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Background

In accordance with the Campus fiscal year 2016-17 audit plan, Audit & Advisory Services (A&AS) performed a review of internal controls and associated procedures related to the planning and development activities of major construction projects within Capital Programs.  
 
The Capital Planning and Finance unit leads and coordinates the project study, planning, and project approval phases of major capital construction projects for UCLA.  The unit works with campus clients, typically within the context of the Long Range Development Plan, to assist in verifying the need for a given capital construction project.  Once the project need is established, Capital Planning and Finance personnel help to define the scope of the project, and develop the pertinent documentation (including project budgets, time frames, and architectural plans) to present to campus administration for review and approval.  Construction projects costing more than $750,000 are considered major capital projects.  As noted in the Annual Report on Major Capital Projects Implementation for fiscal year 2014-15, the University of California (UC) system had 248 major capital projects totaling approximately $5.2 billion.  Of these, UCLA had 58 active projects totaling $1.02 billion.

UCLA Capital Programs is delegated responsibilities in four broad categories:  Concept Planning – developing a basic understanding of the programmatic and functional requirements of the program or facility; Detailed Planning Study – including space programming to establish the functional requirements, financial feasibility, cost analysis, environmental analysis, land use, funding plan; Design Phase – selection of professional architectural services for schematic designs, identifying budget and code requirements, areas of regulatory and environmental compliance; and Construction Phase – including contract and bid award process, monitoring and inspection activities to ensure quality and adherence to approved design, building occupancy and project closeout.  The UC Facilities Manual (Vol. II-III) provides general guidelines for the processes.

The Associate Vice Chancellor for Capital Planning and Finance oversees the administration of the following key functions for campus capital construction projects:  program planning, project development, financial services, contract administration, and records management.  Inherent within these broad functions is the responsibility for review and approval of initial project studies, definition of project scope, coordinating project financing through the Financial Services unit, and regularly interacting with project clients.      

Purpose and Scope

The primary purpose of the review was to ensure that Capital Programs organizational structure and controls surrounding capital project planning activities are conducive to accomplishing its business objectives.  Where applicable, compliance with Campus and University requirements was also evaluated.

The scope of the audit focused on the following areas:

· Concept Planning
· Plant Accounts
· Detailed Planning Process
· Project Funding and Approval
· Project Transition Process

The review was performed in accordance with the International Standards for the Professional Practice of Internal Auditing and included such tests of records, interviews, and other auditing procedures considered necessary to achieve the audit purpose.

Summary Opinion 

Based on the results of the work performed within the scope of the audit, Capital Programs’ organizational structure and controls surrounding project planning and development activities are generally adequate and effective to help achieve its business objectives.  There were no significant control weaknesses identified during the audit.

The audit results are detailed in the following sections of the report.



Audit Results and Recommendations

Concept Planning

Concept Planning is the early development of projects, which consists of many elements that determine whether proposed projects are realized or not.  After academic and enrollment plans have been discussed in meetings with campus leadership to evaluate the capital needs of the University and justify the projects, a Project Initiation Form is created.  The form serves as a starting point to document the basic functional needs of a project and a basis to seek funding.  Programming is further developed in the pre-design phase, along with other activities including construction cost and site analysis.
 
An analysis of the effectiveness of existing space is conducted in a Business Case Analysis study for projects with budgets over $10 million.  The construction and auxiliary job sites are further evaluated in the Capital Project Summary (projects less than $10 million) or Project Planning Guide (projects greater than $10 million) and continue to be developed until they are finally detailed in the Construction Documents.
 
Project funding estimates are identified in the early stages of planning and sources must be clearly described.  The project's total estimated cost is first documented on the Project Initiation Form and then broken down into phases and expense categories in the Capital Improvement Budgets, which is tracked throughout the development of the project.  A statement of the proposed funding is located in the Capital Project Summary (projects less than $10 million) or Project Planning Guide (projects greater than $10 million).  When necessary, major changes in the scope of a project would be documented in a Project Augmentation Form and then the Capital Project Summary or Project Planning Guide would subsequently be amended.  

The project schedule illustrates the anticipated time frame when the primary project activities will occur.  To ensure that the project planning phase progresses forward and construction for the project is not delayed, Capital Programs personnel separately develops a schedule for projects in the concept planning phase, that is later transferred to the Master Project Schedule when the design phase is reached.  In addition, a list of active projects with any schedule delays and the associated reasons is maintained and distributed to campus administration every few months.  

Interviews were conducted with key Capital Programs personnel regarding the department’s practices in capital construction concept planning.  From the population of ongoing and completed campus major capital projects, A&AS used the current Capital Programs Master Project Schedule (dated November 2016) to select a judgmental sample of recent projects that have completed the planning phase to ensure the following: 
 
· The Capital Planning and Finance unit has followed established procedures to develop the project's basic programmatic and functional requirements for the sampled projects; 
· Project definition and scope are clearly defined with preferred recommendations included; 
· Construction site and auxiliary jobsite are identified; 
· Funding estimates and sources are identified and clearly described; and
· Timelines and/or schedules have been established to ensure that the project planning phase progresses forward and construction for the project is not delayed. 

Five major capital projects were selected for audit testing from the “Projects in Construction” section.  This section includes projects where all of the planning documents should have been completed.  Post-Construction projects were not selected because additional work might have been required of the client to obtain planning documents for review that were prepared several months or years prior.  The Lot 36 KREC Replacement Facility project was transferred to Capital Programs in the midst of completing the construction documents, whereas the remaining sample projects were initiated and managed by Capital Programs from the outset.  The following five capital projects were selected for all testing performed within the audit:

	Project Number
	Project Name
	Budget (millions)
	Status as of November 2016
	Funding Sources:

	943974.01
	Botanical Garden Pavilion
	$4.9
	Construction
	Gift Funds

	940252.01
	Engineering VI - Phase 2
	$72.7
	Construction
	Gift Funds

	947275.01
	Lot 36 KREC Replacement Facility
	$5.0
	Construction
	Campus Funds

	943971.00
	Wasserman Football Performance Center
	$56.0
	Construction
	Gift Funds

	947247.01
	Wilshire Center Fire Sprinkler Riser Replacement
	$2.6
	Construction
	Wilshire Center Reserves


	 	
For each of the projects listed above, documents were obtained from the department’s SharePoint system to facilitate our review and evaluation.  The types of project documents included:  Project Initiation Form, Project Augmentation Form, Approved Project Documents, Capital Project Summary (and any amendments), Construction Documents, Project Planning Guide, Site Logistics & Erosion Control Plan, Business Case Analysis, and Bidding documents.  The volume and types of documents associated with each project were contingent on the nature, complexity, and total cost of the particular project.  

Our review of the five projects and their associated processes indicated that Capital Programs staff adhere to established procedures during the Concept Planning phase of capital improvement projects.

There were no significant control weaknesses noted in this area.  

Plant Accounts

In order to adapt to the new online Project Initiation Form system, the process of establishing plant accounts has been modified since the prior audit in 2013.  When a Project Initiation Form request is received, the Associate Vice Chancellor for Capital Planning and Finance provides authorization to set-up the plant account.  An email with basic project information, such as the name and a brief description of the scope, is then sent to the campus Plant Accountant.  The Plant Accountant provides an account number, which is then used by Capital Programs staff as the project number.  
 
A breakdown of the estimated project cost to fund the Preliminary Plans phase is prepared in the Budget by Phase worksheet and totaled in the Capital Improvement Budget.  For certain projects, such as Engineering VI Phase 2 and the Wasserman Football Performance Center, a Preliminary Plans approval is obtained to allow Capital Programs to proceed through design development (schematic design and design development), where a full budget and design approval is required before proceeding into the Working Drawings Phase (construction documents and specifications used to request bids on the project).  The Approval of Preliminary Plans Funding provides information regarding the background and a project description to present a justification for the continued funding of the project.   

A&AS evaluated the process to establish plant accounts for the five projects above to determine whether UC Accounting Manual procedures to account for and capitalize project costs, if applicable, for this phase of project development were properly followed. 

A&AS noted that the plant accounts for the projects reviewed were established in compliance with departmental procedures and University policy, the rationale for the planning phase funding was documented, and the Budget by Phase documents examined appeared appropriate.

There were no significant control weaknesses noted in this area.  

Detailed Planning Process

For the Detailed Planning phase of the project, a primary objective of the Capital Planning and Finance unit is to assist clients with defining program objectives and how the capital project will be scoped to address those objectives.  The project scope is then formally documented in the projects’ Capital Project Summary or Project Planning Guide and Capital Improvement Budget for campus administration, UC Office of the President, and the UC Regents’ review and approval.  The nature of the capital planning process is one in which project budgets and schedules accurately reflect the scope and strategic choices made to address the client’s objectives.  Once the construction phase begins; except for approved change orders, the scope of work, budget, and schedules should remain consistent with existing project approval documentation.    

Due to the different levels of complexity and the unique nature of each project, the timing and type of work performed in the project design phases may vary, but they generally fall into four broad areas:  Pre-design Phase, Schematic Design, Design Development, and Construction Documents.  Projects do not always follow a standard linear process.

Based on the above projects selected for review, A&AS performed audit testing to verify the following: 

· A Business Case Analysis has been completed that supports either proceeding with, or discontinuing, the project; 
· Environmental impact studies have been completed and documented (if applicable) in the detailed planning document package, based on the UC Facilities Manual and State public facilities construction codes;
· Detailed architectural designs have been completed and documented; and 
· Capital Project Summary, Project Planning Guide, and the Capital Improvement Budget have been completed and approved by Capital Programs. 

A&AS verified that the above essential project documents provided enough support needed to proceed with the five projects reviewed.  It was also confirmed that Capital Programs management had approved the required planning documents, including the Capital Improvement Budget.  These key documents serve as the source and justification for a capital construction project.
An Environmental Impact Classification form is completed to document that the proposed project has been reviewed and determined that it is: (1) exempt from the California Environmental Quality Act, (2) categorically exempt, (3) not exempt and an Initial Study should be prepared, or (4) known that the project will have a significant effect on the environment and will be substantially analyzed in an Environmental Impact Report.  Three of the sample projects reviewed were categorically exempt, i.e., there was no significant effect on the environment.  Initial Studies were prepared for the remaining two sample projects, and it was concluded that a Mitigated Negative Declaration analysis should be prepared that would list mitigation measures, if any, to avoid potentially significant environmental effects.  
 
The Schematic Design, Design Development, and Construction Documents are three architectural phases that are commonly used for most projects.  Schematic Design is the first phase where the concepts of the design are illustrated and described in three dimensions.  This stage is also the research phase of the project where certain requirements, including environmental documents, must be completed.  The Schematic Design phase is followed by the Design Development phase, where the structural, electrical, mechanical and other details are further refined.  Lastly, the Construction Documents phase establishes drawings and specifications with greater detail.  Construction Documents serve as the basis for obtaining bids from contractors, the goal being that a higher level of accuracy should result in fewer change orders in the construction phase.  

Our review disclosed that all five projects tested had developed the Construction Documents, though only three of the projects had prepared the Schematic Design and Design Development documents.  The remaining two projects – Lot 36 KREC Replacement Facility and the Wilshire Center Fire Sprinkler Riser Replacement did not require the first two design phases because of the unusual nature of the projects. 

Based on test work performed, Capital Programs’ practices and protocols facilitate compliance with the applicable guidelines established in the UC Facilities Manual to complete the detailed planning activities of capital improvement projects.

There were no significant control weaknesses noted in this area.  

Project Funding and Approval

The project funding and approval processes vary depending on several factors such as the size of the project budget, whether the project is being funded by state dollars, its relationship with long-range development plans, and other special circumstances.  All five projects reviewed underwent a budget and design review, which were required in order for the projects to proceed through the development process, and amendments were properly approved when necessary.

A&AS conducted audit procedures for the sample projects to verify the following:

· Capital Project Summary or Project Planning Guide and the Capital Improvement Budget have been consistently developed, documented, and approved by Capital Programs management; 
· Project approval and the related funding have been obtained in accordance with the University Delegation of Authority for Capital Projects and UC Facilities Manual; 
· Applicable funding restrictions are clearly described and documented;
· Project budget approval process is in accordance with applicable requirements referenced in the “Capital Projects Budget Approval Process Summary,” July 2015; and 
· Questions from the UC Office of the President, the Regents, and/or Chancellor's Office (if applicable) have been addressed in a timely manner.   

According to the UC Facilities Manual, "most non-state-funded projects must have funds physically transferred into the plant account and the fund availability included in the Pre-Bid CIB must be certified prior to soliciting bids.  However an exception for projects with Gift pledges requires the following to occur:  (1) The Regents have approved authorization for a standby loan and the Treasurer's Office has notified the Facility that funds are available, or (2) a cash advance from another available source is temporarily transferred into the plant account and reimbursed as gifts are received."  

Of the five projects reviewed (none were State funded), the fund availability stated in the Pre-Bid Capital Improvement Budget was certified and approved for three of the projects.  The remaining two projects appear to have met the exception.  In addition, Capital Programs did not produce a Pre-Bid Capital Improvement Budget for these two projects since they were being performed under the Construction Manager at Risk project delivery process, which is different from the Design/Bid/Build construction delivery bidding.

In the construction projects reviewed, there were no funding restrictions for expenditures, except that they must be used to support the project.  As a result, there was no documentation specifically relating to funding restrictions for A&AS to examine.  The percentage of specific types of expenditures (e.g., administrative costs) depends on the project type, size, complexity (new construction versus renovation) and project duration.  Smaller projects typically have a much higher percentage of soft costs to construction costs.

For the projects listed below, A&AS reviewed applicable documents for each project to evaluate compliance with departmental and University policies and procedures.  The documents were obtained from the Capital Programs SharePoint system, the UC Board of Regents meeting minutes, and the UC Office of the President Capital Planning website. 

· Botanical Garden Pavilion:  Approved Project Documents, Capital Project Summary Amendment, Permission to Solicit Bids, and Capital Improvement Budget 

· Engineering VI Phase 2:  Approval of Budget, Standby and Interim Financing, Approval of Design, Regents Meeting Minutes, and Capital Financial Plan 2013-23 Project Sheet 
 
· Lot 36 KREC Replacement Facility:  Approved Project Documents, and Permission to Solicit Bids and Capital Improvement Budget  

· Wasserman Football Performance Center:  Approved Project Documents, Approved Project Documents – Amended, UC Capital Financial Plan 2014-24, and Capital Financial Plan 2014-24 Project Sheet

· Wilshire Center Fire Sprinkler Riser Replacement:  Approved Project Documents, and Permission to Solicit Bids and Capital Improvement Budget 

Based on test work performed, A&AS noted that Capital Programs personnel follow the appropriate project and budget approval processes and obtain the required funding in accordance with University policy.  The projects’ Capital Project Summary, Project Planning Guide, and Capital Improvement Budget reports were consistently developed, documented, and approved by the Associate Vice Chancellor for Capital Planning and Finance for all five projects.  In addition, it was noted that questions from the UC Regents for one of the projects were addressed during two project approval meetings with the Committee on Grounds and Buildings.  Questions from the UCLA Chancellor relating to the other four projects were addressed in weekly meetings conducted by Capital Programs.  
 
There were no significant control weaknesses noted in this area.  

Project Transition Process

 A&AS performed an evaluation of the procedures and processes involved with 
transitioning project oversight responsibilities between the CPF and Design and Construction units to determine whether (1) all essential documents and information generated during the planning phases were made available to the project manager to enable development of the contractor bid package; (2) that any remaining funds originally budgeted for the study phase and/or planning activities were properly reallocated to the construction phase of the project, and (3) the Capital Finance and Planning unit’s methodology to capture and report costs associated with project planning activities was reviewed and then properly incorporated into the overall project costs.

For the above five projects selected for testing, A&AS conducted audit procedures to verify the following: 

· Communications among applicable Capital Programs units regarding planning activities (e.g., project schedules, budgets, programmatic descriptions, schematic and design documents, etc.) were documented;
· All essential documents gathered and created during the planning phases were transferred to the designated Capital Programs project manager to enable the development of the contractor bid package; and
· Any funds remaining in the project plant account that were not spent for the study phase and/or planning activities were properly reallocated for construction activities.

In addition, A&AS also reviewed transmissions of the Capital Project Summary and Project Planning Guide reports to determine whether project management personnel were included in the document distribution.  Communications among applicable Capital Programs units regarding project schedules, budgets, programmatic descriptions, and other planning documents were reviewed for all five projects.  Test work indicated that the Director of Project Management Services was included in the transmissions of key documents and reports.  In addition, Project Management staff have access and can obtain Construction Documents used to develop bid packages through SharePoint, a web-based document management and storage system.  Further, physical records of detailed architectural designs can be accessed by the relevant departmental staff from a designated area located within the Capital Programs building.  A&AS also confirmed with CPF staff that any excess planning funds were transferred to construction plant accounts and that no funding had to be returned to a departmental client for any of the projects reviewed.  

Based on test work performed, A&AS noted that (1) planning document transmissions sent by the Program Planning staff to other Capital Programs units were documented; (2) essential documents accumulated during the project planning phases were transferred timely to a Capital Programs project manager so that a contractor bid package could be developed; and (3) any amounts remaining from the study phase and/or planning activities were properly reallocated for construction activities.  

There were no significant control weaknesses noted in this area.  
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