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Executive Summary

Objective

To assess policy and procedures for documenting, reviewing, and approving construction contract
project payments.

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 reporting, 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 findings and prepared management action plans to address
deficiencies.

Finding 1: Verification of Buy America Compliance

Control X Operating

Design Effectiveness

Required certifications and documentary support to confirm Buy America compliance were not available for

steel materials installed on federally funded projects.

= 267 of 322 (83%) line items had Mill Test Reports (MTRs) provided by the material supplier; however,
there was no additional documentation (i.e., material tags, photos of steel markings, Daily Work Report
(DWR) inspection comments) to connect the MTRs to the materials delivered and installed on the
project.

= 55 0f 322 (17%) line items had no documentation (i.e., MTRs, material tags, photos of steel markings,
DWR inspection comments) retained to support verification.

X Division | Construction Division District Yes

(Impact): Noncompliance with Buy America requirements could result in withdrawal of federal funds from the
Federal Highway Administration (FHWA). Line items totaling $21.7M could not be verified as being compliant.

Finding 2: Entry and Accuracy of Qualified Steel Material Suppliers
Control X Operating
Design Effectiveness
Suppliers for steel construction project materials were not all entered or were inaccurately entered within the
construction and maintenance contracts management system (SM).

Validation

= 52 of 119 (44%) Quality Monitoring (QM) samples had no MTR documentation retained to compare and

validate if the material supplier was documented and matched the material supplier noted within SM.

Entry
= 47 of 119 (39%) QM samples had only one material supplier source within SM; however, MTRs on file
showed material was provided from multiple sources.

Accuracy
= 14 of 119 (12%) QM samples had an inaccurate material supplier source recorded in SM based on the
MTR on file.

X Division | Construction Division District Yes

(Impact): Line items paid totaling $7.1M had no documentation to support sources entered within SM,
$9.0M did not have all material sources entered within SM, and $4.7M had an inaccurate source within SM.
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Finding 3: Completeness and Accuracy of Daily Work Reports

Control Operating

Design Effectiveness

DWRs for construction projects had insufficient information to support work performed by the third-party

contractor or had payment quantities inaccurately calculated.

Completeness

= 60 of 801 (7%) line items did not have sufficient information/documentation to support the total work
performed and paid to the contractor.

X Division | Construction Division District Yes

Accuracy
= 23 0f 741 (3%) line items ($1.8M) had quantities documented for work performed that were incorrectly
calculated or inaccurately entered in SM for payment based on measurement documentation on hand.

Required References

= 376 of 801 (47%) line items had missing plan page references within the DWR.

= 221 of 801 (28%) line items had missing station number references within the DWR.

= 115 of 801 (14%) line items had missing references to other supporting DWRs for payments made.

(Impact): Line items totaling $5.1M did not have complete information to support quantity of work performed.
Calculation or entry inaccuracies identified resulted in underpayments of $17.2K and overpayments of
$16.7K to third-party contractors. DWRs not including all required references results in non-compliance with
policy.

Audit testing completed not resulting in management action plans.

Scope Area 1: Payment Support and Verification

= 801 of 801 (100%) line items (surface course and pavement) were created and authorized by two
different individuals (i.e., proper segregation of duties) in SM.

= The Construction Division (CST) has created reporting within SM to assist districts in monitoring when
DWRs are completed and authorized.

= Review of the Construction Contract Administration Manual and other guidance developed by CST
identified what information is required to be documented in DWRs.

Scope Area 2: Buy America Compliance

= 67 of 67 (100%) QM samples had suppliers entered that were on the approved material producers list.

Control Environment

CST provides oversight for TXDOT's low-bid construction program to include technical assistance,
training, and development of policies and procedures applicable to the management of construction
contracts. The Materials and Tests Division performs tests of steel materials to confirm quality and
authorize the material supplier as an approved source for use on TxDOT construction projects.

District area office personnel are responsible for the day-to-day contract management activities for
construction projects to include determination of training required to inspect work performed by
third-party contractors, inspection staffing coverage, documentation of work performed, verification
and documentation of steel material sourcing through a QM sample in SM, and review and approval
of payments made.

Contracted construction work is documented within SM in DWRs that include details and support for
the specific items of work completed by the contractor and verified by district personnel.
Documentation to support work performed has also been retained outside of SM (i.e., electronic
databases, hard copy files, shared drive, employee e-mail inboxes, etc.) based on the discretion of
the district and/or district area office. Payments for the work performed by the contractor during the
month are initiated by area office personnel in SM through monthly estimates (i.e., internally created
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invoices). Prior to payment, the estimates and their corresponding DWRs go through a review and
approval process within the district.

Appropriate verification of Buy America compliance involves 1) obtaining material supplier reports
(i.e., MTRs) demonstrating material was manufactured in the United States, 2) on-site verification of
materials delivered to the project and installed on the project, and 3) retention of documentation
supporting materials were compliant with Buy America prior to installation and payment.

H.R. 3684: Infrastructure Investment and Jobs Act will be extending requirements for Buy America to
include all manufactured products and construction materials that are permanently installed to be
produced in the United States. CST is currently awaiting guidance from FHWA regarding H.R. 3684
before developing a strategy or guidance to ensure statewide compliance for any additional
requirements.

Background

Construction contracts are utilized by TxDOT to help deliver and complete transportation
improvements to address highway infrastructure needs. SM was implemented in 2001 to assist
districts with the management of construction contracts. For fiscal year (FY) 2021, a total of 18.4K
estimate payments totaling approximately $6B were processed through SM and paid to third-party
contractors for construction projects.

The Buy America Act requires all steel and iron materials permanently installed on federal funded
construction projects to be manufactured in the United States. The H.R. 3684: Infrastructure
Investment and Jobs Act (signed November 15, 2021) will expand the Buy America requirements to
include any manufactured product and construction material permanently installed to be
manufactured in the United States for current and future projects. For FY 2021, a total of 172.1K
line items totaling $2.1B were processed through SM and paid to third-party construction project
contractors that included materials (i.e., iron, steel) requiring Buy America compliance.

A QM sample is a material source verification within SM that serves as proof that the material
utilized in the project comes from approved supplier as listed in the Materials Producer List (MPL).

Best Practices

An area office within the Waco District (WAC) has implemented a process to review payment
quantities weekly with contractors through preliminary estimates prior to delivery of the final monthly
estimate. Utilization of weekly preliminary estimates allows the area offices in conjunction with the
contractor to identify any discrepancies on amount of work paid and make corrections prior to
processing the official monthly estimate.

The WAC Construction Office has implemented a process to routinely monitor the timing of DWR
completion and authorization based on reports available within SM. This monitoring allows for the
identification of potential negative trends in the creation of DWRs after the expected timeframes.

The Right of Way Division has also developed a Buy America Guide listing the responsibilities of the

parties involved in the verification of Buy America compliance along with documentation detailing
how to specifically match forms provided by contractors (i.e., MTRs) to the materials installed.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from December 1, 2021 to April 14, 2022. Testing
focused on 1,123 construction project line item payments totaling $87M processed June 1, 2021
through November 30, 2021 in the Amarillo, Austin, Dallas, El Paso, Houston, Pharr, Waco, and
Yoakum Districts.

Scope Area 1. Payment Support and Verification

Evaluated surface course and pavement line items paid on TxDOT managed construction projects to
determine if line items 1) were calculated correctly, 2) appropriately reviewed and approved, and 3)
supporting documentation was retained.

Reviewed federal, state, and internal TXDOT criteria and trainings.

Conducted interviews with key district and CST personnel responsible for review and approval of
construction project payments.

Assessed the reliability of construction project line item payment data by comparing to estimate
payment reports and payments processed by the Financial Management Division, as well as, to
determine if data was sufficiently reliable for the purposes of analyzing construction payment accuracy
and support.

Judgmentally selected eight districts based on total number and dollar value of line items paid for
surface courses and pavements type of work and district type (i.e., metro, urban, rural).

For the eight sampled districts, judgmentally sub selected 801 individual line items from the top four
surface course and pavement type of work based on measurement type (i.e., square yard, cubic yard,
ton).

For the selected line items determined retention location(s) used by the sampled districts, reviewed
documentation to verify support and accuracy for the payments made to the contractors and
determined level of review and approval performed for DWRs created.

Performed observations of construction project inspections and conducted interviews with inspectors to
determine the level of on-site review performed by construction inspectors to ensure work performed by
the contractor is inspected and documented per requirements.

Scope Area 2: Buy America Compliance

Evaluated line items paid on TXDOT managed construction projects requiring use of steel and iron to
determine 1) how materials are verified for Buy America compliance when installed, 2) if materials paid
complied with Buy America requirements, and 3) supporting documentation was retained.

Reviewed federal and internal TxDOT criteria.

Conducted interviews with key district and CST personnel responsible for review and verification of Buy
America compliance, as well as staff from the Federal Highway Administration.

Using the same eight sampled districts from Scope Area 1, judgmentally sub selected 322 individual
line items from the top four structure line items based on total number and average dollar value of line
items paid during FY 2019 - 2021.

For the selected line items determined retention location(s) used by the sampled districts and reviewed
documentation to verify compliance of materials installed with Buy America.

Evaluated monitoring performed by CST and the sampled districts to ensure Buy America compliance.
Performed observations of construction project inspections and conducted interviews with inspectors
and recordkeepers to determine level of verification performed to ensure material installed on the job
complies with Buy America.
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] Detailed Audit Findings and Management Action Plans (MAPSs) \

Finding No. 1: Verification of Buy America Compliance

Condition
Required certifications and documentary support to confirm Buy America compliance were not
available for steel materials installed on federally funded projects.

Effect/Potential Impact

Steel materials permanently installed on federally funded construction projects not meeting Buy
America requirements could result in withdrawal of federal funds from the Federal Highway
Administration (FHWA) for the specific line item or entire project. Construction project line items
judgmentally sampled that contained steel materials totaling $21.7M could not be verified as Buy
America compliant.

In addition, extended Buy America requirements for federally funded construction projects as
outlined in H.R. 3684 Infrastructure Investment and Jobs Act could increase exposure for the
potential withdrawal of federal funds from FHWA on projects.

Criteria
23 Code of Federal Regulations (CFR) § 635.410 requires all steel products permanently installed in
construction projects with federal participation to be produced in the United States.

The 2014 Standard Specifications for Construction and Maintenance of Highway, Streets and
Bridges requires all contractors to comply with the requirements of Buy America as listed in 23 CFR
§ 635.410.

The Buy America Compliance Memorandum issued by the Construction, Materials and Tests, and
Traffic Safety Division Directors on September 9, 2020, required 1) all inspectors to review tags and
marks on all steel received to ensure that materials received correspond to the test reports (Mill Test
Report) and are not from a foreign source, and 2) all districts to verify and retain Buy America
documentation.

FHWA'’s Buy America Question and Answers for Federal-aid Program states that certification that
steel products are of domestic origin is required from the contractor prior to permanent incorporation
of steel products into a Federal-aid project.

The Construction Contract Administration Manual (CCAM) Chapter 4, Section 1, establishes the daily
work report (DWR) as TxDOT's official record for inspection documentation and Chapter 11, Section
1, states that sufficient documentation should be maintained to support payments made.

Cause

The Construction Contract Administration Manual (CCAM) does not include 1) information to be
included by the material supplier on the mill test reports (MTRs), 2) specific procedures for the
verification of MTRs to the material tags as outlined in the Buy America Compliance memo, 3) timing
of when MTR and material tag should be obtained/verified, 4) retention of material tags for
recordkeeper verification/approval, and 5) retention location.

Through inquiry with district staff, there are variations and lapses in understanding of 1) Buy America
requirements, 2) type of inspection to be performed prior to material installation, 3) timing for
submission of supporting documentation by the contractor/supplier, 4) verification of compliance
required prior to approval of line items for payment, 5) documentation required to be retained, 6)
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retention location across districts and within area offices in the same district, and 7) timing and level
of spot reviews performed by construction records auditors.

Evidence

A review to determine if steel construction project materials installed were verified for Buy America

compliance through inspection and supplier/contractor provided documentation was performed for

322 line items processed between June 1 and November 30, 2021 totaling $21.7M.

= 322 0of 322 (100%) line items had insufficient documentation retained to verify Buy America
compliance.

- 267 of 322 (83%) line items had Mill Test Reports (MTRs) provided by the material
supplier; however, there was no additional documentation (i.e., material tags, photos of
steel markings, DWR inspection comments) to connect the MTRs to the materials
delivered and installed on the project.

- bbof 322 (17%) line items had no documentation (i.e., MTRs, material tags, photos of
steel markings, DWR inspection comments) retained to support verification.

In the absence of verifiable MTRs, a further review of DWRs was performed for the 322 line items to

determine if an on-site inspection of Buy America compliance was completed prior to material

installation on the project.

= 322 0f 322 (100%) line items had no information within the DWR to validate project inspector
on-site verification of Buy America compliance prior to installation.

Management Action Plans (MAPs):

MAP 1.1 [ Completion Date: August 15, 2022 | Division: | Yes | District: | No
The Construction Division (CST) will discuss the results of the audit engagement with applicable district
personnel to emphasize Buy America compliance verification requirements at the June 2022 Quarterly
Directors of Construction Meeting and the July 2022 Annual Recordkeepers Meeting.

CST Inspector Development Program staff will also share Buy America compliance verification requirements
with the district personnel during training conducted at the request of the districts.
MAP Owner: | Jason Duncan, Deputy Director, Construction Division

MAP 1.2 | Completion Date: September 15, 2022 | Division: | No [ District: | Yes
District Directors of Construction and Area Engineers will communicate the results of the audit engagement
with applicable district personnel to emphasize Buy America compliance verification requirements to include
the Project Records Checklist and the Material Inspection Guide which outline the specific requirements for
inspection and verification of compliance with Buy America.

MAP Owners: | District Engineers

MAP 1.3 | Completion Date: December 15, 2022 | Division: | Yes |[District:| No
The Construction Division (CST) will:
= review and modify the Project Records Checklist to ensure the checklist includes:
- required records for each TxDOT standard specification item, including Buy America
documentation required.
- timing of when Buy America compliance verification should be performed.
- personnel responsible for receiving and verifying documentation.
- updated Buy America requirements as communicated to CST by the Federal Highway
Administration (FHWA).
= update the Construction Contract Administration Manual (CCAM) to reinforce existing Buy America
requirements to include use of the Project Records Checklist and the Material Inspection Guide which
outline the specific requirements for inspection and verification of compliance with Buy America.
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= update the daily work report (DWR) template to include a statement regarding Buy America compliance
verification.

= create a tool to assist districts in performing project reviews in accordance with the Project Closeout
Checklist, the Project Records Checklist, and Buy America documentation requirements.

= perform spot checks of Buy America compliance verification during quarterly project reviews to ensure
district monitoring of Buy America compliance is effective.

. update existing training courses (i.e., CON304, CON305, CON320, & District Workshops) to include:

routine items with Buy America components.

- timing of when Buy America compliance verification should be performed.

- personnel responsible for receiving Buy America compliance documentation in accordance with
the Material Inspection Guide and Project Records Checklist (i.e., construction inspectors and
recordkeepers).

- specific documentation required to be retained to support Buy America compliance in
accordance with the Project Records Checklist.

MAP Owner: | Jason Duncan, Deputy Director, Construction Division

MAP 1.4 | Completion Date: January 15, 2023 | Division: | No | District:| Yes
District Directors of Construction and Area Engineers will communicate and implement Buy America
compliance verification processes for construction projects as outlined in policy to include:
= timing of when Buy America compliance verification should be performed.
= gpecific documentation required to be retained to support compliance in accordance with the Project
Records Checklist.

= the Project Records Checklist that includes the updated Buy America requirements communicated by the
Federal Highway Administration (FHWA).

= the daily work report (DWR) template to include a statement regarding Buy America compliance
verification.

Districts will develop and/or document the process for monitoring Buy America compliance verification
through 30%,/60%/90% (based on project dollar values) project record reviews conducted during the project
by the District Construction Office. Project record review forms will be updated as applicable to ensure Buy
America compliance verification is included.

MAP Owners: | District Engineers
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Finding No. 2: Entry and Accuracy of Qualified Steel Material Suppliers

Condition
Suppliers for steel construction project materials were not all entered or were inaccurately entered
within the construction and maintenance contracts management system (SM).

Effect/Potential Impact

Steel materials permanently installed on federally funded construction projects not meeting Buy
America requirements could result in withdrawal of federal funds from the Federal Highway
Administration (FHWA) for the entire project. Line items paid totaling $7.1M had no documentation
to support sources entered within SM, line items paid totaling $9.0M did not have all material
sources entered within SM, and line items paid totaling $4.7M had an inaccurate source within SM.

Without accurate sourcing of materials on projects, the audit trail or determination of the specific
material supplier(s) could be difficult to ascertain if issues are later identified with materials installed
on the project.

Criteria
23 Code of Federal Regulations (CFR) § 635.410 requires all steel products permanently installed in
construction projects with federal participation to be produced in the United States.

The 2014 Standard Specifications for Construction and Maintenance of Highway, Streets and
Bridges requires all contractors to comply with the requirements of Buy America as listed in 23 CFR
8§ 635.410.

The Buy America Compliance Memorandum issued by the Construction, Materials and Tests, and
Traffic Safety Division Directors on September 9, 2020, required all districts to 1) verify and retain
Buy America documentation, 2) verify Material Producers List source, and 3) associate the
corresponding Quality Monitoring (QM) sample in SM.

Cause

The Construction Contract Administration Manual (CCAM) does not require recording of multiple
supplier sources within SM. In addition, the frequency of QM samples within SM is set to a single
occurrence (i.e., one) and requires manual creation of additional QM samples to document multiple
suppliers. Through inquiry with district staff, there is an unawareness on the need to create multiple
QM samples within SM to document when material is provided from multiple suppliers.

Evidence

A review to verify the entry and accuracy of steel material supplier sources within SM was performed
for 119 Quality Monitoring (QM) samples associated with the sampled 322 line items processed
between June 1 and November 30, 2021 totaling $21.7M.

Validation
= 52 0f 119 (44%) QM samples had no MTR documentation retained to compare and validate
if the material supplier was documented and matched the material supplier noted within SM.

Entry
= 47 of 119 (39%) QM samples had only one material supplier source within SM; however,

MTRs on file showed material was provided from multiple sources.
Accuracy

= 14 0of 119 (12%) QM samples had an inaccurate material supplier source recorded in SM
based on the MTR on file.
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Management Action Plans (MAPs):

MAP 2.1 | Completion Date: August 15, 2022 | Division: | Yes |District:| No
The Construction Division (CST) will discuss the results of the audit engagement with applicable district
personnel to emphasize Buy America supplier and quality monitoring (QM) sampling requirements at the
June 2022 Quarterly Directors of Construction Meeting and the July 2022 Annual Recordkeepers Meeting.
MAP Owner: |Jason Duncan, Deputy Director, Construction Division

MAP 2.2 | Completion Date: September 15, 2022 | Division: | No | District: | Yes
District Directors of Construction and Area Engineers will communicate the results of the audit engagement
with applicable district personnel to emphasize Buy America supplier and quality monitoring (QM) sampling
requirements to include the functionality to associate a hew quality monitoring (QM) sample to a project
when a new material supplier source is used.

MAP Owners: | District Engineers

MAP 2.3 | Completion Date: December 15, 2022 | Division: | Yes |[District:| No

The Construction Division (CST) will:

= update the Construction Contract Administration Manual (CCAM) to reinforce material supplier sourcing
within the construction and maintenance contract management system.

= update training materials to emphasize material supplier sourcing within the construction and
maintenance contract management system to include the functionality to associate a new quality
monitoring (QM) sample to a project when a new material supplier source is used, and additional
sourcing scenarios requiring a QM sample.

MAP Owner: | Jason Duncan, Deputy Director, Construction Division

MAP 2.4 [ Completion Date: January 15, 2023 | Division: | No | District: | Yes
District Directors of Construction and Area Engineers will communicate and implement Buy America material
supplier processes for construction projects as outlined in the Quality Assurance Program (QAP)/Material
Inspection Guide (MIG) to include accurate and complete sourcing of all Buy America material suppliers
within the construction and maintenance contract management system.

Districts will develop and/or document the process for monitoring Buy America material supplier sourcing
accuracy and completeness through 30%/60%,/90% (based on project dollar values) project record reviews
conducted during the project by the District Construction Office. Project record review forms will be updated
as applicable to ensure Buy America material supplier sourcing is included.

MAP Owners: | District Engineers
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Finding No. 3: Completeness and Accuracy of Daily Work Reports

Condition
Daily Work Reports (DWRs) for construction projects did not include sufficient information to support
work performed by the third-party contractor or had inaccurate payment quantities.

Effect/Potential Impact

Without documentation to fully support work performed by the contractor, TxDOT could be subject to
additional charges if a dispute or claim was filed by the contractor. In addition, variation in the
method used to document and retain support for payments creates inefficiencies within the payment
review and approval process. Line items totaling $5.1M did not have sufficient information to
support the total quantity of work performed by the contractor in the construction and maintenance
contracts management system (SM).

In regard to having inaccurate payment calculations, TxDOT could be subject to additional charges
(i.e., interest) if a dispute or claim was filed by the contractor to collect on underpayments, or TxDOT
may not be aware of overpayments being made to contractors. Calculation inaccuracies identified
resulted in underpayments of $17.2K and overpayments of $16.7K.

DWRs that do not include the required references (i.e., plan page, station numbers, DWR
documenting work previously performed) results in non-compliance with internal policies.

Criteria
TxDOT’s Record Retention Schedule requires records for construction contracts to be maintained for
up to seven years after the acceptance and final payment for the contract.

The Construction Contract Administration Manual (CCAM) Chapter 4, Section 1, establishes the DWR
as TxDQT’s official record for inspection documentation and project payments. Chapter 4, Section 4,
states DWRs should document who performed the work, what work was performed, and where the
work was performed to include station numbers. Chapter 11, Section 1, states that sufficient
documentation should be maintained to support all quantities of work performed and payments
made to the contractor.

The Project Records Checklist developed by the Construction Division in coordination with the
Materials and Tests Division establishes the minimum documentation required in the construction
and maintenance contract management system for each project line item.

Cause

There is variation in 1) the training required and received for the completion and review of DWRs, 2)
the level of review performed of DWRs prior to approval for payment and during the reviews
performed by the district construction offices, 3) documentation required to be retained, and 4)
retention location across districts and within area offices in the same district.

Evidence

DWR Completeness

A review to verify the DWR included project inspector comments to support the work completed by

the contractor was performed for 801 line items processed between June 1 and November 30, 2021

totaling $65.4M.

= 60 of 801 (7%) line items did not have sufficient information/documentation to support the total
work performed and paid to the contractor.
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Payment Accuracy
A review to verify the accuracy of quantities paid as compared to supporting documentation was
performed for 741 line items that had sufficient information to perform verification of quantities
processed between June 1 and November 30, 2021 totaling $60.3M.
= 23 0of 741 (3%) line items ($1.8M) had quantities documented for work performed that were
inaccurately calculated or entered in SM for payment based on measurements documented.
- 11 line items were underpayments to contractors totaling $17.2K
- 12 line items were overpayments to contractors totaling $16.7K

Required References

A review to verify the DWR included required references to the project 1) plan page outlining work

required to be completed, 2) location where work was performed (i.e., station numbers), and 3) DWR

documenting work performed by the contractor as required was performed for 801 line items

processed between June 1 and November 30, 2021.

= 376 of 801 (47%) line items had missing plan page references within the DWR.

= 221 of 801 (28%) line items had missing station number references within the DWR.

= 115 of 801 (14%) line items has missing references to other supporting DWRs for payments
made (i.e., DWRs created for payment purposes only).

Management Action Plans (MAPs):

MAP 3.1 | Completion Date: June 15, 2022 | Division: | Yes | District: | No
The Construction Division (CST) will send a training needs survey to all districts to allow development of an
annual training schedule that will meet District construction contract management training needs. The
training survey will include CON304, CON305, CON320 and District Workshop course offerings.

Included in the email will be a reminder to districts that CST Training and Development staff are available to
provide specific trainings (virtually or in person) for Districts upon request.
MAP Owner: | Jason Duncan, Deputy Director, Construction Division

MAP 3.2 | Completion Date: July 15, 2022 | Division: | No | District: | Yes
Districts will assess construction contract management training needs and respond to the Construction
Division (CST) training needs survey to provide a headcount of employees with training needs by course

offering type.
MAP Owners: | District Engineers
MAP 3.3 [ Completion Date: August 15, 2022 | Division: | Yes | District:| No

The Construction Division (CST) will discuss at the June 2022 Quarterly Directors of Construction meeting:

= the results of the audit engagement to emphasize completeness and accuracy of daily work reports.

= the recommended location for retention being with all other project records filed by bid item or line
number as determined by each office.

= the Project File index is available on CST’s webpage for all Districts/offices to utilize.

MAP Owner: | Jason Duncan, Deputy Director, Construction Division

MAP 3.4 | Completion Date: September 15, 2022 | Division: | No | District: | Yes
District Directors of Construction and Area Engineers will communicate the results of the audit engagement
with applicable district personnel to emphasize completeness and accuracy of daily work reports and
retention location.

Districts will consider utilization and implementation of the recommended retention location communicated
by CST during the June 2022 Quarterly Directors of Construction meeting (as outlined in MAP 3.3).
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Districts will analyze their staffing to determine if dedicated inspector development program (IDP) personnel
can be designated within each district, reporting to the Director of Construction. District analysis will include
consideration for Construction Division (CST) recommended IDP staffing levels as listed below:

= Rural Districts - 1 IDP staff

= Urban Districts - 2 IDP staff

= Metro Districts - 3 IDP staff

Designated district IDP personnel will work in conjunction with existing CST IDP personnel to disseminate
materials within the district, attend train the trainer events conducted by CST, and train/mentor district
inspection staff.

MAP Owners: | District Engineers

MAP 3.5 | Completion Date: September 15, 2022 | Division: | Yes | District:| No
The Construction Division (CST) began a pilot program in April 2022 to outsource training for CON304. The
pilot program will run through August 2022. Upon completion of the pilot program CST will assess if
outsourcing of CON304 is a sustainable option in providing additional course offerings to meet District
needs.

MAP Owner: | Jason Duncan, Deputy Director, Construction Division
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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 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.

Audit Results Dashboard
Construction Project Payments Review and Approval

Scope Areas Evaluated

Business Objectives (Reporting, Operational, Compliance) R.0,C 0, C

ERM Component Control Activities Payment Support and Verification Buy America Compliance

Business Objective/Performance Measures

Control

Resource Capaci
Environment pacity

Forecasting/Budget

Training and Development 3 1,2

Risk Identification/Planning
Risk Assessment/Impact Analysis
Risk Response/Cost-Benefit Analysis

Risk Assessment

Business Continuity

Policies/Procedure Development & Maintenance

Review/Approvals

Supporting Evidence/Records Retention 3
Control Activities

Segregation of Duties
Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input

Information &
Data/Information Processing

Cor ication
Data/Information Output
Internal and External Reporting
Evaluations/Inspections
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Construction Project Pmt. Review and Approval  TxDOT Internal Audit Division — Full Scope

] 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 Project Payments Review
and Approval audit which was conducted as part of the FY 2022 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 Construction Division Director and District

Engineers on May 11, 2022. The Internal Audit Division appreciates the cooperation and assistance
received from the personnel contacted during this audit.
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