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CEl Expenditure Assessment TxDOT Internal Audit Division

Executive Summary

Objective

To assess the effectiveness and efficiency of the Construction Engineering and Inspection (CEl)
invoice review process across districts including tools to assist with the reasonableness and integrity
of charges.

Overall Engagement Assessment - X |
Priority 1 Priority 2  Priority 3  Priority 4

The internal control structure is not designed or operating to mitigate risks considered significant to
achieving program operational and compliance objectives. Negative programmatic impacts are being
experienced and likely to increase if control deficiencies are not addressed. Improvements to
address deficiencies include redesign, execution, and performance measurement.

Summary Results
Management concurs with the below finding and prepared management action plans to address
deficiencies.

Finding 1: CEI Invoice Validation Efficiency

Control X Operating Division Professional Engineering Procurement Services

Design Effectiveness (PEPS) Division

PEPS CEIl invoice review process for metropolitan (metro) districts does not include a system that allows labor

hours charged to TxDOT for services provided to be validated for accuracy. Further, the CEl invoice process

relies predominantly on manual tasks for both PEPS and district project managers to review invoiced labor

hours, contracted pay rates, and other direct expenses (ODE).

= 60 of 60 (100%) Fiscal Year (FY) 2022 invoices that were judgmentally selected in five metro districts
could not be independently validated for accuracy of direct labor hours ($5.1M) contained within each
invoice. Direct labor hours make up 80% of total invoices tested.

= 12 of 13 (92%) CEl invoice processing tasks are manual in nature, while nine tasks are duplicative.

District Yes

(Impact): Approximately $5.1M direct labor hours or 80% of total invoices tested within the judgmental
sample were unable to be validated.

Further, without a system to validate direct labor costs or developing automation within the CEl invoice
review process, the anticipated project growth of 45% over the next two years may cause challenges in
determining services billed were received or to maintain the current level of payment accuracies regarding
other direct expenses.

Audit testing completed not resulting in management action plans.

Scope Area 1: CEl Invoice Review and Approval

= Sixty FY 2022 invoices were judgmentally selected from the five metropolitan (metro) districts to
validate district review and approval were in accordance with the district delegation of authority. No
exceptions noted.

=  Fifteen final invoices billed during FY 2022 were judgmentally selected from the five metro districts to
validate the total of all project invoices did not exceed the allowable value within work authorization
contracts. No exceptions noted.

= 1,279 pay rates within the sixty FY 2022 judgmentally selected invoices were reconciled to the
respective contracted pay rates within the work authorizations within an inconsequential amount.

= 479 ODE rates within the sixty FY 2022 judgmentally selected invoices were reconciled to the
respective contracted ODE rates within the work authorizations within an inconsequential amount.
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Scope Area 2: CEl Invoice Processing Efficiency

=  PEPS Invoice Center utilizes performance metrics to comply with the Prompt Pay Act.

= PEPS has established policies and procedures for the districts and the PEPS Invoice Center that are
designed to comply with the Prompt Pay Act.

Control Environment

PEPS has created and documented procedures for processing invoices for professional service
contracts including CEl contracts. Review and approval of CEl invoices relies on predominantly
manual processes that includes PEPS’ leads (Leads) and contract specialists, and metro district
personnel. Invoices are received by the PEPS Invoice Center. Procedures require the Lead to log the
invoice, perform a limited review of the invoice, and assign the invoice to a contract specialist.
Procedures require contract specialists to first review 100% of the original invoice for a contract work
authorization, and then perform a 30% review for all subsequent invoices for items that are
identified in the PEPS Invoice Center procedures. PEPS contract specialists will then forward
reviewed invoices to district personnel for validation that the services billed were provided.

Metro districts do not have documented procedures beyond those established by PEPS and rely
exclusively on on-the-job-training for personnel reviewing CEl invoices. Districts provide an approval
for the invoice payment based on delegation of signature authority (i.e., Assistant Area Engineer,
Area Engineer, Project Manager, or Director of Construction), which may vary between districts.
Districts use their judgement on how much of an invoice review is performed and has no means to
validate that direct labor hours billed are legitimate without being on-site with the CEIl provider.

Background

CEl contracts are professional service contracts utilized for procuring engineering inspection services
to assist TxDOT in inspecting and overseeing construction projects. Although CEl contracts are
procured by PEPS division, CEIl contracts are requested by the districts because they may not have
enough capacity of full-time employees (FTE) to oversee and inspect projects underway within their
district. PEPS will also assist with coordination, service, and oversight of the contracts. Once a CEl
contract is executed, the consultants are overseen by the district area office and district personnel
assigned to the construction project. During FY 2022, PEPS had executed 41 CEl work authorizations
for the metro districts for a total of $168.2M. Statewide there were 107 work authorizations
executed for a total of $278.7M.

CEl contracts are predominantly specified rate contracts, which are contracts billed to TxDOT based
on pre-negotiated rates, direct labor hours worked, and ODE incurred.
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TxDOT Internal Audit Division

Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from February 13, 2023 to June 2, 2023. The audit
focused on a review of invoices from 21 Construction Engineering and Inspection (CEl) consultants
within the five metropolitan (metro) districts during Fiscal Year (FY) 2022. The invoice review
included validation of invoiced labor hours, contracted pay rates, other direct expenses (ODE), and
approvals. Additionally, an evaluation of the design and efficiency for the review and processing of
CEl invoices was conducted.

Scope Area 1: CEl Invoice Review and Approval

Evaluated CEl invoices charged to metro districts to determine if pay rates charged for services, and ODE,
agreed with work authorizations as well as validate total hours charged by the CEI provider.

Reviewed Professional Engineering Procurement Services Division (PEPS) criteria such as the PEPS
Contracting: Contract Management for the Project Manager and TxDOT goals and objectives.
Evaluated metro district policies/procedures supporting the CEl expenditure invoice review and
approval process.

Interviewed key personnel to determine if the CEl expenditure invoice process (including invoice review
and approval) was adequate:

- PEPS: Contract Administrators and Contract Specialists.

- Metro districts: Directors of Construction, Assistant Area Engineers, Transportation Area
Engineers, Construction Inspectors, Transportation Specialists, Director of Transportation
Operations, and Transportation Engineer.

Judgmentally selected 60 invoices from 21 CEl consultants who worked with the metro districts during
FY 2022.

- Reviewed and compared invoiced labor hours, contracted pay rates, and ODE rates to work
authorizations to validate the accuracy of invoices billed.

- Reviewed evidence of district review and approval consistent with the district delegation of
authority.

Judgmentally selected 15 final project invoices billed during FY 2022 to assess if the total amount of
the work authorization had been exceeded.

Scope Area 2: CEl Invoice Processing Efficiency

Evaluated the efficiency of PEPS processing of CEl expenditure invoices.

Analyzed PEPS Invoice Center procedures for better efficiency opportunities.

Analyzed FY 2022 PEPS Invoice Center review rate of CEl invoices for metro districts to determine
rejection rate.

Interviewed key personnel within the PEPS Invoice Center regarding the timing and tasks within the CEl
expenditure invoice process.

Analyzed FY 2022 compensatory time worked by the PEPS Invoice Center.

Determined if PEPS Invoice Center performance measures exist and, if so, evaluated and assessed
performance measures.
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| Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Construction Engineering and Inspection (CEl) Invoice Validation Efficiency

Condition

Professional Engineering Procurement Services Division (PEPS) CEl invoice review process for
metropolitan (metro) districts does not include a process that validates labor hours charged to TxDOT
for services provided. Further, the CEIl invoice process relies predominantly on manual tasks for both
PEPS and district project managers to review invoiced labor hours, contracted pay rates, and other
direct expenses (ODE).

Effect/Potential Impact

Approximately $5.1M direct labor hours or 80% of total invoices tested within the judgmental sample
were unable to be validated. With PEPS processing approximately $225M CEl invoices statewide
during Fiscal Year (FY) 2022, TxDOT paid more than the sampled $5.1M to CEl providers without
checking the reasonability of billed direct labor.

Summary of the audit invoice sample in FY 2022 for metro districts analysis of invoice breakdown:
Percentage of Direct

Total Invoice Tested Other Direct Expenses @ Direct Labor Hours

Labor hours

$6.4M $1.3M $5.1M 80%

Further, without a system to validate direct labor costs or developing automation within the CEl
invoice review process, the anticipated project growth of 45% over the next two years may cause
challenges in determining if services billed were received and in maintaining the current level of
payment accuracies regarding other direct expenses.

Criteria

Per Texas Administrative Code Title 34 Part |, Chapter 20, Subchapter F, Division 1 Rule 20.487,
Invoicing Standards, in order to request payment from the comptroller, a state agency submitting a
payment request to the comptroller certifies that the invoice is correct and properly payable.

Per the PEPS Contracting: Contract Management for the Project Manager manual, (December 2022),
the PEPS Invoice Center and the districts and divisions share the responsibility of processing
invoices. It is TXDOT policy to process invoices in a timely manner after verifying accuracy and
acceptability of the invoice.

Cause
The CEl invoice review process does not have a method to independently validate hours charged by a
CEl provider for a project and is predominantly reliant on manual tasks for accuracy and approval.

Evidence

Invoice Labor Hours Independent Validation

None of the 60 FY 2022 invoices that were judgmentally selected in five metro districts could be

independently validated for accuracy of direct labor hours, totaling approximately $5.1M or 80% of

total invoices tested.

= Project managers will look at the reasonableness of hours booked based on their knowledge of

the projects’ progress; however, without being on-site with the CEIl provider, hours billed cannot
be validated.
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CEl Invoice Review Process
A review of the PEPS Invoice Center Standard Operating Procedures, PEPS Invoice Center Handbook,
and interviews with the five metro districts’ personnel, identified 13 tasks within the CEl invoice
review process, of which 12 were manual, and nine were duplicative.
= Metro districts interviewed also indicated the review process is labor intensive, time-
consuming, and workloads do not allow for a 100% review of pay rates, ODE rates, or
validation of direct labor hours billed.

Each invoice is noted to go through the below tasks and teams:

d 0 pleted b
PEF oice D Duplicative Proce
C . -
O O . ) a . -
O a anage
edd
pE a
Contract Compliance Review X X X Yes Manual
Enter Invoice Package into
PEPS’ Contract Management X No Manual
System
Enter Prompt Payment
Information into PEPS’ X No Manual
Contract Management System
Review for Budget Status X X X Yes Manual
Validate Labor Categories X Yes Manual
Validate Other Direct Expense X Yes Manual
and Travel Expenses
Validate CEl Work Performed X No Manual
Vallldate CEIl Project X No Manual
Deliverables
Validate Appropriate Staff and X X Yes Manual
Rates were Used
Validate CSJ is Using an
Executed Work Authorization A UEs Il
Validate Function Codes X X Yes Manual
Verify District Codes X X Yes Manual
DocuSign Routing for X X X Yes Automated
Approvals

Additionally, metro districts’ CEl invoices rejection rates for the period from FY 2023 through FY
2020 are as follows:

Invoices Percentage

Total Invoices Rejected Rejected Top Reason
2023 1,514 111 7% Incorrect Charges
2022 1,409 63 4% Incorrect Charges
2021 1,566 83 5% Incorrect Charges
2020 1,408 80 6% Incorrect Charges

These invoices are sent back to the CEIl providers for edits and are resubmitted to PEPS, which
restarts the review process prior to payment.
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Management Action Plans (MAPs):

MAP 1.1 | Completion Date: Action Completed | Division: | Yes |District:| No
Professional Engineering Procurement Services Division (PEPS) to work with the Information Technology
Division (ITD) to automate the receipt, assigning, routing and approval of invoices using the DocuSign CLM

system.
MAP Owner: | Tira Dobrozensky, PEPS Contract Administrator, PEPS
MAP 1.2 |Completion Date: Action Completed | Division: | Yes |District:| No

Professional Engineering Procurement Services Division (PEPS) to work with the Financial Management
Division (FIN) to automate the routing of invoices to FIN for payment using OnBase. Using the DocuSign CLM
system, an auto archival of invoices in OnBase, allows FIN to retrieve and process the invoices for payment.
MAP Owner: | Tira Dobrozensky, PEPS Contract Administrator, PEPS

MAP 1.3 | Completion Date: September 15, 2024 | Division: | No | District: | Yes
Metropolitan (Metro) Directors of Construction will develop standard operating procedures to establish a
check and balance for evaluating the reasonability of Construction Engineering and Inspection (CEI) full time
employee (FTE) burn rate compared to the “Schedule D” or level of effort budgeted hours, as well as a
comparison of budget CEI FTE burn rate billed to the corresponding project time and budget. These
procedures will be communicated to the area engineers and relevant project staff for implementation.

MAP Owners: | Metro District Directors of Construction

MAP 1.4 | Completion Date: December 15, 2024 | Division: | Yes | District:[ No
Professional Engineering Procurement Services Division (PEPS) and Strategic Initiatives and Innovation
Division (STR) will explore opportunities in the use of Artificial Intelligence (Al) to identify invoice anomalies
within contractual labor classifications, rates, and location for a in depth review for accuracy.

MAP Owners: Shana Thomas, PEPS Controls Section Director, PEPS
) Tira Dobrozensky, PEPS Contract Administrator, PEPS
MAP 1.5 | Completion Date: January 15, 2025 | Division: | Yes | District:[ No

Professional Engineering Procurement Services Division (PEPS) and Strategic Initiatives and Innovation
Division (STR) will explore opportunities to incorporate automated process/controls within the construction
engineering (CEl) inspection invoicing process to assist in providing reasonable assurance of invoiced direct

labor hours.
MAP Owners: Dan Neal I, PEPS Center Excellence Section Director, PEPS

) Benjamin McCulloch, Strategic Data Scientist, Strategic Initiatives and Innovation Division
MAP 1.6 | Completion Date: February 15, 2025 | Division: | Yes | District:| Yes

The Director of District Operations will work with the Construction Division (CST) and the districts to look into
new approaches to help validate invoices submitted by Construction Engineering and Inspection consultants.
This approach could include, but is not limited to, use of the Construction and Maintenance Contract
Management System.

MAP Owners: Carl Johnson, Director of.District Operations

Jason Duncan, Deputy Director, CST

MAP 1.7 |Completion Date: January 15, 2025 | Division: | Yes | District: | No
The Professional Engineering Procurement Services (PEPS) Division will work with the Information Technology
Division to develop a tool to collect the work authorization budget or level of effort data into a data system
that compares budgeted labor hours against billed labor hours submitted in invoices.

MAP Owner: | Dan Neal Il, PEPS Center Excellence Section Director, PEPS
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MAP 1.8 | Completion Date: March 15, 2025 | Division: | Yes | District:| No
Professional Engineering Procurement Services Division (PEPS) will distinguish the roles of the TxDOT Project
Manager and the PEPS Invoice Center in the Standard Operating Procedures (SOP), PEPS Contracting:
Contract Management for the Project Manual, Training Presentations, and additional resources to reduce the
duplication in reviews. PEPS update will also include information related to the incorporation of artificial
intelligence into the invoice review process, because of the exploration efforts identified in MAP 1.4.

MAP Owner: | Dan Neal Il, PEPS Center Excellence Section Director, PEPS

MAP 1.9 | Completion Date: August 15, 2025 | Division: | Yes | District: | Yes
The Director of District Operations will work with the Construction Division (CST) and the districts to
implement the new approach determined in MAP 1.6.

MAP Owners: Carl Johnson, Director of.District Operations
Jason Duncan, Deputy Director, CST
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| Summary Results Based on Enterprise Risk Management Framework |

The Internal Audit Division uses the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) Internal Control - Integrated Framework version 2013.

A defined set of control objectives was utilized to focus on operational and compliance goals for the
identified scope areas. Our audit opinion is an assessment of the health of the overall control
environment based on (1) the effectiveness of the enterprise risk management activities throughout
the audit period and (2) the degree to which the defined control objectives were being met. Our audit
opinion is not a guarantee against operational sub-optimization or non-compliance, particularly in
areas not included in the scope of this audit.

Audit Results Dashboard
CEl Expenditure Assessment

Scope Areas Evaluated
Business Objectives (Reporting, Operational, Compliance) 0,C 0.C

ERM Component Control Activities CEl Invoice Review and Approval CEl Invoice Processsing Efficiency

Organizational Tone

Business Objective/Performance Measures

Control

Resource Capaci
Environment petily

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis
Risk Assessment

Risk Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance 1 1

Review/Approvals 1

Control Activities

Segregation of Duties

Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input 1

Infi tion &
s Data/Information Processing

Cor ication
Data/Information Output
Internal and External Reporting
Evaluations/Inspections
Quality Control/Quality Assurance Reviews 1
Monitoring

Reconciliations

Management Assessments

_ el i _
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| Closing Comments |

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TxDOT. The report presents the results of the Construction Engineering and
Inspection (CEIl) Expenditure Assessment audit which was conducted as part of the Fiscal Year (FY)
2023 Audit Plan.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards and in conformance with the International Standards for the Professional Practice of
Internal Auditing. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. Recommendations to mitigate risks identified were provided to management during
the engagement to assist in the formulation of the management action plans included in this report.

The results of this audit were discussed with the Professional Engineering Procurement Services

Division and districts on November 9, 2023. The Internal Audit Division appreciates the cooperation
and assistance received from the personnel contacted during this audit.
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