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Dear Messrs. Stone and Murphy:

Pursuant to the State Comptroller’s authority as set forth in Section 1, Article V, of the
State Constitution, Section 8, Article 2 of the State Finance Law, and Section 2503 of the Public
Authorities Law, we have audited selected aspects of the management of the rehabilitation of the
Dunlap Building at the Manhattan Psychiatric Center.  Our audit covered the period September
15, 1995 through May 8, 1998.  We also reviewed prior events for their effect upon the progress
of construction.

A.  Background

The New York State Office of Mental Health (OMH) serves and supports individuals with
mental health problems and their families.  Both inpatient and outpatient services are delivered
through a network of State psychiatric centers and State-operated programs based in the
community.  OMH provides services through 17 adult psychiatric centers, 6 children’s units, 3
forensic facilities and 2 research facilities.  In 1984, OMH initiated a $1 billion capital
improvement plan designed to modernize patient living areas, after a consultant’s study of OMH
facilities in the New York City area concluded that the facilities were in danger of losing their
accreditation from the Joint Commission on the Accreditation of Healthcare Organizations,
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because they provided inadequate living conditions.
The capital improvement plan included renovation of selected buildings at Manhattan

Psychiatric Center (MPC) on Wards Island.  This project was originally designed to renovate the
mechanical systems in three buildings at a cost of $40.9 million.  OMH received the New York
State Division of the Budget’s (DOB) approval for the $40.9 million project on November 22,
1985.  Over the next few years, the project was expanded to include complete rehabilitation of
space for 500 beds at a new estimated cost of $76.8 million.  The major construction contracts
were not awarded until the summer of 1992, with an anticipated completion for the revised project
in December 1995.  As construction began in August 1992, work fell behind schedule with the
detection of asbestos in the basement and the replacement of the heating, ventilation and air
conditioning contractor in January 1993.  The renovation of the Dunlap Building, initially
managed by the New York State Facilities Development Corporation (FDC), is now being handled
by the Dormitory Authority of the State of New York (DASNY).  As of May 8, 1998, DASNY
estimated the final cost of the project at $133.6 million.

Our prior audit entitled “Office of Mental Health - Capital Improvement Program at
Psychiatric Centers” (95-S-99), issued September 30, 1996, discussed construction delays at MPC
through September 15, 1995.  This audit expands upon the information reported in our prior audit,
with regards to MPC.

B.  Audit Scope, Objectives, and Methodology

We limited our audit to selected aspects of the management of the Dunlap Building
rehabilitation for the period September 15, 1995 through May 8, 1998.  In some cases, we also
reviewed prior events that management considered to have had an effect upon the progress of
construction.  The objectives of our audit were to determine the status of the project as of May
8, 1998 and to identify significant events causing delay.  We also sought to identify management’s
current estimates for project completion, both in terms of time and cost, as well as future plans
for the project.  To accomplish these objectives, we interviewed DASNY and OMH officials,
visited the construction site, reviewed financial and management related records, and verified a
sample of transactions.

We conducted our audit in accordance with generally accepted government auditing
standards.  Such standards require that we plan and perform our audit to adequately assess those
operations of DASNY and OMH which are included within the audit scope.  Further, these
standards require that we understand DASNY’s and OMH’s internal control structure and
compliance with those laws, rules and regulations that are relevant to the operations which are
included in our audit scope.  An audit includes examining, on a test basis, evidence supporting
transactions recorded in the accounting and operating records and applying such other auditing
procedures as we consider necessary in the circumstances.  An audit also includes assessing the
estimates, judgments, and decisions made by management.  We believe that our audit provides
a reasonable basis for our findings and conclusions.
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C.  Results of Audit

As of May 8, 1998, the Dunlap project was approximately 80 percent complete with an
anticipated completion date of January 1999 and an estimated final cost of $133.6 million, or
$530,000 per bed.  Based on our review of DASNY’s management of the project since it took
over, nothing has come to our attention that would lead us to conclude that these current estimates
may be materially inaccurate.  

The project began on November 22, 1985 with DOB approval of  $40.9 million to
renovate mechanical systems in three buildings.  Bidding for the project was then expected to be
done in November 1986 with construction to be completed by March 1990.  However, in 1990,
OMH expanded the scope of the project to include complete renovation of space for 500 beds.
When contracts were awarded in 1992, estimated costs had grown to $76.8 million, or $154,000
per bed.  DASNY merged with FDC on September 1, 1995 and took over management of the
MPC project at that time.  When the takeover occurred, the major renovation of the Dunlap
Building (both Phases I and II) was approximately 30 percent complete and the projected
completion date was February 1998.  Two of the prime contractors had already been replaced and
the project was well behind schedule. 

We found that numerous factors contributed to the extensive delays and cost escalations
that were experienced on the rehabilitation and space conditioning project at MPC.  Chief among
the problems were major changes in the scope of the project from a mechanical reconditioning of
three buildings to the complete rehabilitation of one-half of one building, several bankruptcies
among the prime contractors, and unanticipated field conditions.

1.  Changes in Scope of MPC Project

OMH changed the scope of this project, both prior to the start of construction and as the
work proceeded.  The following constituted the two major scope changes referred to previously.

Before the project was started, OMH determined that more extensive renovations were
needed to provide a more suitable living environment for the patients and a better work
environment for their employees, and to continue to meet health care accreditation requirements.
In May 1990, OMH submitted a request to DOB to change the scope of the project to a complete
space rehabilitation of the Dunlap Building.  The new project involved rehabilitating the building
in two phases and to eventually provide rehabilitated space for 500 beds.  Each phase of the
construction involved rehabilitating one half of the building from top to bottom.  The first phase
also included construction of a mechanical tower to hold the heating, ventilation and air
conditioning equipment for the entire building.

DOB authorized $111.3 million for the design and construction of the expanded project.
Bidding was expected to be completed in November 1990 and the rehabilitation was expected to
be completed in September 1994.    However, the approval process was not completed for the
project’s design development until February 1991 and for the construction drawings until January
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1992.  Bids for nine prime contractors were received and accepted in May 1992.  As a result, the
start of construction was delayed over 5½ years from November 1986 until August 1992.  As of
the latter date, the actual contract expenses for the nine prime contractors, along with the
anticipated costs for the construction manager, design of the project, and window replacement,
totaled $76.8 million.

In December 1996, while construction was in progress on the first phase, OMH decided
to reduce the scope of the project.  According to OMH officials, when faced with a decline in the
inpatient census and cost escalations that were experienced on Phase I of the project, their agency
decided to eliminate Phase II.  DASNY’s project manager on-site at the Dunlap Building informed
us that OMH decided to leave the top four floors of Phase I as shelled out storage space.
However, in its response to our draft report, OMH officials stated that these floors would be used
for Administration and Support functions.  The net effect of the various changes would supply the
facility with rehabilitated space for 252 beds instead of 500 beds.  This change required extensive
revisions to the plans and specifications to fundamentally seal off the renovations from the
remainder of the building.  For example, duct work and sprinkler systems that were designed to
service both sides of the building had to be redesigned to terminate within the renovated section.
OMH estimated that by canceling Phase II, 35 percent of the construction work and the associated
costs would be eliminated from the project.  However, OMH officials were unable to quantify the
cost savings generated by this major scope change.  These changes resulted in numerous change
orders and additional delays to the completed portion of the project.  In responding to our draft
report, OMH officials stated that they, “compared the Dunlap Project with the results of a similar
Space Conditioning Project,. . . which was recently renovated.  OMH estimated that 35 percent
of the work on the Dunlap Project would be deleted and would amount to savings of $37.7 million
when compared to the cost of the [other] project.”  However, this information was not available
for our review during the course of our audit field work.  Therefore, we are unable to attest to its
reasonableness.

2.  Construction Delays

Construction delays increased the cost of the project from the $76.8 million anticipated
after the contracts were awarded in 1992 to a May 8, 1998 estimate of $133.6 million.
Construction delays on this project fall into two major categories - those due to changes of the
prime contractors and those due to field conditions.  These, together with miscellaneous other
delays, occurred as construction progressed and accounted for approximately 38 months of delay
beyond the December 1995 anticipated completion date.  The following is a discussion of the most
significant delays.

a)  Contractor Changes

Nine prime contracts were awarded in May 1992 for different segments of the MPC
project.  During the course of the construction, FDC and DASNY replaced four of the prime
contractors either for reason of bankruptcy or for non-performance, and DASNY replaced the
construction manager when it took over the project from FDC.  Since FDC is no longer in
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existence, we were not able to determine if it assessed, prior to awarding the contracts, the
original contractors’ abilities to perform.

The Heating, Ventilation and Air Conditioning (HVAC) contractor is one of the lead
contractors on this type of construction project.  This work must be completed first so that the
other trades, such as plumbing and electrical, can route their work around the HVAC duct work.
All three of these trades are in turn lead contractors for the construction contractor who is
responsible for the interior floors, walls, ceilings and finish work.  When the lead work falls
behind, it delays the work of the contractors that follow.  This proved to be a particular problem
on this project.

In January 1993, five months after the first HVAC contract was awarded, the contractor
formally gave notice that it could not complete the project.  This contractor also held the original
contract for the fire protection system.  FDC released the contractor and its surety when two new
contracts were negotiated in July 1993, resulting in a six-month delay.  

The second HVAC contractor filed for bankruptcy in November 1993 - four months after
the contract was awarded.  After ten months of bankruptcy hearings, the contractor returned to
the project in September 1994 and was subsequently terminated for non-performance in March
1995.  A third HVAC contract was negotiated in July 1995, delaying the project by four months.
As of May 1998, this contractor was expected to complete the work.

Similar problems were also experienced with the fire protection, fire alarm, and electrical
contracts.  The contractor who took over the original fire protection contract (from the first
HVAC contractor) was terminated for non-performance in April 1996.  A new contract to
complete the unfinished work was negotiated in November 1996, resulting in a seven-month
delay.  The original fire alarm and electrical contracts were held by a single contractor.  In March
1997 this contractor signed a separation agreement in lieu of bankruptcy.  The contractor was
subsequently replaced in June 1997, resulting in an additional three-month delay.

Also, one of the first actions taken by DASNY when it took over management of the
project from FDC, was to terminate the original construction manager's contract and bring in a
new construction manager.  Damage claims submitted by several contractors indicated that there
had been general dissatisfaction with the performance of the original construction manager.  There
were indications that the work was not being coordinated properly and that decisions on problems
were not being made.  While this changeover did not directly affect the work of the prime
contractors, it represented one more problem that was experienced on the project.

b)  Field Conditions

The term "field conditions" is used to categorize problems that arise as a result of
conditions found at the construction site.  In a renovation project such as the one at MPC, these
conditions generally are not known until demolition work begins and previously hidden areas are
exposed.  Several such conditions at MPC resulted in additional work that delayed the progress
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of the project.  According to DASNY records, approximately four months of net delays are
attributable to field conditions.

As the interior demolition work on the building proceeded, it was determined that
additional asbestos abatement would be required and additional fireproofing was needed.  There
was also significant deterioration of the masonry around the window sills.  Each of these
conditions called for additional work to be performed at an added expense.  Work of this nature,
that is beyond the specifications of the original contracts and shop drawings, is added to the
project through a series of “change orders.”

According to documents filed by the construction contractor, FDC and its design
consultants did not address the fireproofing problem in a timely manner.  The 1992 pre-bid design
input from OMH indicated that the fire resistance of existing structures should have been verified
and necessary corrections to the drawings should have been made before the project was bid.
Until late 1993, FDC had not identified the need for this additional fireproofing and change orders
were not issued until October 1994.

When the existing walls and ceilings were removed, many of the structural steel beams
were confirmed to be inadequately fireproofed to meet current fire protection codes.  Each of
these beams had to be coated with a spray-on fireproofing material.  This process had to be
completed before other work could proceed to ensure that no exposed areas were missed.
Likewise, the underside of the floor slabs, technically referred to as republic arches, were found
to have deteriorated masonry protecting the structural components.  Similar fireproofing measures
had to be applied to these structures.

Asbestos was found in several areas of the building as construction progressed. Work in
these areas was held up as abatement measures were taken to contain and remove the material.

The rehabilitation of the Dunlap Building included replacement of all windows in the
building.  This work was handled as an ancillary project to the main renovation and was to be
completed as the other work progressed.  As the windows were being replaced, extensive
deterioration was found in the window sill masonry.  The sills had to be rebuilt and the window
anchors had to be redesigned before the windows could be installed.  This additional work and the
time spent redesigning the windows delayed their installation and delayed interior partitioning
work that could be performed only after the windows were in place.

3.  Cost Escalations

Since the original contracts were awarded, project costs increased by $56.8 million to an
anticipated $133.6 million in the most recent DASNY estimate.  The major reasons for the cost
escalations were the bankruptcies or releases of several major contractors, damage claims paid to
the original contractors, the replacement of the original construction manager, field conditions and
scope and design changes, as follows.
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Nine construction contracts, totaling $57.1 million, were originally let for the space
conditioning project.  As the project progressed, construction costs rose by about $32 million and
the scope of the project was cut to half the original number of beds.  Several of the contractors
had to be replaced before their portion of the work was completed, and new contractors had to be
brought in to complete the work, usually at a higher cost.  For this project, costs increased $7.6
million because of these changes.  In addition, damage claims and field conditions (such as fire
proofing and asbestos removal) increased the construction costs by $20.8 million.  Claims for
damages represent a substantial portion of the change orders on this project.  These damage claims
primarily resulted from delays to the work progress.  For example, while the termination of one
of the HVAC contractors was delayed by the bankruptcy court, other contractors on the project
were unable to proceed with their work.  This lost productivity resulted in losses to the contractors
which had to be reimbursed.  Another $3.6 million in miscellaneous construction related
escalations is anticipated.

DOB’s project approval included $14.8 million for payment to the original construction
manager.  When DASNY removed the original construction manager, the replacement
construction manager was awarded two contracts totaling $9.9 million to complete the work.  In
addition, approximately $600,000 of change orders were also attributed to this replacement
construction manager.

Various changes to the project scope, including the two major scope changes for the
complete rehabilitation of the Dunlap Building and the eventual scaling back of that rehabilitation
to just one-half of the building, added an additional $8.7 million to the cost of designing the
project.  This amount is made up of change orders totaling $6.9 million and a projected $1.8
million in future escalations.  In response to our draft report, OMH officials indicated that we
“misstated the $8.7 million as an additional cost.”  The response went on to say that “the design
contract was amended to $6.2 million from the original $2.4 million prior to bidding and the
remaining $2.5 million . . . represents the amount of design work to accommodate change
orders.”  During our audit field work, we reviewed DASNY paperwork that documented the
increased costs for this project and interviewed DASNY and OMH officials.  We were not made
aware of any design contract amendments totaling $6.2 million prior to bidding.  Due to the
limited scope of our audit, we are unable to attest to the accuracy of OMH’s response in this
matter.

There were also cost escalations totaling $5.2 million for miscellaneous change orders, and
$400,000 for additional expenses related to window replacement.

4.  Unnecessary Work Due to Project Scope Changes

As illustrated below, some of the work that was completed during the Phase I construction
became unnecessary when OMH officials decided on the final scope changes to the project.  The
cost of this work cannot readily be determined since it generally relates to the extent of work
called for in larger contracts, rather than discretely identifiable components.
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The original design for the project included construction of a mechanical tower which
contained the HVAC equipment for each floor.  The equipment that was installed was designed
to perform this function for both sides of the building.  With the second half of the building being
deleted from the project, this equipment is larger than is needed to service only half of each floor.
Likewise, a stairway that would have been used on the Phase II part of the building was
constructed at an early stage to facilitate the construction of a nearby recreation yard (a separate
project).

Conclusion

The Dunlap project is a good example of many of the significant problems noted in our
previous audit of OMH’s capital construction program. Over the 13 year course of this project,
total costs have increased more than three-fold to a point where per bed costs will total more than
$500,000.  Similarly, construction time lines have been extended by almost nine years from
original expectations.  While it appears that the project is now progressing better since DASNY
assumed the management role originally held by FDC, we still urge DASNY and OMH to bring
this project to conclusion as expeditiously as possible.  The delays and cost escalations associated
with this project demonstrate the importance of advance planning to properly set the scope of
projects and to ensure that they meet all requirements, as well as of a system to ensure that bidders
are reliable and capable of performing the work for which they are being considered.  Attention
to these areas can help prevent the type of major delays and cost escalations that have occurred
with the Dunlap Building renovation.

Draft copies of this report were provided to OMH and DASNY officials for their review
and comment.  Their comments were considered in preparing this report, and are included as
Appendix A and Appendix B, respectively.  OMH and DASNY officials generally agreed with
our conclusions regarding the importance of advance planning and ensuring that bidders are
reliable and capable.  OMH officials stated in their response that we should either delete or modify
our statements regarding the importance of advance planning since the report does not suggest that
advance planning for the Dunlap Building rehabilitation project should have been handled any
differently.  OMH officials also stated that most of the issues described in the report which caused
construction delays and cost escalations were under the authority of the construction agencies, not
OMH.  OMH officials restated language contained in our prior audit report 95-S-99, Office of
Mental Health - Capital Improvement Program at Psychiatric Centers, which defined the roles of
OMH (program development and capital budgeting) and the construction agencies (selecting and
contracting with consultants, developing and enforcing project schedules, bidding and awarding
construction contracts, supervising and approving the completion of construction, and approving
all payments to consultants and contractors).

We have not revised our statements regarding the importance of advance planning to the
Dunlap Building rehabilitation project as suggested by OMH officials.  First, although we do not
state that advance planning for the Dunlap Building should have been handled differently, we
believe that proper advance planning is crucial to the successful completion of major projects such
as the Dunlap Building rehabilitation project.  Second, the objectives of our limited scope audit
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were to determine the status of the project as of May 8, 1998 and to identify significant events
contributing to delays in project completion.  We did not attribute responsibility for the delays.
In this regard, our prior audit report, 95-S-99, Office of Mental Health - Capital Improvement
Program at Psychiatric Centers, presents a more complete assessment of OMH’s capital
improvement program.

DASNY officials included a copy of a Memorandum of Understanding with OMH
regarding the OMH Capital Program and a copy of DASNY’s Procurement Contract Guidelines
with their response to this report.  Because of the size of these documents, we have not appended
them to this report.  These documents are on file at the Office of the State Comptroller and
available for review.

Major contributors to this report were Howard Feigenbaum, John Buyce, Stuart Dolgon,
Peter Schmidt, Clyde Bynoe, Thomas Kulzer and Paul Bachman.

We wish to thank the management and staff of the Office of Mental Health and the
Dormitory Authority of the State of New York for the courtesies and cooperation extended to our
auditors during this audit.

Very truly yours,

Kevin M. McClune
Audit Director

cc: Robert L. King
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