparently plannedfor twicetheal lowablecontingency
costspermitted by thecity’ sfinancepolicy. Althoughthecity’s
financepolicy permitsaten percent contingency, lateintheproject,
thedepartment requested and received anincreaseof theproj ect
contingency to 19 percent—aviol ation of thefinancepolicy. We
foundthat contingency fundswereusedfor antici pated cost overruns
rather than unforeseen costs, for which contingency fundsmay be
properly used.
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Recommendations
and Response

Wemadeanumber of recommendationstoresolvetheissuesand
problemsidentified duringthisreview. Insummary, werecommended
that thedirector of theDepartment of Designand Constructionshould:

* resumenegotiationswiththePhase2tenniscomplex construction
contractor toclosetheconstructioncontract, andlift encumbrances
onremainingconstructionfunds;

* prepareacompleteand accurateaccountingof thecity’ stotal cost
of thetenniscomplex whentheconstruction contractisclosed out;

e assessandimproveexisting policiestostrengthencost control
throughout theimplementationof al phasesof thecity’ scapital
projects, particularly adherencetotheapproved budget, and
accountingfor project costs;

* requireadherencetothecontracted scopeof work, and approved
final project designasaprerequisiteto proceedingto construction
bidding;

* developpoliciesand proceduresfor establishing prudent and
justifiableuseof construction management services, appropriately
structuringindependent project responsibilities, andensuring
compliancewithstateprocurement requirements;

e complywithlega andadministrativerequirementsfor reportingon
thisproject’ schangeordersandtransfersof fundstocity council;

* consider additional criteriafor changeorders, suchasprohibiting
changework for aestheticreasonsor scopechangesthat are
unrelatedtothecompl etionof contractedwork;

* ensurethat thedepartment complieswithadministrativeconstruction
contract contingency limits;

* ensurethat contractual obligationsareenforced; pursueliquidated
damagesfor improper orincompletework, and set appropriate
amountsfor damages, asappropriate;

* ceasecomminglingresourcesandfundsamong separateproject
phases; and
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* fully represent project costsin capital budget requeststo council and
ceaseusi ng unspecific, generic purposed capital projectsor
programsasad hoc sourcesof project funding.

Weal sorecommended that themanagingdirector should consider
solutionstoresol vethedepartment’ smisuseof after-the-fact change
order practicesand ensurethat changework proceedsonly after formal
approval.

Finally, werecommended that thedirector of budget andfiscal services
submittocouncil for thepublicrecordall of therequired changeorder
anddelay reportsfor thetenniscomplex, asrequired by section2.4-2,
Revised Ordinancesof Honolulu; andlocatethe20 of 26 missingdesign
consultant contract payment records, totaling an estimated $2,260,150
andmakethemavailableinthedepartment’ sofficial procurementfilesfor
review.

Initsresponsetoour draft audit report, the Department of Designand
Congtructionlargely responded by providingbackgroundinformation
about thedevel opment of the Central O* ahu Regional Park andthe
tenniscomplex, and by generaly describingtheprocesseswithwhichit
must comply for thebudgeting, planning, andimplementationof capital
improvement projects. It confirmedthat thedevel opment of Phase2 at
thepark wasdriven by theformer administration’ spredetermined
timeline, resultingintheaccel erated design of theproj ect, thesel ection of
onefirmtodes gnand manageconstructionout of convenience, andthe
department havingtomakeitsbest efforttocomply with policiesand
proceduresgiventimeconstraints. Wenotedthat thedepartment, inits
response, affirmeditsoverall responsibility for theprojectandits
outcomes, acknowledged that it assigned staff tomonitor andoversee
theproject, and madeclear that it madeall final approval sanddecisions
onthe Phase 2 projects.

Thedepartment took no position, and provided no additional information
onthetotal cost of thetenniscompl ex, thecost overruns, or themissing
paymentinformation. Nonethel ess, westand by thisfindinginour

report, urgethedepartment toreport total costinformationregardingthe
tenniscomplex tothepublic, andensurethat it maintainscompl eteand
accuratepayment recordsandinformationinitsprojectfiles.

Thedepartment took no positiononthefindingsof thereport relatedto
itsmanagement andweak control sleadingtothisproject’ ssignificant
costoverruns. Itreportedthatitisingeneral compliancewithall of these
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requirements, andthat, whereapplicabl e, theDepartment of Budget and
Fiscal Servicesreviewsand approvesof their compliance. Wedisagree.
Whilewefoundinstancesof compliancewithpoliciesand procedures,
otherswerecontrary to best practicesand contributedtothetennis
complex’ s$2.5millioncost overruns. Thedepartment’ sandfinance
director’ sdisparatepoliciesand proceduresfall shortof a
comprehensivecost control framework throughout all phasesof the
project’ simplementation. Our report a soreveal edweaknessesinthe
effectivenessof cost control swithincertain policiesand procedures, and
that compliancea onewould not necessarily ensurethat aprojectis
delivered ontimeandwithinbudget. Weurgethedepartmentto
strengthen cost control sthroughout all phasesof capital project
implementation. Whileweagreethat providingadditional timeto
completefina designisbeneficia, webelievethat requiring approved
final designsprior toconstructionbidding cansavesignificant funds, and
eliminatedel aysresultingfromincompl eteand erroneousdesignwork.

Weacknowledgethedepartment’ simportant roleinprovidingthe
communitiesof Honoluluwithprojectsthat arewel | usedandenjoyed

by thepublic, suchasthetenniscomplex at the Central O* ahu Regional
Park. Wecommendthedepartment’ seffortsto addressthe

organi zational conflictof interestissueinthefuture, by amendingits
policiesand procedureswith respect tothefutureprocurement of design,
constructionmanagement, and constructionservices. Wealso
acknowledgetheopennessof thedepartment toimplement revisionsto
itspoliciesand proceduresasaresult of thisaudit report. Therewereno
substantivechangesmadetothereport based onthedepartment’s

response.

Leslie I. Tanaka, CPA Office of the City Auditor

City Auditor 1000 Uluohia Street, Suite 120
City and County of Honolulu Kapolei, Hawai'i 96707

State of Hawai'i (808) 692-5134

FAX (808) 692-5135
www.honolulu.gov/council/auditor
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Chapter 1

Introduction

Thisself-initiated Audit of the Tennis Complex of the Central O*ahu
Regional Park wasconducted pursuant totheauthority of the Officeof
theCity Auditor (OCA) provided by theRevised Charter of Honolulu.
Thisauditwasincludedin OCA’ sproposedwork planfor FY 2006-07,
whichwascommuni cated totheHonol ulu City Council andthemayorin
June2006. Thecity auditor determinedthat thisauditiswarranted due
tolong-standing concernsfromthecity council andthepublicabout the
project’ stotal cost asreported by the Department of Designand
Construction, numerouschangeorders, and theprocurement of the
project’ sconsultantsand contractor. Todate, neither thecity
administrationnor theDepartment of Designand Constructionhas
publicly reportedthecity’ stotal costtodesignand construct thetennis
complex attheCentral O' ahuRegional Park.

Background

Central O'ahu Regional
Park Tennis Complex

INnthe1990s, thecommunity of central O* ahuexpresseditsdesiretothe
city for recreational tenniscourts. Thecity,inconjunctionwithtennis
organi zations, envisioned anexpanded wor | d-class25-court tennis
facility. Theoriginal cost estimatefor thetenniscomplex was$8.2
million. Duringitsdevel opment, mediareportsof esca ating project
costsaswell asincreasing concernabout thecoststo operateand
maintainthecity’ s existingpark facilitiesprompted requestsfromthecity
council and publicforthetotal cost of theplanned tenniscomplex. Over
theyears, theDepartment of Designand Constructionandcity
administrationhavereported varioustotal costsfor theprojectranging
from $9.6 milliontoapproximately $13.8million. Whileacknowledging
thevariouscontroversiessurrounding theproject, thefocusof thisaudit
wastodeterminethecity’ s total cost and rel ated management i ssuesto
plan, design, construct and furnishmajor equipment el ementsfor the
tenniscomplex at Central O* ahu Regional Park.

In1999, thecity planned a270-acreregional park incentral O' ahuasa
venueforavariety of recreational and sportingactivities. Toaccomplish
theconsiderablescopeof thisproject, thecity plannedtodevelopthe
park’ smajor componentsinthreephases, beginningwithbaseball fields,
followedby tennisand softball facilities, and thenanaquati cscompl ex.
Funding and coordination needsledthecity to adjust theexecutionand
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sequencingof other athleticfacilitieswithinthepark’ sphases. Thefirst
phasebaseball fiel dsandrecreational park spaceopenedinJuly 2001,
thesecond phasetenniscomplex openedin February 2003; andthethird
phaseaguaticscenter openedin 2005.

Thetenniscomplex at theCentral O* ahu Regional Park wastheproduct
of four yearsof discussionand planninginvolvingamayor’ stask force,
locdl tenni sorgani zations, andthecommunity. Thecommunity’ sinitial
request foracommunity recreational tennisfacility withfourtoeight
tenniscourtsevolvedintoa25-court wor ld-classtenniscomplex with
highquality courtssuitablefor professional, |eague, and high school
tournament play, aswell ascommunity recreation. Duringthesecond
phaseof development at the park, thecity committedto constructinga
20-court tenniscomplex and 20-lanearchery range. Asconstructed, the
tenniscomplex featured two show courts, 18 paired courts, coveredrest
areas, twocomfort stations, amaintenancefacility, registrationbuilding,
and storagebuilding; whileplansfor astadiumcourt andfour practice
courtsweredeferredtofuturedevel opment.

Theproject wasput out for bidsin September 2001, and thecity
awarded thecontract to construct thetennisand archery rangeproject to
Dick Pacific Construction. Thetermsof theconstructioncontract gave
thecontractor 180 daysto construct thetenniscomplex and archery
rangefromthedesignated noti ceto proceed withwork date, November
1, 2001.

Thegrand opening of thetenniscomplex at the Central O ahu Regional
Park washeld on February 15, 2003. It washailed by the previous
administrationasenhancingitsregional park concept by providing
another world-classvenueinHonolulufor sportstourismand highlevel
tennistournaments, increasing publicrecreationa tennisopportunities,
andminimizingoperational and mal ntenancecoststotaxpayersthrough
partnershipswith privateoperatorswhowould bear thosecosts. A
photo of thetenniscomplex at the Central O* ahu Regional Parkisshown
inExhibit1.1.
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Exhibit 1.1
Photo of the Tennis Complex at the Central O‘ahu Regional Park

Source: Department of Design and Construction

Projectroles and All projects, fromthes mplest buildingstothemost complex

responsibilities infrastructure, requireateamof individuals, firms, and companiesthat are
responsiblefor compl eting thedesignand construction of theproject.
Theprojectteammay besmall or largedependingontheprojectsize
andcomplexity. Design-bid-buildisatraditional method of movinga
project from conceptionto compl etion, andinvol vesaproj ect team
comprisedof thefollowing:

* Owner-initiatestheproject; establishesproject requirements,
budget andtimeconstraintsfor theproject; approvesthefina
designplans; providesreview and approval sfor paymentsand
changeorders; negotiatesand closesproj ect;

* Designconsultant- may includeprofessional architects,
engineers, and specialty consultants, whowork withtheowner
todeterminetheproject design; preparespecification
documents; andfurnish consultationandadviceduring
construction; and
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¢ Constructioncontractor - constructsthefacility for theowner as
specifiedintheconstructiondocumentsprepared by thedesign
team and approved by theowner.

TheDepartment of Designand Constructionactsastheowner of city
projectsfrom conceptiontocompl etion, andisresponsi blefor ensuring
that consultantsand contractorsproceed withthedesignand
constructionof city facilitiesaccordingtotheapproved plansand
specifications, withintheall otted time, and ensurethat projectsadhereto
established budgets. Thedepartment assignsin-houseproject managers
andinspectorstooverseetheplanning, designand construction phases,
andthework of consultantsand contractors.

Thedesignconsultantisresponsi blefor preparing accurateand compl ete
proj ect plansand specificationsto construct aproj ect that meetsthe
city’ sneedsandfunctions. Inthecaseof errorsor omissions, the
consultant may beheldliablefor thecoststo correct suchproblems. As
owner of theproject, thedepartment isresponsiblefor approvingthe
final designplans. Theconstruction contractor providestheservicesto
construct thefacility inaccordancewiththeapproved design plansand
specifications; and canbeheldliablefor improper orincompletework
that fail sto meet specifications. Theconstructioncontractor may
subcontract for specialized services, suchasel ectrical or landscaping
work. Inthecaseof problemsor unforeseen conditionsduring
construction, thedepartment hasthedi scretionto approvetime
extensionsor additional coststhrough changeorders. Thedepartment
may additionally determinewhether thedes gnconsultant or construction
contractor isfinancially responsibleunder contract for theextracostsor
for exceedingtheproject completiondate.

For complex or multi plephaseprojectsan owner may hireprofessional
constructionmanagement services. AccordingtotheConstruction
Soecifications|nstitute, an owner may hireat an additional costa
separate, independent consultant for construction management services
tooverseethedesign consultant and construction contractor. Situations
that typically warrant theadditional cost arelarge, complex, or multiple-
phaseprojects. Theowner and constructionmanagement firmformally
establishthenatureand extent of decision-makingauthority onbehal f of
theowner. Anowner typically employsconstruction management
servicesduringthelatter portion of thedesign phasetogainan
understandingof thefacility’ sconstructionrequirements. During
construction, anindependent constructionmanagement consultant
typically overseesthework of theconstruction contractor, mediates
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Tennis complex budget

design consultant-construction contractor disputes, determinesfinancial
responsi bility asapplicabl e, recommendsreasonabl echangesfor
approval, and performsrel ated taskstoensurethat theprojectis
compl eted accordingto plansand specifications, ontime, andwithin
budget.

Thecity contractedtheservicesof ades gn consultant and construction
contractor tobuildthetenniscomplex at Central O* ahu Regional Park.
Thecity selected SSFM Internationa (SSFM) toprovidearchitecture
andengineering servicestoplananddesignthetenniscomplex and
archery range. Thedepartment subsequently amended SSFM’ sdesign
contract toincludeconstruction management servicesfor Phase2as
well. Dick Pacific Construction Company (Dick Pacific) wasawarded
thecontract to construct thetenniscompl ex, supporting buildings, and
archery range, and wasrespons blefor managingitssubcontractors.

On December 30, 1999, the city awarded SSFM the contract for
Central O ahuRegional Park Phase2 planninganddesignand Phase 1
construction management servicesfor $932,765, of which $682,765
wasintendedfor thepark’ sphase2 planninganddesignservices. This
contract al soalocated fundsfor Phasel constructionmanagement
services. Theprojected construction cost of theCentral O ahu Regional
Park tenniscomplex andarchery rangelistedinthebid noticewas$9
million. Thecity advertisedtheregiona park’ sPhase2btenniscomplex
andarchery rangefor constructionbidson August 13,2001. On
September 18, 2001, thecity awarded the Phase 2b construction
contract to Dick Pacificforitsbid of $9,576,000. Central O* ahu
Regional Park Phase2bincluded theconstruction of atenniscomplex
andarchery range. TheDepartment of Designand Construction
encumbered $10,054,800with $9,576,000for contructionand
$478,800for contingency. Thenoticeto proceedwith constructionwas
givenasonor beforeNovember 1,2001. Theproject wassubstantially
completed and turned over tothedepartment on January 16, 2003, and
thecity celebrated thegrand opening of thecity’ slargest tenniscompl ex
on February 15, 2003.
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Audit Objectives

Scope and
Methodology

Theobjectivesof theaudit wereto:

1. Determinethecity’ stotal cost andrel ated management issuesto
construct thetenniscomplex at the Central O* ahu Regional Park.

2. Makerecommendationsasappropriate.

Thisauditfocused onthecity’ stotal cost toplan, design, construct, and
equipthetenniscomplex at theCentral O* ahu Regional Park. Thisaudit
alsoreviewedtheDepartment of Designand Construction’ srolerelated
tothelargest sourcesof increasesinthetotal cost of thetenniscomplex,
including: 1) project contingency; 2) changeorders; 3) departmental
compliancewithlegal requirementsrel atedto cost control andreporting;
and4) procurement.

Wereviewed project filesfromthe Department of Designand
ConstructionandtheDepartment of Budget and Fiscal Servicesto
determinethecity’ stotal expendituresto plan, design, and construct the
tenniscomplex at theCentral O ahuRegional Park. Thefilesreviewed
included contracts, contract amendments, changeorders, project
communications, reports, budgets, expenditurerecords, plans, and other
documentstodetermineinitia cost estimates, funding, and scopeof the
project, aswell asprogressand cost reportsdevel oped during proj ect
implementationrelevant todeterminingthetotal cost of theproject. We
prepared spreadsheetsdocumenti ng expendituresby contract for the
city’ stotal cost of theCentral O* ahu Regional Park tenniscomplex.
Duringour fieldwork, welearned that fundsappropriated to other capital
projectswereused asan additional sourceof fundsfor thedesignand
constructionof thepark’ stenniscomplex. Wereviewed thepurposesof
thoseproject appropriationsandrel atedinformation. Theaudit
reviewed project filesasof January 2007.

Wereferredtothecriteriaand guidanceprovided by the Revised
Charter of Honolulu, theRevised Ordinancesof Honolulu, theHawai'i
PublicProcurement Code(Hawai‘ i Revised StatutesChapter 103D),
thestateprocurement administrativerules, city financeand departmental
administrativeguidanceand policy directives, andinternal rules,
regulations, policiesand/or practicesregarding project management
functionsand controlling costsduringdesignand construction, andthe
expenditureof fundsappropriatedfor capital improvement projects. We
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reviewed applicablecontract termsand agreements, contract amendment
terms, and changeorders. Weconductedinternet andliterature
searchestoidentify criteria, controlsand best practicesused by
government, industry, and profess onal organi zations,includingthe
Construction Specificationsl nstitute, for managing constructionproject
costs, rolesandresponsibilities, accountability, contract amendmentsand
changeorders.

Weassessed the Department of Designand Construction’ seffortsto
control project costsinaccordancewith applicablestatutes, charter
provisions, ordinances, rulesandregulations, departmental policiesand
procedures, and other documentationguidingthedepartment’ s
management and coordination of projects, cost control, oversight of
consultantsand contractors, and procurement of professional services.

Thisauditwasconductedinaccordancewithgenerally accepted
government auditing standards.
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Chapter 2

The Cost to Construct the City's Tennis Complex
at the Central O'ahu Regional Park Will
Substantially Exceed Original Estimates, Due to
Poor Cost Controls, Improper Transfer of Funds,
and Deficient Reporting to Council

Thecostto construct thecity’ stenniscomplex at Central O ahu
Regional Park could not becompletely and accuratel y determined.
Significant factorshinderedthedeterminationof thetotal costincluding
insufficient supportingdocumentationanddetail sfor tenniscomplex
project accounting; incompl eteproject payment recordsfor thedesign
contract at thetimeof our fieldwork; and thepending construction
contract costsfor theproject sinceit hasnot been closed. Thoughthe
tenniscomplex hasbeen accepted by thecity assubstantially compl eted
andinusefor overfouryears, wefoundthat $1,285,883remains
encumberedto pay remaining construction costs. Weestimatethat the
costtoplan, design, construct and equiptheregional park’ stennis
complex may beasmuchas$12,771,216. If so, thefinal cost will
substantially exceedoriginal cost estimatesby $2.5millionwhenthe
constructioncontractisclosed.

Overall, thedepartment’ sfailuretoeffectively apply cost controls
throughout theproject’ sdevelopmentisthereasonwhy thetennis
complex appearsto haverun substantially over budget. Several notable
factorscontributedto project costincreasesincluding: adherencetoan
aggressiveandlikely unrealistictimeframe; improper transfer of funds;
delaysinexecuting project administrationrespons bilities, designerrors
andomissions, aswell asallowingad hoc post-contract re-designand
constructionchanges,; misuseof changeorders; after-the-fact
procurement of construction management services; andtheimproper use
of contingency fundsto cover foreseeabl eproject cost overruns. The
effectsof thesefactorsmay havebeen minimized or avoided hadthe
department compliedwithreporting requirementsnecessary for city
council’ sfiscal oversight of capital projectsandtheuseof thosefunds.

Wefoundthat substantial fundsweredivertedfromthePhase2 design
and planning contract for thetenniscomplex totheregional park’ sPhase
1baseball fieldsandrecreational park space. Y earslater, during
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Summary of
Findings

The Cost to
Construct the City’s
Tennis Complex at
the Central O‘ahu
Regional Park Could
Not Be Completely
Determined;
However Project
Costs Will
Substantially
Exceed Original
Estimates By

$2.5 Million

construction, wefoundthat thedepartment diverted approximately $1.4
millionfromseveral other capital improvement projectstothetennis
complex andthiswasnever reportedto city council asrequired by fund
transfer requirements. Atfirst glance, what appearedtobea
straightforward project to construct atennisfacility wasal soafunding
schemethat subvertedthecapital budget and appropriation processfor
theaffected projects, independent of council and publicscrutiny.

1. Thecosttoconstructthecity’ stenniscomplex at Central O ahu
Regional Park could not becompl etely determined; however project
costswill substantially exceed original estimatesby $2.5millionwhen
theconstructioncontractisclosed.

2. Thedepartment'spoor management and weak control sthroughout
designand constructionunderliestheproject'ssignificant cost
overruns, anditsfailuretofollowkey legal reporting requirements
concealedtheproject’ sincreasing costsfromcouncil oversight.

Project cost estimatesfor theCentral O* ahu Regional Park tennis
complexwidely varied, asdifferent configurationsinthenumber of courts
andincluded amenitiesproduced different costs. InJune2001, early
cost estimatesfromthemayor’ splanningtask forceprojectedthat
constructingatenniscomplex comprised of 20 courts, acenter tennis
courtwithbleachers, four practicecourts, and clubhousewoul d cost
$7.5million. Subsequent departmental planning estimatesprovided
different alternativesinthenumber of tenniscourts, from4to8courts,
16 courts, uptoa20-court complex, with estimatesof total costs
rangingfrom$6.5millionto$10.3million. Thedepartment’ splanning
documentsestimated that the 20-court tenniscomplex woul d cost
between$10.3millionto$11.1million. InApril 2006, thecurrent
mayor informed acommunity member that thetotal cost of thetennis
complexwas$13.8million.

Wefoundthat thecity’ stotal cost for thetenniscomplex at Central

O ahuRegional Park could not becompletely and accurately
determined. Significantfactorshinderingthisreviewwerethe
department’ sinsufficient project accounting andlack of supporting
documentationand detail s, incompl ete project payment recordsfor the
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When completed, the
Central O'ahu Regional
Park tennis complex may
cost the city as much as
$12,771,216

designcontract at thetimeof our fieldwork; andthat theconstruction
contractisstill openand hasan estimated $1,285,883 still encumbered.

Our effortstodeterminethecity’ scost todesignand construct thetennis
complex at theCentral O* ahuRegional Park werehindered by
insufficientinformation, missingandincompl eterecords, andanopen
constructioncontract. Whilethedepartment’ sfileslacked sufficient
informationfor acompleteaccounting of tenniscomplex costs, a
reasonableestimatewascomputed. Ascurrently constructed, thecity
hasexpended an estimated $11,485,333 onthetenniscomplex,
comprised of $758,994 for design, $659,912for construction
management services, and $10,066,427 for construction costs.

Althoughthetenniscomplex wasopenedtothepublicin February 2003,
thedepartment hasnot rel eased theconstruction contract’ sremaining
amount of $323,844 for compl eted constructionwork and $1,285,883
remai nsencumberedfor theproject to pay remainingtenniscomplex
construction costs. Weal sofound that atenniscompl ex rel ated post-
constructionchangeorder waschargedtotheAquaticsand Tennis
Complex construction contract intheamount of $93,397. Depending
upontheresol ution of thefinal payment, weestimatethecity’ scostto
plan, design, construct and equi p thetenniscomplex could cost asmuch
as$12,771,216. Exhibit 2. 1identifiestheestimatedtotal cost of the
tenniscompl ex by devel opment phaseasof March 2003.

11
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Unsupported project
accounting,incomplete
paymentrecords and the
open construction
contracthinderedtotal
costdetermination
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Exhibit 2.1
Estimated Total Tennis Complex Cost by Development Phase,
as of March 2003

Development Phase Cost
Design of Tennis Complex $758,994
Construction Management for Tennis Complex $659,912
Construction of Tennis Complex* $10,066,427
Estimated Current Expenditures $11,485,333
Construction Encumbrances (current) $1,285,883
Estimated Total Tennis Complex Cost $12,771,216

Note: *Includes $93,397 in tennis complex post-construction change order work
charged to Central O‘ahu Regional Park Aquatics and Tennis Complex
contract. Information from Change Order Number 4, Approved June 1,
2005.

Source: Department of Design and Construction

Duringour fiel dwork, what should havebeenastrai ghtforward task of
determiningthecost of thetenniscompl ex, washindered by insufficient
information, missingrecordsandthestill open construction contract.

Accurate, reliablecost accountingandreporting areintegral €l ementsof
cost control intheproject management process. For example, effective
cost control requiresaccurateand completerecordsof paymentsand
supporting documentsfor variouscomponentsof work, sothat costscan
beverifiedthroughout theproject’ sdevel opment fromconceptionto
completion. Duringour fieldwork, project filesreveal ed that consultants
and contractorssubmitted limited supportingdocumentstojustify
payment requests; and recordsfor 20 of 26 paymentstothedesign
consultantweremissingor unavailablefor review. Thedepartment has
closed out thedesign contract, but theconstruction contract remains
openwithasubstantial current encumbrance. Asaresult of these
factors, only anestimateof thecity’ stotal cost for thetenniscomplexis
possibleat thistime.
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Full cost of thetenniscomplex could not beverified

Our effortstodeterminethecity’ stotal cost for thetenniscomplexwere
hinderedby insufficientinformationtoverify designand construction
management costsfor thetenniscomplex. Instead of itemizing costsfor
Phase2 accordingtostructures, i.e. tenniscompl ex, archery rangeor
softball field; by phasefor designor construction costs; or by
distinguishing costsfor construction phase2aor 2b, thedes gn consultant
submitteditshill asatotal for all Phase2 devel opment services
rendered. Therewasnoinformationintheprojectfilesindicatingthatthe
department requested theconsul tant to separatel y account for tennis
complex-relateddesigncosts.

Whileindicatingthat it had not determinedthetenniscomplex’s
consultant costs, thedepartment suggested apportioning 50 percent of
thecoststo Phase2asoftball fieldsand 50 percent to Phase2b tennis
complex andarchery rangetoestimatedesignand construction
management costsfor thetenniscomplex. Whereidentified, archery
rangecostswere separated to obtai n abetter estimateof thecity’ stotal
costtoplan, design, construct and equipthetenniscomplex at Central
O'ahuRegional Park.

Best practicesindicatethat along withaschedul eof valuesfor payment,
itisnotuncommonfor theproject owner torequireupdated schedul es,
reports, certifications, and other informationtojustify payment. The
department did not requirethedesign consultant to providesuch
justificationsasprerequisitesfor payment. Instead, wefoundthat the
department’ spolicy directivesprescribeaformat that conformstoa
generaized, schedul eof val uespayment approach that summarizesphase
work by category, amountspaid, and percentagecompl eted. Inthe
design contract, theconsultant waspai d uponthecompl etionand
acceptanceof each stageof devel opment inprogresspayments.
Pursuant tothedesign contract, thedepartmentisresponsiblefor
reviewing, approvingandreectingal submittal sincludingthosefor
payment. Wefoundthat thedesign contract did not requirethat the
contractor submit supportingdetail or documentsregardingthese
categoriesof work tojustify payment, except for reimbursableexpenses.

Original payment recordsand cost itemjustificationswereprovidedfor
only 6 of 26 paymentstotalinganestimated $1,574,573. However, 20
payment records, totaling an estimated $2,260,150 weremissingor
unavailablefromboththedepartment and the Department of Budget
andFiscal Services.

13
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The Department’s
Poor Management
and Weak Controls
Throughout Design
and Construction
Underlie the
Project’s Significant
Cost Overruns

Wefoundthat categorical paymentsand missing payment records
concedl edthediversionof significant fundsfromthetenniscomplex,
whichisdiscussedlater inthisreport.

Construction contract remainsopenwith approximately $1.3
million still encumbered

Inthefour yearssincethetenniscomplex’ sgrand opening, the
department closed thedesign contract in February 2006, but hasnot
closedtheconstruction contract. Assuch, only expendituresto-datefor
constructionand theamount of work performed can bedetermined, but
not thefinal construction cost. Expendituresfor completed construction
work onthetenniscomplex total approximately $10,066,427.
However, wefoundthat $1,285,883isstill encumberedinthe
constructionaccount to pay remaining constructioncosts.

Thedepartment reportedthat theconstruction contractisstill openandit
iswithhol ding theremai ning $323,844 of contract fundsbecauseof
unfinishedwork. However, theconstruction contractor responded that
all tenniscomplex constructionwork iscompleted. Thecontractor
believesthedepartmentiswithholdingitsfina paymenttoinducethe
contractor to performadditional work onitsconstruction contract for the
regional park’ sPhase 1 baseball fields.

Weestimatethat thecost to plan, design, construct and equipthetennis
complex at Central O ahuRegional Park may beasmuchas
$12,771,216. If so, thefinal costwill substantially exceed original cost
estimatesby $2.5million. However, afinal accountingof thecity’ stotal
cost for thetenniscompl ex can bedetermined whenthedepartment
reachesagreement withtheconstruction contractor, closesthe
constructioncontract, andrel easesany remaining construction
encumbranceafter fina payment.

Poor management and weak control sduringthedesignand construction
phasesresultedintheproject’ ssignificant cost overruns. Expediting
designand constructiontimetabl esto meet thetarget dedicationdateled
toimprudent shortcutsand numerousproblems. Suspecttermsinthe
tenniscomplex’ sdesigncontract divertedsignificant tenniscomplex
fundstoaseparateproject, andthedepartment later divertedfundsfrom
other projectsfor anticipated tennisconstruction budget shortfalls.
Failuretocomply withreporting requirementsconceal edthetennis
complex’ sincreasing costsfromcouncil’ sfiscal oversight. The



Chapter2: The Cost to Construct the City's Tennis Complex at the Central O‘ahu Regional Park Will Substantially
Exceed Original Estimates, Due to Poor Cost Controls, Improper Transfer of Funds, and Deficient Reporting to Council

The lack of a
comprehensive cost
control framework was
evident throughout the
tenniscomplex’s
implementation

questionablelateadditionof constructionmanagement serviceslikely
violatedtheprocurement code. Correctionof thesecostly andwasteful
practiceswarrantsfurther attention.

Thetermsof variouscontractsset up theproject accountability

rel ationshi psbetween and among thedesign consultant, construction
contractor, andthedepartment; butitisthedepartment’ sultimate
responsibility toensurethat projectsproceedinatimely manner,
disputesareresolved amongthepartiesto prevent scheduledel ays, and
theprojectisdelivered on-timeandwithintheapproved budget. Our
review reved edthat thedepartment providesonly limited guidancefor
cost control throughwritten policiesand procedures, andthereisno
comprehens veproj ect management resourcetoensurethat project
management staff properly executetheir responsibilities. Although
largely confinedtothedepartment’ scontrol, basi cproject administration
taskssuchasmaking payments, approval s, and contract closurewere
oftendelayed andresultedinadded costs. Thetenniscomplexwas
completed 232 dayslate, and at that point, costsexceeded estimatesby
24 percent. Thedepartmentisal soresponsiblefor takingcorrective
actionsfor errors, omissions, and unacceptablework; holdingthe
respons bleparty financially accountabl ethrough seeking cost
adjustments; withhol ding payment, orimpos ngliquidated damagesfor
lateperformancewhenwarranted. Wefoundthat thedepartment
negotiated certain cost adj ustments; however it a so soughtimproper
meansto pay for theproject’ ssubstantial cost overruns. Whenthe
department met withtheconsultantsand contractor to negotiateduring
thelatter part of theproject, costshad already exceeded contract
budgets.

Limited guidancefor cost control fromwritten policiesand
procedur es

M anaging aproject’ sbudget and controllingexcesscostsisa
comprehensiveeffort from projectinceptionthrough completion. Given
thevariousresponsibilitiesto manageprojects, weinquiredif the
department had aproject management manual or other resourcetoguide
project managersthroughout theimplementation of projects. However,
wefoundthat thedepartment lackscurrent comprehensivepoliciesand
proceduresfor managingthecity’ scapital projectsfrominception
through completioninaprudent andtimely manner. Theexistingpolicy
and proceduresmanual wasdevel oped by theformer Department of
Public Worksand according tothedepartment, isold and out of use.
Sincethe1998 citywidereorgani zation, the Department of Designand

15



16

Chapter 2: The Cost to Construct the City's Tennis Complex at the Central O‘ahu Regional Park Will Substantially
Exceed Original Estimates, Due to Poor Cost Controls, Improper Transfer of Funds, and Deficient Reporting to Council

Construction hasissued aseriesof policy and procedurememorandaon
sel ected topi csrel ated to project management.

Certainmemorandadid provideuseful policy guidanceonspecific
project managementissues. Wefoundthat thedepartment’s
memorandaon changeordersand construction contractsreiteratecity
financepolicy that nowork should beginbeforeacontractisexecuted.
Thechangeorder memorandumadditionally providesthekey
requirementsfor achangeorder: thework must beunforeseenor
unanti ci pated; thework must benecessary to compl etetheproject; and
thework must beinthescopeof thecontract. It further statesthat if
theseconditionsarenot met, thechangeordersshoul d not beissued.

Overall, thesememorandaprovideguidanceon how tocompleteand
format project formssuch aschangeorder requestsor how totransfer
fundsfromoneproject or project phasetoanother. However, existing
directivesdo not addresshow to apply discretionduring project
management activities, such astheappropriateuseof reimbursable
allowancefundsor contingency funds. Moreover, wefoundnopolicy
memorandaor directivesrequiring approved, fina designplansasa
prerequisitefor proceedingtoconstructionbidding; or firmrestrictions
onpost-contract project design changesespecially during construction.

Duringour fieldwork, thedepartment reported that aconsultantis
currently assstingthemwith devel opingacapita project management
manual forimplementingthecity’ scapita projects.

Complex completed 232 dayslate, 24 per cent above estimates

Constructionof thetenniscomplex at the Central O* ahu Regional Park
beganonNovember 1, 2001. Inaccordancewiththeconstruction
contract, thecontractor would deliver thepark’ sPhase2btennis
complex andarchery rangein 180days, by April 30,2002. Duringthe
construction phase, thedepartment approved a30-day extension of the
completiondateto May 30, 2002. However, thedepartment did not
approvesubstantial completionand accept thetenniscomplex until
January 16, 2003, which by therevised compl etion datewas 232 days
late. Pursuant tothecontract terms, thedepartment could assessthe
contractor $233,100in potential liquidated damagessincetheproject
wascompleted 232 dayslate. Asof January 2007, an estimated 1,900
dayshaveel apsed, and thedepartment hasnot rel eased thefinal
payment or theencumbranceontheremaining construction contract
funds.
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Accordingtotheconsultant and contractor, theprimary reasonsfor
delayed compl etionwerethecoordination of project design, re-design
andchangework requested during construction. Additionally, the

proj ect schedul ewasimpacted becausethedepartment did not approve
changeordersor processpaymentsinatimely manner.

Planning cost estimatesput thecost of the20-court compl ex at
$10,290,156. Atthesubstantial completion of constructionin 2003,
expendituresontheprojectincludingencumberedfundswere
approximately $12,771,216. Weestimatethat $1,654,546inadditional
costsandtimeweredriven by administrationrequestsfor re-design,
apparent errorsand omissions, and changework fromadhocrequests
duringconstruction.

Department’ sdelaysinaddressingpr oject administration
responsibilitieswer ecostly

A common complaint of theconsultant and thecontractor wasthat the
changeorder and payment processwasnot timely. Bothreportedthat
thedepartment’ sdel aysin processing changeordersand payments
causedthemto pay their subcontractorsfromcompany reserves. Inone
exampl e, theconstruction contractor explainedthat their el ectrical
subcontractor had completed their work, but wasnot paidfor four or
fivemonths. Asaresult, thecity incurredinterest chargesfor thedel ay,
furtherincreasingthecity’ scost to construct thetenniscomplex. The
construction contractor further rel ated that al andscapi ng subcontractor,
withwhomthey hadavery closeworkingrelationship, suedthem
becauseof |atepaymentsfromthecity duringtheproject.

Thedepartment’ sprocessingtimefor paymentsfromthedatethework
wasperformedtothepayment ranged fromtwoweekstofivemonths.
Wefound evidenceof only onepayment being del ayed because of
reasonabl eproject manager scrutiny, whichoccurred after asitevisit
reveal edthat thecontractor had not compl eted certainwork asreported.

Thedepartment’ snegotiationwiththedesignconsultant foritsfinal
payment occurred whentherewasnomoney leftinthecontract to cover
additional designservicesprovided. Theconsultant sought paymentfor
additional post-designservicesalready renderedinresponsetocity
administrationrequests, and billed thecity $226,032 on September 23,
2002. Through negotiations, thedepartment and consultant agreedto
settlefor $110,000in December 2004. However, thedepartment
released thefinal payment threeyearslater on February 17,2006. The
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department closed thedesign consultant’ scontract on February 21,
2006.

Althoughthedepartment accepted thetenniscomplex on January 16,
2003, theconstruction contract remainsopen. Project filesindicated
that theconstruction manager at SSFM recommended closureand
documented theamountsof final projectwork. Internally, the
department preparedthefinal paymentinMarch 2003, releasingthe
retainagetotheconstruction contractor. However, thedepartment
subsequently voided thispayment becausethey believethecontractor
still haswork remaining onthecontract.

Accordingtobest practices, theconstruction manager closesout the
proj ect, and depending ontheagreement, turnsover theproj ect filesto
theowner. For thisproject, thedesign consultant, whowasal sothe
construction manager, wassupposed to closeout theproject and
providethedepartment withitsfiles. Althoughtheconsultant askedits
proj ect engineer to closetheproj ect and assembl etheproject files, the
department requested that theconsultant turnover itsfilesprior to
project closure. Thedepartment took over theremaining construction
management tasksdueto lack of project funds.

Althoughtheconstruction contract remainsopen, theconstruction
contractor indicatedthat thereisnofurther work tobedoneonthe
contract. Accordingtothecontractor, they arenot being paidfor their
work onthetenniscomplex and archery rangefor problemsthe
department wantscorrectedinanother part of thepark that they also
constructed. Thecontractor notedthat they offeredtoperformthis
work, eventhoughit should notimpact theclosureof thisproject’s
construction. They further compl ai ned about thelack of supportthey
received fromthedepartment, and that no onehad taken chargeof the
issueof closingthecontract. Theconstructioncontract presently remains
openeventhoughfour yearshavepassed sinceconstructionwas
completed, andthefacility hasbeeninuse. Exhibit 2.2 presentsa
chronol ogy of thedevel opment of thetenniscomplex at theCentral
O'ahuRegional Park from 1997t0 2007.
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Exhibit 2.2
Chronology of the Central O'ahu Regional Park Tennis Complex Project, 1997 to 2007

Date

Description

1997

Mayor's Tennis Task Force convened to construct a tennis facility at Central O'ahu
Regional Park (CORP).

December 30, 1999

Design Contract for CORP Phase 2 Awarded to SSFM
Original Contract Amount = $932,765

January 3, 2000

Design Contract Notice to Proceed

December 4, 2000

Design Contract Amendment Number 1.
Allows Phase 1 work under this contract on a reimbursable basis.

June 19, 2001

Mayor's Tennis Task Force estimates the cost to construct a two-phase, tennis
complex project at $7.5 million.

July to December 2001

Pre-final design approved by Department of Design and Construction (DDC) for
construction bid documents.

September 18, 2001

Dick Pacific Construction is the low bidder for the CORP Phase 2b Tennis
Complex and Archery Range.

Basic Bid = $9,576,000

Contingency = $478,800

Total Amount to Encumber = $10,054,800

October 4, 2001

Construction Contract for CORP Phase 2b Awarded to Dick Pacific
Construction

November 1, 2001

Construction Notice to Proceed

December 10, 2001

Design Contract Amendment Number 3 - DDC approves Tennis Complex Final
Design.

April 30, 2002

Original Contract Date for Substantial Completion of the Tennis Complex

May 30, 2002

Revised Construction Completion Date.

July - September 2002

Construction Change Orders - Number 2t0 5

November 26, 2002

Design Contract Amendment Number 4
Construction Management Services added to design contract Scope of Work, one
year after construction Notice to Proceed.

January 16, 2003

Substantial Completion - CORP Phase 2b Tennis Complex Accepted by DDC

January - February 2003

Post-construction Change Orders - Number 7 and 8

February 15, 2003

Tennis Complex GRAND OPENING

May 7, 2003

Design Contract Completion Date

December 31, 2003

Design Consultant’s Construction Management Services completed.

February 21, 2006

Design Contract Final Acceptance - Design Contract Closed

April 13, 2006

Mayor Hannemann: Total cost of the CORP Tennis Complex is $13,782,253.

Pending

CORP Phase 2b Construction Contract Closing Date

Source: Department of Design and Construction
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Taxpayerspaid for apparent design errorsor omissionsand late
performance

Thedepartment hasthepower viathecity’ sgeneral contract conditions
towithhold money dueor payableto protect thecity'sinterestsinthe
satisfaction of theobligationsof contractors. Ita sohasthepower to
enforcethetimeperiod agreed uponfor completing servicesby ng
adaily rateof liquidated damagesfor | ateperformance, or withhol ding
contract compensationamountsuntil thecontractor fulfillsitsobligations
if their performanceisunsatisfactory.

Asaresult of thedelayed performanceof theseservices, thetennis
complex wasdelivered sevenandahalf monthslatefromtherevised
completiondateof May 30, 2002. It wasmarred by design problems,
consultant-contractor disputes, scheduling difficulties, and project cost
overruns. All of theseproblemsweretimely communicatedtothe
department by boththedesign consultant and theconstruction contractor
asissuesneeding resol ution. However, thedepartment did not pursue
cost adjustmentsand other contractual remediestoresolvethese
problems.

Thoughtheperformanceof thedesi gn consultant exceededitseight
contracted months, thedepartment did not seek li quidated damages. I
thecity’ sconsultant or contractor exceedsthetimeof performance
specifiedinthecontract, thedepartment hasthedi scretionto assess
liqui dated damagesat an agreed upondaily rateto compensatethecity
forthelateperformance. Theconstructioncontractor exceededits
revised compl etiondateby deliveringthetenniscomplex sevenandahal f
monthslate. Thedepartment rel ated that it assessed adeduction of the
constructioncontractor’ sdel ay settlement to provideliquidated damages
forlateperformance. Thisisnot permitted by thecontract conditions.
Noneof thedocumentsinthedepartment’ sfilesconfirmedthisassertion.
Moreover, thecontractor insisted that noliquidated damageswere
assessed against them.

Infact, wefoundtheliquidated damagesprovisionsinthesetwo
contractstobearbitrary. Theliquidateddamagesprovisioninthedesign
contract was$25 per day for each calendar day of lateperformance.
For theconstruction contract, theliquidated damagesprovisionwas
$1,100 per day. Comparatively, thedesign contract wasathird of the
valueof theconstruction contract, andwasof similar durationand
performanceobjectives. Therewasnobasisprovidedtoexplainwhy
therewassuchastark differenceinliquidated damagesprovisionsinthe
twocontracts.
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Questionabledesign
practices adversely
affected project
implementation and
increased costs

Thedepartmentiscurrently withhol dingtheremainingretainagefromthe
construction contractor, now four yearsafter thedepartment’s
acceptanceof theproject, alegingthat they havenot fulfilledtheir
obligationsunder thecontract. However, for themost part, the
department did not seek permissi bl ecost adj ustmentsand assessments
fromthefirm(s) apparently responsiblefor theproblems; instead, aswill
bediscussed|ater, it applied suspect meanstofund contract costs,
includingadjustingtheconstructioncontract’ scontingency fundtoa
percentagegreater than permissiblelevels, andtransferredfundsfrom
lapsing capital improvement project accountsto pay for cost overruns.

Questionabl epracticesrootedinthedesi gn phaseadversely impacted
thedepartment’ simplementation of thetenniscomplex andincreased
costs. Determinedto proceed with construction bidding, thedepartment
incorporated pre-final design plansintothebiddocuments. Wealso
foundthat thedesign contract’ sscopeof serviceswasamendedtodivert
significant fundsfor professional servicesinPhase 1. Excesscostswere
addedtothereimbursableallowance, and numerousad hocdesign
changescontinuedthroughout construction. Asaresult, significantfunds
werediverted fromthetenniscomplex tothePhase 1 baseball fields.

Department rushed tobiddingwithout final design plans

Approvedfina project plansand drawingsprovideabasi stoguide
constructionaswell asthework uponwhichaconstructioncontractis
based. Project plansaredevel oped andrefinedtoeliminateuncertainty
andensurethat thefacility will performasintended. Completedplans,
specificationsand drawingsestablishtheexpectationsof thedelivered
project andformthebasi sfor reviewingwhether thefacility meetsthe
owner’ sspecifications. Under normal circumstances, proceedingto
constructionwithapprovedfina designsand plansconsi stent withthe
established scopeof work isan effectivetool to manage project costsby
providingthebaselinebetweenwhat isexpectedwork versus
unforeseen, extrawork.

Afinal designfor Central O* ahu Regional Park’ sPhase2tenniscomplex
wasnot ready prior totheinitiation of theconstructionbid process.
Accordingto project documents, thedesign consultant explainedit was
unabletofinalizetheplansfor thetenniscomplex andarchery rangedue
toanuncertainbudget andincompletebuildingdesigns. OnJduly 3,

2001, thedesign consultantinformed thedepartment that itsfinal design
effortfor thetenniscomplex wascontinuing. Thecity’ sdecisionto
proceed to construction bidding on September 6, 2001, using pre-final
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designplansledtoforeseeablerequestsfor information, errors,
omissionsand delaysduringtheconstruction phase. Weidentified 17
designchangework itemsattributedtodesignerrorsor omissionsthat
weresubsequently fixed by construction changeorderstotalingan
estimated $141,114.

Design contract reimbur sableallowancefor incidental sused for
substantial costs

Thedesigncontract providedasmall fundingall ocationinareimbursable
allowancefor specified out-of -pocket expensesincidental tocarryingout
thecontract services. Wefoundthat thedepartment misusedthedesign
contract’ sreimbursablealowanceby usingthosefundsfor significant
project expensesandfor projectsother thandesignand planningthe
regional park’ sPhase2btenniscomplex andarchery range. Theorigina
design contract established thereimbursableallowanceasnomorethan
$100,000withtherequirement that excessfundsrevert back tothecity.
Pursuant totheoriginal design contract, approved reimbursablecosts
included photocopying, postage, andlongdistancecharges, butthe
department al soincludedtheregional park’ sPhase2 conceptual
planninganddesigncosts.

Over thecourseof thecontract, thereimbursableallowancewas
amended several timesandwasgradually increased from $100,000to
$713,735. Thedepartment approved other costs, including many
substantial rather thanincidental costs, suchastheregional park’s
Phase1 designand construction management services, publicrelations,
overtimeto completeconstruction, theNew Jersey tennissub-
consultant’ ssitevisitsto Honol uluduringthecomplex’ sconstruction, and
$224,353for theextensionof construction management services.
Concernsabout construction management servicesarediscussedin
detail laterinthisreport.

Another questionabl ereimbursableexpenseinvol ved oneof thetwo
tennisdesignfirmswhichrendered servicesontheCentral O* ahu
Regional Park’ sPhase2tenniscomplex. Thedesignconsultant, SSFM
International (SSFM), engaged bothaHonolulufirmandaNew Jersey
firm, Global Sportslnternational (Global Sports), sinceoneof its
principal shad experienceindevel opingworld-classtennisfacilities.
SSFM'’ ssubcontract with Global Sportswas$14,400, whichincluded
travel asareimbursableexpensesubject totheconsultant’ sratesheet.
During congtruction, thesubconsultant conducted sitevisits, spanning
fourtosix days. Therewereno supporting documentsidentifying Global
Sports expenses. Thesetenniscomplex sitevisits, totaling $51,600
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werechargedtothecity asreimbursableallowanceexpensesonthe
design contract eventhoughtherewasnodirect contract betweenthe
tennissubconsultant andthecity. Furthermore, thereimbursement of the
subconsultant’ stravel rel ated costsisdisproportionatetothecost of
servicesrendered.

Inthefina reconciliation, thereimbursableall owancecomprised 19
percent of thedesign contract’ stotal cost. Inessence, thereimbursable
allowancewasavehicletofund cost overrunsand servicesof substantial
cost. Wefound suspectinstanceswherereimbursableexpenseswere
usedfor unspecified services, excessivetravel costsand questionable
payments. Theseirregularitiesarecausefor concern.

Phase2design contract inappropriately diverted fundstothe
baseball fieldsin Phase 1

During our review, wefoundthat thePhase2 contract todesignthe
tenniscomplex andarchery rangea sodiverted significant fundsfor
professional servicescostsunder thepark’ sPhase 1 baseball fields.
Two Phase2 design contract amendmentsall ocated funding for services
tothepark’ sremaining Phase 1work. Under thiscontract, only 24
percent of theamount initially appropriated wasspent onthetennis
complex andarchery Phase2 planninganddesign.

Theoriginal designcontract wasawarded for $932,675, with $250,000
allocatedtotheregional park’ sPhasel1 construction management
services; $682,765for Phase2 planning and design servicesof which
$100,000 comprisedthereimbursabl eall owance, and $582,675for
extrawork.

Oneyear |ater, thedepartment amended thedesign contract reall ocating
compensationamounts. Theamendment reduced extrawork fundsfor
Phase 2 design from $582,675 to $194,465, areduction of $388,210.
Theamendment reallocated the$388,210by increasing Phase 1
construction management fundsby $188,300, and al soincreasingthe
reimbursement allowanceby $200,000. It a soincorporated additional
Phase1 completioncostsincluding additiona overtime, publicrelations,
operating expenses, and additional designand construction management
servicestobereimbursedthroughthiscontract.

Inthefinal reconciliation of design contract costs, planning, design, and
constructionmanagementwork wereseparately identifiedinthefinal
accounting of servicesrendered. Only $164,315, or 24 percent of the
amountinitially appropriatedfor Phase2 planninganddesign, was
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actually spentfor that purpose. Therewasnoaccountingfor thedesign
contract’ s$518,360 diverted from Phase 2to Phase 1 compl etion costs.
Suchegregiouspracti cesral seseriousquestionsabout thedepartment’ s
andformer city administration’ sexecutionof capital projectsandtheuse
of fundsfor intended purposesasappropriated by council.

Post-contract servicesadded morethan $1.6 milliontotennis
complex costs

Duringthedesignand construction phases, an estimated $1,654,546
wasadded tothetennisproject’ stotal cost duetotheprevious
administration’ srequestsfor re-design, apparentdesignerrorsand
omissions, and construction changeorder work. Thedesignconsultant
commentedthat designwork duringtheconstruction phaseisnormally
prompted by two reasons, oneisunforeseen conditions, theother isthe
owner desiresare-design after construction hasstarted. Onsitevisits
during congtruction, thepreviousadmini stration directed many changes,
including removingandrepl acing el ementsa ready constructed, suchas
removingthecomfort stations' metal roofingandreplacingitwithtile
roofingtomatchtheother structuresat thetenniscomplex. Thedesign
consultant further noted that therewereal ot of changesrequiring
design-on-the-fly, whichreferstodesignchangesmadewhilethe
projectwasunder construction.

Wewereinformedthat theformer managingdirector wasvery involved
inthedesignel ementsof thetenniscompl ex, personally contactingthe
consultant and subcontractors, micromanagingdetails, providing
drawingsand other suggestions. Thedesignconsultantindicatedthat
they del egated somecity administration changestotheir sub-consultants
whoconsideredit extrawork andfound such changesdifficultto
completeintheallottedtime. Althoughtheprojectwasdelivered 232
dayslate, thedepartment’ schangeordersdidnot formally document the
additional timetoimplement thechangerequests. However, wewere
abletoidentify thecostsof that changework.

Theadministration’ srequestsfor changesduring constructionof the
tenniscompl ex added significant coststotheproject. Somerequests
involved re-designing portionsof thetenniscompl ex that wereal ready
constructedinaccordancewiththeplansand specifications. Ultimately,
extrawork onthetenniscomplex cost $1,654,546 and attributed tothe
followingcategories:

* $963,874inconstruction costsfor extrawork during
condruction;
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Department overrode
statutory, city and
internal change order
directives

*  $144,057fortheconsultant’ sre-designwork during
congtruction;

* $163,641forre-designchangeorders;
*  $241,860for additiona construction management services, and

e $141,114for apparent changeordersfor errorsand omissions.

Pressureto proceed to construction bidding despiteincompletedesign
plansand many post-contract design changeswhil ethetenniscompl ex
wasbel ng constructed weresi gnificant factorsthat compromisedthis
project andincreased proj ect costs.

Problemsemanatingfromthepreviouscity administration’ sdecisonto
proceedtobiddingwithpre-fina designplanslikely contributedtoerrors
andomissionsrequiring correctivework duringconstruction. The
department paidfor thiswork through costly changeordersduring
constructionand after thetenniscomplex wascompl eted. Wefoundthat
thedepartment overrodeexisting city financeandinterna guidelinesand
controlsrequiringformal approval of theproposed changesbeforework
commenced. Significant changeorder work proceeded prior toformal
approvals. Moreover, changework approved after thetenniscomplex
wascompletedin January 2003, added an estimated $690,000to the
cost of thetenniscompl ex.

Duringconstruction, unforeseenor unanticipated conditions, errorsor
omissionsintheproject plansmay necessitatechangestotheoriginal
project plans. Toensurecompliancewithstateprocurement andcity
ordinancerequirementsfor changeorders, verify theneedfor proposed
changes, and control costs, boththefinancedirector and thedepartment
haveestablished changeorder policies, proceduresanddirectives. The
work inchangeordersmust bewithintheoriginal contract’ sscopeof
work, and changesinthetimeof performancecannot al ter the scopeof
work. Wealso notethat changeordersdo not alwaysresultinincreases
incost or time; they may al so credit costsor timeback totheowner or
contractor.

Cons stent withthe State Procurement Code, city financepoliciesand
proceduresrequirethat changesand additional work shall bewithinthe
original contract’ sscopeof work and necessary for thecompl etion of
theproject. Agenciesarerequiredtojustify whether thechangeis
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necessary for thecompl etion of theoriginal scopeof work, andare
advisedto consider whether thechangework or additional work should
betreated asaseparate contract, subject to procurement requirements.

Agenciesmust al so addresswhy the proposed work wasnot foreseen
duringthepreparation of theoriginal plansand specifications, and assess
whether thechangework wasdueto anomission, error or an
unforeseeablecondition. Lastly, thedepartment must providea
summary of negotiations, including acost breakdownfromthecontractor
or subcontractor; otherwise, theagency must explainwhy it acceptedthe
cost. For changeordersexceeding $100,000, cost or pricing dataand
certificationcomplyingwith stateprocurement requirementsmust be
provided. Thedepartment’ sowninternal policy memorandum
forewarnsthat changeordersthat fail tomeet all of thesecriteriaare
prohibited; and that such work must beaccomplishedinaseparate
project. Thisdidnot happenfor suspect changework for thetennis
complex. Theestimatedtenniscomplex construction costsasad] usted
by changeordersarepresentedin Exhibit2.3.
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Exhibit 2.3

Estimated Tennis Complex Construction Contract Costs

Item

Tennis
Complex Cost Description

Construction Contract

$8,914,000 Original construction contract awarded to Dick
Pacific Construction for $9,576,000. Project
contingency is $478,800; five percent of
construction contract.

Tennis complex work contracted at $8,914,000

Change Order 1

$0 Amounts were reallocated within Phase 2, no
change to total cost

Change Order 2

$37,494 Change order work for all tennis items, no archery

Change Order 3

$18,438 Change order total of $19,400, archery Iltems: $963

Change Order 4

$1,457 Change order total of $3,721, archery items: $2,264

Change Order 5

($30,055) Credited change order work for all tennis items, no
archery

Change Order 6

$98,505 Change order work for all tennis items, no archery

Change Order 7

$121,762 Change order work for all tennis items, no archery

Change Order 8

$568,219 Change order total $606,940
Archery items: $38,721

Retainage
(includes unpaid work)

$243,210 Total retainage owed: $260,844
Archery items: $17,634

Aquatics and Tennis
Complex Contract
Change Work

$93,397 Change orders total $159,175. This amount reflects
tennis change work only.

Total Estimated Tennis

Construction Cost

$10,066,427

Note: Figures are rounded to nearest whole number

Source: Department of Design and Construction

Existingcontrolsand theintent of changeor der soverridden

Ineach contract changeorder isthelanguage:

the contractor agrees that this change order represents
equitable compensation for all labor, materials, equipment,
incidentals, and both direct and indirect costs, including
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impacts due to delays and increased time of performance to
complete the work described herein.

Thislanguageisintendedto confinethecity’ sliability tothework
containedinthechangeorder itsalf.

Wefoundthat theconstruction contractor crossed out theprovisionfrom
changeorders2through 7, and substituted additional termswhich
permittedtherecovery of additional timeand costsassociatedwiththe
effectsof all project changesincludingthoseinchangeorders. The
department, corporation counsel andthefinancedirector didnotremove
thetext of thecontractor’ sad hoc changestothecity’ schangeorder
language. Thus, therevisedterms, may haveincreasedthecity’ sliability
for yetto bedetermined project costs.

Inchangeorder number 8, thedepartment approved a$498,000claim
for delaysincurredthroughout theproj ect and charged thistothetennis
complex and sitework category. Althoughapprovedinthechange
order, thedelay claimwasaforeseeabl e, anticipated consequenceof the
management of theproj ect and theeffect of |languageapprovedin
previouschangeorders. Inthiscase, withthedepartment’ sknowledge
and approval, changeorderswereusedto cover project overruns
caused by delays, rather than actual changework.

Wefoundthefollowingexamplesof department or city administrationad
hoc changerequeststo planned design or elementsal ready constructed.
For example, changesfor aestheticrather than practical reasonsincluded
suchitemsas$18,515toremoveal ready constructed metal roofing
systemsof thecomplex’ scomfort stations, and reconstruct themto
matchtheoverall facility; $3,402toinstall specia color claytileroofson
comfort stations; and $9,895 to changefini shesontenniscomplex fences
tomatch other nearby fencing. Duringonesitevisit, thecity’ sSNew
Jersey tennisdesign consultant required theel ectrical subcontractor to
removepull boxesthat had recently beeninstalled. Reportedly, the
tennisconsultant had not been paidtoreview thetenniscomplex’ splans
beforehand. Wefound anestimated $70,182inchangework dueto
light polebasesnot being specified for constructionat courtsnumber 13
to20inorigina plans, andlater ground coveringswererequiredfor
safety becausetherevised specified poleswerenever installed. Intotal,
thecost of changeordersprompted by department or administration
requestswhichdonot qualify aschangeorder work amountedto
$163,641.
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City financepolicy requiresthedepartment toeva uatewhether the
changeorder work iscaused by errorsor omissions, or isunforeseeabl e.
Fromour review of department project files, wefound significant change
order work attributed to apparent errorsor omissions. For example,
$41,808wasspent toprovideadditional drainageand correctivesealing
tomodify theterraced seating andretainingwall becauseasdesi gned,
water seepedintotenniscourt number 2; changework for several
disability accessrequirementscost $25,445; $12,097toinstal | brackets
and Simpson connectorsfor thecomfort stations' structural stability not
presentintheoriginal structura drawings, and$13,751tocaulk
sidewalk expansionjointsrequiredfor proper installation, but wasnot
specifiedintheoriginal plans. Altogether, thetotal cost of changeorders
tocorrect apparent errorsand omissionsinthedesignof thetennis
complexis $141,114.

Thedepartment al so approved extratenniscoststhat may not qualify as
changework cons stent withdepartmental andcity financepolicies, legdl,
andadministrativechangeorder requirements.

Changework performed prior toapprovals

City financepolicy and contract termsrequireformal approval of change
ordersprior tochangeorder work being performed. Without the
approvals, thechangework isdoneby thecontractor at-risk, meaning
that thecity isnot obligated to pay for thework. Inthiscase, the
contractor must either suethecity for theservicesperformed or usethe
city’ sclaimprocess. Werece ved conflicting viewpointsonwhether
changework occurred prior totheapproval sof changeorders. Boththe
department and thedesign consultant i ndi cated that changework had not
proceeded prior tochangeorder approvals. Theconstruction contractor
indicatedthat duetothevery tight timeline, changework neededtoand
did proceed without approved changeorderstomeet scheduling
requirements.

Changeorderjustificationssubmitted by thedesignconsultant’ s
constructionmanager, indicatethat all changeorder work occurred after
changeorderswereapproved, consi stent withthedepartment’ sandthe
consultant’ sassertionthat compliedwithrequirements. Thisdifferswith
theconstructioncontractor’ swork schedule, whichreveaedthat certain
changework itemswereschedul ed prior to changeorder approvals.
Moreover, four of thetenniscomplex’ seight changeorderswere
approved after theproject wassubstantially completed. Changeorders
5through 8 were approved after the city had accepted the project on
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January 16, 2003. Wealso notethat changeorders 7 and 8 were
initiated after thesubstantia completionand acceptancedate.

Post-pr oj ect acceptancechangewor k cost an additional $690,000

By contract and policy, changework should not proceed until change
ordersareformally approvedto protect thecity fromclaimsfor
unauthorizedwork. Thetenniscomplex wassubstantially completedand
accepted by thecity on January 16, 2003. However, two change
orders, dated January 21, 2003 and February 11, 2003, were approved
by thecity after proj ect acceptance and added $689,981 totennis
complex constructioncosts.

Tenniscomplex changeordersafter thedepartment acceptedthetennis
complex providedthebulk of Phase2b changeorder costsaccrued.
Prior totheapproval of thepost-proj ect acceptancechangeorders, the
initial six changeordersapprovedfor all Phase2btenniscomplex
constructiontotaled $129,065, well under theproject’ scontracted
contingency of $478,800. Theapproval of anadditional $728,702for
Phase 2b prompted thedepartment toincreasetheproject’ scontingency
fromfivetoten percenttocover thechangeorder costs. Thesix original
changeordersprovided $125,839for tenniscomplex changeorder
costs. Thelast two changeordersadded $689,981 totenniscomplex
constructioncosts.

Thetiming of changework inthesetwo changeordersisproblematic
becausethey occurred after thedepartment accepted thetenniscomplex
assubstantially complete. On December 20, 2002, aconstruction
manager’ sproject memorandumindicated that theproject was99
percent compl eted, and that substantial compl etionwould occur on
December 26, 2002. Thedepartment accepted the project on

January 16, 2003. Normally, after project acceptance, thedepartment
proceedsto closeout thecontract and rel ease project funds.

Instead of proceedingwith closingthecontract however, thedepartment
approved changeordersfor $689,981 after substantial completion, a
disproportionateamount for aproject thatisvirtually completed, raising
concernsthat someof thechangework wascompleted prior totheir
approval andif changeorderswereafunding sourcefor project cost
overruns.
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Anticipated tennis
complex construction
costoverruns prompted
theinappropriatetransfer
of $1.4 million

Thedepartment and city administration anticipatedthat thetennis
complex couldrunshort of constructionfunds. Inpreparationof the

FY 2001-02 capital budget, theDepartment of Designand
Construction, theDepartment of Budget and Fiscal Services(BFS),and
thepreviouscity administrationdetermined that additional fundswould
comefromappropriationsto non-specificcapital projectsandfrom

lapsing fundbal ancesfromother capital projects. Intheimplementation
of theseplans, thedepartmentimproperly transferred fundsappropriated
tobudgeted projectsandfailedtonotify city council of thesetransfersas
required by ordinance. Thesequestionablepracticessubvertedthe
capital budget processfor thedes gnated projectsand concealed
knowledgethat thedepartment and previousadministrationantici pated
thetotal cost of thetenniscomplex would behigher thanthebudgeted
amountssubmittedtocouncil for approval .

Additionally, welearnedthat thedepartment wasalsoguided by a
separate, internal procedurefor transferring fundsfromonecapital
projecttoanother.

L egal and administrativer equirementsregardingtransfers
disregarded

Appropriationsaretobeusedfor thepurposesset forthinthe Executive
Capital Budget Ordinanceandthe Executive Capital Program, and may
besubject to provisosor conditionsrel ated to theexpenditureof funds
appropriatedinthecapital budget ordinance. Fundsappropriatedtoa
capital project canbetransferredto another project, subject to
requirementssetforthincity ordinance. All individua transfersbetween
activitiesandall individual transfersbetween charactersof
expendituremust befiledwiththecity clerk andacopy providedtothe
council within 15 daysafter theend of themonth. By ordinance, funds
appropriatedtoacapital project may betransferredto another project
subject tospecificnotificationand reporting requirementsbeforesuch
transfersareexecuted. Whenamountsto betransferred exceed
establishedthresholdsnotransfer shall beexecuted without council
approval by resolution.

Allindividual transfersof fundsbetweenactivitiesoccurringwithineach
monthmust befiledwiththecity clerk within 15 daysafter eachmonth.
Reportsof individual transfersof fundsbetweenactivitiesshall include,
but not belimitedtothefollowinginformation:
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e Amountof fundstransferred;
«  Sourceof fundingof thetransferredfunds;

» Originatingactivity and character of expenditurethereof from
whichthefundsaretransferred;

» Activity and character of expenditurethereof towhichthefunds
aretransferred;

* Purposeforthetransfer; and
* Impactof thelossof fundsontheoriginatingactivity.

Allindividual transfersof fundsbetween character sof expenditure
occurringwithineachmonthmust befiledwiththecity clerk within 15
daysafter theend of eachmonth, alongwithacopy transmittedtothe
city council. Similarly, all reportsof transfersof fundsbetween
charactersof expenditureshall include, but not belimitedtothe
followinginformetion:

e Amountof fundstransferred;
e Sourceof fundingof thetransferredfunds;

* Originatingcharacter of expenditurefromwhichthefundsare
transferred;

* Character of expendituretowhichthefundsaretransferred;
* Purposeforthetransfer; and

* |mpactof thelossof fundsontheoriginating character of
expenditure.

Departmentsintendingtotransfer fundsbetweenactivities, meaningthe
lowestlevel intheappropriationsordinanceat whichresourcesare
budgeted, or between char acter sof expenditure, major categoriesof
expenditures, includingwork phases, that total $100,000 or moremust
firstbeapprovedby city council by resolution.
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Departmentsareal so prevented fromtransferringfundsbetween
character sof expenditurewithinthesameactivity without council
approval by resolutionwhen:

e thecumulativeamount of transfersexceedsthel esser of
$100,000; or

* thegreater of ten percent of theoriginating or receiving character
of expenditure, or $10,000.

However, alocationsof appropriationsbetween project work phases
arepermissible. Thesenotificationsandapproval assist council inits
fiduciary respons bilitiesanddiscretioninappropriating certainamounts
of fundsfor specific purposes.

In December 2002, thedeputy managing director advocated onbehal f
of thedepartmenttolocateavailablelapsingfundsfrom FY 2001-02
capital project accountsthat could beusedtofundthetenniscomplex
duetoanticipated cost overruns. Thedeputy managingdirector
remindedaBFSfiscal administrator that in previousbudget discussions
withthemayor, that four accounts' 1apsingfundswereidentifiedas
sourcesof fundingintendedfor theCentral O' ahuRegional Park. The
amount of theseinitial appropriationswas$11,400,000. Inresponse,
theadminstrator indicated that transfersfromtwo accountscould not be
approved becausetheappropriationswereintended for improvementsto
existing parks, andimprovement fundscoul d not beused onparksin
devel opment. Of the$11,400,000identified by thedeputy managing
director, thefinanceadministrator approved $1,280,000as€ligibleto
transfer totheregional park.

Thedeputy managingdirector requested that thefiscal administrator
reconsi der onthebasi sof previousdiscussionswithcity administration
thatidentified certaingenera capital improvement accountsfor
improvementsand renovationsat parkstofundwork at theCentral
O‘ahuRegional Park. Thedeputy indicatedthat previousplanning
discussionsabout thecapital budget earmarked $8.4 milliontothe
regional park’ sprojectsfromall four accounts, eventhoughonly $2.4
millionmay havebeenall ocated or encumberedtothispoint.
Alternatively, thedeputy suggested using theexcessfundsfromother
capital projectsto pay for Phase2b construction costs, suchas
bleachersandother items.
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Inimplementingtheseplans, fundsweretransferred fromother capital
projects, without council notification. Moreover, eachof thefour
transfersexceeded the $100,000 threshol d and subject to council
approval by resolution. However, thecity council wasnot notified of
thesefour transfersthat had exceeded notificationthresholdsasrequired
by ordinance. Thesequestionablepracticesby thedepartment andthe
former admini stration subverted thecapital budget processfor the
designated proj ects, and conceal ed knowledgethat thedepartment and
previousadministrationknew thetotal cost of thetenniscomplex might
requiremorefundsthanthebudgeted amountssubmittedto council for
approval.

Wea sofoundthat the Department of Designand Constructionhasan
internal policy memorandum, Request for Releaseof Funds, whichmay
beusedfor transferringfundsfromother capital improvement
appropriations. Additionally, thereisnomentionof lapsingfundsasa
specificcategory of fundsmoreor lessavail ableor appropriatefor
transfer purposes. Thisprocedurerequiresapproval by thedesignand
construction section head and branch chief and review by abudget and
fiscal services' fiscal administrator. However, wenotethat the
department’ sproceduredoesnot mention or advisetheneedtocomply
withcity ordinancereportingrequirements, nor threshol dswhen
transferringfundsmust first beapproved by city council through
resolution. Thisinternal procedureapparently guidedthedepartment’s
transfer of fundsappropriatedto other capital projectstothetennis
complex.

During construction, thedepartment sought thetransfer of fundsfrom
threeunrel ated | apsing capital improvement proj ect accountstofund
constructionof thetenniscomplex, andfromanother unrel ated capital
improvement account tofundtheregional park’ sPhase2design
contract. Thedepartment receivedthefinancedirector’ sand managing
director’ sapproval totransfer $1,341,007 infundsfromthreelapsing
capital accountstofund constructioncontract overruns. Thedepartment
asotransferred $110,000fromanother capital projecttofundadesign
contractamendment. Projectfilesat thedepartmentsof designand
constructionandbudget andfiscal services, nor other searchesprovided
evidencethat thesetransferstothetenniscompl ex wereapproved by
council resolutionasrequired.

Until theend of theconstruction phase, all design contract activity was
funded by the Phase 2 design capital project account. Wefoundthat the
department received thefinancedirector’ sandthecurrent
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administration’ sapprova totransfer money tothedesign contract, from
appropriationsto Miscellaneous I mprovementsto Recreation

District 5. Oneof the purposesfor thisFY 2005-06 project
appropriationwasfor planning and designingtheexpansionof the
regiond park’ sexistingmai ntenancefacility toaccommodate Department
of Parksand Recreation personnel, vehicles, andmateria sserving
Mililani areaparks. Thedepartment redirected money fromthiscapital
accountinJanuary 2006to pay for $110,000inadditional design
servicesfor Phase2, whichwererenderedin 2003. Althoughboth
projectsreference Central O* ahu Regional Park, theintenttoplanand
designamaintenancefacilityisconsiderably differentfromdesigningthe
regional park’ sPhase2tenniscomplex andarchery range. Assuch, the
city council should havebeeninformed of thedepartment’ sintentto
transfer fundstothetenniscomplex.

Tofund Phase2b construction, thedepartment sought thetransfer of
fundsfromthreecapital improvement project accountsinlate2002. The
accountswerethe City Beautification Program, Landscaping
Improvements at Various Parks, and Miscellaneous I mprovements
to Recreation District 3.

City Beautification Programcapital appropriationsareintendedto
improveexisting city properties, suchassidewalks, streets, roadwayss,
and publicplaceswithtrees, shrubs, hedges, groundcover, aswell as
providingirrigation. Asanew city park under construction, theregional
park’ stenniscomplex wasnot listed among theexisting parksreceiving
plannedimprovements. Projectsthedepartment identified assourcesof
fundstotransfer tothetenniscomplex included appropriationsfor
Kapole CivicCenter and UlehawaRocky PointinNanakuli.

Fundsfromanother parksand recreation capital project, Miscellaneous
I mprovementsto Recreation District 3, wereal so targeted for tennis
complex construction. Amidst thepublic’ sinterestinimprovingexisting
city parks, thecouncil appropriatedfundstorepair, renovate, and
improveexistingparks, includingthoseinrecreationdistrict 3. Wefound
that thedepartmentinitiated thefundtransfer throughitsinterna process
andreceived approval tocompletethetransfer.

Thefinal capital appropriationaccount targeted wasLandscaping
Improvementsat Various Parks. Thisproject wasintended to
improveexisting recreational resourcesand parkswithlandscaping.
Transferringthesefundsfromexisting parkstotheconstruction of anew
regiona park’ stenniscomplexisincons stent and contrary tocouncil’s
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intent tofund needed |andscaping at existing parks. Thedepartmentand
thepreviousand current city administrationsdisregarded theordinance
requirement for council notificationandapproval by resolutionfor the
$1,451,007 infundstransferredfromthreeseparatecapital projects, as
well asthedepartment’ sinternal proceduretotransfer appropriations
fromandtodifferent capital projectswithout council notificationis
troubling.

Despiteexceedingreportinglimits, nonewer ereported for
council’ sreview and approval

Departmentsareprevented fromtransferringfundstoor fromanactivity
that total inexcessof $100,000without council approval by resolution.
Duringthisproject, therewerefour transfersof fundsfromunrel ated
projectstotheproject constructionfund: twotransfersof city
beautificationfundstotaling $727,007; transfer of district 3park
improvement fundstotaling $400,000; and thetransfer of park
landscapingimprovement fundstotaling $214,000. Thedepartment also
transferred $110,000fromrecreationdistrict 5improvement fundsto pay
for additional designservicesfor theregional park’ sPhase2. All five
transfersweresubjectto council approval, however wefoundno
evidencethat thedepartment compliedwiththisrequirement. Moreover,
thedepartment did not report theimpact of thelossof fundsonthe
originatingprojects. A list of transfersthat should havebeenreportedto
council and approved by resolutionispresentedin Exhibit 2.4. Thenet
resultisthat $1,451,007 appropriated for other projectswasdivertedfor
theregional park’ spurposes.



Chapter2: The Cost to Construct the City's Tennis Complex at the Central O‘ahu Regional Park Will Substantially

Exceed Original Estimates, Due to Poor Cost Controls, Improper Transfer of Funds, and Deficient Reporting to Council
-]

Exhibit 2.4

Capital Project Appropriations Transferred to the Tennis Complex Without

Council Notification

Project Council
Contract Amount Notification Council

Capital Project Funded Transferred Criteria Notified?
City Beautification Program, . Greater than
FY2001-02 Construction $348,039 $100,000 No
City Beautification Program, . Greater than
FY2001-02 Construction $378,968 $100,000 No
Landscaping Improvements at . Greater than
Various Parks, FY2001-02 Construction $214,000 “4100,000 No
Miscellaneous Improvements
to Recreation District 3, Construction $400,000 G;;i%tg rotgg n No
FY2001-02 ’
Miscellaneous Improvements Greater than
to Recreation District 5, Design $110,000 $100.000 No
FY2005-06 ’
Total Transferred Without
Council Notification $1,451,007

Source: Department of Design and Construction, Department of Budget and Fiscal Services

Whenwediscussedthereporting of changeorders, contingency funding,
andlapsingfundtransfers, thedepartment indicatedthat they only
needed toreport tobudget andfiscal services, whichisresponsiblefor
submittingthereportstocouncil. Therefore, itisnot necessary for the
department toal sosubmit areport of transferstocity council. Failureto
report thesetransfersthwartscouncil’ sintentinappropriatingfundsto
capital projectsby improperly transferringmoney fromtheseapproved
prioritiestopay for thetenniscomplex’ sdesignor constructioncost
overruns. Until departmentscomply with ordinancerequirements
governing project appropriationtransfers, city council hasnoassurance
that appropriationsfor capital projectswill beused asintended.
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Questionable
construction
management services
added an estimated
$659,912

Thedepartment’ sprocurement of construction management services
raised many questions, anditscostly servicesappearedtofavor afirmat
taxpayers expense. Contrary to procurement gui dance, anapparent
conflictof interest, constructionnearing compl etion, andthesignificant
cost of such services, thedepartment withtheapproval of theformer
administrationincorporated construction management servicesfor Phase
2bconstructiontotheexistingdesigncontract. Theformer DDC
director expressed thedepartment’ suncertainty about the proper
procurement methodfor theseservicesasthecausefor thedelay in
contracting, andthat theconsultant had already rendered $1.2millionin
Phase2 construction management serviceswithout acontract. This
explanationfallsshort of anappropriatejustificationfor approvingan
after-the-fact procurement of construction management services.

Intheend, thedepartment’ srequest toamend thedesign contract was
approvedand construction management serviceswereincorporatedinto
theconsultant’ sscopeof work. Thedurationof construction
management work fromcity administrationapprova onNovember 26,
2002 to completion on December 31, 2002 was 36 days. Inthefinal
reconciliation, Phase2 construction management servicesadded an
estimated $659,912tothetotal cost of thetenniscompl ex.

Fiscal guidancetosepar ately procur econstr uction management
services unheeded

Professional services, including designand constructionmanagement
consultants, must beprocuredinaccordancewiththe State Procurement
Code, Procurement of Professional Services, Section 103D-304,
Hawaii Revised Statutes(HRS). Theserequirementssetforthareview
and sel ection processto provideappropriateconsi deration of other
professional servicesprovidersbased ondemonstrated competence,
qualificationstoprovidetheservicesrequired, andat fair andreasonable
prices. Only thoseservicessubject totheprocurement processset forth
inChapter 103D-304, HRSarelegitimately obtai ned.

Under theorigina Phase2design contract terms, thedesignfirmwould
provideconcurrent servicestotwo separateprojects: planningand
designservicesfor thePhase2tenniscomplex and archery range, and
construction management servicesfor theregiona park’ sPhasel
baseball fields.

Asdiscussedearlierinthisreport, best practi cesadvisethat construction
management servicesarean added cost, and assuch, situationsthat
warrant theadditional costaretypically large, complex, or multiple-
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phaseprojects. Inaddition, anowner typically retainsconstruction
management servicesduringthelatter portion of thedesignphasetogain
anunderstandingof theowner’ sandfacility’ sconstructionrequirements.
Duringconstruction, anindependent construction management consul tant
overseesthework of theconstruction contractor, mediatesdesign
consultant-construction contractor disputes, determinesfinancia

responsi bility asapplicabl e, recommendsreasonabl echangesfor
approval, and performsrel ated taskstoensurethat theprojectis

compl eted accordingto plansand specifications, ontime, andwithin
budget.

However, wefoundthat oneyear after theconstructionnoticeto
proceed, thedepartment sought approval toamendthedesign contract
toincludeconstruction management servicesfor thePhase2tennis
complex and archery range. Uponreviewingtheproposeddesign
contract amendment, afiscal administrator advisedthedepartmentin
January 2002 that construction management serviceswereoutsideof the
designcontract’ soriginal scopeof work for Phase2 and such services
shouldbeseparately procured.

Tojustify thereasonwhy Phase2 construction management services
wereomitted fromtheoriginal scopeof work, thedepartment explained
that theafter -the-fact procurement wasduetoinadvertent errors,
miscommunication, aninterna delay inprocessinganew consultant
contract covering construction management services, and differing
viewpointsonhow constructionmanagement servicesshould havebeen
contracted. Thedepartment acknowledged that after -the-fact
procurement wasnot allowed andthat it needed tocomply with
procurement requirementsto separately procuretheseservices.
However, thedepartment’ surgent request cameafter thedesign
consultant had reportedly provided $1.2 millioninPhase2 construction
management services. Eventhough second phaseproject construction
washearly compl eted, and despiteafiscal administrator’ sadviceto
procureconstruction management servicesseparately, thedepartment
proceeded. Ultimately, theformer financedirector approvedthe
department’ srequest toamend the scopeof servicessothat thedesign
firmwouldalso providePhase2 construction management services.
Exhibit 2.5 showsthesummarized designand construction management
contract costs.
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Exhibit 2.5
Design and Construction Management Costs for the Central
O‘ahu Regional Park Tennis Complex Design Contract

Tennis Complex

Iltem Costs
Design Contract for Phase 2: D: $315,621
Tennis, Archery and Softball Fields
Design Contract Amendment #1 D: $228,576
Amendment #2 D: $272,491
Amendment #3 D: $632,560
Amendment #4 D: $632,560
CM: 556,710
Amendment #5 D: $683,409
CM: 556,710
Final Reconciliation D: $758,994
CM:$659,912
Total Estimated Design &
Construction Management Cost $1,418,906
Legend:

D: Estimated design and planning costs for the Phase 2b tennis complex
CM: Estimated construction management costs for Phase 2b tennis complex
construction

Source: Department of Design and Construction

Inadditionto concernsabout thequestionablecontract amendment,
other problemswith constructionmanagement servicescontributed to
project delays, added tothetenniscomplex’ stotal cost, and an apparent
conflictof interest.

After-the-fact procurement twiceamended thedesign contract
costing $1,314,301

InApril 2005, thedepartmentissued aninternal memorandum,
incorporatingall previousadministrativefinancial directives, prohibiting
after-the-fact procurement, except for emergency procurements
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involving heathandsafety. Itadvisedthat thecity financepolicy and
proceduresshall bestrictly followed, including Section 1.4,

Construction Contracts. Thedepartment’ smemorandum prohibited
work that thecity hasnot contractedfor, includingwork by consultants
and contractors. For construction contracts, noadditional work shall
proceed prior totheexecution of acontract amendment (i.e. change
order) or written|etter signed by thedirector authorizingwork onaforce
accountbasis.

Thememorandawarnedthat after-the-fact procurement practicesare
inappropriateandviol atethestate procurement statutes, HRS 103D and
thecity charter. Theformer financedirector emphasi zed that thisapplies
toall contractsandinstructed agenciestostopthispracticeandinitiate
requestsbeforehand sothat contractscan beproperly executed prior to
thereceivingservices.

Despitebudget andfiscal services guidance, thedesigncontractwas
amended after-the-fact ontwo occasions, in November 2002 and
January 2006. On November 26, 2002, the department amended the
designcontract for afourthtimeand added construction management
servicestothescopeof services. Thedepartment reportedthat the
amendment wasnecessary toformally approve Phase2 construction
management servicesthat thedesignconsultant renderedinformally for
over ayear. Althoughthedepartment reportedthat theserviceswere
inadvertently omitted fromtheorigina contract, andthat errorswere
madein assessingtheproper formof procuringtheseservices, (i.e.
contract amendment versusnew contract), neither wasjustifiableasan
emergency procurement for healthand safety reasons. Thisappearsto
beprecisaly thekind of procurement that budget andfiscal services
guidancehassought to prevent throughrepeated directivestocity
departmentsandagencies.

OnJanuary 24,2006, dightly over threeyearsafter thetenniscomplex
wascompl eted, thedepartment i ssued afifth contractamendment to pay
for additional planninganddesignservicesrenderedwithout formal
approval in2003. Thisamendment wasusedto pay for additional
facility enhancementsintroduced and directed by thecity administration
duringthecourseof theproject. Thebasisfor approvingthis
amendment wastheneed toresol vework theconsultant compl eted
duringthepreviousadministrationand thedepartment had negotiateda
substantialy lower fee.
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Regardlessof thedepartment’ sexplanation, neither thefinancedirector
nor managingdirector requiredthecontractor tofileaclaimagainstthe
city asstatedinthepreviousfinancial policy memoranda. Initsapproval,
thecurrent assi stant managingdirector cautionedthat theapproval of
payment for thisinvoi ceshoul d not beconsi dered anendorsement of the
practiceof after-the-fact approval sfor futureprocurementsof goods
and/or services. Intheend, after-the-fact procurement twiceamended
thedesign contract and cost $1,314,301.

Apparent conflict of interest created by firm’sdual design and
constr uction management responsibilities

Whenanentity hasafinancial interestin, or whentwo organi zationshave
competingor differinginterestsfromeachother, aprojectowner’s
interestscan beharmedthrough delaysor extracosts. Such
organizational conflictsof interest can causetwodistinct problems,
unfair competitiveadvantageandbias. Unfair competitiveadvantage
occurswhenonefirmhasaccesstoinformationnot availabletoother
firmsinthenormal courseof businesswhichcanprovideacompetitive
advantageintheprocurement process.

Biasariseswhenaconsultant or contractor isplacedinasituationwhere
itmay haveanincentivetodistortitsadviceor decisions. TheSan
FranciscoPublicUtilitiesCommissionformally recognizesthat an
organizationa conflict of interest canevol vethrough progressive
participationinvariouscontractsto plan, designand constructits
facilities. Itsconflict of interest guidelinesal ert consultantsand
contractorsto potential conflictsapplicabletovariousphasesof project
devel opment frominceptiontocompletion, including preparingrequests
for proposal, planning, alternativesanalysis, design, construction
management and construction. For example, thecommissionnotes:

Construction Management. Thiswork consists of review,
assessment and recommendation for actions based on
interpretation of contract documents. No firm under one
contract can review any of its own work performed under
another contract. Conflicts would likely arise had any firm
participated in either preparation of final engineering design
or any documents enumerated in a contract for construction
or documents the (owner) requires a contractor torely onin
the preparation of their bid.

Best practicesadvisethat potential conflictscanberesolvedby re-
procuringtheservices, or by providing prior noticethat thedesign
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consultant sel ected cannot competefor theconstruction management
servicescontract.

Wefoundnoindicationinthedepartment’ sPhase2 projectfiles
recognizingthat havingthesamefirmresponsiblefor designand
constructionmanagement servicescould poseaconflict of interest during
constructionsincethedesignfirmwouldlikely reviewitsownwork
during construction. A conflict arises, becausethefirmwouldhavea
financial interestintheoutcomeof disputeswiththeconstruction
contractor involvingfinancia responsibility for potential designerrorsor
omissions. Therefore, thedepartment coul d not reasonably expect the
samedesignfirmtoindependently and objectively performconstruction
management respons bilitiesduring construction. Byignoringan
apparent conflict of interest, thedepartment opened thedoor tothe
possi bility of delaysand extracostsresulting fromdisputesbetweenthe
consultant and contractor.

Stateprocurement, city financeandinternal department requirementsand
guidanceares|ent ontheissueof organizational conflict of interest.
However, theseconflictscanharmthecity’ sfiduciary interestsby
delaying project compl etion or adding project costs. Our review of the
department’ sfilesreveal ed questionabl ebenefitfromthelate, suspect
and costly addition of construction management services, astheproject
filesarerifewithcomplaints, disputes, scheduling del aysand claimsfor
extracosts.

Foreseeabledisputesand delaysresulted in scheduleimpactsand
additional costs

Theconstruction contract for thesecond phase of the Central O* ahu
Regiona Park wasonavery tight timelinewhich boththeconsultant and
contractor attributedtothecity administration’ stimingof thetennis
complex’ sgrandopening. Giventheadministration’ stimeframe, the
department rej ected theconsultant’ srequest toincreasetheplanned
construction schedul eby 180 daysto adequately compl eteconstruction.
Proceedingto constructionbiddingwith pre-final designplansledto
disputesover designerrorsand omissionsthat couldjeopardizethe
project scheduleandincreasethetenniscomplex’ scosts.

During construction, therewereon-going disputesbetweenthefirm’'s
design consultant and construction manager withtheconstruction
contractor. Thecontentiousnatureof therel ationship betweenthe
designconsultant’ sconstruction management staff andtheconstruction
contractor waswell documentedinmany reportsand correspondence
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throughout thedepartment’ sPhase2b project files. Problemscommonly
cited by thecontractor pertainedtoincompl ete, unfinished, and unclear
designplans; substantial delaysinresponsestochangeproposals,
informationrequests, andapprovals, and delaysinissuingdirectives, with
somespanningfour tosix months. Moreover, theconstruction
contractor concludedthat theproject continuedto bedesignedandre-
designed adding cost andtimetotheproject.

Theconstruction contractor commented that whentheproj ect
responsibility structureisset up sothat thedesignand construction
management teamsarenot at armslength, theconstruction management
team cannot makeobj ectivecallstoresolveissuesinvolvingthedesign.
Whenthesamefirmisresponsiblefor designand construction
management, thecontractor believesthat thedesignfirmhasagreater
tendency to protect thedesignwork. They further suspect that the
designconsultant’ sconstruction management teamwasnot freefromthe
city administration’ sinfluencetomakeindependent or objective
decisionsregardingthedesignwork asrequired by theirrole.

Thedesignconsultant did not believehavingitsownemployeesdesign
and provideconstructionmanagement servicesoverseeing construction
wasaconflict of interest. By del egating much of thedesignwork totheir
subcontractor specialists, thedesignwasnot anin-houseproject; and
thedesign consultant believedthisarrangement would not createa
conflictof interest. However, theconsultant acknowledged that
delegatingwork toitssubcontractorscaused somedel aysinresponding
totheconstruction contractor'srequestsfor information.

Inaddition, thedesign consultant expressed that they had al ot of
problemswiththeconstructioncontractor includingdifficulty enforcing
theconstruction contract and thedesign of thetenniscourt, aswell as
someproblemswithacceptingthequality of certainconstructionwork.
They believedthat thecontractor’ sconstant flow of questionsmay have
beenatactictoincreasetheir compensationthroughdelay claimsand
extrawork.

Thedesignconsultant concurredthat design changesadversely affected
theproject timelineand schedul eshad to bechanged. Theconsultant
alsonotedthat their subcontractorsprotested that certainchangeswere
impossi bletoaccomplishwithinthedepartment’ stimeframeandthat
requeststo re-designwasextrawork. Inaseriesof project progress
summaries, theconstruction management proj ect manager indicated that
progresswasdel ayed by thedesignteam’ sslow responsestothe
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Thedepartmentapproved
excessandinappropriate
uses of construction
contingency funds

constructioncontractor’ srequests. Asaresult, they anticipatedthat the
contractor wouldsubmitadelay claim.

Thecontenti ousrel ationshi p betweenthedesi gn consultantand
congtruction contractor contributedtotimingand scheduling problems
fortheproject. Asexpected, thedesignfirmand construction contractor
exchangedviewsonthenatureof problemswitheach other’ swork
duringtheimplementation of thetenniscomplex. Giventheproblems
includingtheafter-the-fact procurement of constructionmanagement
servicesoneyear after constructioncommenced, theapparent conflict of
interest and theadditional cost of theseserviceswasan estimated
$659,912; thebenefittothecity ishighly questionable. Lackingformal
guidanceonboththeprudent useof constructionmanagement services
andrecognitionof potentia organizational conflictsthat arecontrary to
thecity’ sinterests, thecouncil andtaxpayerscannot beassured about
theappropriateuseof theseservicesby thedepartment.

Contingency fundsareincorporatedinto project constructionbudgetsto
prevent disruptionof activitiesor scheduling by unknownor unforeseen
project conditionssuch asweather, |abor or material shortages, or
economicuncertaintiesat thetimeof bidding. Instead, wefoundthat the
department used contingency fundsto pay for cost overruns, rather than
control project costs. By theend of the project, thedepartment nearly
doubledtheallowabl eten percent contingency to 19 percent. Asthe
cost of thetenniscomplex increased, thecontingency amount was
increasedtocover constructionoverruns.

Twicetheallowablecontingency presentinearly planning
documents

City financepolicy onconstruction contingency fundsprovidesthata
contingency fund may beestablishedfor construction projectsto cover
additional costsfor unforeseen extrawork whichmay occur after the
commencement of theprojectandwhichisincidental toand
necessary for thesatisfactory completion of the project (BFS
emphasisindicated). Thepolicy further providesthat thecontingency
fund shall not exceed ten percent of thecontract amount.

Whilethecity’ spolicy onconstruction contingency fundsstatesthat the
contingency fund shall not exceed ten percent of thecontract amount,
thispolicy alowsforflexibility toexceedthislimitationif theagency
determinesthat tenpercentisinsufficient or if thecontract will exceedthe
ten percent contingency fund encumbered. If warranted, theagency may
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request theapproval of themanagingdirector toincreasethecontingency
amount.

Duringour fieldwork, wefoundthat thedepartment exceededthecity
financepolicy’ stenpercent contingency limitinplanningtheproject.
Project planning documentsincluded project cost estimatesfor the 20-
court tenniscomplex with projectionsfor aten percentandalternatively,
a20 percent contingency fund estimate. Whilethereasonfor thecost
estimatewiththe 20 percent contingency fundwasunclear, by theend of
theproj ect, theconstruction contract contingency reached an approved
level of 19 percent. Thisraisesquestionsabout theactual purposesand
effectivenessof thedepartment’ soversight and controlsover theuseof
contingency funds. Inretrospect, rather than control thecost of the
tenniscomplex, thedepartment instead appearsto haveplannedfor
excessamountsthat would ultimately bepaidtotheconstruction
contractor.

Contingency fundingrequest of 19 per cent violatesfinancepolicy

Initially, thecontingency for theconstruction contract was$478,800 or
fivepercent of thetotal contractamount. Thisprovidedaprospective
contingency fundfor unforeseenwork during constructionof thetennis
complex andarchery range. By November 2002, thetotal amount
owedwasapproximately $10,433,768. Inresponse, thedepartment
sought andreceived approval toincreasethecontract contingency from
fivepercent toten percent or $957,600. Thisrequestincreasedthe
contingency onthecontract, but remainedwithintheten percentlimit
establishedinthe Department of Budget and Fiscal Services
contingency policy onconstructioncontracts.

In December 2002, thedepartment sought and received approval to
increasethecontract contingency to 19 percent, or $1,819,807 raising
total availablecontract fundsto$11,395,807 sincethedepartment
neededtofindanadditiona $1.2 millionto cover anticipated change
work proposals. Withass stancefromthemanagingdirector, the
department obtained approval totransfer $1.3million, increasingtheten
percent construction contract contingency fundsto 19 percent.

City financepolicy oncontingency fundspermitsthissituationtooccur
becauseitisaprocedurefor requesting additional funds, not controlling
costs. TheDepartment of Designand Constructionrequestedan
increaseof thecontract contingency to 19 percent, becausethecontract
contingency wasdeterminedto beinsufficient, or had exceededtheten
percent limit. Wenotethat thedeputy managing director andthe
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managingdirector actively sought additional fundsoutsideof the
budgetary processonthedepartment’ sand project’ sbehalf, rather than
actingasanapproval control onthisproject’ scost overruns. Withthe
additional approved contingency, $1,341,007 wasencumberedtobe
spent ontheconstruction of thetenniscomplex.

Contingency used for anticipated overruns, not unfor eseen costs

During construction, thedepartment used contingency fundsto pay for
foreseeablecost overruns, rather thanfor unforeseen costs. Asapolicy,
thepurposeof constructioncontingency fundsistoprevent disruptinga
project’ sbudget or scheduleduetothecostsof unforeseen extrawork
whichisincidental toand necessary for thesati sfactory compl etion of the
project after constructionhascommenced. Duringour fieldwork, the
departmentindicatedthat contingency fundsareusedto cover projects
that arerunning short of money. Whilethat may bean expedient solution
at acritical moment during construction, comprehensivecost control
practicesareamoreeffectivesol ution. Usingcontingency fundswhen
projectsrunshort of money isneither compatiblewiththefinance
director’ scontingency policy, nor aprudent way tousetaxpayers funds.

Thedepartment used contingency fundsfor thecostsof delayed and
unpaidwork. For example, thedepartment wasawarethat the
construction contractor wasplanningtofileaclaimfor scheduledwork
that wasdel ayed dueto project management i ssueswiththedesign
consultant. Theworkinthedelay claimwascons stent withthetennis
complex’ sscopeof work, andwasnot unforeseen extrawork. Instead,
it appearsto bean exampl eof aforeseeablecost overrunthat could
havebeen prevented with sufficient oversight and adherenceto best
practices.

Wefoundthat certain costitemsfunded by additional contingency were
aestheti cconstructionchanges, suchaschangingtheinstalled roof color
of thecomplex’ sshade sheltersto matchthecol or and material sof the
rest of thetenniscomplex, revisingthemainentrancedesignwhich
required overseasfabricationand premiumshipping, andonemonth’s
paid overtimefor thecontractor and subcontractorsto accel eratethe
project. All of theseitemsal sodo not qualify asunforeseen extrawork,
butinstead areexampl esof unnecessary, aestheticand preference-driven
extracoststhat werefunded by contingency funds.

Thecity council haslimited assurancethat thedepartment managed costs
at thetenniscomplex prudently and that thecity received thebest cost
forthisproject.
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Conclusion

A community’ srequest for four to eight recreati onal tenniscourtsinthe
1990 sevolvedintoaquesttodevelopaworldclasstennisfacility
featuring 20highquality courtsfor professional, |eague, tournament and
recreational play, whenitsgrand openingwascel ebrated on February
15, 2003. Devel oped during thesecond phaseof themaster planned
Centra O’ ahuRegiond Park, thetenniscomplex, originally estimated to
cost $8.2 millionmay cost taxpayersasmuchas$12,771,216 whenthe
constructioncontractisfinally closed out. Boththetotal costandthe
cost of project overrunscoul d not bedetermined dueto project
accountingthat did notidentify tenniscomplex costsseparately, missing
or incompl etepayment recordsat thetimeof our fieldwork, andthe
openconstructioncontract.

Thedevel opment of thetenniscomplex at Central O* ahu Regional Park
wasdrivenby anaggressiveandlikely unrealistictimeline, outside
pressuresunrel ated tothetenniscomplex’ sconstruction, project
management i ssues, and practicesthat increased rather than controlled
costs. Certainextracostsmay havebeen avoided had thedepartment
implemented thedesignand construction phasescons stent with best
practices, suchasrequiringafinal approved designbeforeproceedingto
constructionbidding, andrestricting post-contract design or construction
changes. Recapturing cost adjustmentsfor apparent errors, omissions
andlateperformance, ensuringthat changeordersareusedfor proper
purposes, and restricting post-contract re-designrequestsunrel ated to
project scopeor scheduleconcernscoul d havesavedtaxpayers
sgnificantfunds.

Theformer department director andformer managing director
disregarded city procurement gui danceto separately procure
constructionmanagement services. Adding constructionmanagement
servicesoneyear after constructioncommencedissuspect and
unnecessarily added an estimated $659,912 tothecost of thetennis
complex. Moreover, grantingthesamefirmresponsibilitiesfor design
and construction management servicescreatedalikely conflictthatis
contrary tothecity’ sinterestsasthesamefirm could not reasonably be
expectedtorender anindependent eval uation of itsdesignwork dueto
itsfinancia interestintheoutcome. Thedepartment’ sactionswere
contrary tothecity’ sandtaxpayer’ sfiduciary interestsastheconflictled
todisputes, delaysandincreased costsduring construction of thetennis
complex. Therewasalsofailuretoaddresspotential harmtothecity’s
interestswhichorganizationa conflictscancreste.
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Thedepartment did not requirethedesi gn consul tant to account
transparently for direct costsfor itsdesignand constructionmanagement
servicesandtheir contributiontothetotal cost of constructed el ements,
especially thetenniscomplex. Assuch, therewaslittleinformationon
thedesign contract’ s$518,360divertedtothePhase 1 baseball fiel ds.
Thedepartment’ spracticeof not requiringthedesignconsultantto
submit supporting detail and documentstojustify their progress
paymentsisafailuretofulfill their fiduciary responsibilitiesfor theuseof
taxpayers funds. Thisfailuretoholdthedesignconsultantfinancialy
accountabl efor thepaymentsit requestsistroubling. Moreover, the
practiceof divertingdesignfundsostens bly for thetenniscomplextothe
park’ sbaseball fiel dsal sorai sesquestionsabout thedepartment’ slack
of accountability inexecuting capital improvement projectscons stent
withcouncil’ sintent.

Thedepartment and previousadministration’ suseof theinitial Phase2
design contract fundswasan apparent funding schemetodivert asmuch
as$518,360for Central O ahu Regional Park’ sfirst phasebaseball
fieldsandrecreational park space, asthefinal reconciliationrevealedthat
only $164,315or 24 percent of theinitial amount wasusedfor planning
anddesignof theregional park’ stenniscomplex andarchery range.
Whenthedepartment anticipated that constructionfundswererunning
short, thepreviouscity administrationdiverted fundsappropriatedtofour
other capital projectstothetenniscomplex constructionaccount. Funds
that council appropriatedto parksand city beautification projectstotaling
anestimated $1.4 millionwerediverted to Phase2b construction.
Council wasnotinformed of thesetransfersasrequired by ordinance.
Throughthedepartment’ sand previousadministration’ sfailuretocontrol
costsontheproject, taxpayers dollarswerewastedinmany
unnecessary waysonarushed proj ect that doubled asavehicletofund
costoverrunsof earlier developmentinthepark. Thetransfer of funds
fromfour planned capital projectsinne ghboringcommunitiesappears
legally improper, and stripped money away fromcity council approved
prioritieswithout their review of thetransfer. Intheend, it appearsthat
thetransferswereunnecessary asmost of the$1.4millionitdiverted,
ended upunused as$1,285,883 remainsencumberedinthetennis
complex’ sconstructionaccount.
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Recommendations

1. Thedirector of theDepartment of Designand Constructionshould:

a

resumenegotiationswiththePhase2btenniscomplex
construction contractor to closetheconstruction contract, andlift
encumbrancesonremai ning congtructionfunds;

prepareacompl eteand accurateaccounting of thecity’ stotal
cost of thetenniscomplex whentheconstructioncontractis
closedout;

assess, improveandincorporatecomprehensivecost control
policiesthroughout theimplementation of al phasesof thecity’s
capital projects, particul arly adherencetotheapproved budget,
and accountingfor project costs;

requireadherencetothe contracted scopework, and approved
final project designasaprerequisitetoproceedingto
congtructionbidding;

devel oppoliciesand proceduresfor establishing prudent and
justifiableuseof congtructionmanagement services,
appropriately structuring project responsibilitiestoprotect the
city’ sinterestsfrompotentia conflictsof interest, andensuring
compliancewithstateprocurement requirements

comply withlega and administrativerequirementsfor reporting
thisproject’ schangeordersandtransfersof fundstocity
coundl;

consider additional criteriato control unnecessary changeorder
costs, suchasprohibiting changework for aestheticreasonsor
scopechangesthat areunrel ated to thecompl etion of contracted
work;

ensurethat thedepartment complieswithadministrative
constructioncontract contingency limits;

ensurethat contractual obligationsareenforced; pursue
liquidated damagesfor improper orincompl etework, and set
appropriateamountsfor damages, asappropriate;
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Exceed Original Estimates, Due to Poor Cost Controls, Improper Transfer of Funds, and Deficient Reporting to Council

j. ceasecomminglingresourcesandfundsamongseparateproject
phases; and

k. fully represent project costsin capital budget requeststo council
and ceaseus hg unspecific, generic purposed capital projectsor
programsasad hoc sourcesof project funding.

2. Themanagingdirector should consider solutionstoresolvethe
department’ smisuseof after-the-fact changeorder practicesand
ensurethat changework proceedsonly after formal approval.

3. Thedirector of budget andfiscal servicesshould:

a.  submittocouncil for thepublicrecordall of therequired change
order and delay reportsfor thetenniscomplex, asrequired by
section2.4-2, Revised Ordinancesof Honolulu; and

b. ensurethatthe20of 26 missingdesignconsultant contract
payment recordsarel ocated and makethemavailableinthe
department’ sofficial procurementfilesfor review.
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Comments on
Agency Response

Response of Affected Agency

Wetransmitted adraft of thisreport tothe Department of Designand
ConstructiononMay 25, 2007. A copy of thetransmittal letteris
includedasAttachment 1. Wereceivedthedepartment’ srequest for an
extension of theresponsedateon June 13, 2007. Thecity auditor
granted thedepartment an extensionto submititsresponsetothedraft
report by July 10, 2007. Thedepartment submitted awrittenresponse
tothedraft report onJuly 10, 2007 whichisincluded asAttachment 2.

Initsresponsetoour draft audit report, the Department of Designand
Congtructionlargely responded by providing backgroundinformation
about thedevel opment of the Central O ahu Regional Park andthe
tenniscomplex, and by generally describingtheprocesseswithwhichit
must comply for thebudgeting, planning, andimplementationof capital
improvement projects. It confirmedthat thedevel opment of Phase2 at
thepark wasdriven by theformer administration’ spredetermined
timeline, resultingintheaccel erated design of theproject, thesel ection of
onefirmtodesi gnand manageconstructionout of convenience, and that
thedepartment hadto makeitsbest effort tocomply with policiesand
proceduresgiventimeconstraints. Wenotedthat thedepartment, inits
response, affirmeditsoverall responsibility for theprojectandits
outcomes, acknowledged that it assigned staff tomonitor andoversee
theproject, andclarifiedthat it madeall final approval sand decisionson
thePhase 2 projects.

Thedepartment took no positionand provided noadditional information
onthetotal cost of thetenniscompl ex, thecost overruns, or themissing
paymentinformation. Nonethel ess, westand by thisfindinginour
report, urgethedepartment toreport total costinformationregardingthe
tenniscomplex tothepublic, andensurethat it maintainscompl eteand
accuratepayment recordsandinformationinitsprojectfiles.

Thedepartment took no positiononthefindingsof thereport relatedto
itsmanagement andweak control sleadingtothisproject’ ssignificant
costoverruns. Itreportedthatitisingeneral compliancewithall of these
requirements, andthat, whereapplicabl e, the Department of Budget and
Fiscal Servicesreviewsand approvesof their compliance. Wedisagree.
Whilewefoundinstancesof compliancewith policiesand procedures,
otherswerecontrary to best practicesand contributed tothetennis
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complex’ s$2.5millioncost overruns. Thedepartment’ sandfinance
director’ sdisparatepoliciesand proceduresfall shortof a
comprehensivecost control framework throughout all phasesof the
project’ simplementation. Our report a soreveal edweaknessesinthe
effectivenessof cost control swithincertain policiesand procedures, and
that compliancea onewould not necessarily ensurethat aprojectis
delivered ontimeandwithinbudget. Weurgethedepartmentto
strengthen cost control sthroughout all phasesof capital project
implementation. Whileweagreethat providingadditional timeto
completefina designisbeneficia, webelievethat requiring approved
final designsprior toconstructionbidding cansavesignificant funds, and
eliminatedelaysresultingfromincompl eteand erroneocusdesignwork.

Weacknowledgethedepartment’ simportantroleinprovidingthe
communitiesof Honoluluwithprojectsthat arewel | usedandenjoyed

by thepublic, suchasthetenniscomplex at the Central O* ahu Regional
Park. Wecommendthedepartment’ seffortsto addressthe

organi zational conflictof interestissueinthefuture, by amendingits
policiesand procedureswith respect tothefutureprocurement of design,
constructionmanagement, and constructionservices. Wealso

acknowl edgetheopennessof thedepartment toimplement revisionsto
itspoliciesand proceduresasaresult of thisaudit report. Therewereno
substantivechangesmadetothereport based onthedepartment’s
response.



ATTACHMENT 1

OFFICE OF THE CITY AUDITOR

CITY AND COUNTY OF HONOLULU
1000 ULUOHIA STREET, SUITE 120, KAPOLEI, HAWAIl 96707 / PHONE: (808) 692-5134 / FAX: (808) 692-5135

LESLIE I. TANAKA, CPA
CITY AUDITOR

May 25, 2007
COPY

Mr. Eugene C. Lee, P.E., Director
Department of Design and Construction
650 South King Street, 11™ Floor
Honolulu, Hawai‘i 96813

Dear Mr. Lee:

Enclosed for your review are two copies (numbers 12 and 13) of our confidential draft audit report,
Audit of the Tennis Complex of the Central O ‘ahu Regional Park. 1f you choose to submit a written
response to our draft report, your comments will generally be included in the final report. However, we

ask that you submit your response to us no later than 12:00 noon on Tuesday, June 12, 2007.

For your information, the mayor, managing director, and each councilmember have also been provided
copies of this confidential draft report.

Finally, since this report is still in draft form and changes may be made to it, access to this draft report
should be restricted to those assisting you in preparing your response. Public release of the final report
will be made by my office after the report is published in its final form.

Sincerely,

764;—1,“ . rﬂcu@w»

Leslie I. Tanaka, CPA
City Auditor

Enclosures
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ATTACHMENT 2

DEPARTMENT OF DESIGN AND CONSTRUCTION
CITY ANDCOUNTY OFHONOLULU

650 SOUTH KING STREET, 11™ FLOOR
HONOLULU, HAWAII 96813
Phone: (808) 768-8480 e Fax: (808) 523-4567

Web site: www.honolulu.gov

MUFI HANNEMANN
MAYOR

EUGENE C. LEE, P.E.
DIRECTOR

CRAIG I, NISHIMURA, P.E.
DEPUTY DIRECTOR

211112
July 10, 2007
07 JUL10 AT 40
Mr. Leslie |. Tanaka, CPA
City Auditor
Office of the City Auditor C & C OF HONOLULL
1000 Uluohia Street, Suite 120 i CITY AUDITOR

Kapolei, Hawaii 96707
Dear Mr. Tanaka:

Subject: Audit of the Tennis Complex and Archery Range
Central Oahu Regional Park — Phase 2B

We are in receipt of the draft audit of the Central Oahu Regional Park
(CORP) — Tennis Complex and Archery Range project, and are hopeful that
providing access to all of our available information proved helpful. We
acknowledge your work on this audit and appreciate the opportunity to respond
to your findings and recommendations.

The Central Oahu Regional Park comprises 269 acres and is located in
Waipio, Hawaii. The Tennis Complex project is the second phase of
development to this regional park. The previous and initial development of the
park included 123 acres of site work complete with infrastructure improvements
including a reservoir for irrigation purposes. Within the park, six (6) baseball
fields (two (2) adult and four (4) youth fields), two (2) comfort stations, five (5)
multi-purpose fields, parking and passive park area were constructed. In
addition, a maintenance facility was also constructed to service the entire park.

The subsequent Phase 2 development was divided into two (2) projects
and encompassed 70.25 acres. Phase 2A was the design and construction of
six (6) additional fields (four (4) softball baseball fields, one (1) adult baseball
field and one (1) infield practice field), a two-story announcer’'s booth/comfort
station, parking and passive park area.
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Mr. Leslie |. Tanaka, CPA
July 10, 2007
Page 2

Phase 2B was the initial phase of the tennis complex. This project
designed and constructed 20 tennis courts, which includes a show court and a
sunken stadium style clubhouse court, a tennis pavilion and two (2) comfort
stations complete with walkways and landscaped lawn areas. In addition, the
project included the design and construction of a twenty-lane archery range
surrounded by security fencing and storage facility; parking and passive park
area.

The Phase 2 development of the CORP project was divided into two (2)
projects in the design phase due to the desire of the Administration to have the
project completed to meet their delivery dates. These dates required that the
project be divided into two phases to increase the work effort needed to complete
the entire Phase 2 within the predetermined completion date. This accelerated
effort required close coordination to insure successful outcomes as two (2)
projects were started by two (2) General Contractors and completed
simultaneously next to each other.

In this case, with the direction to complete the project within an
accelerated time period, two (2) General Contractors working side by side, direct
participation throughout the project by the Administration, the City made its best
efforts to proceed within the applicable policy and procedural guidelines and laws
to complete the project.

Due to the accelerated completion schedule, it was determined that the
firm that designed the project could assist in expediting the construction by
serving as construction manager for both projects. In addition, the Department of
Design and Construction assigned staff to monitor and oversee the project.

Thus, all final approvals and decisions were made by the City, after considering
the recommendations of the construction manager. Nonetheless, the
Department of Design and Construction (DDC) — Facilities Division has
recognized the appearance of potential organizational conflict and subsequently
revised their policy of awarding the Design Consultant with construction
management oversight responsibilities to reflect recommended practices.

The City has and had in place policies and procedures with the proper
checks and balances to insure adherence to the approved budget, accounting
practices and contracted scope of work. For example, contract contingencies are
established by DDC to comply with the current administrative construction
contract contingency limits. In instances where the limits must be exceeded,
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Mr. Leslie |. Tanaka, CPA
July 10, 2007
Page 3

DDC follows existing Department of Budget and Fiscal Services (BFS)
procedures and policies.

In addition, DDC follows the language in the design and construction
contracts to enforce compliance with the contract requirements. Liquidated
damages are assessed contractors when the contractor does not comply with the
contract requirements in completing the construction project within the required
contract period. The amount for liquidated damages requested is based on the
project and the damages the City would incur in the event the project is not
completed within the contract period

Prior to this Audit, DDC has worked with BFS in making the following
changes in the funding of construction funds. The City now schedules the
construction funds for major projects in separate fiscal years from the planning
and design funds to allow sufficient time for the completion of the final design
prior to soliciting construction funds. The exception is for projects that are results
of consent decrees which mandate the construction to begin as soon as the
design phase is complete. In addition, the recently revised City Charter
amendment increased the fiscal year funding period from 18 months to 24
months which will allow additional time for the preparation of drawings to be
complete prior to bidding.

DDC works with BFS to provide information on project change orders for
reports generated to the City Council. Reports on change orders are done
through the Appropriation and Allotment Voucher (AV) process. Copies of AVs
are provided to the Office of Council Services.

Fund accounts are based on budget ordinances as adopted; no funds are
commingled into a subsequent account. DDC complies with the budget
appropriation language in the use of funds. BFS provides additional oversight in
reviewing DDC’s use of funds. Funds appropriated are allotted via the
Appropriation and Allotment Voucher (AV) process. Copies of AVs are provided
on an on-going basis by BFS to the Office of Council Services.

DDC works with BFS in providing information on all relevant capital budget
requests to the City Council as required. Each year, the projects reflected in the
Bill Relating to the Executive Capital Budget and Program submitted to the City
Council are based on the most current available cost estimates provided by



Mr. Leslie I. Tanaka, CPA
July 10, 2007
Page 4

departmental architects and engineers. From the time the bill is submitted to the
City Council to the actual contracting of work, the projects are subject to variable
economic conditions such as the availability of construction materials and labor
requirements for the project.

DDC'’s use of funds from so-called “unspecified, generic purposed capital
projects or programs,” are reviewed by BFS to determine that use of funds are
consistent with the budget ordinance. In this project, BFS has deemed the use of
funds to be consistent. '

In summary, it is our opinion that the departments within the City and
County of Honolulu continually strive to comply with all applicable policies,
procedures and laws, and consistently work toward providing the community with
quality projects that are enjoyed by all users. Thank you again for the
opportunity to respond to your draft audit.

We appreciate the report’'s recommendations and will be working with the
appropriate departments to evaluate and implement any warranted revisions to
our policies and procedures.

Very truly yours,
Eugene C. Lee, P.E.

Director

ECL:In (210858)
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