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- PROGRAM MANAGEMENT
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The District is |
responsible for

monitoring consultant
performance,

Contracted costs for
engineering. and
L management servu:es
- have increased
szgn_l_fic_an_ti_y

To a considerable extent, the guestion of how well the District has managed
the Water Pollution Abatement Program is a question of how well the District
has negotiated its contract’with, and monitored the performance of, the
Program Management Office. - The Program Management Office, under a
contractual arrangement which appears to be unique in the nation, is

' responszble for providing exténsive nanagement services (o the District.

Neverthelcss, it is the District which remains ultimately responsible to the

public for the cfficient implementation of the Pollution Abatement program

and the expenditure of public funds.- ‘Consequently, while the District has

"_chasen to’ contract for ‘the: ma;onty of the’ mamagemem services needed to
“accomplish the program; the District’s primary responsibility has been: 10

monitor. the pcrform&nce of the:Office to _ensure high managemem standards

o :and costweffecuve use of pubhc funds.”

; _'C‘rmcs ‘of the District have raised quesuons about the cost of the engineering
©.and. management servaces whlch the Program: Management Office provides,
pamguiarly SINCe S engmeanng costS: have mcreased -so have profits (o the

Office. We, therefore, examined: 1) engineering and management costs, or
non-constriiction costs, associated with' the Pollution Abatement program; and

"2y the Disirict’s efforts to ‘menitor the activities and performance of the
o f’r@gram Management Offlce :

" Program Management and Engineering Costs

There have been substantial: increases in program management and

_ engmeermg COsis assocmted with the Water. Pollution Abatement Program.
‘Since the program’ began, over 240 program management and engineering
‘contracts have been awarded and 695 ‘changes have beent made to the

S o 'acﬁs, 364 of whzch mchxded cest_ 'djustmenis EERSE -

There are 'twc.-:xa?ays th’e-mcreas'e-m engineering costs can be viewed: 1) as an

increase over the amounts ofiginally contracted, and 2) as a net change
-~ hetwesh estimates nidde in’ 1983 and the current estimates of the cost to

program completion. The increase in the contracted amount is 25 percent and

“can be attributed to several factors, mc!admg changes in program scope,
' pianned or phased extensions to contracts, and unplanned increases. Existing
idata do not contain sufficient ‘detail to definitively determine how much of the
- 'mcrease is duﬁ [0 each (}f Eheqe detOFS

The: second method’ ::}f viewing the ficrease in engineering costs is to consider
the et change from 1983 1o the current estimate, which is approximately
5 percent. However, viewing only the net change in engineering costs from
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project scage reductions, thereby understatmg the magmmde of cost increases
in other areas of the Pollution Abatement program,

in addman 10 $470.8 million in contracted engmecnng and management
services, the District-has mcarre{i substantial costs in its own operating budget
1o administer the program. For example district staff in several divisions
perform general program management dctivities as well as project-specific
T te{:imzcaf astmufzs En aciém(}m Ehe BI‘EB‘ICE receives gmnt rennburgemﬁm for

E . '. 1o spmd an add;imnai $’72 & mﬁhon by the endd (}f the program, for
:_-..__-_naﬁ-mnstmcnon wsis reiated 19, t__he Poiiutum Abazemem pmgram In

Determzmng the appropriateness . of: 'management Bﬂd engmeenng cests is

dlffieuii: because theré a.re 1o d{:ﬁmnvc indusiry standards t0 provide

thas fmdmg, ﬁze District did not make"a systemauc effort to Monitor
eﬁgmecrmg costs. "We bel;eve: the sttnct should have continuously updated
: :-...;the smdy 1o momtor costs The study ES now. out of date’ and, while ihe

S consuilmg e,ngmeers For exampie,
F cost detinas before'begmmﬁg egmmmﬁs, dxstnct staff typmlly do ot

H-C _ngram Managemem Qfﬁc& staff
-Fma‘iiy, the mest szgmfxcam negot 1g tool.of an owner is. com;:euuan '

= However, only. 5.4 percent of .the program: dcsxgn and construction sapervzsmn.. o

-work was: aw&rded t}n’ough compeuiwe pmcess that mvolved fums outside
- of the: Qfﬁce i . :
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The District paid the
Program Management
Office $413 million for

management and
engineering services.

Of $413 million paidto'
the lead consuliant and
sahconsuﬁants,

$61.2 mrllmn was

profit.

Consultant Profit

. Critics have also raised questions about the level of profit ¢amed by the

Program Management | (}fficé These questions have been prompied, in part,

- :because as the- Program. Managamcm Office recommended engineering cost
- INCFeAses,. mgmeermg profits also rose.

- .As af Deaembe: }§90 :he DzsmcL has paid the Program Management Office
5$413-mullion: for managemem and engmecrmg services associated with the

Pollution Abatement program. The Office’s lead consultant received about
onc-haif of this amount, or $200.2 million.

.Thc pwﬁt gmdelmes which the District follows are specified in the District’s
- administrative policies and arc based on several existing standards, including
-EPA and DNR. guzdclmes and. federal pmcuremeni regulauons The District

pays the lead engineering ;;Qnsuizani for afl work which the Program:

_.-Management Office. perfoms The level of profit is negotiated separately for
-each segment of consultant costs, and the District has-guidelines establishing
Haximum levcls For f:xampie, lhe proflt masinum is:

. 19 percem for_{_he ____lead con__s_u{[_am s d;rect iabor;

. El percem for ovefhead; and

4 percent tor other 'dzrect- cos{s

: The consirucuon mdustry negcazales separa[ely the maximum level of profit
- for:each segment; however,, interest has been expressed in determining overall
. profit. . When expenses. assocmed with these threc categories are combined,
.the lead.consultant’s Ec}tal COsts have heen $162.8 million. The total profit

paid for these costs was. $26 ml]hon reﬂecung an overall profit of 16 percent
of total cosis.

: 'En addmoza, E,he Iead c(msuitanz cams a 4 1o 6 percent fee for all work
performed by its subconsultants. _Th;s has amounted to $11.4 million.

Therefore, the District pazd the lead consuliant a profit of $37.4 million. In
addition, $23.8 million was passeﬁ mroaxgh the lead consultant to the
subconsultants. as the subconsuliants” profit.-Of the. total $413: million paid to

-Ehe ngram Manag ment Offic:c, $6I 2 million, was paid in profit.

: ’I‘he staff of the Iead consuiiant d(} not dispute the amount of profit paid to the

lead consultant. and subconsullants However, they believe that the
$23.8 million pmﬁt pa:d 10 thie- subconsuliams should be considered a cost of
the lead consultant and, therefore, only the $37.4 million profit should be

: recagmzed

. Fmaﬂy, 1!; shmzid be recggmzed lhat federal government regulations on how
profit.is. depicted differ from private sector practice, because certain CONEractor

costs, such as interest paid Qn borrowed capital and bad debts, are not
allowed. For these reasons, pmf;t fevel comparisons between public and

- private sector contracts are difficult. .
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S5 As with the overall level of non-construction costs, there are no definitive

There has been little. . ..

: 'i':_idepe‘mientﬁ%grsighi T
‘of éngineering services.

expertis

industry standards on the appropriate level of profit. Typically, level of profit

* and the manoer in

" the owner and i
" standards; DNR docs establish'a Haximum level of profit for grant purposes,

which it'is calculated are matters of negotiation between

nsulting firm. "While EPA and DNR do not set profit

and the profits paid to the Program Management Office have been below these

~ maximuny Jevels. Nevertheless, critics of the District contend that, while
" profiis have not exceeded maximum levels, the District has niot been vigorous
 cnough in its negoiia

fions, and some profits have been unnecessarily high.

Cost Control Mechanisms

" Some have suggesied that the Tevel of profit was the result of the District
negotiating an agreement withi' thie Tead consultant that offers little incentive 10
conirol costs. There are two problems with the agreement: 1) the lead

-~ consultant is responsible for both engincering services and program. .

' manageiment, thereby rémoving independent oversight of cngineering services;
" and 2) the lead consultant earns a profit on all management and engineering

. coniracts; even those which. are subcontracted to-other firms, créatinga - .

" potential disincentivé 1o controf the costs of other firms. SRR

staff indicate that at the onset of the Pollution Abatement program, the

‘had only 12 engineers and; therefore, lacked the resources and
e 10 provide ‘(e broad range of engineering and mariagement services

" which program implementation required.: By comparison, the Chicago Water

Reclamation District, which' during this time was administering several deep

* " “tunne} sewerage projects; had approximately 500 engineers on staff.

e services for the ‘cost; and

_ officials selected the. second method, which had been recommended by a

‘Therefore, d_i:s_i_'r'i(:;t- officials considered a number of contracting methods i an
ine how best o accomplish. the program’s objectives within
which DNR and the District had agreed. These methods

competitive négotiation, by which the District would select

““at least solicit proposals from- different engineering firms for -

~engincering services at eachstep of a project (planning, -~

' “design, and consiruction), and management Services for the -
cnitire project, to ensure the District received the best possible

«  negotiation with a single firpr (o provide virtually all

' éngineering and management services for all phases of the
" project, from planning through construction and start up; 1
* ensure contimuity of services and timely completion of the

After several mion(hs of study and discussion with EPA and DNR, district

special task force of the Milwaukee County Executive in 1976, citing the
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unique circimstances of the program-in support of their decision. First,
“Because of liability problems the District had encountered on some previous
projecis, district officials believed it was important to contract with one
consuliant for all engineering services and, thercby, avoid potentially
‘time-consuming disputes regarding project Hability. Second, given the scope
and-overlapping phases of the program, district officials believed that
comtracting with a single firm to manage the program would best provide the
degree of organization necessary 1o complete the program within the program
time frame. Finally, they believed the continuity gained by having one firm
responsible for both management and: engincering would result in the best
quality work product.

—— o accomplish’ this contracting method, the District solicited proposals from

EPA and DNR engineering firms interested in providing both engineering and management
services. 'With EPA’s and DNR’s approval, the District selected the proposal
which offered 10 provide services in-an arrangement which became the
Program Managcmen{ Offu,e

approved the
contracting
arrangement.

"Many - séwerage dzstncts amumi the: coumry conducting large capital
improvement projects contract with consulting engineers for planning, design,
‘and construction nanagement services. However, we have not been able to
identify another large municipal sewerage project that has contracied with one
“engineering firm for the cxtensive range of services performed by the Program
Managemem Ofﬁce for Ehe stmct

L —— ermg ane f' irm io manage v:rtuaify all engmeermg aspects of a pm}e::t as
well as management services, may have provided the security, continuity, and
degree of organization-district officials desired. However, relying so

-extensively on & single firm raises important public policy questions and has

-gignificant management drawbacks.: For-example:

.. A single consultant
provides continuity but
limits competition.

« the sande firny is responsible for providing program
management and engmeermg services, thereby managing
ltself .

. the ﬁrm earns a profit on all services it provides or procures,
creatmg a dv;mcemzve: 1o conlrol C(}St‘i, and

Yo the k)ss of v:ﬂua}}y all compeunon results in the loss of the
- most effective ‘cost control mechanisin,

The District’s practice 1o award-essentially all engineering contracts to the
Program Management Office-was.not legally required by the original Master

“ Agreemment between the District and the lead consultant but was an
independent district decision. This decision, however, has not been entirely
without conitroversy. In-1982, the- Commission considered a resclution which
would have required district staff 1o-adopt a more compelitive procurement

‘ process, but the resolufion was strongly resisted by staff at the time and was

never adopted. Beginning in 1983, the District instituted a more competitive

R procurement process;-but only for a:limited number of design contracts. Even

for these contracts, the contractors became subcontractors for the Program

" Management Office and, therefore, the Office received a profit on these
contracts, limiting the cost-effectiveness of this process.
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‘Because the arrangement the District chose significantly Himited competition
wandindependent review: of decisions, we would have expected district staff 10
.. have monitored aggressively the: ‘Program. Mmagement Office 1o provide a
¢ 'measure of cost.control suffxcient to ensure funds were effactweiy spent. 'We
o found, hawevf:a that: whxle the Dismct has.taken some steps 10 monitor cosis,
SN Somie cases: these efforts have besn madequaie, undermining their
o ﬁffe{:zzveness ey o B o

B Mﬁmtormg

District off:c:ak% pamt w a number of mmauves they have taken to maintain
- contral overcost,s mck:dmg S o S —

. -retammg fmai appmvai auﬂiomy for all contracts and cqmﬁract -
e :mcs{hfmamm, o R

' recia;mmg fmm the-.ngram Managemcnt Ofﬁzze severaf

For examtple, tc; VIC day
- Management. (}fﬁce'wcrk effozt, the Dzsmct creawd several staff posmans
‘eatly in the program to accomphsh what some have ‘called a paralicl -
7 management structure; the district posmons miatched ugper&evel pasmons in
-+ the:Program M&nagemem Offic - As part of this effort, in the pregram 8
. pianmng and garly. design:stage; the. District asszg;;ed fzve pro;e:ct o
L _-admﬂnstrat{)rs {0 review the Werk of Program Managemem Ofﬁce pro_;ec{

e .Poﬁzztmn Abatemem pmgram mmd the i}ismu £ effort& needed 1mpmvemem
“Bétween 1979 and: 1983, when th 'ma;onty of pianmng and design work was o
performed audits and Teviews conducted by the U.S. Army Corps of -
s _Engmeers, EPA, and privaic acscaa_mmg firms: consxstenﬂy noted wea}messes
i distric m: 'h _ &nd ontrol o the ngram Managemem Uffme. For

managemem s0as 10 do mmg than momtor the }’rogram
i 3_Managemem 0ff H : - -

e the i):sir}cl acquire: a great knsw}edge of wha{ ai} Prcgram
i Managamem G}ffma persennei Are: cfamg, o :
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» the District establish miore formal procedures for evaluating™
the performance of the Office;

«  the District require a greater degree-of office accountability; '

and -
. “the District increase the number of project administraiors_.'_
supervising the Office and continue to do 5o if required to
“properly supervise the activities of the Office.

The District implemented; at feast partially, some of the recommendations.

"However in oiher cases, subscquem auézts had-similar findings.

As another ditempt 1o control costs; the Dzsma has drafted changes 10 the
Master Agreement, which describes Program Management Office
responsibilities as well as billing and payment requirements on all contracts
negotiated between (he lead engineering consultant and the District. The

proposed changes include:

« fenegotialing & lower féc ini the event costs are lower than
© expected due o a change in‘project scope;

« * introducing 4 grant indemnification clause that allows the
" District the opportunity {0 recover costs in the event the.

= - Program Managemem Ofﬁce does ot fo]low grant o0
gmdehnes, CHnedE

= formalizing the cree;izt recewed by the District for some of the
overhead costs charged by the Iead engineering consultant
~and subconsuftants;

« standardizing the cost and pricing principles to be consistent
: wuh federai reguiatzon“

. clar;fymg Lhe habzhiy of the Program Management Office for

-CONSITUCHON supervas;on as well as the requarcd professional
habﬁny msurance"ami il

. updaung all program reqturements 10 be consxstsm wﬁh new
EPA guidelines.

It appears, however, that other initiatives have not been used to their fullest

“extent or have not been effective in controlling costs. For example, although
“the District approves all funds spcnt ‘this*approval does not always rest on
“ thorough and complete monitoring and oversight practices. We found that as
“of ‘December 1990, the District had a backlog of 159 management and
“engineéring coniracts, representing $336 million, which had not received a
“cosy/price teview. EPA: requ:res rev;ews for agreements which are negonated
‘rather than’ competitively bid.” E
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Costs increased

12.7 percent for
confracts which were
reviewed and

40.7 percent for those
which were mot
reviewed.

-~ 'We also-found that final contract amounts for management and engineering
. were 407 percent greater than. original contract amounts. For locally funded

.. increase ﬁ}r those I:hai did receive a cosyprice review.

B -It is noi: kﬁown whai lhe IeveE {)f unailawabie costs would have been in the

management and engineering. costs by compieung the reviews promptly 10

.o regulations:’, We: believe furzher diligence in reviewing costs could resull in
+ --additional cost efficiencies. . -

.Whﬁe the Dismct has taken steps ever the course of the Polfanon Abatement _
program: {0 exercise sore. mdnagemem oversight, it appears that the degree of

-_-umzsual ir:public works projects nationally. A number of external audits

“our evalaatton, we nﬂted several arcas where increased district control would
abrhiy to coniml eests P‘or example, the. District couid have:

. 'changed lhe coniract type w prowde an incentive 1o control
. -': reqwred addmanal mdependen{ review of gngingerng des;gn,

N ;-"'Jperfmmad forma! evalaauons . of the }ead consuftant §

Contract Type

o ;’I‘we typzcai_._ ypes c}f contr&cts for engmeenng services are: 1} Iump~
. contracts, which: set. the fofal price 10 be- paid without regard to the cos&s
... dctually. incurred: by: thie firm; and 2) cost-plus-fi ixed-fee contracts, which pay
. the cost actually: incurred pius._'
i 3'pr1man}y by federal agencies,. especially since 1984, is cost-plus-award-fee
¢ o CONFACES, which pay the cost actually: incurred plus an amount based on the
: -mummpahty 8 evalnatmn of the comrceumr s performance.

contracts-which recewed review were 12.7 percent greater than original
contract amounts, while the final costs of coniracts which received no review

management and enginecring coniracis, the increase in those not reviewed has
been 102 percent over original contract amounts, compared 1o a 3 percent

man&gemem and engineering contracts which did not receive cost/price
reviews; however, we believe the District. could have improved oversight of

determine whether costs. were reasonable and allowed by federal and state

Dlstrxct Qvermght

independence and control granted to the Program Management Office is

onducied durang th 'pasg_ d_ecade have recommended that the: Dlsmct Aincrease....
oversight of the Program Management Office. During

have alowed greaier oversight and, conce;vably, zmproved the _Disirzct 8

cnsts,
calied vaEue engmeermg, by onzsuie fms* and

“performance’ and cviluated subconsuliant perfonnance rather’
- _' than re]ymg on. evaluamns pe;rfonned by the lea& cozzsultant

y specific profit. A third contract type, used -
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The current contracting
method doés not-
contain cost control
incentives,

A municipality’s goal in selecting the contract type is (o ensure incentives for
consultants to perform quality work and control costs. The appropriate

.contract type depends on the risks and level of unceriainty associated with a

project. A lump-sum contract provides the most incentive 1o control costs
since the contracior assumes full responsibility for all costs above the agreed
upon limit. However, the consultant also bas an incentive o negotiate the

- .. lump sum as high as pmszble Lump-sum coniracls are mosl appropriate

when - sisks are _mzn;mai and the.scope of the project can be clearly defined.

- Projects with increased, risks. or of uncertain scope require cither a cost-plus-
. fixed-fee or a cost- pfus-a.warﬁ fee coniract to cnsure contractors recover their

project costs. However, a fixed-fee contract offers only minimum incentive
for the firm to.control costs because the profit is guaranieed, and the
mumcspahly assumes the risk for cost increases.

On the other hand an award i‘ee conLract guaraniees the contractor a minimum

profit-lovel; additional profxt is then awarded based on performance. Although

. the District has gmdeimes for, nagouatmg award-fee contracts which include

Incentive contracts are
widely used by EPA - =

" and the U.S.Army .

Corps of Enigineers on -
complex projects.

. detailed evaluation criferia, such as.timeliness, quality, initiative, and

effecuveness of cost controi the Dlstrzct has never used such a performance-
based contracting method.

. Unul 1983, the lead consaltant. completed all work for the District on a

fixed-fee; basw ’I‘herefme the level of profit did not provide

3;_::00__ uitants'wnth an mcemwe 10 control costs.  In 1983, in response (O an
_audzz recommendatzon _the District, began using lump-sum contracts for progect

design. work, which provided. some measure of cost control. However, to

--better ensure quahiy work af a reasonable price, we believe the District could

have adopied an award-fee contracting method on the remaining fixed-fee
program management and engineering contracis,

Award-fee contracts have been used in federal contracting for more than
20.years and.are widely used by many federal agencies, including EPA, the

.. US. Army. Corps of Engineers, and the National Acronautics and Space
= Admlmstrauon For example, | EPA contracts with the lead conisultant for both
_:managemem amf engineering services; in.an arrangement similar fo the

Program Management Ofﬁce, f()r Superfund activities, a federal 1oxic waste
cleanup program. - EPA requires a consuliant 16 complete work on an .-
award-fee basis; the lead consultani-receives the costs it incurs plus.a.
percentage of costs. whmh refiects EPA’s evaluat:on of the consultant s

perfmmance on. a project.,

Almough comracts based cm award fees pmvnde incentives 10 controi Costs,
..-they reqmre mummpalmes 0. conduct a.careful and thorough administrative
. review.to document and evaluate Ehe wn.suizam s performance. Because most
.mumczpahues soiaclt proposais from several firms at each step of the project

10 ensure competitive cost, and qaahiy waork, some municipalities believe
award-fec contracts ara unnecessary and not worth the additional
administration they require.
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o However;. tﬁe reiatmnsinp bef;waen the firms which comprise the Program’
" ‘Management Office is noncompetitive aid, therefore, a-contracting method-

o ‘which’ m_ch:des incéntives' (o control costs could have provided several:... ..
beﬁeﬁt;s- wn}mut Eﬁmtmg ihe quaiziy of centracmr performance, including:.

e _awardmg pr0ﬁ£ basad on perfmmance and, therefore,
- -"”_pmv;dmg a stronger incentive for consultaﬁts o meet of
- petter budgets and schedules; ‘and ™

e 'savmg negetzauﬂg time wher' there aré changes 1o the initial
~“contract since the District would cviluate all cost increases at
“the'end of the paymem cy;:?e awardmg a fee based on the

S reasaﬁabieness c:f cost increases. w

In addition, an award fee contract couki have given the District greater
o Eeverage HY R gottatmg p&ymem provzsums ‘Under the current fixed-fee
'contracnng method; the District has been unsuccessfui m changmg several
~provisions that have had sngmﬁcan ¢ implications. ‘For instance, the
“District has tried to negoﬁate lower consultant overhead costs, Tower profit
- :-percentages red_ u 0 uEt&ms, and reduced expenses, but wﬂh
 limited success: SRR i

“does; Lhe ‘District may want-to’ expiam _ﬁle'opmm of an award
allow ‘to"determ é'i!evais of profit based, in part, on how well. the
i '_%consultam ct}mm} cosis ami the use. of subconsultams

Fagmeermg Besngn Revxew :_

CUAS Anothie F eans 'of ensurmg fumis were spent: effectwely and costs rmnamed

‘More: €alue-é§g"iﬁéerihg"; 7 ireatment projects, “EPA swdles zndic_azed that mummpaht;es could expect 10

“could have saved an save at feast 5 perg,cm, “anid’ as 'much as 10 percent of the construction cost of
. additional $50 to. ... waste water: Lreatment prq;ects as a result of value engineering. Therefsre
o '.;:$125 mﬁmm. S . ' o pntracts awarded as. af

o '_'_:'savmgs' & it
o 'va%ue n_gme:e mgl progra resalted in 25 2 mﬁlmn savmg& substannaﬁy Jess

EPA reguiatmns reqmre vaiue engzneermg on mnst EPA‘funcied pro;ec{s with
gstimated construction costs-of $10 million or greater, excludmg nterceptor

- and collector Sysa:ems The EPA regulauans also recommend, but donot
mandate, value engmeermg on aii prc)jects and also suggest that value

:fee cemtract o
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The District
implemented the "
required level of value
engineering, not EPA’s’
recommended level.

engineering be performed at two stages, when 15 percent of design work has

been completed and again-at 50 percent completion. In its initial proposal to
the: District, the lead consultant stated its intention to perform value
engineering on all design prcgects and at.two stages of completion. However,
we found: -

-+ 36 percent of-the: prograv’s. lotal construction cost received

- no value engineering and enly 21 percent received value
engmeenng review at (wo stages;

- at Eeas{ one: of Lhe pmjects was not reviewed until it was
90 percent complete, 1o late for a-value enginecring review
o resuﬁ in cost demgs

IR EPA smdics comparing value snﬂmecrmg on district projects

- with other-projects - in the. Midwest show lower than average
: savmgs for dlsmcl pro;aczs

A 1981 audzt recnmmended Lhat the Dzsmct require more value engineering
o design projects;:the; District agreed and several more value engineering
studies were: performed:. However, in 1986, DNR noted in a letter to the
District that cost savings on recent studies were very small and encouraged the

- District to:perform value engmeermg az iwc) siages of desxgn compleuon as
__Sugges&ed by EP‘A o . e :

‘Bxsmct and ofﬁce staff note tha{ EPA va]ue engmeermg requ:remems were |
Jmet and that some non-EPA: funded projects were also reviewed. In add;tzon,

they: argue that Program-Management Office and district design plan review _
resulted in-cost savings: before-value-engineering was done. However, EPA

-value engineering manuals stress that-design review has a different focus than

value engineering-and is not a substitute. -

District staff add that-many of the. projects, particularly on Jones Island, were
rehabahiauon projects, with-little’ potential for costs savings through value

: engmeermg -District: staff believe that: lhe costs of additionat staff and

administration: required to. perform. value engmeermg on a]i demgn projects at
WO stages may 1ot have resuhed in: c)veraﬁ savings.

However; for the vaiuc engineering that was pcrfonned; the Program
Management Office estimates $43 was saved for every dollar spent. Given
the relatively low cost of value engineering, the Disirict could have made

+ better use:of value enginecring as a cost:control measure by requiring value

a8 -.engmeermg on all pro;eczs and atqan early and mid-stage of completion.

The District 'has done

little formal evaluation
of the lead consultant’s
performance.

- Evaluations. .

‘While it.appears the: District has made-limited efforts to monitor the program

management arrangemént, we believe the District could have conducied more
formal evaluations of the lead engineering consultant’s performance,
incorporaljng performance measures and criterid The Disuiu had been

performance audit of the Pollution Abatement program conducled by a
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' _-assess ﬂ:zaiabﬁzty 0 ecmpiete esign and construcuou work w;thm speczfze(i

consuitanz perf 'nnance and to.
. program activilic:
© - contracting arrange

Master Agreement

-+ anagement consultant in 11983 Whilethe District agreed with the
i recommendations iy its response to the audit, it does not appear that any
“specific meﬁmési{}gy was implemerited 10-conduct systematic, formal

performance reviews:  Instead, district staff state they evaluate Program
Management Office performance ccmtma@usiy

T stmc:f, points out that, -during the annual negotiations. for. the program
S managemem contract; district: staff review the previous year's perf@nnance and

staffing levels: when de{emnmng ihe contract amounts, However, this review
is oot conducted using formal criteria for assessing perfcrmance, and the final
contract:is the result of discussions and negotiations ab{}ll{ the resources

+ negded for: fumre perfonnaﬁce, m}t At assessment of past performa::ce

Cmer;a Lould have bcen csmbhshed w assist the District and the Commission

it ass‘essmg the lead engmeemg consultant’s performance in project planning,
-techmcal competence, mnovai;cm scheduling, controlling costs, reporting,
resource: utitization, and effort.
- about the nme&ness of cempi
:¢ould have been established o dssess the overall timeliness of the compieuon '
v of ;demgn__ nd CORStruction: WOI’k for exampie, 80 percent. of alf design
' ---"prcuects cempieteci within deadlme, or 80 percent-of- construcmon comracf;s

“For example; the District is very concerned
] g..the Polhution Abaternent prograim; Criteria-

c&mpfeted ‘on schedule. Similarly, ‘eriteria could have been éstablished o

= .-._}Tn addmon to the failure to evaluate the lead consultant’s “performanc
“ appears that the District did not conduct its own formal evaluations Qf _
o subccmsu}tam perfonnance Anstead, tha stmcz relied on Jusuf tions: from
“ - thie Progrant Managemeni Office for: cantmumg specaﬁc subcor uitan[& s
District staff state the lead coﬂsnitemt IS respans:bie for evaiaatmg the

perfoﬁﬁame of subwnsaitams

E Aithoazgh the Paﬁutmn Aba{ement pmgram is neanng compieuon, we believe

it woiild be pradem for the District to:devélop criteria with: whlch 0 eva}uaie _
fhese: evaluations for remammg RET
eful for fua;re L

: 'stabiisiurzg cmeﬁa now: wouEd aiso be s

SR AR the pmgram ap ) Gaches campteum, opportumues to contml costs

Ve -_dlm;mh Tiis toorlate 1o-contiol cosis mmugh value: engmeemg, for:
'examp}e becanse most-design work has been compieted However, district -
staff have identified several provzsmns of the carrent Master Agreement whxch

may ‘iea(i to fumre cost savmgs and grea{e: dtStI’iCE overslght

“The' B;stru:t s iegai Staff has begun reérafnng the wrrem Master Agxeemem
i Iarge partio’ reflect the changing natare of the: n,latsonsth between the
s Progmm Management foxce zmd ihe: I)zsmct In amu;:ipamn af tha eventual
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closing of the Program Management Office by the end of 1996, and the

District assuming total responsibility for the facilities built in the Pollution
Abatement program, district staff have considered the following major changes
to the Master Agreement:

clarify the role of the Program Management Office and the
District as the Office continues to phase out and the Pollution
Abatement program nears completion;

strengthen the provisions speci{ying the liability of the lead
engineering consultant after 1996, when the Pollution
Abatement program is scheduled to be completed;

strengthen payment and schedule provisions;

broaden the gran! indemnification clause; and

update the agreement to reflect current EPA regulations.

The District‘has not yet begun negotiations with the Program Management
Office regarding these changes. However, given the opportunity 1o control
costs which these changes may represent, we suggest the District begin
negotiations with the Program Management Office as soon as possible.

Sk
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ADDITIONAL MANAGEMENT CONCERNS

iaome comu!t:mt wark
pmd:zcts were not
useful and eunsuitant
._perfﬁrmance was m}t
_'rev:ewed '

Oversight can be accomplished most effectively when entities have in place
pohmes which ensure adequate review and controls. During our review of

district mianagement of the Water Pollution Abaterment Program, however, a
““number of issties were brought to ouf attention which raised concemns about

“management policies governing district financial activities. While we did not
" attempt to“assess district management-of all day-to-day responsibilities in

operating the sewage treatment syslem, we did review certain aspects of
purchasing, budgeting; and financial management, a8 'well s the District’s use

“of managément consuhams We faund that 1mprovements can be made in
'scvcral areas - & R

~ 2 Ineffective Use-of Consultant Contracts

In- addition 16 relying: heavily on engineering consultants 10 manage the

__Pol!unon*AbaEement pfogram__ inrecent years the District has-entered into an.,
mcreasmg'mxmber of consultant contracts for activities ouzszde of the Poliu&on
“Abatement: programy “For exampEe in1990, the Commission approved a

request from- district-staff for a $1 mzngon fund to allow the District ©
contract with'outsidé consultants for-risk and claims management work and to
perform contractor evaluations and othier-tasks. While $1 muillion for
consultants 1s not excessive in light of the District’s overall budget, and the
consuliants were paid for entirely with local funds, we noted the fund was

" used for sevéril contracts for work not originally specified.

Our review of ‘some of the consultants” work raises a mithber of district -

~ management questtons “First, at the:time of our review, it did.not appear that
“the’ District had an effective: meﬁhamsm for moniforing or assessing the. quahty

-of all consultarit work products 1o determine whether the District should

: "conimue businéss with'a parncuiar fm:n The majority cf contracts, from thxs

< fund-were given to-one firm. It does not appear that all.of the work products
“provided significant new: wnfermation, useful analysis, or recommendations for
improvement which were’ adopted by the District or the Program Management
Offzce

i and of ftscff ‘the faﬂure o receive vaiuabte information from any single

contracted study mdy not be unusual, In'this case, however, a large number
of ‘studies; ten’of which we reviewed; were contracted to the same firm and

“subcontractor; ‘despite the failure of: the:carly studies to provide usefnl
Vinformation. It i§ not clear why the same consultani was contitued, without
“bidding; on additional projects, rather than soliciting proposals from other

consultants through a request for proposal process.
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: Fa:iare tﬁ Bﬂcument mecompetmve Negotxanons e

Good busmess pracuce dxctams t:hat umtrac&s for services be compeuuveiy

bid, through sealed bids, requests for proposals, or other mechanisms,

whenever possible. When compeutzve procedures are not followed, the

reasons for those decisions need to be documented in order to ensure
aecountability and allow for management oversight.

... During our review of the pmememem of :18 professional services contracts the
- Digtriet:iet; durmg 1989, and 1990, pr:mmiy from the special $1 million fund
o previeusly soted, we. cmﬂd not ﬁnd documentation which would demonstraie
.. that the-18 contracts were pubhciy advemsed Nor could we find
= éocumemamm 10 suggest that, in Ehese cases, sole source contracting was
- :appmgrtalc or in the best inferests of t,hc Dristrict.

e DlSEﬂC[ smff have suggestcd zhaz, m me eaﬂy 1980s, a request for proposal
Was pubhcly issued for claims mamgcment work and that the contracts from
the $1 million fund can be cons;dered to have been Tet under tlus ongznai

_'_request ‘We beheve howcver ‘the. work on ~many of these contracts did not

“relate {0, ciarms management and, merefora, _carmat be cons;dered to-fall under

the pmvxswns e)f the original’ request : : :

The rationale for™ =
issuing some contracts .
nencompetitively is not
'avai!abla.

-.._'-stmci staff have m{ixcated they. believe., {he actions followed were aliowed by

i gency }f the_ .Cemnnssmn i .:metest o in ensurmg 'compeunve pmcufemeﬁt
o pragtices, the Cﬁ)mxssmn could: msmuie competitive bidding requirements
- Lostmilar o thase fc)tmd HY st&ie pmcuremem gnuiehnes for professional services

o Apparent Serxai Pui'chasing

3 1% reianveiy cemmon mremght pI‘RCEICB Iar a govermng beard is 1o Hmit siaff
' liture, OF ¢ i "io a5 et amgum-_for any smgle ﬂem 01:

' :._....magor expendxmras; A ezhud which is is sed o mapproprxately by ss suc;h
_';;;E}oa'rd oversight is for staff to serial purchase .or :ssue a series of contracts just

._at OF heiow tke hmxted amount m ﬁhe same ﬁrm

- 'AL the tlme ef our revxew Lhe Comm:ssmn had Iumted the- Execuuve
--::-._-.Ihrecmr 5 mdcpendem -'purchasmg authority:. for- profassmnai service coniracts
00, - iew; we noted five contracts at.amounis at or just
3:-.-beiow thzs .Inmt, whlch were let with o compenﬁon or advertising; 1o the
+-/saine cont aactor withinia four-month-period.  We believe the Cominission
needs 10 mamtam pohcws prohibiting serial purchasmg, ‘which unde:rmmes
g _necessary_co iission oversight;: and e:stabhsh an internal moniloring
o procedure {0 prezvsm such practices: - . Such mem{ormg could be prov;ded by
the District’s: internal auditor, Since these issues. arose, district staff proposed,
_ and the Commzssxon appmved p@hcres t(} address these concems

~we believe: {hat becau&a__of the mgmﬁcam potennai_. .
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L]
Limits are necessary.

for staff contracting
.authority.

Qt’tésﬁbnaﬁle_ Purchasing Practices

In our review, we noted additional questionable purchasing practices which
are prohibited under state purchasing guidelines for state agencies. However,

" while the D;s{:r;r:,t is reqmred to follow state agency purchasing guidelines
when” using state grant funds, it is not'subject to these guidelines when using
local funds. We believe that the state guidelines provide greater

o ac_:_cga_n_{abx_hﬁy, regardless of the source of funds.

For example; we could not find documentation that commission approval was
obtained in the letting of two $50,000 public relations contracts by the
Execuuve Dlrector En response (o quesuons raascd by dzqmct accountmg staff

' Dzsmct 8 Le:gai Services department 1ssued an opinion siafing that, as long as

sérvices that do not require competitive bidding are provided for in.the
operating budget, the Executive D:rector § authority to let such contracts is

” "oniy iifmtcd by the operatmg budget

I the 'Legal Services opifiion’is accepted; it would suggest that the Executive

Director’s authority. to independently. let noncompetitive contracts is limited

' :'oniy by the annual oyeratmg ‘budget.” Such a position raises the question of

why the Corimission would choose o limit the Executive Director’s authority

'to mdependenzly contract’ from the- capna} budget to $25,000 but not the
T operaimg budget.: Funher it’ razses ihe _question of why the Commission .
" would liinit the staff ’s authori ]

/ {0 procure competitively bid contracts but not
limz{ authonzy &o procure noncompeuuveiy bid contracts.

We believe good management practices require that limits be placed by a
governing board on the independent contracting authority of staff. If there
exists ambiguity in the District’s current policy, we believe that staff need to
prepare for the Commission’s consideration draft policies which establish
mdependent cen{ractmg Timits on district staff for both the capital and

) operazmg bu(igets and fcr both competmvely and noncompetitively bid
_ _cemracts ; : .

We note thaﬁ LegaI Semces staff submuted a proposal to the Comumission in
June 1990 which would lmit the Executive Director’s authority in approving

'_ : prcfessmsnai servrccs CONracts o’ 510 000 and would require the Executive -

i)irecior {0 report 1o thé Cemmisszan whenever a contractor received more

* than ong mntract The proposaE was approved by the full Commission in
o Ianuary 1991 Lo

'Cb’zz’f-r':a'ctfﬁg‘ Wiiﬁd&zt Sufficient Funds

Based on our review of contracts, it appears that commission and

) '_&dm;mstrauve pohczes on badgetmg and zransfemng of funds have not aiways

“been followed. Diswict administrative policies state that staff. must-identify
the need foran expend:mre and confitm that budgeted funds are available .

: 'przor {0 contracts being signed.” However, we found eight: instances; five from

the cap;taf budget and three front the operating budget, in which the Executive

- lerector s office eritered into contracts  without identifving whether budgeted

funds were available. “Furiher, we foind seven contracts which were signed




Funds were shiftedto
cover contract costs.

_before. funds had been budgeted, and one contract which was substantially
complete but had not yet had budgeted funds identified at the time of our

TEVIEW. .o

* Comimission. policy states that budget overruns in one cost center may not be
offset with underruns in other cost centers without commission approval. In

two cases, we. found contracts that were committed by the Executive

 Director’s cost-enter.without identifying whether funds were available within

' the operating budget. When staff determined funds were not available in the
_Exccutive Director’s operating budget, the invoices were charged 1o the Legal

. Services cost center. .. -

'We also rioted that three of the five contracts charged to the capital budget
 required. funds to be iransferred between budget line items within major
 projects due.to a shortage of funds in those project budgets. We could find

. no documentation. that any of these transfers were presented to the

Commission for approval. This action appears to violate commission policy
on transfer of funds, which states. transfers between capital budget line items

. within & major project require commission approval.

" fn addition to comission and administrative policies, prudent management

| The Distict engaged a cons
., including writing job description

One consultant did not-

~'way paid more than the -
“contracted amount, -

. original contract amount.:

. negotiations conducted between the District and the contractor, the District

. practices Tequire that staff budget for expenditures whenever possible.
- Without thig. planninig and control ‘mechanism, the District cannot ensure the

t allocation of public fu lieve.the Commission needs 10
appropriate policies 1o allow confracti '

“establish: such limits, but the Commission has riot et approved the policies.

: FaziureteFollowC(}mract Terms =~ gt ¥

.. During our review of several professzonai services contracts ‘managed by the
. District, we:identified one contract which appears o have been terminated by

the District in a-fashion not provided for in the contract.. In fact, in spite of

nonperformarice by the contractor, the Disirict paid an amount greater than the

ultant (}r-ﬁiﬁ“sié?,ﬁﬁfﬁ;t_é provxde&mngeﬂfsemces, s
is, conducting recruitment and interviewing -

- activities, and identifying Qﬁ_@i@aiiﬁed-céﬁﬁi’d&tﬁs; for 20 district positions. The

contractor provided a staff person who worked at disirict offices 10, perform
these tasks. Paymerit arrangements described i the contract were based upon
a fee of $700 per position, with $7,000 (350 per. position) to be paidin -

. advance and the remaining 3’2‘_,0&0(}-10' be paid upon completion of the .

assignment.. -

o il pymntof $7.000 was e 10 the i Februsry 1990, Bsod
. . upon our discussiens with district staff and review of contract documents, it

complete the work but ~ 4ppears that the contracior compleie

s that the contractor completed work on only 2 of the 20 positions.
Due to the failure of the contractor to complete the: required work, staff in the

. District’s personnel department took action (6 terminate the contract.
‘However, the contractor requested additional payment and, as a result of
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The District spent
$96,000 to study a
%$68,600 issue that had
been resolved,

made a final payment of $10,983 to the contractor. Therefore, the District
paid a total of $17,983 for uncompleted work on a contract which originally
called for only $14,000 for all work.

District staff argue that while there was no dispute that the work called for in
the contract was not completed, the higher payment was justified based on the
mumber of hours which the contractor worked. We question the propriety of
changing the contractually agreed upon basis of payment, particularly since
this resulted in payments greater than the total amount called for n the
comtract for less work than was contracted. Further, 1t did not provide an
opportunity for commission review and approval.

Unnecessary Use of Contracted Consultants

We also noted one instance in which the amount the District spent for
consultants could be considered excessive in relationship to the problem the
consyltants were hired to address. In one case, the District spent $96,000
contracling separately with an engineering consulting firm and two accounting
firms to study a series of inappropriate financial transactions on one Poliution
Abatement program construction contract which totaled $68,600. While the
$63,600 was spent on district projects, the payments were not made according
0 fcqmred procedurcs

Ttis net ciear that any oi mese three smdxes 1dennﬁed any mformaum whxch. :

was not already known 1o the District. The’ Pregram Management Office had
identified the inappropriate financial transactions during their routine review.
In response to the finding, the Program Management Office notified district
management, DNR, and EPA, terminated the resident engineer responsible for
the inappropriate transactions, and conducted an assessmemnt of whether such
activities could be occurring elsewhere in the project.

District staff have suggested the additional contracted studies were necessary
to independently determune the extent of the problem and determine whether
the Program Management Office had acted correctly, As noled, district
monitoring of the Office is important. However, such vigorous examination
of a modest issue that ‘had already been studied and resolved, while. other
major monitoring had not been condacted, SUgEests: confused priorities.

In sumamary, improvements to the District’s internal operatmg pohcles,
especially in the area of fiscal oversight and contract administration, are
necessary. Improvements in these arcas will, we believe, coniribute to more
effective oversight of the Pollution Abatement program and the Program
Management Office, in addluon to other consultants the District may engage
in the future.

ELE 2]
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APPENDIX

_Milwaukee Metropolitan Sewerage District
260 West Seeboth Street
P.O. Box 3048
Milwaukee, Wisconsin 53201-3049
(414) 272-5100

July 10, 1991

Mr. Dale Cattanach .
Legislative Audit Bureau
State of Wisconsin

131 West Wilson Street
Madison, Wisconsin 53703

Dear Mr. Cattanach:

Thank you for the time and effort your staff has commztted to its
evaluation of the Mllwaukee Metro;olltaq Sewerage District's lmplementatlon
ﬂf the Water Pollutlon Abatement P:ogram. o :

mhe Dlstrzc s prlmary objectlves in managlng the Water Pollutlon
Abatement Program (WPAP) were to. construct a waste water treatment system
which would protect -human: health ang: the env1ronment at the 1owest possmble L
cost to the taxpayer. . T a8

These Qb}ectlves are being. accompllshed w1th

1. A Program Management Offlce.{P&O) Lo’ coordlnate and manage all
urOjECtS, : o

2. A sturlct management structure which would’ provzée Dlstrict
oversight on a project-by- project and often pOSithﬂ by-position
. basis' to.allow close District oversight and review of the
“¢onsiderations leading .to. the consultant's recommendations on
claims, contract modlflcatlons,_p:OJect d851gns, anﬁ pr;cxng g
decmsions, : . L

3o The use’ of a consultant contract format whlch prov;ded A
~=  incentive for. the designer and pianner to finish the progect in
the least amount of time consistent with a quality wcrk product'

4, .  The use of a construction contract format which mznlmlzed
construction costs by prov1d1ng the bidder 'with an incentive: to
celiminate. ali.contlngency or rzsk elements from 1ts blé thereby
-;mlnlmlzlng District cost; - SR

5. Maxzmlzatlon of grant révenues *hrough Schedule control,
maintaining a sufficient number of completed project designs
‘ready-to. capture grants as they became available and the
acceptance 0f only federal grants at ‘the “75%"level rather than
state grants_at the 60% level when the projéct was elmglble for

_ federai grawts Wl;nlﬂ the allotte& tlme frame' :

Jones Island Wastewaler Treatment Plant g South Shore Wastewater Treatment Plant
700 East Jones Streel. Milwaukee 53207-1091 482-2040 8500 South 5th Ave.. Qak Creek 53154-3506 764-1045




 '$program,

6. A program to acce}erate tne fac;l;tzes plannlng, env onmer
impact statement process and advanced degzgns to ezl inat
inflationary Cost increases;. ... .. -

7. The development of a capital finarncing 9r5§§éé:toé

a. maximize the Distriect’'s initial credit rating and lower
interest rates in the market place; and

k. generate community acceptance and supporti of the: program
through level taxation rates thereby’ avoldlng contlﬂuous:a_
rate increases during the program. N

. The Leglslatlve Audit Bureau has zevzewed some. oF these maﬁagement
tecbﬂzques and the resalts they Droduced SRR SR cen

i We appr861ate the Leg*slatzve Audlt Bureaa 5 recommenéatlcﬁs for
_lmgrovements in the program. . GQur ‘comments whith £6llow address saveral o£
‘the recommendations;. all of them will be reviewed thoroughiy and » B
approprlate action taken. . Our response regardzng Sp&lelC 1ssnes raxsed 1n_ )
w-of .the. programn ﬁollowst' L : s

= “THE PROGRAM HARAGEHERT“APPRGBCH_W& SELECTED:AS:T -
MOST COosT. E?FECTIVE &EARS TO ACCOMPLISH THE MILWAUKEE PROJECT;

"Maxzmum control over . the cost, camplet1on tlme, and quality
of & construct;on program — this is. the reason for retaznlng
a program manager." Harold ‘b, ocanill, Il Dzrectox,.:'
MuniCIpal Constructlon Division, U.5. Environmental” .
- Protection.Agency, Ln:.a speech ro the ?ubllc Worxs Semznar,
ﬁrAnnuArbor,_Mlchlgan, May ll, 19?9 N :

,iegal requzrements~
er'Facxllty P}an fo

he Water Pallutlan_ﬁbatement ?rcgram. o

'jThe MMSD Cammlss1ons,.staff and the lewaukee Coant jEXéCUﬁive'Task'FdrCé
_f{form&d to .advige the MMSD Comm1551oner -rev1ewed the Program Mandgement.
concept and other alternatlves, 1nc1udlngg;n house staffing and management
of, the W?AP. ' S

5510n, drawzng an the experzence GE other major prajacts u31ng tbe
anagement appzoach and the recommendat;oﬁg ‘of ‘the County: g
‘Executive's Task ﬁorce,_&evelooed a uni program management: approach
which. fit Milwaukee's special ¢ircumstances. - The. near}y compléted WPAP 1is
viewed nationally: as;pne oL_?he ﬂost s&ccassfal larce pub11¢ works in
. recent hzstory._, - - L G Ha :

1 The general pr@gram management approach:used in Mll aﬂkee ignot unusual.
It is-the mode. of many public agencies in the UiS« when they undertake
large, complex, deadline- orlented cagltal 1mpr0vement programs._ These
inelude $1 billion plus- transit prowects in Waénington, Baltimore, San . g
Francisco, Atlanta, Mlami, and Los Angeles, as well as: very large sewerage, .




projects in St. Louis, San Francisco, Columbus {Ohiocj, San Antonio,
Sacramento, Seattle, and Los Angeles. ' R : _

The advantages of the PMO approach include gquick stafflng, acceéss to
specialists on short notice, maximum owner contrOA and 51ngle source
vechnical responsibility and. legal liability.

Thus, there are self-evident advantages to the ownér to place most, 1f not
all, direct management and coordination responsibility with the PMO instead
of many individual firms:  the owner has more control pover the project in
suych critical areas.as schﬂdule, cosn; design criteria, fac;llty
performance, and overall policy. The owner can exercise this control with
far fewer people than it would need under any other method, thus saving
taxpayers shert and long range costs.

_ THE DEEP TUNNEL STORAGE FACILITY REMAINS
/THE BEST, MOST COST-EFFECTIVE SQLUTION

The. Lab report. states that an alternatlve to the: pres&nt ﬁeep tunnel
storage. system was séeparation of storm sewers from sanitary sewérs and
treatment of the two.waste streams separatély. There was con31derable
controversy regarding this matter that focused on such ‘issues as
significant home owner and commercial disruption from torn up-‘streets and
yards if separation were to occur, the construction of deep tunnels . .
excluélng cpportunities for Tocal const:nctlon contractors Lo partzcipate&_'
in that work, and the. contention that the deep tunnel system was - - .
constructed only to solve the comblned sewer Drobl@m that ex1sted for the
most part in the City of Mllwau&ee :

-The contzoversy, whzch has been extensively reported in“the 10ca1 media,

however, is not founded on the real facts of the need ‘for  the deep tunnel
system. It was needed to solve, in the most cost-effective way, the
collection, storage, and transport of the flows from clear water: entry'to
the separated systems that exxsted throughout the entire Sewerage’
District's flows from all communities that, contribute flow to' the MMSD.
The real alternatives to. the. deep tunnel were ‘gither ‘gignificantly’
increasing the .treatment plant sizes or’ trylng to keep nearly aii clear
water from ever. entezzng the separa*ed system. Co -

The MMSD studled akternatlves exten51ve1y and found both to be much more

“costly, inefficient to operate, and totally disruptive to the community -

during construction. .. These non-cost-effective alternatives would never
have received EPA-and DNR. approval for any grant fung: partlczpatlon. The
added cost to the community, if it had undertaken one ‘of the ‘alternatives,
is conservatlvely estimated at over. $l blilion.

Thus " the MMSD selected the éeep tannel system as the most cost @ff@ct;ve
way to deal with the massive storm related flows from leaks in sewers-in
the separated sewer areas. It then became obvious that - when'not needed
for clear water from the separate sewer systems - it could receive the

flows from the combined sewer system, thus eliminating any need to separate _—
- the. comblned system. In the end, EPA funded the segments of the deep °

tunnel .receiving separated flows; DNR funded the ‘balance. ~Thé WPAP éld

_employ many local’ contractors, and mlnlmlzed surface dzsruptlonm




Tunwel beyend what it may- have

_ fpr0jects cutside of Mliwaukee'
“'‘Baged on. the. number. of feet xn”

Scme have suggested that difficulties with one segment of the  deep tunnel
system, the North Shore Tunnel, shoulid be construed as-a reason why:the.
other alternatives might have been a better approach Nothing could be
further.-from the. truth. The cost- effectlveness of the selected approach
even with changed condition costs is ‘beyond guestion., The increased cost
involved with solving the North Shore Tunnel problem ig estimated at $140
midilion, compared to. the one bzll;on delia: cost savzngs as agalpst the
;other bwo: alzernatzves :

TQE “CGST INCRE&SE" ON TBE NORTH SEGRE TUENEL
BEHOHSTRATE$ THE - “COST SAVIRGS“ OF THE RISK
" SEARING COETRACT PEILGSGPHY B

The MMSD realizes that there are, as stateé by ‘the nAB, stzll unanbwexed
gueéstions about Ehe COBIS. for.the North. Shore Tunnel differing site
L condition. Further. studles by 1mDart1al people WETe . sch&émled over a year
“to” be undertaken as soon as the pro*@c* is commlefe._ This differing site
_condltzan ‘may have cost the. MNSD some added funds. for the North Shore:
‘spent if the d;iflcgltles of boring: the

tunnel.had been kmoww by.the" chtxactor when it bid the-work,_ However,
most, if not all; of %be 5343 mllllon cost would have been. added by” the

' ad’ , ““:_change& condltlons" at the the of the

-ublé

_In_reallty,. : £ the Ncrth-Shore'
Tunnel’ dlfferlng s%te conélt*on is an exce_Xent mple of “the i i
effectiveness of the MMSD risk sharlng program. The extremely alfﬂlcult
“tunneling conditions encountered in this very lzmlt@é ‘area of the'entire =~
deep tunnel system. were not Qreéictabie. The MMSD's risk sharing. ‘program,. .
capplicable to.all contracts, tolé arl tannez contract bldders ‘that ‘the MMSD
would. pay, for such risk if the’ cenaltlons should ocecur.  Thus, contractors
could bid.without. 1nc}uding masszve risk contlngenCLes for Jjust  such: 5 _
_1nc1dents in.each. contract. To its credit, the LAB has. recognlzad the goaiz*
. of risk sﬁarlng i AbsenP ‘the %&SD*risk sha 'ng prog:am, sacn'blés, whlch '

CUMMSDL Cror ekamp}e,-
'f(lncladzng the Nortt

hoﬁtir k,sharlng $4, : i
the Mllwaukee progect thxs represents a $16

Hmllilan savxrgs._;'

- PRELIMIHARY JONES ISLRNﬁ BEHRTERING Aﬂb DREIHG F&CILITY
COST ESTIMATES,_NOT'CQSTS, HAVE IRCREASED FOR”$GQRD REASORS

. LAB states that the costs ﬁor the iaczllty 1ncreased f:om an estlmate of
$36.4.million to.a bid of $194. g million.. This: conclusion rests on the
_assumptlon ‘that: -the first. planning stage. est;mate for: thls project g
;cemparable Lo a. caatractcr* bid stlmate -vIt is not,;= L

_ cent technokoglcal aﬁvances would enable 1t

duce ‘the costfnf replac;ng the worn: out:

Mllorganlte plant Extensiv & 1ot .;1ndxcated ‘that: thls

‘new technology. would not produc 1t would have been

Cirresponsible tor build a Facxlzty without krAowing it would work:’ Thus, the

- older proven technology was the only cost- effectlve salutlon to the
.dlsposa} of sludge at Jones Island

'?ﬂTh_SMMSB 1nz£1allj hoped th_ﬂ
to use.modern technology toj

-y




The LAB has accu rately summarwzee the hlstory of these cost estimate
changes. which have. been reported extensively in local news media stories.
Far from raising questions, . .this history shows the PMO changing its
estimate as circumstances change, and shows the MMSD making policy
decisions to.continue the preducticn of yllcrgan te. to produce revenue for
the MMSD to save *andwwww,smece, and to aveld legal liability problems.
MMSD took all these actions in a timely, open, publlc manner, and even
reduced the scope of the proiect to save money.

The LAB sets forth a list of alternatives which the MMSD could have chosen
rather than accept the low bid. Each alternative was evaluated and
rejected for sound engineering. or economic reasons as having too high a
probability of costwng the taex payers more than the low bid.

: THE MASTER AGREEMENT AND ITS CQMPANION TASK ORDER
SYSTEM PROVXDED THE . MESD WITE COMPLETE PROJECT CONTRQL AND OVERVIEW

The master agreement and task order system must be vzewed toaether to |
understand the total project con»rol and.. mOnlterzng system avellable to the
MMSD. The master agreement spells out the basic business, financial, and
legal relationship between the MMSD and lead consultant. It does not
contain cost,_schedule, or scope of work for the Program. Those important
centrol provisions are'_mbealeé in.task or&ers._ A task order when signed
by the District and the{'onsultantf”ecemes a. contract foz ‘the work agreed
to in the task order. - Design assignments. that the lead consultant’’ .
subcontracts to design firms are, negotlateé with direct MMSD 1nvolvement.
No payment is made by MMSD on any. task order unless it is within the
approved budget. DNR reviews every grant related PMO task ordéer for grant
funding eligibility. This MMSD task order control of the Program is as.
stringent as will be found in any. well- -managed engineering program 1n the
J.5.

- MMSD. PROVIDED EXTENSIVE. MANAGEMENT AND.OVERSIGHT
GF_?MO PROJECTS_AND PERSONNEL 3

The LAB report’sta*es that the 6zstrlct could have éone more to monitor thee..ﬁ

lead consultant's. performance. to ensure that funds were. spent
effectlvely . We would have expectedfa review of the management of the
program to have prov1de6 at least some. dxscassgon of the: primary tool used
by -the MMSD to monztor and oversee coﬁsultaﬁt performance and cmsts.

The MMSD secognlzed at the onseﬁ of. the progzam that the consultant's
extensive respensxbllztxes for planning, deelgn,_constructlon management
-and program coordination requz;eﬁ a commensurate in-house Dzstrzct
management effort. - .

The Dlstrlct 1mpiemented an | exten51ve in- heuse management structure to
oversee each - pro;ect ass1gne§ to the PMO. Dependlng cn. the nature of the
.pr03ects, this in-— -house structure often mirrored the management Structure
of the PMO at .the upper levels of the: organazatlen The District has o
expended over .$36 million dollars on eteff overszght and management of the
PMO to date. . This is .the. equzvalent ‘of 7.6% of the coesuitant costs.
Between. 1685 and . 1990, for example, ‘the District spent approxlmately $5
million dollars per year on in- house dlrect 1ab0r amd overhead managlng Pﬁo




projects and personnel. This management overblght, not final contract
approval, or recialmzng some relatively minor management respcnszbllltles
from the PMG, such as records manauewewt; constitutes " the ¢core- af ihe
District's or 1ndeed any management ané OVE(SlGht effort '

THE MM$D CONTRACTING APPROACH WITH LEA& CONSULT&NT S ;T.
. STRICTLY COMPLIES WITH FEDEREL LAW ' : ST g

The MMSD must comply with appllcab}e federal”law contalﬂeé in the Coée of
Federal Regulatlons {CFR), Title 40 (Protectlon of Env;ronment) Cha§ter 1
{Environmental Protection Qgency) ‘Part - '
35 (State and Local Ass;stance) “Under 40 CFR 35.937- l,_?yae of” Contract,
certain contracting types are” prohzblteé and others zre allowed.  The two
types of contracts described &§s prchibited are 1} cost plus percentag@ G
cost and 2) percentage of construction cost. These contracts, not used in
the WPAP, were, prohlbzted because they lack" ‘the incentive for the
contractor once he has been given notice to proceed to perﬁorm the work. at
the least possiblé cost.  The types of: coptzacts which are allowed are cost
_reimbursement,_flx&d pfmce, ané per. dlem ‘Cost” plas award fee contracts S
are nst mentxaned 1n thé,CFR for grant funded projécts ' S i

The Cost Relmbursement Contracts {cost plus flxeé ‘fee or CPFF;, provzde a _
_ cast“&em;zng“whlch the eﬁglneez_may nat exce&d wlthout 2’ formal amendment- =
ST . : PR : 5 '-'I'}CI-'E‘&SE‘d S

_except in case of a ccntract ame : in ' ; S

Thls type of contract 15 m@st easzly a&mxnlstered by the englneer and3the’
_Iity The MMSS has used CPFP

_contracks on the WPAD for 21& task orders ' . e

The fixed prlce contract establlshes a guaranteed max imum px1ce whlch may
not be lncreased except to the extent’ that a ‘contract ‘amendment 1ncreases
the scope of work. :

TEB LEGISLATIVE &351? BEJEQQ SUGGESTED cosT PLES
AWARD FEE CONTRACT CDULD-C@ST THE MMSD MILLIQNS
: ' MORE AN CONSGLTAHT FEES__ B s

_-The Leglslatlve Auélt Eureau (L_.3f“"'
Lcontracts’ would have been more ap
‘operaticns. Cost plus aw 5 i :
preferénce to the cost plus Fixed fee' type except in EPA dlrect federal
contracting;. i.e., in the. Superﬁund Program, where ‘the federal government
. can, orchastrate the large num “of evaluators needed tm aﬁmln;ster that
'_type of contract. For projec nistered ‘under EPA’ Grants,”it;&ss ch T
neither practlcabie nor prud 'équxre ‘the ‘grantee (MMSD}" to use’ ap “the
grant funds to .administer the award. fee part of that type of" confract. “The
fixed fee (grofzt} of a CPFF contract is less costly to- aémlnlster than the~%
award fe& contract The fee {prcflt)"wmndcw azlowad by:“tatate for - :
: I e T s e ) 'cexllng of 15
“the W?AP zs 19

'tpercent (Eota : _ * o £ &
periormance would b@ 15 percent " ushlng_the total up to $56 1 mzlllon)
The MMSD vigws 'a large percentage ot the PMO perfozmance ‘on Program task_

..orders as meriting outstanding consideration. For example, the PMO.
performance in délivering every final d@Slgn set of plans and '




specifications on schedule for the entire Prog:am was such an

achievement. .This. performance greatly aided the MMSD in maximizing its
grant capture and minimizing construction cost increases caused by -
inflation. An award fee for excellent .work for even half of the Program
would have substantially inereased the proflts pald to ihe LEAD CGNSULTANT
by millions of dollars.

The LAB statement that. the PMO is induced to drive up ccosts to obtain a
higher fee {profit) is without basis in the nature of a fixed fee contract
= and without factual support in record of the WPAP. The task order

- negotiation process that establishes the up ‘front cost and a flxed priofit
for the work precludes an. incentive for 1ndu01ng any. unnecessary cost
increases which only reduce the percent profit . on a glven confract,

Indeed, the fixed (limited) fee provides an incentive to finish the work
gquickly and more on to the next contract (task order) where another f@e zs
available. -

LEAD CONSULTANT PROFITS ARE WELL WITHIN THE
RANGE OF THE INDUSTRY STANDARDS FOR THE WORK
: _BEING DONE BY THE PMO .

The lead consultant costs through'Decémbér 31{ 1990, including its
subcentractors’ cost are shown below,_ The lead consultant Iis responsxble

for all .its subcontractors' work.and .its: proflts ‘are applicable to all *he o
resources it used to accompilsh ‘the WPAP. Accor&;ngly,;con51stent WIER
Industry yractlce, generally recogﬁlzed accoantlng and audit” standards, DNR
yry and EPA.guidelines, and the commonly understood use of the term “profxt,

;@ the percentage profit amounts should be calculated as follows: :

m Cost of lead consultant' s. own resources‘ . S  $162.8
Cost of lead consultant's subcontract resources 212.8

. : S . Total Cost _ ) :_$3?5.6

Lead consultant's proflt on all Program ‘Resources  37.4
Percent Totai Profit: “10.0%

These profit percentages, as compiled abcve, are well within all publlc
guidelines for projects of the complexity cof the WPAP,

COSTS FOR CHANGED CONDITIONS DO NOT EQUAL “"COST INCREASES™
- AS. UNDERSTOOD IN THE INDUSTRY - INCREASES TO THE COSTS OF
= CONSTRUCTION WORK ARE WELL WITHIN THE RANGES OF INDUSTRY
STANDARDS; AND OVER 80 PERCENT OF ALL APPLICABLE. CO&STRGCTIGN
PROJECTS RECEIVED A VALUE ENGINEERING STUDY. =

Table 4 in the LAB report is an accurate but incomplete portrayal of the
cost and reasons for construction contract modifications issued to date on
the project. It does not note that one differing site condition change
order, for the North Shore Tunnel, out of 555 total change orders, amounted
~to $140 million .or 78 percent of the cost of all differing site conéltaon
cost increases.. As stated. by the LAB, ‘the de51gner cannct fores@e e




differing site cond;tlonsfénﬁ 50 cbsts for these kinds .of changes should be
removed from actual ‘costs when compaV1ng ‘increased” costs to award costs to
actual. costs to determine cost increases or -decresses s Without: élffexzng
site condition costs, theToverall increase in denistriction-cost of o
contracteé Jork is 1.8 percent. This is an exceptlonaliy fine: record for
any projéct - more so for one as complex and as large as the WPAP. &

V&LUE ENGI&EERING EXCEEBED E?& STA&B&RDS

LAB: states'fhexe COulé be Value Engxneerlng (VB} savzngs of 50 }25 m;lllan
which: they base on the total construction’cost of $1. 5 bitlion for the
entire Progxam In fact ‘the MMSD condacted VE studies for the 1ndxcateé
- percentage of contracts in“the foliowzng three categories: 8 percent: of
Jones Island. constructzon,_ag Dercent oF gouth Shore construction, and::86
percent of ‘interceptor: sonstructzon “MMSD included -this large pezcentage
jof Program wOIrk even: though EPA; :egulatioﬁs state that interceptors and .
“collectors are excluéed'from VE . equlzements, as. can contracts worth $10M“_
or less. Aiihough EPA. MG constructxon, VE stud;es i
gere . actually done on $1.1 bi ORY truction;: pzoduczng ‘savings of
g23.2 milliont - VE studies were diliger yccomplished onia large. segment
of the Programi, The-"savzngs“ estlmateé by the LAB are not zealzstzc. '
These.“sav1ngs“ :@sult Erom applylng an EPA genezac ‘Percentage range to:
: : ruct;onjcosts” : ut sho that the" EDA stadles or “methods

average quéllty“
”proéuct

PMO TASK ORDER COSTS BAVE SEOWN ONLY 1. 1 PERCERT INCREASE

The LAB statement that Progzam Management and Eng;neerlng costs have
1ncreased by $94 6 mzllzon, or. 25 pezcen;,_ls not correct R

_The correct’ cost change hzstory.

: :or'amendments ﬁor the 240 task orders f
issved to 6ate to the iead consultant i LT :

Las foilows-=

BT ﬂumber L
Gf Amendments _,;.

Scope Amen&ments?wﬁ

Cost: Amendmeﬂts TIPS Ty
{Incluﬁiﬁg Gverhea ¢
other Ad}u_ Nt s

' Closeout Am' dments3Q”__ ﬁ,jﬁfv

| No Cost Amendments o302

f;TOtal Cest of'Ame dments Lfﬁngﬁ?gfﬁiliiaﬁﬁ3@w"

Scope amendwents are the eQulvalent oF adéztxona-ﬁcont:acts addlng to task
_ Grders new work not Qrevaously 1nc1ué@d by the MMSD in? the 1n1t1a1 task"




Sl

_comparison of hPAP non-construction costs with non-construction costs of

. project and rail transit: programs Los Angeles. and San Francisco. have.
NON-COnstruction. costs in. excess of tha WPAD costsy Arrecent study of

INOW ... Furthez,'the “final cont:act amounts"™ for contractg with and without
_COSt/leCQ OVerruns wvere dlfferent bécause of the ‘number of planned:

orders. These cannot be characterized as cost increases or compared with
the percentage cost of changes to construction contracts as was done by the
LAB., A significant pcrt*cw zf these scope amendments were simply additions
to existing task orders of work that was planned in advance to be brought
under contract on a staged basig| These amendments were all negotiated by
the MMSD us1ng the same YlgOIQdS *equzrements as was done when originally
establishing the task crder.

Cost amendﬂents are increases in cost of original work where no new work
was added to.the task order. These amount (o 1.1 percent of the total
value of tesk orders issusd to the legd consultant through 31 Deceémber
1890, ' ' ' : '

OVERALL COSTS FOR THE PROGRAM NON~CONSTRUCTION WORK
ARE NOT IN EXCESS OF ANY KNOWN COMPARABLE PROJECT WORK

A study, known a&s the Similar Projects Study, was performed in 1983 for the
lead consulitant and the MMSD by Arthur Andersen s Company, to make a

similar pzogects existing in the U.s. The study concluded that the MMSD
costs were comparable to 5;mzlar mro;ects

There are strong indications tha otber projects such as the Boston: &arbor

information from the Ca’zfornla Departm@nt Of Transoortatlon, which does
most major pro]ect work with in- house staff, 1nd1cates non- constructlaﬁ
costs’ exceeding 40 pezcen* of Lh@ cost of cunstruct en. '

The percentage of non-construction cost for the NPQ?, &s estimated in the
1883 was 24.9 percent. Currently it is estimated to be 28 percent, or a 12
percent increase. over the estimated percentage. from the 1983 study. A
major factor causzng ‘this increase is the internal lengthening of Program
schedules to merove grant captura.

The current WPAP ratlos ok'non copstruc QQ *o CuﬁSufUCulOn costs are
commeasurate w1th all known 1Péustry exoerlence. -

ECost/przce rev1ews have been ﬁone on all management and eagln&erlng
contracts for the last 5 - 7- years. There is no "back’ log” of thésefv
reviews because EPA and DNR have approved, late 1970%s - early 1980's; .
contracts without those reviews and it would serve no purpose to do them

amendments to the early cantracts not_because og_the cost/pzlce rev1ew.
: EFFECTIVE USE OF CONSULTAHTS

The MMSD has hired consultants to evaluate the work product of both
engineers and from the inception of the Program contractors as part of its
usual, extensive monitoring of the spending of its funds. The consultants
referenced by LAB were retained with a request for proposals and have
provided MMSD with facts, insights, and analyses that have enabled MMSD to
monitor the PMO, improve its own work, and ensure that taxpayers were
receiving value for their money. It is not uncommon for auditors to




determine: after extensive revi fa consultants-work that the consultants
work is.of high quallty._ whiie this may produce no. ”reccmmendatlcn for
lm?rcvement“ O 51gn1*3ca“: ﬂewff*ﬂhozmatloﬁ it is just as’ useful to the
MMED as & critical audit. These e va*uatlsns_lnclude the very monztorzﬂg
which LAB urges in other parts of its ‘study. ' '

COMPETITI?E CORSULT&NT NEGOTIATIGNS AND SELECTIOK

The MMSD issued .a nationwide reguest for proposal for a consuitant te be
useﬁ in "constructlion. risks and claims throughout Program ' L
implementation,” ..Only th en did the MMSD hire a ccnsaltaht to o the fﬁnGEU_; .
work. MMSD's p0716‘65 and thelr 3mp1gmentatzo“ comply with state- law
concerning competlitive procuremen of services. Most cof the "18 o
professicnal.service. centracts”. re;ereucea by the LAB were not individual
contracts but work assignmen ta c“'”“‘cx c:éefs '"vom 2 5%ﬂe1e contract.

SER:AL P%RCBASI&G

-MMSD agreeb thaL sezzcl yu*c as¢3 1s.zna Ernprwate 1" éan “to. avové MNSD

-

© Commission cversight.. . Iﬁ.-act,_rVSQ'étagg recognized the potenhlal prablem

“inlearly 1990, at least 3 ‘months before LAB began its- worx,;a“é the « .
Commission has approved policies ‘recemmended by staff that address this
_.concern, _

' As the LAB . 1ndzcates, ﬂMSD staff Follows purchas;ng pract _ 9
authorized by MMSD. policy, and -all such pract1ces ﬁoteé in- the repart ‘are
authorized by state law applzcable t& the MMSD. Limifs of staff - :
;contractlng authcsaty are in place and were_wn place beforg LAB dxd 1ts
_;study : o :

USE OF CGNTRACTED CONSGLTA&TS (ASDITORS}

L The audits totallﬁg $96,000 referenced by the. LAB were requzred t&
“o.derermine that -the. inappropriate fznaﬂczai transactzons were not. part. of ‘2
- ipattern of -conduct by the consu tants' ‘employee. and were not: done in

reellusicon with the prime contractor.f ‘These and other: matters were ﬁ@t
istudied.or. resolved.; The District could”aot prcpérly rely ion. the -
fﬂconsultants datermlnataon that. its subcontractors actzons re
_.fuzther ioss. to the’ DiStK‘Ct

-;The appropr1ateness of tha amaunt of money for an’ :
‘gauged by the amount of . the. underiylng cantract,h Is a saspected $5,000. 00
szapproprlat*an to. go unaudited bedause 1“;mlght cest more than $5,000. Gﬂﬁ
to-study? This information will ‘help- prevenu'recarrences of these

transactions. The cost of - preventloq ig less than the cost of a cure.




Thank you again for the opportunity to respond to your review of the
Water Pollution Abatement Proiject.

WW/3958

11




APPENDIX

Milwaukee Metropohtan Sewerage Dtstnci
260 West Seeboth Street '
P.O. Box 3049 -

July 10, 1991

-Mr. Dale Cattanach -
Legislatlve Budit Bureau
State of Wisconsin |
131 West Wilson Street
Madison, Wisconsin 53703

Dear Mr. éattanacﬁ:

.. Thapk you for the time and effort your staff has committed to its L
;evaluatlon of the Milwaukee Metzopolltan Sewerage DlStrlCt S. 1mplemenﬁatlon .t
of the Water Pollutlon Abatement Program. 5

The DlStfiCt s prlmary objectlves in managlng the Water Pollutlon
Abatement Program (WPAP) were to. construct a waste’ watez treatment ‘system’
which would protect: human health ané the envzronment a_gghe_lowest possmble,ﬂ
cost to the taxpayer.. i i R S '

.These objectives a:a"being aCCOmpliShed with: .

"i.' 'A Pxogram Management Offlce (PMO} Lo coordlaate anﬁ manage all
projects,__. :

2. A District management structure whlch wouid prov1de Dzstrlct
oversight on a project-by-project and often p081t10n by~position
_ basis to.allow.close. District oversight- and review of the _ '
”fconSLderatloﬁs 1@ad1ng to the cansult”nt ‘s recommendations on
c¢lains, cent{act modlflcatzons, prozect desxgns,_and prlclng
decxszcns-" : R : _ .

"'f;BJ:_'The use oﬁ a. consultant “Gontract fcrmat whlch prov;ded an _
. incentive for.the deszgner .and planner to finish the project in
the least amount of time consistent with a qualzty work ptoduct*

4. . The use of a construction contract format whzch minimized
~.construction .costs by provmdlng the bidder with an 1ncent1ve to
‘eliminate all contlngency or, rlsk elements from 1ts bld thereby

'-__mlﬂzm1z1ng sttrlct cost L . :

5. '%aXLmzzatlon of grant revenues thrsugh schedule control
maintaining a sufficient number of completed project d651gns_
.ready to capture grants as they became available and the
acceptance. of only federal grants at the 75% level rather than

. state grants at the 60% lev_l-when the pro;ect was eilglble for
'"federal grants thhln tha allotted tlme frame.¢_” L

Jones Istand Wastewater Treatment Plant & South Shore Wastewater Treatment Plant
700 East Jones Street, Milwaukee 53207-1091 482-2040 8500 South Sth Ave., Oak Creek 53154-3506 764-1045




” “Execut1ve ‘g Task force, &evelcpeé & unlque program management apprcach

6. A program to accelerate the f30111t;'§ pl&nnlng, envzronmental
impact statement process and advanceéaéeslgns to ellmlnate
inflationary cost increasg%;:ﬂ___hﬂq . _ . s

7. The development of a capital financing prbétam“ﬁoéTsﬂfvi:”

a. maximize the District's initial credit rating and lower -
interest rateg in the market place; and o

b. generate community acceptance and support of “the- prcgram
through level taxation rates thereby avolézng contanuous
rate increases during the program.

The Legiglative Audit Bureau has revzewed some of these management g
technigues and the results they produced. : : R -

o We appr901ate the iagxslative*Aualt Bureau s recommendatzons for
“1mprovements in. the program. Outjcomments which follow’ address several of
the zecommenéations,.all 6f them will be’reviewed” thoroughly and
_appropriate action taken. Our_:esponse regardlng specmfxc 1ssues raised in
. your: rev1ew'”ﬁ ‘the og'am follows. L

S : H .'RQGRAM ‘MANAGEMENT APPROACH' WAS'SELECTED_AS THE o
MOST cosT - EFFECTIVE MEARS TO ACCGHPLISH THE" MILW&UKEE PROJECT

"Max imum control over the cost, campletxon ‘time; and quallty
. ©of a construction program - thig is the reason for retalnxng
*° a program manager.' ‘Harold P. €ahill, Jr., Dlrechor,
Municipal Construction bDivision, U.S. Environmental
. Protection Agency, in'a speech to the Publlc WOrks Semznar,
”;AHB Arbor, Mlchlgan, May 11, 197§

”bfrespo¢éfqﬁlckly=to legal req31rement
a Master Faclllty Plan for

*jzn 1975. the MMSD lacked the staff
o« 1& B f2 : ' jdevelop and 1mplemen
:Lthe Watex Pollutzon Abatement Frogram._ i -

The MMQD Comm1351ons, staff, ané the lewaukee Caunty Executlva Task Foxce

draw1ng an the experlence oﬁ other major pr03ects usang the?

. program- management approach and: the' rééommendatlons of the County

which £it Milwaukee's spec131 circumstances. ~The" nearly completed WPAP 15
_v1ewed ﬁatmsnally as cna Gf the most sagcessful larga publlc works in
recent hlstoxy :

s general.program man_;"ment approach-usea in Mllwaukee 'is not unusual.
ﬂ'It 15 the mode of many public agencies in’ the U.S. when they undertake
1arga, complex, ‘deadline-oriented capltal 1mprovement programs. These
“include $1 billion plus-transit projects in ‘Washington, Baltimore, San -
Francisco, Atlanta, Mlaml, and Los Angeles, as well as very large sewerage




projects in St. Louls, San Francisco, Columbus (Oth}, San Antonio,
Sacramento, Seattle, and Los Angeles.

The advantages of the BMO approacb 1nclude qulck staffing, access to
specialists on short notice, maximum owner control and single source
techﬁzcal respon51b1£1ty and legal Lkiability.

Thus, there are Self~ev1dent advantages to the owner to place most, if not
all, direct management and coordination responsibility with the PMO instead
of many individual firms:. ‘the owner has more control over the project in
such critical areas as 'schedule, cost, design criteria, facility :
performance, and overall policy. The owner can exercise this control with
far fewer pecple than it would need under any other method, thus saving
taxpayers short and long range costs.

THE DEEP TUNNEL STORAGE FACILITY REMAINS
THE BEST, MOST COST-EFFECTIVE SOLUTION

The Lab report States that an alternatlve to the present éeep tunnel
storage system was separation of storm sewers from sanitary sewers and
treatment of the two waste streams separately.. There was considerable

controversy regarding this matter that focused on such issues as

significant home owner and commer01al disruption from torn up streeﬁs and

yards. if separation.were to ocecur, the construction of. deep tunnels: i
"excludlng opportunities for ‘local construction contractors to partlclpate-'

in that work, and:the contention that the deep tunnel system was :
constructed only to solve the:combined sewer problem that existed for the

.most part in the Clty of Mllwaukee.

“The controversy, whlch bas bheen exten51vely reported in the local medla,

however,. is not founded on the -real facts of the need for the deep. tunnel
system.- It was needed: to solve, in the most cost-effective way, the
collection, storage, and transport of the flows from clear water.entry to
the separated systems that .existed throughout the entire Sewerage
District's.flows-from-all communities that.contribute flow to.the MMSD.
The real alternatives to the. deep tunnel were either 31gn1flcantly

increasing the treatment plant sizes or: trying to keep nearly all: clear
wate; ﬁrgm evez enterlng the separateé system.:'a- . T

.The MMSD studled alternatives exten51vely ané found both to be much more

costly, inefficient to operate, and totally disruptive to the community
during:.construction.. These non-cost-effective alternatives would never
have’ receiveéd EPA and DNR:approval forrany grant: fund participation. The
added cost to the community, if it had undertaken one of the alternatlves,
ige conservatlvely astlmated at over $l blllzon. S e s

Thus: the MMSD selected th& &eep tunnel system as the most cost efﬁectlve
way to deal with the massive storm related flows from leaks .in. sewers in
the separated sewer areas. It then became obvious that - when not needed

~for clear water. from the separate sewer systems - it could receive.the

flows from the combined sewer system; thus. ellminatlng -any need .to separate

“the combined system. . In the end, - EPA funded. ‘the .segments of the .deep
«-tunnel receiving separated. flows, DNR funded the balance. The WPAP did
- employ.many. local contractors, and-minimized surface disruption. -




'--condatxon, ?urther studies by lmpartial pecpie were scheduled over a year

'ﬂ~were_f1xed Pfl

it use modern technology . to reduce”

Some’ have ‘sugdested that difficulties with one segment of the -deep tunnel
system, the North Shore Tunnel, should be ‘construed ‘as a-reason why the
other alternatives. might have been a better approach. Nothing could be
further from the truth. The cost-effectiveness of ‘the selected approach
evern with c&anged ‘condition costs is beyond question.: The- increased-cost
involved with solving the North Shore Tunnel problem is estimated at $140
_mzlllon, compared to the one blllxon doliar cost savzngs &s agaznst the
cher tw@ alternatlveg Sl T A Lo : K

THE “CQST XﬁCREASE" ON THE NORTH SHORE TURREL
DEMONSTRATES THE "CGST SAVIKGS" OF “TBE -RISK . =
LA SBARIHG CGHTR&QT PHILGSOFHY v owhome

The MMSD reallzes that there are, as stated by the LAB, Etill unanswered
guestions about the costs for the North Shore Tunnel differing site

fo be undertaken as Scon as’the project is complete. ‘This dlfferzng 51te
‘¢ondition may have cost ‘the MMSD some added funds for .the North Shore
- Tunnel beyond’ ‘what ‘it may have spent "if the" dlfﬁlcultzes of - borlng ‘the:
“tunnelhad been ‘known by the- contractmr when it bidcthe: work. chever,4
‘most, 1E not “all, of" ‘the $140 million cost would have been aéded by the
contractor 1f he had known cf the "changed conéztlons ;at the tlme of the

j_TunﬂeE-dlfferlng site’ COﬁdltlQﬂ s F'examp e of the i
" affeétivenédss of the 'MMSD risk sharang pzogram.; The extremely élffxcult
_tunneling conditions enccuntered insthigvery lmmlte& ‘4rea of “the entire
‘deep tunnel system were not predlctable”' The MMSD's risk sharing program,.
ﬁ?apyllcable to all contracts,. told all ‘tunnel-contract’ bldders ‘that ~the MMSD
“rwould pay for such risk if the" condltlons ‘should ogcur. “Thus, - centractors
“could ‘bid without 1nclud1ng massive risk contingencies forjustisuch: S
Yincidents in each ‘contract. To its. credit; the:sLAB has. recognlzed the goai
of risk. sharlng Absent"the MMSD risk sharing g ragram, such:bi
f:would ‘have grqduced ma élve increased costs to! ‘the
: i i ';cﬁs o averaged §3 045fft.- -
ond: ) Esy om@arahle
G&O/faot.

;:ffprcgects outs;de of Mllwauke” out 'sharing $
_;;*Based on the number of feet 1n the Mliw_u  > proje
EE m; l:-_ion sav1ngs. ES L e PR N SR

FRELIHINARY JONES IﬁLARD DEWATERIHG ARD DRYIHG FACILITY . _
CGST ESTIMATES, HGT COSTS, HAVE IRGREASEB FGR'SGUND REASGNS ij

LAB gtates that the costs for'the faaillty-lncreased 8
. $36.4 million to a b;d_o§_$194 6 million. This conclusion ‘rests on the
1j%assamptxon that the first plannlng stage estimate’ Eor thls project 13

B _camparable ts a cantractoz s*bld est;mate __t is not ER

The: MMSD" 1n1t1a11y haped that recent"'.

: of replac;ngf'he worn: out e
._'Mllorganlﬁe plant. “Exteénsive desxgnfand gxkot projects ndicated that thls
inew technology ould not produce & saleable yroduct. Tt would hHave been
“irresponsiblests build -a facility without knowing it wauld work.. Thus,. the
. ‘older proven technology was the only cost-effective. solutxon to. the
disposal of sludge at Jones Islan& .




The -LAB has accurately .summarized the history of these cost estimate
changes which have been reported extensively in local news media stories.
Far from raising guestions, this history shows the PMO changing its
estimate as circumstances change, and shows the MMSD making policy
decisions-to continue the: production of Milorganite-to produce revenue for
the MMSD to save landfill space, and to avoid legal liability problems.
MMSD tock all these actions in a timely, open, public manner, and even

rreduced the scop@ of the p503&ct L0 save noney.

The LAB sets forth a 115t of alt&rnatlves whlch the: M%SD could have chosen

rather than accept the low bid.. Each alternative was .evaluated and
rejected for sound engineering or economic reasons as having too high a

probability of costing the tax payers more .than the low bid.

' S THE MASTER AGREEMENT AND ITS COMP&NION TASK. ORDER
SYSTEM PROVIQED TKE MMSB WITH: CGMPLETE PROJECT CONTEOL AND OVERVIEW.

_wThe master agreement and task arder system must be v1ewed together to o
understand the total project control and monitoring system available to the |

MMSD. The master agreement spells out the basic business, financial, and

- legal relationship between the MMSD and lead consultant. . It does not

contain cost, scheéule, or. scope-of work £or the Program Those important
. control provisions are. embodledjln-task ordersa;

by ‘the District and: the: consultant becomes & contract for. the work. agreed
“to . in-the task order. . Design -assignments that the .lead ‘consultant. '

A task order. when signed

subcontracts .to design firms are mnegotiated with direct MMSD mnvolvement
No payment is made by MMSD on any task order .unlegs.it is within the
approved budget. DNR reviews every grant-related PMO task order for grant
funding eligibility.  This MMSD.task order control of the Program is . as

stringent-as will be found in.any- well~manag@d englneerlng program in the

U.s.

HMSD PROVIDED EXTENSIVE MANAGEMENT AND OVERSIGHT
OF PMO PROJECTS AND PERSGNNEL

The LAB report states that the d;strlct could have done more to monitor the
lead consultant's performanoe to ensure that. Ffunds . were spent. . -
effectively. - We would have’ expected a-review.of the. management of the
program to have provided at: least .some. dlscusszon of -the prlmary tool used

;by the ‘MMSD: to monitor.and oversee: cansultant performance and costs.

--The MMSD recognlzed at the enset of the Qrogxam that tha consuitant 8

extensive responsibilities for: plannlng, deSLgn,_constructlon management

srand program coordination requlred 8, commens&rate dins house District

management effort

'The Dlstrict 1mp1emented an: extensxve 1n house management structure to

oversee ‘each progect ‘assigned to:the Pﬁo* Qapendlng on the nature of the
pro;ects, ‘this in-house structure- eﬁten mirrored .the management structure

‘of the PMO:at the upper levels of the organlzatlon.' The District has
.- expended over $36 million. dollars. on staff oversight . and management of the
"PMO.-to date. This.is the equivalent of 7.6% of the consultant costs.

Between 1985 and 1990, for. -example,. the. Dlstrlct spent approx;mately $5
million dollars per year on. in-house dlrect labor and overhead managing PMO




o {Environmental Protection Agency), “Part

o The Leglsiatlve Audlt Burea

::;research’
lrperecent.

projects and personnel. Thig management ovez31ght, not final contract
approval; or reclaiming some. relatively mincr ‘management responsibilities
“from the PMOy ‘guch'ds records management, ‘gonstituteg «the core of: the
DlStrlCt g or 1ndeeé any management and cverszght effort,- :

it TﬁE MMSB CONTRACTING AFPRGACE WITH- LEAD COHSULTAKT
f STRICTLY CGMPLIES WITH FEDERAL LAW B

The MMSD must comply w1th ap@ilcabze f@derai }aw contalned i the Coée of g
Pederal Regulatlons (CFR), Title 40 (Frotectlon of Env1ronment), Chapter 1=

35 f8tate and Local 3831stance} CUnder 40 CFR 35 937 1 Type of Contract,
© sértain contracting ‘types-are prohibited and others are allowed.' " The two . .
types of contracts described-as prohibited are ¥y cost plus percentage of
cost and 2) percentage of construction cost. These contracts, not used in
the WPAP, were- prchlblted because theéy lack the incentive for the
eontractor fonce-he ‘has been given notice to proceed to perform ‘the work at
_the least possmbie cost. . The types of contracts which are. allowed are cos:
;rexmbursement, fixed pricey. ‘and ‘per. ﬁlem.- Cost plus award fe'scantracts R
-unded projects e -

The Cast Rezmbursement Contracts (cost plus flxeﬁ fee or CPF?}, provzde a
"_cest_celllng thCthhe enginesr may not exceed without ‘a formal amendment
: candia; d. which me -st_be increased .

| s ge Gf contract: is_mgs easily aémlnlstered by the" ; _
S MMSD and.pr0v1§e for @X-en51ve flexibility.” “The MMSB has us&d CPFF
_contracts on-the. WPA? for 2l6 task orders._g,;, : T S

:'The Fixed prlC@ contract establzshes a’ guaranteed max imum prlce whlch may 
7 not be increasedexcept to ‘the ‘extéent ‘that a contract amendment 1ncreasest

the scope of work.

THE LEGISLATIVE AﬂDIT BUREAU SﬂGGESTED COST PLUS
' BWARD FEE CONTRACT CDULB CGST THE M&Qﬁ MIL&IONS

“Gontracts would have been
operations.  C st”plus award fee contracts are

{preference to the cost plus fixed fee type except in EPR direct’ federal
coatractlng, i.e.; in the Superﬁund Program, where the federal government 3 B
. can orchestrate the latge humber of ‘evaluators needed to’ administer: that: i
I - admi e””é unéer EP& ;rants,'“t'ls

' nexther_prac.xca le NOT PT to requ : _ - _
grant funds-to administer the award fee parﬁ of that type.of ‘contract. T e
fixed fee (grcflt) of & CPFF contract is lesgs costly to ‘administer than the*-;
‘award ‘fee- contract., The fee {profity wxndow allowed by statute for: i
% 3 i Tike Sugerfund has a not-tos exceeé calllng of:15
'h ad consultant's ave:aga 'ee ‘to date on the WPAP-is:10 :
- .percent’ {tctal o éate, $37 4 mlil;on) “Anaward for autstanélng TESO
-performance would bé 15° perce t{(pushlng the total up to $56.1 miklion).
. Phe "MMSD viewsa - large percentage of the PMO'performance on’ ‘Program” task
“rorders as merztlng oatstandlng ‘considérationy For. example, the: PMG
f”performance in dellvering every fznal ‘désign set of plang and 000




" resources. it used to- accompllsh the WPAP.. -

specifications on schedule for the entire Program was such an

. achievement. This pexformance greatly aided the MMSD in maximizing its
grant capture and minimizing construction cost increases caused by
inflation. An avard fee for excellent work for even half of the Program
would have substantlally increased the proflts paid to the LEAD CONSULTANT
by millions of .dollars..

The LAB statement-that:-the PMO 1s induced. to drive up costs to obtain a
higher fee (profit) is without basis in the nature of a fixed fee contract
and ‘without factual support  in record of the WPAP. The task order
-negotiation process that .establishes the up front cost and a fixed profit
for .the work precludes an incentive for. inducing any unnecessary cost
increases which only .reduce the percent profit on a given contract.
“Indeed, the fixed. (llmlteé) fee provides an incentive to flnlsh the work
guickly and more on to the next contract (task order) where another fee is
avazlable . : _

" Lm CO&SULTAHT' PROFITS: ARE WE{;L 'w::t'.rﬂiu THE
- RANGE OF THE INDUSTRY STANDARDS FOR THE WORK
 BEING DONE BY THE PMO

The lead consultant costs through December 31, 1990, 1ncludlng its

subcentxactors cost are shown ‘below.. The lead consultant is respon81ble
wEoriall o its: subcontractors workJand ;ts_proflts are.applxcable to.all the. .
Accordlngly,yCOns1stent with

Industry practlce, generally recognized accounting and audit standards, DNE_ [

and: EPA guidelines, and the commonly understood use of the term Mprofit,”
the percentage profit amounts should be calculated as follows:

R En L
lellons
Cost of lead consultant's own resources . -$i52;8_
Cost of lead consultant's subcontract rescurces 212.8
- T Total Cost: . . $375.6
Lead consultant's proflt on all Program Resources '3?.4'
Percent Total Proflt . 10.0%

These proflt percentages, as comgzled absve, are well within all public
guidelines for projects of the complexity of the WPAP.. . . .

COSTS FOR CHANGED CONDITIONS DO NOT .EQUAL "COST INCREASES“
- AS UNDERSTOOD IN THE INDUSTRY - INCREASES TO. THE COSTS or
CONSTRUCTION WORK ARE WELL WITHIN THE RANGES OF INDUSTRY
STANDARDS ; ‘AND OVER 80 -PERCENT OF ALL APPLICABLE. CONSTRUCTION
PROJECTS RECEIVED A VALUE ENGINEERING STUDY.

Table 4 in the LAB report is an accurate but 1ncomplete portrayal of the
cost and reasons:for construction contract modifications issued to date on
the project. It does not note that one differing site condition change
order, for the North Shore Tunnel, out of 555 total change orders, amounted
to $146 - million or 78 percent of the cost of all differing site condition
cost . increases.. As stated by the LAB the deszgner cannoct foresee o




which they base on the ‘tota

L gete actually done on §1.
Lo823.2 million. o VE stu 1es_were_d1 igentl

_differing site ‘conditions dnd so costs’ for these kinds of‘changes should be .
reméved ‘From dctial costs ‘when' camparzng inicreased’ costs to -award.costs to
actual costs to ‘determine cost increases or decreases. Without dlﬁﬁerlng '
“gite condition costs, the-overail increase in- ‘construction cost of’
“contracted work “is 1.8 percent. This is an exaeptlonally +f ing recarﬁ for
any project - more so for one as complex and as large as the WPAP.:

VALQE EHGINEERIKG EXCEEDEB EPA STAR&ARDS

LAB states ‘there could be Value Englneerlng (VE} savxngs of 53 123 mllixon
41 constriction costiof $L.5billion for the
entire Program. In fact ‘the ‘MMSD coénducted VE studies for the indicated
percentage of ‘contracts ‘inthe following ‘three’ categorles- 89 percent of
_Jones Island constructxan,_&& percent of South Shore donstruction; and 86
percent of {nterceptor construction.” MMSD included this large percentage -
of Program work even though EPA regulatxons state that interceptors and
. collectors are’ excluded from VE requ ments, as can contracts worth” $10M .
“or-less. . Although EPA 1 5 _-oﬁ coas“ructlon, VE studles

of the: Program._ The “savings" ‘estimated by ‘the LAB are ‘not realistic.

. These " “sav1ngs“ result from apply;nq ‘4 'EPA generic ‘pércentage ‘range to
: =---that”the:EPA'studies ‘Of . methods

ng - were of generally hxgher'than
VE{saylngs;*but a better work

“average” quality., Thls"resuiﬁs in: less
. product. BE S

PMO TASK ORDER.CGSTS HAVE SHOWN ONLY 1.1 PERCEHT INCRE&SE

The LAB statement that Program.Management and Engzne@rxng costs have
increased’ by $94 6 mllllon,-or 25 percent,'ls nmt c@rrect.w-- P

. The corr@ct cost change hlstory for amen&ments for the 240 task orders
1ssued to. date to: the iead_consuktant is as foliOWS‘-- S : :

Number:ﬁﬁf

St | cf Amendments'i Cost Change:'”“
Séope Amehéﬁéﬁfé R f-‘”ﬁ =-r324?7 i $EGQ 8 Mlllion o

.TCost Amendments PR

'”fClaseon_; iif°““““" f(23 2 Milllon)

No Cost Amendments 302 ' ' ‘50_“
'ﬁ:Total Cost of ﬁméndments?33f?7 7i 'Tf”.j  ;“;$f§5§87Mii§£¢ﬁ'”“47*

Scoge amendments are the equlvalent of addltlonal contractg aﬁdlng to tasR;
orders new- work not: prevzously anludeﬁ by the MMSD in the:initial task




orders. These cannot be characterized as cost increases or compared with
the percentage cost of changes to construction contracts as was done by the
LAB. A significant portion of these scope amen&ments were simply additions
to existing task orders of work that was _planned in advance to be brought
under contract on a staged basis. These amendments were all negotiated by
the MMSD using the same rigcrous requirements as was done when originally
establishing the task order. :

Cost amendments are increases in cost of original work where no new work
was added to the task order. These amount to 1.1 percent of the total
value of task orders issued to the lead consultant through 31 December
1990.

OVERALL COsTS . FOR THE PROGRAM NON”CONSTRQCTION WORE
ARE NOT IN EXCESS OF ANY KNOWN COMPARABLE PROJECT WORK

A study, known as the Similar Projects Study, was performed in 1983 for the
lead consultant and the MMSD by Arthur Andersen & Company, to make a

ccomparison of WPAP non- construction costs with non-construction costs of

similar projects existing in the U.S. The study cencluded that the MMSD
costs were comparable to similar projects. : . .

'There are strong 1nd1cat10ns ‘that other pr03@cts such as the Bosten Harbor
- project and rail transgit. programs_in Los BAngeles and San Francisco have.
non=construction costs in‘excess.of the WPAP costs. A recent $tuéy of

information from thHe California Department of Transportation, which does
most major.project work with in-house staff, indicates non- constructlon
costs exceedlng 40 percent of the cost of constructlon. '

The percentage of non- constructzon cost for the WPAP as estlmated in the
1983 was 24.9 percent. Currently it is estimated to be 28" percent, or a 12
percent increase over the estimated percentage from the 1983 study. A
major factor cau91ng this increase is.the lnternal Jlengthening of Program
schedules to improve grant ca@ture

The current WPAP ratlos of non COQStZﬁCthﬂ to constructlon ccsts are
commensurate with all known 1ndustry experlence.__

Cost/prlce r@vxews have been done on. azl management and engzneerzng

contracts for the last 5.7 7. years.. . There is HO'“back log" of these
reviews because EPA and DNR have approved, late 1970's = early 1880's,
contracts without those reviews and it would serve no purpose to do them
mow. . Further, the "final contract amounts” for contracts with and without

-Cost/prxce overruns were. dlffer@nt ‘because of thé number of planned
amendments, to the early. contracts not because oﬁ the cost/prlce rev;ew.

EFFECTIVE USE OF CONSULTANTS

The MMSD has hired consultants to evaluate the work product of both
engineers and from the inception of the Program contractors as part of its
usual, extensive monitoring of the spending of its funds. The consultants
referenced by LAB were retained with a request for proposals and have
provided MMSD with facts, insights, and analyses that have enabled MMSD to
monitor the PMO, improve its own work, and ensure that taxpayers were
receiving value for their money. It is not uncommon for auditors to




. 'MMSD-as-a critical audit.’

':”Commlss1on over51ght.i‘fn fact, MMSD staff: recognized’ the potential’ probi_

"”}cancern'

't.studleﬁwor

:“determlne after exten31ve review of & ccnsultants work that the consaltan&s
work is of hlgh gquality. ‘While 'this may. produce no “recommendation for
1mprovement" or "szgnlfzcant ‘new"™: 1ﬁf0rmatlen itis*just ‘as ‘useful to the
- These . evaiuat;ons lnclude the very monltorlng
'_whlch LAB urges in othey p“rtg of 1ts study. o

COMPETITIVE CONSULTANT NEGOTIATTONS AND SELECTIO&

The MMSD 1ssued a’ natlonw1de yequest for ‘proposal for a consuitant ‘to be
used in "constzuctlon rlsks and’ c}azms thzoughovt ‘Program ' '
1mplementatlon Only then did the MMSD hire a- ‘consultant to- do ‘the fundedf
work. MMSD's poklcies and their 1mplementat10n comply with state law
concerning competltive procurement of services. Most of the "18
professional service contracts" referenceé by the LAB’ were not lndlv;dual
contracts but” work assxgnments “on” "task orders" from a single contract.

SERIAL PURCHASING

) QMM3E agrees that serial purchaSIng is lnapgroprlate 1§ done to avcld MMSB

in early 1990, at least 3 months before LAB began its work, and the
Commission has approved pollcles recommenéed by stafﬁ that ad&ress this

“”As the LAB 1nd;cates, MMSD staff foliows purchaszng practlces expressly
- authorized by MMSD" polzcy, ‘and. all such practices" noted’ in“the ‘report are
authorized by state lav’ appllcable to the MMSB. Limits of staff s

_ contracting authorlty are in place and were i plac& before LAB dlé ‘its
;stu&y"f*:m . _ ;

USE OF CONTR&CTED CONSBLTANTS (AUDITGRS)
The s audits tetallng $96 Gﬁﬁ reference& by the LAB- were requlred to -
determine that the 1nap§x0§r1ate ‘financial: transactions were not. part of a-
- pattern of. con&uct by the: consultants’ ~employee and were not éone dn
_collusion: w;th the prime. cont"““tor *;These and. other matters were not
L ' e 'd not prope rely on the ' o
. consultants® determlnatlon that xts subcontractor31 actzons resulteﬁ in no'
_ijurther 1035 to the Dzstrlct. Nay . - :

The approprlfte_ess of the amsunt of money ‘for an auﬁlt is not necessarllyq
”Tgauged by the amount: of the frlylng contract. Is a suspecteé $5,000.00
“misappropriation to go unaudlted because it might cost more than: $5,000. OG;
to study? This information will. help. prevent recurrences of these
transactions. Thé cost’ of preventlon g less than the ‘cost of ‘a cure.
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Thank you again for the opportunity to respond to your review of the
Water Pollution Abatement Project.

WW/3958
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