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Contractor Performance Monitoring TxDOT Internal Audit Division - Limited Scope

Objective
To assess the efficiency and effectiveness of the contractor evaluation process.

Opinion

Based on the audit scope area reviewed, control mechanisms require improvement and only
partially address risk factors and exposures considered significant relative to impacting
operational execution, and compliance. The organization's system of internal controls
requires significant improvement in order to provide reasonable assurance that key goals
and objectives will be achieved. Extensive improvements are required to correct control gaps
and to address excessive residual risk that may result in potentially significant impacts to
the organization including the achievement of the organization's business/control
objectives. Progress to address the highest risk areas will likely not be achieved within 6
months.

‘ Overall Engagement Assessment Needs Improvement

Findings

Operating

Title Control Design Effectiveness Rating
Finding 1 Contractor Performance Monitoring X X Unsatisfactory

Security and Accessibility of Final
Finding 2 Evaluation Forms and Supporting X Needs Improvement
Documentation

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

Control Environment

The three divisions required to evaluate prime contractors according to the Texas
Transportation Code, Construction (CST), Maintenance (MNT), and Support Services (SSD)
have, or are in the process of developing, documented procedures to facilitate completing
their respective evaluations. The Texas Administrative Code (TAC) outlines TxDOT’s
requirements regarding contractor performance monitoring. CST and MNT share similarities
in letting roadway projects and rely mainly on the interactions with the districts, requiring the
districts to enter final evaluation scores in the Construction Contract Management System.
SSD operates centrally and primarily with facility contractors, and tracks their final
evaluations on a spreadsheet, but not the evaluation scores.

TAC requires District Engineers (CST or MNT evaluations) or the Chief Administrative Officer
(SSD evaluations) to sign off and approve the evaluations; however, these duties have been
delegated to various other personnel such as Area Engineers, Project Managers, or Section
Supervisors.
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Summary Results

Audit testing completed resulting in management action plans.

Scope

‘ Finding Area

Evaluation
Processes
and
Monitoring

Evidence

CST/MNT
Sixty-five (8 CST, 57 MNT) projects let after September 1, 2018 and
completed by May 31, 2019 required a final evaluation.

Of those, 56 final evaluations (8 CST, 48 MNT) were received and
reviewed:
o Fifty-six of 56 (100%) final evaluations did not have the required
District Engineer’s signature.
e Forty-three of 56 (77%) (7 CST, 36 MNT) final evaluations did not
have signatures that were legible to determine appropriateness.
o Twenty-six of 56 (46%) (1 CST, 25 MNT) final evaluations did not
have contractor’s signatures, nor evidence that the contractors
were made aware of their completion.
e Two of 56 (4%) (O CST, 2 MNT) final evaluation scores were not
accurately scored due to rounding.

SSD
Seven final evaluations were obtained and reviewed; however, total
population was unable to be identified:
e Sevenof 7 (100%) final evaluations did not have the required
Chief Administrative Officer’s signature.
e Five of 7 (71%) final evaluations did not have signatures that
were legible to determine appropriateness.
e Fourof 7 (57%) final evaluation scores were not accurately
scored, due to adding instead of averaging the final score.

Evaluation
Processes
and
Monitoring

Twenty-eight final evaluations (6 CST, 22 MNT) were judgmentally
sub-selected from the 56 final evaluations let after September 1,
2018 and completed by May 31, 2019:
e Ten of 28 (36%) (0O CST, 10 MNT) final evaluations did not have
documents stored in a properly labeled folder.
e Six of 28 (21%) (2 CST, 4 MNT) final evaluation folders were not
stored in a location separate from other project files.

The 56 final evaluations had to be physically transported across the
state over a 6-week period from June 4, 2019 to July 12, 2019
during fieldwork for this engagement.
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Contractor Performance Monitoring TxDOT Internal Audit Division - Limited Scope

Audit testing completed not resulting in management action plans.

Finding  Scope Area Evidence
Evaluation Paper final evaluation scores for CSTand MNT matched those
1 Processes and . .
Monitoring recorded in Construction Contract Management System.

Audit Scope and Methodology

The audit was conducted during the period May 20, 2019 to July 26, 2019. The audit
focused on reviewing statewide completed final evaluations as of May 31, 2019 to assess
the efficiency and effectiveness of the contractor evaluation processes and monitoring
activities by the divisions.

Scope Area: Evaluation Processes and Monitoring - Tested whether the contractor
evaluation procedures developed were in compliance with TAC 43 §9.23 and determined
whether the divisions were monitoring projects to ensure final evaluations were completed
accurately and timely.

Methodology included:

e Reviewed Texas Transportation Code 223.012 for understanding of legal requirements
for contractor reviews.

e Reviewed TxDOT internal procedures such as the Prime Contractor Evaluations Policy
Supplement (Policy Supplement), Construction Contract Administration Manual (CCAM),
draft Maintenance Contract Manual, and compared to Texas Administrative Code (TAC 43
§9.23).

e Interviewed Business Operations Project Manager in CST, Contracts and Maintenance
Management System Support Section Director in MNT, and the Contract Specialist in
SSD, originators of contractor performance evaluation process, such as a District
Engineer and TxDOT Attorney to better understand contractor evaluation processes.

e Conducted data analysis on all CST/MNT/SSD projects let from September 1, 2018 to
May 31, 2019 to determine testing population.

e Requested 65 and reviewed 56 CST/MNT final evaluations provided for appropriateness,
existence and legibility of signatures, as well as completeness and accuracy of scoring on
final evaluations.

e Reviewed 7 SSD final evaluations provided for appropriateness, existence and legibility of
signatures, as well as completeness and accuracy of scoring on final evaluations.

¢ Reviewed final evaluations for proper approval.

e Judgmentally selected eight districts to inspect physical storage of the final evaluations
and supporting documentation.

e Reviewed required supporting documentation for scores of “1” or “3”.

o Note: 54% CST/MNT and 43% SSD final evaluations scored straight “2’s”, thus
not requiring supporting documentation.

¢ Reviewed CST/MNT/SSD divisions’ evaluation monitoring process.

August 2019 4



Contractor Performance Monitoring TxDOT Internal Audit Division - Limited Scope

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 Contract Performance
Monitoring audit which was conducted as part of the Fiscal Year (FY) 2019 Audit Plan.

TAC 43 §9.23 was created in response to the Texas Transportation Code 223.012 which
required TXDOT to develop a contractor performance evaluation process to monitor
contractors’ performance against established standards. Its purpose is to identify and
provide TxDOT with actions for recourse for low-bid highway improvement contracts. TAC 43
§9.23 went into effect September 19, 2018 and applies to the CST, MNT, and SSD
divisions’ contracts for highway improvement projects, including facility projects.

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 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.
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Detailed Findings and Management Action Plans (MAP)

Finding No. 1: Contractor Performance Monitoring

Condition

Further strengthening of the governance process for contractor performance monitoring is
required as it does not fully conform to requirements established in Texas Administrative
Code (TAC), as it relates to the Texas Transportation Code.

Effect/Potential Impact

Variations in the enforcement and completion of final evaluations for contractors can
subject TxDOT to contractor claims if contractors protest inconsistencies or incomplete
application of TxDOT policy and TAC.

When District Engineers (DEs) or the Chief Administrative Officer (CAO), as required by TAC,
are not involved in the approval process, necessary escalation of performance may go
unnoticed. In addition, delays in escalation could raise concerns over the integrity and
consistency of the process.

Criteria

TAC 43 §9.23 states:

e TxDOT “will develop standards used to evaluate a contractor's performance under a
highway improvement contract.”

e DEs (CST or MNT final evaluations) or the Director of SSD (SSD final evaluations) “shall
evaluate a contractor’s performance under the contract” and DEs, or Chief
Administrative Officer of SSD, “shall approve any final evaluations on the completion of
the project.”

e The divisions “periodically will review the final evaluations of that contractor that were
completed during the review period...”

e “The Department will develop an evaluation form...”

CST/MNT'’s Prime Contractor Evaluations Policy Supplement states:

e “Signature authority may not be delegated.”

“Documentation will be required to justify ratings of 1 or 3 on any question.”

“Upon completion of the evaluation, have the contractor sign the paper.”

“Only contractor representatives with full signature authority for company may sign the
form.”

“Note on the form if the contractor refuses to sign.”

Cause

CSTand MNT manuals were not completed to properly reflect procedures for the contractor
performance monitoring process outlined in the TAC. In addition, SSD did not have a
completed manual to document their contractor performance monitoring process, nor did
their evaluation process start until March 2019 (law was effective September 2018).

The evaluation process for the three divisions (CST, MNT, and SSD) has been in effect less
than one year and the divisions continue to adapt and train responsible personnel. None of
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the three divisions have established consistent methods for monitoring completeness of
final evaluations.

Lastly, no central electronic storage system exists to retain CST/MNT final evaluations as the
evaluations are being stored in hard copy format. The unavailability of the evaluations
deters an efficient monitoring process.

Evidence
CST/MNT
CST has not established a timeframe under which final evaluations must be completed.

Policy comparisons of the CST manual and MNT draft manual to the TAC demonstrated the
following differences:

| Activities | Policy TAC |
Approval of final evaluation Area Engineer District Engineer

Submission and review of final evaluations by

o Scores onl Final evaluation
the division y

Sixty-five (8 CST, 57 MNT) projects let after September 1, 2018 and completed by May 31,
2019 were completed and required a final evaluation. Of those, 56 final evaluations (8 CST,
48 MNT) were received and reviewed for appropriate signatures, completeness, accuracy of
scoring, as well as, adequacy of storage:

e Fifty-six of 56 (100%) final evaluations were not signed by the associated District
Engineer, as required.

e Forty-three of 56 (77%) (7 CST, 36 MNT) final evaluations had illegible signatures of both
TxDOT (i.e., Area Engineer) and/or contractors, resulting in unenforceable documents.

e Twenty-six of 56 (46%) (1 CST, 25 MNT) final evaluations were not signed by the
contractors, and there was no evidence demonstrating their knowledge of the completed
final evaluation or indication of their refusal to sign.

o Ten final evaluations were judgmentally sub-selected from 26 to compare contractor
signatures to the authorized signature authorities within the contract:
= Five of 10 (50%) (O CST, 5 MNT) contained contractor signatures that did not
match the authorized signer noted in the contract.

e Sevenof 56 (13%) (0 CST, 7 MNT) final evaluations contained incomplete or missing
project data information (e.g., CSJ number, percentage completed).

e Two of 56 (4%) (O CST, 2 MNT) final evaluation scores were inaccurately rounded.

Twenty-eight final evaluations (6 CST, 22 MNT) were judgmentally sub-selected from the 56

evaluations to assess the completeness of supporting documentation for their ratings. Of

the 28 final evaluations, 19 had questions scored “1” or “3”:

e Ten of 19 (53%) (1 CST, 9 MNT) final evaluations did not provide required supporting
documentation for “1” or “3” ratings scored.
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SSD

Seven final evaluations from facility contract projects were reviewed for appropriate

signatures, completeness, and accuracy of scoring. The total population was unable to be

identified. The following was identified from the seven final evaluations received:

e Sevenof 7 (100%) final evaluations did not have the required Chief Administrative
Officer’s signature.

e Fiveof 7 (71%) final evaluations did not have signatures on the forms that were legible
to determine appropriateness.

e Fourof 7 (57%) final evaluation scores were not accurately scored, due to adding
instead of averaging the final scores.

e Fourof 4 (100%) final evaluations, with scores requiring supporting documentation, did
not provide required supporting documentation for “1” or “3” ratings scored.

Management Action Plan (MAP):

MAP Owners:
Dan Stacks, Director, Maintenance Division
Gina Gallegos, Director, Construction Division

MAP 1.1:

e Construction Division (CST) will update Form 2707 to include the following:

o Additional line for contractor to print name and title.

o Additional line for District Engineer to print name and title.

o Allow for option to choose ‘N/A’ instead of entering a score for a question that does
not apply. Form will still calculate overall score based on questions with humeric
scores.

o CSTand Maintenance (MNT) will update Corrective Action Plan (CAP) templates to
include printed name and title lines.

e (CSTand MNT will develop a checklist to be utilized by both Districts and Divisions when
auditing Form 2707 for completeness, including supporting documentation to justify
ratings of 1 or 3 on any question.

o Districts will be required to audit all evaluations completed each month via internal
process at the District level.

o MNT will audit 10% of final evaluations completed each quarter either in person at
the District or by requesting that District staff deliver the evaluation and supporting
documentation while in Austin for other purposes.

o CSTfield engineers will audit 10% of final evaluations completed each quarter in
person at the District. If an in-person meeting is not an option, field engineers may
request that District staff deliver the evaluation and supporting documentation while
in Austin for other purposes.

e MNT and CST will issue a joint Contractor Evaluation Manual detailing policy and
processes, including those for completing the forms, contractor involvement and
acknowledgment, performing quality control on the forms, storing the forms, Project
Recovery Plans (PRPs), and CAPs.

e MNT and CST will host an all-District WebEx to share updates to the contractor
evaluation process, which will be recorded and posted to Crossroads. Divisions will
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address deficiencies identified during the audit and provide an overview of the
Contractor Evaluation Manual.

Completion Date: November 15, 2019
MAP Owner: Warren Rose, Project Development Branch Manager, Support Services Division

MAP 1.2:Support Services Division (SSD) will develop policy, procedures and establish
controls to ensure the evaluation forms are completed accurately, timely and the
appropriate signatures are acquired. These changes will include, but are not limited to:
e Monitoring of the facilities contractor evaluations.
o Defining the timeframe associated with the monitoring, as well as completion of the
contractor performance evaluation form.
e Guidance of completing the contractor performance evaluation form and types of
documentation to support scores of 1 or 3.

In addition, SSD will update Form 2707 to include the following:;
e Additional line for contractor to electronically sign name and title.
e Additional line for Chief Administrative Officer to electronically sigh name and title.
e Additional line for evaluator(s) to electronically sign name and title.
e Form will still calculate overall score based on questions with numeric scores.
e SSD will create Corrective Action Plan (CAP) templates to include printed name and
title lines.

Completion Date: January 15, 2020
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Finding No. 2: Security and Accessibility of Final Evaluation Forms and Supporting
Documentation

Condition

Security and accessibility procedures for contractor performance final evaluations do not
enable efficient or effective compilation and review. Final evaluations and relevant support
are required to be physically transported to be reviewed.

Effect/Potential Impact

Insufficient and/or untimely access to contractor performance evaluations limits the ability
to monitor the contractor performance program. Neither Construction (CST), Maintenance
(MNT) Divisions, nor the Performance Review Committee can review contractor performance
final evaluations to help ensure they are consistently completed. The ability to identify
trends is also limited by current practices.

In addition, 56 evaluations had to be physically transported across the state over a 6-week
period from June 4, 2019 to July 12, 2019 during fieldwork for this engagement.

Criteria

Texas Administrative Code 43 §9.23(d) states, “District engineers for construction or
maintenance contracts or the Chief Administrative Officer for building contracts will submit
each evaluation performed under this section...and resulting documentation to the division
of the department that is responsible for monitoring the contract.” Additionally, TAC 43
§9.23(e) states, “The division that receives evaluations of a contractor under subsection (d)
of this section periodically will review the final evaluations of that contractor that were
completed during the review period...”

CST/MNT'’s Prime Contractor Evaluations Policy Supplement states, “Store all completed
evaluation forms (final and interim) and complete backup documentation as paper copies,
separate from the project files, in a folder boldly labeled, “DO NOT DISCLOSE - Attorney
General Opinion Required.”

Cause

No central electronic storage existed to retain the final evaluations and corresponding
supporting documentation, and the evaluations were being stored in paper format only.
Completed final evaluations are also not permitted to be emailed, copied, or electronically
stored per internal TxDOT policy.

Evidence

Twenty-eight final evaluations (6 CST, 22 MNT) were judgmentally sub-selected from the 56

final evaluations let after September 1, 2018 and completed by May 31, 2019:

e Ten of 28 (36%) (O CST, 10 MNT) final evaluations did not have documents stored in a
properly labeled folder.

e Sixof 28 (21%) (2 CST, 4 MNT) final evaluation folders were not stored in a location
separate from other project files.
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Management Action Plan (MAP):

MAP Owner: Gina Gallegos, Director, Construction Division

MAP 2.1: Construction Division (CST) will work with Information Management Division to
develop a secure, centralized solution for CST, Maintenance, and Support Services Divisions
to transport, store and limit access to contractor evaluation forms and applicable supporting
documentation. This will enable development of a contractor performance evaluation
process that allows for the review of contractor bidding capacity to ensure that contractors
meet each quality, safety, and timeliness standard established by the commission; and as
required by Texas Transportation Code 223.012.

Completion Date: October 15, 2019

MAP Owner: Warren Rose, Project Development Branch Manager, Support Services Division

MAP 2.2:Support Services Division will set-up a secure digitized folder as centralized
storage location for form 2707.

Completion Date: January 15, 2020
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Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard
Contractor Performance Monitoring

Scope Area Evaluated
Business Objectives (Reporting, Operational, Compliance) 0,C
ERM Component Control Activities Evaluation Processes and Monitoring
Organizational Tone 2

Business Objective/Goal-Setting

Control Environment | Resource Capacity

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

Safeguarding Assets/Security

Information Classification

Information Input

Information &

_ _ Information Processing
Communication

Information Output

Internal and External Reporting

= =
‘ ‘ M H‘
N

Exception Reporting Review

Reconciliations

Monitoring Root-Cause Analysis

Evaluations/Inspections

Management Action Plans

Scope Area Assessment

Rating Assessment Grid

Exemplary  Satisfactory Unsatisfactory
Closing Comments

The results of this audit were discussed with the Maintenance and Support Services
Divisions on August 19, 2019 and with the Construction Division on August 20, 2019. The
Internal Audit Division appreciates the cooperation and assistance received from the
Construction, Maintenance, and Support Service Divisions during this audit.
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