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Facilities Construction Project Management TxDOT Internal Audit Division

Executive Summary

Objective

To evaluate the effectiveness of the facilities construction project management process and validate
that projects are completed in accordance with contractual requirements.

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

Control mechanisms are not designed or operating to optimize program efficiency and effectiveness.
Programmatic improvements can be achieved by addressing control deficiencies identified.
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: Facilities Construction Project Change Order Root Causes
Control X Operating
Design Effectiveness
Lessons learned from root causing of project change orders (COs) were not being leveraged real-time into the
design of on-going or future facility projects in coordination with the Lessons Learned Agenda meeting.

= 35 of 36 (97%) COs were not included in the meeting topics for the Lessons Learned Agenda Meeting

that occurred after the date of CO execution.

X Division | Support Services Division (SSD) District No

(Impact): Failure to carry forward lessons learned to current or future facility projects timely increases several
risks which include but are not limited to repeated errors in design, increased costs due to unaddressed
inefficiencies, project delays as recurring issues necessitate additional time to resolve, resource wastage,
operational inefficiency, damage to relationships and/or end user frustrations.

Finding 2: Inconsistent Application and Documentation of the Facilities Construction
Process
Control Operating A L
Design X Effectiveness X Division | SSD District No

Construction Project Managers (CPMs) were not consistently applying procedures for the facilities

construction process (i.e., timely completion, approval, and accuracy of payments) or adhering to the

document retention policy.

= 176 of 305 (58%) project documents were not retained and could not be utilized to validate timely
completion of deliverables per the contract requirements.

= 105 of 267 (39%) project documents were not retained and could not be utilized to validated required
approvals were obtained.

(Impact): Without consistent monitoring, application, or documentation of the facilities construction project
process, TXDOT may pay the incorrect amount on the contractors’ application for payments submitted,
facilities may not have proper inspections, or facility construction project may incur unsupported time delays.

Audit testing completed not resulting in management action plans.

Scope Area 2: Project Change Orders

= Areview of 108 change orders identified that all had the required SSD approvals.

July 2024 1



Facilities Construction Project Management TxDOT Internal Audit Division

Control Environment

SSD Facilities Planning and Management Section (SSD-FPM) is responsible for oversight and
management of all facilities construction statewide to include managing new construction for district
facilities for capital and enhancement projects.

The Construction Project Management Team (CPMT) within SSD-FPM provides administration and
coordination services for all facility related projects. There are 17 allocated CPMs across the state
which includes two regional leads. CPMs may be assigned to manage more than one district and
have multiple projects (i.e., capital and enhancement) at one time. The CPMs coordinate with the
contractor to schedule progress meetings and to monitor the contractor's performance during the
project. Additionally, field inspections are performed by the CPMs to verify work is performed in
accordance with contract documents. Contract documents could include documents such as
Progress meetings and corresponding routine inspections, Scheduled inspections, SOV, Contract
deliverables, SOV reconciliation, and Contractors’ application for payment.

The CPM provides customer service to the facilities project end-users (i.e., a district or division) by
managing customer requests and facilitating activities with the contractors and designers’ requests.
Through conversations with both parties, collaboration, and continual communication between end-
users and CPMs is essential for the facilitation of this process. Challenges with customer service
have increased for CPMs as a result of the rising number of projects (increase of 38% in FY 2023),
their dispersed locations, and CPM turnover.

SSD maintains a signature of authority for facility construction projects and change orders. For
change orders, the SSD Director must approve an amount greater than $300K and any amount less
than $300K is approved by the SSD-FPM Section Director.

In August 2019, the Texas State Auditor’s Office conducted an audit on facilities related contracts
and identified a need for SSD to document a comprehensive set of approved policies and
procedures to assist with the administration of facilities related contracts. In response, SSD
established the Facilities Planning and Management Process Manual which outlines activities for
SSD-FPM.

Background

Beginning September 1, 2023, any facility construction project that exceed $500K was to be
considered a capital project (previously projects over $100K) and facility projects under $500K are
identified as a facility enhancement projects due to legislative changes. In FY 2023 $162M in facility
projects were let, increasing from the $57M let in FY 2022 and $43M let in FY 2021 without
increasing CPMs.

A CO is defined in the 2014 Standard Specifications as a “Written order to the Contractor detailing
changes to the specified work, item quantities or any other modification to the Contract.” Changes
and additions to the work specified in the contract may be necessary. Changes can include but are
not limited to changes in the character or scope of the work or changes in design. From September
1, 2020 through December 31, 2023, 651 COs for $31M were executed for 158 facilities
construction projects totaling over $290M.
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The table below summarizes the average number of facility project COs per fiscal year.

Time Period Number of COs Amount of COs Acl’:lissgreogé);cts Averalljgrijg((:)ts per

FY 2021 161 $7,513,398 65 2.5
FY 2022 212 $10,278,881 64 3.3
FY 2023 210 $10.347,927 66 3.2
FY 2024* 68 $2,932,407 73 <1

Total 651 $31,072,613 268 24
Source: SSD Project Tracking System.
*Number of change orders through 12/31/2023
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period of December 1, 2023 to February 16, 2024. The audit
focused on the Support Services Division’s (SSD) oversight of 19 facility construction projects within
15 districts (Abilene, Amarillo, Austin, Beaumont, Corpus Christi, Dallas, El Paso, Houston, Lufkin,
Paris, Pharr, San Antonio, Tyler, Waco, Wichita Falls), and change orders (COs) executed between
September 1, 2021 and November 30, 2023 for the 19 projects.

Scope Area 1: Project Oversight

To assess the planning through the substantial completion process for facilities projects.

Researched federal and state criteria for facility projects, and reviewed policies and procedures to
determine if they are being maintained and to gain an understanding of the Facilities Planning and
Management Section’s processes.

Conducted interviews with key district personnel to include District Maintenance Directors or Managers,
and Business Service Coordinators, and key SSD personnel to include Director, Facilities Planning &
Management Section Director, Project Development Program Supervisor, Statewide Facilities
Management Supervisor, SSD Contract Manager, and Construction Project Managers (CPM).
Assessed the reliability of active and closed facility project data provided by SSD to determine that it
was sufficiently reliable to select facility project.

Judgmentally selected 19 facility construction projects (9 active and 10 closed in FY 2023) based on
total contract amount, difference between project estimate and contract amounts, and district type
(metro, urban, rural).

For the 19 selected projects judgmentally selected:

- 116 progress meetings and corresponding routine CPM inspections to verify timely completion,
approval, and retention.

- 132 contractors’ application for payment and verified 1) contractors’ application for payment
verification procedures, approval per SSD’s signature authority, retention of documentation,
and payment accuracy as compared to the schedule of values (SOV).

- 98 scheduled CPM inspections and 91 contract deliverables to verify completion and timely
completion as compared to the contract schedule.

Scope Area 2: Project Change Orders

To evaluate COs for root cause assessment and use of lessons learned on future projects.

Conducted interviews with key district personnel to include District: District Maintenance Directors or
Managers and Business Service Coordinators, and key SSD personnel to include Director, Facilities
Planning & Management Section Director, Project Development Program Supervisor, Statewide
Facilities Management Supervisor, SSD Contract Manager, and Construction Project Managers.
Assessed the reliability of active and closed facility project data provided by SSD to determine it was
sufficiently reliable to select CO samples for evaluation.
Reviewed policies and procedures to verify existence and gain an understanding of the CO process.
For the 19 sampled projects, judgmentally selected 108 COs based on a high, medium, and low dollar
stratification.
For the 108 sampled COs determined:
- if COs were approved per SSD’s signature authority.
- the root cause for the COs and identified 36 COs with root causes that could be leveraged as
lessons learned on current or future facility projects.
- if lessons learned from the root cause were discussed for application to current or future
projects during the semi-annual Lessons Learned Agenda meetings.
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| Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Facilities Construction Project Change Order Root Causes

Condition

Lessons learned from root causing of project change orders (COs) were not being leveraged real-time
into the design of on-going or future facility projects in coordination with the Lessons Learned
Agenda meeting.

Effect/Potential Impact

Failure to carry forward lessons learned to current or future facility projects timely increases several
risks which include but are not limited to repeated errors in design, increased costs due to
unaddressed inefficiencies, project delays as recurring issues necessitate additional time to resolve,
resource wastage, operational inefficiency, damage to relationships and/or end user frustrations.

Additionally, increases in project changes, COs, rework, or delays can increase end-user frustrations
with the project, the contractor, and the working relationship with the Construction Project Managers
(CPMs) overseeing the project.

Criteria

A project management lifecycle best practice includes a step to understand what went well and what
could be improved on for future projects and should include collaboration with the end-users.
Lessons learned is a way to document the project’s experiences, challenges, risks, issues, and
recommendations.

Cause

The Lessons Learned Agenda meeting occurs twice a year and a process did not exist to timely
identify and incorporate the root causes of facilities construction project COs into this meeting. Nor
was there a process to verify the incorporation of any communicated process changes into the
design planning of current or future facilities projects.

Support Services Division (SSD) stated that necessary changes in operations occurred due to the
coronavirus (COVID-19) and reduced opportunities to promote integration and collaboration between
CPMs started on March 15, 2020.

SSD also noted that they were experiencing turnover with CPMs resulting in work needing to be
spread across fewer people.

Evidence

A review of 108 COs from the 19 judgmentally selected fiscal year 2023 facility projects determined

that 36 COs could be leverage on current or future projects, such as site elevation, building

relocation, or relocation of electrical control panels from a wet environment to a dry environment. A

comparison of these COs to meeting topics from Lessons Learned Agenda Meetings was performed

to determine if lessons learned from CO root causing were communicated.

= 35 0of 36 (97%) change orders were not included in the meeting topics for the Lessons Learned
Agenda Meeting that occurred after the date of CO execution.

Management Action Plans (MAPs):

MAP 1.1 |Completion Date: November 15, 2024 | Division: | No | District: | Yes
Incorporate lessons learned in the weekly management and staff meetings addressing critical change orders
as they happen. Follow up and review the critical change orders in the semiannual lesson learned meetings.
MAP Owner: | Warren Rose, Facilities Plan and Management Section Director, Support Services Division
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Finding No. 2: Inconsistent Application and Documentation of the Facilities Construction Process

Condition

Construction Project Managers (CPMs) were not consistently applying procedures for the facilities
construction process (i.e., timely completion, approval, and accuracy of payments) or adhering to the
document retention policy.

Effect/Potential Impact

Without consistent monitoring, application, or documentation of the facilities construction project
process, TXDOT may pay the incorrect amount on the contractors’ application for payments
submitted, facilities may not have proper inspections, or facility construction project may incur
unsupported time delays.

Additionally, inconsistencies within the facilities construction process can negatively impact the
working relationship and collaboration between CPMs and the facilities project end-users.

Criteria

The Facilities Planning and Management Process Manual states that:

= Routine inspections shall be conducted the same date and time as the facility construction
project’s progress meetings. A field report is required for every routine inspection. (Chapter 5 -
Construction Section 12).

= The contractor shall submit the SOV (schedule of values in the contract) to TxDOT for review and
approval. (Chapter 5 - Construction Section 3).

= The contractor shall submit contract requirements in accordance with the Construction Progress
Schedule and contract documents. Subsequently, CPM shall review and verify that the
requirements are consistent with contract documents. (Chapter 5 - Construction Section 5).

= The contractor shall submit the Contractor’s Application for Payment to CPM for review and
approval. CPMs perform a review of the Contractor’s Application for Payment to verify values
match the approved SOV. (Chapter 5 - Construction Section 10).

Cause

TxDOT has had challenges in with CPM turnover and retention while experiencing an increase in
budget to complete more projects and larger sized projects. While training is available, the CPMs
have expressed interest in additional trainings regarding 1) using the facilities construction project
management system (FCPMS) or 2) TxDOT project management and document retention processes.

Necessary changes in operations due to the coronavirus (COVID-19) reduced opportunities to
promote integration and collaboration between CPMs as well as with end-users.

Evidence

Timely Completion

For the 19 judgmentally selected facility projects, a review to verify timely completion of 116
progress meetings and corresponding routine CPM inspections, 98 scheduled CPM inspections and
91 contract deliverables (i.e., preliminary schedules, product list, welders’ certificate, concrete mix
design etc.) was performed.

Progress Meetings & Routine CPM Inspections
= 80 of 116 (69%) routine CPM inspections and corresponding progress meetings could
not be provided or found in FCPMS to verify timely completion.
- 66 of 80 (83%) routine CPM inspections were not able to be validated that they
were conducted on the same day the progress meeting, as required.
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- 14 of 80 (18%) progress meetings were held before the start of construction and
no routine CPM inspection was completed as required.

Scheduled CPM Inspections

= 61 of 98 (62%) scheduled CPM inspections were not completed on the dates within the
contract progress schedule and had no documentation retained in FCPMS to support the
reason for the change in date.

Contract Deliverables
= 35 of 91 (38%) contract deliverables were not completed on the dates within the

contract progress schedule and had no documentation retained in FCPMS to support the
reason for the change in date.

Approval
For the 19 judgmentally selected facility projects, a review to verify approval of 19 SOVs (one per
project) and 132 contractor’s application for payment was performed.

Progress Meetings & Routine CPM Inspections
= 80 of 116 (69%) routine CPM inspections and corresponding progress meetings could
not be provided or found in FCPMS to verify approval.

SOVs
=  8of 19 (42%) projects did not have a signed SOV retained to verify approval by the CPM.

Contractor’s Application for Payment

= 17 of 132 (13%) contractor’s application for payment did not have an approval within
FCPMS.

Accuracy of Contractor Payments

For the 19 judgmentally selected facility projects, a review to verify the accuracy (as compared to the

retained project SOV) and approval of 132 contractors’ application for payment was performed.

= 31 of 132 (23%) contractor’s application for payment totals did not reconcile to the project’s
corresponding SOV monthly totals.

Management Action Plans (MAPs):

MAP 2.1 | Completion Date: November 15, 2024 | Division: | Yes | District: | No
Revise contract management procedures to require contract specialist to complete third-party verification,
reconciliation of the schedule of values, and change orders. Develop an annual review of the manual to keep
the documented process up to date. Additionally, develop annual training refresher presentation to be
conducted at the annual facilities conference. The refresher will include inspection requirements/
documents, contractors pay applications/schedule of values, and documentation retention requirements.
MAP Owner: | Warren Rose, Facilities Plan and Management Section Director, Support Services Division
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Facilities Construction Project Management

| Summary Results Based on Enterprise Risk Management Framework

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

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

areas not included in the scope of this audit.

ERM Component

Control Environment

Business Objectives (Operational. Compliance)
Control Activities

Organizational Tone

Audit Results Dashboard

Facilities Construction Project Management

Scope Areas Evaluated

0.¢C

Project Oversight

0.C

Project Change Orders

Business Objective/Performance Measures

Resource Capacity

Forecasting/Budget

Training and Development

Risk it

Risk Identification/Planning

Risk Assessment/Impact Analysis

Risk Response/Cost-Benefit Analysis

Business Continuity

Control Activities

Policies/Procedure Development & Maintenance

Review/Approvals

Supporting Evidence/Records Retention

Segregation of Duties

Safeguarding Assets

General IT Controls

Information &
Communication

Data/Information Classification

Data/Information Input

Data/Information Processing

Data/Information Output

Internal and External Reporting

Monitoring

Evaluations/Inspections 2
Quality Control/Quality Assurance Reviews
Reconciliations 2

Management Assessments

Scope Area Assessment

Rating Assessment Grid

_ prionty 2

priontty 3 _
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| Closing Comments |

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TxDOT. The report presents the results of the Facilities Construction Project
Management audit which was conducted as part of the Fiscal Year (FY) 2024 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 Support Services Division Director and District

Engineers on July 10, 2024. The Internal Audit Division appreciates the cooperation and assistance
received from the personnel contacted during this audit.
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