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EXECUTIVE SUMMARY
The audit of Change Orders and Contract Modifications for Capital Projects was included on
the Council-approved fiscal year 2008/09 Audit Plan. The audit evaluated the use of capital
project change orders and contract modifications for compliance with statutory provisions,
the City Procurement Code, and Administrative Regulations. We reviewed all change orders
and contract modifications for three construction projects, with a total combined budget of
$68 million, managed by the Municipal Services Department’s Capital Project Management
(CPM) Division during the period July 1, 2006, through June 30, 2009. This functional area
is now part of the City’s Public Works and Water Resources Division.
We found that CPM has established multiple staff review and approval levels for processing
change orders and distributes management reports for monitoring project activity. However,
controls could be strengthened by clarifying and enforcing City policies and regulations
involving the use of change orders and contract modifications.
When significant alterations were made to capital project contracts, Administrative
Regulation (AR) 216 was not consistently followed regarding the use of a change order
rather than a contract modification. Noncompliance was primarily caused by Management’s
interpretation of certain aspects of AR 216. The relevant sections of AR 216 should be
revised to clarify the intended management controls.
We also found that internally generated information relating to change orders and contract
modifications did not contain sufficient detail. Additional detail in staff reports provided to
Council, the development of project completion reports, and meaningful performance
measures would enhance communication and decision making.
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BACKGROUND
Each fiscal year, the City of Scottsdale enters into formal contracts for construction projects
as part of the City’s Capital Improvement Plan (CIP). The CIP provides a five-year plan for
acquiring or constructing major City assets and capital facilities within the limits of available
resources.
City construction contracts are often subject to changes due to requests by City staff,
unforeseen circumstances such as added features, or necessary deviations from the original
plan. These changes may cause an increase or decrease to project scope, cost, or the
completion date. For minor alterations, the City’s Administrative Regulations and
Procurement Code provide an administrative change order process, while alterations
deemed significant require a Council-approved contract modification.
More specifically, a change order is defined as a written order signed by an authorized City
representative directing the contractor to make time or cost changes within the original
scope of work. In contrast, a contract modification is for significant time or cost changes or
features outside the original scope of work and must be mutually acceptable to the parties.
The following table shows the number and value of change orders and contract
modifications processed during fiscal years 2006/07 through 2008/09.

Table 1. Change Orders and Contract Modifications
Fiscal Years 2006/07 – 2008/09

Change Orders
Fiscal Year

Number

Contract Modifications

Value

Number

Value

2006/07

297

$

19.6M

10

$

49.2M

2007/08

271

$

25.6M

22

$

103.3M

2008/09

237

$

14.7M

17

$

38.4M

SOURCES: Capital Project Management database reports and data provided by Municipal Services Department management
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Capital Project Management
Although responsible for most City procurements, the Purchasing Director has delegated
procurement responsibilities for both professional services contracts and alternative
construction delivery methods for City capital projects to the Municipal Services General
Manager. The Municipal Services Department’s Capital Project Management (CPM) Division
is responsible for managing design and construction activities for the City’s approved CIP
projects. The Division’s Project Managers coordinate team-based selection of professional
services, organize public involvement and outreach, manage consultants during preparation
of project plans, coordinate with Purchasing for competitive bidding of low-bid construction
contracts, and administer construction of all capital projects. The Municipal Services
General Manager estimates that approximately 100 projects are managed by CPM staff at
any given time during the fiscal year.
Once the original contracts are let, several control requirements apply to change orders and
contract modifications, including Administrative Regulation (AR) 216 - Contract Change
Orders and Contract Modifications, the City Procurement Code, and internal policies and
procedures. As contract administrators, Project Managers are responsible for reviewing
proposed project changes for necessity and cost impact, and the City Engineer, as the
contract administrator’s director, approves those within the AR 216 guidelines. According to
AR 216, change orders exceeding 25 percent of the original amount of a professional
services contract or 10 percent for a construction contract require approval beyond the
Department Director. When changes exceed these thresholds, approval from the
department’s General Manager and the City Manager or designee is required. Internal
reports developed by CPM staff, including a weekly report of approved change orders, are
available to assist with the monitoring of capital project activity.
The following flowchart illustrates the approval process for change orders and contract
modifications as outlined in AR 216.
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Chart 1. Change Order/Contract Modification Approval Process

Significant
change to
contract cost,
time, or scope?

Yes

Prepare Contract
Modification and
Council Action
Report

No
Prepare Change Order and obtain the
following signatures approvals:

Obtain City Council
Approval for
Contract
Modification

Contractor
Contract Administrator
Contract Administrator’s Director
CIP Coordinator

If Construction
> 10%?
If Design
>25%?
(Aggregate)

Yes

Obtain the following additional
signature authorizations:
General Manager
City Manager or Designee

No

Original completed and approved Change
Order or Modification maintained in Contract
Administrator’s file
Copy of completed and approved Change
Order or Modification sent to Purchasing

SOURCE: Administrative Regulation 216 – Contract Change Orders and Contract Modifications
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OBJECTIVES, SCOPE, AND METHODOLOGY
The objectives of the audit were to evaluate the use of change orders and contract
modifications for capital projects to evaluate compliance with statutory provisions, the City
Procurement Code, and Administrative Regulations governing change orders and contract
modifications. Additionally, AR 216 was evaluated to ensure procedures reflected those
stated in the City Procurement Code and common business practices.
The scope of the audit included all change orders and contract modifications for three major
capital projects active during fiscal years 2006/07 through 2008/09.
The following methodologies were used to accomplish the audit objectives.
Reviewed relevant sections of the Scottsdale Revised City Code, City Procurement
Code, Arizona Revised Statutes, and the Maricopa Association of Government
Uniform Specifications for Public Works Construction.
Examined AR 216 and the City Procurement Code to ensure procedures were
consistent.
Reviewed the previous City Auditor’s audit report, Capital Improvement Program
Control Review, Report No. 9101, dated November 1994.
Reviewed recommendations relating to capital project change orders from the 2002
MAXIMUS consultant report, Assessment of the Municipal Services Department.
Reviewed CPM’s Project Management Guide, website, database reports, budget, and
financial data.
Reviewed the weekly CPM Change Order Report for capital improvement projects.
To gain an understanding of the City’s processes and related controls for change orders and
contract modifications, we interviewed Purchasing and Capital Project Management staff,
including the City Engineer and the General Manager of Municipal Services. We also
interviewed applicable Project Managers for the selected capital projects.
To gain an understanding of the financial monitoring, funding, and reconciliation processes
for capital project change orders and contract modifications we interviewed staff in the
Accounting and Budget Divisions of the Financial Services Department.
We selected three capital projects as identified by the Acting City Auditor and Municipal
Services General Manager during the audit entrance conference. For these projects, we
reviewed 41 related change orders and 2 related contract modifications to determine
whether the City Procurement Code, AR 216, and stated procedures were followed.
We analyzed management-prepared reports to determine the population of change orders
and contract modifications issued from fiscal years 2006/07 through 2008/09. Using this
data, we were able to quantify the number and value of change orders and contract
modifications.
To ensure performance measures for change order thresholds were accurately reported, we
tested the percentage stated in the Fiscal Year 2008/09 Program Operating Budget for
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actual performance in fiscal years 2006/07 and 2007/08, and projected performance for
fiscal year 2008/09.
We conducted this audit in accordance with generally accepted government auditing
standards as required by Article III, Scottsdale Revised Code, Section 2-117, et seq.
Generally accepted government auditing standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our audit
objectives. Audit work took place from May 2009 through July 2009, with Lisa Gurtler and
Joyce Gilbride conducting the work.
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FINDINGS AND ANALYSIS
Finding 1: Some significant changes to contracts were processed as change orders rather
than contract modifications.
AR 216, Contract Change Orders and Contract Modifications, states that a Change Order is
normally considered an administrative formality changing such items as cost or total time to
complete a specific project. Alternatively, Contract Modifications are significant changes in
cost or total time to complete a specific project and may alter the original terms and
conditions or scope of work.
Our review of 41 change orders found several that appear to meet the conditions for a
contract modification due to the significant impact to cost, completion time, and/or scope.
Following are examples of those conditions.
Arabian Library
The May 2002 design contract for $460,641 stated that work would be completed
within 300 days. During the period June 2003 through April 2007, five change
orders were processed resulting in increased costs of $262,300, or 57 percent, and
an additional 1,570 days, or 523 percent, increase in completion time.
The cost increase was primarily due to the City’s LEED (Leadership in Energy and
Environmental Design) policy adopted by Council in March 2005, coupled with the
addition of construction phase services. Construction phase services typically
include reviewing contractor submittals, evaluating design change proposals, and
providing technical support and inspections, and were not included in the original
contract scope.
The project was delayed to determine whether the library would consist of an
expansion to the existing joint facility at a middle school or be a stand-alone facility.
As a result, the project was removed from the fiscal year 2002/03 CIP and reinstated
in fiscal year 2005/06 when a final determination was made.
The related construction contract, dated July 2006, was scheduled to be completed
within 300 days. During the period October 2006 through May 2009, eleven change
orders were approved extending the completion time from 300 days to 894 days, or
a 198 percent increase.
According to management, most of the time increases were the result of staffidentified changes necessary to resolve discrepancies discovered during
construction.
Scottsdale Road- Frank Lloyd Wright to Thompson Peak Parkway
The November 2002 design contract for $1.5 million stated that services would be
completed by December 2003. During the period February 2003 through May 2008,
one contract modification and five change orders were processed. The change orders
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increased the cost by $920,307, or 56 percent, and the completion time by more
than five years, or 454 percent.
According to management, cost increases were primarily due to design refinements
made to meet the needs of the various project stakeholders and construction phase
services. Time increases were largely the result of design tasks being put on hold
due to a protracted right–of-way acquisition process with the Arizona State Land
Department, cost-sharing agreement discussions with the City of Phoenix, and the
need to coordinate design elements with the design of the One Scottsdale
development located along a portion of the road.
The first related construction contract, applicable to the one-quarter mile segment of
the two mile project, was approved for $4.5 million and dated November 2004. The
contract stated that work would be completed by June 2005. During the period
February 2005 through August 2006, three change orders were processed extending
the completion time by approximately one year, or 186 percent.
According to management, the time increase was necessary to allow the contractor
to resolve construction discrepancies and to make staff-directed adjustments.
The second construction contract was approved for $7.0 million and dated March
2007. Seven months later, a change order was processed increasing the contract
amount by $6.3 million, or 90 percent, and the completion time by 230 days, or 63
percent.
After the first phase of construction was completed, staff pursued a cost-sharing
agreement for the City of Phoenix to pay one-half of the construction costs associated
with the remaining one and three-quarter miles of roadway improvements which
overlapped into Phoenix boundaries. As of June 2007, the anticipated agreement
had not been established. At that time, to keep the project progressing, staff
developed a strategy to begin construction of the east half of the roadway north of
the 101 Freeway, which was within Scottsdale borders. The resulting contract
changes were made using a change order along with a memo advising Council of the
plan, rather than using a contract modification.
Center Drive
In November 2005, a contract modification for the final design of roadway and
drainage improvements was approved with a cost of $520,093 and completion date
of November 2006. In July 2007, eight months after the contract modification
expired, a change order was approved for post-design services. The change order
totaled $145,261 and added 545 days, or a 167 percent increase to the contract
completion date. According to management, this time extension was considered a
routine action associated with adding the architect’s construction phase services.
However, post-design services were specifically stated as outside the scope of the
November 2005 contract modification for architect services and, therefore, would
have required a contract modification rather than a change order.
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Analysis of the CPM capital projects database
In addition to these specific projects, our analysis of the CPM capital projects
database identified five contracts for the period of fiscal years 2006/07 through
2008/09 that had associated change orders exceeding 50 percent of the original
contract costs.
Management stated that they evaluate the significance of contract changes in terms of the
effect on the overall project scope rather than using a percentage increase of cost or
completion time. Management further stated that changes to contract cost and completion
times that may be considered significant to laymen are common and a normal business
practice. For example, design contracts frequently exceed the originally stated cost and
completion times due to the span of time between the architect’s design services and
additional professional services subsequently provided during the project’s construction
phase. The original design contract typically does not include both phases because
management may decide at completion of the design phase to use another architect for
construction phase services. When the same architect is used, the additional services are
processed as a change order rather than a contract modification.
The City Procurement Code and AR 216 require senior management approval for change
orders that exceed 10 percent of construction costs or 25 percent of design costs.
However, a corresponding quantifiable threshold has not been established for requiring City
Council approval. As a result, significant changes to contracts impacting cost, completion
dates, and scope were typically processed as change orders rather than as Councilapproved contract modifications.
Recommendation: Management should revise AR 216, the City Procurement Code, and the
Project Management Guide to clarify what constitutes a change in scope and establish
thresholds for changes in cost and completion dates that would require a Council-approved
contract modification rather than an administrative change order.
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Finding 2: Documented policies and other authoritative documents were conflicting and
not consistently followed.
While CPM staff generally complies with the City Procurement Code, we found the following
discrepancies between the City Procurement Code, AR 216 Contract Change Orders and
Contract Modifications, AR 214 Purchasing Requirements, Methods, and Procedures, and
the Project Management Guide.
Required level of signature approval
The City Procurement Code, R2-200.1, states that change orders which exceed costs
(including contract modifications) by 10 percent for construction contract costs or 25
percent for all other contract types, require approval from the department General
Manager and Assistant City Manager. This conflicts with AR 216 which requires
approval from the General Manager and the City Manager (or persons formally
designated by the City Manager).
Required order of signature approval
The City Procurement Code, P2-200.4, requires that contract modifications be
reviewed and approved in the following sequence, prior to the Contractor: (1)
Purchasing, (2) Risk, and (3) Legal. This conflicts with AR 216 which requires that
contract modifications and change orders be reviewed and approved by the
Contractor first.
Informal / formal procurement limit
The Project Management Guide, Section 5A, states that contracts over $20,000
require City Council approval. This amount is in conflict with the City Procurement
Code, Sec. 2-185, and AR 214 which states the Council approval threshold as
$25,000.
Scope of work
The Project Management Guide, Sec 6.2, states it may become necessary to issue a
change order if the consultant is required to do work outside the original scope of
work. However, City Procurement Code, P2-200, states that a change order can only
be used if the change is within the context of the original scope.
Authoritative documents such as the City Procurement Code, ARs, and the Project
Management Guide are updated by different departments within the City and at different
intervals. As a result, guidance to City employees is sometimes conflicting.
Recommendation:
Management should establish a required distribution list, as
appropriate, for the review of revisions to cross departmental City authoritative documents.
Department policies and procedures impacted by changes should be updated timely.
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Finding 3: Management information regarding the status of contracts and change orders
could be enhanced.
Our review of Council Action Reports, the weekly CPM report, and reported performance
measures determined that key information for monitoring change orders and contract
modifications was missing. The United States General Accounting Office publication,
Internal Controls Management and Evaluation Tool, recognizes the need for pertinent
information to be summarized and presented appropriately to assist management in
identifying specific actions that need to be taken. Following are some of the noted examples
where management information could be enhanced.
The weekly CPM report provided to City Council does not include the type of contract
(design or construction) or the accumulated change and percentages in cost and
completion time as the result of change orders.
Council Action Reports, prepared to request approval for contract modifications, do
not always include related change order history or cumulative costs for the project.
Although the change order form requires a description for each change, it does not
readily identify the underlying reason for the change such as: unavoidable
construction issue, design error, design omission, or customer requested change.
CPM management has established a stated performance measure to maintain
construction change orders at or below 10 percent of contract costs. However, the
reported calculation is based on the aggregate of all contracts and change orders
completed in the fiscal year. By only reporting the aggregate results, the prevalence
of projects with significant change order increases is not disclosed or addressed. For
example, using available data for fiscal years 2007/08 and 2008/09, we found that
approximately 40 percent of completed projects had total change order costs
exceeding 10 percent of the original contracts.
The 2002 consultant report, Assessment of the Municipal Services Department,
issued by MAXIMUS1 recommended that the City’s Municipal Services Department
prepare a final report at the completion of each project to identify opportunities for
future improvements. Although management concurred with the recommendation, it
has not been implemented.
CPM management may not have considered inclusion of additional information that could
assist them in monitoring capital projects. As a result, individuals responsible for the review
and approval of change orders and contract modifications may not be aware of the total
corresponding project impact.

1

MAXIMUS is a consulting firm specializing in program management and operations services to state and
local governments.

Page 12

Audit Report No. 0908

Recommendations:
Management should:
Revise the weekly CPM report to include contract type and the accumulated cost and
completion time percentages for each reported contract.
Include change order history (cost and completion time) in contract related Council
Action Reports.
Performance data should be stated at the project level in order to provide meaningful
information on efforts to maintain change orders at or below the 10 percent
threshold.
Revise the change order form to specifically require the underlying cause for the
change order to be listed. These causes could then be tracked and analyzed for
potential process improvements.
Prepare a completion report for each capital project, as recommended by the
MAXIMUS consultants. The report should include key aspects of the project, such as
opportunities for future improvement, and be distributed to Project Managers to
assist in applying best practices.
Finding 4: Original change order documents were sometimes not retained in the Contract
Administrator’s contract file.
AR 216 Change Orders and Contract Modifications, requires that the original completed and
approved change order be kept in the contract file maintained by the Contract Administrator.
During the course of this audit, CPM staff not was able to locate approximately 25 percent of
original change order documents. In the event of a dispute between the contractor and the
City, a completed and approved change order reflecting original signatures would not be
readily available to verify the authenticity of the agreement.
Recommendation: Management should ensure that CPM staff complies with AR 216
contract file requirements.
Finding 5: Policies and procedures applicable to Construction Manager at Risk and Job
Order Contracts were insufficient.
Written policies such as the City Procurement Code, ARs, and the Project Management
Guide, are available for capital project management. In addition, the City adopted Maricopa
Association of Governments (MAG) Uniform Standard Specifications for Public Works
Construction. These policies were generally developed for typical construction contracts,
referred to as “low bid contracts”. However, management indicated that these policies are
not fully applicable to Construction Manager at Risk (CMAR) or Job Order Contracts, referred
to as “alternative delivery method” contracts. For example, the policies do not include
guidance such as signature authority requirements for Job Order Contract cost adjustments
or allowable contractor markup percentages on subcontractors’ work performed for
Construction Manager at Risk contracts.
Lack of written guidance addressing unique issues of alternative delivery method contracts,
can result in higher costs, or unauthorized services, and uncertainty as to the application of
Change Orders and Contract Modifications for Capital Projects
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MAG standards.
Recommendation: Management should update existing policies and procedures to
adequately address alternative delivery method contracts.
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MANAGEMENT RESPONSE
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ACTION PLAN
1. Some significant changes to contracts were processed as change orders rather than
contract modifications.
MANAGEMENT RESPONSE: Disagree
AR 216 Change Orders and Contract Modifications, defines a Change Order as "an
increase or decrease in monetary value or time to complete an existing contract based on
changes in tasks or work quantities." AR 216 defines a Contract Modification as "a
change in a contract that significantly changes the original price, cost or time to complete
a specific project and may alter the scope of work resulting in a modified project." Change
orders can be approved by staff, while contract modifications require Council approval.
The word "significantly" in the definition of a contract modification is subjective, and not
further defined. AR 216 uses a threshold in terms of a percent increase in contract time
or cost to distinguish different approval levels for change orders, but AR 216 uses no
similar threshold to determine when a requirement should be a contract modification
instead of a change order. Rather than applying a specific threshold defined in terms of
percentage increase in contract time or cost, management applies several other criteria
to determine whether a change should be processed as a change order or a contract
modification.
The City's standard engineering services contract and architectural services contract
defines the term of the contract by specifying both a duration in days, and by adding a
statement that says, "In the event that any tasks remain incomplete after the specified
completion time period, continuation of this contract shall be subject to written approval
by the contract administrator." This means of defining the contract term as both duration
in days and the completion of all tasks in the contract scope recognizes the fact that
many consulting contracts are subject to time delays well beyond the control of the
consultant. One of the most extreme examples of this is the Arabian Library project,
further discussed below, where the design contract was awarded and then design was
put on hold for over two years as Staff reevaluated the project. Time extensions caused
by delays of this type do not change the basic contract requirements and are not caused
by the consultant, so management normally interprets these as not meeting the
"significant" criteria for a contract modification.
Another common reason for adding large amounts of time (a year or more) to engineering
or architectural design contracts is the practice of designating the original contract
duration to account for the anticipated time to complete a final design, but not including
the additional time associated with retaining the consultant to provide professional
services during the construction of the project. These construction phase services include
reviewing submittals from the contractor, evaluating design change proposals, resolving
conflicts that become apparent during construction, and providing special technical
support and inspections. The City's design contracts normally do not include these
construction phase services in the original scope of the contract, but instead they include
a clause to give the City the option to retain the design consultant for these services. In
most cases, the consultant who designs a project is best positioned to provide
construction phase services by virtue of their familiarity with the design and other projectspecific considerations, but there are situations in which Staff has elected to not exercise
this option and select a different engineer or architect. Management generally interprets
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adding a construction period of one to two years to the completion date in order to add
construction phase services to a design contract as not meeting the "significant" criteria
for a contract modification. These change orders will add the appropriate cost for these
services as well.
Management generally approves cost or time increases for construction contracts for
requirements that fit into one of two broad categories: either the contractor encounters
conditions not reasonably expected before construction began, or Staff directs a change
to the design. Unforeseen conditions sometimes cause lengthy delays if they require
substantial design work to develop an alternative. Staff directed changes can add both
time and cost. Management evaluates the "significance" of these changes in terms of the
effect on the overall project or contract scope rather than using a percentage increase.
AR 216 defines a contract modification, in part, as a change that "may alter the scope of
work resulting in a modified project." Management will generally evaluate changes in
quantities, materials, or tasks as not being "significant" enough to result in a "modified
project" if the outcome of the project remains the same; for example, the contract was for
construction of a mile of roadway, the change still results in the construction of a mile of
roadway. Management will process a contract modification if the change results in an
entirely different project outcome; for example, the change adds an additional mile of
roadway in a different location.
Following are the specific examples cited in Finding 1 (indicated in italics) and
Management's explanation of the criteria used for classifying these as change orders:
Arabian Library
The May 2002 design contract for $460,641 stated that work would be completed
within 300 days. During the period June 2003 through April 2007, five change
orders were processed resulting in increased costs of $262,300 or 57 percent and
an additional 1,570 day or 523 percent increase in completion time.
This project was delayed after award of the original design contract as Staff
reassessed whether the project would consist of a 20,000 square foot expansion to
the existing joint use facility at a middle school, or be a stand-alone facility across the
street from the school. This project was actually removed from the CIP in fiscal year
2002/2003, and not reinstated again until fiscal year 2005/2006 after a final
determination was made. Over 1100 days of the total time extension were the direct
result of this suspension of the project. The remaining time extensions were
associated with adding construction phase services. Management felt these time
extensions did not modify the outcome of the project, were allowed under the terms
of the original contract, and therefore did not meet the definition of a contract
modification.
The cost increases on this contract were associated primarily with two factors:
Additional costs related to LEED certification and the cost of the construction phase
services. Council adopted the City's LEED policy for public buildings in March 2005,
after considerable design work had already been done on the project. Applying the
LEED policy to the new Arabian Library required redesign of several project elements,
including the heating, ventilation and air conditioning systems, the roof and exterior
walls, plumbing, irrigation and window systems. Management felt these additional
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costs complied with clear Council guidance, did not change the outcome of the
project, and therefore did not merit a contract modification. Management felt the
additional costs for construction phase services, like the additional time extension for
these services, was a routine action within the scope of the original contract and did
not merit a contract modification.
The related construction contract, dated July 2006, was scheduled to be completed
within 300 days. During the period October 2006 through May 2009, eleven change
orders were approved extending the completion time from 300 days to 894 days, or
a 198 percent increase.
The original contract completion date for construction was May 14, 2007. Almost all
of the time extensions which staff granted through change orders were to account for
additional time required to make changes in details identified by staff and to resolve
discrepancies discovered during construction. Staff did not direct any changes that
altered the project. Even with the extensions granted, the contractor had the building
substantially complete in August 2007, which allowed library staff to move in and
meet the original timeline for opening the facility to the public in September 2007.
Staff granted subsequent time extensions for minor changes and adjustments, which
continued through June 2009. This is a common practice for building projects to
account for user preferences determined after move-in. The fact these adjustments
were minor is substantiated by the total cost of the adjustments, less than $40,000,
or less than one-half of one percent of the original contract amount. Management felt
these time extensions were routine, did not impact the original project timeline, and
therefore did not merit a contract modification.
Scottsdale Road- Frank Lloyd Wright to Thompson Peak Parkway
The November 2002 design contract for $1.5 million stated that services would be
completed by December 2003. During the period February 2003 through May 2008,
one contract modification and five change orders were processed. The change
orders increased the cost by $920,307 or 56 percent and the completion time by
more than five years, or 454 percent.
The extensions to this design contract were due to similar reasons to those cited for
the Arabian Library design contract extensions. The design contract was awarded in
November 2002. The consultant proceeded with the design for one quarter-mile
segment of the entire 2-mile project to meet the City's intent of beginning
construction on that segment in 2004. Design tasks for much of the remaining
portion of the project were put on hold due to several external factors, including a
protracted right-of-way acquisition process with the Arizona State Land Department,
discussions over a cost sharing arrangement with the City of Phoenix, and the need
to coordinate design elements with the design of the One Scottsdale development
along a portion of the project. Staff approved time extensions to allow the consultant
to proceed with final design of these segments when staff was able to provide
direction to restart the design process. The time extensions also accounted for
adding construction phase services per the usual process. Cost increases were
accounted for largely by the need to refine design elements to meet the needs of the
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various project stakeholders, and to pay for the added construction phase services.
Management felt the additional time and costs did not change the outcome of the
project, were routine actions, and did not merit a contract modification.
The first related construction contract, applicable to the one-quarter mile segment of
the two mile project, was approved for $4.5 million and dated November 2004. The
contract stated that work would be completed by June 2005. During the period
February 2005 through August 2006, three change orders were processed
extending the completion time by approximately one year, or 186 percent.
This contract was for the segment of Scottsdale Road between the 101 Freeway and
Union Hills/Mayo. Similar to the construction contract for Arabian Library, the first
phase of construction on this segment was substantially complete on time. The
contractor was able to remove barricades and give the City full use of the street
according to the original timeline. The final change order extended the completion
date 348 days, most of which was past the substantial completion of the project, to
allow the contractor to continue to resolve discrepancies and make staff-directed
adjustments. Management's determination was this did not change the outcome of
the project, was a routine action, and did not merit a contract modification.
The second construction contract was approved for $7.0 million and dated March
2007. Seven months later a change order was processed increasing the contract
amount by $6.3 million or 90 percent, and the completion time by 230 days or 63
percent.
This construction contract had a unique set of circumstances. After completion of the
first phase of construction on Scottsdale Road, staff developed a strategy that
involved two Council-approved contract awards for construction of the remaining
1 3/4 miles of roadway improvements. Both awards were to be made to Hunter
Contracting, the Construction Management at Risk (CMAR) contractor selected for
the project in an open, competitive qualifications-based process. Council approved
the first award in March 2007 to build the underground utilities; this was the $7
million award referenced above. Staff agendized the second award, for $20 million to
build the actual roadway improvements, for a Council meeting in July 2007. Prior to
the meeting, however, staff pulled the action as they had been unable to make
sufficient progress in establishing the anticipated cost-share agreement with Phoenix
that would pay half the contract cost. In order to keep the project progressing, to
minimize impact of the traveling public, to meet completion date commitments to
development partners along the project area, and to achieve the best price for the
work, staff developed a strategy that involved building just the east half of the
roadway north of the 101 Freeway. To make the strategy work, staff used a change
order on the utility-phase contract to direct the CMAR contractor to proceed with
construction of half the roadway improvements north of the freeway. Staff provided a
memo to Council to inform them of this strategy before executing it. Staff then
brought a $13 million award to Council for approval in June 2008 instead of the $20
million award originally scheduled for July 2007. As Council was kept fully informed of
this strategy through three Council action reports and a memo, and as the work
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awarded under change order would have been completed anyway and did not in any
way alter the project, management felt it appropriate to award this work as a change
order rather than as a contract modification.
Center Drive
In November 2005, a contract modification for the final design of roadway and
drainage improvements was approved with a cost of $520,093 and completion date
of November 2006. In July 2007, eight months after the contract modification
expired, a change order was approved for post-design services. The change order
totaled $145,261 and added 545 days, or a 167 percent increase to the contract
completion date.
This time extension was a routine action associated with adding construction phase
services. As with the other design contracts, Management felt this time extension did
not modify the outcome of the project, was allowed under the terms of the original
contract, and therefore did not meet the definition of a contract modification.
These three projects all had change orders which increased contract time by 63% or
more, and which increased cost over original contract cost by 56% or more. Although the
City Procurement Code and AR 216 require senior management approval for change
orders that exceed 10% of construction costs or 25% of design costs, these documents
contain no corresponding time or cost percentage threshold to require Council approval
in the form of a contract modification. By relying instead on the subjective criteria of
"significance", these documents allow management to apply professional judgment,
objective contract terms and other factors to determine when to use a change order
versus a contract modification. A disadvantage of this is that the use of a subjective term
like "significantly" creates the opportunity for widely divergent interpretations.
PROPOSED RESOLUTION: Management will review AR 216 and the City Procurement
Code to clarify which contract changes are appropriate for approval as a change order,
and which contract changes should require a Council-approved contract modification. The
CPM Project Management Guide, which serves only as an internal reference manual, will
be revised to reflect the updates to AR 216 and the Procurement Code.
RESPONSIBLE PARTY: Financial Management (Purchasing) and Public Works (Capital
Project Management) will be responsible for reviewing and recommending changes to
Procurement Code and Administrative Regulations. Procurement Code updates will need
to be submitted to Council for approval. Administrative Regulation updates are proposed
by the referenced departments, coordinated through Financial Management, and
approved by the City Manager.
COMPLETED BY: AR 216 update to be completed by 2/28/10; Procurement Code update
to be completed no later than the planned annual update in June, 2010. Initial update of
CPM Project Management Guide to be completed 11/01/09 with additional updates to
be conducted in concert with planned Procurement Code and AR 216 revisions.
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2. Documented policies and other authoritative documents were conflicting and not
consistently followed.
MANAGEMENT RESPONSE: Agree
While the audit report did not actually cite any instances in which documented policies
and authoritative documents were not consistently followed, management does agree
there are conflicting provisions within AR 214, AR 216, and the Procurement Code.
Management also agrees there are conflicts between one or more of these documents
and the CPM Project Management Guide, although the CPM Project Management Guide
is more an internal checklist and not policy or an authoritative document. As such, it
necessarily lags behind changes when they are made to the policy documents and City
regulations.
Regarding specific instances of conflicts between documents cited in the finding:
Required level of signature approval: While there is an inconsistency between the
Procurement Code and AR 216 for signature authority for change orders exceeding
the 25% and 10% thresholds, in all cases CPM personnel complied with the rules of
both documents. Change orders which exceeded the thresholds were signed by both a
General Manager and an Assistant City Manager, per the Procurement Code. In
addition, since the Assistant City Managers had previously been delegated signature
authority by the City Manager, AR 216 was also consistently followed.
Required order of signature approval: There is inconsistency between the
Procurement Code and AR 216 in the required sequence of obtaining signatures for
Contract Modifications. While the sequence required in the two documents differs, the
end result in each case is proper review by all required parties. All required reviews
were conducted on each Contract Modification processed by Staff.
Informal / formal procurement limit: The CPM Project Management Guide indicates
an informal procurement cap of $20,000 while the Procurement Code and AR 214
indicate a $25,000 cap. The CPM Project Management Guide had not yet been
updated to reflect recent changes to the Procurement Code and AR 214. Following
the CPM Project Management Guide procedures would not have resulted in a
violation of the governing policy.
Scope of work: The CPM Project Management Guide uses the phrase “outside the
original scope of work,” and the Procurement Code uses the phrase “within the
context of the original scope.” While this wording is confusing, the two phrases refer
to two different things, and both are accurate and consistent. The CPM Project
Management Guide states change orders may be necessary if work is “outside of the
original scope of work” in a consultant contract; if work is within the scope of work
contained in a consultant contract, it is not a change, so a change order would be
inappropriate. The Purchasing Code says a change order can only be used if the work
is “within the context of the original scope,” which is different from saying “within the
original scope.” Work not within the context of the original scope might include adding
requirements for design of new projects not related to the original project for which
the contract was awarded; adding new disciplines to the design effort; or adding work
for which there was no option identified in the original scope.
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Management agrees that inconsistencies between authoritative documents should be
resolved in order to clarify procedures.
PROPOSED RESOLUTION:
Review relevant documents for differences in policies and procedures and revise to
provide consistency across regulations and codes. The Project Management Guide,
which is an internal reference document only, will be reviewed and updated
periodically to reflect and changes or updates in authoritative documents. The update
currently in process will address any of the noted concerns.
RESPONSIBLE PARTY:
Documents to be reviewed by Financial Management (Purchasing) and Public Works
(CPM). Revisions for consistency among noted documents to be approved by the
applicable department/division.
COMPLETED BY:
AR 216 update to be completed by 2/28/10; Procurement Code update to be
completed no later than the planned annual update in June, 2010. Initial update of
CPM Project Management Guide to be completed 11/01/09 with additional updates
to be conducted in concert with planned Procurement Code and AR 216 revisions.
3. Management information regarding the status of contracts and change orders could be
enhanced.
MANAGEMENT RESPONSE: Agree
Management agrees that additional information or clarification can in some cases be
helpful to parties responsible for review and approval of change orders and contract
modifications.
PROPOSED RESOLUTION:
Management proposes the following resolutions to the recommendations as indicated in
the text of Finding 3; the proposed resolutions below correlate to the 5 bulleted
recommendations from the Audit report:
1. The monthly CPM report will be modified to include additional summary data including
the contract type and the accumulated cost and time percentages.
2. The majority of “contract related Council Action Reports” do not have a change order
history to include, as they are contract awards; however, in those cases in which there
is a history, management will address it in the Council Report. Management will also
continue to provide previous contract approval history in Council Reports for new
contract awards and for contract modifications. Management will also continue to
provide change order history as it pertains to requests for budget transfers, although
these are not necessarily “contract related Council Action Reports.”
3. Management is in the process of reexamining performance metrics related to change
orders. The 10% metric is meaningful for many contracts, but not for all.
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4. Change order forms currently require a detailed explanation of the reasons for the
change and include a checklist to verify that specific conditions are met for the
issuance of the change order.
5. Management agrees that a project closeout report would be beneficial to identifying
best practices and successful projects. A closeout report process will be implemented
as suggested in the time frame noted below.
RESPONSIBLE PARTY: Public Works (CPM) will be responsible for implementation of
specified resolutions.
COMPLETED BY:
Monthly CPM report to be modified before the distribution schedule for the week
of 11/1/09.
Methodology for the calculation of change order metrics to be implemented with
2010/2011 budget cycle.
Project closeout report to be implemented with any projects closed out after
11/1/09.
4. Original change order documents were sometimes not retained in the Contract
Administrator’s contract file.
MANAGEMENT RESPONSE: Agree
Procedures within Capital Project Management as well as published City policies require
that one original of each change order document be retained in the Contract
Administrator's contract file. As noted in Finding 4, some original documentation was not
available in the Contract Administrator's file that was reviewed.
PROPOSED RESOLUTION: Reinforce policy with Project Management staff. Review of
contract files at project closeout by Department Director or Principal Project Manager to
confirm compliance with policies.
RESPONSIBLE PARTY: Public Works (CPM) Department Director or Principal Project
Manager.
COMPLETED BY: Begin with the initiation of closeout reports as noted in Finding 3.
5. Policies and procedures applicable to Construction Manager at Risk and Job Order
contracts were insufficient.
MANAGEMENT RESPONSE: Agree
Management agrees that City codes and regulations can be supplemented with
additional detail in the procurement and administration of alternative delivery methods
for contracts.
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PROPOSED RESOLUTION: Update Procurement Code and Administrative Regulations to
reflect current practice and methodologies of alternative project delivery.
RESPONSIBLE PARTY: Financial Management (Purchasing) and Public Works (CPM) will
be responsible for reviewing and recommending changes to Procurement Code and
Administrative Regulations. Procurement Code updates will need to be submitted to
Council for approval. Administrative Regulation updates are proposed by the referenced
departments, coordinated through Financial Management, and approved by the City
Manager.
COMPLETED BY: AR 216 update to be completed by 2/28/10; Procurement Code update
to be completed no later than the planned annual update in June, 2010. Initial update of
CPM Project Management Guide to be completed 11/01/09 with additional updates to
be conducted in concert with planned Procurement Code and AR 216 revisions.
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