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South San Antonio ISD
5622 Ray Ellison Drive
San Antonio, TX 78242

Re: Forensic Accounting Project — 2016 RFQ #2016-02

Dear South San Antonio ISD:

In accordance with our engagement letter dated February 4, 2016, South San Antonio
Independent School District (SSAISD, Client, you or your) engaged RSM US LLP (RSM, we, us
or our) to consult with and assist you with a forensic accounting investigation as outlined in request
for qualifications #2016-02 (RFQ #2016-02).

The agreed approach used by RSM included generally accepted consulting procedures,
methodologies and approaches. The engagement objectives were to provide recommendations
suggesting procedural improvements through a detailed analysis of construction project
purchases, contracts, and transactions as well as to evaluate the internal controls of the district
as they relate to the use of the 2010 Bond Funds and report any findings of abuse,
misappropriation or any other material instance of potential fraud.

You will find attached to this letter a copy of RSM’s Forensic Accounting Report.
Sincerely,

RSM US LLP

. Schuelke

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING

he U.S. member firm of RSM International, a global network of independent audit, tax, and consuiting firms. Visit rsmus.com/aboutus for more information regarding RSMUS LLP and
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Section |
INTRODUCTION

South San Antonio Independent School District (SSAISD) requested the services of an
external forensic auditor to review procurement of public works contracts, purchases,
transactions, policies and procedures under SSAISD’s 2010 bond program. The
request is in response to Texas Education Agency’s (TEA) Notice of Corrective Action
Plan (The Plan) issued on November 6, 2015. The Plan stated the forensic auditor’s
objectives are to complete the following actions:

1. Examine all construction project purchases and transactions to identify potential

conflict of interest by district employees or its vendors using state bond funds.

2. Examine all financial purchases and transactions made by or authorized by
district employees or vendors during the state fiscal year's 2008 to 2016 to
identify any misappropriations of state bond funds.

3. Report all potential instances of fraud, waste or abuse using 2010 Bond program
funds.

4. Verify the validity and accuracy of the district’s internal control environment by
testing areas of its financial statements during the state fiscal years 2009 to
2016.

In February 2016, SSAISD engaged RSM under SSAISD’s RFQ #2016-02 to conduct a
forensic accounting investigation of the 2010 bond program. The agreed approach
used by RSM included generally accepted consulting procedures, methodologies and

approaches.

We understand the engagement objectives are to provide recommendations suggesting
procedural improvements through a detailed analysis of construction project purchases,
contracts, and transactions as well as to evaluate the internal controls of the district as
they relate to the use of state bond funds related to the 2010 Bond Fund and report any
findings of abuse, misappropriation or any other material instance of potential fraud. In
addition, the objectives is to identify any areas of concern (including personnel and

staffing needs) related to data gathering and reporting.
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The 2010 bond program was passed to fund the construction of a new high school for
the district as well as make several improvements to existing SSAISD facilities and

classrooms.

On June 1st, 2010, the architectural engineering firm Garza Bomberger (GBA)
proposed estimated costs to build the new high school to the SSAISD School Board.
The initial breakdown of costs was as follows:
e Total Constructions Costs (Health Science Academy and High School) -
$50,460,000
e Total Furnishings, Fixtures, and Fees (FF&E) - $7,540,000

On June 9th, 2010, the SSAISD School Board approved the hiring of GBA as the
Architectural Engineer (AE) for the construction of the high school. GBA'’s contract

included a fee of 6.5% to be applied to the high school construction costs.

Joeris General Contractors (Joeris) was awarded the contract to be the Construction
Manager at Risk (CMAR) for the construction of the high school. Joeris segmented the

construction of the high school into five categories as follows in chronological order:

e Construction of the Health Science Academy (Amendment 1)
e Technology for the Health Science Academy (Amendment 2)
e Preliminary Site work for the High School (Amendment 3)

e Construction of the High School (Amendment 4)

e Renovations for the High School (Amendment 5)

Each segment of the construction process was contractually supported by an individual
“Amendment” that served as the agreements between both Joeris and SSAISD. All
Amendments indicated a Guaranteed Maximum Price (GMP) in which Joeris was not to
exceed with the exception of change orders agreed upon between Joeris and the
SSAISD board, with signoff approval by both GBA and the Project Manager at the time.
Joeris provided a breakdown within each Amendment of the costs by area of

construction, specific work to be performed, and the subcontractors to perform the
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work. The only Amendment in which this detail was not provided was Amendment #4,

the construction of the High School.

Joeris advertised the work to be performed by subcontractors. Joeris reviewed the bids
and prepared subcontractor recommendations for the SSAISD Board of Directors. The
subcontractor recommendation form was used to prepare the Amendments for each
category. For each Amendment, Joeris formally entered into signed contracts with
subcontractors to perform the agreed upon work. Once the work was completed, Joeris
paid each subcontractor based on the work performed and subsequently invoiced
SSAISD for reimbursement. The work performed was invoiced to SSAISD through a
series of “Payment Applications;” which would indicate the GMP to date, costs incurred
to date, costs incurred pertaining to the application, and the work performed by
category. The payment applications were signed by Joeris personnel and approved by
GBA and by Amador Garza and Parsons while Amador Garza and Parsons were the
Project Managers (PM). The actual payments were authorized by the Director of
Purchasing and the Superintendent of SSAISD, with the signor of the checks being
both the Secretary and the President of the SSAISD Board. All actual costs paid to
each subcontractor by Amendment were captured in a consolidated document called

“Joeris Job Cost Detail” report.

Amador Garza was originally engaged as the PM. Mr. Garza was relieved of this duty
on March 231, 2011. Parsons Corporation was officially hired in July 11t 2011, and

served in this role through the remainder of the construction of the high school.

This report was prepared solely for use in evaluation of the SSAISD 2010 bond
program for SSAISD and should not be used for any other purpose. Possession of this
report or a copy thereof does not carry with it the right of publication of all or any part of
it, nor may it be used for any other purpose without previous written consent, and only

with proper authorization.
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Section |l
SUMMARY OF FINDINGS

1. SSAISD’s check register which served to document the cost of the 2010 Bond
Program is incomplete. Total disbursements reported by SSAISD were
$57,142,512 (Attachment A and B). Included in the $57,142,512 amount are
disbursements of $5,375,246 categorized as exceptions (Attachment A and
Al). Of note, 97.7% of all disbursements were payments to four vendors
(Attachment B and B1).

In addition, SSAISD was not in compliant with Texas Code (Chapter 2254 —

Professional and Consulting Services — Recordkeeping).

2. GBA was properly paid based upon the payment applications amount. However,
GBA was overpaid after considering adjustments for exceptions noted in #1
above for construction related disbursements. The effect of the exceptions on
payments to GBA are a reduction of fees in the amount of $325,767.

(Attachment A and Detailed on Attachment C)

3. The bidding process for the selection of the construction manager at risk is

flawed and possibly contributed to additional construction costs.

4. Joeris’ compliance with Texas Code was limited leading to increased cost of
construction.

a. Chapter 2269 — Contracting and Delivery Procedures for Construction
Projects

b. Subchapter 2269.001 (4) — General Conditions and Construction Fee

Joeris’ costs and SSAISD’s corresponding payments were adjusted in this report
as follows:

a. Construction Cost - $4,584,407 (Attachments D and E1-E4)

b. Construction Manager’s Fee — $465,072 (Attachment D)
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5. The subcontractor bidding process by Joeris’ was inconsistent in awarding

subcontractor work. (Attachment F)

a.

126 transactions did not have a bid but were found within the
Amendment, and/or had a signed subcontractor agreement, and/or were
found in the job cost detail. (Attachment F1)

100 transactions had a bid price that equaled the amount per the
Amendment. (Attachment F2)

41 transactions had a bid price that was less than the amount per the
Amendment. (Attachment F3)

41 transactions that had a bid, and/or had a subcontractor agreement,
and/or were found within the job cost detail, but were not found within the
Amendments. (Attachment F4)

39 transactions had a bid price greater than the amount per the
Amendment. (Attachment F5)

6. Joeris’ documentation of subcontractor costs were inconsistent with Bids and

Amendments. (Attachment G)

a.

June 22, 2016

Approximately $3.3 Million of the transactions were signed contracts;
however, these transactions were either not paid within the Job Cost
Detail report or reported within the Amendments. (Attachment G1)

Approximately $1.5 Million of Amendment transactions were not paid
within the Job Cost Detall report and many of the transaction did not have
a corresponding bid. As expected, several of these transactions were
related to contingencies and allowances agreed upon within the
Amendments. (Attachment G2)

Approximately $2.0 Million of the transactions indicated payments to
subcontractors in the Job Cost Detail report but were not found in the
Amendments. Of the $2.0 Million, approximately $1.04 Million related to
Joeris self-performed work. (Attachment G3)

Approximately $3.0 Million of the transactions indicate that the Job Cost
Detail report exceeds the corresponding Amendment amount.
(Attachment G4)

Approximately $2.8 Million of the transactions have the Amendment price
exceeding the corresponding Job Cost Detail job cost amount.
(Attachment G5)

Approximately $2.6 Million of the transactions agreed within $5,000 of the
reported Amendment amount. Considering that the total reported
Amendment and Job Cost Detail amounts were between $48.5 to $49.1,
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transaction that agreed within $5,000 represented about 5% to 6% of the
total reported construction costs (before fees).

g. Approximately 67% of all transactions did not reconcile between the
amounts reported in the job cost detail report and the amounts reported in
the subcontract agreements (including effect of change orders).
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Section lll
DISCUSSION
]

The Plan - Forensic Auditor’s Objectives

The first objective stated by the plan was for the examination of all construction project
purchases and transactions to identify potential conflict of interest by district employees

or its vendors using state! bond funds.

Initial concerns related to “certain” vendors23 were found not to be part of the payments
by SSAISD using Bond Funds or payments by Joeris for Subcontractor work. In fact,
97.7% of all expenditures by SSAISD using Bond Funds are to four vendor
(Attachment B and B1). All SSAISD transactions were analyzed during the 2010 Bond
Fund analysis. A listing of all payments made by SSAISD using 2010 Bond Funds is
attached to this report. (Attachment B)

This reports outlines the procedures and analysis later in the “RSM Investigative

Procedures” section of this report.

The second objective was the examination of all financial purchases and transactions
made by or authorized by district employees or vendors during the state fiscal year's
2008 to 2016* to identify any misappropriations of Bond Funds. This reports outlines
the procedures and analysis later in the “RSM Investigative Procedures” section of this

report.

No misappropriation of state bond funds are identified in this report; however, non-
compliance with State guidelines and lack of controls are noted later in the “Detail of

Findings” section of this report.

! Hereafter considered as SSAISD 2010 Bond Fund or “Bond Funds”.

2 Sole Electrical — not found in SSAISD’s financial records or bond fund records (Joeris or SSAISD’s construction
payments to vendors).

3 Amador Garza; the original PM on the project was not paid from Bond funds.

4 Considered to be correctly stated as 2010-2016 and limited to the analysis of the 2010 Bond Fund / Construction
project.
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The third objective was to report all potential instances of fraud, waste or abuse using
2010 Bond program funds. We have identified $5,375,246 in exceptions.® The detalil
and underlying considerations used in determining the above amount are outlined in the

“Detail of Findings” section of this report.

The forth objective was to verify the validity and accuracy of the district’s internal control
environment by testing areas of its financial statements® during the state fiscal years’
2009 to 2016. The initial findings were that the district did not maintain a written policy
of the internal control procedures. However, the internal documentation of payments
made by SSAISD related to the 2010 Bond/Construction project had proper/acceptable

notations of authorizations and reviews.

This reports outlines the procedures and our analysis later in the “RSM Investigative
Procedures” section of this report. The “Detail of Findings” section of this report

identifies the non-compliance issues and suggests corrective actions for future projects.

RSM Investigative Procedures
SSAISD Check Reconciliation/Vendor Testing

RSM requested and was provided a copy of SSAISD’s check register as it related to the
2010 bond funded construction of the SSAISD High School. The last expenditure
reported was a June 3rd, 2015 transaction. Total expenditures within the check register
totaled $57,142,512, leaving a bond balance of $21,357.

The following procedures were performed with the check register:

1. RSM requested a copy of the check detail/wire transfer detail for all expenditures
identified within the Check Register.

5 Subject to further explanation and validation of construction cost (and related vendor fees) by Joeris.

& We have understood this to mean internal control surrounding the payment and compliance of the 2010 Bond
Program / Construction project, 2010 Bond Funds.

7 SSAISD fiscal years.
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2. RSM requested a supporting Purchase Order for each expenditure.
3. RSM requested a supporting invoice for each expenditure.

4. RSM requested a payment authorization from SSAISD for each expenditure.

Garza Bomberger (GBA)
1. RSM obtained the invoice and check detail for payments made to GBA.

Payments were summed in the aggregate.

2. RSM obtained final cost (GMP) of the SSAISD High School per the Joeris
Payment Applications.

3. RSM took the final cost and multiplied this number by 6.5%, the agreed upon
fee. Ultimately, the fee amount was based upon the total payment applications
amount.

4. RSM compared the calculated fee from #3 and compared it to the amount
invoiced to SSAISD. Using the payment applications amount, the fee agreed to
amounts reported in SSAISD’s check register as paid.

5. RSM traced invoice support for additional GBA amounts billed to SSAISD for
costs outside the scope of the GBA'’s primary work as AE. These are “Additional
Fees” notes as “Reimbursable Costs” that relate to additional work and are within
GBA's contract with SSAISD.

Parsons Corporation (Parsons)
1. RSM obtained the contracts entered into between SSAISD and Parsons.

2. RSM obtained invoices and check detail for Parsons.

3. RSM reconciled the amounts stipulated within the contracts to the invoices and
the check detalil.

4. RSM compared the calculated fee from #3 and compared it to the amount
invoiced to SSAISD.

The check detail vouched to the amounts stipulated within the contract entered into
between Parsons and SSAISD.

June 22, 2016 Page 9



Joeris General Contractors

1

RSM requested and was provided a copy of the subcontractor bids for all
Amendments.

RSM requested and was provided a copy of subcontractor recommendation
summaries by each Amendment.

RSM requested and was provided a signed copy of all 5 Amendments.
RSM requested and was provided a copy of subcontractor agreements
(contracts) by Amendment.

RSM requested and was provided a copy of the Joeris job cost detail.

RSM requested and was provided a copy of the Vendor Activity Detail by
Amendment; this document served as the check register for Joeris and the
subcontractors.

RSM traced the payments made to subcontractors per the vendor activity
reports, to the job cost detail.

RSM compared the amounts per the job cost detail to the amounts per each
Amendment.

RSM compared the amounts per the job cost and the Amendment to signed

subcontractor agreements.

10 RSM compared the amounts from #8 and #9 to the amounts within each

Subcontractor Recommendation Summary by Amendment.

11 RSM agreed the Amendment and the job cost detail to ensure completeness

and mathematical accuracy.

The amount billed to SSAISD by Joeris for the work performed agreed to the amounts

paid to subcontractors. Additional findings will be discussed below in further detail.
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Detail of Findings
RSM identified the following items that will be addressed during this report.

Incompleteness of SSAISD Check Register and Recordkeeping;
GBA Fee Structure,
CMAR bidding process;

Joeris contract, fees, and adjustments;

a r 0Pk

Subcontractor bid process - inconsistencies in reporting of bid and
corresponding Amendment amounts; and,

6. Subcontractor Costs — variances and reconciliation of subcontractor activity.

1. Incompleteness of SSAISD Check Register and Recordkeeping

SSAISD Check Reconciliation and Recordkeeping

RSM analyzed the supporting detail for all payments within the SSAISD Check
Register.® Total expenditures of the Bond Fund were $57,142,512 (Attachment B).
RSM found the documentation by SSAISD of the payment to vendors using Bond
Funds as acceptable. However, RSM identified a series of payments made to the
original PM (Amador Garza) as well as a $310,000 payment to Joeris that were not
recorded within the SSAISD Check Register. This raised a concern about the overall
completeness of the check register pertaining to the SSAISD High School. In addition,
RSM was not provided the accounting information for the high school via an accounting
system but through the register. Going forward it is recommended that a new system

be put in place to oversee the accounting procedures for any future expenditures.

Chapter 2254 Professional and Consulting Services - Recordkeeping

Documents were not maintained demonstrating compliance with Texas Code Chapter
2254 Professional and Consulting Services. This Chapters states that the owner shall

make a selection on the basis of the most highly qualified provider on the basis of

8 The check register was used to document all payments using Bond Funds. There were 368 expenditures contained
in the check register.
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demonstrated competence and qualifications to perform the services. Documentation

was not maintained in the following instances:

Initial Project Manager — The award for the 2010 Bond was awarded to the
provider of these services under the 2007 Bond. Documentation was not
maintained demonstrating that this was awarded based on the most qualified on
the basis of competence.

A/E Services - Documentation was not maintained demonstrating that this was
awarded based on the most qualified on the basis of competence. There was no
documentation demonstrating that there was a solicitation and evaluation to
meet the requirements of this Chapter.

Subsequent Project Manager — Documentation was provided showing the overall
scoring for the award of the contract. However, documentation was not
maintained showing the individuals who participated on the scoring and their
scoring. In addition, the RFP provided the scoring factors (1) Large Scale
Developments (2) Current and Prior Projects at Public School Districts (3) Team
Quialifications and Reputation and (4) Capability to Manage Multiple Projects.
The scoring documents included (1) Large Scale Developments (2) Current and
Prior Projects at Public School Districts and (4) Capability to Manage Multiple
Projects but excluded (3) Team Qualifications and Reputation.®

2. GBA Fee structure

GBA provided a preliminary cost estimate of the High School and assisted in the

selection of Joeris as the Construction Manager at Risk (CMAR) on the project. GBA’s

fee was a factor of 6.5% applied to the total cost of construction.

GBA was paid $3,329,326 based upon total payment application fees of $51,220,402 at

the 6.5% rate. Mathematically, the fee was calculated correctly. Both a stipulated fee

and a fee based upon a percentage of construction costs are acceptable. For future

considerations, having a stipulated fee amount in place of a fee based upon total cost

of construction could mitigate potential construction cost overruns or limit the assertions

thereof.

9Note: We were provided two documents represented to be RFP dated May 16, 2011. One included an evaluation
for pricing and the other did not include pricing in the evaluation.
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Again, the GBA contract stipulates that GBA was to bill SSAISD 6.5% for “total
construction costs.” Accepting that total construction costs are limited to authorized and
proper construction costs with the exclusion of mathematical mistakes, RSM has
adjusted the total construction cost to $46,208,599 (Attachment C). Thus, GBA'’s fee
should be $3,003,559 or $325,767 less than as submitted.

For comparison purposes and considering “total construction costs” to be limited to
subcontractor costs, GBA's fees would be $2,899,562 or $429,764 less than submitted.

3. CMAR Bidding Process
COMPLIANCE WITH TEXAS CODE
Chapter 2269 - Contracting and Delivery Procedures for Construction Projects.”

Chapter 2269 of the Texas Code addresses the “Contracting and Delivery Procedures
for Construction Projects.” The documentation provided indicates that the Bond

Program did not comply with specific requirements of the Code.

Chapter 2269 provides for the following procurement methods in awarding contracts:

e Competitive Bidding
e Competitive Sealed Proposal
e Construction Manager-Agent

e Construction Manager at Risk

A letter dated July 9, 2010 from GBA stated that the District Staff and Design Team
reviewed the proposal qualifications and proposal costs and applied the information to a
standard scoring system. The letter stated it was for the “Competitive Sealed Proposal
Process for the Selection of a Construction Manager at Risk.” The RFP dated June 8,
2010, also stated that the award be based upon Sealed Competitive Proposal Process
for Construction Manager at Risk. The State Code allows for either a Competitive
Sealed Proposal or a Construction Manager at Risk proposal. It does not provide for a
Sealed Competitive Proposal for a Construction Manager at Risk (CMAR). While a

CMAR agreement was executed, the documents indicated that the contract was
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administered as a Sealed Competitive agreement which was not to the benefit of
SSAISD. This was evident in the contract administration of self-performed work which

will be discussed later in this report.

The July 9, 2010 letter continues by stating that it was determined that Joeris
Construction was the best value for the Construction Manager at Risk. While scoring
was provided in the letter, documentation was not maintained showing the individuals
who patrticipated on the scoring or their individual scoring. This is important because
Joeris received a score substantially higher than the other three entities that proposed
on the project. The scoring system is vague and Joeris, by comparison to the others
that submitted proposals and to the lack of supporting documentation otherwise, had a

favorable score.

4. Joeris Contract, Fee, and Adjustments

COMPLIANCE WITH TEXAS CODE

Chapter 2269 - Contracting and Delivery Procedures for Construction Projects.”

The agreement executed between Joeris and SSAISD was a Construction Manager at
Risk Agreement. Section 2269.255 Performance of Work (b) states that a construction

manager at risk may seek to perform portions of the work itself if:

e The Construction Manager submits its own proposal for any portion of the work,

it must do so in the same manner as required of all subcontractors.

e Owner shall decide whether or not Construction Manager's proposal for self-

performing portion of the Project offers the best value to the Owner

In addition, with regards to self-performed work by the CMAR, Article 2.3.2 of the
Amendments signed between Joeris and SSAISD stated that, "If the Construction
Manager submits its own proposal for any portion of the work, it must do so in the same

manner as required of all subcontractors. Owner shall decide whether or not
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Construction Manager's proposal for self-performing portion of the Project offers the

best value to the Owner.” [Emphasis Added]

RSM discussed the requirements of self-performed work with SSAISD representative

and concurrently requested any documentation maintained by SSAISD demonstrating

the review of Joeris proposals to provide self-performed work. RSM was advised that a

folder existed but was empty. Thus, there is no documentation that SSAISD reviewed

any self-performed work proposals or determined if the work offered the best value to

Owner.

RSM observed the following on Joeris submission of self-performed work.

Joeris submitted a cover letter addressing their self-performed work for
Amendments 1, 2, 3 and 5, however it was not date stamped by SSAISD. The
date stamp would indicate the document was received prior to other
subcontractor’s bids. There was no correspondence with Amendment 4, thus,
RSM was unable to determine if it was submitted prior to the subcontractor’s bid.

For the five amendments, Joeris submitted bids on approximately 80 different
activities. A proposal comparison demonstrating adequate price completion was
provided for on six activities. Joeris was awarded four of the activities. However
due to adjustments, RSM was unable to determine if Joeris was the low bidder.

In one instance, additional cost was added to a subcontractor’'s bid that was
duplicative of existing cost, thereby making Joeris the low bidder. There was not
a bid analysis prepared for the other 76 activities; therefore, we were unable to
determine if Joeris was the best value.

The two bids awarded to Joeris were approximately $7.6 million.

The Bid Comparison document was a Joeris document. Thus, RSM was unable
to determine if SSAISD made any determination of lowest bidder. The amount
awarded to Joeris was approximately $2.5 million.

For instances where a bid analysis was not performed, work should have been
based on actual cost. However, the work was invoiced and reimbursed as a
fixed price and not subject to audit.

For the bids submitted, the work was performed as self-performed work. Self-
performed work is work that is normally conducted by subcontractors or trades.
Some of the activities did meet the definition of self-performed work. The
contract was administered as if it were self-performed work.
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e Pursuant to Article 2.3.2, Joeris was not entitled to the Construction Manager*®
fee on self-performed work. However, a fee was applied and included in the
GMP, invoiced, and paid by SSAISD. Correction of the fee is part of the
indicated correction amount on Attachment D.

e Concrete costs were approximately 19% of construction on New Building
Amendment 4. It is RSM’s observation of Industry rates, concrete costs usually
range between 4-12% of construction costs.

Subchapter 2269.001 (4) — General Conditions and Construction Fee

General Conditions are defined in Subchapter 2269.001 as: “in the context of a contract
for the construction, rehabilitation, alteration, or repair of a facilty means on-site
management, administrative personnel, insurance, bonds, equipment, utilities, and
incidental work, including minor field labor and materials.” Joeris applied 1.98% on the
cost of work to compensate Joeris for general conditions/overhead. However, Joeris
proposed and was reimbursed incidental work that was in addition to the 1.98% for
general conditions/overhead. This includes miscellaneous cleanup, final clean-up, and
other items marked as “miscellaneous.” Therefore, costs were reimbursed that may not

have complied with the definitions under Subchapter 2269.001.

Construction Fee

Article 4 and Article 5 of the Agreement addresses Preconstruction and Construction
work. On amendments 1, 2 and 3, the fee was applied on Construction work only in
compliance with the agreement. For Amendments 4 and 5, the construction fee was
also applied on Preconstruction which is inconsistent with the Agreement. The
additional fee was invoiced and paid by SSAISD. Correction of the fee is part of the

indicated correction amount on Attachment D.

In consideration of the above, the following adjustments were made to the Joeris

contracted amounts and fees:

105,1.1 The Construction Manager’s Fee: 1. Contractor Fee, Overhead and Cost of Interior Demolition of Health
Careers Education Facility - $20,000; Document 00 30 00 — competitive sealed proposal expressing Construction
Managers Fees as a percent and Garza Bomberger & Associates August 11, 2010 letter indicating usage/application
of Construction Managers Fees.
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1. Joeris “Final Costs” were adjusted by $4,584,407. (Detailed on Attachments E1
— E4)

a. No contract and/or Amendment amount - adjusted to the lower of the Amendment
or the job cost amount. Allowances were kept at the Amendment amount. See
Footnote A on Attachments E1-E4

b. No bid, contract, or job cost detail amount; however, an amount was submitted in
the Amendment - adjusted to 0. See Footnote B on Attachments E1-E4

c. Amounts left as is per Base Bid — See Footnote W on Attachments E1-E4
d. Price adjusted to amount per the contract — See Footnote X on Attachments E1-E4

e. Adjust to Actual as reported / stated by Joeris — See Footnote Y on Attachments
E1-E4

f. Lowest Bid — Joeris Concreate Bid Analysis — See Footnote Z on Attachment E3

g. Transactions reflected with a traced change order — See Footnote CO on
Attachment E1-E4

2. Correction of Construction Manager’s Fees applied to self-performed work

3. Correction of over charges (incorrect application of Construction Manager’s fees
to Cost of Work

The net effect of the above corrections is $465,072 in Construction Manager’s fees that
are considered as an exception in this report (Attachment D). Stated differently, Joeris
was paid $1,446,328 in Construction Manager’s fees but should have been limited to
$981,256 or $465,072 less than paid. (Attachment D)

5. Subcontractor bid process —inconsistencies in reporting of bid and
corresponding Amendment amounts

Per a “CMAR Bidding Phase Process” document prepared by Joeris in terms of bids,
“‘once our proposal analysis is complete, we develop a guaranteed maximum price
(GMP) and subcontractor recommendations, which we submit to the owner.” It is
reasonably expected based on interviews and findings that “Bid” amounts by each
subcontractor should consistently agree to the corresponding reported/stated
“Amendment” amounts. Also, the “Amendment” amounts should consistently agree to
the corresponding reported/stated signed subcontractor agreement (subcontractor’s
contract). Any variances in the subcontractor's contract amount and the amount

reported as paid to the subcontractor should be properly supported by a change order.
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RSM identified inconsistencies with the bids obtained for the subcontracted work. RSM
was unable on several occasions to reconcile the actual bids “obtained and awarded” to
the amounts agreed upon and stated in the five Amendments entered into between
Joeris and SSAISD. A total of 347 transactions with a subcontractor, or transactions

involving the use of an agreed upon contingency or work allowance were identified.

The breakdown is as follows:

e 126 transactions did not have a bid. However, these transactions were reported
within the Amendment, and/or had a signed agreement, and/or were found in the
Job Cost Detail report. (Attachment F1)

e 100 transactions had a bid price that agreed with the corresponding Amendment
amount. (Attachment F2)

e 41 transactions had a bid price that was less than the corresponding
Amendment amount. (Attachment F3)

e 41 transactions that had a bid, and/or had a subcontractor agreement, and/or
were found within the job cost detail, but were not found within the Amendments.
(Attachment F4)

e 39 transactions had a bid price greater than the corresponding Amendment
amount. (Attachment F5)

There were no explanations provided for the variances in the bid amounts and the
Amendments amounts. RSM found in some circumstances that a bid amount was

actually the submitted bid of another subcontractor.

Also, the following were also noted:

e Overtime work was incorporated,
e Insurance was double counted,

e Work to be performed by Joeris was included in the bid amount but not shown
directly within the Amendment; and,

e Other additional fees that increased the bids amounts. The bid sheets did not
contain supporting detail for several of the additional fees.
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Joeris Concrete Bid Review

Joeris self-awarded concrete work in the amount of $7,543,134 in Amendment 4. Joeris
noted on the bid sheet that the second lowest bid was JLG Concrete for $7,900,435.
RSM analyzed the JLG Concrete bid and observed the submitted bid was $6,487,988
or $1,412,447 less than the Joeris concrete bid sheet. No explanation of the increase

was documented in the Joeris bid file.

Joeris priced the concrete work within Amendment 4 at $7,884,908 or $341,774 more
than the winning bid amount and then ultimately submitted payment to and received
payment from SSAISD for $7,658,033. Had Joeris awarded the work at the lowest
documented bid amount of $6,487,988, SSAISD would have saved $1,170,045 in cost
of construction before consideration of applicable fees and insurance.

For the purposes of this analysis and report, the $6,487,988 bid amount was used to

value the concrete work!! in Amendment 4.12

6. Subcontractor Costs — variances and reconciliation of subcontractor activity

SSAISD Variances in further review
RSM analyzed the variances and categorized the transactions as follows:

1 Transactions with a signed subcontractor agreement but no matching
transactions in both the Amendments and the Job Cost Detail report.*3

2 Transactions in the Amendments and supported with a contract; however no
activity found within the Job Cost Detail report.1#

3 Transactions indicating a subcontractor has been paid for work performed, but a
matching transaction is not found within the Amendments. A portion of these
transactions are also not supported with a subcontractor agreement. 1°

4 Transactions where the Job Cost Detail reported amounts were more than the
corresponding amount stated in the Amendment in excess of $5,000.16

11 Does not include Concrete Hoisting (Torre Crane) or Misc. Concrete self-performed by Joeris.
12 Attachment E3 — Page 1

13 Footnote A on Attachments

14 Footnote B on Attachments

15 Footnote C on Attachments

16 Footnote D on Attachments
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5 Transactions where the amounts reported in the Job Cost Detail report were less
than the corresponding amount stated in the Amendment in excess of $5,000.%7

6 Transactions where the amounts reported in the Job Cost Detail report were
within $5,000 of the corresponding amount stated in the Amendments.

Approximately $3.3 Million of the transactions were signed contracts but were not paid
within the Job Cost Detail report or reported in the Amendments. Approximately 80% of
the signed contracts were from two vendors; Aguilar Forming Rebar Construction, Inc.
and L&M Steel Company, Inc. (Attachment G1)

Approximately $1.5 Million of Amendment transactions were not paid within the Job
Cost Detail report, and many of the transaction did not have a corresponding bid. As
expected, several of these transactions were related to contingencies and allowances

agreed upon within the Amendments. (Attachment G2)

Approximately $2.0 Million of the transactions indicated payments to subcontractors in
the Job Cost Detail report but were not found in the Amendments (Attachment G3). Of

the $2.0 Million, approximately $1.04 Million related to Joeris self-performed work.

Approximately $3.0 Million of the transactions indicate that the Job Cost Detail report

exceeds the corresponding Amendment amount. (Attachment G4)

Approximately $2.8 Million of the transactions have the Amendment price exceeding the

corresponding Job Cost Detail job cost amount. (Attachment G5)

Joeris classified variances where the amount per the Job Cost Detail was less than the
Amendment amounts as a “savings” per the change orders. Joeris reported a net
increase via construction costs of $680k due to change orders. The sum of all change
orders not including identified allowances and contingencies, was approximately $3.4

Million dollars.

17 Footnote E on Attachments
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Inability to Reconcile Change Orders

The breakdown of the 347 total transactions analyzed in our analysis of contractual
amounts to amounts paid is as following:

e 238 transactions had signed subcontract agreement.

e 75 of the 238 transactions had an amount paid per the job cost detail that agreed
to the signed subcontract agreement.

e 39 of the 238 transactions had a signed subcontract agreement but
subcontractor was not paid via the job cost detail.

e 124 of the 238 transactions had a signed subcontract agreement that did not
reconcile to the Job Cost Detail before considering change orders.

RSM requested and was provided all of the change orders relating to the construction
of the SSAISD High School to assist in reconciling the differences between the
remaining 124 transactions. The results are as following:
e 8 of the 124 transactions were reconciled in full from the contract to the job cost
detail.

e 85 of the 124 transactions to subcontractors were paid per the job cost detail in
excess of the subcontractor agreement even after factoring in change orders.

e 31 of the 124 transactions to subcontractors were paid per the job cost detail at
an amount less than the subcontractor agreement even after factoring in change
orders.

In total, approximately 66% of the transactions did not reconcile between the amount
per the job cost detail and the amounts per the subcontract agreements, even when

adjusting for change orders.

In conjunction with the change orders, there were over $650,000 of funds identified
within the Amendments for “Allowances” and “Contingencies” that were used during the
construction of the high school. Approximately $300,000 of these funds were reviewed
through change orders and were not supported or had limited supporting

documentation.
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Section IV
BASIS OF REPORT (Documents Reviewed)
- ____0___0000___]
The report is based upon the documents identified throughout this report. In addition,
RSM conducted interviews of SSAISD representatives and other individuals related to
the 2010 bond funded construction project. Information and documents gathered and

analyzed though those discussions assisted with our findings.
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Section V
ATTACHMENT A

A. 2010 BOND COST AND EXCEPTIONS

Al. SUMMARY OF CONSTRUCTION COST EXCEPTIONS BY
FOOTNOTE
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Section V
ATTACHMENT B

B. VENDOR TOTALS — SSAISD CHECK REGISTER

B.1 VENDOR TOTALS — SSAISD CHECK REGISTER - VISUAL CHART
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Section V
ATTACHMENT C

C. GARZA BOMBERGER & ASSOCIATES FEE ANALYSIS

Cl. SUMMARY OF AMENDMENTS, COMMITTED COSTS, AND
DIFFERENCE AS REPORTED BY JOERIS
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Section V
ATTACHMENT D

D. JOERIS CONTRACTOR’S AND GENERAL CONDITION FEE —
EXCEPTIONS

D1. SUMMARY OF JOERIS SUBMITTED COST AND RSM’S
EVALUATION
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Section V
ATTACHMENT E

JOERIS CONTRACTOR’'S AMENDMENTS

AMENDMENT 1 AND 2 - HEALTH SCIENCE ACADEMY
AMENDMENT 3 — PRELIMINARY SITE WORK FOR HIGH SCHOOL
AMENDMENT 4 — CONSTRUCTION OF HIGH SCHOOL
AMENDMENT 5 — RENOVATIONS FOR THE HIGH SCHOOL
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Section V
ATTACHMENT F

SUBCONTRACTOR BID PROCESS ANALYSIS

SUBCONTRACTOR BID PROCESS ANALYSIS — NO BID

SUBCONTRACTOR BID PROCESS ANALYSIS — BIDS AGREE WITH
AMENDMENT AMOUNT

3. SUBCONTRACTOR BID PROCESS ANALYSIS — BIDS ARE LESS
THAN AMENDMENT AMOUNT

4. SUBCONTRACTOR BID PROCESS ANALYSIS — NO AMENDMENT
AMOUNT,; BIDS, CONTRACTS, AND/OR JOB COST AMOUNT

5. SUBCONTRACTOR BID PROCESS ANALYSIS — BIDS ARE
GREATER THAN AMENDMENT AMOUNT
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Section V
ATTACHMENT G

SUBCONTRACTOR COST ANALYSIS

1. SUBCONTRACTOR COST ANALYSIS — SIGNED CONTRACT BUT
NO AMENDMENT AMOUNT OR PAYMENT

2. SUBCONTRACTOR COST ANALYSIS — AMENDMENT AMOUNTS
NOT PAID TO SUBCONTRACTORS

3. SUBCONTRACTOR COST ANALYSIS - PAYMENTS TO
SUBCONTRACTORS WITH NO AMENDMENT AMOUNT

4. SUBCONTRACTOR COST ANALYSIS —JOB COST MORE THAN
AMENDMENT BY $5,000

5. SUBCONTRACTOR COST ANALYSIS —JOB COST LESS THAN
AMENDMENT BY $5,000

6. SUBCONTRACTOR COST ANALYSIS —JOB COST AND
AMENDMENT AGREE WITHIN $5,000
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