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DBE and HUB Management and Reporting TxDOT Internal Audit Division — MAP Follow-Up

Objective

To assess the status of corrective actions for high-risk Management Action Plans (MAPs)
previously communicated in the Disadvantaged Business Enterprise (DBE) and Historically
Underutilized Business (HUB) Management and Reporting audit report issued August 2018.

Summary Results
Testing consisted of an evaluation of 15 MAPs to determine if corrective actions were
implemented as agreed.

MAP Status Comments

Corrective actions that were newly identified and further
9 New : . .
actions are necessary to properly address the remaining risks.
5 Open Corrective actions that require completion to address
P identified risks from the original audit report.
13 Closed Corrective actions have been completed.

Scope and Methodology

The engagement was conducted during the period from January 31, 2019 to July 2, 2019.
The engagement focused on the development of a reporting mechanism from respective
division applications to identify projects which have DBESs, the revision and distribution of
Commercially Useful Function (CUF) forms, updates to CUF forms and DBE/CUF standard
operating procedures, and the DBE and HUB data reporting processes.

The methodology used to complete the objectives of this engagement included:

e Interviewed key personnel including Civil Rights Division (CIV) Contract Compliance
Section Director, Professional Engineering Procurement Services (PEPS) Center of
Excellence Section Director, Aviation Division (AVN) Contract Specialist, and Right of
Way Division (ROW) Contracts and Finance Director.

e Reviewed revised policy and procedure documents, including CIV DBE Compliance
and Monitoring Guide and the District DBE Coordinator Compliance and Monitoring
Guides.

e Reviewed updated CUF review forms, including Form 2182 for construction projects,
Form 2669 for material suppliers, and Form 2183 for professional services.

e Reviewed training materials used by CIV to present updated policies, procedures, and
forms to district and division employees.

e Reviewed a random sample of five projects from AVN and a judgmental sample of
five projects from ROW to assess the effectiveness of the divisions’ reporting
mechanisms.

e Reviewed communication provided to PEPS employees regarding CUF review
responsibilities to require PEPS staff to initiate CUF reviews.

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 Disadvantaged Business
Enterprise (DBE) and Historically Underutilized Business (HUB) Management and Reporting
Follow-Up engagement which was conducted as part of the Fiscal Year (FY) 2019 Audit Plan.

August 2019 2



DBE and HUB Management and Reporting TxDOT Internal Audit Division — MAP Follow-Up

Disadvantaged Business Enterprise Program

The DBE program is a federal program created to provide small, minority- and women-owned
companies with an equal opportunity to do business with agencies that receive federal
funds from the U.S. Department of Transportation. In order to increase utilization of DBE
firms, TxDOT is required to establish agency-wide participation goals for the DBE program
every third fiscal year. The overall goal is comprised of both a race-conscious and a race-
neutral component.

In order to achieve the agency-wide goal, race-conscious goals are established on individual
contracts funded in whole or in part with federal funds. Goals are expressed as expenditures
paid as a percentage of the total contract amount and can be met by DBEs serving as a
prime contractor or subcontractor. A DBE firm serves a CUF if it performs, manages, and
supervises the work, including supplying its own materials, laborers, and equipment on the
project. To monitor the CUF of the DBEs, TxDOT implemented a CUF review process.

Recipients of U.S. DOT funds are required to keep accurate data regarding the contracting
opportunities available to firms paid for with federal funds. DBE contracting data must be
reported to appropriate U.S. DOT agencies on an annual and semi-annual basis.

Historically Underutilized Business Program

The statewide HUB program promotes full and equal procurement opportunities for small,
minority, and women-owned businesses in an effort to remedy disparity in state
procurement and contracting, and in contrast to the DBE program, applies to contracts that
are fully state and/or locally funded. For FY 2018, TxDOT adopted the statewide HUB goals
established by the CPA based on the State of Texas Disparity Study. TxDOT and its prime
contractors must make a good faith effort to meet these HUB goals through contracting
directly with HUBs or indirectly through subcontracting opportunities.

HUB aspirational goals are placed on each contract based upon the internal or statewide
annual HUB goal. However, the actual goal for a contract is based on contract deliverables
and the HUB Subcontracting Plan (HSP) developed by the contractor. State agencies monitor
compliance with the HSP based on monthly reports submitted by the contractors. In
addition, state agencies must submit semi-annual and annual reports to the CPA with
information relating to the use of HUBSs, including dollar amount of purchases and payments
made to HUBs.

We conducted this follow-up engagement 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 engagement to obtain sufficient, appropriate evidence to provide a reasonable basis for
our conclusions based on our engagement objective. Recommendations to mitigate risks
identified were previously provided to management during the original engagement to assist
in the formulation of the management action plans referenced in this report. The Internal
Audit Division uses the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) Internal Control - Integrated Framework version 2013.
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Detailed MAP Follow-Up Status

MAP Status: New

Corrective actions that were newly identified and further actions are necessary to properly
address remaining risks.

Original Audit Finding No. 1: Commercially Useful Function (CUF) Reviews
FMAP Owner: Rose Wheeler, Contracts and Finance Director, Right of Way Division
FMAP 1.1: Right of Way Division (ROW) will establish and implement procedures and
practices to ensure Commercially Useful Function (CUF) reviews are being performed to
improve reporting reliability, operational execution, and compliance with federal
regulations. Based on known risk factors and exposures following an initial assessment,
ROW will establish management controls that enable:
« continual identification of whether a CUF review has been performed for each
project with DBEs through a centralized registry.
« repeatable and documented monitoring mechanisms for CUF reviews, including
early alerts and related results or outcomes for further actions.
« verification that DBE goal credit is accurately awarded to prime contractors that
employ DBEs.

In addition, ROW will establish continual training and guidance for all Right of Way Project
Delivery (ROW PD) staff with responsibilities for completion of CUF reviews. The training
and guidance will be delivered through:

« statewide program updates conducted with division leadership.

« statewide bi-weekly ROW PD leadership meetings with all supervisors/managers.

« email communication to all employees and firms for awareness.

e project management forums.

Completion Date: October 15, 2019

Original Audit Finding No. 3: Disadvantaged Business Enterprise (DBE) Data Compilation

and Reporting
FMAP Owner: Michael D. Bryant, Director, Civil Rights Division
FMAP 3.1: The Civil Rights Division will develop process documents and flow charts using
the current state of the Disadvantaged Business Enterprise uniform reporting process to
utilize as a baseline for the development of process improvements.

Completion Date: January 15, 2020

FMAP 3.2: The Civil Rights Division (CIV) will complete a Business Process Improvement
project for CIV to implement a revised process for reporting Disadvantaged Business
Enterprise (DBE) data, including:

« Obtain raw DBE contracting data directly from applicable divisions’ information

systems or other reporting mechanism.
« Consolidation of DBE data for inclusion in the DBE Uniform Report.
« Review, approve, and submit the DBE Uniform Report to the following:
0 Federal Highway, Aviation, and Transit Administrations

Completion Date: June 15, 2020
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FMAP 3.3: The Civil Rights Division (CIV) will develop an Improvement and Control Plan to
ensure process control and validation of data being used in the Disadvantaged Business
Enterprise (DBE) Uniform Report for the U.S. Department of Transportation. The
Improvement and Control Plan will be updated as the sources of DBE data change within
applicable divisions impacting the divisions’ data validation. It will also address CIV’s
quarterly process of analyzing, verifying, and providing instructional feedback to the
divisions as necessary.

Completion Date: June 15, 2020

FMAP 3.4: The Civil Rights Division will develop, document, and implement standard
operating procedures for the revised Disadvantaged Business Enterprise data reporting
process and the ongoing Improvement and Control Plan.

Completion Date: July 15, 2020

Original Audit Finding No. 4: Efficiency of Data Consolidation for Historically Underutilized

Business (HUB) Reporting
FMAP Owner: Michael D. Bryant, Director, Civil Rights Division
FMAP 4.1: The Civil Rights Division will develop process documents and flow charts using
the current state of the Historically Underutilized Business data reporting process to utilize
as a baseline for the development of process improvements.

Completion Date: January 15, 2020

FMAP 4.2: The Civil Rights Division (CIV) will complete a Business Process Improvement
project for CIV to implement a revised process for reporting Historically Underutilized
Business (HUB) data, including:
« Obtain raw HUB expenditure data directly from applicable divisions’ information
systems or other reporting mechanism.
« Consolidation of HUB data for submission of the Semi-Annual and Annual HUB
Reports.

Completion Date: May 15, 2020

FMAP 4.3: The Civil Rights Division (CIV) will develop an Improvement and Control Plan to
ensure process control and validation of data being used in the Semi-Annual and Annual
Historically Underutilized Business (HUB) reports. The Improvement and Control Plan will be
updated as the sources of HUB data change within applicable divisions impacting the
divisions’ data validation. It will also address CIV’s quarterly process of analyzing, verifying,
and providing instructional feedback to the divisions as necessary.

Completion Date: June 15, 2020

FMAP 4.4: The Civil Rights Division (CIV) will develop, document, and implement standard
operating procedures for the revised Historically Underutilized Business data reporting
process and the ongoing Improvement and Control Plan.

Completion Date: July 15, 2020
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MAP Status: Open
Corrective actions that require completion to address identified risks from the original audit
report.

Original Audit Finding No. 1: Commercially Useful Function (CUF) Reviews

MAP Owner: Michael D. Bryant, Director, Civil Rights Division

MAP 1.2: Using the reporting developed in MAP 1.1, a process will be developed,
documented and communicated to monitor the completion of the Commercially Useful
Function reviews statewide. In addition to the review requirements, this process will also
establish the frequency in which the monitoring will occur.

Original Completion Date: December 15, 2018
Revised Completion Date: September 15, 2019

MAP Owner: Dan Neal, PEPS Center of Excellence Section Director, Professional

Engineering Procurement Services Division
MAP 1.8: Professional Engineering Procurement Services (PEPS) Center of Excellence (COE)
will conduct an assessment of the division’s Commercially Useful Function (CUF) review
performance approximately six months after the email communication referenced in MAP
1.7. After the initial six month check, assessments will be done on an annual basis.

Original Completion Date: March 15, 2019
Revised Completion Date: October 15, 2019
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MAP Status: Closed
Corrective actions have been completed.

Original Audit Finding No. 1: Commercially Useful Function (CUF) Reviews

MAP Owner: Dave Tovar, Contract Compliance Section Director, Civil Rights Division

MAP 1.1: Work with the divisions to develop reporting from the respective systems that will
identify projects which have Disadvantaged Business Enterprises and need or have
completed a Commercially Useful Function review.

Original Completion Date: December 15, 2018
Actual Completion Date: March 20, 2019

MAP 1.3: Revise and distribute the District Disadvantaged Business Enterprise (DBE)
Standard Operating Procedures to include the following policy and procedures changes:

a) Timeframe in which the Commercially Useful Function (CUF) review must be
performed after a DBE initiates work on a project and by which date the CUF
review must be completed.

b) Timeframe in which the District DBE Coordinators need to review and approve
completed CUF reviews.

¢) Procedures for District DBE Coordinators and Division DBE Liaisons to track
whether a CUF review has been performed using the contractor tracking system-
generated CUF reports.

d) Attach all CUF review supporting documentation in the system of record or other
agreed upon location if the system does not have upload functionality.

e) CUF review requirements:

e Perform CUF reviews for DBE prime contractors
¢ |dentify which sections of the CUF form should be completed by
inspectors and record keepers

f) Procedures for District DBE Coordinators and Division DBE Liaisons to use a CUF
checklist to verify whether a CUF review has been performed.

Original Completion Date: December 15, 2018
Actual Completion Date: January 1, 2019

MAP 1.4: Revise and distribute Commercially Useful Function (CUF) form for the districts
and divisions to utilize:
a) Include separate sections of the CUF form to be completed by the inspectors
and record keepers.
b) Configure the form to populate sections applicable to the work performed by the
Disadvantaged Business Enterprise (e.g., subcontractor, material supplier, and
hauler).

Original Completion Date: December 15, 2018
Actual Completion Date: November 30, 2018
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MAP 1.6: Conduct a mandatory WebEx for district/division staff and consultants to discuss
and provide training on the following;:

) Commercially Useful Function (CUF) review requirements

) Updates to the Standard Operating Procedures

) System CUF reports

) Revisions to the CUF form

) CUF checklist

a
b
c
d

e

Original Completion Date: December 15, 2018
Actual Completion Date: December 12, 2018

MAP Owner: Dan Neal, PEPS Center of Excellence Section Director, Professional

Engineering Procurement Services Division

MAP 1.7: Professional Engineering Procurement Services (PEPS) management will provide
guidance to appropriate staff to adhere to the division’s procedures for performing
Commercially Useful Function (CUF) reviews. Guidance will be done through all of the
following:

* Monthly PEPS Strategy Board meeting, conducted with division leadership,

¢ Monthly PEPS Contract Specialist meetings, and

* Through email communication to all PEPS division employees.

Original Completion Date: September 15, 2018
Actual Completion Date: August 28, 2018

Original Audit Finding No. 2: Validation and Monitoring of Disadvantaged Business

Enterprise (DBE) Payments
MAP Owner: Dave Tovar, Contract Compliance Section Director, Civil Rights Division

MAP 2.1: Revise and distribute Civil Rights Division’s Disadvantaged Business Enterprise
(DBE) Standard Operating Procedures to include the following policy and procedures
changes:
a) Requirement that adjustments to DBE expenditure amounts (e.g., corrections or
disallowance of DBE goal credit) must be completed when identified; and establish
a timeframe for completion.
b) Compare monthly DBE payments amounts on the Monthly Progress Payment Form
with the system of record to verify amounts agree.
¢) Include expenditures for all DBEs (race conscious and race neutral).

Original Completion Date: December 15, 2018
Actual Completion Date: January 1, 2019
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MAP 2.3: Conduct a mandatory WebEx for district/division staff and consultants to discuss
and provide training on the following:

a) Disadvantaged Business Enterprise (DBE) requirements for monitoring and
validating DBE payments

b) Updates to the Standard Operating Procedures
c¢) DBE Payments Checklist

Original Completion Date: December 15, 2018
Actual Completion Date: December 12, 2018

Original Audit Finding No. 3: Disadvantaged Business Enterprise (DBE) Data Compilation

and Reporting
MAP Owner: Michael D. Bryant, Director, Civil Rights Division
MAP 3.1*: Civil Rights Division (CIV) will develop a process for divisions to use a
standardized data collection tool to submit Disadvantaged Business Enterprise (DBE)
contracting data maintained outside of the contractor tracking system. The tool will contain
the divisions’ raw data in a format that can be used to complete the DBE Uniform Reports
for the U.S. Department of Transportation. The process will be documented and
communicated to divisions that utilize DBEs.

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 3.1-3.4.

MAP 3.2*: Civil Rights Division (CIV) will define measures needed for Disadvantaged
Business Enterprise (DBE) data to be validated by divisions prior to submitting the data to
CIV via the standardized data collection tool. On a quarterly basis, CIV will analyze the data
to verify the validation procedures and provide instructional feedback to the divisions as
necessary.

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 3.1-3.4.
MAP 3.3*: Civil Rights Division will develop documented procedures for the consolidation
of Disadvantaged Business Enterprise (DBE) data as applicable, and review, approval, and
submission of the DBE Uniform Report to the following operating administrations:

e Federal Highway Administration

e Federal Aviation Administration

e Federal Transit Administration

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 3.1-3.4.
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Original Audit Finding No. 4: Efficiency of Data Consolidation for Historically Underutilized

Business (HUB) Reporting
MAP Owner: Michael D. Bryant, Director, Civil Rights Division
MAP 4.1*: Civil Rights Division will develop a process for divisions to use a standardized
data collection tool to submit required Historically Underutilized Business (HUB) data. The
tool will contain the divisions’ raw data in a format that can be used to complete routinely
required HUB reports. The process will be documented and communicated to divisions that
utilize HUBs.

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 4.1-4.4.

MAP 4.2*: Civil Rights Division (CIV) will define measures needed for (HUB) data, including
vendor identification numbers, to be validated by divisions before submitting the data to
CIV via the standardized data collection tool. On a quarterly basis, CIV will analyze the data
to verify the validation procedures and provide instructional feedback to the divisions, as
necessary.

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 4.1-4.4.

MAP 4.3*: Civil Rights Division will develop documented procedures for the consolidation
of Historically Underutilized Business (HUB) data for submission of the Semi-Annual and
Annual HUB Reports.

Original Completion Date: February 15, 2019
Actual Completion Date: July 2, 2019

*This MAP was replaced with FMAPs 4.1-4.4.,

In addition to the above high-risk Management Action Plans (MAPs), an assessment of a low
risk MAPs (MAPs 1.5, 2.2) from the original audit report issued in August 2018 was also
conducted and found that corrective actions have been completed.

Closing Comments

The results of this MAP Follow-Up engagement were discussed with the Civil Rights Division
Director on July 19, 2019. The Internal Audit Division appreciates the cooperation and
assistance received from the Civil Rights Division personnel during this engagement.
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