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PREFACE

This audit is a follow-up review of the county’s responses to
recommendations in the audit of the Department of Public
Works’ implementation of the Kilauea Gym project.

We would like to thank all who contributed data to this
report, especially the Managing Director, the Purchasing
Division of the Department of Finance, and the Building
Division of the Department of Public Works.

Ernesto G. Pasion, County Auditor
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EXECUTIVE SUMMARY

In this audit, we ascertained the county’s responses to
recommendations in the prior performance audit of the
Building Division, Department of Public Works, which
included reviewing certain activities, processes and
procedures of the Kilauea Gymnasium contract as a sample
project. We also reviewed whether the conditions noted in
the audit report as affecting the division’s capacity to execute
capital projects are the same or have changed, for better or
worse.

We found that 56 of the 97 recommendations made by the
audit report were implemented. (See, Appendix 1.)

We found that overall, the conditions noted in the prior audit
as affecting the division’s capacity to execute capital projects
have worsened. They include weaknesses in the pre-bid, bid
and contract documents, project policies and procedures, and
division procedures and operations. The major reasons for
the decline are:

1. The county continues to lose experienced employees.
The building division has a significant (19 percent)
vacancy rate. Since the last audit, the county has lost the
equivalent of 116 years of county experience in the
building division and the departments that support
building activities.

2. The county has not implemented key audit
recommendations. One recommends the county review
and adopt standard (general) specifications, policies and
procedures for construction projects. The county needs
updated uniform standards and procedures for
construction projects to reduce risk and control costs,
Another recommends addressing staffing conditions that
may contribute to communication and operational
problems. The past audit and this audit include
suggestions such as providing more technical training and
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analyzing the effect on building division core functions
before division personnel or positions are used or
reallocated to projects outside their core functions.



CHAPTER 1

Introduction

This audit was conducted pursuant to the authority of the
Office of the County Auditor, as provided in the Kaua‘i
County Charter. The audit was included in the county
auditor’s annual work plan for fiscal year 2010-2011, which
was sent to the mayor and the Kaua‘i County Council in June
2010.

Background

This 1s one of three audits intended to provide an updated
assessment of the current condition of the county’s
management of capital projects. The audit addresses whether
the county’s capital project execution noted in the prior audit
of the Department of Public Works’ Kilauea Gym project is
the same or has changed, for better or worse. The second
and third parts of the audit will examine two capital projects
that have been completed or are being implemented by the
county—the Kaiakea Fire Station and the road maintenance
project for the fiscal year 2006-2007, Phase I. By examining
these projects, we can obtain further insight into the county’s
current contract and construction management of capital
projects.

Audit Objectives

The objectives of the audit were to determine whether the
recommendations of the prior audit of the public works
department have been implemented, and if not, whether
implementation is advised, by reviewing the feasibility of the
recommendations, given county conditions and industry
practices and standards.

Audit Scope and Methodology

The audit scope consisted of reviewing and evaluating the
conditions noted in the Kilauea Gym audit (about
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weaknesses in the pre-bid, bid and contract documents,
project policies and procedures, and division procedures and
operations) to determine whether they still exist or have
changed, for better or worse; and identifying the
recommendations critical to the division’s increased
efficiency and effectiveness.

The audit was conducted by an external engineering
consultant with experience in capital project planning and
execution and staff from the county auditor’s office.

We interviewed the chief of the building division, as the
recommendations concerned his division. We issued a
survey to the public works department to determine the status
of the Kilauea Gym audit recommendations. We reviewed
personnel data about the division.

The audit was conducted from October 2010 through
February 2011. We conducted this performance audit in
accordance with generally accepted government auditing
standards. Those standards require that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide
a reasonable basis for our findings and conclusions based on
our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions
based on our audit objectives.

We transmitted the results of our review to the administration
in a draft report.

Prior Audit

The prior performance audit of the building division was
directed by the Kaua‘i County Council through Resolution
No. 2004-42. The audit reviewed certain activities,
processes, and procedures of the Kilauea Gymnasium
contract as a sample project. The purpose of the audit was to
provide an independent assessment of the building division’s
overall contract and construction management. The audit



was conducted by the accounting firm KMH LLP. The full
audit report was issued on October 5, 2005. "

The Summary of Findings for the audit concluded and found:

1, Pre-bid, bid and contract documents needed
improvements to manage risk;

2. Project policies and procedures needed improvements
to manage risk; and

3. Division procedures and operations needed
improvements to manage risk.

About the Building Division

The building division is responsible for code enforcement,
facility development, building construction and maintenance,
and janitorial responsible for county facilities, When the
division is assigned a capital project, such as facility
development or building construction, it plans, designs, and
manages construction of the project.

The building division has three sections, the administration,
facility maintenance, and building code sections. The
administration section has seven authorized positions, two
permanent and five temporary. Three of those positions are
vacant. The facility maintenance section has 49 authorized
positions, 44 permanent FTEs and five part-time positions.
Three of those positions are vacant. The building code
enforcement section has 23 authorized positions, 18
permanent full-time FTE positions and 5 temporary
positions. Six of those positions are vacant. The public
works department reports that as of April 11, 2011, the
division had 12 vacant positions, or an approximately 19
percent vacancy rate.

! The audit report can be viewed on the website of the Kaua‘i County Auditor.
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CHAPTER 2

AUDIT FINDINGS AND RECOMMENDATIONS

Finding 1. Of the 97 recommendations in the audit
report, 56 (or 58 percent) have been implemented.

The audit included 97 recommendations to address the audit
findings. The audit recommendations were grouped as
follows: Pre-Bid and Bid Documents, Project Documents,
Organization — Roles and Authority, Construction
Management, and Division Operations. The disposition of
the audit recommendations in each category are discussed
below and summarized in Appendix 1.

Disposition of the recommendations was measured against
the following audit criteria:

e Implemented - Department(s) or function(s) provided
documentation confirming the recommendation’s
implementation, and or/we located necessaty
documentation using county and other resources

e Partially implemented — Department(s) or function(s)
provided documentation confirming some, but not all,
of the directives in the recommendation had been
implemented

e Not implemented — Department(s) or function(s) failed
to provide supporting documentation of
implementation or other evidence to confirm the
recommendation was implemented

Based on the definitions above, we found that of the 97
recommendations made by the audit report, 56 (or 58
percent) have been implemented. (See, Appendix 1.)



Although the gym audit report notes that the public works
department dismisses most of the audit recommendations,
many for valid reasons, the department should reconsider the
recommendations for improvement endorsed by this follow-
up audit.

The following sections discuss the recommendations, and
identify those that appear to be more important to the
division’s capacity to execute capital projects. A table at the
end of each section summarizes the important
recommendations to implement and provides comments, as
necessary.

Pre-Bid and Bid Documents

Seven recommendations were made in this category.
Three have been implemented or partially implemented.
We recommend implementation of one of the outstanding
recommendations.

The building division has implemented the audit
recommendations to solicit input from and utilize analyses by
an engineer, contractor or manufacturer to assess risk and
before eliminating a project component. The division uses
licensed engineers to perform this function. The division has
partially implemented the recommendation to adopt the new
Construction Specification Institute document to serve as a
specification writing standard, and uses this standard for
architectural work. Although the audit recommended using
this standard for all construction work, we agree with the
division’s response that the standard is not appropriate except
for architectural work. Therefore, we consider this
recommendation implemented.

We recommend implementation of one of the three
remaining recommendations. The recommendation that
should be considered for implementation is to modify and
adopt the “Interim — General Provisions for Construction
Contracts-County of Kauai” draft IV (October 5, 2001). We
agree with the audit recommendation that the general
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provisions should be a standard for construction projects.
Therefore, all county units involved in construction should
collaborate to review and develop the policy.

The audit recommends adapting the procurement process by
securing a minimum of five bids for major building projects,
eliminating the highest and lowest bidder, and mandating the
use of the “Standard Questionnaire for Prospective Bidders
on Public Works Contracts.” We agree with the division that
it should not implement these recommendations at this time.
The state procurement law does not allow the highest and
lowest bidder to be eliminated outright, or require a
minimum of five bids. As noted in the auditee response, the
five bid minimum would also increase costs to the
contractors and the county, since the project must be rebid if
less than five bids are received. Projects may also be delayed
if solicitations are repeated. We agree with the auditee that
using the standard questionnaire should remain discretionary,
as allowed by the procurement law. We recommend the
county review and define when the questionnaire should be
used. The county could also decide if the questionnaire is
necessary, or if the procurement process already includes
other safeguards for the county, such as requirements for
professional licensing, performance and payment bonds, and
tax clearances. We also agree with the auditee that the
county must develop standards for reviewing the
questionnaire responses before the questionnaire is made
mandatory.

Summary of Important Recommendations to Implement

Recommendation Status Comments
(Pre-Bid and Bid
Documents)

Review, revise, and
adopt “General
Provisions for
Construction
Contracts-County of

€
1

Kaua‘i.

Interim version
amended as required
by changes in the
law, but
recommendation not
fully implemented

because of resources.

The county should
consider devoting
resources to develop
an overall policy
with the flexibility to
adapt requirements
based on project
needs.




Project Documents

The division has fully implemented two of the six
recommendations in this category. Three of the
recommendations have been partially implemented. We
include recommendations concerning the four
recommendations that have not been fully implemented.

The division evokes the surety as a last resort when a
contractor is terminated and factors a contingency into
project budgets, as recommended by the audit. The average
amount of the contingency is five percent. The division does
not recognize the contingency as savings to the public works
department or redirect the contingency to cover the division’s
budget shortfalls, as noted in the audit. This
recommendation cannot be implemented by the building
division, as it concerns budget policy and action by higher
levels, including the county council.

The division has implemented the recommendation to ensure
sufficient leeway in the contractor’s schedule to allow for
unforeseen delays. The building division reports that project
time leeway is taken into consideration when setting contract
time. The building division further addresses this
recommendation by requiring performance schedules to be
based on the critical path method (CPM). For large projects,
the division could consider additional training for employees
or using a contract specialist to improve the division’s
capacity to analyze schedules based on the CPM.

The division analyzes the impact of floats with respect to
changes in the proposed completion dates by considering the
impact of floats when reviewing the performance schedule
(CPM), as recommended. For large projects, the division
could consider further employee training or a contracted
specialist to improve its capacity to perform float analyses.

The audit recommends accountability procedures for not
adhering to project control communication requirements of
the construction procedures manual. The division reports
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incidents are handled on an issue-specific basis. We
recommend that the division consider accountability
procedures. The county engineer could also consider
documenting, with specificity, each delegation or sub-
delegation of his authority over decisions in major projects to
increase accountability.

The division has not implemented the recommendation to
adopt the “Interim — General Provisions for Construction
Contracts-County of Kaua‘i ” draft IV (October 5, 2001). As
stated in the section above, we encourage the administration
to review, modify, and adopt a general standard for
construction contracts.

The audit report also mentions adoption of the language in
AIA form 101 regarding the date of commencement and
substantial completion. Assuming the language is
applicable, whether the language should be adopted may be a
policy decision of countywide significance, to be made at a
higher level. The adoption of appropriate language to
address commencement and substantial completion dates and
standards is beyond the division’s authority, and may have to
be addressed across all political subdivisions of the State.

Summary of Important Recommendations to Implement

Recommendation Status Comments
(Project Documents)
Establish Implemented on The county could
accountability issue-specific basis. | consider including
procedures for not procedures and
adhering to Project requirements for
Controls as outlined specific, written
in the Construction delegations of
Procedure Manual. authority to
establish
accountability.
Review, revise, and | Interim version The county should
adopt “General amended as consider devoting
Provisions for required by resources to develop
Construction changes in the law, | an overall policy
Contracts-County of | but with the flexibility
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manager should
ensure there is
sufficient project
time leeway built
into the contractor’
schedule to allow for
possible unforeseen
activity delays.

setting contract
time.

Kaua‘i.” recommendation to adapt
not fully requirements based
implemented. on project needs.
Construction Considered in Additional

resources may be
necessary to
increase the
county’s scheduling
capability, including
additional employee
training or outside
expertise for major
projects.

Construction
manager should
perform an analysis
relating to the
impact of floats with
respect to the change
on the proposed
completion date

Considered in
critical path review.

Additional
resources may be
necessary to
increase the
county’s ability to
perform reviews,
including additional
employee training
or contract with
specialist in float
analysis and CPM
scheduling for large
jobs.

Organization — Roles and Authority

The building division has implemented nine of the 12

audit recommendations in this category. We recommend
the division consider the remaining three.

The division has not implemented the recommendations to
create a multi-departmental team to increase contractor
monitoring early in the capital project to assist with issues
that may arise with major projects and use outside expertise
to review contract documents and develop schedules. We
encourage the public works department and the
administration to provide a multi-departmental team to
support the division with complex projects. The audit
recommends a team consisting of the deputy county engineer
and deputy county attorney, but team members could also
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come from the purchasing division of the finance
department. The audit also recommends that the public
works department realistically review the internal resources
assigned to projects, instead of straining internal resources.
The department should consider specialized or additional
expertise when needed. For example, if internal expertise in
specialty areas such as scheduling or claims does not exist,
the expertise could be procured through an open-ended
contract, and shared among the major county projects.

Summary of Important Recommendations to Implement

Recommendation Status Comments
(Organization — Roles

and Authority)

Early in the process for | Not implemented. | The team approach
major projects, might be necessary
establish team (other for complex
departmental projects, but
personnel, deputy implementation
county engineer and requires the
attorney) to deal with cooperation of the
project issues. other departments

and divisions.

Consider using outside | Not implemented. | The county may

consulting to assist in need to review
initial estimate of internal resources,
project budget, for and consider
review of contract procuring
document, and to specialized outside
establish a feasible expertise when
working schedule. using internal
(Two resources is not
recommendations.) feasible.

Construction Management

The building division reports it has implemented 26 of
the 33 recommendations in this category. The division
should consider implementing four of the remaining
recommendations.

The building division has not implemented the audit
recommendations to review the contractor’s safety program.
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We recommend that the division review the contractor’s
program for ensuring public safety during construction.
However, reviewing the contractor’s employee program may
create additional liability for the county. Since a contractor
is responsible for its own employees, the division should ask
the county attorney’s office whether additional liability for
the county would result if the division approves a
contractor’s employee safety program.

The audit suggests a management system could enable the
contractor and the county to record the actual progress of the
project and project costs against detailed project schedules
and preliminary cost estimates established prior to
construction, and to inform the contractor and the county
about construction activity during the project. While we
agree a management system has benefits, the system
proposed by the audit has practical constraints. First, for a
system to work, the firm or person performing the design
work must be able to produce schedules with sufficient detail
to enable step-by-step time and cost comparisons. To obtain
the necessary detail, the county may have to consider
procuring additional scheduling expertise, if economically
feasible. The second practical constraint is the state
procurement law. The audit recommendation concerning the
value of a management system assumes that if significant
variances in schedule or cost are detected, cost increases can
be moderated or avoided by alternate solutions to approach
or schedules. We agree with the auditee that alternate
solutions and schedules may not be permitted by the state
procurement law after an award is made. The county is
considering a project information system, which is a good
first step towards more effective project management.

The building division does not maintain a record copy of all
contract documents at the construction site, as recommended
by the audit. Implementation of this recommendation is
appropriate only for projects with a secure and fire-proof site
office.
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Summary of Important Recommendations to Implement

Recommendation
(Construction
Management)

Status

Comments

Review the safety
program developed by
the contractor as
required by the contract
documents.

Not implemented.

The review could be
confined to the
components to
protect safety of the
public. The county
attorney should be
consulted about the
liability impacts of
reviewing contractor
employee safety
components.

Record the progress of
the project in written
project reports
including information
relating to the
contractor and the
overall project itself
showing percentage of
completion, number
and amount of change
orders, notification of
delays, approval of
extensions, and daily
log. (Three
recommendations)

Not implemented.

An information
system is under
consideration. If
feasible, a
formalized
management system
could also be
considered.

Division Operations

Thirteen of the recommendations in this category were
implemented, 23 were not implemented, and no responses

were provided for the remaining three.

Two recommendations in this category relating to
improvements in internal communication have been
implemented, and four have not. Two of the four relate to
internal communication between the county engineer and the
project managers, and the work load problems that may
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occur when a major project is assigned to the building
division head. We recommend that the public works
department continue to address the recommendations to
improve internal communication.

The two remaining recommendations encourage the county
to implement a web-based system for internal and external
communication about projects. The managing director has
stated that the county is working on a web-based project
information system. We recommend the administration
incorporate the audit observations in the audit into system
development.

None of the six audit recommendations concerning division
staffing has been addressed. Staffing continues to be a
challenge for the building division, as shown by its April
2011 vacancy rate of 19 percent. Like the rest of the county,
the division may face staffing challenges as the baby
boomers retire. A 2008 study by former mayor Baptiste
found that 32 percent of county employees will be
retirement-eligible by 2013. We recommend the
administration consider implementing the audit
recommendations related to staffing for the entire county
organization.

Five of eight audit recommendations concerning equipment
procurement have been addressed. In its response to the
audit, the division states that the other concerns in the audit
about equipment have been addressed or are unfounded.

The outstanding audit recommendations are intended to
promote operational cohesiveness within project groups, the
division, and the department and should be considered as the
public works department develops its annual budgets, to the
extent possible.

Four of five recommendations about employee training have
not been implemented. One concerns the need for policies,
procedures, and other basics tools for performing accurate
field inspections. This recommendation should be
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considered for all county inspections, with components for
the different types of inspections. The remaining audit
recommendations emphasize the critical need for training to
enable employees to accurately record, document, and report
issues involved in public and private construction projects.
Although training budgets may have been reduced, additional
training may prevent costly future problems.

In the category of “Building Division Enhancements,” the
division should address the recommendation that it provide
employees computer training so their skills are similar to
equivalent positions in the market.

Some recommendations require action by county officials
outside the division. They are to: (1) create a new position
or group that would address contract monitoring and
inspection of major county and commercial projects, (2)
create a new position to manage the construction process, (3)
increase staff and equipment, and (4) assign zoning issues to
the building division plan examiners. Although these
recommendations have not been implemented, they are not
included as outstanding recommendations because they
require policy decisions by others, such as the county
engineer, mayor, and county council.

Summary of Important Recommendations to Implement

Recommendation Status Comments

(Division Procedures

and Operations)

Set up network of Not implemented. | A project information
internal system is under
communications and consideration, and it
work order system. could include access

to website
information for

employees.
Post building codes Not implemented. | The department could
and regulations on consider adding more
website. information for the

public on its website.
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Address immediate
staffing needs by
targeted recruitment,
mentoring and formal
training of new-hire
personnel with
advancement
capability.

Not implemented.

Recruitment and
advancement issues
are countywide, and
program should be
addressed centrally
for all departments
with critical
shortages.

In-house and student
recruitment with the
goal of awareness of
county activities and
creating a database of

Not implemented.

Recruitment and
advancement issues
are countywide, and
should be addressed
centrally for all

potential job departments with
applicants. critical shortages.
Promote job Not implemented. | Recruitment and
opportunities in advancement issues
construction, are countywide, and
maintenance, and program should be
administration. addressed centrally
Marketing plan to for all departments

promote awareness of
using job skills in the
county.

with critical
shortages.

Provide specific
training for code
enforcement personnel
in understanding
compliance to major
construction safety
programs where
general contractors are
responsible for such a
project.

Not implemented.

Training may improve
awareness and
mitigate risk.

Develop policies and
procedures and the
basics for performing
an accurate field
inspection, provide
training.

Not implemented.

This component is
very important for all
county field
inspectors.

Provide specific
training in the means
of recording and
documenting issues
and/or problems
relating to public

Not implemented.

This component is
very important for all
county field
inspectors.
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facilities and

commercial and/or
residential projects
being constructed.

Develop procedures Not implemented. | Very important
for reporting and component for all
notifying supervisory inspectors.

personnel relating to
issues or problems
encountered during
project inspections due
to code violations,
testing, non-
conformance with
contract documents
including plans and
specifications, etc.
Initiate a plan for the | Not implemented. | Consider

required training of all implementing, if not
building division cost prohibitive or
personnel relating to time-consuming.

basic computer
principles, applications
and uses based on
current technology in
use by industries in the
marketplace for
operations and
reporting purposes.

Finding 2. Conditions noted in the prior audit have
changed for the worse.

After reviewing and evaluating the conditions noted in the
Kilauea Gym audit (about weaknesses in the pre-bid, bid and
contract documents, project policies and procedures, and
division procedures and operations), we conclude that
conditions have changed for the worse, for the reasons we
discuss below.

a. The county’s capacity to execute capital projects has
decreased since the audit.
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The county has recently been successful developing a
large-scale, complex public facility (the Kaiakea Fire
Station) ahead of schedule and within budget; however,
the resources available to execute county capital projects

continue to diminish.

The building division’s resources are thin. As of April
2011, the division’s vacancy rate was high, approximately
19 percent. The gym audit noted that the combined base
of county experience in the building division and the
departments that support building activities totaled 250
years, and characterized that experience as “beyond
reproach.” This situation does not exist today. Since the
audit, the equivalent of 116 years of the 250 years has

been lost.

Expertise Lost

Time with county

Time in position

Purchasing & Contracts

Administrator 20 years 15 years
Code Enforcement Coordinator 31 vears {8 vears
(Officer) ¥ y
Supetvisor (Supervising) Plans % v 10 years
Examiner

Repair (Construction) &

Meﬁnteﬁance Supervi)sor 33 years 15 years
Total Experience Lost: 16 geas 58 years

b. The county has not implemented key audit

recommendations.

The county has not reviewed and adopted standard

(general) specifications, policies and procedures for

construction projects. In its response to the prior audit,
the county administration stated that it could not devote
the time and effort needed to update and amend existing
standards of policy and procedure because of the vacancy
in the assistant chief procurement officer position and
staff shortages. Without standards for key practices, the
county’s exposure to risk in executing and implementing
capital projects will continue. In an environment where
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employee turnover is high, the development and adoption
of standard practices is essential, since replacement
employees are normally less experienced and require
more guidance.

The county has not addressed staffing conditions
identified in the audit. The audit noted that immediate
attention is required to address staffing in two areas. The
first is the significant gap in county experience between
the group leaders in the building and other divisions and
upper management in public works, and between the
group leaders and their less-experienced subordinates.
The gap between the policy makers and group leaders has
increased, since the administrative assistant to the mayor
for capital projects and the newly appointed county
engineer and deputy county engineer have far less
experience with municipal capital projects than the group
leaders of the building and engineering divisions. The
second staffing issue is the lack of personnel in the
building division to support county activities. The audit
noted that operational and managerial problems may
occur when internal or existing resources (petsonnel) are
assigned major construction projects without analyzing
whether the employee(s) can adequately perform normal
job functions and the day-to-day management of major
construction at the same time. In these difficult economic
times, the public works department may choose to use
internal resources for capital projects because internal
resources appear to cost less, but such decisions should be
supported by the appropriate cost-benefit analyses.
Similarly, before the administration or department
considers reallocating resources, personnel or positions in
the building division to other divisions or departments,
they should consider the effect of the reallocation on the
building division’s ability to perform its core functions.
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AUDITEE RESPONSE TO FINDINGS

No response was received from the auditee by the
extended deadline.
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