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Summary of Discussion

-

Introduction 5 min
2. Industry Update Geno Armstrong 15 min
3. Evolving Risk Management Landscape Geno Armstrong 10 min
4. Developing & Implementing a Controls Clay Gilge 20 min

Based Construction Risk Management

Framework
5. KPMG Controls Assessment Tool Clay Gilge 10 min
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Summary of Discussion

Industry Update - Information from Survey (View from CEO)

 Highlights from the most recent KPMG Global Construction

Survey
Adapting to &,
an uncertain
environment

Global Construction Survey 2010 =

» Focus on greater efficiency

* Increasing sophistication/approach to managing risk

» Talent management (retention, recruitment and training)
» Fears of a double-dip recession in certain economies

e Concerns over public sector spending reviews

« Corporate governance

* Proposed changes to accounting for revenue recognition
« Margins / Pipeline / Backlog / Business Environment

e The Futur e...
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Summary of Discussion

Evolving Risk Management Landscape

Adaptingto ¢~
an uncertain \'.
environment |

The Question of Investment in Clients Respond Success and What Now?
Risk Risk Continued
Investment
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Summary of Discussion

Developing & Implementing a Controls Based Construction Risk Management

Framework
» Overall Approach (From Controls Paper)

1. Prioritization

2. Developing a Framework
3. Assessing Current Controls
4. Striking the Right Balance
5. Phase Implementation

6. Continuous Improvement

A Controls-Focused
Approach to Construction
Risk Management

AUDIT = TAX = ADVIAQRY
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Summary of Discussion

e c ong c N
Prioritization Approach
(. R 4 . .. . N
L Prioritized List
Existing Controls
1 Cor.porate - Operatlo_ns & administrative controls —— High Priority
T Project - Current project controls _ ] 1 Payment administration
1 Vendor — Established via contractual requirements T Management reporting
L ) 1 Change management
I Roles & responsibilities
Construction Program Growth/Outlook
1 Growing - Scalability, flexibility & cost transparency
1 Stable - Continual improvement
1 Decreasing — Risk mitigation & cost control
Identified Issues/Past Performance ‘Low Priority b
9 Internal Audit Flndlngs 1 Project site security
1 Project metrics (budget, quality, schedule) f Materials management
1 Stakeholder/customer feedback T Value engineering |
| Third party & anecdotal evidence D
o v
AN )
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Developing a Project Control Framework

Program Strategy,
Organization and
Administration

Cost and Financial

Procurement Management
Management

Project Controls and Risk

Schedule Management
Management

Project Strategy and

Authorization EHageany

Solicitation

Schedule Development

CIEMEE METE G Standards and Processes

Payment Processing and

Policies and Procedures Administration

Source Selection

Schedule Change

Risk Management Management

Project Management

Contracting and Contracting
Reporting

Project Cost Reporting Standards

Estimating and Contingency

Contract Administration
Management

Design Standards and
Specifications

Communication Planning Procurement Planning Regulatory Compliance SChedulljercl:iaegzgemem
Schedule Integration

Roles and Responsibilities Variance Analysis Solicitation Planning

Project Self Assessments
and Lessons Learned

Project Planning and

Integration Management YO

Contract Negotiation

Contract Closeout

Project Infrastructure Cash Flow Reporting

Value Engineering Materials Management

Document Management

Historical Trend Analysis
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Assessing Current Controls

Rating Tier Rating Summary Rating Description

Integrated controls have been designed and are adequately Lead I ng praCtlceS In deve|0p| ng

documented, with real time monitoring being completed and

352 Tier 4 Optimized continuous improvement efforts underway to refine the control and |m prOV| N g cO ntrOIS

framewark.

Contrals have been designed and are adequately Developl ng ObjeCtIVG CO ntrol

documented for standardized use across the company, some 5
periodic testing is completed to report to management an the

effective design and operation of the controls. Standards and Crlterla

2510349 Tier 3 Monitored

tlary controls have been designed and are adequately

1510249 Tier 2 Standardized ~ Jocumented, butthers are no establisfied monitoring L| n ked to | nternal AUd It,

activities from which to test and improve the control >

framewark ReQUIatory and Other

Unpredictable environment where many controls are not
designed or in place, inwhich no documentation exists, and d

Tier 1 Unreliable/informal therefore, no monitoring or improvement activities are StakehOI erS
occurring. Some controls may have been designed but are
not adequately documented.

1to 1.49

Frequent evaluation of
business risks and the
internal control environment
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Assessing Current Controls

Project Controls Dashboard

“T 20 25 s
2.0 17 0 18 o
15 15 i 15 17
1.0 1.0 15 I T2
Core Control Category Support Control Category
Prior to implementing recommendations from the controls assessment:
A Critically evaluate the controls that are being modified, implemented, or
removed
A Too many controls, or improper implementation of new controls or control
changes, can often create their own sets of problems
e e T e T e anat conpatat e (xeMe Lnrernational i) e shes enuity 9
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Phased Implementation

Modifying controls or implementing new controls should be planned in phases
to be able to address implementation issues as they arise.

Project Cotnrols Project Controls Project Controls

GAP Analysis Improvement Plan Development Implementation

Draft Policies and
. - Develop High Level Plan Procedures Development q
Create Steering Committee \ | 1 o\ i0n'evel implementation and| | ] Develop detailed policies and Stestng
Create a process improvement ol I b . Committee Approval
steering committee to lead the: Jevelopment plan procedures coordinated through bi- L )
A weekly team meetings. Obiain approval from Steering
(=D, ommittee for final P&Ps.
Working Group Formation Personnel Assessment
Identify and assemble key . Review competency of personnel to
stakeholders for each policy and Steering determine resource and training
procedure working group. Committee Approval needs. 0
Obitain implementation plan Modify Support Systems,
approval from Steering Tools or Technology
Committee. Make necessary changes to tools,
systems or technology.
P&P Assessment P
Assess existing policies, processes. Draft P&P Distribution
and procedures. Distribute draft policies and
procedures to other working groups,
department managers and L
i parties for review and Test & Validation
Develop Detailed Plan comment, Test and validate the new policies
_ Develop detailed policies and and procedures (including systems
Root Cause Analysis procedures development & and technology changes).
Perform root cause analysis of implementation plan (scope. budget,
failure areas or areas of weakness and schedule)
identified by KPMG. .
Update Implementation Plan
Update/refine implementation plan if
necessary. P&P Training & Phased
Roll-out
Identify Better Practices Implement policies and procedures
Identify better practices based on via a training and phased roll-out
industry standards and information plan.
provided by KPMG.
Finalize Draft Polici n
P&P Change Management & alizelDiatkol clesland
Communication Plan LCLE T
- Finalize the detailed policies and
5 b - 7 Develop a detailed change‘ ) | ] procedures based on draft Future Process
) evle 0: hjuc‘ess nvg 5 rfganagﬂmgnl arr:d Dummug\cat\on plan comments/edits provided by other Improvement
gl V| | | (e e e working groups. Obtan performance feedsack,
maps for each policy and prot ure svceelépmen s for each policies an | refine as needed to enhance the
&= [T policies and procedures.

Not all control changes should be implemented right away, and some changes
may need to be phased in only as the company grows.
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KPMG Construction Controls Assessment Tool

Objective criteria for assessing construction project or program controls

Establishes a baseline for measuring controls against

Provides a menu approach that allows for prioritization and targeted focus

<!|I<|I<]|I<

Focuses on project governance for transparency and accountability

Continuous Improvement — Why this kind of tool is helpful

A Controls should not be stagnant

A Controls need to be reassessed on a periodic or continuous basis in order to
address changes within the organization and the regulatory environment
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KPMG Construction Controls Assessment Tool

M Controis Assessment Tool
cutting through complexity ™
NEW ASSESSMENT | EXISTING ASSESSMENT | GENERATE REPORT | EXPORT FOR SERVER
asdf | Edit Engagement Details | About CAT
Process control i, Process control s, Submit your rating
g g Assessment Progress 3¢ 1170
| category. **  sub-category. : for the assessment.
L
Program Strategy, Organization @ Project Strategy & Authorization 1 Project Filing Structure
and Administration (Core) + = ML &
@ Policies & Procedures (Core) 2 Mesting Lists/Matrices
Cost Management REets & ¢ = 483 &
@ Project Management Reporting 3 Project Document Repasitory & Storage (Hard Copy & Electronic)r
" y0rs) (8 2 8 ¢ = = i v
Procurement Management Communications Planning (Support) 4 RF| Management
D8 & & ¢ = M4 [ 2
@ Roles and Responsibilities (Support) 5 Submittal Management
Project Controls and Risk B3 ¢ & = 83 e
Management
9 @ Project Planning & Integration 6 Project File Security/Access
Management (Suppart) Srirtrdr = & | 5
Schedule Management @ Project Infrastructure (reporting 7 Project File Closeout and Archiving
System & Tools) (Support) B e = & | ]
@ { 8 Project Records Compliance
I EREE SWE ¢ = M [ 7
SUB-CATEGORY RATING SCALE QUESTION RATING SCALE EXECUTIVE SUMMARY
[ |
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KPMG Construction Controls Assessment Tool

A quick look at what each
Process Control Sub-Category rating means.

sment Tool

gz a =%
Unreliable/Informal: Unpredictable environment where many conirols are not designed )f | Edit Engagement Detalls | About CAT
* or in place, in which no documentation exists, and therefore, no monitoring or
improvement activities are occurring. Some confrols may have been designed but are ‘
ssment Progress 1170

not adequately documented, monitored, or refined.

Standardized: Many controls have been designed and are adequaiely documented, but
there are no established monitoring activities from which fo test and improve the control
framework.

Monitored: Controls have been designed and are adequately documenied for
standardized use across the company, some periodic testing is completed to report fo
management on the effective design and operation of the controls.

Optimized: Integrated controls have been designed and are adequately documented,
with real time monitoring being completed and continuous improvement efforts
underway to refine the control framework.

done —Controls assessment
— is based on an
objective rating scale

SUB-CATEGORY RATING SCALE QUESTION RATING SCALE EXECUTIVE SUMMARY
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KPMG Construction Controls Assessment Tool

m Controls Assessment Tool
cutting through complexity ™
7?7 - X
Description - Assessment Criteria Do ach subcategory
P . control has predefined
ogress 11 1170 L . .
category. Payment Review assessment criteriato
Based ao iherating cﬁeria, determine whether there is a documented payment review process supported . . ..
by payment checklists and responsibilities of reviewers that is standardized across the company or fac | I |tate (@) bJ eCt 1VI ty
Program Strategy, Orgalill business unit. The process should cover a) contract compliance, b) verification of accuracy and
and Administration completeness including notarization, retainage calculation and fee calculation, ¢) verification of % 5 1
complete, d) verification of backup documentation, including lien waivers. In addition, determine how the ) d urin g th €co ntro I S
requirements and level of review compare to peer firms/companies/ organizations of similar size, industry H
Cost Management and project portfolio makeup and what type of monitoring and reporting to management takes place and = #A & eval u atl on p rocess
whether or not there are improvement efforts and training underway to refine the payment review process
and timeline. = & | 5
Procurement Managel
= [ ?
Project Controls and RS
Management
Schedule Management
|
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KPMG Construction Controls Assessment Tool

Main Control
Categories

Sub Control
Categories

— Controls

KPME!

cutting throug t complexity ™

Controls Assessment Tool

NEW ASSE- “MENT | EXISTING ASSESSMENT | GENERATE REPORT | EXPORT FOR SERVER

Process control
sub-category.

Process control Sygbmit your rating

foMthe assessment.

°
os

sse
g Assessment Progress

Authorization

Control Evaluation
Status Tracker

@ Policies & Procedures (Core)

wust management

® Proje

ct Management Reporting 3 Project Document Rep)
it
4 RFI Management
P8 § ¢ ¢
5§ Submittal Managemen)

8 £ 8

f Project File Security//gpcess

sitory & Storage (Hard Copy & Electronic)r

l Procurement Management Communications Planning (Support)

@ Roles and Responsibilities (Support)
Project Controls and Risk

Management
9 @ Project Planning & Integration
ent (Support)

Schedule Management @ Project Infrastructure (reporting

System & Tools) (Support)

. 8 fojec ¢ bmpliance

—Control Rating Area

SUB-CATEGORY RATING SCALE QUESTION RATING SCALE EXECUTIVE SUMMARY

asdf | Edit Engagement Detalls | About CAT

MPA Reference
Library

Status Tracker

‘Work paper and
‘evaluation tools/
‘documentation
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KPMG Construction Controls Assessment Tool

KPMG)

cutting through complexity ™

Mega Program

Representative Major
Project Client

Project Controls Assessment Report

Report Reference

May 1, 2011

INTRODUCTION

PROJECT DETAILS

ENGAGEMENT DETAILS

CLIENT TEAM DETAILS

REVIEW TEAM DETAILS
ASSESSMENT RESULTS
EXECUTIVE SUMMARY

RATING SCALE

OVERALL RATINGS

DETAILED ASSESSMENT RATINGS

MBWWWNNNNN

May 1, 2011/Representative Major Project Client/1

Overall Ratings.

) 5,",,"‘,'“",’!' Category

Core Process Controls

| Average Rating Rating Summgry"
Combined Process Contols Tier3 Monitored
Tier 2 Standardized
Tier3 Monitored

Support Process Controls

Core Proc Support Process:

40 40

a5 35

30 30

25 25

20 20

15 15

10 1.0

05 05

0
Program Cost Procurement Project Schedule Program Cost Procurement Project Schedule
Strategy, Controls & Strategy, Controls &
Organization & Risk Organization & Risk
Administration Management Administration Management

Category | Rating Category |  Rating
1. Program Strategy, Organization & 1. Program Strategy. Organization & Administration 22

2. Cost Management 26

3. 27

4, Project Controls & Risk Managemd | 30

5. Schedule Management 28

Detailed Assessment Resuits.

Major Procass Ctegary | Process Controt Sub-Categery Type | Ruing
Frsree— = D
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Geno Armstrong

Principal

Background
Genos KPMG2s gl obal | eadaearl sfoorsetrtve sMajsornt hRer dji ¢ ant? s

Geno has 20ears of domestic and international development and construction experience. Gerligtmldgpreaan
estate and construction development strategies, troubled project recovery, claims esstiedismoizs pregediatmmtd
project analysis, cost and compliance auditing, organization and project/program eveatdatioers; ivehiginiyackimg) e
environments. Geno worked both in Micrbs&Emgmdertng Group frio
joining KPMG.

Professional and Industry Experience

GENO ARMSTRONG As engagement principal, Geno has, or is currently assisted clients with independestictaaktassEsspergsam/pro
Principal .
« Capital Program Management Controls and Procedures
KPMG LLP _ * Real Estate & Construction Project & Program Reviews/Assessments
55 Second_ Street, Suite 1400
San Francisco, CA 94105 « Capital Program Management Organization, Design & Administration
lz'x ;,;“g*gg;’; » Project Management (Risk Management, Cost Management, and Procurement Management) and Constrt
Cell 2867189
email

Function and Specialization

Genos the Global | e apraxtice spezializiigmMMG2 s Maj or Projects Advisory
construction program evaluations, construction program controls assessments and major

construction project risk assessments.

Education, Licenses & Certifications

- BS with Honors, College of Engineering and Architecture, Washington State
University
- Registered Professional Efhtetr ¢CWwigshington
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Clay Gilge

Managing Director

CLAY GILGE

Managing Director

KPMG LLP
801 Second Avenue, Suite 900
Seattle, WA 98104

Tel 206-913-4670
Fax 206-260-7323
Cell 206-851-2655

email

Function and Specialization

Clay is a member of the Major Projects Advisory practice
specializing in construction program evaluations,
construction program controls assessments, and major
construction project risk assessments.

Education, Licenses & Certifications
MBA in Finance, University of Washington (Honors)

BS degree in Mechanical Engineering,
University of Idaho

Certified Fraud Examiner (CFE)
Certified Project Management Professional (PMP)

Professional and Industry Experience

Clay Gilge is Managing Director i n KP Mm@Ggtsnandgeijenty P
construction management, business process reengineering, construction procurementadsnagetient, Giaject a
devel oped KPMG2s project control s as s emgmrewloatond, oo |

controls assessments, construction cost investigations, construction cost audits, Qigojeas lsveacvisisiasieictentr
regarding project policies/procedures, project budgeting, contract management, projést acasuofireq|Esiatd, col
construction, and facilities management. Prior to joining KPMG Clay was a Sr. Contratiiraat|MatenlsaManag
Project Engineer at Bechtel. Clay currently serves on the Board of Directors for Big Brothers Big Sisters of Pu

Specialization

While at KPMG Clay has primarily worked for large Fortune 500 companies, large priagisifigribein& ezdjbs{atib)
Construction and Facilities departments on the following types of engagements:

¢ Construction Program Evaluations

¢ Construction Program Controls Assessments

* Major Construction Project Risk Assessments

« Project Management (Risk Management, Cost Management, and Procurement Management)

» Construction Cost Analysis & Investigation

Selected Publications and Speaking Engagements

 «Effective reporting for construction projects. increasing the likélifobbl®f ptajeas Suecéss Ener gy | 1
e «Construction Risk Maréyemetifying Project Contkd/® MG G| o b all Energy I nstitu
« A Contrblscused Approach to Construction-Rijsk MaRalye@ierB ui | di ng, Real Estat e
e« Contract ,&onflruction BusieessdOmwiter, May 200 7ssue.
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