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_ The Working Papers documenting the planning, _const:rpctiné, equipping,

and 0perating_gf_a_lahnratnrxﬁﬁacility_dedicaced—eé~ed&éationai—R&B—are

- organized into three volumes. Volume I sets forth the technical substance

ments to which reference is made throughout Volume I. -
Volume III includes 'the technical attachments for Working Papers
6-12 in Volume.I. Working Papers 6 and 7 indicate the nature 6f documen-
tation that should be prepared by the grantee of an experimental
construction project in order to insure a fair and accurate compliance
Federal audit aid the procedures to be foIlowed in obtaihing.réeviews
of final reports of compliance audits. SWRL's documented experience
"in consolidating and moving 'its- operations to the new facility is con-
tained in Working Paper 8., The planning and activities for the building
dedication ceremonies.is described in Working Paper 9, i o ‘
. . % . N |

Working Paper 10 describes the Opergtiéns:studips in the aréa of

", - custodial and grounds maintenance services. * The results of -operdtions

studies conducted in order to refine the proceddiaﬁapssoqiated with
\Installing programmatic research and development activity in a new
facility are reported in Working Paper 11, Working Paper 12 sets forth,
the procedure’ followed in the planning, procurement, installation and

maintenance of the R&D equipment and equipment systems acquired under
the constrpﬁtion grant, ! ~ .
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.

Y,

A

. L .
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_ of "the 12 Working Papers; Volumes II and III contain the technical attach- ~
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Southwest Regionc.l Laboratory! .
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. 1. The’ facts concernmg constructzo.. of si53 ,,c

be In August 197:;, tl;xe smz.’ 'Joc.rd of b

=z

‘

c

L facilityr»as-«we:;?’erceive “thenm, are as ‘followu.i “\ .
- . as Aco zstruction grant for ~4‘§286,000. (YRR
‘ 5+ awarded €4 SYRL on-June.30, IS705 The .. |

by. July J-. 1972, -

-\

O-

e ';\}

i}

IS

struction schedule- conte'mlated domplecion -

° 'the“'fast-tracking“ approach to seohstructin:,

. = managementasa’ “hew approach that was™eniocod..
! r .. _to reduce tOtalucostf and shor‘.:en t‘hs ccr. LIue
\ ;,‘ " tioh pg;iédv““ AR . e .
° cCe . ]

(8

S i
"v\..C-. S,/

in coooej:a"ﬁ ion with Mr. Fremouw, the wirectcr
of"fEEm;*‘ agfeed“‘ Ehat this progec‘- wgd C-

R 7
AL AN

Y3

Fiscal renortingzand cont::ols *nco::pomté’m
into the drant wire designed for- ortho&c:f:' ‘
constructiom >~nanagement techniques want wele
not‘ ccmoat:.ble wi.th the "fast-traciciﬁe", ‘

-h .
39».\'..10

ovJRL include& a telavision productd,o..
in the""new facility with related* eg_uip:a;‘.:._ -
-cost§ of: $26 ’j000.~ OE apworoved acqqiszi;.;om )
‘ «cequipmént; but in £he sédrs REXTLE
he Un’budgetea Reserve Forl .,,250 00 f '
be: 1eft‘&ntact\-‘~*altTmugh these- dec:.s:.om..u
haVe been- mutually,. incompatible.\ in = co"i-

. servative mood,. SWRL deferred operating” .

expenditu.’res in the fall: ‘of - 1971 to gove = %n.
possibility that. o=' might need somé/all .os hi.
3250‘,000.\ u*xbudgeted reserve to-help r.un'- '

v e w  sae

e . e
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L EA constructzon of othér. fa;cil:s.txes, and i
R - then approve-use _of.funds from-the ojsa‘:;'c
T e contxact to nay J:or: the & v eéu:.nm\.n,t o e
A e T A o NI
o -« t"“(\ o~ ;‘/ . J . ) - . . jx S N 3 .
L ; e. Imnf%a,lh nego(:’ratlon ogﬁk the auona cu. x."cs‘c

. L e anOVenlbeF'l97l“ found"“"#"% WiER & r‘,‘,;,_;kv, R
’ of - 5iscal Yeéarsr I "{’unq., 2 WAL Her, L

was a’r‘rf’e’d“'foi;warq fﬁ@"i thgew TCRETEE: ‘7’

DN ",Ye‘ar Against ths continggnqvxﬁ“b@h 3 :

- S St mays be-naddéd: to7gey: for. the IV equiir
“ 0 No, déecision was. ‘m80e on’ Souree of fpn’
IR » the TV equipment, 'since’ SHREGLA e
el ST .ally:',ide‘ﬁtify _th'is_,. ;-esg;vﬁ;gn “OF
‘ Ty - ot 273 ¥ : e

. RN ,g;‘"’ .
A - o vaL sta~ £ tcgether«w:.tnft‘:e "c’n‘*;:ect', che
[N IR . constfru“ct:n.on xganager*— and: tvrc regional . =
e T 5 - endineed {EEQA) “met dnfwashingtony T¢ o ‘oa
S », ~Fébruary 23, ' 19727 at the Jo...‘t reguese wy -
ST - the. Project:- -Qfficer. and the Grantg f::‘.m';;.,v

. »° The. FECA represe‘at&ta.ve ind:.c ited. rc hud . rod

o~

v:.ewed a’l cqnstructz.on“cmtrac s and change
A S orders » and had found&“no questznna‘*le .n.t .z,;.

. ~

- ‘ - - SWRL explaa.ned, kin ,some det’*il the J.ncur'f\, hee
T .7 .. of cost and “récording- bf’ obllgation sndex
oL . the "fast—tracking" system, whick ds.fﬂ*%:w Eror
et T tradit*j.o;tal system; provided . assurarcgs“‘thac-
E . the. fac:lli.ty ‘would be completed ahead of e

. schedule and at less than the amount . o;.@ Tl
- grant;- aggeed to. furnish .afi’ upuoda\.e eXget
' eport.‘against the cost categor:.es in t‘""ée
provided a listing of all change orders -

s - ef ct; and inguired, whether the *$260,; OQp.' cos

of, the TV equipment. should e uchc.:geﬁ ..u_.‘.:z._.w L
- ethe funds  then in the. uconstrurr.g.on grant or

Chod A

. against\those reserveéd. from FY 1971 R
fee . the oper ione contract, ', Dre- b'“cVJ.ty p&

- N
PIIBCNLIIS

| ‘ S deferred regpinse to this questzon uvtil & luter -
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S g.« ’qo site visits ere: ‘rade- b,y OF aroc*rﬁﬁf or con-- . o
L ' tract. staff durn. ‘t‘hehactual consx.ruc-c:.on‘, S

" {. . v

SR ‘h.’ The contracting off ger noti 1ed«un¢w by tele~ S
Sty .gram on karch 23, '197% ‘chat the TV cqu:.':rr.._n“ . g
N ($261,985,) ‘should.be . azrgea tosthé, con tzuctlon , |

Qa. approval t‘o ude s -




KR \\9 PO
i 'I‘ne facil:.ty\ g . ev:ectoa to e co:@::let‘.:c T
May 'L, 11972, © cupied during “thc wontl by -

- xfay, and.the ded{cation is bcneduleu for. "
. Junhe 2, 1972, To¥al cost is Expicted Lo ‘rs_ <
4140, 000. Jegs thaX thevanount: of the cons

structdon grant (i"nc, uding' the unbudgened” | B
resetve). . O :

s .

J» DH:‘:'.*I Afidi‘t Agency has sch edul‘.oﬁ _
audit of -bégh the o,peratiOns clo'z._r"a‘ SN

., theiconstrucdtion grant ‘to begin in fa & -
. apeil 1972+ . The FECA resident’ enginger ic, - 9
a re\v:.ewing a}l construction contracts ahd -
cnange orders Qand will submit his re Nr‘g e

* -
] - L) - T,

Our comnent on program correscondence is s o\,w
~ig i ) .
. Draft Ietter prepared oy \*r. Larry Kagomon
for signature By ¥rs Jdcob Maimone and
dated’ April .5; 1972 has been. ou"distc,m,x."x
by events, makes argumentat..\re;state'nc..x,..
which would reduce chances for an amidi i“:’f
- setilement without affording any offsctiting
advant age; arbitrarily denies any COot \,.\c. A
wag not.approved in. aavanée by the Granty
' officer,‘and needlessly ‘restates terms c.mi

. conditibns\ the or;i.g/,ingL grc.nt. ‘. . .
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"It would noti*be-in: t"'ze Jbest, intere.:.t of tm. R S
. Office to- greléase this letter; edpecially i 1.
since’ virtudlly' g&l 6bligatipﬁs. haver a},rem\' SRR Sy
, been incufred a con‘st{uc*iom -3 within Two - C o
© weeks of:cémplet on. andf &udit has been Dy
schedulea‘a TR W ej \\ ‘. .
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B S 4132,000. Iower than-the grant total. . 4nt
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bete

‘~const"uotz.op manager,— and the Gov‘wa.;‘:‘ <
" ° regiondl ergincer. An. opportunity ta .oy

~the TV uip*oent cost under ..bo \—bnut:'u\. RN A
graat a in e:»,chan’gi.., .recover & llkc.u GGG AN
Eron the Nor perationg contract vas-lost.dt trz . \y
zeb"qarj?‘f&\méeﬁing‘ whea CZ rcruf'eé. to c‘;‘.g::.ﬁ,,,_‘ "
_this poss:.bil‘ity. Recovery of .funds J:ro"“ G
o L1, Ca, statcd i’x ehe Lozt

The fm’a:nc- 1 liabi]lity of sw... oaoged_— ;

this memorandum at $210,000. (Iem-10)-:
unoerstood, and this. Jiabil ity should "not

e considex:ed s %hc 'o,ay‘o?s:.ﬁoq".. ;( t\....'l

P R

k. cwn

.
v )

Prooosao. Action Items. :'

S

a.:« .mvite NCERD. to “explain its ra
igning a financial respons

' b. »Plan fo* prompt re\new of audit and. en
reports (including sgite' v:.'sits if nece
resolve any outstanai“xg cogt : questz.o*w xm
the construction grnnt ‘and the qoerc.t:;.o 15
‘tracto-,« . N . R .‘~

b R

Open negotiations oromotly with” thc~ SYRL, to
recover all or sore part.of the $260‘ 000. -
eserved in Novémber 1971 from ooeratf;. g C
funds_but- not how needed by SNR.u, .gince DAY= o
ment' for the TV eguipméht has been all lowad, ‘
under t:\he construction grant. . Weed €0 considc
dispositibn of any ‘proceeds: return to Proeas
ds F.Y. 1971 funds recovefed, or amzke availab!
for obligation unti.l ‘Juhe 30, 1972 as. - 5‘. Ve LY

-

funds. -~ r . P .

‘e . - .
’, \ 9

a. Cszsider posit ive ways o imorove adni’n fstracion
) . of construct:!.on grants and coordination | Shwedn
program and contract and ‘grant sta‘f... . .
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D S *following-teasons: :

- Coyon,

_Ai:diﬁ:jj repot:'_,_t.-

"

- Tg Taboratory disagrees vith this part

. . Activities and Punctions which ;g governing in glggj‘prgsgnt;.;éndw’.;,_;:

The specific violations arise out of that. practice:0f the. local.HEW ;.
: -+ 4udft office-déscribed to-the Laboratory in & meeting heldon -,
.. . - September 12, 1972,  to’avoid finding’ any:fault'with HEW employées: _
. . To the Laboratory this can:only mean that the -audit-xepoft will - : o
} ‘ " ,assign respopsibility to SWRL for alls' @tion}f of NCERD, - . =~ .7
2. The audit-team included- an"NCERD employee, is technical advisor; who, .
. . has nq’technical- expertise and who is’not impartial toward SWRL: "~ . <
This. violates the above GAQ staridards, ' ..»o:% . % - 1. .3

v NS

Lt Lt
[ R 4 . R -
h A - e )

A 'I‘heSWRL projeét vas completed ahéad of "éi;hedﬁle,éi;&‘bqlﬁﬁ bpglg;é‘a..-
“with redulping multi-million dollar- savings of public funds.. SWRL
' has ‘never. requested ‘nor required funds in excgss of. the :cohs/lfrugtioh :

a

g *;  total delivered to the Project Officer in ‘May, 1971,

*

o + ‘4s Cost information submitted by SWRL, and meeting the stateéd requirer 7.

R * » ments -of the Grants Officer and FECA, has: béen awaiting action of TN

Y . <+, NCERD for a year. NCERD has fiot stated any requiirements that SWRL = 7 ¢ ..

7% - . has not met, . The audit report adopts NCERD's viewpoint to the =~ =~ ' .
, ot * total exclusion of every technicalty qualified person ¢onnected . ; : |
Lo . “with the project. . ', Lo T c TR S

. 5." . Provisions of two dets of-guidelines governing allowability of costs
.~ « - . dre ignored, Fox example; ope’set-of guidelines prohiibits the - )
P assignment of .pre-grant gxpgx'x‘sé’s to’ the -grant by the audit ‘Téport.. ‘
‘w, %+ ' .3 Another set authoriZes the assignment of .expenditures. described by
P 0-' '+ «.! the!grant as "constructioti-related” to-the program-centracti' -

oy
a-
e e H

‘ . . , ) S 3 -+ L. Ao
v ,8¢. The audit report utilizés'h unique phrasé, namely “construction-, -
v gelated" to justify its assignment 'of certain’expenditures to '
» ! the'grant,  Such expentjitures are, in fdct,- ,"programndpergt'i:ons- . )
- *. + related" and. should be assigned .to thé program operations contract ‘. .
- under the applicable guidelines: * For example, there is ho dispute -
"over the fact'that the program ‘eqiiipment systems purchased under : fo
the grant.-could have ‘bget}"pu_rél}ase'a‘ under the progran operating .
contract. - Indeed, SWRL wag offered the option-of doing so by. the
" Grants 0fficer., Therefore, it makes no sense ‘to limit -expenditures ° - E
. for consultation with relation théreto to the grant merely because . TN
. .SWRL'elected to-purchase - the equipment from such,gougce. - .-
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" he audit report attempts tp assign blame to <the ‘Labor tory for
,NEERD's failute. to grant timely approvals. For. exampld, the .,
,sNCERD 8 approval procedures took seven months to complefe for: ‘the
- ¢architect’s agreement,  If SWRL had waited for approval; it would
have breached othier. y:ovisions of the grant and wasted -over -

31\,000 000 &n program operating funds. Alko, SWRL has waited
almost. a yea for NCERD"to.act on a.request-to adjust budget lines
within the construction totdl given-to NCERD in May, 1971. If.work
‘had' stopped until the approval were received, an additional .

$1 ~500 000 dn program- operating funds would have been wast;ed y

T
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" in mdny respecté Eorueiaﬁtple the: sc : ed’' 1 4
) bud“gee\ which’ éxplicitly states, on’its face,. thtt Laborttgry
informption ‘submitted-aimost a, year agd ‘hts,“?noi: it b
.. 7 B second ekmmple is that withgut- ény supporti
” regulation or guidelinb, prégtam-ope tionss: T Ta<
. ‘belb\d csv"construetio::-repted-costs and’ auigne;f to. the ccuu.,;:}:ut’:t:i.cmi .
grant. - This creates-.a falu,-inpreu;lon of overapending. *KFhird. emple
is that SWRL is assigned:blsme for NCERD': year-long-fatlure*tm set on -
SWRL's timely requesta for budget-line- tem ‘2 e mi'iug the,
. . ipast year, SWRL has been repestédly’ noﬂﬂed by *I-'ECA"and“the, tant:s‘
* . -Officer that-nd further informstién- i fieeded - £or” NCERD ‘action,-

"Throughout this period; ‘héwever,  NCERD has continued £0 ~c'i¢1m that.

"t’urcl;et information is” needed": although: 1!; has been upable to speéify

any. information requumnfs that have not been: me; severil ‘times and

is maty different Tormats.’ The. schedule of costs' in_this, Extibit An-"
. corporatew 1nt:act the NCERD view ;o the total exglunicn of all other

" interésted parties. 1nc1udlng those Fedeul .Off.:l,oinls 'with technical
: qualificationa. e '
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SWRL s\detaﬂed canalysis of é’he audie rep rt isa keyed to

subheadings o such report.

R S

Inttoduct:ton ”

4 .
I / Yo (ot e

. The cbntex;tid\n ih the second paragraph of this section that NCERD ,

-

i established a- ceilimg of $4, 036 000 is withmf—t basis in fact and cohtrary

LR}

—to the latest Grant:s Officﬁr"s' writing. ‘By December 1971’ SWRL was able 4

-

A

,costs among budget ,l’i'es withip the budget total del:weted ‘0 t:he

.- “_, “ 1\..;

six monchs earliet. The Grants Officer has acknowledged

,,..' Wy 3

at this infomation has trever heep ~cousidered by NCERD\in _

'
' . 2
I

. v .~‘

N \.
/ Summag' of Regults of Audi 1

The ,second and third p

v, :e“

baged on unsuppvortable *conté

\

the aesumptiqn that there :ls 1any' 'finalized‘ budgei: for t:he proj ect against:

3%

AL AR 2 Y
$E PR

3
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”
A

PR ‘ 5
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\

which an aud;t can be made. R second exa’mple is he relabeling of program-.‘

operations-telet‘ed-costs,“'ﬁ‘g’ ‘cqnstruction-related costs" with subsequent )

[ l N - / 'C
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s
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assigﬁment- to “the honstruction gran{. 'y tlﬁrd example ia ‘the ass:i.gmnent: o
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' - } ‘ Sy TSN @ . :
L t.o SWR,L of responsibilit:y\ for'NCBRD"s year-long ‘?alure to consider cost M\__,

information for, adjustments in its budget: line iteﬁ% SWRL has been :
‘ L } < z
“ repeatedly advised by technically-qualified ngeral \)fficials, namelyw .
.
v .
. B % RO bnd the Grants Office;' ‘(the last time being on\ﬁay 9 1972), that .
p SW‘RL's cos 1n£omation is complete,.and nosmore infoz%ption*on cbis
. B * R - v N . \ Lo -
* v . matter from S is nedded., ' ] » R \‘, R
8 ¥ ! s . ' R . e \!’ R - a Ry
; i .o ) ) ’ ! - s ’ T . : .
R N ‘drganization and Operations L. - o
7”': ’ -« | ' . . : P ) N *e . \ ' ’ . , - ://
AL, No response, . . S )
) A 1 « . . N . v . ) ‘ \
v ‘ . . R ) ¥ . : ) ’.‘n o la ] )
o " scope of ANate. t ., A
L v ¥ 7.  No response, e L et DU .
« '+ " Accbunting’ System A . & oW
toe .e " No résponge, B - s . 2 '_ . -
S y s v AR .7 3 . '
: . ' . . . - 3 . ' e oo ™ S
: S - . © PART II PR
. . o, L . . ) \ 1 . ‘\\« -
T S S, FINDINGS AND RECOMMENDATIONS E R : © 3
o . L CON TRUCTION COST CONTROLS . PPN ‘x
- 'The corntents of the introﬁuctory paragraph of ‘this. part are rédundapt . _
. A - Y. . \ ) " <. .
.yith the, contents of the Stummary im Part:I. Our comments for that seetion i -
' ‘. are“t’héreforé applicable here alsn; o . R ot :.ffl
.8 - ’ . . - N . _ L
. Batkeground . i . . : o ) ) .ot .
: SN This seétion contains several errors of'ufa,ct. For- example, t’here is .
e no factual support ‘for the contention t:hat: any final determinatidn ‘Has b, oo

. ]

;::' P been made as t:o the "Total DeVelopment Cost:." Under ‘the Grant, ,the U.S.

[ \“ . ; .‘4‘ ‘i
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Commissioner of Educdtion (or his designee, presumably the Grénts Officer)

cap reduce the grant to;:al only aﬂter a fi'adilng that th':\"’i‘ota Development

} =%

i’-h-.\... - ._l-.-E""“’ u

' Cost" is less than the dmount of the\grant. The Grantswﬁficer :fs on_ R I
T ¢ : Ao i o [t .

TR SN et e

8record in writing, that, SWRL's year-old cost information has never been

,u; -

considered. ‘I‘herefore., there has been no reduction of grant total in LS AT

c8mpliance with the grant terms. ' _ - Co . ’

s t L e . ot ) Vo L e s T
, ' - o . - o N 1 .
N Andther correction should be made in the interests of accuracy.

s E_\L ' The Grants Officer reserved the $250 000 oni§ for the period of Fiscal
. R \ N \\__I_ )
- 19]2\ Upon the advice of the Grants OEficer and Project Officer,‘ SWRL P
L2 . v \\\ £ . . A_.. .
L . - then encumbered Fiscal 1971 program operating unds for the tele"irision~ T

) “ L 1 ;ﬁ‘v

- system ($260 000!-) in the event that the $250 000 were, t:emoVed from the

\ NN
B SWRL grant.> This encumbrance~ against«\the program operat?:ng contract w\s
- e reporced to NCERD in financial stateeent Following a February 197‘2 o

b, ‘r;

P s,_ LY
b o B " N .

th.the understanding that the’ revised construction budget ‘would

PR Yo

.9

,refle t the necessary budget 1ine adjustmenéfs. Fd C‘ontrary to assurances PR .
IR \_v SR
‘. by USOE Contract Officials that this would be done, NCERD has never .. 4
acted on year-old cost’ in.fornations. s “ y LT
o - RS . N v . - “ . ‘ . ,N
Restricted Funds ., " ‘, R 5

The st,ateurents set forth in this section are incomplete and consequently

f
.

AR, g
-
»”

LLAT RS
.

S ' misleading and unfair. As such they violate Part v, Chapter 3 of thé GAO.
Audit 'Standards. Oof particular ’interest in this conneotion is the “fact
v’»{,'. cel ¥ g \p‘ -

that the Project Officer removed the ast/erisks, and presl&{ly the restric-
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.
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1\:19 on expenditures of the' undistftrib ted reserve in the budgets of ' T

L, K




February 23, 1971 and May 12 197 To 'present' an a‘ccdrate“‘faétu‘al‘ ‘
p_r:esentation, ft must be pointed out; in this section that SWRL has made
\ a

) 'numerous requests, togethér wit'h detailed cqst information over the e

past year, for NCERD to readjustwits“‘bu get lines withiu the construction )

~

v—y’

4

1

G'

J ¥l »

Lol )

//_al

would assert that SWRL's suBmittal did not satisfy NﬁERD's requiseménts,

.FECA and tﬁe‘Grants 'Officer._

total §etivered & €0 the, Project Officer th, my, 1971. \Eaéh time NCERD

which requirements have always.remained unspecified. el - _ i Y
S . . . i N . ¢ /e s “1!,- ’ " . o 2
3

Finally in February 1972 SﬂRL and its. consultants met with NCERD, i

At fhis meeting, SWRL was assured by the
R . > A CI

4 ¢ -
Grants Officer that resubm:Lttal of the informationf previously submitted '
3

I3

-

but: rearrayed into a different form,h would ~satis£y USOE requirement-;ssw—mm» —
and budget line item.adjustments would ‘be~made. SWRL confirmed this - " , ¥
- - w2 , . \ N ', t:
0y ° 7]

iting to the Grants Officer. ‘I,‘he / . (‘

ey
LT ¢ !

understanding of all. parties in-

rearrayed cost information was the resubmittgd in March - as per agree—- '
AL T ' N : :
ment,g but no act:.ioxi has yet been“ taken by NCERD. Indeed SWRL has received . (

only vague and evasiVe answ&rs from NCERDL in requnse’ t;o numerous n ;
- e -~ , P ]
inquiries as to-«hy budget; line item adjustments'have never been made, - o
) ' - . o S N : r . T
\ Anotherr—exampie of ‘the efailure\o present facts in’ proper perspective
FEE , - B
{«i-s found :in ‘the second paragraph regardi;xg architectural fee. | The
» \ n /\ ~ . i N
paragraph is inaccurate and misleading in’ that it states that* the $25, 000 T

-wag. a contingeﬁcy allowance o cover any increased architectural costs ' ‘
K . < -

\for work resulting from extraordi ry Federal reguirements. ‘The May 12
s 1 . "."?

1971 budget line item distribution cqntains/ no reference' to. any contingency, ) g
hitectural fees,

etc,"’ Rather it contains a lump sum of 3266 500 f r,,a
* .‘ W . {:, '}‘s(

v .

- -

)
[4
. ~
s

~i
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The Pro.jgct thicer 5 acbompanying analyais of this

\1/»‘

Skidmore Fees :

L e ol

S Ba.sic bl $191 ooo

. LI ~'-ngam;qm as,ooo

"o e Lt 7 Reimburssble | ~13,ooo
N 1. L ~:k‘\‘ <y -t . i o,

. Y ! L
' - . v . -
A ' ; - .. . N - -t AR '
+ £ F L

It was not unf;il three .montlg gﬁ;er receipt of the May 12 document

-

. tha.t SWRL was advised of thg necessity for t‘lie Grant‘s Officer approva.l.
i A . »....,___.n L

amount in the May 12 1971 budget. (This \is the same bu&get which &

- \ v - X+ o

ved restrictions expenditures-ﬂof the u.udistributed reserveq) .

»,

en, was delin&uent in not following its established vpractice’ in.

passing the facts on to\the Grants Officer and,prepa.ring for him the
¥ A - ¥

\ necessary authdrization \“/

AN - . . LY

Iine’ Itgg Limitationg 32'4. o [, .

: - - . C e

m}re again :ln thif ‘section the audit report assigns,\ é‘éppns:l‘bility

[aA

) ”WRL i‘or N(}ERD's year-long delay' ln ad.justing budget ‘line i{em aistri-
wzlthinx'the total construcf;ion cost submitted to the Projéct

-

-

rca.n

-




“until NCERD acted and ‘the delays would have produced a\huge waste’of

% € .

‘public funds. The situation “is further distorted by the assertion that .

‘r.wx PR “a ‘. T -

SWRL su’ostantially increaaed the =cost of the proJect by issuing change ‘ \ ‘ "1

.

orders' when in fact the cost of the proj‘ect ‘was less than the NCERD

approved final .cost estimate." It' vas explained to SWRL in the meeting o?

¥
7

Septemb'er 12 1972 by the Auditors" team that' their praqtice { not t\

e
b3 © s

. ) go against HEW employees.- This practite clearly violates GAO s Standards ’

o
. . °
[ N - . ’ / - A

o ' of Audit and can only result in an audit report as is ,the case hereQ that« :

- . assigns responsibility ‘for agency deficiencies to the grantee.

. A
- .. S -%a -
- . . \'2 Lt N R - A4 ,o\‘ . et

o -
, A

R l?is.puted Claims ' ', ‘ “ o ';2’5 . ) :,~‘ 2

s r,@}n
LR The information in this section is'no longer cur"):ent and should be

e !

‘i,,“.l.,\
ERAC TR
PRI

2

L

brought up t date. Both .claims have been settled far beloy the-. amount .
? .

. C I | vy ’ ..J"

. . . . , e . , ! g '.."
Claimed. - * ’ . . . \ . - - X, N )

N, ‘ . - . . " . - .
0 S ; -4 N 3
L . . N B «

Operating Program Funds T . o no A .

. . . .
N . . b 3 PR
[ .

N % This ‘section is’ inaccurate and" misleading in numerous respects. For"‘ '
. . ’ R&. -
. H
< example, there 48 no ré?luirement in the operating program contract, or ,

L rany other authority,, fc;»r NCERD approval of the expenditures described. ' 3
¢ ® S
o Another". example is that ‘there 1s no limitation for eligible off-site .

“
N . , w" fowe ./ , .
L[]

improvements in the ‘construction grant or any of the three grant amendments

e ' issued by the Grants Officer. ; *A third examplé is the redescription of ) .
WY . ) -

" ,program-Operation-related-—co ts as ‘constructed-related-costs‘°" This‘ < S

disregards contractual statemen{s of .work and applicable cost reimburse= ° ) ‘ /
ment, gui‘delines.f"'lt also viol'ates, in part,—. e‘s‘g@éﬁﬁ“ﬁ!ﬁvisions of -
BOB Circular A-21"which is co rolling as to cost allowances on- the R ‘

. .. .. é’ R - . - - N ""‘. -

construction grant




Tota°1 Construction Costs s
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-
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V.

;\' s ~' = e« s QT

'L‘he SPLRL project‘ was’ finj.shed aheaa of schedule, below budgeﬁ and

= PR

,,\

has resulned in »multi-million ﬂollar saviugs ef public funds. In order "

.

‘ ‘:‘ E"“‘effectr'i:hepe savings, and to ixtsure the success of the prmiect, SWRI.

. [
. ~

P e’»
{)rotected NCERD throughout th raject; ﬁrom the adverse consequences of

'that agency sA nability t:o make decis&ons followiug’timely submittais of

- S

oy,

cosc ax'xd other i 'ormacfon. FOr exampie,« seven \months were take?};'to -

l .4
’\~ u‘ PR

By the t:ime approva’l Was 1received

»

R T AR T wag g scaamnyn o Ey—

1L

.
PN

report weuld require SWRL ~t:o have ceaged work for over 19 mont;'n:\gending

- ¢ ¢ e
. T - 4 ’, ‘,4 .

_u .

NCERD s_al‘:p:oval. of ‘ relatively routine matters. This would h*ave“ resuléed
in huge 1osses of public funds."“SWRL has reqti‘ésted :Ln wr;t:lng the

‘mﬂa

:l,p\partial audit report.

kr
r,g,

informed by tﬂe audit team Qt:lgat: one of«r thé basés for’ t:he‘ di‘fferences in
' ) WO RERS SRV :
. view betwe n the art ‘es as to’ the report was auditbr(s practiee 'not'. t:o

*

a. more than edeqﬁate, chu.s reI,,ievipg the qecessity to provide even further

;o
. AR

R
AR

prot:et:tion 1n the audic report.
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Recomendations SN

s ,taﬁdards of Aud; (Par‘t v, Chapter ) require that recopnenda-—

‘Ll

’

i‘“ L, tions :I.n an aud:tt/teponto be’ possible to accomplish. The first: two"

"tl o
N n:.-.m’ »

. o -t o o.,e,.ww N

G
" PR ¢

R recomendatiz ns - aré that SWRL-"obtain" 'approva,ls from NCERD * SWRL oniy has

.'.’,' ,.' ‘.u“>\ vt R
,.n ’

' the apoiver to submit timeiy requests toge;:her with subporting daf:avwhich

V. '\‘ T . e m

N |- has on countless occasions. Ncm‘*i

’of FEGA aud Contract Officj.als that” th
[~} 1 0 8 i ‘ . R
- has continually refused to respoﬁd to SWRL s submittal.‘ The only BUUEEEEE S
recommendations ‘that gould comply with the GAO's standards are that SWRL

» "r " f!b. . : L oty

"request" approva@.s.. T-his,*of course, would be inappxopriate since smu.'s

— —— .»—-«—-—-g-—-.....

n("

- 0

‘é" ‘/., A b ,"~ ’ " ' R s S oo o oo E
I ) reque’sts for approVals began‘ eigh’teen months ago. .. W o E W SRR
N L o R - , S ‘_ P BRI A
‘( i : ) X \ N N “
. . 'I:here is no basis 4in 1aw, regulation,, guideline, 6r~—confractu 1, ¢ ) S
: P R ' s - e
Ty prowisiqn for ;he thitd“re&gomendation. This’is' discussed 1n ’detail in LI
: . —other places in this reporf. “ . T . ."h, o o " ‘
:? .,’ . . .-; 5 .‘u/,:/“, DAY ' .. L. 5. e ¢ "‘ ) )'. :l,‘:\\ \ .“; X p . . Vv i . . ':‘,
e e R g 3" R
f:o::struct:!on Cost R‘ejprt g IR ) n B a
'I;he coﬂusions set, ‘fortg imthe. :lntrodv.ic&l%n to this part of ~the '
i - “ N
report\ are based on incomplete facts aud ’consequegltly aré erroneous and v Lo
misleading. For' example,. the cénclus:[on that "NCERD souianagement of the Co :
project was. 1npeded" does }wt take :lnto _consid'eration Section Vﬁ?A of ° ‘aa_,‘ RN
NCERD's written 3uide11 s, 1;he« wr:ltten delegation of autﬁority & FECA SEPUIN £

'- —r [ . ba® ol

'» the Secretary of HEW he Institutiongl Su’pport Pol:lt:y £ollowed by
.Q' 7_ . .‘ . , ,, ]

CERD' and Sec-t‘ion 9A of the Grant. A second examﬁre is the use of such

‘.
R ce4° S

terms as "1neteased construction—»costs" %nd "additional construction. .

2 . ° ‘ A » . -

D B

'l'he :lnaccurﬂcy xesultrlhg from t:he usg\c.;f sueh ,terms~wou1d become readily -

NI AN

. . b . K AN N O’J"" AN

apparent-‘ if .facts were included covering\ the 'e'Xperimental nature of t:hew
. \o” r ] ;.," e .
SN
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. constructioxi mandgementf project rather than treatigg it g if it\vere a. ...
. &, - ° '

. general “contract being conductediin ‘the traditional ‘linear fashion.\ DThe ' .

. e. 7 .
. e - . ¢} \lv

words .construct—ion hana

o

.
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S

Y
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Again the use of terms and remarks such as significant an]ounj:s oft * ’

o~

N v
Q - < »

tually constitutes brief and erroneous conclusions

w v
N . <
?-i ' ’ .0

based4 on inc mpl“é\té presentations of facts in the report. Some examples M T

N ¢ ‘“o sa

>>
i) rimpoé’rtaylt ‘fac 8, yhi,ch have ‘been qmmitted and about which there -can be

‘\l

-

x\perimental nature of thé project; completion of’ the -
. i ’ A

“": . projec below budget iew of raall change orders by ROFEC° and absence o Y.

. . <q N

o of any grént, ‘guidéline, orN CERﬁ‘ requirementsx as to report contents. b

o ,% ', ‘ l .

o . .

P Failure to state and consmer ert: nent "facts clearly yiolates GAO‘ d, ’
: A ) ; Ny . ,

. . ' Standards for Govérnmental Audit
I S —— w‘ 4* »
: ’ .. \' ’ . . A\
theveof.’, ‘ . . S
i 5 . ) ' ° ! I . .
ii \ . ' %\ Y b
%

BT ginancial Statemént Regorts N .
R, nTe T

e N : ©

- Violations ‘of Part V, Chapter 3, of GAO

.. oecur i,n. tpis\ sectio‘ X

Examples are t N

.. ‘-c

,assignmént of ‘responsibility t : for NCERD's failure to take action e )
. [ v © . J vt v\ R \'\( ‘
’on year-—old cost information, ,the arbitrary 'classification of operating-. N :
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A xesponse that zeacts on‘ly to tﬁe cante
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: e f:} :.

when- rcﬁ!spondrl.x'n;° in s\xch a manner,,. SWR;L :L“
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a:eason, Pg.he following statemenf of facts'-
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’ SWRL receive& é*cbqstruction Grant ﬁne 30 1970 ‘.in thev

amqunt of 34 286 0 to plan’ &nd. c&iis.truct g ege ‘rch\ facility ,ing,accordance?
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All parties~ realized in August 1970, that- the Grant h'ad been* written L
upder the presumption of a general contract for construction as contrasted
with a constructidh management project. SWRL -could have requested at .. L

aoeta
-

" .the time, ’that the Grant be rewritten to incorporate a decision-flow that

could accomodate construction management (see decision—flow deséribed in '

-
¥ PO Bt \

b

l~22-04 cited above). However, the time required for NCERD to;rewrite

USOE precedents for grants of projects in olving construqtion management’

'I‘he loss of time in effécting modifications in the grant conditions
: would have outweighed all potential savings before the project started. -
- B |

: "Therefore, gWRL took the~more diff;lcult alternative of complying with a ’

"r. ';,

A

%

~ . . i .

f:* . . Grant written for a general contract and at, the ame time gi,ving the ” “

.

- ’n;w techniques a fair trial. . o - Co- oLt -r

N E
. . .
. . < .~ - . 7 o
. N .
v ¥ . . 4 \o 2 . .y

The success of the expe:;iment is well demonstrated by the fact that e “

o

Y ~

Lot design and construction were completed 16 to 27 months sooner than the . ; '
s ! .ot . « el )
N other six institutions receiving grants.. Alsa, FECA has estimated . R

S e T
. savings of,.public funds of 315 041,600 resulting from the use of qew- ‘?

S . ‘ techniques as well as federally-owned land in the project. Thé success g e

. of the project vith its resulting savings is a direct result of SWRL' . .

> 7~y
20 Y
. -.« .

L “ compliance wirth Grant p):ovisions requiri,ng sufficient progress. to e.liminate

.

s avoidable losses. For example, NCERD delayed action on the A/E's agree- '
. . ‘.
o ment and budget matters for nineteen months. If SWRL had s‘topped work

"-'(u[

for just this ntneteen month period the direct costs of. the project

ol would have exceeded the grant funds. There are many other examples of R

4

j o « ' , . . .

4 delays in decisions tvhieh would have added to the losses and probably oo

o 0\ a" v ’ . “ , . .l~‘
© ., made project completion impo‘ssible. P e,

. . *
-y Py oo R o
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allegations of misunderstandings. wete made to SWRL with rega-rd 4::0

«’—-( L4

the' .

budget- line item distribution% &hfa contusion can be traced to thewfact : ,-
that one of the differ,ences ,between the ,type of construction management: ':,
. ; PR ,
used on the SWRL ptoject and ageneral contract project is in the L
. - ‘{

‘: hudgetifng procedure for construction qosts. The differences Jare.”explaineﬁ“

e S .3‘&. P a s e , .-,,...,“ w - .—. -

in detail in SVRL 'J.'N 1-72-06 entitled Bud etin' In Eederal}.'

May 1971, SWRL had gresénted the Project* Officer' w;tth an estimateq '-

h‘ .
f\ . EES 2, T ~

2ty

, struction total based oﬁ the’ copstruction manager s estimate of tcosts‘

R +
. ., :

- e
:"\ .

verified by the architect. As, explamea*’ in»TN 1-7z~06 t:his is -the ‘j

accepted manner of determining a project Inxdget fqr a construction- R

’ B
A PR -

management project nhere the construction manager°does not contractually

B Vc\ g ’ 3

gaur;mt‘ee a makimum total project cost.' Since May 1971 NCBR]S' has refused
to recognize thé exigtence of ‘this px:inciple and has, arbitrarily issued

budget-line item distributions ’Based on the unaualyzed 'bids ;Erom 50

- 4_,

contractots. ~Sin'ce that time, SWRL ‘has repeatedl}; att’empted to. have*‘f{~

4

-

NCERD adjust ité budget 1ine distribud‘?xs within the Mag 1971 construc- .

.3'

ti'on budget t,dtal. NCERD vas notified in Jhne '1971 thatHSWRL was operating 7

- ~

e 8

within the May 1971 construcﬂion total. In December 1971. detailed cost

information was s‘hbmitted th NCERn which permitted the li.ne~i.tem adjust- ’
mentst No action was taken, and finally in'l-‘ebruary 1972 a-gneeting was;

- -

‘ R 1

held in Washington. At that meeting USOE officials promi.sed that line-

- . fRg

it’em adjnstments woul.d be made if the cosf information su‘bmitted the . i

previous year were ! rearrayed“ into the form required by NCERD As ’ ’

a

’
L] -

stated by theae offioials, this wou.ld olear up any potential problems

.
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-
e

that could arise on audit resulting ftom the use of consttuctfon management. ‘. -

& >

«
Py . LI

by NCERD deapite-numeroue assutandes it would be done "i a'f ew days.

P ST ‘(,ﬂ,'-. -

RN

e e &
.

-

The complete omission of the above faetswin the audit report produces

B e %

K

a thoroughly distorted representation of nhat.actnally ocsurred For

+ K .
:, . . ’,_4 P

example, neither the term construction management nor fast—tracking are

) . »

even mentioned in the report.- There appear to be two reasons for this ,'.

~ s
g

selective reporting. Onenis the practice of local auditors of "never

JoA
f\

going against HEW’employees"aa described to SWRL in -a pre-exit meéting

v -

¢

{

on September 12, 1972. Up until that time, SWRL had been éhsured that ‘;:

J —————0er P

the audit ‘was to be an impartial,attempt to determine and report complete

¢ K . L3

facts. Another reason is that no membet of the audit team had any e

. .

R -

1 e experience with general construction Iet alone construetion management or

» - «

. -

educational research’and«development.~ The aBSence of‘“‘fair and impartial ~

H Ed PRI
x" . i v

fact statement has resulted in a feport that states erroneous,conclusions

. . ..
.

and recommendations without adequate bases. ‘
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Dr.;_.mqhai;a"n. Schutz
| Wllian 0 Hein';..J‘r
.\umm

‘Lw T,

vs’(:()l’ll-‘s’l‘() Dr. R. Baker, Mr. Christensen c ! *,'/

”~

Y
~
. 0 R

o ! e ‘ »

A copy of the draft report is attached «(Attacinnent 3) in- .which_ F3 ha\re
" numbered the sentences. A sentence-by—sentence analyais 'follows .-
together with & proposed 'response to the. Aqditor based, on the more
detailed analysis. ) .

’ .
- -

Title of _gg__rt_ Program ego gg v

’ =Y

The S$itle of the’ report i‘tselr is-- m%icative of thé posture taken by .
the Auditors, namely that the entire management and comtrol of the
‘%roject rested in "Program"- (presumably NCERD) and- that FECA's
partieipation and 'technical -input’ in‘the experimental proJei:t is to

be 1gnored in “the’ audit. This position elearly violates Section TIIT A
of” the Guidelines and Application Procedures’for the' Educational .

_ Research Facilities Program dated November' 1967: This paragraph is- .
as follows zemphasis has been _added). - : =

The Regional E:ngineer of the. Office oi? Education in .
" the Health, Education, and Welfate Region serving your .

v ject - "
develpmment after &n application for neial “as: W'
has been approved. Following notice of'final project.: . 1.5
approvel by the Bureau of Research, theé Regional Engineer e
will be ¥n contact: with' the. applica.nt" to providé guidance:
on 0ffice of “Fducation requirements and rocedures ‘in the

p'_geconstruction and construction ;ghases of grojeot L ER
develoment‘ S SNy T 'l}'.

\ - \ )

,-‘ It may be noted that the Laboratory vas directed to ‘foIlow t.hese
Guidelines in a letter‘ from Norm Boyan dated May 22, ;969.

Al A} \

»
. v *

~Sentence 1. The Southuest Regional Labgrator_z grcwmed the Officé _

of- Education with inaccura’t:e and incomplete construc‘tion progress
regortst .‘ Fi ‘s *

. .

-
»
-

'This' is 8, tota.lly erroneous conclusion ba.sed on inaccurate
and incOmplete tindings -of facts as set forth in the -
remainder of this -report, -

»

-

.
4
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'Dr. Richarg E. Sehutz ~ -~ . S0 iy
.. Juy 24,1912 - . . - T
’ Page 2 .“ {:' - e 8 ~

’ - LI : 3

. - a
. [ ¢ ‘9
~ -
1 . 4 o< i, v

) «@ N
g, ’ Sentence 2. As & result OE was unable to exercise canplete :
’ management control over the const?ruct“ion pro,ject. « s ’
! 4 % .
X The suggestion that OE should exercise 'cdmplete Ce
" management control over the construction project” Y '
' " violates the explicit temms of Sectiom VIII A of the °
’ . . Guidelines and Application ‘Procedures for the Educe- S : o
i ! tional Research Facilities Program dated November ) "
. : 1969, Sectian 9A of the Grant, ‘entitled Scope of Work . o
. + .+ ' .and the Institutional Support Policy présently being, .
utilized by, NCERD. In additiony it is clearly:contrary :
. . 'to elementary, principles of good grant maregement . .
! « vhich require that .only technically-qualiried persons’ .
be involyed in the decision flow,” This is treated - ]
_ . in depth in TN.1-T72-04 entitled Fast-Tracking Federally-
B AP Supported Construction of Educational Research.and’

‘ Development Facilities which was previously delivered® )
to; the Auditors.. '

. . -
.
. \ ' :
o .t
’ . G . ¢

ahey

-

_ ' Sentence 3. _Tj;‘?._goccmei because the Laboratory (i) did not T |
- report the.execution of change orders in the quarterly techmical , =~ =~ |
.. . ' progress reports,. _and (ii) aid not always su‘unit an accurate |

anrterly Financia.'l. Statement.: _ ' ] N R

’

. The Grant conta.ins no reqiirement that change orders
v be reported in either the technical 6r financial
. - reports, Section B(1)(b). of the Grant states only that _ , |
' .« & technical progress.shall be submitted to the Project - ‘
S, < .Officer 30-days after the end of each calendar quarter.
. . Section B(1)(a) of the Grant required a report of e
-~ expeénditures to be prepared by the budget categories, *
: > ." Cannon and Grant's reports went beyond the Grant require-
. , ments and included information” regarding encumbrances in
PR addition to that of expenditures, 'by budget categoriés.”
. Since there is no basis for this statement, it-is a .
T totally erroneous conclusion based on Auditor-imposed : /
. requirements \beyond the Grant terms. . . ‘ X A
¢, - ’ ~

o ) Sentence ki, This condition alsSg occurred because—OE—receiveu ' —
) ; A inecciurate monthly Architect and Engineer Construction Reports which
. ' gtated that change orders had %ot been issued for wdditional con- .
; struction work. .o . : '

. Tt . B t

"This 'is, a totallg\e;:oneous conclusion based on inaccurate ’ ’
and incomplete-fi gs as set forth in the. remainder of . .

. '. this report.\ A
. ) ‘ 4 : o )
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- . T , )
s Sentqusﬁ.f,fff;f:::f RN .

s -

L ’

£ c BN
g i Loy
S There .are no changes, suggested for~tq§se sentences:
- * ‘ <

N, N .- . . . ~. ” e T,
» B ¢ . ‘ T

) Sentence 7. The construction bugget establlshed the llmits for .
Federal Earticlgation in the construction of the acility, subject
to, pesBible adjustments baséd on the required financial statements

and technical progress reports,. . 7 , -\Q : e E‘

. This staiement is somevhat mlsleading and should be <« °
clarifiéd.- The 1limit for Federal participation is set .
. forth in Section 9(B)(2), Special Conditiens, as’ follows'
. "The grantee shall be pgid a total sum nq:b o !
to exceed the amount shown in Block b, ‘
. "Notification of Grant Award ($k 286;,000) "

.

e Section- (B)(2) of the- SpecialIConditions-is the pertinent:*
. © provision on adjustments., Tt specifies, that adjustments o _
s can be made»onky after a Tinding by the Commissioner or: oo,
his designee that the "Total/Development Cost" has. changed. ‘
‘Sentdnces 8 through 15, * o T

[ P , . o

There are'nc'changes suggestéd for these sentences,

13

»

. _Sentence 16,* The Laborato 'ﬁid not_report the executed change

_______._____3lL_.___._____SEEL_____________________11. .
orders for siggificant amounts. of 4dditional work in the technical

prqgress reports furnished to OE. . .

»
-~

- -‘ . "( .

. This statement'is totally érroneous and misleading and ' o

~e. is basedon inaccurate and inccmplete fapts, . See. responses _

» to Sentence 3 above ggﬂ/lB below, o ) -

Sentence 17. The seven‘grgggess reports provided tQNOE,indihated__-w.r —
that the project coritinued. to remain ahead of schedule and was ,

within the bugget for the groject‘geriod ending March 31, 1972, :

This proJect vas, in fact, within\he budget and shead of - f‘“‘u‘,:
i

schedule throughout’ construction 1o hgmpletionz therefore, S
all progress reports must make these statements in order
., to be accur&te. ’: ) . )§ . v N ’ 3

. . .

. . e S e

-
I
~

< -
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Seritence 18, lHowever, the progress reports: vere incomple‘ﬁe because
they did not provide OB with information relative to the issuance
of Change Orders and the efféct that-these changes ma,y have had’ on

Ee construction stetus of the grojec o:

is a ‘totally erxoneous sta.temen‘t ’based on inaccurate.
and ,;anomplete findings of fact., See response to Sentence 3
. a.’bove\ FECA designated as the responsible Federal Agency
v 'in the Guidelines, received a copy of each change order as
it was issued. That agency proper\oly raised no objeetion to
any change since the scope and function of the project has
‘never been changed substantially and the cost thereof has -
“*a:‘mays been ﬁnder budget, . . o

N &
Y, ¢

Sentence 19. As a ‘result, OE's management of the projecf had been

¢ impeded because it had not been appraised as to the technical

construétipn status of the project.

Lo See response to Sentence 2 above, The fact that OE's o
. "management was impeded" probably explains: why the -

%Y . project was completed ghead of schedule, below total’
"~ budget, and in complia.nce with all requirements of the
. Grent, Regulations and Guidelines.

/’
v 3

¢
» -

Sentences 20 through 30, e .

P

No changesxguggested’ iy. these sentences. ”

€

Sentence 31, Since additiona.l work way nécessary dn order te

complete the project, the La’bora.to? should have informed OE
regarding the Justiﬁcation required’ and the necegsity of additional

. funding. \ wt R —— . 3

v

]
<

It would be obvious to anyone with a knowledge of

" construction menagement. that the work performed by

the Curtainwall® Contractor was required by the approved
plans and specifications and California State law

(See Section 2,05 of Grant General Terms and Conditions).
The projéct was completed under the Grant budget;
therefore, there was no necessity to obtain approval of ,
the change order. The Laboratory would have been in
violation of Sections2,05 and 3,02 of the Crant if it

_<had not approved the change.,

N P
’ ~ .

Sentench 32,  The Leborstory mvided OF with inaccurate Quarterly
Construction Financial Statements,

This is, a toté.lly erroneous conclusion based on inaccurate
and incomplete findings of facts, See remarks under
Sentence 3. ¢~ e -

~ . * .
o /’Nt‘\f [ 2 J d \
P Y 9] . . .
. ., K . .
N _'A . M
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P e
e ) v
Sent'encés §3\and 3!{'.'
‘. ’ - N e
No change necet sary.
i‘o =2 ’ .‘?’,. ‘\\' NS
. " ) SR

"~ Sentence, 35. .

- ment and ‘unbudgeted reserve ; ‘ sstricted ite s

by theGrant., . NN R -
N & \ T l 3:0 . i“* ‘ ‘ . :'_\\\N"
The use "of the term unbudgeted reServe" BMhe Auditors NS

instedd of Mundistributed reserve" ﬂolates the .ekplicit’ 7, -

of

terms of the Grant and:Seften Boyer's: ruling of Juné 23 . S et ‘
that the Graut terms in this respect vere to govern. e Lo ’-ﬂ

"”Sentence 36. These reguired sgecific approval before any' Federal

funds were committed,: . . ’ i N .

The Grant terms require a.pproval of es’terlsked items
e in the Facility ‘Budget only "as: specified elsewhere '
. in the terms'and conditions of the grant¥*," . Thére
- are no approvaas -specified anywhere in the Grant s
relating to undistributed reserve. Therefore; no
approval is neceega.ry ~
\ " -

N &
. , #
' ’ N

/ Sentence 37. The grant al%‘_& required wr'ittem approval by OF for i
project. costs in excess of tw c¢ent of any line itéh,: ‘ ,

- Y N . 4

’ ; This sentenCe ig an incomplete‘and nisleading ‘state-’
" ment of fact, In order to be {1 lete:L,v accurate it
K3 should be pointed out-that priorTapproval is unne)é\essa.ry
Moreover, in.view of remarks. under Sentences 35 and 36 .
- above, Many line item" would include “undistributed, N s L
a - reserve, And finally, thé-use of the term "pro,ject" in\ DL e
the sentencesconstitutes a:misguotation of the Grant. ,H\ e
-, terms and infersfhat eb.ch bud‘get line is 8 "project n ) R - %

_.,_»——— W . .
o © aenoarg s e d Ve SN TE L .
Y s ' P v - \ . 1
{ . \ ..

OSehtence 38, In dition _OE also instructed the Taboratory that U :f
o it should‘ not assume that the unbudthed reserve funds would be .

aua.ilable diring the project, - ~ N

» - . ¢ R

-
s,

N N Th@nse of the term ' unbudgeted reserve ola.tes the N <
~ Grant. and Seften Boyer ruling (see Sentenvz 35 above).
- In addition, the sentence is only partially true since ~
" OE instructei\the Laboratory that it should not assume . ' X
that $250,000 would be available, The Laboratory : -
followed. this instruction to ‘the letter.

e
. I

N E .

N K

- v LN

g

; : o TR ; . x A Y ‘ AL
! . P < " 32
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' Sentence 39:. Our. reviey 'of ‘thewu;onstruct'ién records:and finhncial -/

_ Statements disclosed that the Laborato did not. obtain the required /
1 written approval from OF for costs in excess of two percent of any )

C budgeted category, . . . LY i
’ 4 . RO T

~

) 5 - ST { v -

. " There is no<Grant ;'eqﬁirement for prior,€pproval., Moreover s /
the Laboratory's. request for budget line.adjustment has been
nding for-over éjght months.' And fina3ly./the Auditors

are utilizing a budgeét that states on its face in capital

letters that the cost inrorma.tipn provided by the Laboratory
was not considered. Since the Auditors have no official-.

o)

\

budget , ‘but,only an interim on€, the statement-that costs i n

any category\have been exceeded is premature until the N

Laboratory"s elght-month~old request is acted on. T T N
- . E

i rd

s knowledge, ‘ .

*
3 i e

amountg .of work without OE'

This is a totally erroneods coficlusion that is based on
inaccurate and incomplete-fihdings of facts, ' See remarks
under Sentences-31 and 39, “Also see remarks under Title
of Report ~ Program Reporting, sbove, ’

' N : hd ’»

~ Sentence b1, (1ii) (Laboratory) did not acturatel report expendi- ‘

tures and obligations in budget categories in actordance with Grant | ¢
. requirements, R T e . -

) Tar ¢ ‘ o
* This is d totally errqngo{m_ conclusion based o?x‘inacc;urate and cL
incomplete findings of facts., Se¢ refiarks under Sentence 3 above. =
. . i R .
. - _ Sentence 42. (iv})- (Laboratory) experided $125,000 .from the ©oa L
- operati ‘contract for comstruction related work without .
> OE auth 4_,,,.“,:::,-” e o7 R S S .
. ST T TN R INTTTUTN r  T e A ey
* "~ The uSe of &he term “construction related work" fs-ome of & . . .
Pirst-instancé~in the Regulations, Guidelines and Grant. . L Lo
'Although not c¢lear, the Auditors may be implying ¥hat- pre- N '

... grant planning expenses should have been charged to the Grant. - N
Tg do -so would have constituted a specific violation of See- .
* - tion 151,1k of the Regulations. Expenditure in the operations ‘ \
: contract for professional services charged by SOM is specifically
authorized by Section 31 of A Guide for Non-Profit Institutions
which is controlling as to cost allowances under operating

program contracts. There is no requirement for OE -approval . -
_ . .of professi‘&QaI serviezes in the operationg contract. If, the \
. T e . ¢
\ - , ! ’ \\‘\h““ ot
‘ ) ! T ' . -~ N - \\\‘ ,
. b, LIS . - Lt . ,
!




D‘r. Richard E; Schutz

Jl ‘°2b «,1972

‘Page 7

s
e

e
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5

”

¢ .

.

515125 000 includes costs of access to our site, it would
.~ be an. allowable expense under the- provisions of the above
- Guide since the costs are reasonable, allocable to the
period in' question and are not precluded by. the Guide ‘or
operations contract. v .

This is a totally *e\rroneous ;conclusion Q\ased on inaccurate/ S
and incomplete findings of racts. See remarks under ‘ Ty
Sentences 39 et seq. -above.. ST cooe >
NN . _’\\{h;',ei \“f/ ) \" - , ) .o¥
Sentehge ‘Wb, -Also, these inacoursbe “fi nancial statements denied ' o
OE the bertinent management information needed to’ conmwid&r the. ~ . S
feasibility of redistributing grant’ budgeted funds, - .. . E -
L ? ¢ - Q" - K g < R !

o Thié? is & totally erroneous. conclusion based on inaccurate
- and i¥eomplete*: ,ﬁndings of facts. See remarks under
‘_(c' Sentences 39 et seq,.J %ﬁve. | :
o \ c o

\r ’ T A « B .

Sentence 4#5. The' Imborato .should lement rocedures ) assure
, that ‘all gina.ncial and technica;l./ reports su'bmitted to OE are accurate
and ‘cont lete. - D X A .

Y . . -~ -, Y

Since atl reports met_or. exceeded a.\l‘:l gra.nt requiremeﬁ'sr, /
there ’is no basis for this recommendation. , G e e 0D

'(f . - -
& o "..- ,. T e ¥

.

. {//Na_ji___, L »
Sentence ’46 The architegt"s mogthlx AZF} Constfuction Reports ' - -
provided erroneous information.to OE., o : S H

,e

.
1 /7 -

¢

3

'l’hi,s is a totally erroneous. conclusidn based on 1naccuﬁt‘é_”d‘ -
incomplete findings of fact, /The Grant ters require copies-

e *be sent only to the Laboratory and ROFEC, .As a matter of .
courtesy, NCERD was also sent copiesr. .Neither of the recipients—: Mok,

. specified in the Grant-(SWRL and ROFEC) was ‘misled.since both .

. - * were cognizant of the fact that the Architec% did not "approve" T
.change. orders. .This is clearly stated in the-Akehitect's .
Agreement and the Field Operation 'Manual., If NCERD was misléd,

.+ -this was causged by their failure to read.or undérstand o &, )
speciﬁc provisions of the A.rchitect's Agreement” end ‘Field

P 0peration Manual, copies of wh:tch ‘weremelivered' to them beforé

' , construction, began, Moreover no, kdowledgeable person can’

"

. seriolgly claim that.Hewas w under £he impressidn that & - :
‘ conétruction pro,ject of over 3,million dollsrs would not have .. * 4°
change orders, _¢A mere inquiry to ROFEC or SWRL would have - °,
g clariried NCERD’s confusion. : . . R
. ,' 4 o, ‘ - LA S o '
K‘v’b:‘ “ ‘:’A % ‘:"\ N ) . .t ,{ ) ) " " ) ‘ . .,
- LN 38 T C
;s- O ' . < . o “ 7 &S - \
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P N, « - N

- A .

‘ - Sentencé h'] 'fhese monthly re orts’stated that change' orders had > . .,
‘}fa to hot been eXecuted for additional ;Eork during the construction R .
.. 0. project. . . . o . e

*
. 7 | . " S
- - . ] . ! t ‘

R .This is an erroneous statement. The Architect's report Lo
Cw " 'states no change orders had been "anproved " ~ , .

¢ »

. 4 s
, v € . P s ’

Senfence h8 The regorts ‘were desi@ed to ide ntiix thoge contracts DR
requiring’ changes’, change order numbers, brief descriptions of -~ . 1 N L
“ change and cost, and the revised- net amount : R

-
+

. . *
K ~ " ‘ l“ oA ' . ‘

. This is an erroneous statement. . See Sen't‘:ence 3, above. Lo vl

I . . N . ty . N RTATEN "

v -Sentences 49 and’ 50. However, our review of the cons‘gt;uction' : ~ .
. ~ project accounti records and:other related documents disclosed - .
oY * _ that thé tétal cost of numeérous contracts had.been increased for S S
¢ o - \"significant amounts of additional work, We found Lthat some of . - ™ -,

N the.construction n _project cost increases were attributable to the S
? . Laboratory having executgd 113 change orders for: additional work.' ./ = > b
& N ~ < s . ’ o

5 A o , .
{. / - - There Wére no proJ.eet scqst increases on thig perect ' A X
o ¢o‘nly/ savings. Moreover thesepstatements disclose a. total L o
i , laci: of understanding of Construction Management budgeting |
\ - a8 well  as ‘the fact that there are many change orders"" N
N \ « issued undér constructic‘m management that provide for, work ~ B ot
‘ required by the plans and specifications. This feature f : RS
s Construction Management is'clearly spelled out’in the let " "‘, .
of February 29, 1972 to Gene- Peterso and,’I'N 1-72-06 pr_egiopsly ' N
.Y N delivered to.the Auditors. , ; ’ R Soy T

-
N N o« e - . e
\ N - B . = Yo

) . LT N )
. 4 \entence 51, For_ example’ the A[E monthly report' for the period
L ’ November 1 1 reported t at 3 ercent of the constru tion

° a- Nov er 1971,. as'-all oth,'ery .{\/w,s, were absoluteiy ey ¥ o
o factual., See Sentence 17 above, ' . * oy ey

i
f . > . » - .- ~ [ “
- . . . . .

) * cost estimates developed by the Laboratory's c¢onstruction- 3
N The proposed budget was increasedvmi'wS for, re’quifed and anti-

~ ﬁ}ated construction work.\ \;& . : e
AY v ) - 1 N . \ . Al Gl .
. . e .o . ' NN - , 3
K e . [ O \ P N N . .
\' e . Y. . . -~ ‘ A . . - s ' '»,
Y LY A i . :
\"\« :“ 4 - - ? 'x"‘\\\ Lt = \}
N ’ \\ .
, . _'_.0 ) N \’\ .
)
| ’ N, 4 } :’ - . 3 ‘ - ) > ? N
. " - - P Y
] ‘\4 ’ . . ,/‘ R N
- . ' ) . oy
SR 39 : ‘ :
- > ) v
. v \ N ¢ .7 M -
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cJulyl 28,1972 L
e

@

o - 9 ) '0

b .
v . i
.

‘ . *. e,
. .- v » L]
L) - Yd .

s
i
. ‘

i A .

. ) . V. o
’ . ) ‘ “' !. \. to. ‘ o ! : . " < n N
e Y. - The La ratoly has never requested nor reguired any - , oo
& v " “jgereaseNin the dqnstruction ‘budget 'as delivered’to the .

<" Project Officer inWay 1971 (See TN 1-72-06 eptifled T e

+ ¥ p Budgeting in Federally-Supported Construction\Ms ' '
% 3" Projects previously delivered to the Auditors)] .
' **. _addition, Sentence 53 i-s'.topglly‘mjzslegding unlegs it is - ’ -
¢ .. aléo stated'that the’ pudgt “tofwhich' reference is\made- -. o
", 7 " Specifigally- states in capital letters that the infotma~ .

’ > Lt L F . 1]
.. " tion submitted by the Labora.’({)ry has not yet been fﬁﬁered. .> -
. ' . . e : N - ~ . . o } v R . , %:- B ..‘ h B B

N "Sentence\‘ill.- .He fouhd\ hoyeWer, that prior té.the announced budge \

-~ Xevision, the Laboratory had executed.19 Ghange orders and had R A :
.+. prepared for iSsuance ‘another 21 change Orders having ' i
. ' broject cost increases of $123,272. - - } _ ‘

T =

. PRI .

. In ‘its'present form the sentence is totally misieadir’x‘g in that: - .
.- it s a seriés of incomplete fadts, First, it must be stated . .- -
“.:7- 7~ that the "announced bydget revision" was not received until” ' ’
Y ;- five months after r}ceipt' of the SWRL information, Sedond,™ . L
.. . . thedaboratory ¥vould have. been’in’clear violation of Section AR
&S 3.02 of the Grant General Conditions,if it Had impeded .o
;i- - progress.for five months, by not isjuing the. change orders." :
~.Third, the Laboratory pp.d'specific{&ubHOrigat;bn to issue .o
) chﬁttgé&rders wit:h_oﬁt OE approval withimpfoéé\ct scope and Lo st
- . cost, and ROFEC ‘as’ the. responsible Federal agency repeived .* ° ,
«. = ‘copies of ‘each -th ange - order for examinatidm, Feurth, there - | <
.. . "\  has never, ‘beerany “rpumulative project cost' increase."” The * .. )
. .. fact is that. theré/ ave been substantial cost.savings-in: - ) Lo (k‘
- total projeéct costs, | | o - K AR
R TR N S :

""" Seatence 55, -

\ )-/ ., & i . oy = ‘o
A . et ‘ '
/ . . .r—— \5‘7/‘

R ; . L

' There are. no changes suggested for'this sentence. ‘
S \s T L R
e . A
; Se,nten‘ée*SG.,u.A's_,'a'/é‘;ult of erroneous monthly A/E reports, OF was . .
~ lngble to/ exervise complete n}aEagemén%T dontrol over ‘th'g'izrbjg‘c’c: O .t

Y

-

" - ~

~ ~
b
*e

"his is a totally erroneous statement based \on"ina'.cct;li*e{t‘é
R incomplete findings of fact. Seé responses to Sentences 2
. by 19, 32, k1, b3, b, k6, /14‘7, L8, ¥9, 50, 51,7, -, /

-

. -
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[ - .“ o~ . . r*
e : \“ ‘ ) ,. T8 e
~ Py . | K3 r ’ » 3
- . : i + ' N .
e, Se,ntence 57. The Labokatory should implement Hroce

- ! s

sy that all rem‘rts grovided to OE px the I.abora.torrv
i ‘u' :

acburate end complete.

»i . > ’

S ’All repbrts furnished to OF wez;g,«in fact‘ éccurate and comfu'le”te. T
e, a R As required in the Grant the: Architest? s reports were re~ . .
. i: % «. w7 . pared for'a technica.l.';.y-qualiﬁed -audience (FFCA and SWRLY, * .
’ . The "Architects apparently- wére under the erronequs impression . .
S "+ '} that NCERD staff had suf’riciqnt knowiedge of the critical oro- , IR
o, visions of’ the Architect's agreement and Field Operation Maquail " et
R ©. . 8&s well ‘as a basic understanding of p:inciples of constructi‘on .}: \. T
. ) " management 80 as t® be able to understand an extremel}r simple" PR
e oL ‘-report.\'. ; . I ‘.
« ¥ . - - - 3 . # , PRI Dy 3 » .
nooonS o Reconnnendations - We_recomend thst the Eboratog_ igplement nro-" o o
RS . . cedures to sssure that all reports provided %o, O whether it y g
4 or its a&ents, are a.ccurate and.- complete. - ) .
A NE RN : o - v N
/ o Necessa.ry factual base to support such recoxmnendfationa is | T
. . totally laeJting. . 2 . .
\ ) 4 ) AN . B , ‘ . ] ) ¢ R *
« * ¥ , . > ~ . - : . ’:' - '_s( v
‘. . . *,- - R e - "
- ’ -~ ~ ~ :\"\’ - . ) . ' ! .
v, . ’ 3 - ""i: . ’ .
. ) : ;: ‘ - , ‘ : : ‘:» N , ;‘_I . A . g
d . s T R L .- ¢ <
v .« - ; M ' - o N ' K
3 . s -~ . <!
@ . T . i SR
’ ) ) ’ o« SR . .Y . N v
1-' . ‘;‘ , .‘ . ‘ '»‘ ' ‘ge N . J': v o ,:?'. « : . \
- ’ M N a o0 L
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o ” 4 - )
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. Briefly -summagized, ﬁhaAdeficienéieskof the draft report are -
as follows: A S S S

. N . ' . ¢
-

3 < 1 R .
.1 Scattered- throughout ,the draft are statements .that
‘o .. . aTe présupably meant ‘to be findings of -fact, With
' *only.a few exceptions, these findings of fact are,
. 1§¢omp1eteoorf%rgbyébnsfbnﬂ;gﬁix:fagé;' '

A L]

In many places throughout the draft, the wordings
of specific Grant. provisions are.misquoted,
- L SN Y. S 3 .
The draft Eontaindiééve\'l\paytigl qubtggions of
! Grant proyisions that become distortions of fact )

esg‘. - ' - <
- .

h
~

. because of their incomplet
The draft omits considerat{bn of relevant and,nr'
material provisions of the, Guidelines, Grant .}

¥

... ‘and three separaté sets of Regulations. . .

Most of the statements in the draft which wve
could {dentify as conclusions are without ,
> ' adequate- bases in fact. )

. k6,”~ There are no findings, of fgptsfofwsuppbrtablé
.conclusions in the draft report that would gjﬁold

‘the recommendationg, .= - .

A

The basic assumption made thfoughéﬁf the draft ®

and. explicftly stated in several places. to the ””*Jﬁb.TLNV
effect’ that OE (presumably NCERD) had authority - ~
to "Completely manage and control the project"”
clearly violates Section VIII A of the Guidelines,
Section 9A of the Grant, the written delegation of -
authority td FECA by the Secretary of Healthy '
Education, and ngfayg,,and the Institutional:Support
Policy being followed‘by-OE (NCERD). “

. 8. Thq“dzﬁftjsuggests several actions that should have °
‘ been t#ken by the Laboratory which, if taken,; would
have been clear violations of Grant provisions. In
it least.one instance, State Law would also have .
_ \\ﬁ’b!egi;iolated. - The Laboratory and its agents'have
complied literally with all requirements related to
reporting and obtaining approvals.

9.- The draft report would impose requirements.as to
reports and obtaining.approvals on the Laboratory
%hgf‘gre not contained in any applicable’pfovision'° i
- of Law, Regulation, Guideline or Grant. . C

! ~

i




< A TN (S R RIS

v bt 5 Ay i A ) B SR TR

¥ SRR DYk ot o\ o

4 3 N LA .

£ oot . WL s . : Tl . oo

L, . . B . e o ‘

¥ Y-l . ’ " LIRS T ’ >
SRS . , SR . X . ST .
Fazy, b | [N . d

Ly e

.
.
Lo
L}
.
e
.
»
‘e
.

O
L
A,
.
L
.
o
.
.

AL

Y

:
s' Draft Report

-
.

L
.

e
-

>

.
..

.

of Auditor
,"I(

.
.
.
.
.
7
,
v -
)
«
-
-
‘q
“
Fai
~
4
/
o/

. .~ . s . . . N
B . N 1 N ® . * -
N . , L Q \ .
v o - : L - N
. . v P . ‘ . . . .

) N . .d - . . -\ -

(3 . ¥
§ . \ ' . . h

. A 3 . L v .
« N - - s
) . 3 . - < - «
. At v ! ¢ .t * -~ ’ = g -
. ~ - “
o . ] . e . ofO& - . 7 -
. - ‘ - -
-~ . - * =
- »~ ~ L4 A .
s, B , e
-
\ ) » - hd . . - ’ - . v > s P - ~ ’
. . (SN y . . . P . - . -
W, ot . - M > v N P : . - ™
vy oo~ B . - i
ET . . : s ah . . . -
S0 ’ 4 ‘ . v
. “ . . * ‘L

-
.

“
Ll

s,

w» .
M
K
s
J
>
i
.
<
.
i -
.
..
Attachment 39,
4
.
& .
1
.
.
.
L
<3
5
.
»
©
NS
PR A
]
.
Yo
..

-
.
.
B
-
¥
B
.
B
L J
'
-
K
.
W
S e

e
3
A3
”
o

.
.
~
-
¢
/
.
T o

“hee

A FuliText Provided by ERIC
3

e PR
VR ULl s
Ll

p




" DATE:  August 18,1972 -

" 70 ’Ron Pepnington @ -

3. ;o r . ' @9‘ - . i
FROM: - William H. Hein, Jr{. A\ ‘
- . . o s -

>

. " SUBJECT: ~ ANALYSES™ OF DRAFTS ENTITLED CONSTRUCTION PROJECT - USE OF FUNDS ..
"/, AND OBERATING CONTRACT-USE OF PROGRAM FUNDS RS
= 3 . . ' R ) N ] * N IR I
; COPIES T0: . .f SR ¥y a7 SR
: \ ’ . .. f‘ \ . s-.r..‘_\‘_)_...:"-‘.’:.’_,.
In a|memo dated August 8, 1972, we acknowledged receipts.of the
capt:lloned drafts and indicated that we foresaw no difficulty in
having written reply back .to you by today. This memo also called
atteh{ion to GAO's recently issued Standards for Audit of Govern-
mental Organizations, Programg, Activities and Functions and
requested that you give consideration to.application of these
standakds'to -the present audit, ' To ‘d“‘ate vwe have had no response
to this request; therefore our response is based on the drafts .
in their original form. In the evend; that we -can agree on what
constitutes compliance with GAQ's standards, we would be pleased
to submiit revised responses. Furtheﬂ;, if our comments, in-the -
attached responses, were also incorporated into the sécond drafts,
we feel this would result in reports flt':o which USOE, FECA; and SWRL
as well as the local office of HEW Auditors could fully subscribe. .
With regard to the three drafts in their present form, the B
Laboratory canmnot accept the facts, conclusions and recommendations
contained therein for the reasons set% forth in our attached,
responses, ‘ : -

‘e
- L S

13
- 4 »
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The Laboratory's responses to the three drafts are presented

s

”as'follows. The. first part contains those deficiencies that are

common’ to all three drafts. The second part includes those -
-deficiencies that are unique* to, just the draft identified, Reference
+may be made to the enclosed sentence-by-sentence analyses of the
drafts for more detailed explanations and examples‘of each
deficiency. . ; -

.

@

L

‘. -

Deficiencies Coﬁmon ro AII'Three Drafts “ . '

. P 'hccd}ding'éé our interpretation; ghe’standards set forth in -

GAO's Standards for Audit of Governmental Or anizations,
Programs, Activities and Functions, dated June 1970 are
‘Tepeatedly violdtéd throughout .the drafts. While the codi-
fication of these standards has only recently been accomplished,
. their content, in large measure, is identital>to the codes of
ethical and professional conduct long obgerved by the American

Institute of Certified Public Accountants. Therefore, -their
applicability is not dependent on such codification. .

‘2. The draft reports ignore the fact that éonstruetion of the SWRL " -

facility was completed ahead of séhedule, below budget and in X
strict compliance with all provisfons ‘of law, regulation,
guidelines and Grint.(See GAO Standards.) .

’
1

"'3. The draft‘reports erroneously .assume that ‘the interim budget

« line distribution of May, '1972 is final, nbﬁyithstqnding that
by its own terms it discloses that cost information submitted *
last year by the Laboratory and re-arrayed and reSubmitted
.this year have not been considered. (See Analyggs.) ’
4. With few exceptions, the statements set forth as “facts" in"
the three drafts are incomplete or erroneous on'their-face.\
(See Analyses.) : . o <

A . -

5. In many places throughout the drafts, the wordings of specific
Grant provision are misquoted. In o:her places Grant provisions
are partially quoted in such a manner as to become distortions
of fact. (See Analyses,)

~-

!

6. The three drafts repeatedly omit consideration of relqvant'aﬁd'
material provisions of regulations, Grant, and guideline‘r
(See Analyses.) - v "

..

7. - With few if any exceptions those statements that can be -
identified as conclusions are without adequate basis in ‘fact.
(See Analyses.) ‘ M -
. . . ok [
’ | . * 4". £ ¢

’
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1

PN ) - . \ -
" - 8. There are no findings of fact or supporbablg)cqnplusions
’ to uphold any of the recommendations. (Sée Analyses.)

R

»

. 9. The draft audit reports ignore FECA's estimate of cost

g These savings have been set at .over -
15 milljon dolla¥s. (See GAO Standards.) v . ) ,
10. The draft reports ignore the aﬁpreciable losses of public * . . .
_ funds resulting from the use of linedr and obsolete - I
. procedures generally used by NCERD in construction matters . .
as contragted with the practices used on the SWRL project. , o
. " (See GAO Standards,) - ) B

11, The drafts ignore the direct and-indirect savings in public - s
- funds/Tesulting from-use of an architgct in pre-grant -, N
nnhing. (See GAQ Standards.) .

'nﬂfﬂe.&udit scope and gyjectives were changed at least ¥our times, :
L : U0

.The audit team .had no members uqr:consultants bqssessing the
. ~ knowledge required by GAO Standards concerning corstriiction | .
ahd educatioﬁ%l research aqg development. (See GAQ, Standards, )" R
. en! " .
N ‘- * P \ 4 ~ - N ~
14. The°draft reports fail to reébguize the "system intégrity" . N

of a construction project. Rather’they have adopted an
© ° unsupportable position. that the construction project should -
« be congidered as a series of unrelated &nd non bependent
Projects to be '"managed" by NCERD with total disregard of
the effect on the overall project. (See Analyses.)

15. No weight or attention has been given in the drafts to the
“advantages of fast tracking and construction managemént .carefully
documented in TN 1-72-04 previously delivered to the audit -
team. (See GAO Standards.) . " -~

16. The audit has been conducted as if a Construction Manager hag
the contractual obligations of a General Contractor.
Consequently there was no understanding by the Auditors of
e the differences in budgeting, for the particular type of
construction management utilized on.the SWRL project. This , .
in turn has resulted in countless errors throughout the drafts. ¢
(See Analyses,) ) - ’ :
. A y '_—-/ §\ ' ‘
17. The drafts appear to be, ‘in large.medsure, 'paste-ups" of '
excerpts from various USOE letters since the errors in the
letters are repeated in the draft reporfs. (See USOE
. Correspondence. ) A . N

[
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- 18, The Auditors have not considered the adverse effect that _ §
- Y their failure to recognize the. advantages and savings of - ’

t~ ., jthe modern techniques validated on the SWRL constiuction
oo ‘ > project will have on other Grant:ees. Such other Grantees N
- » . :will not be willing to utilize these effecfive procedures o
»if they must.be audited by teams: who do .not understand - ‘ ‘
. . .the differences inherent in construction management. The
¢ o Auditors have failed to recognize the discrepancy between -
‘their professed objective to prevent waste of public funds y
and their rigid adherence to audit procedures which validate
¢ archaic and obsolete construttion procedures ‘utilized on
other projects. (See- GAO Standards.). bl

’ 19.- In addition  to violating GAU Standards, the architecture
- and structure of the audit are so designed as to provide
byilt in protection for poor management by Federal Grantors..
) - This is illustrated by the fact that waste of public funds o
- , caused by government personnel will -appear only in a )
noh-public "intérnal memorandum. Federal employees,
. therefore, who mismanage projects can operate with relative T
- Vo inmmity 'from public scrutiny and accountability. <

. . 20, Tbe draft reports.condone the highly questionable actions -
' - of NCERD in“refusing to make budget line item adjustments, ’ L
= although cost information has\been in its hands* for months,
‘Q\ . .and then requesting an audit against iiitefim line item
distributions. The draft reports treat this interim
. \ budget as if it were final, (See Analyses.)
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Response to Draft Audit Report Entitled

N

Construction Project - Use of Funds

el

-

In additian to the deficiencies shared with the other two

drafts 'and set forth above,.the following cuﬁmenys are specifically

applicable fo drafgxéindjng number 1. y .

‘ S ‘ T\Qb . S -

- 21, The basic aséﬁmption?yade'throughout the draft and explicitly
stated in several places to' the effect that OE (presumably
NCERD) had authority to "completely manage and control the

- project"” clearly violates the Guidelines, Grant, and
Institution Support Policy. -

The draft suggests several actions that should have beeﬁ"taken
by the Laboratory which, if taken, would have clear violations

of Grant proéisions.' In at least-one instance, State.law wmld
also have been violated. ' -

\
«

The draft report would impose requirements on the Laboratory“

concerning reports and approvals that are not contained in any .
.applicable provision ‘af Law, Regulations, Guideline, or Grant.

. . 4 ) N




: SR g
PSRN . v . . .
e T - s # v

August 18, 1972 I
Page 5 ,

Response to Draft Audit Report Entitled <
: 7~ , . ' ’ * - .

’»‘cénstructibn\lrroject ~ Use of Funds

.
.

.\

, In addition to the deficiencies shared w#th the other twg ,
- . ¢ drafts and . set forth above, the. following com,uent is specif:lcally
: applicable to draft finding number 2.

l

24, The dtaft misquotes correspondence from the Grants Officer.
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‘\. -'M‘-,: R R : 'x\ . R
~ Response to Draft Audit.kepétéxﬁq;itled
’ - NS " v
s . . : __y\'\,
\ Operating Gontract - Use of Pro .
Nt SN ' AN
- "Aﬁ\\ - ‘, . ... \ i /’M“
In addigigp to the deficiéncies shared with the-other .two - \

“drafts and set: forth above, the following comments are specifically ) .
applicable to draft finding nuﬁhg£\3. , o T

\

25. In several plaées througbdut:éhe draft, reféfen;es are . T
made to Grant provisions which do not exist. ‘ - ¢

<

¢

26. The draft omits consideration of many key dofuments ,delivered
by SWRL to the audit team. 'Examples are the Basic Program
Plan, Architect's Contracts and inforqatioﬁ concerning
minimally acceptable site access requirement’s

.
R
£ -

27. The Guidelines governing allowance of costs wnder the progzam.

~

operating cdntract are ignored.

28. The draft fails to recognize that under the Gui@élines
~ governing allowability of costs under the program operating
contract, the type-and nature of the services provided is the
controlling factor in determining allowability and not ‘the
* nature of’ the organization performing them, ¢

29, The draft would impose requirements concerning approvals -~
for expenditures for professional consulting services that
are not contained in any, applicable provision of Law, Regulation,

. N, v
Guideline, or Grant, .

~
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DATE:  August 30, 1972° ~
~79;-'—Dr».-lic&rd—l.~8chutz s
FROM: ﬁzum H. Hain, e

RS is’*

-

o . ’ ¢ . o 'éf?‘ =
. C!!HES TO: Difictorate, Mr, Chricconlen ‘ SN T e
' \. e . \ _\\
L We hnvc completed and oubmitted our responses to the. four .
k\ _ draft findingo of the’ HEW Audit. It appears. that our - ',

S . teported concerns: rcgltding draft finding number 4 can be - .
G\ e quickly fesolved with the docal office of HEW Auditors, .+ .
S ) On the other.hard, the positions of the Auditors and the N s
e N ; Laboratory are diameétrically opposed as to the ‘validity ’

of the contents of draft findings 1, 2 and 3. Undoubtedly |, , R
. . 7 the differences will have to be resolved at -higher levels . P
- of authority since the Laboratory cannot accept any of the - o
contents of the three drafts in their present form,

L ; "To complete our documentation of this pha>é of the audit)
we decided to prepare-the-&ttached chart for thé following
reason. During our review of drafts 1, 2 and 3, itrbecame
obvious, that although the reports were quite lengthly, they

3 were, dn fact, merely repeating only four basic contentions

(. with slightly differing wordings and”in different contexts, .

Such draftmanship leaves the reader of an audit report with .

the impression, intended or otherwise, that the institition o <7

peing audited is guilty of a 16ng list of serious offenses, & '

- authority to substantiate their validity. This can be. 111ustrated

R } ; by the fact that when the auditors' foyr basic contentions =~ | jf
S . &re exposed to ‘the annlyoio on thé ac ched sheet, the structure e
o -~ of their draft findingo 1, 2 and 3 collapses. Lo . /o -
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Mr./ Ron Pemnington
HEW Audit Age

ro.mlmtt-l. Room 12206
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AT O PROGRAMREPORTING R N

. ~ he
~ Y " oo .

-. The Southwest Regional Laboratory provided the) Office‘of T

Education (OE) with i#té#dﬂ ivld. Liddng1¢vé construction

.progress reports that met grant reguirement:s but did not / ‘ )
cause # { z‘“\llt OE Wis \M“léu to é;(éiéiié éd#!été #ddéén‘:évit : o
¢ohEreL W# 14,04 éd#tuéii# make ad‘:lustments in’ budget line " LW

Lol

item distribution in the project budge . This occurred because

the Laboratory although not retLuired_y the Grant (i) did not -

report the execution of chan e grders in the(quarterly technical

ngress reports #Ad or in ({1} did héf ﬂ“ﬂ/‘“ﬁﬂ tﬂléli ddd o \
#Hﬂté quarterdy grant Knancial Sta:ements, This condit: fon .

also occurred because Valthough not required in the grant: OE ' A
received Ihdéédrdré mon€hly Architect and Engineer Construction A’
Reports which stated that change orders had not been {dddéd fdi
“ditiéiﬂ t‘«““f\iéil“ %otk a _pproved by, the architect N

1 » v
o A ~ . i v v
¢

'.

. L . .o ,
Back'grognd L \ - , . ’ .o

v e

: iﬁ May 1971 O0E authorized the Laboratory to proceed th

'final bid analysis, contract execution and constmctiot;;gubject K . N
\ v

to the\provisions of the grant Specific OE, approval was to be - ‘
* "‘\
secured for' any change orders which would substantiaily affect .

¢ -

Ehe scope, function and --cogt of the project. The déhdtrudeisn

Phdgés gran est:ablished L2§6 000 as the limité for federal

>

participation, in the conatructian of the facility, subject to q -

possible: adjuscments based on,’ t}ié fédiiz‘éi\fiiﬁéiﬂ ititéﬁétiti ‘ | ’
PR . x ’
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. dkd | BhehAL 44T tiéité“ mm; ch_ges in the "lotal Development .

- Cost" as dctcrmined by the cmicaioncr. ‘The‘ financial- stateneuts

wcrc{ to be prcparcd by budgot uttogor(eu 11 ncé“ordcpnctr wlth tlw . B oy

»
— \ ~ >

. ction grant budget. The progress reports were,to’ be prepared &

on the technical construction status of the project., In addition, ,

the grant rgquired the Laboratory ] architect to prepare monthly v

~

, *Architect and Engineer (A/E) Construction Reports. These monthly

‘

. . A/E reports were provided to OE, although this was not specific

ao
A

4
* E

requirement of the grant,

[
~ -

" At the completion of the project,~thc Laboratory was to ‘submit
final copies of the financial and technical reports certify}ing’ hat

it would not submit any further claims to OE, These final report

-

have not yet beén fumished to OE because the project has not been
approved by the State of California Office of Architecture and \
Construction (0AC) and somg contracts still have not been fully -

executed. As a result, our audit review has been limited to \

,

evaluating the most current technical progress reports for. the ' . '

. o g S\
period ended March 21, 1972, However, our review of constriction ’

costs inclodes all the financial statements prepared through the

quarter ended March 31, 1972, and a review of subsequent costs

incurred through June 30, 1972, but not .reoorted.

Tethnical Proéress‘Reports ,

+

* The Laboratory sent copics of all change orders to FECA for

. approval; the grant did not require the Laboratogx to report the

_executed change orders f£of°d{ghit1dnt ddbunits of “ditiévh‘t»“x‘lé

in the techﬁicali progress reports furnished to OE The seven )
I3 ' . . ’ ' 57 f
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~progress reports provided to OE indiceted that tne project

continued to remain aheaé of schedele and was within the budget
for the project period ending March 31, 1972. However, although
not required by the grant, the progress reports should have véré

LALeApLELE Béddddd fHEF d1d oy provided OF with information relative

~

to the issuance of change orders and the effectwthat these changes
may have had on the £éRéfrhétids #fdfvé buget line item dlstribution
of the project. As a result, OE/d ddddgddédt é¢ PHd préfeét Hdd

Bééd {hpéd¢d was unable to make adjustments in the budget line items

because it had not been appraised as to the détidl Léennidd] édﬂitiﬁéiidﬂ
$edrvd 6f L¥E Proféét change orders.

Our review of change orders showed that the Laboratory had
execnted 39 change orders for $123,212"es of December 31, 1971. As
of March 31, 1972, the issuance of changé orders had increased to
15 for $lé9,2&5. The Laboratory has since continued to execute change
\orders and‘has informed us that all orderéf%ave not been received and.
reco;ded on its accounting records, As a result we can neither express
an oni;nion nor quantify the total cosiend number of change orders;
however, the Lanoratoéy has executed 120 changaorders and recorded costs
of $260,000 in ies accounting records as.of June 30, 1972,

“For exanple, the fifth progress report for the project period

-ending September 30, 1971, stated that the curtainwall mock -up had passed

all strength and infiltration tests, the inbeds had been installed and

. €

the attachment clips were being welded to the building structure, This

worle was reported asg about 50’percent complete, The sixth progress report,

" for ‘the "period endiné,December 31, 1971, stated at the curtainwall
e

- -




ba \ )

framing was 99 percent complete, aluminum spandral panels completed

on the south, and east elevation, glazing had commenced and tempered
¢

glass wasoﬁéported in route. In the seventh progress report, for

the perigh ending Maroh 31, 1972, the Laboratory reported that the
curt%}nwall was completed. These reports stated toat the project
cggt; were safely within the project buoget.

: Our review of the construction chénge orders disclosed that the
curtainwall contract awarded amount of $298,627 had been increased by
$13,456 because the Laboratory had atthorized additional work. fhese
changes were authorized because (i) the contractor had not included

¢

the work in his bid, (ii) work was excluded from another contractor's

contract, (iii) the Laborgtor? exercised addi:tive and deductive options
and (iv) OAC required certain design changes. ${dé& dddif{dhdl wdry
Wi déddddiry 14 dedét té N TTRLT PrOfEL ERé LABALALSFY dWedTd
Kivé 1hférdéd OF Fédddding thé Jutitiédtiéd 8f Vér¥ Féduiréd dnd tué
HBEAYALES 6 ddd1160AT PeddAT fhdd L/

¢

Financial Statement Reports : _\ ‘ . }9
The Laboratory provided OE with fddé¢dfdfé quarterly construction

finané¢ial statements that met Grant requirements but did not cause OE

o toamake odjustmenté in the line item distribution of the projectlbudget.
The construction financial statements aé of March 31, 1972 reported -
$3,966,691 in expenditures and obligatioos. Expenditureg and obligations '
were reeorted in all budgoted categories, except for\the construction
tontingency% movable initialneouipment and unbudgeted regerve. - The

construction~Contingency was authorized to allow the Laboratory the

flexibility to execute change orders without specific OE approval if

such changes would not substantially affect the scope, function and/or

»
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- cost of the project. * The budget catego ies "for mova 1e initial

equipment and ﬁiﬁ“dééféd fé‘éffé archit ctural fees were identifi ed

*
(>

‘as restricted items by the grant. Thes tgs.budget categories

—— R
@ ; ——

required specific approval “elsewhere in} the grant before any B

Federal funds were commifted. The grart: a138~:ggpired written

£

percent of any line item. In addition), OF also instticted the

Laboratory that it should not assume, fhat $250,000 of éhe unbudgeted

reserve funds would be available duri g EWé Préfééf/ fiscal 1972.

Subsequently, the Laborapyry was granted use of $250,000 for purchase

A"

‘of the television systen.

Our review of the congtruction accounting records and financial
~

statements disclosed that the Laboratory (?7*41& Réf P¥EALh requested
‘; ‘ fequestec

but had not yet received.the required written approval from OE for

costs in excess of two percent of any budgéted category, (iiS incurred
i .
expenditures and obligations that required line item ad justments of

222,000 1d dxékéd oL thé ébhdrvhérisn ééitlﬁééiéi {34 Jiéﬁifiédﬁt
VIRY: Add 1t hd1 WELK GItHdE OF/4 UhewLddgd/ (111) followed

grant requirements but did not d¢¢dFdf€ly repart expenditures and

obligations in a form that would have caugég OE to make adjustments

in budget categories I A¢¢ériddnéd wifH ¢AdhR Féduidéddhtd) and (iv)
expended $125,000 from the operating progrdm contract for ¢dddrdudsidd
télitéd work that could have been in part financed from the grant
WIERGAE OF AULWOL L24E 164, Ké d/tEddIY| OF wdd dddvdLd (hdE fHe ’
LABOIdLbrY ¥ (hédiding idé;édléd CORELVRELLAR doded £oF dLdnitlddns
dddidr g ¢f dddiiléﬁdl Wer¥¥/ Also, these {hdé¢vrdfé fina c&al statements

AN
déviéd did not provide OE the pertinent management informatidn needed

3
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distribute budgéted funds amoné appropriate budget I}hqs.

N
. . )

- to consider the feasibility of redistributing grant budgeted funds

within the grant total, The Labofato;y should implement procedures

to, assure that all ‘financial and technical reports gubmitted to-.OE

are fffdydré iidwfé¢$1¥¢¢ sufficient in content to\cause OEwgo

N\

Monthly A/E Construction Reports

The architect's monthly A/E Construction Reports pré¥idéd éffddéédd
IUESVARYIG ¥d OU.  THed#d dddiily vépores sc@ that change orders
had not been ¢iéduvéd fo¢ dddI¥IdudY Vé¥Y approved by the architect

during the construction project. The reports were designed to‘idenfify

for FECA and the Laboratory those contracts requiring changes, change

order numbers, brief description of change and cost, and the revised
net amount. WoWéYE¥/ Qur review of the construﬁtion project accounting
records and othef related docu@ents disclosed that the total cost of
numerous contracts had been indréased £67 d1dhitidddt dddudrd é¢
ddd1¢1ddd] Wd¥¥/ We found that some of the ¢Sudi¥uéridd prdféet éddy

'iﬁéiédi}i additions in contract amounts were attributable to the

Laboratory having executed II} change orders for Add{fiddl work

required by the plans and specifications but not.included in the

contracts awarded to low bidders, This is a uﬁique feature of the

2

type of construction mAnégement used on this project. Although not

required by the Grant the Laborafory should have reported this feature

to OE so as to cause it to adjust its budget line distributions within

the ‘total Grant figure.

For example, the A/E monthly report for the period ending November

1971, reported that 53 percent of the construction work had been
14

completed, change orders had not been {#4id approved and the job

61 | -
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was progressing very well, Although not required by the grant the

. N
Laboratory should have informed the Project OfFicer that under

( ¢ i’
their contract, the architect did not approve change orders., 1In

December 1971, the Laboratory requested OE to Apprdvé d/¥dvidéd .

¢odd EYdéE1dd adtg;t*its budget Wddéd o IHE (ohdivdérion doét

¢41{fdféd line {tem distributions within the total developed by the

Laboratory's construction manager in May, 1971.

Th¢ PY9Pddéd Five months later, OF made adjustments in blidget

wdd Idédédddd line items totaling $189,703 £d¢ feduivéd ddd dA¢icis

PAVED dddIE1dddY dodd¥vdetidd Yd¥¥/ Ve found however, that as required

by the Grant, within this five month period and -prior to the announced

) . . P
sufficiently A¢¢drdré dnd complete to cause OF to adjust {

PYéyddéd budget line items revisions, the Laboratory had d1Yéddy executed
19 change orders and had prepared for issuance another 21 change orders

“#;iﬂé edAUIALIVE Prdfdét dodd iﬂéféd(!é(necessitating further budget

line adjustments of $123,272. The Labbratory has continued to
- o\ .

execute change orders and has issued 80 changes for $138,728 since

N

Decgmber 1971. A4/A/¢481L Bf 4#tédid Because of reliance on the .

monthly A/E reports, OF was unable to exercise éomplete management

control over’ the budget line item distribution under the project budget.
B - T\

On_future construction projects, the Labotratory sh

. Al . R
to assure that all reports provided to OE by the Labdratory's agents are
£

1d implement procedures

budget line

P
items within the total project budget. ! n“\x\\

! ~

Reéommeﬁdations

-

- A

We recommend that the Laboratory implement procedures to assure
that all reports provided to OE, whether by it or its agents, &¥é déddrdLd

ind/iohplEE4é to permit OFE to take appropriate administrative action.

-
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OPERATING CONTRACT

USE OF PROGRAM FUNDS

~

N

The Southwest Regional Laboratory paid §I123/983 $33,461
from the opefatiug program contract for architectural services

and off-site construction improvements to gain minimally

acceptable access to the facility site. #Ad Consultant services

FALAELHE £6 ERE COREVALLIOR $POLBEE WILKORE AUEHOFLIAELOA in

the amount of $92,442 for assistance in preparation 6f the Grant

Application and procurement, mairitenance and installatggn of

equipment systems and office furniture were also paid from this
Contract. As a result, these funds were unavailable for use
By the laboratory for {f# other research and development

activities.

Background

e

The Laboratory, under contract with OE, conducts educatiqnal
research and development programs designed to produce improved

instructional systems and procedures in education., It also conducts

research and development activities relating to what kind of

physical facilities and supporting equipment systems can most

efficiently be utilized in‘the conduct of educational R&D, under

the operating brogf&m contract. ' The Laboratory's management is expected
to .insure optimal use of available fiscal resources to achieve quality

in its program developdent. Therefore, it would be more appropriate

to request approval for payment of as many of the above costs, as

~

possible, from Grant funds.




In June i970, OE awapdéd'thé Laboratory a construction g .
grant which provided Federal funds for the development and‘,' \\\\4
‘;onstruction of a new facility. The Fe¥idéd préjéés Bidﬁéi“ —
Grarnt established Federal limits for participati;n in the. X

construction of a new facility. Under the May, 1972 budget

line item distribution the Laboratory was to contribute

I¢¢41 non grant funds amounting to $23,200 and $26,650, for

Y,

consultant services and off-site improvements, respecti&ely.

It is not known, at this time, what the final Grant budget will

provide with regard to these items.

Professional Services

The Laboratory paid $125,903 for professional services

teldtéd £é (24 Lohdtrdétibn préfét and for gaining minimally

acceptable site access from operating program funds wifHed#

AdERS L 124 1dn. »
KEERLEAEEdFAL Consulting fees amounting to $67,557 for

services requested by the Laboratory were paid a firm of architeots

-

from operating contract funds for assistance in preparing the

grant application and various other services including utilization

[

and placement of existing furaiture, gpace utilization, etc.

Although the operating program contract included costs for

professional and consultant services, fhé these AFERitédfuddl

fees also related to services needed}for the Grant application
and the édhdfrbiriod equipping of the new .facility. Cost

reimbursement guidelines precludé paying for services in connection

with the Grant application from Grant funds, However, the Iﬂbolatogy's

work program and the ggn11g5hlg_gu1delinea_gn¥gxning_§llnu&nsn_n£
61 |
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. \
costs permit” payment ¢f enti}p $67, 557

z

Contractors' fees 8mounting to $33, A61 fot minima 111
acceptabie access to the facility\aite déhdtidétion idﬁfﬂféﬁéﬂt‘

e ——e

- were paid from program cg;CrﬁhE funds. The\Ziidﬁfiétlét

grddt pfédidéd Project Officer sggified a maximum of $1o 000

. / )
for off-site improvements, The Laboratory was required nherefore,

1

to pay any remaining dd&ftiéﬂd! costs from non-grant Idédl"funds\
14dtédd| The Laboratory paid for these Addif{4ddl ¢é¥td items

|

from operating program funds after informing the Project Officer

that these were the only funds available for this purpose.

The Laboratory peid consultant fees of $24,5M for services
related to fH déhdtAUdLLon BLofect wird paLd fréd tfdtiid doRLHEE -
f&ddd/ Tﬁé $60¥1¢bé Y41dtéd ¢4 the procurement; maintenance and

installation of several research and development equipment sys tems

AN

which were authorized under the construction grant and were, paid

from construction funds. The May 1972 budpet line item distribution

)

eohdirdér1éh gfdht provided that these consultant fees were to be

_paid from non-grant 1é¢4€l funds., The Laboratory wnrk program under

the operating program contract and the epplicable guidelines governing

allowance of costs permit such payment,

TN
We have questioned fhf#é the costs of $123(983 $33,461 as they

were for minimally acceptable access to the facility site and there-

fore more WOE ATYSCAVIE £d LUE OPErdLing coRbraér WhE vdré Iddréid/

related to the construction project. The Laboratory should not be
required to Wé{¢hér use dé¥ or ¢laim operating funds for minimally

acceptable access to the facility site. ¢édf4/ The Laboratory should




[

] -4- : " . ¢

request the Grants Officer to approve use of the interest earned

on investment of Grant funds, in accordance with Grdant terms,

for these costs, Any operating funds previously expended for
f ‘ ¢

construction costs may #KéHld then be fAtwiddd £ utilized for .

program operations upon approval of the Federal govérnment.

¢ ' \ ¢

* Recommendations - !

We recommend that:

. | fhe Laboratory request the approval of the Grants Officer

-

to use interest earned on its construction grant défffé¢-

B¢ hé¥ él&iﬂ PhEtdELng fﬂﬂf! for ébhitlditdbn the costs

of gaining minlmally acceptable access to the fac111ty s1te°

and \‘ L. 4'\

2, The Laboratory request approval of the Federal Government

. to utilize for program operations #érFifd operating funds

previously expended for gaining minimally acceptable access.

EORALIUELIAA £6 KHE FadArAT devérdvnenit.




CONSTRUCTION PROJECT . ' g
. ‘v
\ L. USE, OF FUNDS &

! /

Improvements were needed .in t:he fiscal management practices

‘ . AN
s \ . employed on the Laboratgry's construction p>6{ect. As a result, ” \

N Brbiéét hplditiidd diééddid cli;mges in the budget line \ig:étné of

Cat 1{ALE L bkd ¥y about $151,000 were not made by OE. This occurred
because the Laboratory (1) eaewm A GBLLgdted thddd %mu ~

e N
L of fHé dﬁédi&é ddd\bltl Nﬂiéﬂééd 14 dededideed Uﬁd#t ¢t édii“

\ 1(11) re _quest:ed but: has not vet received, Grants Officer approval
| to étékédéd exceed 2555533 budget categories by more than the'

N ,\‘\ maximum alloable cost increase of 2 percent. 1h Addif1én/ Ehé

\\ LiVord Ly pdid $123(807 £éF ébhditdeéeiod veldted dédtd wifh .
GHEHELYY, Wbt Y HAONOAE ASHRGHLIALI] Roadiitional. co
a1z, 000 has been claimed by two contractors which the Laboratory o

is dispﬂti.ng, but: which may result: in additional éfé£ddivé costs. K

-

L ._ B;\ckground_ ' \ ‘_ T e ol
| : \ 'OE awarded the Labc;atcry 4 construction grant of $;; ;2'8’6";090 f‘c;r -
the\\development and construction of a new facility. Hébasds] fhé tétil 3
déﬁléﬁdéﬁt éddti 6f tRE préféée ﬁété ot ¢ éiééél $4(038/00¢ Beddvds
a¢ f\iéﬁéd $230/000 £6¢ dhvddl féhtingénétsd/ Tl{il tadétvi m
) dﬁéz itf £he Wdéét A8 4 FhivE1dtéd dhbhdgdred téléHé Iiﬁé 1eéd \
T e TH7/ |/ WHMH wild 1hEbtded PRdE 1t $héul1d HOL Addidd fHAL t“élé
féléiﬂd féidd v 1d Uéédoié EVALLABIE fé¥ 144 ddé dididg tué Pléféée
. Béé“l& dt thé podd1viTiLy ¢ OF Hﬂiﬁg £ tidﬂtéz‘ 411 é¢ Hz‘t 6£
Ethédé ﬂ:ldd £é uw préféétd( In May 1972, OE withdrew $97 000 of
reserved‘ funds from the construction project which reduced the total | .

grant 8m<¥unt to $4,188,900{. HNH#( tHé 11244 déﬁléén&éﬂt é“t
Ihitdd 1 Féddinéd Mdﬁd:ﬂé% B

‘ .. 87 o ,,




. ) The gonstruction budget is divided finto budgetcdfllne T

items. The prbfééf costs cannot exceed the budgeted line item ' ,
’ \ "i . . .
amounts*by—morerthan'Z percent without writtem approVal

(not prior) o£ OE There are also‘two restricE%H'budget line items’
’ ; '

(eguipment and. architect fees) for which the Laboratbry is required

to secure prior/approval before obligating any Federal funds. The . .
budget included a construction contingency line item for minor'

proJect cost increases during the construction of the new faéility

The most recent budget iﬁéﬁdﬁéﬂf line item distribution established

‘a Arev1sed construction contingency of $38 084, The Laboratoryv

[}

may not exceed the total project budget because it establishes the

limits for Federal partacipation in the construction of the facility

. g
- ‘ 0]
-

Restricted Funds
s . o N '

\ T . . SN
The Laboratory has requested but has not yet received authorization ~!
— - .

£ MBHMA expend and PFILEALA cbligace Funis in excess of the

specific amounts authorized in the restricted budget édféédfié!

category of architectural fees %iiﬁdﬁt AAIRSY £ L1, As of June, 23,

M)

1972 the Laboratory had reguested but had not received Grapts

» 3

Officer approval’to iﬁéifﬁéd incur expenditures and - obligations

which !iféédéd exceed fHé this restricted budget 33¢éédfiéé
ggorx ¥y $77(139 VLERGUE dﬁi“dfiédtiéﬁ ffdé.ﬁE Fdi éidd#lé(

The May 13, l97 project budget line 1tem distribution authorized a,

total architectural fee of $024,000 plus it iféﬁiiéétﬂf#l édﬂtiﬂgéﬂéf
Al1ékdhéé £éf an additional $25, 000 THédé dddifiéﬂdl fdﬁdi Véré

{hé1hd éd to cover any increased architectural <costs for work resulting
1 .

from extraordinary Federal requirements, Three months later, ‘the ’
< : .

s




A

. Laboratory was #1§¢ informed that these additional funds were

a5

‘ fgstricted and were not to be used without the prior authorization

‘of OE. ‘However, the Laboratory, had already committed -Hd# Phid the

AL $29 140 more than the $204,000. itéutiéétkfiz thé

3

Tidlgde{éd ﬁiﬁ“éﬁf i‘tﬁdfliiiiéd The Laboratory has requested and

should obtain dWéd]d ﬂét védé approval for uge of these restricted

construgtion funds from the Grants Officer. yifWeuE fhé priss
ANERGHILALLON 62 0K |

f

Line Item Limitations

~

In December, 1971 the Laboratory requested budget line item

adjustments within the proéect'totai. é*éé;déd Pid g4 éitééé{iéd
By dété fRAR tHE ddriwld ALIOWAVIA 4o4E LAévAAdS OF 7 péréddf
W1LKOAE AMERGFLLALIOK. As of Jme 23, 1972, the Laboratory had

not yet received authorization to f{déd#¢éd adjust the distribution

of total costs and future estimated costs among the various line-

Ltems 50 as not to wHI¢K exceeddd EHé 2 percent in any budget line.
ddkLdid AYISwA¥]4 ¢$‘¢hiﬂéf¢#¥é BF SIIY[T718. Thédé ddddeRds1sdd
TEOdES tedMIEAd BHIGAELTY Bhddvds Pié Li“éfitbfi 14dded dbhdtidetioh
¢hange didérd wRI¢K iﬂ“‘f‘ﬂﬁiilli iﬂﬁféi‘éi\f“é dORE 6F ERE profdet.

The :latest budget line itemn reduction included a construction con-

tingegcy of only $38,084 for minor construction cost increases, wé
Ki#él t“éféfdié( ‘diédtidnéd ng(¢34 Kééiﬁlé ERédé ¢odtd diéddddd
Budgér éitétdiié‘ Bi detd LhiR PR At I ALTdvidBI¢ ¢ddt iﬁéié‘ié

\\

Y ﬁéfééit/ We recommend that cthe Laboratory not incur any

' idlitldﬁil construction costs’ which may exceed the budgeted categoriﬂs

of the final budget when received by more than the maximum allowable




2 percent, URTEdd AMERGE LA L1dh 14 S¥PdLned £iénh-oF.

Y THé L(“étitéii phid $123/(963 tgt ééiét#iéiiéd VLEH Pédérdl

.- .

‘ééfdiitg ftdéi(d Piddd

fhrdd fféd itd 6¢éid£iﬁé Blogtis Hithone iétﬁéiititidﬂ It #dditiéd{
1t Wdd ddditidﬁd! éKlitdiidﬂl £6¢ 1188 wHidR Hdd ddt Fét Bédd .
ﬁdid CROE tAdpTE, tHé LdBordtory vdd téédiiéd_ﬁd Lohtr{BdEs 14dd]
fﬁﬁdd £t 6££l(iié\f6££tf¢é¢iéi iﬁﬁiéféﬁédtl Hdﬁé%éfl 4.7
LABerdLery paLd $33/AB1 t6h Spetdring prbgtic thRdd 16 ¥ddérdd
ééﬂtidétéfd fY fHé Péddidéd dff!!ité {Hpr v AddnEd UL Fhous ditﬁéiiidtidi
fidd oX/ . .

 THe Ldefdtﬁ#f Rdd dlld ﬁdid téd iééé dtéﬁitéétifil ééffiéé
féél ftdd itd 6§éid¢iit Prégidd foirdd HERGUE ditﬁétiéititﬁ// THé |

ZdBéf#tdtj Hdd Yeddedtdd didRLteetir#] ddtviddd ¥Ridn téﬂiiliéd

BELAdA LT /6L (1y ﬁfliidiidti fidﬁd ikd dédéddElé dédid ltddié! fdi

rhé Aév tdéilitf/ (ig& 1ALet 1o dédidh dérvididd, did (111§ tiéﬁtiéé
iﬁﬁf6¢éﬁédtl dﬂd Idﬂdléiﬁé #4 fd e bl g d i#ééitiédti£ﬂé/ THé
i:gétdtdfi idid dtéﬁitéétitil téid tét iitéfidt dédigh dbtiidéd

ddéﬁﬂt £ $18/649 £td¢ iti CEYALING Prégidn fuddd vifnout dﬁtﬁétiiitiéd
tiéd 02/ wé fééétﬁédd thd £ tHé«l#Bdtdtdfi Hor ddé {14 6$éiitidg

BEotdd tﬁﬁdd £t piy fdf édﬂ!tfiétidﬂ YETdEdd éd!tdl

Disputed.olaims

. An éddicibnél $125,000 has been claimed by two contractors which

the Labcratory is &lsputing, but which may result in\addi onal

. éiéélliié costs The Laboratory is disputing an electrical cantractor's

claim for additi0n§} &ost of about $32 008. The Laboratory evaluates the
™, .

' value of the claim at’ less than $15 000, Theqe ddditiaﬂ;l costs repreéeht

claims gor jynﬁ:perfopmed at the request of the Construction ﬁahager which

[4

7 . .

IR . ~ o .
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. Have not yet agreed on a gettlement. We recommend that the

“5a ‘ h ’

the contractor.considers as an increase ‘in its original scope of

work, -
The iaboratory is ;IQB dispdtinéithe}arcnitect{a claimed costs
of about $93,000 for additional architectural services which were
not considered during the preliminary design phase, Tne architect
claims additional*costs'because the greli{inagz facility drawings

and designs were bagsed on a site-ready building location in

Costa Mesa. - However, the project site was later changed to the

"

" Los Alamitos location which according to the architect, was a non-

ready slte. The architect stated that as a result, it provided

addit10na1 drawings and designs for the new project location and'
acted as a consultant regarding the project site preparatory work

that had not bekn originally anticipated It is the Laboratory's

- ’

opinion that*the architect 1is entitled to some additional fee

rY

substantially less than the amount claimed, due to changed project

locations and other reasons; however, the Laboratory and archiirét'

\)

Laboratory not make ad@itiona?'expendituges and obligations for these

contractors' claims without authorization in the final budget from OE,

Total Construction Costs
F

Thé LABSYALOIS]d £14¢41 dlhhgbhnt BrActidds Vavé Fédbltdd 14

EHE LAVOHAYOEY LXORPHNE dod SVILEAELNG HOLAT BEOJRE bodtd WHLEH

BRE44A EHE EOLAL CORVEVIGHION/ bHaRE] IHETHALAE £HE Vdddobed odbtyal

Thé total construction granﬁspudget, including the undistributed

fﬁﬁﬁdéétéi reserve, ‘was $4/186/000 reduced to'.$%, 188,000 bf OE. As.
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of June 23, 1972 the Laboratory hall incurred costs and obirgaciaﬁé .
of $4, 099 992, It had also estimated that additional costs of
$52,076. would be Ancurred. Thé LABSEALELY Kidd ¢¢1§isi&s£&6§“}¢£7
CORILINELIOR FATALEd ¢ddtd tiddh tMé'éﬁéiégidt prégidd ééﬁtfiét; |
14 ddditibh{ thété 14 4 poLekLLd] éldid/éf\}12$(¢00 ¥H1éH ?Mé
LABSrAL oty 14 didputing/ War dUL1lH Wdd iét yét Kéét\féiélfédl /8héd1d
LhE LABSEALdt/ Lhddr 411 ¢Nddé ¢édrd, fHé tétil‘éiﬁéﬁditliéé té¢
ﬁué'ééﬁftiiétéﬁﬂ gdde ¢{ll fhdédd thé LOLAT ddhdtdétidn vdgdr/

1d¢Tud1dg £H¢ dhBudddedd Fhddryé ¥y $214(871/ The Laboratory has

submitted a final bupget for approval which 1nc1udés all construction

. costs, as approved by -FECA, and also contains a'cong&ngenqy of about
#

§$25,000 for the settlement of claims,

Recommendations . ~

"~ We recommend that:

(1) The Labgratdry obtain #éf approval for use of fhe restricted

cpnstfuctign funds in the budget line item, architectural

fees, withedt ﬁfi&i/dit“é?iédtiéi ot o8

(2) The Laborﬁ;ofy not incur any Add{fi{¢hd] construction costs

g% which iy exceed the budgetedﬁéhtegories of the final budget,

when received, by more than the maximum allowable 2 percent.
R nn |

(3 THé La¥érdtédy hét iié 6ﬁéiitiﬂé ﬁiééf#ﬁ fﬁﬂdl té/ﬁii féf
ééﬁltiﬁétiéﬂ réldtéd ééit‘l/&ﬁd

(3) The Laboratory’ pot mgke additional expenditures and obligations

. . « * R -
for contractors! claims without authorization in the final budget

from OE,
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DATE.  August 25, 1972 ; , ..

T»  Ron Pennington
FROM  william H. Heln, Jr, \\5&3 . )

SURIECT- ‘ g

COPIES TO: = Dr, Schutz, Dr. Baker, Mr. Christensep

In my memorandum of August 18, 1972, I promised to submit a
factual gummary of the construction project, This is
attached ‘and coupled with the previous submittal of our

. responses to the four draft findings completes our respon-
sibilities in the audit to;date.

-

ERIC . o

; N e
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- all-potential savings before the project started. Therefore, the

\ construction manager, in that the project was. finished ahead of

Summary of Facts - SWRL ConsérdCtiqn Grant

L4

The Laboratory received a Construction Grant dated June 30, 1970

in the amount of $4,286,000 to plan and construct a research
facility in accordance with:its Application for Education Research
Facilities Program Grant with Patterns and Exhibits. The Grant
specified 'two options of acquiring the facility. Subsequently the
Laboratpry selected Option B because of the obvious savings in
public funds that could be effected by the use of federally-owned
land which was made available to the Laboratory through the efforts
of FECA. In August, 1970, USOE, FECA and the Laboratory Board of
Directors agreed to test new construction techniques known as”
construction management and fést-tracking, on the SWRL project. The *~
outstanding success of these techniques on the SWRL project has |
received national attention among professionally-qualified ‘persons” - o
in the areas of design and construction of federally-financed :
facilities. The reasons for this success are set forth in .

TN 1-72-04 entitled Fast-Tracking Federally-Supported Construction
of Educational Research and Development Facilities. ‘(Attachmgnt,A).
The savings computed by FECA and ‘¥8nfirmed by OMB are described

in a FECA document, Cost Avoidance on Southwest Regionai Laboratory
(Attachment B), ’ .

All parties realized in August, 1970 that the Grant'had been written
under the presumption of general contract for construction,

as contrasted with'a construction management project, The
Laboratory could have requested, at that time, that the Grant be

to incorporate a decision-flow that. could accommodate
constructiommanagement (see decision flow described in TN 1-72-04
cited above). “However, to do so would havie delayed the project .
indefinitely sinte NCERD had no experience with grants or projects .
involving -construction management. The anticipated loss.of time in

effecting modifications in the grant conditions would have outweighed

namely to comply with a Grant tten for a géeneral contract and at

the same time act responsibly so as tb give the new techniques a

fair trial. The Laboratory is understandably pleased with its

Grantee role and with the capable gervic rendéred by its architect and

Laboratory assumed tesponsibilézi:s unique for a Federal Grantee,

| schedule, under budget and' in tompliance with all provisiong of
| law, regulation, guideline and grant., . '




-2 : .

-

Following a change in Pftaézz Officer late in August, 1971, alleged
misunderstandings arose on the project with regard to the budget s
line item distributions prepared by NCERD, These misunderstandings .
can be t¥aced to the fact that one of the differences between the -
“type.of construction management used on the SWRL project and a - )
general contract project is the method by which the respective con-
struction project budge?%‘must be determined.+ The differences are
T explained in detail in TN 1-72-06 entitled Budgeting In Federally- '
Supported Construction Management Projects (Attachment C), 1In
' . May, 1971, SWRL had presented an estimated construction total
- based on the construction manager's estimate of costs verified by
' the architect, As explained in TN 1-72-06, this is the accepted—
manner of determining a project budget for a construction
management project where the construction manager does not = ~— == . .
contractually guarantee a maximum tatal project cost. Since— -
“May, 1971, NCERD has refused to accept this principle and has
arbitrarily issued budget-line item distributions based on the
o : unanalyzed bids from 50 contractors. Starting last year SWRL - .
i ﬁ:g; hag repeatedly attempted to have NCE@D adjust its budget line
distributions within the available construction budget total,
' Finally, in February, 1972, in a meeting in Washington, USOE
. Contract Officials promised that this would be done if the cost
e Y information submitted the previous year were "rerarrayed" into
k\\\\\\th m required by NCERD. This was done by SWRL; however,
. the prom ad justments were?zéver made by NCERD. Indeed the
t

line-item distribution received from the Grants Officer in May,

1972 specifically states thatithe information provided by SWRL
had not been considered. ’

Immediately following receipt of the May, 1972 budget document,
the Laboratory was notified that NCERD had requested an audit of
the construction project and that HEW auditors from the Los .
Angeles office, alpng with a technical advisor from NCERD, would
constitute the audit team, The audit team utilized the interim
budget line distribution of May, 1972 as if it were the final
budget, SWRL.has responded to the draft reports, and the’
differences in views undoubtedly will have to be resolved at
higher levels, )

e
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L l 4665 LAMPSON AVENUE - LOS ALAMITOS, CALIFORNIA 90720 - TELEPHONE 595-766) AREA COfi =
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January 23, 1973 : \

) %

s Mr. Dennis G. Norris ( .
Asgistant to the Regional Audit Direetor

Department of Health, Education and
{ Welfare

50 Fulton Street )
- San Francisco, CA 94102

Mu‘.x

Dear Mr. Norris:

. Thank you for your letter of Jahuary 17, 1973 enclosing the proposed
final audit report on the review of management practices and costs-
incurred under the Office of Education Operating Contract and the
Educational Research Facility Grant. - - , T

We are looking forward to the exit conference scheduled for

January 2k, 1973, Our written reply to the findings, as presented,
is attached. . R

- J Sincerely, -

-
&

. eipn, Jr. 4
Diréctor, Business and Operations

WHEIT : £p . e

cc: Mr, Sefton Boyars . ) t
Dr. Schutz s
Dr. Baker ’ :
Mr, Christensen

& SN




SWRL'S REPLY TO FINDINGS OF PROPOSED
FINAL AUDIT REPORT

The conduct and reporting of the audit departed from GAO Standards
For Audit of Governmental Organization, Programs, Activities ana
Functions in numerous respects. While these departures should be-
of concern to the Federéijovernment, the consequential import of
the report for SWRL.lies in the recommendations for action contained
in the report. There are recommendations “in three areas, and each
is discussed separately in this response.

"Construction-Related Costs"

The first area relates.to "construction-related costs":

We recommend that the Laboratory: , R

1. Revise its policies to assure that operating funds are
not spent for construction-related costs.
" 2. Refund $125,589 of operating funds expended for construction-
related costs to the Fedelal Government."

The use of the term "construction-related costs" is without meaning
since it is not found in any applicable law, regulation, cost allow-
“ability guideline, audit standard, grant provision or contract clause.
SWRL has never made an expenditure from opeFating funds that was not
authorized both by the contractual statement of work and the appliceble
guidelines governing allowability of costs. < Although it would be
possible to contend that all such expenditures have been for "prograr-
related costs," this would be as'empty as the proscription..against
"construction-related costs." Therefore, the first recommerdation
rerely supports long-standinquWRL policy and practice to assure that
operating funds are spent consistent with applicable laws, regulations,
cost allowability guidelines, audit standards, and contract provisions.

There is a total absence of authority that would require SWRL to refund
eny part of the $125,589 to the Federal Government. Conseguently, the
second recommendation shoulds be stricken from the report together with
all discussion pertaining thereto. fThe allowability of these costs is J
clear for the following reasons.

. 3 ‘

" In the report, "consbtruction-related costs" are divided into three sub—
categories. The first\{s /'(i) $67,557 for extra architectural services
requested by the Laboratory for the construction-project."

o




There were no "extra architectural-services" procured bty SWEL in
addition to those provided in the approved architect's agreerert. Tre
architectural firm that provided such architectural services also pro-
vided professional consulting services in two instances. The first

wes professional consulting services furnishked vefore the grant awerd
tc assist SWRL in the preparation of the application. By letter, dated
May 22, 1969, NCERD had directed SWRL to Prepare the application in
complience with USOE's Guidelines. This required the aid of consultants,
and for reasons of economy and efficienmcy a firm of architects wes
retained. Professional consulting services were also recessary in the
areas of utilization and placement of existing furniture; carpeting
needs and specifications; drapery needs and specificetions; procurenment
of draperies and carpeting;.furniture layout in offices and special
Jwrpose spaces; locations of power end ‘telephone outléts in zccordance
with furniture layouts; specifications and procurenent of furniture;
graephics, plants, and accessories. These services were specifically
excluded from the architect's agreement for design of the facility.
Again for reasons of economy and efficiency the architectural firm for
the facility design was retained to provide such services. The cdsts
of the professional consultant services rendered are clearly allowable
under Section 31 of the Guidelines governing allcwance of costs under
the program operation contraet and under the program operating contract
statement of work. No Federal approval is necessary for professional
consulting services under the program operating contract. The SWRL
experience demonsirated the advisibility of centralizing, in a single
firm, the responsibility for pre-grant consulting services, architectural
services for the design of the facilities and the other consulting
services set forth in this paragraph. Substantial direct and indirect
cost savings resulting from wunity of control and responsibility were
realized from thé use of this technique.

The second sub-category of "construction related costs" is"fii) $33,L62
for ineligible off-site street improvements." The improvements described
as "off-site,” were required by the City of Seal Beach for minirelly-
agceptable site access. It should be noted that by letter dated

August 13, 1971, SWRL was advised by NCERD that grant funds could be
used to gain "minimally-acceptable access to the facility site."
Subsequently, NCERD arbitrarily and without Justification, limited

access costs to $10,000 under the grant contrary to its ovh written
cormitment. Nevertheless, the access costs are allowable under the
program contract under Section B of the above-referenced Cost-Reimburse-
ment Guidelines, and no NCERD approval is required for such costs.

7
he third sub-category is "(iii) $2L4,571 for consultant fees related to
quipment systems installed under the construction contract." A pro-
fessional consulting firm provided professional services in the areas of
rocurenment, maintenance and installation of the equipment systems,

>
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Aruitoxt provided by Eic:

Diese ure clearly SWRL responsibilitics under the progrem opeérati
contrinct that would exict regardless of the source of funds used
"c~‘i"c tne Lquiprcnt Again, charging these services against the
chU-m4 contrect is authorized by Secticn 31 of the above Cos: Rein

burserent Guidelines and no NCERD approvel is required.

o
o

<t

V

Eat B

Tre original grant budget did not provide for the payment o "local
Swnas" oy SWRL for any purpose. The Project OfTicer's wrilstersl
irservion of amounts to be spent from "local funds" ir ar interim .
oudget was without any dlscus51on with or authorizetion from SWx_.
Since the Project Officer was totally withcut suthority to act Zor
<re SWRL Board of Dlrectors in cormiting SWRL funds for any purpose,

kis action is null and void as a lega_ metter. The question was -

.renlersd moot by the final approved budget fer constriciicn wrhier

‘Purchases from GSA Services !

rexedied his error and contains no expenditures drom'"local funds."
Noreover, the expenditure of these "program-relat ted costs" Trom tihc
Program contract was discussed several tires with the Project Officer
wnd Grants Officer. In written and verbal communication NCIZRD edviscd
SWRL to utilize funds from the operating coniract for ex*enc1tures
s_Lowable under both the grant and the contract so that IC““ [JoTbal
wtilize funds from SWRL's grant to cover ove“rur* or. two other educa-
tional research facility projects. The rerort implies tha%s the SURL
®&D progrem was hempered by these expenc*tures. Cn the contrery.
Cperating program contractual obllga+1ons have been fully ret with erzuel
vost underruns. The fac111ty was 11kew1se constructed with an unéerrwn
of the original grant total.' The HEW Facilities Engineering and
Construction Agency, with the concurrence of the Office of Managenent
znd Budget, has offlcially recogrlzed that cost avoidances of 815 O»*,OOO
were effected on the SWRL fac;llty prodect.

A‘

~

wienever possible in procurip office furniture. The "gpen—svace dezign"
utilized in the design ofl the BWRL facility is in caompliance with the .
policy initiated by the White House to utl ize open spaces (sometimes
termed office landscaping) whe ever pos51bl Considerable savings in
construction costs were reallzéa from this esigﬁ While the desis
carried as stock items in GSA Stores are suiteble for private of:lceS,
Lhey were never desigried for and consequently are unaccerteble for opexn
or "landscaped" spaces. It is to be noted in this cornnection that
Seezion VII. B. 5 of the USOE Guidelines sets forth a "demerding reguire-
rent” that the facllity be aesthetically pleasing.

In a second area the report recommends the 3 SWRL utlllze GSA services

fi. addltlonal fact is that at the time SWRL planned its furniture needs,
The desks wvere’ budgeted for purchase from Grant funds. If the itens hed
teon purchased under the Grant,-GSA supvly sources could not be used
since. SWRs, ard not tie Federal vernment, would hold title\to the
furniture. NCERD'S wtauthorized|and unll‘.teral reducation of\the gren
total forced SWRL to purchase thé items from the’ opereting progrem con-
tract, a matter’ discussed in depth wlth the Project Officer and\the
Grs.ts O'ficer. . i

(I - ~
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- It is to be noted that there is no authority in tine progrﬁn conTress
or elsewhere that 1imits the contractual term CU.. "supply sonrees”

to items stocked in GSA stores. The tlerm elso-inciudes private 1ius
with GSA contracts. Yevertheless, SWRL did negoticie G858 prices Jor
the desks cited in the report, thus complying with the codtractusl
reguirerment to purchase equipment” from GSA supply sources :in prefer-

v

ence to other sources. .\ 8

AN . .

Zroperty Disposal - - .

Ir the third area, the report recommends that SWRL "coordinete -
equipmént purchases more closely with the hirirg cf new stafl and
identify property which is ro longer needed and report this excess
to NCERD." SWRL has always coordinated all ecuirment purchases witn
the anticipated hirirng of new staff which in turn has been based on
contractual and other written assurences ¢f the PFederal Coverrzent.
Jowever, this coordination has.occasionally been hempered by thre
Tederal Government's failure to fulfill such writtea and contractudl
" &ssurances. Fully precise coordinaticn will, therefore, be impossible
witil the ability “to meet written Tunding corrmitments oceurs at The N
Federal level.

SWRL alweys notified NCERD when propertiy on hand was deté&mineé~t@ e
t2uty "excess" and placed the property in storage peading response
from Washington. SWRL has yet to receive a response 'from NCERD on
any of its notices,even on requests over z year old.

\

v

Aruitoxt provided by Eic: . -
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- August 8, 1972

William H. Hc!.n.“;!r.‘ ‘

~~

»l

Ron P’tnalngtpn
) 4 -
RECEIPT QF DRAFT'S 2 AND 3

Dr. Schutz, Dr. Baker, Mr..Christensen

g

This {s to ackmowledge receipt on Avgust 4 of Draft 2 entitled

struction Project - Use of s and Draft 3 atin

tract - Use of 8. While vwe anticipate mo diffi-
culty in having a weitten reply to you by August 18, 1972, we
heve twvo items that we would like to ‘submit for your earlier
comsideration. First, ewr initial examimition of the Drefts
that sach deficiency set forth in the summary of our analysis
of Draft 1, delivered to you on Adgust 3, is manifested in '
both Drafts 2 and 3. Ve submit that this is, in large measure,
attribytadle to&thooo fentures of the sudit which we discussed
in depth with you oo Jume 22 and dgein vith you Sefton Boyars

" and Ken S¢hneider om Jwme 23. At that time our concerns were

summarily rejected as cemtrary to the audit practices followed
in the loeal-bramch of the NEW Audit A;eﬁ“éy. We now request
that you reconsider ‘the points raised by the Laboratory during
those confcrn:._c in the light of GAOD's Tecantly issued <
- 1 or

izations, Prograns

« 