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INTERNAL AUDIT REPORT 

 
  
DATE:   September 20, 2019              
 
TO:  Linda Gorton, Mayor 
 
CC:  Sally Hamilton, Chief Administrative Officer 
  Glenn Brown, Deputy Chief Administrative Officer 

Aldona Valicenti, Chief Information Officer 
William O’Mara, Commissioner of Finance and Administration 
Todd Slatin, Director of Purchasing 
Phyllis Cooper, Director of Accounting 

  Susan Straub, Communications Director 
  Urban County Council 
  Internal Audit Board 
 
FROM: Bruce Sahli, CIA, CFE, Director of Internal Audit 
  Matthew Reid, CPA, Internal Auditor 
 
RE:  Change Order Audit 
 
 
Background 
 
The Lexington Fayette Urban County Government (LFUCG) enters into contractual 
agreements with outside contractors on a variety of projects each fiscal year in order to 
meet its construction obligations.  Typically, these construction projects originate in 
four Divisions: Engineering, Water Quality, Waste Management, and Facility and Fleet 
Management.  Occasionally, construction projects originate in other Divisions such as 
Parks & Recreation.  It is not uncommon for large construction projects to experience 
changes from their original construction plans which increase or decrease the original 
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cost of the project.  Such changes typically occur as the result of design alterations, 
unanticipated conditions or circumstances at the construction site, or increases or 
decreases in various materials’ quantity amounts.  Changes can also occur with non-
construction projects, such as those covered by professional service agreements.  When 
these changes occur, they are accounted for via change orders.  Change orders are 
formal documents that describe the nature and necessity of project changes and the 
impact of these changes to the project’s overall cost.  Once issued, change orders 
typically must be authorized by various levels of management and approved by Council.  
Once approved, the change orders are noted on the related project purchase order. 
 
 
Scope and Objectives 
 
The general control objectives for the audit were to provide reasonable assurance that:   
 

• Change orders are necessary and appropriate 
• Change orders are properly authorized, recorded, and reported 
• Change orders comply with CAO Policy #15  
• Change orders have sufficient Division management oversight 
• Change orders are not being abused by low bidders to inappropriately increase the 

cost of their projects 
 

Audit results are based on observations, inquiries, transaction examinations, and the 
examination of other audit evidence and provide reasonable, but not absolute, 
assurance controls are in place and are effective.  In addition, effective controls in place 
during an audit may subsequently become ineffective as a result of technology changes 
or reduced standards of performance on the part of management.     
 
The scope of the audit included activity for the period January 1, 2016 through 
December 31, 2018. 
   
 
Statement of Auditing Standards  
 
We conducted our audit in accordance with the International Standards for the 
Professional Practice of Internal Auditing.  Those standards require that we plan and 
perform the audit to afford a reasonable basis for our judgments and conclusions 
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regarding the organization, program, activity or function under audit.  An audit also 
includes assessments of applicable internal controls and compliance with requirements 
of laws and regulations when necessary to satisfy the audit objectives.  We believe that 
our audit provides a reasonable basis for our conclusions. 
 
 
Audit Opinion  
 
In our opinion, the controls and procedures provided reasonable assurance that the 
general control objectives were being met.  Opportunities to improve controls are 
included in the Summary of Audit Findings.   
 
 
Priority Rating Process 
 
To assist management in its evaluation, the findings have been assigned a qualitative 
assessment of the need for corrective action.  Each item is assessed a high, moderate, 
or low priority as follows: 
 

High - Represents a finding requiring immediate action by management to 
mitigate risks and/or costs associated with the process being audited. 

 
Moderate – Represents a finding requiring timely action by management to 
mitigate risks and/or costs associated with the process being audited. 

 
Low - Represents a finding for consideration by management for correction or 
implementation associated with the process being audited. 
 

 
SUMMARY OF AUDIT FINDINGS 

 
Finding #1:  Failure to Add a Deductive Change Order to the Related Purchase 
Order Resulted in Vendor Overpayment 
Priority Rating:  High 
 
Condition:   
We selected 30 change orders from the population of 176 change orders approved by 
Council during the period January 1, 2016 through December 31, 2018.  Twenty-eight  
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different projects were impacted by these change orders.  From this sample, we noted 
a project in which LFUCG overpaid a consultant $7,048.28.  We determined that the 
consultant’s project included a $45,000 deductive (i.e. negative) change order which had 
been approved by Council, but this change order had not been added to the project’s 
purchase order in PeopleSoft when we discovered this during audit fieldwork.  If the 
$45,000 deductive change order had been properly added to the purchase order, the 
PeopleSoft matching process (matching of invoice, receipt, and purchase order) would 
have prevented the overpayment.   
 
The Division of Purchasing advised us that each Division is responsible for entering 
their approved change orders into PeopleSoft as purchase requisitions.  After these 
purchase requisitions are reviewed by Purchasing, they are added to the project’s 
purchase order.  In this situation, the Director of Purchasing advised us that the $45,000 
deductive change order had not been entered into PeopleSoft by the responsible 
Division, and therefore was not added to the purchase order.  This resulted in the 
purchase order being overstated in the amount of $45,000, allowing an overpayment of 
$7,048.28.  We were notified by the Director of Facilities & Fleet Management that the 
consultant confirmed they were overpaid and agreed to reimburse LFUCG $7,048.28.  
 
We also identified seven other change orders associated with the 28 projects referenced 
above that had been approved by Council but were not included on a purchase order 
(six of these were deductive change orders).  However, the correct amount was paid to 
the contractor. 
 
Effect: 
Failure to add deductive change orders to a purchase order could result in 
overpayments. 
 
Recommendation:  
The Division of Purchasing should issue a memorandum to all Departments and 
Divisions emphasizing the importance of entering all approved change orders as 
purchase requisitions in PeopleSoft to ensure the related purchase order is properly 
adjusted. 
 
Director of Purchasing Response: 
The Division of Purchasing concurs with the recommendation from Internal Audit and 
sent the attached memo to all Departments and Divisions on September 18th, 2019. 
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Commissioner of Finance and Administration Response: 
The Commissioner of Finance concurs with the response from Purchasing. 
 
 
Finding #2:  Deductive Change Order not Presented to Council for Approval 
Priority Rating:  High 
 
Condition:   
We identified a project that management advised was completed but still had funds 
remaining to be spent on the project’s purchase order.  This appears to have occurred 
because LFUCG paid the contractor $17,027.56 less than the contractual amount 
approved by Council, but a deductive change order was not presented to Council for 
approval.       
 
According to the LFUCG Division of Central Purchasing Policies & Procedures 
Manual, “A change order is not required if the change is a decrease unless the original 
request for purchase received Council action, if so, the decrease in cost will need 
Council approval via the administrative review (blue sheet) process.”  The Manual 
further states, “Any change to a purchase order that increases or decreases the contract 
amount for construction or professional services contracts that have been approved by 
Council requires a change order to also be approved by the Urban County Council.”   
 
Effect:   
Failure to present deductive change orders to Council violates Purchasing Policy and 
results in the related purchase order not being amended to reflect the lower cost. 
 
Recommendation:  
The Division of Purchasing should issue a memorandum to all Departments and 
Divisions emphasizing the importance of submitting change orders any time contract 
amounts approved by Council are altered, including reductions in the contract amounts. 
 
Director of Purchasing Response: 
The Division of Purchasing concurs with the recommendation from Internal Audit and 
sent the attached memo to all Departments and Divisions on September 18th, 2019. 
 
Commissioner of Finance & Administration Response: 
The Commissioner of Finance concurs with the response from Purchasing. 
 



 

 

 

 

MAYOR LINDA GORTON    TODD SLATIN   

   DIRECTOR 

   CENTRAL PURCHASING 
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TO:  Commissioners, Directors and Requesters 
 
FROM: Todd Slatin, Director 
  Division of Central Purchasing 
 
DATE:  September 18, 2019 
 
RE:  Council Approved Change Order Processing 
 
 
All contracts and agreements previously approved by the Urban County Council that 
require a change (dollar amount, time frame, scope, etc.) must be resubmitted via the 
administrative review process (bluesheet/Legistar) for approval of the change order.  This 
applies to both increases and decreases in the contract/agreement amount. 
 
In addition, a new requisition or change order must be submitted in PeopleSoft, in a 
timely fashion, so that the original purchase order can be altered to reflect the new 
contract/agreement amount. 
 
Exclusions to this requirement may include some Sanitary Sewers Remedial Measures 
Projects and other capital projects as approved by Council action or CAO Policy. 
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