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or 52.8% of the program TheWhat We Found

Department of TransportatioEThe Department of Transportation (MCDOT) and Department of
(MCDOT) and Department o0 General Services (DGS) have designed procedures and internalsontr
General Services (DGS) ha efor reviewing and approving invoices. However, in testingrBices
oversight and administrative V¢ identified eight exceptions in seven invoices where existing

responsibilities for approximately
1.8 billion or 86% of the count
government allocation. The majori
of the expenditures under the progra
are incurred under contracts execu
for project design and constructio

Both the CIP and contracting we Ly

identified as areas of higher risk in tf
County-wide risk assessme
completed by MCIA. We reviewe
the policies and procedures f
invoice review and approval for Cl

projects undertaken by MCDOT and

DGS.

What MCIA Recommends

MCIA is making
recommendations to improve

seven
th

performance and enhance the existjn

internal controls pertaining to invoid

approval and payment. MCDOT arqO

DGS concurred with the

recommendations.

procedures were not performed as designed or procedures andscontro
could be strengthened to further ensure the County is regeand
paying for materials and labor contracted for in CIP projects.
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y
Ve found the following areas where internal controls over theegs

cgeed improvement such as (1) the documentation and review of
expenses, routinely in the millions of dollars annuallygumed by
utility companies to relocate items, such as poles or cableSponty
CDOT projects, (2) the need for sufficient informationctinduct a
'Qine item review of costs for DGS projects and (3) the neezlvidence
Nthe completion of the DGS project manager’s walkthrough inispegt

0 and (4) consistent performance of invoice review controls agrosi
pifor MDCOT and DGS.

P
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With respect to the utility relocation documentation issuahaowit
verifying the invoice amount to prior authorizing docunagioh or
contractor supplied expenditure details the County could pailgrpay
for unreimbursable costs.

As to the line item review of costs incurred,
gve are unable to determine the reasonableness of materials and labor
line items invoiced on 7 contracts and 11 invoices, as tlseneoi
;g:eviously agreed upon Schedule of Values that itemizes theseeazkpect
costs in detail. This could lead to overcharging on contrastto the
erformance of project walkthroughs not being documented, we ar

t unable to rely on the performance of this key mitigating robrto
confirm the quality or quantity of the materials or labowoiced.

e

Additionally, we found an 18 month delay in paymentshzyCounty to
a contractor for project expenses of $700,000. The ratioratfaying
payment was not fully documented in the project file and coatdoe
provided by MCDOT.

We also noted four instances in which invoices were processed fo
payment by both MCDOT and DGS without the required evidefice
review or approval by both a project manager and a team lead
supervisor. Non-performance of the control activity as desigaduces

the likelihood that errors or inappropriate charges will bedaed.
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Objective

This report summarizes the work performed by ChdBgkaert & Holland, L.L.P. (CBH) in an internaldiuof

the Capital Improvements Program (CIP) in Montgom@ounty. The scope of this engagement included CIP
projects performed during FY 2010 and FY 2011 fitbm FY09-14 and FY11-16 CIP. Project invoices cele

for testing were processed in FY 2011. The objestiof our audit were as follows:

Review and test the effectiveness of the Countytxgsses and procedures for reviewing and progessin
invoices for payment on projects included in th@i@& Improvement Program.

Determine whether the County is ensuring that iteseiving the quality and amount of goods or sEwi
associated with invoices, as stipulated in theiepple contract.

This internal audit was performed in accordancér wansulting standards established by the Americsiitute

of Certified Public Accountants (AICPA) and genfrahccepted government auditing standards (GAGAS)
established by the Government Accountability Offi@AO), as appropriate. Our proposed procedures,
developed to meet the objectives stated above, weiewed and approved in advance by MontgomerynGou
Internal Audit (MCIA). Interviews, documentationview, and field work were conducted from August @Qa
May 2011.

Background

Overview

The Montgomery County Charter provides for an ahrDapital Budget and a biennial six-year Capital
Improvements Program. The CIP covers constructi@il public buildings, roads, and other facilitipgnned by
County agencies over a six-year period. It includagital expenditure estimates, funding requires)ecapital
budget requests, and program data for all Counpardenents and agencies. A new Capital Budget igldped
annually and a new CIP is developed for six yeaiods beginning in odd-numbered fiscal years. Admeents

to the CIP are developed in even-numbered fiscatsydn January of each year the County Executizengs a
recommended Capital Budget and depending on theayeew CIP (odd years) or amendments to CIP (even
years) to the County Council for consideration apgroval. After receiving input from County regitiethrough
public hearings, the County Council reviews theietf the County Executive's Recommended CapBitalget
and CIP. In June of each year the County Coungitaes the Capital Budget and CIP

The amended FY 09-14 CIP, which was approved safigear 2009, totaled $3.7 billibriThe approved FY11-
16 CIP totaled over $4 billidnwhich was a 7% increase over the prior programpréximately $2.1 billion

(52.8%) of the FY11-16 CIP program total is allechto County Government departments with the redestin
allocated to Other Agencies (see table 1).

Table 1 — CIP by Agency Excluding Washington Suburén Sanitary Commission (WSSC)

($000s)
FY09-14 FY11-16
Agency (Amended) (Approved)
County Government $1,874,107 $2,115,263
Housing Opportunities Commission 15,795 13,629
Montgomery County Public Schools 1,270,842 1,385,946

! The CIP for the Washington Suburban Sanitary Cassioin (WSSC) is excluded from program totals stat€dP FY09-
14 Amended $980,895,000 CIP FY11-16 Approved 6&1,010,000
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FY09-14 FY11-16
Agency (Amended) (Approved)

Maryland-National Capital Park & Planning

Commission 198,980 166,141
Montgomery College 340,184 291,970
Revenue Authority 41,341 35,328
Washington Metropolitan Area Transit Authority 2,582 -
Total $3,743,831] $4,008,277

Source: Approved FY11-16 Capital Improvements Pang(CIP) — 5/27/2010

CIP Development

County departments and agencies prepare CIP requésin guidelines established by the County Exeeu
(for the departments) and by law (for other agencitgovernment). The departments and agencietifie
projects for the CIP based on the following crdeproject is identified as a community need; pbis ready for
development and/or construction; and the affordgbdf the project. The departments and agencidsngu
project requests to the Office of Management andgetu (OMB) for analysis. The OMB staff reviews each
project request to ensure that County departmamtsagencies have properly performed their due atilbg on
the project and that project cost are properly supd. OMB and the respective requesting departsnand
agencies review the project requests with the Golrecutive. The County Executive has final autlyao place
projects in the CIP. In January, of each even raratbfiscal year the County Executive presenthi¢oGounty
Council a recommended CIP for the next six yednsodd numbered fiscal years the County Executnesgnts
amendments to the current CIP.

The County Council holds public hearings allowingu@ty residents to express their opinions or carger
regarding projects recommended. After receivinglipubput, the Council begins its review with eacdiegory
area and agency program being reviewed by a ddsidji@@ouncil committee. Agency and OMB representativ
meet with the committees to provide information agidrification where needed. The committees make
recommendations to the full Council, which meetsetgew the recommendations and formally approeendw

or amended CIP.

CIP Project Administration

In the FY11-16 CIP the County government has ifiedti$2.1 billion in projects to develop and conostr The
majority of project development and constructiomadstration is performed by two departments (sd#et 2).
The Department of General Services (DGS) suppdrés glanning, design, construction, renovation, and
replacement of facilities required by the operatadepartments of the County government. DGS supeEsvis
project activities, such as, site selection andgésonstruction coordination for facility-relat@dojects required
by other County departments including librariese fstations, police stations, and recreationallif@s. An
exception to DGS’ CIP support services is the Depant of Transportation (MCDOT). That department is
responsible for its own CIP planning, engineergw)structing, and maintenance. This encompasseésdhety’s
transportation infrastructure including roads, bes, transit systems, parking facilities, sidewalkd bikeways.
Both departments are responsible for contractirth wontractors to have the projects they adminidéaeloped

or constructed. Combined, the two departments adtem$1.8 billion of the $2.1 billion in CIP dotkallocated

to the County government departments. Our reviesuded on the activities of MCDOT and DGS since the
majority of the CIP dollars are managed by the tdgpartments. MCDOT has unit price contracts iictvithe
materials and labor to be used are defined in stipgoschedules incorporated into the contractsSad lump
sum bid contracts that are fixed priced for theéreronstruction or remodel of a facility.
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Table 2 — FY11-16 CIP by County Government Administring Department

Department FY11-14 CIP
County Executive $ 87,588,000
General Services 952,491,000
Transportation 871,418,000
Economic Development 12,272,000
Environmental Protection 106,275,000
Fire/Rescue 3,042,000
Housing & Community Affairs 51,596,000
Management & Budget 24,000,000
Recreation 560,000
Technology Services 6,021,000
Grand Total $2,115,263,000

Source: Approved FY11-16 Capital Improvements Pang(CIP) — 5/27/2010

CIP by Administering Department

B General Services (DGS)
® Transportation (DOT)
All Other Departments

Source: Approved FY11-16 Capital Improvements Pang(CIP) — 5/27/2010

Invoice Review and Approval

Included in the DGS and MCDOT administration respbilities is the review and approval of invoicetated to
the materials and services purchased for CIP pmoj8oth departments use their employees as pnojanagers
who are responsible for monitoring and overseehg day-to-day activities of contractors hired taige,
construct or renovate the various facility or rgadjects included in the CIP. Monthly, contractsubmit to the
respective project manager invoices that detailntlaéerials and labor used in the design or construof CIP
projects. The project managers are the first teevexand approve invoices submitted by contractomsnisure the
County is only paying for the materials and sersiceceived in accordance with executed contra@sth
departments have procedures that project managdowfto verify the contractor invoice detail prido

approving the invoice for payment.
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MCDOT uses the Maryland Construction ManagementeBygMCMS) to track, materials, labor and project
progress to completion. Daily, MCDOT inspectors,ovdre on project construction sites monitoring cactor
activity, enter into MCMS the type and quantity rofterials and the labor used by contractors orptbgect.
Monthly, the inspector creates an estimate of theerrals and labor provided by the contractor agudented in
MCMS. The inspector conducts a progress meetitig tive contractor to verify the accuracy of theneate with
the contractor. After the meeting, the contractmvigle MCDOT a monthly invoice that details by littem
(material or labor), the total quantity to be usealhtracted per unit price, quantity used to dabtyal per unit
price, remaining quantity to be used and remaidioliars unspent as agreed upon in the progressngeeflhe
inspector’s review and approval of the invoicevglenced by their signature. In addition, the irtdpesigns the
MCMS report used to verify the invoice detail. Wit MCDOT there is a staff member who reviews the
submitted invoice to ensure the mathematical acguraf the invoice and that all required supporting
documentation has been properly received. Once rihaew is complete the area engineer or inspector
supervisor performs a secondary review of the iwoiAfter the area engineer approves the invoicés i
forwarded to the section chief for approval. Aftiee section chief approval, the invoice is forwakte the Office
Service Coordinator (OCS) for processing and om dipproval in the County financial system.

In addition to design and construction invoicesgozjects, MCDOT also receives invoices for utiligfocation
and land acquisition. If there is a need to hav@yucompany equipment (i.e.; poles, cable, etelpcated to
allow for project construction and the utility coamy has the legal right to have their equipmenthenproperty,
the County reimburses the utility company the obghe relocation. In the FY11-16 CIP site improment cost,
which include cost for activities, such as, utiliglocation and traffic signals totaled $40 milfidor MCDOT
projects. MCDOT issues the utility company an Auikettion Letter that details the agreed upon amahet the
County will reimburse the utility company for thelocation. The review and approval of the utiligfocation
invoices are the same as design and constructimices expect the cost is verified against the Attation
Letter and not MCMS. For some projects there isead for MCDOT to acquire land to complete the
construction of a road, road improvement or to estagoroject. MCDOT has a land acquisitions sectit
performs land surveys, develops estimated valuelafal to be acquired, and negotiates the purchiage land
from land owners. In situations in which the Couatyd the land owner cannot agree on a purchase, phie
acquisition of the land becomes and legal mattewhich a judge decides what purchase price thentgowill
pay the land owner. The payment of land acquisities are supported by an executed land purcloaseact or
court order and are approved by MCDOT Deputy DonsChief.

DGS project managers receive draft invoices fromtramtors that detail materials and labor usedhenproject.
The project manager, contractor and architect paréowalkthrough of the construction site to vetHg invoice
details. After the meeting the contractor subraiténal invoice based upon the result of the walktigh. The
project manager signs the final invoice to indicgderoval. The project manager forwards the invtocéne team
leader, a County employee, for secondary reviewagmioval. Once approved by the team leader n@de is
forward to the Office Service Coordinators for gssing and on line approval in the County finansyastem.

2 Maryland Construction Management System (MCMS) istand-alone database application designed to bd by
construction inspectors to manage all daily comsibn activities and accounting, including: contréems and associated
costs and usage, and all information found on tispéctor's Daily Reports (IDR): construction sitgadls, inspector and
trainee time, contractor and subcontractor ac#isijtilabor, contractor equipment and usage. Themsystanages change
orders, additional work requests, time extensi@mgl stored materials. It generates contract paymstteéments (partial
payment) taking into account retainage and liq@dadlamages. This system was developed for the WatyHighway
Administration Office of Construction provided toetcounty for use.

® Source FY11-16 CIP amount provided by MCDOT
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Scope and Methodology

We performed our review of the Capital Improvemdtsgram in two phases. Phase | consisted of ieiging
responsible officials from OMB, DGS, and MCDOT tairg an understanding of how projects were developed
estimated, and budgeted for the FY09-14 Capitafdwvgment Program. In addition we reviewed the jediand
procedures in place to monitor (1) progress ofgmiojo completion, (2) approval of change orde8¥réview of
expenditures and, (4) effectiveness of the worKgpered by contractors under the contracts awardedCfP
projects. Appendix B, contains a listing of indivals interviewed and documents reviewed. A téstesign
was conducted on a limited sample of representdiil projects to determine if internal controls 1otkee
contracts were properly designed to meet Countgatives and to avoid cost overruns. The resultesifng for
Phase | indicated that the internal controls over dlevelopment of projects for the CIP program el
monitoring of project cost estimates and expenedgurom development to construction were functignas
designed. See Appendix C for testing details.

Based upon the Phase | results, MCIA and CBH dédcfde Phase 1l to focus on the policies and prooesiu
regarding the review and approval of contractoroic@s and the assessment that County received from
contractors contractually agreed the materialslabdr. The scope of our work for Phase Il include€ll-16

CIP Program projects and invoices paid by DGS a@DKdT from July 1, 2010 to February 28, 2011. Appen

A contains a listing of the CIP projects the versdselected for testing worked on. We obtained fM@DOT

and DGS their respective department guidelines mnodedures describing the invoice review and apgirov
process for CIP projects.

The approach for Phase Il sample selection wadetatify the top 15 vendors receiving payments fity 2010
through February 2011 related to the CIP projedsaged by MCDOT and DGS and selecting 2 invoices fr
each vendor. The materials and labor being invoicellided project design, land acquisition, andstarction.
In addition, we examined the review and approvatidnge and field orders MCDOT and DGS invoiced. |
selecting the actual sample of 30 invoices we:

1. Obtained from MCDOT and DGS a data file of all ifoes paid from July 1, 2010 to February 28, 2011
for CIP projects in the FY11-16 Program.

Identified the top 15 vendors receiving paymernsnfduly 2010 to February 2011.

Ensured sample population included at a minimum ¥i®ndors each for projects for MCDOT and DGS.
Judgmentally select two invoices per vendor folusion in testing sample of 30 invoices.

In situations where a top 15 vendor selected dichage two invoices for testing, identified the hex
highest vendor for department and judgmentallyct@re invoice for testing.

arwd

The table below details the sample distributiordbgartment.

Table 3- Summary of Phase Il Invoice Sample Distribtion
Change  Field

Department Invoices Contracts Order Order

Department of General Services 14 9 3 2
Department of Transportation 16 16 0 0
Total Number of Invoices 30 25 3 2
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Results

Our review found that MCDOT and DGS have designeatgedures and internal controls for reviewing and

approving invoices. However, we identified instasaghen procedures were not performed as designed or

procedures and controls can be strengthened toefuensure the County is receiving and paying fatenals

and labor contracted for CIP projects.

Sevenhef 30 invoices tested contained a total of eiglteptions.

Table 4, is a summary of the exceptions by tesbate.

Table 4- Summary of Phase || Exceptions

Attribute Tested Engg)?ilons
Attribute A 1 3 4
Attribute B 0 0 0
Attribute C 0 0 0
Attribute D 0 0 0
Attribute E 2 2 4
Attribute F 0 0 0
Attribute G 0 0 1
Attribute H 0 0 0
Attribute | 0 0 0
Attribute J 0 0 0
Attribute K 0 0 0
Attribute L 0 0 0
Attribute M 0 0 0
Total Exceptions 3 5 8
Total Attributes Tested 128 112 240
% of Attributes with Exceptions 2% 4% 3%

Total Exception Amount $6,139,231 $1,769,048 $7,908,279
Total Invoiced Amount Tested $14,102,737 $12,705,592 $26,808,329
% Exception of Invoiced $ 45% 13.9% 29%
lgl)?crzg:ekr) nS-of Invoices  with 2 5 7

Total invoices tested 14 16 30

% Invoices with Exceptions 14% 31% 23%

All 30 invoices and other supporting documentatigare reviewed for evidence of the following sevérilautes:

MCIA-12-2

A.

B.

C.

Invoice amount was reasonable and accurate in agsopato Project Manager records and
contract.

For selected invoice sample line items, unit pgdciagrees to initial contract or approved
changef/field order.

For selected invoice sample line items, recalcdlatdéended cost agrees to invoice.
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D. Evidence was retained supporting Project Managevlsw of invoice in comparison to records.

E. If applicable, invoice was reviewed and approved Brpject Manager's Team Leader or
Supervisor.

F. If applicable, financial approval was obtained faroice prior to submission to Accounts
Payable.

G. Invoice amount agrees to amount paid.

Five of the invoices that were found to include rgea for Field and Change Orders and were revidoed
evidence of these six additional attributes:

Adequate documentation exists to support the fibllige request.

Order resulted from omission from original projdesign or project scope.

Order appears reasonable and in accordance wigcpszope.

Order did not provide benefits beyond project dedimequirements.

Proper supervisor and/or management approvalstieame obtained.

Review of CIP status report indicates that need nepsrted or discussed prior to modification
approval.

ZrRoT I

Based on our review we identified findings in f@ueas.

1) MCDOT Invoice Approval — Incomplete or Inadequatevoice Support for Utility Relocations

Evidence of MCDOT's agreement to reimburse utitigmpanies the amounts invoiced for utility relooas
could not be provided. Two payments, which totadetl million, to Verizon for relocating cables weret
supported by any documentation evidencing MCDOTsament to reimburse Verizon for the expenses
incurred. MCDOT did not have an opportunity to esvior pre-authorize the relocation expenses pdor t
Verizon performing the relocation, due to a delayerizon confirming its rights to the property ahich

the cables resided. Upon Verizon’s submittingaineifor prior right$ to the property and therefore being
entitled to reimbursement for the relocation by @eunty, MCDOT did perform proper due diligence to
confirm Verizon’s rights to the property. Howevéng performance of additional due diligence, sash
meetings with the Verizon, to determine the reaBtamess of the expenses being reimbursed was not
formally documented. Typically when MCDOT providpee-authorization for utility relocation, MCDOT
receives a cost estimate from the utility compangupport the amount authorized for reimbursemgvtile
department management confirmed that MCDOT stafélaccess to budget estimates and historical cost t
determine if cost being sought for reimbursemeset @asonable, the department does not have internal
expertise to perform detail reviews of cost detéilat could be provided by utility companies to som
charges being invoiced. MCDOT's limitation in hawuch utility relocations cost can be scrutinizegéslo
expose the County to the potential that incorrectmgroper billing by the utility company would nbe
detectable.

Regarding a third relocation payment, MCDOT coulat provide us with it's agreement to reimburse
$700,400 to PEPCO for relocating twelve wood poldés.March 2006, MCDOT issued a letter granting
authorization for PEPCO to proceed with the reliocadf the poles for an estimated cost of $316,80h

included a ten percent contingency. In January7200CDOT received a communication from PEPCO

* During the design phase of project, when it is deieed that utilities must be relocated, MCDOT grie establish who
(County, utility company or state) has ownershipor rightsto the property where the utilities reside. Iftéity company
owns or has rights to the property, MCDOT will udpiagree to reimburse the utility company the dostrelocating its
equipment. If the utility company does not owrhare rights to the property the County does noehaveimburse the
relocation expenses.
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2)

informing the department that the estimate of theacation cost had increased to $640,000. In Jgr2G09,
PEPCO submitted an invoice for $700,400 seekinghbarsement of its expenses in performing the
relocation. The invoice was approved for paymeanthe project manager and section chief and agbarti
payment of $316,800 was made. However, MCDOT caoldprovide us with any documentation to support
its agreement to pay PEPCO any additional costrzbtiee $316,800 that was authorized in March 2066.
addition, the need to make the second payment 88,580 is questionable since the County’s agreement
obligation to PEPCO is not clearly documented daldished in the project records. Without verifyitigp
invoice details prior to authorizing payment theu@ty could potentially pay for work that the uflit
company is not entitled to be reimbursed.

The full payment of project expenses for utilityo@ation to PEPCO of $700,400 was delayed for 1&thw

in violation of County policy. In August 2009, MCOQintentionally split payment of the PEPCO utility
relocation invoice into two payments. The first peant of $316,800 was made in August 2009, while the
second payment of $383,500 was not made by MCDQIT Dacember 2010, 18 months after approval to
pay invoice was provided. The need to make therskpayment was not recognized until a past dugdev
was submitted by the utility company in Decembet@0 Per the Codef Montgomery County Regulations
Section 11B-34. Payment of Invoices: interest.

(b) It is the policy of the County to make a paymentler a contract within 30 days after the day that
that:

(1) payment becomes due under the contract;

(2) the County contract administrataeceived a proper invoice; whichever is later

A rationale for delaying the second payment wasdoatumented in the project file and MCDOT could not
provide that to us. We could not determine if tteday of the second payment was related to the REPC
invoice being questioned since it was in excesthefreimbursement amount authorized by MCDOT. In
addition to not complying with County policy, byldging paying a vendor the actual cash outlay foagaital
project may not match the budgeted/expected ddpitiget outlay for a fiscal year.

DGS Invoice Approval - Gap in Documenting Key Intel Control Procedures Performed

After contract execution, DGS require contractorpriovide a Schedule of Values detailing the cantcast
by division (i.e., concrete, plumbing, electricaetc.). Currently, Schedule of Values submitted thg
contractors does not contain extensive detailsrdagz the quantity of materials or labor to be use®&S
instructs the contractors to provide the materiadl dabor details when invoicing for work performed.
Monthly, the DGS project manager and contractortrimeperson to review the contractor invoice by kirad
through the construction site to visually inspdwt tvork performed by the contractor and verify itheice
material and labor details. After the walkthroudje tcontractor revises their invoice based upon gésn
provided by the project manager. The contractomstgbthe revised invoice for payment. The DGS pmbje
manager will verify that the contractor made thguested changes and sign the invoice to note aglprov

The performance of the walkthrough is a key inteomatrol activity that establishes what expensédshe
ultimately paid by the County. Currently, the penfance of the walkthrough and any significant nmatte
changes resulting therefrom is not documented reitlieugh retention of the marked draft invoiceaanemo
to the files. This information, including the ratale for any significant decisions made may beulsefthe
event that there issues in the future includingtyipes of lapses in the invoice approval processriteed
under results number 3 below.

® Contract administrator is the person designateétdrcontract to accept invoices on behalf of thar@y for goods,
service, or construction provided
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Table 5 presents an example of the variances mateth we compared the original schedule of values fr
when the contract was executed to the scheduleabfes included on an invoice for the White Oak
Community Recreation Center. While the subtotalDorision 3 did not change, the costs were reatleda
from several original line items to new line itenBable 6 details the invoice line items we revidves part

of the detail testing. An example of line item ctsat could not be traced from the invoice Schedil
Values to the contract Schedule of Values ar®@Cast in Place Concrete (Footingad 3900 Concrete

Curing.
Table 5 — Summary of Values Comparisons in Dollars
B C
DESCRIPTION OF WORK
Original Scheduled SOV on Invoice
Item No. Value 03P00363200144 Difference
1 General Conditions 636,200 636,200 -
2 Performance and Payment Bond 97,000 97,000 -
3 Mobilization 50,768 50,768 -
DIVISION 1 SUBTOTAL 783,968 783,968 -
4 Reinforcing - Material 325,667 325,667 -
BUILDING RETAINING WALL
5 Forms - Material 114,000 114,000 -
6 Footings - Concrete and Labor 152,424 (152,424)
7 East Retaining Wall - Conc/Labor 241,261 241,261 -
8 South Retaining Wall - Conc/Labor 172,292 172,292 -
9 North Retaining Wall - Conc/Labor 108,718 108,718 -
SITE RETAINING WALLS
10 Site Retaining Walls - Conc/Labor 71,535 (71,535)
BUILDING CONCRETE
11 Footings 63,811 (63,811)
12 Slab on Grade - Gravel/Vap Barrier 73,000 (73,000)
13 Slab on Grade - Form and Pour 101,673 (101,673)
14 Slab on Grade - Finish/Cure 51,537 (51,537)
15 Slab on Deck - Place 47,000 (47,000)
16 Slab on Deck - Finish/Cure 30,739 (30,739)
17 Precast U-Lintels - Material 500 500 -
30 00 Cast in Place Concrete (Footings) 216,235 216,235
30 00 Cast in Place Concrete (Slab on Grade) 221,673 221,673
30 00 CIP (Retaining Walls - West) 71,535 71,535
35 13 High Tolerance Concrete Floor Finishing 79,439 79,439
39 00 Concrete Curing 2,837 2,837
DIVISION 3 SUBTOTAL 1,554,157 1,554,157 -
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Table 6 — Summary of Values — Line Item Testing iollars

B
DESCRIPTION OF WORK
SOV on Invoice Current Period
03P00363200144 Billing
General Conditions 636,200 45,443
DIVISION 1 SUBTOTAL 45,443
Reinforcing - Material 325,667 164,430
Forms - Material 114,000 78,679
East Retaining Wall - Conc/Labor 241,261 72,378
South Retaining Wall - Conc/Labor 172,292 51,687
North Retaining Wall - Conc/Labor 108,718 54,363
30 00 Cast in Place Concrete (Footings) 216,235 72,873
39 00 Concrete Curing 2,837 500
DIVISION 3 SUBTOTAL 494,910
20 00 Unit Masonry (Structural Walls - East) 247,647 4,000
DIVISION 4 SUBTOTAL 4,000
Metal Doors and Frames - Material 51,011 2,000
DIVISION 8 SUBTOTAL 2,000
20 00 Earth Moving (Excavation) 227,050 114,638
20 00 Earth Moving (Backfill) 247,050 112,383
Division 31 SUBTOTAL 227,021
41 00 Storm Drainage 266,503 129,229
DIVISION 33 SUBTOTAL 129,229

As a result of this issue being raised during afielid work, DGA management performed a self-revighits
current construction procedures and developed guwes changes and new contractor requirements. The
Two-Phase construction process has divided thetremti®n execution process into two phases. Infitise
phase contractor will be required to provide DGShwproject control documentation which includes
Schedule of Values, Initial Schedule and Qualityntea Plan. Once the documentation has been sidanitt
and approved by DGS, the contractor will be givetharization to start construction.

DGS and MCDOT Invoice Approval — Lapses in the Inee Approval Process

CBH noted four instances in which $6, 676, 343wbices ($6,306,106 for DGS and $370,237 for MCDOT)
were processed for payment without evidence ofekgvar approval by both a project manager and a team
lead supervisor. Both DGS and MCDOT require inveite first reviewed and signed off by the project
manager with a secondary review and approval Bamtiead or supervisor. For the two DGS invoibes t
team lead, in the absence of the project managgred as both the project manager and team leagl. Th
project manager did not sign the invoice to ind&éga¢rformance of the initial review. The team Ishduld

not have signed the invoice until the project mandtad signed to indicate completion of the fiestiew.
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One of the DGS invoices included charges for a gharder that had not been approved. The chamgs or
was still under negotiation and was inadvertenfigraved for payment by DGS. In addition, the cortoa
had overcharged the County on the change ordedBy)80. The MCDOT invoices did not have secondary
approval evidence on the invoice. Non-performarfadh@ control activity as designed reduces thdiliked

of detecting errors or improper of charges fromtramiors.

Table 7 — Invoice Approval Exceptions

Project Team Lead or
Invoice Manager Supervisor
Department Amount Approval Approval
DGS* $2,631,168.00 N Y
DGS $3,674,938.00 N Y
MCDOT $357,653.38 Y N
MCDOT $12,584.50 Y N

* $550,000 in charges related to an unapprovedgdander was included in the invoice. The County
was subsequently credited for the $13,000 it wasaharged for the change order.

Conclusion

MCDOT and DGS each have designed and implementechal controls to ensure the department evaluates
contractor invoices and that it is receiving thealgy and amount of goods or services associatetl wi
invoices. The vast majority of the invoices we aédstwvere in compliance with the designed controls.
However, our audit disclosed that weaknesses ipéhrmance of controls exist and there are oppdies

to further strengthen controls. We believe thatrdfmmmendations described below will provide MCDOT
and DGS an effective means of addressing the issuBsed in the report.

Recommendations

We are making seven recommendations to improvenatecontrols over invoice review and approval for
capital projects. CBH recommends that:

The Director of MCDOT:
1. Develop and enforce specific requirements to endhee basis for utility cost approval, such as

professional judgment, project estimate, direatutision with utility company, and pre authorizasi@ne
properly documented.
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2. Evaluate and determine the staffing or contraatiegds to have utility costing expertise to perfaetail
reviews and analysis of cost being charged bytyitlompanies for relocation of equipment. Sinds th
type of expertise would also be beneficial to D@$hie procurement of utility services, effort shibbke
made to include DGS in the evaluation and detertigineof staffing needs to identify opportunities to
leverage such a resource across departments.

3. Establish a requirement that the basis for withimgigpayment from contractors be documented in the
project file and communicated to the contractoradidition, establish a tracking mechanism that essu
timely and appropriate follow-up to facilitate ofiate resolution.

The Director of DGS:

4. After complete implementation of the Two-Phase tosion process, perform a post implementation
evaluation to ensure that the contractor submittechedule of Values” fully details the contractor
expected material and labor quantities or taskiBpdme items (based on the nature of the corjrac
prior to them being invoiced.

5. Document and retain the results of the project manand contractor invoice walkthrough meeting in a
manner sufficient to capture any significant dexisior changes resulting from that meeting.

6. Reinforce with DGS staff that change order chargfesuld not be accepted on contractor invoices or
approved for payment until the change order has bpproved by management.

The Directors of MCDOT and DGS:

7. Reinforce with MCDOT and DGS staff involved withetlheview, approval, and processing of invoices
the importance of ensuring:
a. All required project manager and supervisor leveloice reviews are performed and
performance evidenced by required sign off on tiveice.
b. Invoices are not processed for payment withoutrdugiired approval signatures from a project
manage, a supervisor or team lead or designatemhalive approver

Comments and MCIA Evaluation

We provided MCDOT and DGS with a draft of this repimr review and comment on August 18, 2011.
MCDOT responded with comments on August 30, 20HL@GS submitted responses on September 2, 2011.
The responses from both departments have beerporabed in the report at Appendix D. MCDOT and DGS
concurred with the applicable recommendations @oadtkin the report.
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Appendix A: Project Listing

Listed below are the Capital Improvements Prograoiepts for the sample invoices we selected fdirtgs

Table 1 — Project Listing

FY11-14 CIP Cost
($000s)

Project Administering
Department

401 Hungerford Drive Garage Restoration DGS $5,408
Brookville Service Park DGS $17,913
East Germantown Fire Station DGS $16,262
Silver Spring Civic Building DGS $14,004
Silver Spring Transit Center DGS $95,596
Takoma Park Fire Station DGS $11,086
White Oak Community Recreation Center DGS $24,330
ADA Compliance: Transportation MCDOT $158,881
Chapman Avenue Extended MCDOT $12,928
Clarksburg Road Bridge MCDOT $1,632
Fairland Road MCDOT $10,945
Father Hurley Boulevard Extended MCDOT $22,169
Goshen Road Improvements* MCDOT $123,610
MD 355 Underpass* MCDOT $2,431
Montrose Parkway West MCDOT $76,297
Transportation Improvements for Schools MCDOT $1,564
US 29 Sidewalks MCDOT $5,576
Watkins Mill Road East Extended MCDOT $7,672
Woodfield Road Extended MCDOT $13842

Source: Approved FY11-16 Capital Improvements Pang(CIP) — 5/27/2010
*Source: Amended FY09-14 Capital Improvements RnogfCIP) —July 2009

*This project was Pending Close or Close Out urnider=Y09-14 Program

MCIA-12-2
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Appendix B: Additional Information on Review Methodology

Interviews Conducted

We held an initial entrance meetings with the @ffaf Management & Budget (OMB), the Department of
Transportation (MCDOT), and Department of Geneeviges (DGS) as well as subsequent meetings with
key Office and department personnel responsibl€fer activities. MCDOT Table 2 below lists the pam
personnel by title that participated in interviedvsing our audit of CIP.

Table 2 — Interview Listing
Position Title Process Role

Oversees the OMB staff in the review and analys@apital program
CIP Manager, OMB requests from departments and the developwigihe County Executiv
recommended Capital Improvements Program

Oversees the OMB staff in the review and analgbsapital program
Manager, OMB requests from departments and the developmened@tiunty Executiv|
recommended Capital Improvements Program

Reviews project packets submitted by the departsnemsuring adeque
Senior Analyst, OMB support and justification. Creates and finalizegqut packets in systein,
performs triage and helps produce final projedtreses.

Oversees the OMB staff in the review and analgbapital program
Management and Budget Specialist, OMB|requests from departments and the developmenedftiunty Executiv|
recommended Capital Improvements Program

Reviews the implementation of projects, oversessais and if project
schedule is on time. Helps resolve issues on prdgsign, property
Deputy Division Chief, MCDOT acquisition, contracting, project staffing, constion timing, and
materials. Oversees the preparation of CIP eveoyywars for new and
updated projects.

Prepares contract documents to advertise projegtglaonstruction an
make sure it is within scope. Supports projectgiegplanning and sco
by providing review of plans, cost estimate for 3886 70% complete
Section Chief, MCDOT and complete timing schedule on contract.

Performs secondary review of contractor and utititipcation invoices
and provides final department approval to pay ioesi

Prepares contract documents to advertise projegigiconstruction an
make sure it is within scope. Supports projectglesilanning and sco
by providing review of plans, cost estimate for 3886 70% complete
and complete timing schedule on contract.

Assistant Section Chief, MCDOT
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Position Title Process Role

Prepares projects for submission into CIP systeaveldps program
preparation and submission calendar for the MCD@gadtment baseg
upon OMB schedule. Reviews all of the divisions @tBject
submission packets. After review, CIP package ¢ lsack to respectiy
gepartment for correction and is resubmitted feeeond review.

oordinates responses to follow up questions frovB@o MCDOT
division. Acts as the main liaison between OMB 8@DOT. Prepareq
reports and keeps MCDOT Director and Deputy Direrttormed of
major changes or issues regarding CIP program derent and
submission.

Management Services Supervisor, MCDO

Oversees the selection, development, and consirucficapital
Assistant Chief, DGS program projects for the department. Serves aprih&ry monitor of
capital program projects progress to completion.

Responsible for the development of projects forGhHe program. The
Project Managers, DGS Project Managers also oversee the design and ootistr of projects. |
addition, they review and approve contractor's ice®.

Documentation Reviewed

Documentation we reviewed as part of the auditésgnted in Table 3:

Table 3 — Document Review Listing

Document Reviewed

Phase |

CIP Budget Manual for FY 11-16

CIP Submission Guidance - August 2009

CIP Submission Manual - June 2009

OMB CIP Process Flowchart

FY09-14 CIP Submission Highlights Powerpoint

CIP Info Bulletins
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ERP Flowcharts

Training - FY 11-16 Triage and Packet Preparation

FY11-16 Training and Information Bulletins List

MCDOT CIP Progress Report - August 2010

Memo from County Executive to County Council foRdProjects - January 2010

Example Documentation from a New MCDOT CIP Profeaiposal

Monthly MCDOT Status Memo sent to County CAO - JAB10

Example MCDOT Contractor's Progress Report

Example MCDOT County Stat Submission

MCDOT Division of Transportation Engineering Orgzational Chart

MCDOT CIP Expenditure Report FY 10

Maryland Construction Management System (MCMS) WgBuide

Example of Cost Overrun/Underrun Report

MCDOT Transportation Project Procedure

MCDOT FY11-16 CIP Submission to OMB
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DGS Performance Review Powerpoint - November 2009

DGS Building CIP Report - August 2010

DGS CAO Briefing - August 2010

Example DGS Project Cost and Budget Workbook

DGS Project Budget & Cost Management PowerPoint

DGS Project Cost Control PowerPoint

MCDOT Construction Directive Regarding Documentatimd Review of Pay Quantities

MCDOT Construction Directive Regarding ProcedursHreparation of Contractor's Estima

MCDOT Construction Directive Regarding Monthly J8ibe Progress Meetings

DGS Invoice Processing Procedure

Phase Il

DGS and MCDOT listing of invoices paid in FY11 fGtP projects in the FY11-16 Program

Project Contracts

Project Change Orders & Supporting Documentation

Project Field Orders & Supporting Documentation

Project Schedule of Prices/Values

Contractor Invoices & Supporting Documentation

es
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Procedures performed as part of Phase | of the aaliided a walkthrough of one project from
Department of Transportation (MCDOT) and DepartmehtGeneral Services (DGS). The
purpose of the walkthroughs was to review the damuation that evidence performance of
procedures and internal control activities relate€apital Improvements Program (CIP) project
development, cost estimation, cost monitoring, statls monitoring. Below is a summary of the

procedures performed and results per project

Procedures Performed Walkthrough Results

DGS — White Oak
Community
Recreation Center
(CIP No. 720101)

MCDOT - Father
Hurley Blvd Extended
(CIP No. 500516)

1. Reviewed CIP project submission
package to determine if all required
documentation was submitted, the
sufficiency and accuracy of cost
estimation calculation and evidence o
proper approval.

All required
documents were
submitted, cost
estimate calculation
fwas accurate and
proper approval was
evidenced.

All required
documents were
submitted, cost
estimate calculation
was accurate and
approval was
evidenced.

2. Reviewed project submission
package by Office of Management an
Budget (OMB) CIP Analyst to
determine if all checklist procedures
were performed, cost estimate was
verified, and evidence of proper
approval.

All checklist
dorocedures were
performed, cost
estimate was verified
and proper approval
was evidenced.

All checklist
procedures were
performed, cost
estimate was verified
and proper approval
was evidenced.

3. Compared project cost estimate fro
department submission to County
Executive Recommended Capital
Budget and FY09-16 CIP to determin
if variances, if existing, were properly
supported and approved.

M\ variance between
the project cost
estimates was noted.

e The variance was dug

to the County

Executive and

department agreeing

to reduce the project
cost estimate being
included in the
recommended
program.

\1%4

No variance was
noted between cost
estimates.

4. Compared project cost estimate frg
County Executive Recommended
Capital Budget and FY09-16 CIP to
County Council Capital Budget

nmhere was no
variance noted
between the cost
estimates

Resolution for FY09 Capital Budget

There was no variang
noted between the
cost estimates

e

MCIA 12-2
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Procedures Performed Walkthrough Results

and FY09-16 CIP to determine if
variances, if existing, were properly
supported and approved.

5.Reviewed project contract and curre
contract cost as August 2010 to
determine if current cost estimate was
greater than contract value, if so, was
potential project overrun reviewed by
management, and was contract
modification properly prepared,
supported and approved.

2(lthe current project
cost estimate was

5 lower than the
contract value. The
project was not in
overrun status. The
project had no
modifications

The current project
cost estimate was not
greater than contract
value and not in
overrun status. The
project had no
modifications.

6. Reviewed the August CIP status
reports to determine if details of proje
status were accurately included in
report and discussed with County
Executive.

Project was included

ctn report and meeting

notes indicate
discussion regarding
transfer of unused
funds to another

project.

Project was included
in report

MCIA 12-2
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