KPMG Construction Cost Review
California State University, Dominguez Hills — 431P
Welch Hall — Information Technology Building

PROJECT OVERVIEW

KPMG was retained by the California State University (CSU), Office of the University
Auditor, to perform a review of the construction of the CSU - Dominguez Hills
(CSUDH) Welch Hall — Information Technology Building.

This was the first state-funded project to be constructed at the campus since the late
1970’s. The scope of the project was to design and construct a new four-story building
with approximately 115,000 assignable square feet that houses the School of Health,
Student Services, the Computer Center, and Administration. The project also provided
lecture classroom space to serve over 1,000 full time equivalent students (FTES). The
building is located directly north of the Student Health Center on parking lot 3A.

The project was constructed by S.J. Amoroso Construction Co., Inc. under a design-build
approach, which is further explained in the “Design Build Approach” section of this
report.

During the weeks of February 24 and June 16, 2003, KPMG reviewed project records
from the following firms involved in the project’s development and execution:

Design-Build Contractor: S.J. Amoroso Construction Co., Inc. (SJA)
Architect/Engineer (A/E): Louis Liets Architects (original A/E)
Project Manager/Inspection (IOR): Tishman Construction Corporation
Campus: Facilities Planning Department (FPD)
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DESIGN COSTS

CPDC (Chancellor’s Office) had originally selected Louis Liets Architect to design
Welch Hall under a 1992 agreement. The project was put on hold and re-started under
campus management in March 1998 utilizing the original A/E firm. The original project
drawings had been approximately 90% completed through the working drawing phase
under the original A/E agreement. A re-start was necessary to update the plans to current
code. Unfortunately, at the time of the re-start, Louis Liets Architect had reduced staff
and downsized the firm’s practice. Even with the reduced practice size, the University
trusted that Louis Liets would be capable of completing the original contract.

Following is a complete analysis for the base contract and extra services authorized by
the Chancellor’s Office as well as payments authorized at the campus level:

Schematic Design $ 244,610.55 |$ 244,610.55 |$ -
Preliminary Design 180,239.35 180,239.35 -
Working Drawings 491,667.21 414,035.55 77,631.66
Bidding 51,754.44 51,754.44
Construction Administration 319,152.40 319,152.40
$1,287,423.95 |$ 838,885.45 |$448,538.50
Issued by CPDC
Extra Service No. 1 - Cable Design 6/29/94 32,000.00 32,000.00 -
Extra Service No. 2 - Misc. changes 22,890.29 22,890.29 -
Issued by Campus
Extra Service 3 - Campus final prep of wd's 111,500.00 111,500.00 -
Extra Service No 4 - Code changes. seismic, energy 300,000.00 300,000.00 -
Extra Service No. 5 Mech/Elec 12,540.00 12,540.00 -
Extra Service 6 - Project Estimate 28,000.00 25,179.50 2,820.50
$1,794,354.24 | $1,342,995.24 | $451,359.00
Expenses 14,781.30 14,781.30 -
$1,809,135.54 | $1,357,776.54 | $451,359.00

The A/E firm of Louis Liets Architect failed to meet deadlines in completing bid
documents which ultimately would have delayed the project construction start and further
impacted the overall project schedule and completion. Additionally the architect’s
construction estimate exceeded the project’s budget. After consulting with CPDC
(Chancellor’s Office) the University decided to terminate the original contract with a
remaining balance of $448,538.50 and to implement the Design-Build Approach whereby
a selected contractor would hire another architect under the construction agreement. This
provided the vehicle to begin construction in the most efficient manner when S. J.
Amoroso was selected under the design-build process.
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CPDC is currently issuing guidelines and procedures for campus contract managers to
follow when the Architect of Record fails to meet contractual performance standards.

Recommendation:

1. The University should have more diligently researched the capability of the
design firm before electing to utilize their services to complete the project.

Campus Response:

1. We concur. In the future, the university will be more diligent about the status
of the selected design firm and its capabilities to complete previously
commissioned projects if and when projects have been subjected to extensive
delays between design funding and construction funding. The campus has
modified procedures to identify extensive delays between design and
construction as a circumstance warranting additional diligence in evaluating
architects.
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DESIGN-BUILD PROCESS

CSUDH implemented a design-build method for construction. The traditional design-
bid-build approach for contracting would have delayed the project commencement and
completion. By bringing the Contractor into the process early, CSUDH was able to
guarantee the Contractor’s pricing rather than waiting until all construction documents
were ready for a typical “hard bid.”

A key factor greatly influencing recent growth in the design-build approach is the
increased desire of owners to expedite the delivery process and have a single point of
responsibility in charge of their projects. Under the design-build process, CSU contracts
directly with a single design-builder who has full responsibility for finalizing a design
that meets or exceeds CSU’s performance expectations as well as implementing that
design. The plans and specifications for this project had been previously plan-checked
and were at approximately 90% complete through the construction document phase. The
design-builder was also responsible for the selection of materials that met CSU's program
needs and for coordinating the activities required to produce the project within the
project’s budget.

Other factors influencing the desire for single point responsibility include forces such as
partnering, total quality management, team building, and alternative dispute resolution.
The design-build entity is responsible for the adequacy of design and any construction
defects. As a result, the owner avoids these types of claims, which are common with the
traditional delivery system.

In theory, Owners will realize cost benefits with design-build approaches by converting
the project coordination function from a cost management item controlled by the Owner
to a profit management incentive for the design-builder. The design-build approach
minimizes the obligation of the Owner to schedule and coordinate the overall project. To
fully realize the benefits of this approach, clear specifications of Owner performance
requirements and high quality inspection of work in progress are required.

An additional cost benefit of the design-build approach is limited error and omission
(E/O) change orders. In our analysis of prior projects reviewed we found average
percentage of change orders attributable to Errors/Omissions to be 4.3%. This project
incurred no E/O change orders. If the CSUDH project had incurred the average of 4.3%
for E/O changes, project costs would have increased by an additional $1,096,371.

Recommendation:

None
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REQUEST FOR DESIGN-BUILD PROPOSAL (RFP)

An RFP was prepared in accordance with policies in effect at the time of bid. Section 24
of the current CSU Design-Build Guidelines provides a sample point system for
evaluation purposes. The cost/unit quality formula determined the apparent finalist and
the second and third place awards.

The CSUDH evaluation committee was comprised of representatives of the University,
the Chancellor’s Office, the Executive Architect and other design/construction
professionals. The estimated project cost was $27,500,000. Three proposal responses
were evaluated based on criteria established in the RFP that awarded points for the
following seven categories:

Minimizing of quality reductions to design criteria, increasing
overall concept quality. 10 5 50

Minimizing of quality/reductions, of structural system, building
systems, materials, workmanship and products, as evident in the
specific specifications and design proposed. 10 5 50

Minimizing of reductions of overall design excellence, efficient site
utilization (both during and after construction), and conformance
with campus architectural character, landscaping and detailing. 10 4 40

Minimizing the reduction of specific major architectural elements
including, but not limited, skylights; site benches; patio at student
health center roof; emergency generator; uninterrupted power
supply; clean agent fire suppression system; landscaping; and

hardscaping. 10 4 40
Reductions or variation in building systems including, but not

limited to alternate exterior wall systems. 10 4 40
The consideration of operational and maintenance factors, and

energy efficiency. 10 3 30
Design, construction and completion time proposed. 10 2 20
Total Points 70 270

Total points were divided into the cost estimates presented by the bidders. The lowest
cost to quality point ratio was considered the low bid. We believe this approach to be a
reasonable practice for contractor selection.

Recommendation:

None
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CONSTRUCTION RFP PROCESS

The final project estimate was $27,500,000. Technical proposals and cost proposals were
originally due on May 24, 2000, and revised to June 19, 2000, in Addendum #1.

Prior to bid, three (3) Addendums were issued as follows:

Addendum #1:  Issued April 25, 2000 — Clarified DVBE goal as 3%, changed the RFP
schedule, and revised the bid date June 19, 2000.

Addendum #2:  Issued June 7, 2000 — Revised Supplementary General Conditions and
clarified specification sections.

Addendum #3:  Issued June 16, 2000 — Further clarified technical proposal
components.

The RFP for the technical specifications provided footprint options for the design-
builders to consider. The University listed the following three (3) options:

1. A single, multi-story building on the west wing site

2. Relocate east wing above ground to abut west side of west wing

3. Relocate east wing above ground to west side of west wing, maintaining
roadway between building wings

Additionally, the University included the following three (3) allowances that all
proposers included in their responses:

+ $65,000 allowance — repair of existing roads, a golf cart for the University
construction representatives and additional plan check fees, which may be
required.

+ $500 allowance per month for temporary utility services such as power and
water.

+ $300 allowance per month for use of 3 cell phones for the University.

The current SUAM (Section 9721.08) issued in June, 2003, identifies bid allowances “as
estimates for work that will be completed under the base construction contract” and
further identifies acceptable allowances to include: “keying, overtime for campus staff
working on utility connections, special utility permits or utility connection fees, and
special inspections.” The current SUAM more clearly defines bid allowances than the
SUAM in effect at the time the project was bid. It appears that the current SUAM would
typically exclude repairs of existing roads or consider them on an exception basis.

Recommendation:

None
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There were three (3) bidders listed on the point calculation worksheet, with S.J. Amoroso
Construction Co., Inc. (SJA) having the lowest Cost/Quality Point Average. The
University executed the construction agreement on July 13, 2000, with SJA in the amount
of $25,497,000.

Additional findings related to the project include:

S.J. Amoroso Construction Co., Inc. furnished an appropriate Payment and
Performance Bonds in the original contract amount as required.

S.J. Amoroso Construction Co., Inc. is a California Corporation.

The original construction period covered 790 calendar days (included 60 rain days
and 20 days for unforeseen conditions).

Liquidated damages were stated to be $2,000 per day.

Notice to Proceed was issued on August 8, with a start date of August 14, 2000.
Original completion was established as October 13, 2002.

Notice of Completion was recorded as November 1, 2002, 19 days after the original
completion date of October13, 2002.

Change Order 31 authorized the contractor to furnish and install rubber stair treads
and granted a 19-day project time extension.

Recommendation:

None
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CONTRACTOR COMPLIANCE - SUBCONTRACTING PRACTICES

A modified "List of Proposed Subcontractors" was submitted on January 2, 2001, that
identified five original subcontractors and applicable trade work that were included on
the original design-build team. S.J. Amoroso updated this list on May 8, 2001, and again
on November 6, 2001. We found this process in accordance with Article 32.05(b) of the
Design/Build General Conditions.

As part of the bid process review, S. J. Amoroso provided original bid files. In most
cases, and with all major trade work, the Contractor obtained multiple bids. The
following trade bids were examined in detail:

e Roofing: Five (5) bids were received in amounts ranging from $245,500 to
$345,700. Upon further scope clarification, a subcontract was issued to the low
bidder, Letner Roofing, in the amount of $199,700.

¢ Painting/Fireproofing: Four (4) bids were received in amounts ranging from
$180,486 to $230,418. A subcontract was issued to the low bidder, Lundeen in
the amount of $180,486.

e Flooring: Four (4) bids were received in amounts between $219,900 and
$250,000. A subcontract was issued to the low bidder, Arrow Flooring
Contractors, Inc., in the $219,900.

e Glass: Three (3) bids were received in amounts ranging from $515,110 to
$532,200. Woodbridge Glass, Inc. was deemed the second lowest bid and the
most responsive and was awarded a subcontract in the amount of $517,500.

Recommendation:

None
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CONSTRUCTION CHANGE ORDERS

There were 31 Change Orders totaling $2,346,674, or 9.2%, of the original contract
amount of $25,497,000. Change Order 31 provided a 19-day time extension and the
inclusion of additional work. Additionally, this change order represented the full and
final settlement of all issues on the CSUDH Welch Hall building project by SJA, SJA’s
subcontractors and suppliers.

There were no changes due to A/E errors and omissions, which as previously discussed is
one advantage of the design-build contracting approach. The following other significant
change orders were primarily funded with bid savings:

Change Order 1 Change doors and frames to solid core and welded frames -
$105,917
Change Order 7 Generator electrical/enclosure costs - $250,301

Change Order 8 Upgraded energy efficiencies - $190,768

Change Order 11 Replace “Walkerduct” w/access floor - $173,374

Change Order 12 Change door locks to electronic locks - $228,945

Change Order 13 Upgraded VAV (variable air volume) zones from 160 to
185 - $177,629

Change Order 20 Symposium seating and counters - $133,461

Change Order 25 Reconciled all allowances

As part of our review process, we sampled change orders and traced subcontractor
estimates to actual subcontractor change orders. SJA furnished all subcontractor files and
provided a “Subcontract Status Report” that reflected each subcontract and the change
orders issued against them. KPMG reviewed approximately 24 change orders totaling
$2,031,914, or 87% of the total changes. KPMG sampled SJA’s records and we were
able to trace all significant subcontractor quotes/backup to the applicable subcontract
change orders.

Labor Fringe & Burden
S. J. Amoroso furnished documentation to support their 53.50% burden rate. We found

their method for calculations industry-standard and reasonable. No adjustments were
warranted. Labor burden charged was as follows:
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Burden
Labor Burden & Fringe Analysis Charged
Payroll Taxes - FICA 7.65%
Payroll Taxes - FUTA 0.80%
Payroll Taxes - State Unemployment 5.40%
Worker's Comp & Liability 6.71%
Overhead (401(k) and bonus accrual for mgmt.) 3.10%|
Subtotal Total 23.66%
Union Costs 29.84%
Subtotal Total 53.50%

Change Order Report Analysis

The Campus provided a log categorizing change orders by source. The following table

summarizes this report:

ype of Change C.O. Totals % of CO % of Contract

4.1 Errors/Omissions from the Contract Documents 0.00% 0.00%
4.2 Unforeseeable job site conditions 65,588 2.79% 0.26%
4.3 Regulatory agency, bldg. code, safety, health 0.00% 0.00%
4.4 Originated by the University 2,281,086 97.21% 8.95%
4.5 Unavailability of specified materials 0.00%) 0.00%
Total Change Orders 2,346,674 100.00% 9.20%
Original Contract Amount 25,497,000
Total 27,843,674

Recommendation:

None
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PROJECT MANAGEMENT/INSPECTION SERVICES

CSUDH issued a Request for Proposal (RFP) to provide Project Management (PM) and
Inspector of Record (IOR) services. The RFP included project specific information as
well as a request for billing rates and staffing plans, which essentially served as a formal
Request for Proposals. Of the 12 potential firms on the initial mailing list, four proposals
were received. CSUDH ranked the four proposals and found that Tishman Construction
Corporation to be the most qualified firm to perform on-site PM and IOR services. The
University executed a service agreement in the amount of $650,000 on April 1, 1999.
This amount was later amended by an additional service authorization dated July 3, 2001,
in the amount of $140,000.

At the time of our review a total of $750,101.82 was paid against the $790,000
agreement, leaving a balance of $39, 898.18. The agreement remained open since
Tishman continued to provide management services for two other significant projects that
were constructed by other contractors and paid for outside the Welch Hall budget. The
campus viewed these projects as items to complete within scope of the original Welch
Hall project. However, the agreement was never amended to finalize the Welch Hall
management costs or to identify the other projects managed by Tishman. It would have
been better had the University amended the agreement to identify Tishman’s specific
project responsibilities. Excluding the value of the other two projects, the total PM/IOR
costs represents 2.69% of the total Welch Hall construction costs, which falls within
industry standards.

Recommendation:

2. In the future, the campus should issue addendums to service agreements to
extend construction management services, as appropriate, if “items to
complete” needs to be undertaken after the main scope of work is done.

Campus Response:

2. We concur. The campus has modified its procurement procedures to include
the issuance of addendums to service agreements to extend construction
management services, as appropriate, if “items to complete” need to be
undertaken after the main scope of work is done.
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LIQUIDATED DAMAGES

The Notice of Completion was executed on November 1, 2002, 19 days beyond the
original completion date of October 13, 2002. The University executed the final change
order, No. 31 in the amount of $11,501, which authorized the Contractor to furnish and
install rubber stair treads that extended the completion date by 19 days. Assessment of
liquidated damages where therefore not applicable.

Recommendation:

None
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MAJOR EQUIPMENT REVIEW

The initial review of Contract Documents and Specification was performed at the
University. KPMG was furnished a submittal log and we selected our sample from that
log. Submittal records were provided and reviewed at the campus.

Of the submittals reviewed, all were traced from Project Specifications to submittal data
and final acceptance. A project walk-through was conducted with campus
representatives in order to verify that specified and approved equipment had been
provided and installed by the Contractor.

The following equipment items and specific model data were approved and visually
confirmed as installed in the Welch Hall — Information Technology Building:

Div.# Brand Model # ‘ Description
15800 | Trane TSCA -80Ton Outdoor Air Handler 1 - Outdoors
15800 | Trane TSCA - 100 Ton Outdoor Air Handler 2 - Outdoors
15800 | Trane TSCA - 100 Ton Outdoor Air Handler 3 - Outdoors
15800 | Compu Aire | 2200 2 ea. Computer Rm. A/C/ Units
BMTU 000
15900 | Trane AAAS3441100000100 Programmable Control Module
16000 | Caterpillar 3412 DISTA, 1114 BHP Diesel Emergency Generator Set 250 kW
16000 | Caterpillar 3412 Generator Attenuated Enclosure
16000 IEM 061807-003 Type PIU Electrical Panelboard
16000 | IEM 053134-004 Type PIU Electrical Panelboard
Recommendation:
None
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PROJECT COST ACCOUNTING

KPMG conducted a review of the University’s cost accounting reporting system and
invoice processing practices. The CSUDH Contracts and Procurement, in conjunction
with the Accounting department, provided a number of spreadsheet reports that
adequately tracked project costs.

Recommendation:

None
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Office of the Vice President of Administration and Finance
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October 20, 2003 RECE
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0CT 24 2003

Mr. Larry Mandel
University Auditor e Cﬁhﬂ'@%ﬁg{?f““
Office of the Chancellor

The California State University

401 Golden Shore

Long Beach, CA 90802

Dear Mr. Mandel:

Attached is California State University, Dominguez Hills’ responses to
recommendations on the KPMG Audit Report on Construction Project Number 431P
Welch Hall - Information Technology Building. We have responded to and
addressed the two audit recommendations.

If you have any questions or would like additional information please contact me at
(310) 243-3750.

Sincel;cg,
~ ’y-'

Vice President
Administration and Finance

Enclosure

C: James E. Lyons, Sr., President
Lane Koluvek, Director Facilities Planning
J. Patrick Drohan, Assistant Vice Chancellor, Office of the Chancellor
Kathleen Hughes, Director, Business Process Management
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DESIGN COSTS
Recommendation:

1. The University should have more diligently researched the capability of
the design firm before electing to utilize their services to complete the
project.

Campus Response:
1 We concur. In the future, the university will be more diligent about the:

status of the selected design firm and its capabilities to complete
previously commissioned projects if and when projects have been
subjected to extensive delays between design funding and construction
funding. The campus has modified procedures to identify extensive
delays between design and construction as a circumstance warranting
additional diligence in evaluating architects.

PROJECT MANAGEMENT/INSPECTION SERVICES
Recommendation:

2. In the future, the campus should issue addendums to service agreements to
extend construction management services, as appropriate, if “items to
complete” needs to be undertaken after the main scope of work is done.

Campus Response:

2. We concur. The campus has modified its procurement procedures to
include the issuance of addendums to service agreements to extend
construction management services, as appropriate, if “items to complete”
need to be undertaken after the main scope of work is done.
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CHICO
MEMORANDUM

DOMINGUEZ HILLS ‘
FRESNO TO: Mzr. Larry Mandel

University Auditor
FULLERTON

FROM:  Charles B. Recd ’? ﬂ/"j‘

HAYWARD Chancellor

HUMBOLDT SUBJECT: KPMG Draft Final Report on the Welch Hall — Information
ONG BEACH Technology Building (Project No. DH-431P), at California
’ State University, Dominguez Hills

LOS ANGELES

In response to your memorandum of November 11, 2003, I accept the response as
MARITIME ACADEMY submitted with the draft final report on the Welch Hall — Information T echnology
Building at California State University, Dominguez Hills.

MONTEREY BAY
CBR/ac
NORTHRIDGE
Enclosure
POMONA
cc: Dennis Hordyk, Assistant Vice Chancellor, Financial Services
SACRAMENTO James E. Lyons, President
SAN BERNARDING Elvyra San Juan, Assistant Vice Chancellor, CSU CPDC
Richard P. West, Executive Vice Chancellor and Chief Financial Officer
SAN DIEGO
SAN FRANCISCO
SAN JOSE
SAN LUIS OBISPO
SAN MARCOS
SONOMA
STANISLAUS

401 GOLDEN SHORE * LONG BeacH, CA 90802-4210 ¢ (562) 951-4700 * Fax (562) 951-4986 * creed@calstate.edu



