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Mandate

The 2003-2005 Capital Budget directs JLARC to conduct a
performance audit of state capital planning, design, and
construction processes. In this study, we provide an overview of
the capital process, including policy history and oversight roles
and responsibilities. We describe the criteria used to evaluate
agency planning and execution activities, provide an overall
assessment of performance, and highlight good practices and
areas of concern. We then describe the evaluation criteria used
to assess executive branch oversight activities, and provide an
overall assessment of performance and areas of concern.

Background

Washington pays for its long-term investments in public lands
and facilities through the state Capital Budget. This budget,
presently $2.8 billion in the 2003-05 Biennium, funds over 500
capital projects and programs administered by 36 different state
agencies for purposes that range from the construction and repair
of state prisons and universities to the distribution of grants,
loans, and other pass-through capital for local infrastructure and
environmental projects. Nearly $12 billion was spent for these
purposes between 1995 and 2004. Major state facility projects
comprise just under one-third of this cumulative investment to
date.

Study Method

JLARC selected eight state agencies that make up 82 percent of
authorized state facility spending to participate in this
performance audit: the State Board for Community & Technical
Colleges (SBCTC), University of Washington, Washington State
University, Western Washington University, Department of
Corrections (DOC), Department of Social & Health Services
(DSHS), Department of General Administration (GA), and the
Military Department. This study also includes a review of the
oversight responsibilities of the Office of Financial Management
(OFM), GA, and SBCTC, as well as the advisory role of the
Higher Education and Coordination Board. The review of these
agencies included:

e Conducting interviews with capital staff using best
practices for planning and execution.

e FEvaluating 17 project case studies to evidence these
practices at work in agencies and to test a cross-cutting
set of performance indicators.

e Compiling a project portfolio of 200 major facility
projects that, in one place, includes all relevant data for
each project.



STUDY CONCLUSIONS

The study presents findings in three areas of capital process performance:
Agency Planning for Major Facility Projects

JLARC’s overall assessment of agency planning practices is that agencies are planning for major
facility construction using a comprehensive, data-driven process. We identify examples of good
practices, which are highlighted within this report. We also identify concerns related to strategic
planning and the timing of agencies’ revalidation of assumptions before construction.

Agency Execution of Major Facility Projects

JLARC’s overall assessment of agency construction management is that agencies are generally
successful in managing construction of major facility projects. We identify and highlight in the
report good practices. We also discuss concerns related to early establishment of dispute resolution
mechanisms and control of project definition.

Executive Oversight for Agencies’ Major Capital Facility Programs

JLARC concludes that executive oversight of facility projects is not being accomplished in the
manner required by statute and OFM’s own process as outlined in the Capital Budget Instructions.
We discuss the importance of early intervention in the capital process to affect costs. JLARC looked
at where in the process most of OFM’s effort occurs, and the factors affecting the ability of OFM to
fulfill its oversight responsibilities.

RECOMMENDATION

This study was an evaluation of the state capital process. The greatest weakness we found centered
on resources and priorities for OFM. Therefore, our recommendation that follows addresses issues
only at this level.

Recommendation

The Office of Financial Management should develop a plan in consultation with fiscal
committees and agency capital officers to address weaknesses in oversight that are
outlined in this report. The plan should address the following issues:

Aligning resources to program workload;

Identifying and institutionalizing procedures and best practices;

Creating easily accessible, reliable information systems;

Developing statewide performance measures for all capital projects; and

Evaluating projects earlier in the planning phases.

The intent is to strengthen and refine OFM activities and information in ways that benefit all the
participants in the state capital process.
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CHAPTER ONE: INTRODUCTION, BACKGROUND,
& CONCLUSIONS IN BRIEF

OVERVIEW

The 2003 Capital Budget instructs the Joint Legislative Audit and Review Committee (JLARC)
to study state capital planning, design, and construction processes (Chapter 26, Laws of 2003, 1°
Extraordinary Session). The last comprehensive JLARC review of the Capital Budget process
occurred 18 years ago." Since then, JLARC has engaged in many capital related studies such as
the Washington School for the Deaf Capital Facility Study and the Capital Budget Staffing and
Administrative Costs Study. For this 2004 review, JLARC focuses on agency practice and
performance and statewide oversight for major state facility projects. For purposes of this study,
a major project is defined as a project that costs more than $5 million and requires two or three
biennia to design, construct, and occupy. Major facility projects have historically comprised
approximately 30 percent of the state Capital Budget, as demonstrated in Figure 1.

In this study we provide an overview of the capital process, including policy history and
oversight roles and responsibilities. We describe the criteria used to evaluate agency planning
and execution activities, provide an overall assessment of performance, and highlight

Figure 1 — Major Projects Account for Approximately 30%
of State Capital Spending

$12 Billion in Capital Spending Between 1995-97 and 2003-05
Small State Facility
¢ Projects
$2 billion
17% of total

Other Capital
Budget
Programs
$6 billion
53% of total

Major State Facility

(primarily

grants and Projects
loans to ¢ $4 billion
support local 30% of total
government

projects)

! Program and Fiscal Review of State Capital Planning and Budgeting Process. Report No. 87-6 by the Legislative
Budget Committee (how known as JLARC).
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good practices and areas of concern. We describe the evaluation criteria used to assess executive
branch oversight activities, and provide an overall assessment of performance and areas of
concern. We also provide our conclusions, findings, and recommendations to improve the state’s
ability to make informed investment decisions in the capital construction program.

BACKGROUND

Washington pays for its long-term investments in public lands and facilities through the state
Capital Budget. This budget, presently $2.8 billion in the 2003-05 Biennium, funds over 500
capital projects and programs administered by 36 different state agencies for purposes that range
from the construction and repair of state prisons and universities to the distribution of grants,
loans, and other pass through capital for local infrastructure and environmental projects.? Nearly
$12 billion was spent between fiscal years 1995 and 2004. Major state facility projects comprise
just under one-third of this cumulative investment to date.

Washington State owns and operates a variety of facilities to house its programs, including office
buildings, laboratories, libraries, classrooms, armories, prisons and hospital wards. Each
biennium, lawmakers consider proposals to acquire lands and to construct, repair, and renovate
these public assets. = The Office of Financial Management, Department of General
Administration, and individual agencies oversee the actual facilities work that occurs, much of
which is contracted out to private firms.

STUDY CONCLUSIONS-IN-BRIEF

The study presents findings in three areas of capital process performance:
Agency Planning for Major Facility Projects

JLARC’s overall assessment of agency planning practices is that agencies are planning for major
facility construction using a comprehensive, data-driven process. We identify examples of good
practices, which we highlight within this report. We also identify concerns related to strategic
planning and the timing of agency updates to assumptions for construction needs.

Agency Execution of Major Facility Projects

JLARC’s overall assessment of agency construction management is that agencies are generally
successful in managing construction of major facility projects. We identify and highlight in the
report good practices. We also discuss concerns related to early establishment of dispute
resolution mechanisms and control of project definition.

Executive Oversight for Agencies’ Major Capital Facility Programs

JLARC concludes that executive oversight of facility projects is not being accomplished in the
manner required by statute and OFM’s process as outlined in the Capital Budget Instructions.
We discuss the importance of early intervention in the capital process to affect costs. JLARC

% This does not include the large capital program of the Washington State Department of Transportation (WSDOT).
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looked at where most of OFM’s staff effort occurs in the capital process, and the factors
affecting the ability of OFM to fulfill its oversight responsibilities.

STUDY METHOD

JLARC selected eight state agencies to participate in this performance audit® These eight
agencies make up 82 percent of authorized state facility spending as shown in Figure 2 below.
This study also includes a review of the oversight responsibilities of the Office of Financial
Management, the Department of General Administration, the State Board for Community and
Technical Colleges, as well as the advisory role of the Higher Education and Coordination
Board. JLARC found that the state’s monitoring systems currently do not provide ready access
to key budgeting, management, and performance information for major state projects. As a
result, JLARC developed a review method to overcome these issues, which included:

e Conducting interviews with capital staff using best practices for planning and execution;

e Evaluating 17 project case studies to evidence these practices at work in agencies and
test a cross-cutting set of performance indicators; and

e Compiling a major project portfolio of 200 major facility projects that, in one place,
contains all relevant data for each project.

Figure 2 - Eight Large Agencies Account for 82 Percent of State Capital
Facilities Spending

Agency Percent Of Total Appropriations
1995-97 to 2003-05
Community & Technical Colleges 24%
University of Washington 15%
Department of Corrections 15%
Washington State University 10%
Department of Social & Health Services 6%
Department of General Administration 6%
Military Department 3%
Western Washington University 3%
All Other Agencies 18%
TOTAL 100%

® The Legislature asked JLARC to focus on higher education, corrections and social service agencies. Chapter 26,
Laws of 2003, 1 Extraordinary Session.
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CHAPTER TWO: THE “NUTS AND BOLTS” OF
PLANNING AND BUILDING MAJOR CAPITAL
PROJECTS

OVERVIEW

There has been significant change since the last comprehensive legislative performance audit of
the Capital Budget process which occurred 18 years ago.*

This current JLARC audit focuses on two key areas:
1. Statewide oversight, and
2. Agency practice and performance for major state facility projects.

For purposes of this study, a major project is defined as a project that costs more than $5 million
and requires four to six years to design, construct, and occupy.

In this chapter, we provide a summary of today’s capital process, which was developed at the
start of the 1990s. This “nuts and bolts” description covers:

5

© Policy: A recap of history that helps explain the state’s current policy governing the
oversight roles and capital process.

&

G

Roles: A summary of the oversight roles of the Legislature and executive branch for the
capital process.

G

Process: A description of the capital process, the milestones and activities as major state
facility projects advance from concept to construction.

POLICY — HOW WE GOT HERE

The current capital process dates back to initiatives in the 1980s designed to build greater
confidence in Washington’s financial reputation. The state was forced to revaluate the capital
process soon after the default of Washington Public Power Supply System (WPPSS) bonds. The
lack of data or a policy framework for debt-financed investments was deemed a liability by Wall
Street and the investment community.

The state needed a way to look at capital projects and cash requirements comprehensively over
time. In addition, legislators lacked ways to independently assure that cost and scope for major

* For the last comprehensive audit of the Capital Budgeting process, see “Program and Fiscal Review of State
Capital Planning and Budgeting Process. Report No. 87-6” by the Legislative Budget Committee (now known as
JLARC)(1987).
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projects were appropriate. A six-year master plan was issued in 1985, and the Legislature began
to put limits on capital spending in order to lend predictability to the process. The Office of
Financial Management (OFM) hired professionals capable of evaluating and validating building
programs and unit costs included in agency budget requests. In 1991, a new statute required the
Governor to prepare a statewide, ten-year facilities plan. OFM published a pre-design manual to
guide agency capital plan development. Within three years, several other changes were
implemented to lend more structure to the Capital Budget process:

e Adoption of a two-step funding process for large capital projects requiring OFM review
and approval of facility plans before construction funds were made available;

e Creation of an accounting system for OFM to monitor capital project expenditures and
schedules; and

e Establishment of a facility inventory system to account for owned and leased space.
ROLES — LEGISLATURE, OFM, AND OTHER AGENCIES

The Legislature makes the final decision on which capital projects are to be funded. Since most
projects are funded in steps (pre-design, design, construction), the Legislature makes a series of
funding decisions. The Governor, in turn, provides a similar high level oversight role by
proposing, signing, or in some cases, vetoing specific areas of the Capital Budget.

The Budget & Accounting Act (RCW 43.88.110) requires OFM to assure that major projects as
designed are reviewed before construction to reduce long-term costs and increase facility
efficiency. Budget provisos in the Capital Budget typically reinforce these requirements and
direct OFM to:

e Evaluate facility program requirements and consistency with long-range plans;

e Utilize a system of cost, quality, and performance standards to compare major
construction projects;

e Review value engineering studies—a means of ensuring that life-cycle costs are
minimized; and

e Confirm that constructability analysis occurs—an assessment of whether the building
can be readily constructed on the basis of architectural plans and bidding documents.

OFM’s second major area of responsibility — authorizing expenditures, and monitoring projects
after they are funded — is also set forth in the Budget and Accounting Act, and in provisos to the
Capital Budget. OFM’s duties include:
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1. Approving spending plans (allotments) for projects poised to proceed, including
specific authorization for agencies to enter into contracts.’

2. Monitoring projects as they proceed. This requisite activity includes:

= Recording total project cost estimates including past, current, and future biennial
capital spending;

— Comparing actual costs to estimates, with additional details for major projects;

= Comparing expected design or construction start and completion dates with actual
dates realized; and

= Approving and documenting fund transfers between authorized capital projects.

OFM is also responsible for oversight of agencies executing grants and loan capital programs,
and agencies executing minor works projects.

Three other agencies also have statutory oversight responsibilities for the capital process.

1. The Department of General Administration (GA) manages projects for state agencies
other than the four-year higher education institutions, and the Departments of
Transportation, Fish and Wildlife, Natural Resources, and State Parks and Recreation.
GA is also responsible for reviewing capital funding requests over $2.5 million made by
its client agencies “to ensure that the amount requested by the agency is appropriate for
predesign, design, and construction, depending on the phase of the project being
requested.” °

2. The State Board on Community and Technical Colleges (SBCTC) has oversight
responsibility for capital requests for two-year colleges.

3. The Higher Education Coordination Board (HECB) acts as an advisory body to the
Governor and Legislature about the business, programs, and activities of Washington’s
four-year universities.

PROCESS — SEQUENCE OF ACTIVITIES FOR MAJOR
CAPITAL PROJECTS

The capital process for major projects has two major phases: planning and execution. Each of
these phases has major milestones and state budget related tasks that are illustrated and described
in Figure 3.

® Some spending plans carry additional requirements that OFM evaluate unit costs, compare with similar facilities
and consider caseload or service levels.
® Chapter 277, Laws of 2004 (Supplemental Capital Budget).
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Figure 3 — How Major Projects over $5 Million are Planned and Executed

Project Planning

Concept of Need

Agencies:

Review current facilities, look at trends: cases, enrollment, etc.
Define what they can and cannot do with existing space
Determine what type of building best meets their space needs
Submit ten-year plan (prioritized projects)

Submit project request report (PRR)

Request predesign funding

OFM:

e Works with agencies on planning and capital needs

e Reviews agency ten-year plans

e Reviews project request reports (PRR)

e Approves or denies request predesign funding

Legislature:

e Approves or denies request for predesign funding

Project Execution

Predesign & Design \

Agencies:

e Develop predesigns (rough sketches) and examine alternatives
e Develop and analyze cost estimates

¢ Review assumptions from the “need” stage

o Or?anize project team

o Refine and finish design, as required for future occupants

e Conduct value engineering and constructability reviews
6FI\I}eport to OFM through predesign and design documents

e Reviews predesigns

e Makes decision for funding final design

e Reviews agency assumptions

e Makes decision for funding construction
Legislature:

e Approves or denies design funding requests

e Approves or denies construction funding requests

Construction \

/\ Ten Years or Less

Agencies:

Request bids for construction
Select construction firm
Work with construction firms

I\k}luilding electrical, water, air, etc., work)

within scope
e Monitors expenditures for cash flow and budget control
Legislature:

e Makes decision on re-appropriations or additional
appropriations

Undertake commissioning process (checking to make certain

e Reviews project status reports. Assures that agency building is

Four to Six Years
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Concept of Need

Planning starts at the agency level with the concept of need. The agency analyzes its future
programmatic needs and evaluates the capacity of existing buildings to develop rough footprints
for future facilities.

This analysis is documented in two ways. First, it is documented in the agency’s strategic plan
(this can be in a master plan or some other agency strategic planning document). This
documentation provides linkages from an agency’s mission and goals, operational demands,
current facility conditions, and usage to future project requests.

From this planning effort, OFM asks agencies to submit a ten-year plan. Within the ten-year
plan, the agency outlines programmatic needs, presents solutions, and prioritizes project
proposals.

The Capital Budget instructions acknowledge that uncertainty about program needs increases as
an agency predicts further out into the future. Consequently, the last four years of a ten-year
plan are less detailed than the first six years. As a result, the ten-year plan is also referred to as
the six-year plan, since this earlier section of the document contains greater detail concerning an
agency’s future facility requests.

As an agency project moves from concept to request, the agency submits a Project Request
Report (PRR). Requirement for the PRR started in 2001.” Agencies are required to submit a
PRR to OFM before requesting predesign funds. The capital instructions state that the PRR
should tie facility proposals to agency and institutional strategic and/or master plans.

Project Funding Requests

The Legislature approves major project funding one phase at a time, beginning each 24-month
biennium. The first funding request, or project phase, is the facility predesign study.
According to OFM’s budget instructions, the predesign study was created to understand the
facility need and to provide well thought-out options to meet that need. Agencies are required to
provide “a brief description of each alternative that was considered, and the reasons for rejecting
each alternative that is not adopted.”® The predesign also includes a preliminary estimate of
construction costs which helps the state size its overall budget. Agencies may hire
architect/engineer (A & E) firms to help develop the predesign.

After predesign is complete, funding may be provided for facility design. In this phase, agencies
hire an A & E firm to flesh out the rough schematic predesign. Cost figures are also refined.

The design phase is the point in the process where the planning and execution phases of a project
overlap. For example, the design phase should include a constructability review which is an
assessment of whether the building can be readily constructed based on architectural plans and
bidding documents. The purpose of the constructability review is to reduce the number of
construction change orders or claims.

" Office of Financial Management, 2001-2003 Predesign Manual, pages 1-3.
8 Office of Financial Management, 2001-2003 Predesign Manual, page 25.
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The next step is funding for construction. At this point, agencies consider a number of public
works contracting methods to select a construction firm.  Agencies, through their project
managers, work with private firms through construction and the final acceptance of the new or
modified facility.

SUMMARY

Planning, designing, and constructing a major capital project are complex undertakings. In this
audit, we focus only on the roles and responsibilities of state government (contractors also play
important and sometimes key roles in project planning and execution). Throughout this chapter,
we have intentionally simplified the description of processes to present the “nuts and bolts” of
these complex undertakings. In the next two chapters, we provide more details on agency
planning and execution phases of major projects as well as the oversight role played by OFM and
the Legislature.

10



CHAPTER THREE: AGENCY PLANNING AND
EXECUTION

CHAPTER OVERVIEW

Using case studies, JLARC examined planning for and execution of major facility projects by
eight state agencies selected for this performance audit. This chapter discusses our approach and
conclusions for the two major phases of these large capital projects.

For both phases, we assembled and applied evaluation criteria based on best practice information
(as explained below). In general, we found that agencies do a good job with planning, and we
identified several examples of good practices. We did identify a few areas of concern: the need
to clarify the role of master plans, and to clarify expectations of when it is appropriate to update
the assumptions driving the need for a facility.

In general, agencies are executing major capital construction well. Again, we have specific
concerns regarding dispute resolution and project definition.

A Note On Methodology

JLARC’s conclusions are based on the use of case studies. While designed to reflect the
“state” of capital planning and execution, there will always be exceptions to the cases studies.
Since we used case studies, we did not publish project- or agency-specific ratings in this audit.
This is because of the limited number of cases sampled for each agency. Of equal
importance, official performance benchmarks don’t exist for Washington agencies. This
points to weakness in how the oversight of the capital process presently functions, as
discussed in Chapter 4.

PLANNING
Overview

The planning phase involves analysis aimed at making certain an agency is building the right
facility to meet its current or future needs. Execution is the process of ensuring a facility is built
at the estimated cost and schedule. This section describes the criteria JLARC used to evaluate
agency planning practices, illustrates best practices at work in state agencies, and discusses areas
in which state agencies can improve their capital process.

Best Practice Principles and Overall Assessment

Our goal in developing a set of best practices was to identify principles that would be broad
enough to apply to a range of agencies, but still be substantive enough to allow for a critical

11
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analysis of the planning process used by agencies. In developing criteria to review planning
JLARC drew from local, state, and federal practices and conducted a review of related literature.

A detailed description of best practice principles can be found in Appendix 3. JLARC used this
set of principles to frame our review of capital planning by state agencies.

Examples of Good Planning Practices

JLARC found that Washington’s agencies are generally using best practice principles required to
inform capital discussions and develop major facility investment projects. Agencies are linking
operating needs with capital planning. Examples of some these practices are noted below.

1. Project Concept Need Assessment

The State Board for Community & Technical Colleges has a long-standing practice of
scoring proposals against criteria to substantiate and assign priority for a college’s
proposal early in the process. Criteria include:

e Enrollment trends by program;

e College space deficiencies;

e Suitability of present spaces;

e Building condition and remaining useful life; and

e Cost reasonableness compared to like or similar capital projects.

The University of Washington recently finished a planning study combining condition,
space use, and academic demand variables to create a capital “needs” index to prioritize
projects.

v’ These types of reviews reflect the best practices of comprehensively assessing
both business environment (agencies changing needs) and facility environment
(agencies existing facility needs), by connecting capital plans and programmatic
circumstances.

2. Project Agreements & Charters

The capital and space planners at the University of Washington and other agencies ask
stakeholders to review and sign a project agreement intended to hold parties accountable
to the planning process, budget assumptions, scope of work, and eventual construction of
a project as scheduled.

v’ These project agreements are a method of implementing the best practice of
having an open and documented process.

3. Space Studies & Audits

12
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The provosts at both Washington State University and Western Washington University
conduct space studies or audits to confirm programming decisions made by deans or
others who have been advising the project’s architect, before signing off on the project.

v These studies are evidence of consideration of the facilities environment.
Design Guidelines for Future Procurement

The Department of Corrections (DOC) and University of Washington have developed
design guidelines for their architecture and engineering (A&E) firms. Thes