OFFICE OF THE CITY AUDITOR
COLORADO SPRINGS, COLORADO

14-09 Drake Scrubber Audit Report

April 2014

Purpose

The purpose of this audit was to review the control framework that was in
place to manage the sulfur dioxide scrubber project as construction
occurred at the Martin Drake Power Plant Units 6 and 7 in 2013.

Highlights

We concluded that while no significant deficiencies in the execution of this
project have been noted to date, the organizational project management
control framework could be strengthened. Two observations are detailed in
the full report. We have also included two opportunities for improvement.

The Regional Haze Rule of the U.S. Environmental Protection Agency (EPA)
required states to develop and implement air quality protection plans to
reduce the pollution that causes visibility impairment. To comply with
Colorado’s plan, one of the requirements Colorado Springs Utilities must
meet is to have equipment to control sulfur dioxide emissions installed and
operating at the Martin Drake Power Plant no later than January 30, 2018.

A contract for Neumann Systems Group, Inc. (NSG) to provide development,
design, engineering and procurement for the installation of a sulfur dioxide
emission control system at Drake Units 6 and 7 was executed on September
29, 2011. Additional contracts have been or will be executed directly with
contractors for demolition or relocation of existing structures, site
preparation, foundation work, heavy construction, installation, and
engineering services. Some equipment was obtained directly by Colorado
Springs Utilities from vendors with whom contracts were already in place.

As of September 2013, costs were projected to be $130.8 million, with
construction to be completed in June 2016. As of August 31, 2013, $68.3
million in costs had been incurred.

(Continued on page 2)

Management Response
Management was generally in agreement with our recommendations.
Responses can be found in the attached report.

Recommendations

1. The Neumann contract
should be brought up to date
via change order or written
amendment, and kept updated
throughout the project
duration.

2. Colorado Springs Utilities
should ensure that there is
clarity and accountability
surrounding the responsibilities
of the parties for providing
oversight of the various project
components. The NSG Project
Management Plan (PMP) should
be updated. We recommend
that Colorado Springs Utilities
create a PMP covering the
entire project, not just the NSG
portion, and ensure it includes
budget, schedule, staffing plan,
and clearly delineated
responsibilities.

Opportunities for
Improvement

1. We recommend that
minimum required standards
for the management of projects
be communicated to all project
managers, that adherence to
these standards be monitored

and actions taken to promote
(Continued on page 2)
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(Highlights continued from page 1)

The audit period for this report was 2013 and the audit focus this
year was on project management. The audit included a review of
capital project management policies and procedures in place. We
reviewed several contracts for controls and compliance with policies
and procedures related to procurement, payment approval, change
orders, and communication and reporting. Two of our
recommendations are specific to this project while the two
opportunities for improvement are more broadly applicable to
Colorado Springs Utilities processes and will be further explored in
other audits scheduled for later in 2014.

The Office of the City Auditor (OCA) intends to provide auditing and
continuous monitoring of the NeuStream™ sulfur dioxide scrubber
project at the Martin Drake Power Plant and provide an annual
report on the project until it is completed.

(Recommendations continued from page 1)
compliance. We recommend
standardized tools and training be
provided to assist project managers.

2. In construction contracts, Colorado
Springs Utilities should specify the
allowable overhead and profit markups
for change order costs and the
responsibility of contractors to provide
cost and pricing data in support of
change orders. Standard processes or
parameters should be developed to
assist project managers in evaluating
change order costs and determining
what support to require.

City Council’s Office of the City Auditor
City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542

Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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