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MISSION STATEMENT 

The School Board of Palm Beach County is committed to providing a world 

class education with excellence and equity to empower each student to reach his 

or her highest potential with the most effective staff to foster the knowledge, 

skills, and ethics required for responsible citizenship and productive careers. 
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Follow-up Audit of 

 

Fees Paid to Construction Managers 

 

Executive Summary 
 

 

Pursuant to the Office of Inspector General’s 2014-2015 Work Plan, we have performed a 

follow-up audit of Fees Paid to Construction Managers.  A prior Audit of Two Construction 

Projects, issued by our Office in May 2011, reported several deficiencies in the administration of 

Construction Management (CM) at Risk projects.  The primary objective of this follow-up audit 

was to test implementation of certain corrective actions to determine if previously reported 

deficiencies have been adequately addressed, or if they continue to exist.   

 

1.   Some Corrective Action Plans Not Completed; Some Previously Reported Deficiencies Not 

Adequately Addressed and Continue to Exist 
 

1.A.   Policies and Procedures Need to be Finalized and Formally Adopted  

In response to our 2011 Audit of Two Construction Projects, the Program Management 

Department indicated that a Construction Manager Pay Application Review Procedure has been 

prepared to address the audit comment.   Although we found the Division of Support Operations 

and Program Management have drafted some informal written procedures, those procedures 

were not officially adopted.  Lack of formal written procedures decreases the District’s ability to 

effectively review pay applications, increases the risk of errors occurring, and lessens 

accountability.  

 

Additionally, we noted that Section 4.2(3) of State Requirements for Educational Facilities 

(SREF) states, “Each Board shall adopt policies and procedures to be followed for all 

construction contracts and for making payments to the contractor…” However, the School 

District does not have a policy for making payments to contractors, as required by SREF.    

 

Management’s Response:  Management concurs that the Construction Manager Pay 

Application Review Procedure put in place immediately following the 2011 audit should be 

formally approved and adopted.  The current procedure has been reviewed …, and is now posted 

on the Division of Support Operations SharePoint site, to be used by all employees involved with 

the Construction Manager Pay Application Review process.  

 

Management concurs the District needs to develop a policy for making payments to contractors, 

as is required by SREF Section 4.2(3).  Board review and adoption of the new policy is projected 

for completion by December 2015.   (Please see page 7 for the full Management Response.) 
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1.B.   Contract Definitions of General Requirements and General Conditions Need 

Clarification 

Our 2011 Audit of Two Construction Projects recommended that standard contract language be 

amended to clearly define the distinction between General Conditions and General Requirements 

and their intended payment terms. 

However, our review of the current CM at Risk Agreement template revealed that the Agreement 

has not been amended to clarify the definitions and payment terms for General Requirements and 

General Conditions.   As a result, previously reported deficiencies, such as overpayments for 

General Conditions, are not being adequately addressed and are at risk of reoccurring. 

Management’s Response:  Management concurs.  Revisions to the Construction Manager at 

Risk document utilized by the District are now in development.  The contract changes will be 

implemented on or before August 30, 2015.  (Please see page 7 for the full Management 

Response.) 

 

 

2.   The Revised Schedule of Values Form was Not Submitted to the Reports and Forms 

Review Committee for Review as Required 

 

The follow-up audit found that multiple versions of the Schedule of Values form were utilized by 

staff, and the most current version of the form being utilized has not been submitted to the 

Reports and Forms Review Committee for review as required by School Board Policy 2.341 and 

the District’s Forms Management Manual.    

Management’s Response:  Management concurs that forms in use must be approved by the 

Reports and Forms Review Committee, per Board Policy 2.341.  Anticipated completion date is 

May 15, 2015. (Please see page 8 for the full Management Response.) 
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M E M O R A N D U M 
 

TO:  Honorable Chair and Members of the School Board 

  E. Wayne Gent, Superintendent of Schools 

  Chair and Members of the Audit Committee 

 

FROM: Lung Chiu, CPA, Inspector General 

 

DATE:  June 11, 2015 

 

SUBJECT: Follow-up Audit of Fees Paid to Construction Managers 

 

 

PURPOSE AND AUTHORITY 
 

Pursuant to the Office of Inspector General’s 2014-2015 Work Plan, we have performed a 

Follow-Up Audit of Fees Paid to Construction Managers.  A prior Audit of Two Construction 

Projects, issued by our Office in May 2011, reported several deficiencies in the administration of 

Construction Management (CM) at Risk projects; particularly with the review and processing of 

payment applications and fees paid to construction managers.  

The primary objective of this follow-up audit was to determine the extent of implementation of 

corrective actions to address previously reported deficiencies.   More specifically, we determined  

(1) whether certain Construction Manager fees (Overhead & Profit, General Conditions and 

Construction Phase Fees) were paid in accordance with the contract terms, and (2) whether 

District staff properly enforced applicable terms and conditions of the contracts.  

 

SCOPE AND METHODOLOGY 
 

The audit was conducted in accordance with Generally Accepted Government Auditing 

Standards (GAGAS). Those 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 objective.  

THE SCHOOL DISTRICT OF LUNG CHIU, CPA SCHOOL BOARD 
PALM BEACH COUNTY, FLORIDA INSPECTOR GENERAL  CHARLES E. SHAW, CHAIR 

  FRANK A. BARBIERI, JR, ESQ., VICE-CHAIR 

OFFICE OF INSPECTOR GENERAL  MARCIA ANDREWS 
3318 FOREST HILL BLVD., C-306  KAREN M. BRILL 
WEST PALM BEACH, FL 33406  MIKE MURGIO 
  DEBRA ROBINSON, M.D. 
(561) 434-7335     FAX: (561) 434-8652  ERICA WHITFIELD 
www.palmbeachschools.org  
  E. WAYNE GENT, SUPERINTENDENT 
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The scope of this follow-up audit included a review of the following eight completed CM at Risk 

projects:  

Project         Budget 

Crestwood Middle Addition     $14,697,942 

Everglades Elementary      $25,778,116 

Galaxy Elementary Modernization    $29,650,055 

Gove Elementary Modernization    $38,416,148 

Manatee Elementary Addition    $14,484,357 

Northboro Elementary Modernization   $33,409,133 

Palm Beach Lakes High Addition & Academy  $14,109,847 

Seminole Trails Elementary Addition   $13,964,012 

 

We reviewed the CM at Risk Agreements and related documents including: 

 Guaranteed Maximum Prices  

 Professional Services Agreements 

 Notices to Proceed  

 Schedules of Values 

 Applications for Payment, and Project Invoices 

 

We also reviewed 

 Applicable laws and regulations; 

 State Requirements for Educational Facilities (SREF); 

 Applicable Policies and Procedures; 

 Applicable forms and management reports associated with payment;      

request/approvals; and, 

 Interviewed of staff.  

 

Draft audit findings were sent to the Division of Support Operations for review and comments.  

Management’s responses are included in Appendix A.  We appreciate the courtesy and 

cooperation extended to us by District staff during the audit.  The final draft report was presented 

to the Audit Committee at its June 11, 2015 meeting. 

 

BACKGROUND 
 

The Division of Support Operations includes the Program Management Department and the 

Building Code Services Department (BCS).  Program Management oversees the construction of 

new schools, as well as the renovations, remodeling, and other capital improvements of existing 

schools and facilities.  Building Code Services reviews construction plans and specifications to 

ensure building and fire code compliance.  Within BCS is the Office of Project Controls which 
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monitors project status to ensure work is performed within the boundaries of cost, completion, 

schedule and scope that was approved by the School Board.  

 

The CM at Risk Agreement is a cost-plus-fee contract with a not-to-exceed Guaranteed 

Maximum Price. The amount of CM fees, including Overhead and Profit, General Conditions, 

and Construction Phase Fees are negotiated, contractually agreed upon, and defined in Article 8 

and Article 9 of the CM at Risk Agreement (See Appendix B).  Overhead and Profit relates to 

the Construction Manager’s general operating expenses, the Construction Phase Fee relates to 

salaries and benefits of the CM’s employees at the job site, and General Conditions are for cost 

items related to the CM’s field staff such as office facilities and supplies. The calculation of 

monthly billable fee amounts for General Conditions and Overhead and Profit are based 

proportionately to ratio of the cost of work in place, while Construction Phase Fees are to be paid 

in equal monthly payments. 

On July 19, 2012, our Office requested an update from management regarding the status of 

corrective actions taken to address deficiencies identified in our prior 2011 Audit of Two 

Construction Projects.  Management submitted the requested status update to our Office on 

October 7, 2012, and indicated that the reported deficiencies were either corrected, or would be 

corrected by September 30, 2013.  During this review, we tested the adequacy and effectiveness 

of some of the corrective actions taken. 

 

CONCLUSIONS 

 
1.   Some Corrective Action Plans Not Completed; Some Previously Reported Deficiencies Not 

Adequately Addressed and Continue to Exist 
 

A review and verification of management responses to the recommendations made in the 2011 

Audit of Two Construction Projects, indicated that some previously reported deficiencies were 

not adequately addressed by staff, as detailed below: 

1.A.   Policies and Procedures Need to be Finalized and Formally Adopted  

The 2011 Audit of Two Construction Projects recommended that formal written operating 

procedures be developed to provide the framework for employees to carry out their duties, and 

establish accountability for the pay application approval process.  

In response to the 2012 Audit Report, Program Management stated:  

“A newly created Construction Manager Pay Application Review Procedure and 

Construction Manager Pay Application Review Checklist have already been 

prepared to address the auditor’s comment that Program Management does not 

have a formal process for pay applications. The procedure and checklist define  
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the Architect, Projects Coordinator and SPA responsibilities in reviewing pay 

applications and addresses all of the concerns raised by the auditor and 

recommended by management.” 

Although we found the Division of Support Operations and Program Management have drafted 

some informal written procedures, those procedures were not officially adopted.  

Additionally, we noted that Section 4.2(3) of State Requirements for Educational Facilities 

(SREF) states, “Each Board shall adopt policies and procedures to be followed for all 

construction contracts and for making payments to the contractor…”  The School Board has 

adopted three (3) construction related policies as follows:  

 

o Policy 7.22 Construction Change Orders,  

o Policy 7.225 Use of Contingency Funds for Construction Projects, and  

o Policy 7.23 Retainage Withheld on Construction Contracts;  

 

However, the School District does not have a policy for making payments to contractors, as 

required by SREF.   Lack of policies and procedures can result in inconsistencies and oversights 

during the construction manager’s pay application review and approval process.  

 

Recommendations 

The Division of Support Operations should initiate the creation and development of a School 

Board policy that adequately addresses the requirements of SREF 4.2(3).  Also, Program 

Management should finalize and formally adopt operating procedures requiring staff to verify 

and approve specific items in pay applications, including the calculation of CM fees.   This will 

increase the District’s ability to effectively review pay applications, decrease the risk of errors 

occurring, and help ensure accountability.   

Management’s Response:  Management concurs that the Construction Manager Pay 

Application Review Procedure put in place immediately following the 2011 audit should be 

formally approved and adopted.  The current procedure has been reviewed …, and is now posted 

on the Division of Support Operations SharePoint site, to be used by all employees involved with 

the Construction Manager Pay Application Review process.   

Management concurs the District needs to develop a policy for making payments to contractors, 

as is required by SREF Section 4.2(3).  Board review and adoption of the new policy is projected 

for completion by December 2015. (Please see page 7 for the full Management Response.) 
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1.B.   Contract Definitions of General Requirements and General Conditions Need 

Clarification 

Our prior 2011 Audit of Two Construction Projects recommended that standard contract 

language be amended to clearly define the distinction between General Conditions and General 

Requirements and their intended payment terms. 

In response to our July 2012, Status Update Request on management’s planned corrective actions 

to address the prior audit finding, Program Management stated:  

“The Basic Definitions Section (Article 1) of the General Conditions of the 

Construction Management at Risk contract has been amended for future projects 

to include a definition for General Requirements and General Conditions. Those 

definitions not only include a definition for each term, but also include…the 

method in which General Conditions and General Requirements shall be paid to 

the Construction Manager.”  

However, our review of the current CM at Risk Agreement template being utilized revealed that 

the Basic Definitions Section (Article 1) of the Supplementary General Conditions section of 

Agreement has not been amended to clarify the definitions and payment terms for General 

Requirements and General Conditions.   

As a result, previously reported deficiencies, such as overpayments for General Conditions, are 

not being adequately addressed and are at risk of reoccurring.    

Recommendation 

As we stated in our prior audit recommendation, which was agreed to by staff, the standard 

contract language should be amended to clearly define the distinction between General 

Conditions and General Requirements and their intended payment terms.  Clear definitions will 

help to ensure that accurate amounts are invoiced and paid. 

Management’s Response: Management concurs.  Revisions to the Construction Manager at Risk 

document utilized by the District are now in development.  The contract changes will be 

implemented on or before August 30, 2015.  (Please see page 7 for the full Management 

Response.) 

 

 

2.   The Revised Schedule of Values Form was Not Submitted to the Reports and Forms 

Review Committee for Review as Required 

 

Our review of projects found that multiple versions of the Schedule of Values form (Form PBSD 

2349) were utilized by staff, and the most current version of the form being utilized has not been 

submitted to the Reports and Forms Review Committee for review as required by School Board 

Policy 2.341 and the District’s Forms Management Manual.    
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School Board Policy 2.34 - Reports and Forms Authorization requires that “Before printing or 

distributing an existing, new, revised or consolidated form for use in the district, the originating 

office must submit such form to the Reports and Forms Review Committee for review and 

inclusion in the Official Forms Index in accordance with the procedures set forth in the Forms 

Management Handbook.” 

The Forms Management Manual states: “The Official Forms Index will be the only resource 

used by the District to insure the correct form is ordered, printed, and stocked. Therefore, it is 

extremely important that the index remain up-to-date. All revisions to the index must be sent by 

the department responsible for the form to the Forms Analyst.” 

Additionally, we noted that this form is not retrievable on the District’s Official “Forms” index 

(See Appendix C).   We were able to locate a version of the Schedule of Values form linked to 

an indexed form entitled PBSD 2354 Application and Certificate for Payment; however, the link 

yields a SOV form which is not the most current version being utilized by staff (See Appendix 

D).   

Using unauthorized and varying versions of SOV forms does not allow for efficient and effective 

review of pay applications and for verifying compliance with specific contract requirements, thus 

increasing the risk of inaccurate payment amounts to CM firms. 

Recommendations 

We recommend Program Management submit its most current version of the Schedule of Values 

form to the Reports and Forms Review Committee for review, as required by School Board 

Policy 2.341.   

 

We further recommend Program Management and Project Controls ensure that only the most 

current version of the Schedule of Values form is used during the preliminary SOV, and pay 

application review and approval process. 

 

Management’s Response:  Management concurs that forms in use must be approved by the 

Reports and Forms Review Committee, per Board Policy 2.341.  Anticipated completion date is 

May 15, 2015. (Please see page 8 for the full Management Response.) 

 

 

 

 

 

 

 

 

 

– End of Report – 
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Articles 8 and 9 of CM at Risk Agreement  Appendix B 
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Articles 8 and 9 of CM at Risk Agreement  Appendix B 
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