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Objective

To evaluate the campus consolidation construction payments invoicing process, as well as,
transitional preparedness processes.

Opinion

Based on the audit scope areas reviewed, control mechanisms are effective and
substantially address risk factors and exposures considered significant relative to impacting
reporting reliability, operational execution, and compliance. The organization's system of
internal controls provides reasonable assurance that key goals and objectives will be
achieved despite control gap corrections and improvement opportunities identified. Control
gap corrections and improvement opportunities identified have the potential to negatively
impact the achievement of the organization's business/control objectives.

Overall Engagement Assessment ‘ Satisfactory

Finding

Operating
Title Control Design Effectiveness Rating
Finding 1 Surplus Inventory Process X X Satisfactory

Management concurs with the above finding and prepared management action plans to
address deficiencies.

Control Environment

The campus consolidation project is led by a project team from the Support Services
Division (SSD), which includes the project lead, architect, and construction manager within
TxDOT. Since February 1, 2021, TxDOT’s Lead Architect has been the interim project
manager (IPM) after the previous project lead resighed. Freese and Nichols (FN) acts as the
Construction Management Agency to help ensure design and construction needs meet
TxDOT’s standards.

The SSD project team reviews and approves monthly construction invoice packages and
supporting documentation based on work completed and TxDOT'’s signatory authority. FN
verifies the prime contractor’s work delivery, provides onsite project management, inspects
construction work, and reviews invoices/deliverables. In addition, subcontractors that are
classified as historically underutilized businesses (HUB) within the invoice package must be
active with the Texas Comptroller of Public Accounts website. Invoice amounts are included
within the HUB Subcontracting Plan - Prime Contractor Progress Assessment Report and
the HUB Subcontracting Plan (HSP) Progress Compliance Form in the invoice package for
reporting to the Civil Rights Division. These reports indicate whether the vendor is a Texas-
certified HUB and provides information regarding total amount paid in the reporting period
and to-date to the subcontractor.

When a change to the original scope of work is requested by either the contractor/architect
or TXDOT Administration, a change order is initiated. Change orders are allocated in four
categories that have money budgeted to them: Allocations, Work Remaining to Procure,
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Construction Management Contingency, and Owner Contingency. Change orders are
reviewed and approved by the SSD project team, FN, SSD Director, and the Chief
Administrative Officer, depending on the category the change order is allocated to.

To prepare for the transition to the new campus, TxDOT has an agreement with Facilities
Resource Inc. (FRI) to conduct inventory of furniture and equipment (non-vehicle) for each
building at TxXDOT’s existing Austin campuses. Once FRI completes their inventory of each
division’s property, the information is submitted to SSD’s Asset Management Branch to
classify and communicate to the respective division for their review and approval. After the
divisions complete their review and the information is verified by SSD, the IPM approves
payment to FRI. SSD is responsible for managing inventory for the campus consolidation
project by classifying items for relocation, repurpose, surplus, disposition, or recycle.

Summary Results
Audit testing completed resulting in management action plans.

Finding Scope Area Evidence

Surplus inventory identified by FRI at existing Austin

campuses had not been fully reviewed and/or classified by

Transitional the divisions. I_n a(_jdition, no evidence was provided that

1 Preparedness showed coordination between SSD and Procurement
Division (PRO) to leverage campus consolidation surplus

inventory to help reduce districts/divisions buying

additional items.

Audit testing completed not resulting in management action plans.

Scope Area \ Evidence

= Eleven campus consolidation construction invoice
packages between April 2020 - February 2021 totaling
$110,350,914 were reviewed and determined:

— Appropriate levels of reviews via DocuSign, per
SSD process.

— Appropriate approvals based on the signhatory
authority.

— Approval within 30 days of the invoice receipt
date, per contractual requirements.

— Amounts agreed to the campus consolidation
summary document maintained by SSD.

— All 43 subcontractor (non-HUB) invoices valued at
$500,000 or greater (totaling $50,825,554) were
reviewed:

o Supporting documentation on deliverables billed
and/or work completed was included within the
invoice.

o Line item invoice amounts reconciled with the
total amount on the schedule of values.

Scope Area 1
Construction Payments
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o No substitutions were initiated for items
invoiced.

— 110 HUB subcontractor invoices were judgmentally
selected for HUB testing:

o Invoice amounts agreed to the supporting
documentation within the invoice.

o The subcontractor maintained an active status
with the Texas Comptroller of Public Accounts
website, as required by the Texas Administrative
Code.

= Ajudgmental sample of 65 change orders from January

2020 - March 2021 were reviewed:

— All 65 changes orders were appropriately allocated
to the change order category and agreed with the
change order log maintained by SSD.

— All 65 change orders were approved per
requirements in change order signatory authority.

= Observed on-site inspection for the April 2021 invoice
with the project manager and FN representative to verify
completion of work billed.

= Review of the construction project timeline and verified
that the project construction is on track to meet the
construction completion date.

= Review of the project master schedule noted that the
inventory schedule is on track to meet the completion
date.

Scope Area 2
Transitional Preparedness

Audit Scope and Methodology

The audit was conducted during the period from March 1, 2021 to May 4, 2021. Testing
focused on the invoice review process for the construction contract associated with the
campus consolidation project, as well as, transitional preparedness for surplus inventory at
existing TxDOT campuses. The invoice package population included 11 invoice packages
from April 2020 to February 2021.

Scope Area 1: Construction Payments - To help provide assurance that high valued
services/deliverables billed were supported and approved by the invoice review process.

Methodology included:
= Reviewed TxDOT internal policies/documentation including TxDOT criteria on
purchase delegation.
= Judgmentally selected the eleven monthly construction invoice packages from April
2020 to February 2021. These were invoices that came after issuance of the
Campus Consolidation Phase I: Invoice and Vendor Management audit.
— Ensured levels of review of invoice packages, based on SSD invoice review
process.
— Ensured approvals of invoice packages based on the sighatory authority were
consistently documented.
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— Ensured invoiced packages were approved within 30 days, per the
construction contract.

— For subcontractor invoice items valued $500,000 or greater:

o Verified documentation supporting deliverables billed and/or work
completed and whether they agreed to the invoice.

o Determined whether product substitutions were initiated, to determine
substitutions were approved and reasonable.

— For each invoice package, judgmentally selected ten HUB subcontractors:

o Verified the HUB subcontractors’ invoice amount agreed to the support
documenting the work completed.

o Verified the HUB subcontractors had an active status with the Texas
Comptroller of Public Accounts website, as required by the Texas
Administrative Code.

e Judgmental selection based on three low dollar range ($1 -
$20k), three medium dollar range ($21k - $80k), three high
dollar range ($90k and above), and one random selected HUB
Subcontractor.

= Selected a judgmental sample of 65 change orders (January 2020 - March 2021)
across the four categories (i.e., Allocations, Work Remaining to Procure, Construction
Management Contingency, and Owner Contingency) based on the top ten dollar
value, as well as, description of the change order.

— Verified amount agreed to change order log, approvals agree to the signature
authority, and the change order was appropriately allocated to the correct
category.

= QObserved on-site inspection conducted by the project manager and FN to help ensure
verification of work performed for the April 2021 invoice package.

= Reviewed the construction schedule to determine if the project is on track to meet
the construction completion date.

Scope Area 2: Transitional Preparedness - To evaluate the design of the transitional
processes for the campus consolidation project.

= |nterviewed the Campus Consolidation Team and FRI to understand each team’s
role, how contract monitoring is performed, and the effectiveness of the
communication process between teams.
= Obtained inventory spreadsheets compiled by FRI from July 2020 - February 2021
- Analyzed to determine whether inventory has been reviewed/classified by
SSD and Divisions.
- Analyzed timeliness of inventory review between FRI, SSD, and Divisions.
= Obtained move-in schedule and determined if the project is on-track to meet the
projected completion date.
= Determined whether there has been coordination with PRO to leverage surplus
inventory rather than procuring similar items that have been surplus inventoried.

Background

This report is prepared for the Texas Transportation Commission and for the Administration
and Management of TxDOT. The report presents the results of the Campus Consolidation
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Phase Il: Construction Payments and Transitional Preparedness audit which was conducted
as part of the Fiscal Year (FY) 2021 Audit Plan.

The Campus Consolidation project is the consolidation of five Austin area campuses into a
single location at 6230 E. Stassney Lane in Austin, TX. Designated divisions plan to move to
the new Stassney campus in 2022. The project budget is $330M with multiple state funding
sources including the 86th Texas Legislature and Governor approved 2020-21 biennial
budget. TXDOT has approved and paid $209.6 million out of $326 million, as of July 27,
2021. Most of the remaining balance supports the construction phase.

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 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 reporting, 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
reporting misstatement and reliability, operational sub-optimization or non-compliance,
particularly in areas not included in the scope of this audit.
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Detailed Finding and Management Action Plans (MAP)

Finding No. 1: Surplus Inventory Process

Condition

Surplus inventory identified at existing Austin campuses by Facilities Resources, Inc. (FRI)
had not been fully reviewed and/or classified by the divisions. In addition, coordination
between SSD and Procurement Division (PRO) did not occur to produce a plan to leverage
campus consolidation surplus inventory agency-wide to help reduce districts/divisions
buying additional items.

Effect/Potential Impact
Without a timely review by divisions on inventory amounts, confirmation of final surplus
inventory amounts cannot be finalized.

Data obtained from PRO found that statewide purchases made for non-Stassney campus
locations in FY 2020 ($1,110,518) and through April 15, 2021 ($1,588,748) were similar to
the surplus codes identified by FRI as of July 2021. As a result of these additional purchases
being made, surplus inventory codes continued to increase during FY 2021. As a result of
some of these continuous purchases, inventory levels on surplus codes would continue to
increase further impacting the final surplus inventory balance that TxDOT will need to track
and manage.

Criteria
The Property Management Procedures Manual states that:
= Re-utilization of department surplus property should always be the first source of
supply when possible.

The Purchasing Manual states that:
= |n Section 1: Specific Purchasing Objectives: Stock, maintain, transfer, and dispose of
surplus items economically.
= |n Section 3: Prior to a Transaction Cardholder must review warehouse stock to
determine if a needed item is available from stock, or from surplus property, prior to
submitting a request or using the PCard.

TxDOT’s 2019-2023 Strategic Plan outlines TxDOT goals and responsibilities. TxDOT’s
responsibilities are outlined as such 1) Implement effective planning and forecasting
processes that deliver the right projects on-time and on-budget and 2) ensuring efficient use
of state resources to include maximizing results produced with minimum waste of taxpayer
funds. The following goal of Strategic Alignment: Foster Stewardship states to:
= Ensure efficient use of state resources; Finalize and implement asset management
and resiliency planning activities.

Cause

The previous campus consolidation project lead was responsible for managing the inventory
process related to communication and coordination between the vendor, SSD, and PRO
regarding furniture requests for new purchases versus use of inventory surplus. The task
was re-assigned to SSD Asset Management Branch when the project lead resigned in

August 2021 6



Campus Cons. Ph ll: Cst.Pmt./Trans. Prep  TxDOT Internal Audit Division - Limited Scope

January 2021. Based on discussion with SSD, they have had limited resources to manage
this process. As of July 13, 2021, inventory surplus was not available for districts and
divisions due to the timing of move in to the Stassney campus.

Evidence
Timely Classification of Inventory
Surplus inventory had not been fully reviewed and/or classified. As of April 27, 2021, FRI
completed inventory across nine buildings, which include 46 division locations
spreadsheets.
= 46 of 46 (100%) division inventory spreadsheets had been reviewed by SSD for initial
classification and shared with the respective division for their review/classification:
— 17 of 46 (37%) division inventory spreadsheets had not been
reviewed/classified by the respective division.

As of July 13, 2021, six spreadsheets were still pending review by the Information
Technology Division (ITD) and had been outstanding for 74 days.

Coordination with PRO
Based on discussion with PRO, there has not been coordination between SSD and PRO to
leverage surplus inventory rather than districts/divisions buying additional items.

Management Action Plan (MAP):

MAP Owner: Rhonda Branecky, Statewide Program Services/Support Director, Support
Services Division

MAP 1.1:

Support Services Division (SSD) verbally communicated to the Procurement Division (PRO) in
2019 that no more furniture purchases for the Austin campuses should occur due to the
upcoming move to the Stassney campus. SSD will send a formal email to the PRO Director to
not purchase any furniture for Austin campuses.

Completion Date: Action Completed

MAP Owners: Scott Hudson, Management Analyst, Information Technology Division
Carolyn Carson, Infrastructure Supervisor, Information Technology Division

MAP 1.2: The Information Technology Division (ITD) will identify owners within ITD to review
ITD inventory spreadsheets.

Completion Date: Action Completed

MAP Owners: Scott Hudson, Management Analyst, Information Technology Division
Carolyn Carson, Infrastructure Supervisor, Information Technology Division

MAP 1.3: The Information Technology Division (ITD) will review and submit their initial

division inventory spreadsheets to the Support Services Division due to the nature of the
division inventory.
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Completion Date: September 15, 2021

MAP Owner: Rhonda Branecky, Statewide Program Services/Support Director, Support
Services Division

MAP 1.4: Support Services Division (SSD) will finalize and store Information Technology
Division (ITD) inventory spreadsheets when ITD reviews and submits their division inventory
spreadsheets to SSD in MAP 1.2.

Completion Date: October 15, 2021
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Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard

Campus Consolidation Phase Il: Construction Payments and Transitional Preparedness
Scope Areas Evaluated

Business Objectives (Reporting, Operational, Compliance) 0.C
ERM Component Control Activities Construction Payments Transitional Preparedness

Organizational Tone

Business Objective/Goal-Setting

Control

Resource Capaci
Environment pacity

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

Approvals/Authorizations

Control Activities | Supporting Evidence/Records Retention
Segregation of Duties/System Access

Sarfeguarding Assets/Security

Information Classification

Information Input

Information &

Information Processin
Comr ication g

Internal and External Reporting

Information Output
Exception Reporting Review

1
Reconciliations
Monitoring | Root-Cause Analysis
Evaluations/Inspections
Management Action Plans
Scope Area Assessment

- - ) Needs _
Rating Assessment Grid Exemplary Satisfactory Unsatisfactory

Closing Comments

The results of this audit were discussed with the Support Services Division Director on
August 5, 2021. The Internal Audit Division appreciates the cooperation and assistance
received from the Support Services Division during this audit.
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