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Facility Management - Improvement Assessment, Selection, and Oversight TxDOT Internal Audit Division - Limited Scope

Objective

To assess policy and procedures for the statewide assessment, selection, and oversight of
TxDOT District facility improvement projects.

Opinion

Based on the audit scope areas 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 improvement in order to provide reasonable assurance that key goals and
objectives will be achieved. Improvements are required to minimize existing process
variation and control gap corrections that may result in potentially significant negative
impacts to the organization including the achievement of the organization's
business/control objectives.

‘ Overall Engagement Assessment ‘ Needs Improvement
Findings
Operating
Title Control Design Effectiveness Rating
Finding 1 Capital Project Oversight X Needs Improvement
Finding 2 Capital Project Selection Process X X Satisfactory

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

Control Environment

The Support Services Division (SSD) - Facilities Planning and Management (FPM) Section is
responsible for selection, development, and oversight of design and construction of capital
projects. There are four regional Construction Project Managers (CPMs) within SSD that
serve as capital project leads and oversee capital projects. Currently, there is one vacant
position open among the four regional CPMs.

As part of the assessment and selection process, SSD meets every even calendar year with
each district and state headquarters to review their facility needs and understand the scope
of each capital facility project. SSD then utilizes a priority value formula that calculates an
overall numerical score for each project (the priority value score) and ranks capital projects
across the state according to this score. SSD requests funding biannually via the legislative
appropriations request (LAR) for projects estimated to be $100,000 or greater.

Once funding is determined, SSD selects and oversees the projects for development. The
FPM Process manual provides procedures related to the oversight for capital projects
including schedule of value approval, status reports via monthly meetings, routine
inspections, and final punch list inspections.
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Summary Results
Audit testing completed resulting in management action plans.

Finding Scope Area Evidence

Routine inspections and meeting minutes were not

documented on a judgmental sample of in-progress

projects as of September 2020:

= 4 0of 15 (27%) in-progress projects did not have the
below documentation:

- 2 in-progress projects did not have documentation
for routine inspections and meeting minutes to
support they actually occurred. Both projects were
CCURE security projects.

— 2 additional in-progress projects did not have
supporting documentation for routine inspections
performed. One project was a CCURE security
project.

Capital Project

Oversight In addition, documentation for a judgmental sample of

projects completed between January and September 2020

was not retained in the project file:

= 3 of 8 (38%) completed project documentation was not
retained in the project file, but was later provided by
SSD:

- 1 completed project did not maintain a
substantial completion form, punch list, or
executed contract in the project close-out file.

- 1 completed project did not maintain a
substantial completion form or punch list in the
project close-out file.

- 1 completed project did not maintain a punch list
in the project close-out file.

Documentation was not retained to support project
selection resulting from the 85t legislative session
(2018/2019 biennium). Additionally, SSD does not have a
documented policy or procedures related to how capital
projects are selected after being ranked by SSD’s priority
value formula.

Capital Project
2 Assessment and
Selection
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Audit testing completed not resulting in management action plans.

| Scope Area

Capital Project Assessment
and Selection

Evidence

SSD’s priority value formula spreadsheet used to rank
capital projects for the 85thand 86 legislative sessions
(2018/2019 biennium and 2020/20241 biennium,
respectively) was tested to help ensure it was operating
as designed and checked for manual input errors:

- All 50 top ranked project scores were recalculated

and agreed to SSD’s calculated scores.

For the 86 legislative session (2020/2021 biennium),
project selection was reperformed and determined that
SSD’s priority value ranking was used to select projects.

Capital Project Oversight

Documentation was reviewed for a judgmental sample
of 8 completed projects between January through
September 2020 to determine timeliness of completion
and compliance with legislative requirements:

- 8 0of 8 (100%) completed projects were completed
within the four-year time frame per the General
Appropriation Act.

- 7 of 8 (88%) completed projects’ contractor
evaluations were completed by SSD and signed by
the contractor. 1 completed project was not, as
SSD was in the process of collecting liquidated
damages from the vendor.

Documentation was reviewed for a judgmental sample
of 15 in-progress projects as of September 2020:

- 150f 15 (100%) in-progress projects had a
schedule of values approved by SSD.

- 12 0f 12 (100%) in-progress projects with
requests for information were responded to timely
within 30 days.

Audit Scope and Methodology

The audit was conducted during the period from September 29, 2020 to November 4, 2020.
Testing focused on policies and procedures related to capital project prioritization, selection,
and oversight. A total of 160 completed or in-progress projects were identified between

January 2018 and September 2020.

Scope Area 1: Capital Project Assessment and Selection - to evaluate the design
(documented policies and procedures) and effective use of the priority formula used for the

capital project selection process.
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Methodology included:
= Project assessment:

— Obtained SSD’s priority value formula spreadsheet used to rank capital
projects for both the 85t legislative session (2018/2019 biennium) and 86t
legislative session (2020/2021 biennium).

- Performed recalculation to help ensure the formula was operating as
designed and checked for manual input errors:

0 Forthetop 50 ranked projects, recalculated each project’s priority
value score.
= Project selection:

- 85t and 86t legislative sessions (2018/2019 biennium and 2020/2021
biennium, respectively): assessed how projects were selected and determined
whether the priority value ranking was used in project selection.

- Forthe 86" legislative session, reperformed project selection using the

priority value ranking and agreed to SSD’s FY 2020 and 2021 capital project
list.

Scope Area 2: Capital Project Oversight - to evaluate the oversight effectiveness of capital
projects.

Methodology included:
= Judgmentally selected 8 capital projects completed from January to September 2020
(selected top dollar amount projects across the district categories of metro, urban,
and rural) to assess the following:
- Ensured projects were completed within four years, per the General
Appropriation Act.
- Ensured a final substantial completion form, punch list inspection, and
contractor evaluation was performed and documented.
= Judgmentally selected 15 in-progress capital projects as of September 2020 (the top
three dollar-amount projects from each district category of metro, urban, and rural,
as well as, six projects selected with varying degrees of completion) to assess the
following:
- Ensured that projects maintained a schedule of values approved by SSD.
- Evaluated three consecutive monthly meetings minutes for each project
selected to ensure the project status was discussed and documented.
0 3-month consecutive period was randomly selected from January to
September 2020.
— Ensured routine inspections were documented for the three consecutive
months tested for meeting minutes above.
- Evaluated the request for information and assessed the timeliness of
response.

Methodology included within both Scope 1 and Scope 2:
= Reviewed TxDOT policies and procedures, including the Statewide Facilities and FPM
Process manuals.

= Interviewed the SSD Facilities Planning & Management Section Director,
Construction Project Managers, and a judgmental sample of six districts (two rural,
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two urban, and two metro districts) to understand the selection process and capital
project oversight.

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 Facility Management -
Improvement Assessment, Selection, and Oversight audit which was conducted as part of
the Fiscal Year (FY) 2021 Audit Plan.

Facility projects that exceed $100,000 are considered capital projects. In 2017, SSD
developed an analytical toolto improve the process for prioritization of capital projects. In
March 2018, SSD partnered with a consultant and modified the priority value formula, with
a goal of aligning spend on facility projects with roadway investments (i.e., aligning with
district demographics). Prior to the priority value formula, projects were prioritized based on
the facility condition index (FCI) score, which quantifies the condition of each facility across
TxDOT.

In August 2019, the Texas State Auditor’s Office conducted an audit on facilities related
contracts and identified that the division should document a comprehensive set of approved
policies and procedures to establish a consistent process for its administration of facilities-
related contracts, including planning, procurement, formation, and oversight. In response,
SSD established the FPM Process manual which outlines activities for the division.

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 (MIAPs)

Finding No. 1: Capital Project Oversight

Condition

Routine inspections and meeting minutes were not documented on a judgmental sample of
in-progress projects. In addition, supporting documentation for a judgmental sample of
completed projects were not consistently retained in the project file.

Effect/Potential Impact

The absence of progress meetings and routine inspections for capital projects (e.g., CCURE)
could cause issues to be undetected. In addition, without retaining documentation (e.g.,
monthly meeting minutes, punch-list) to support project oversight, the ability to monitor and
address potential issues brought forward may be impacted.

Criteria

The Facilities Planning and Management (FPM) Process manual, Chapter 5 - Construction
outlines key activities that should occur throughout the duration of capital project execution.
Below are specific guidelines associated with the progress meetings, routine inspections,
substantial completion certificate, and final punch list inspection:

= Monthly Progress Meetings: monthly meetings should occur to monitor the
contractor’s performance and progress during the project, and to eliminate and/or
prevent project delays and address unforeseen conditions in a timely manner.

= Routine Inspections: shall be conducted the same date and time as the project
progress meetings and documented via a field report.

= Substantial Completion Certificate and Punch-List: The contractor shall submit a
written request to Support Services Division (SSD) for a substantial completion
inspection, stating that the contractor has inspected all work and provides a punch-
list for items that the contractor identified. If SSD deems the work substantially
complete, a substantial completion certificate shall be completed. SSD is to retain a
copy of the substantial completion certificate and punch list in the project file.

Cause

In response to recommendations by the State Auditors’ Office (SAQO) Facilities-Related
Contracts audit completed in August 2019, SSD developed the FPM Process manual in
December 2019. This manual expanded upon SSD'’s existing Statewide Facilities Policy
manual to go into more detail on process related to planning and managing facility projects.

Supporting documents related to completed projects are retained by the project manager;
however, project managers did not consistently upload supporting documents to the project
file as required by the FPM Process manual. SSD management noted understaffing of the
construction project manager branch within the FPM Section.

Evidence

A judgmental sample of 23 capital projects was selected to determine if in-progress projects
(15 projects) and those completed (8 projects) had the required documentation to support
key procedures as required in SSD’s FPM Process manual.
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In-Progress Projects
Fifteen in-progress capital projects as of September 2020 with a total value of $41.5M were
selected to determine if procedures were documented for a 3-month consecutive period
randomly selected from January to September 2020:
= 4 of 15 (27%) in-progress projects did not have the below documentation:
- 2 in-progress projects did not maintain documentation for routine inspections
and meeting minutes to support they actually occurred. Both projects were
CCURE security projects.
— 2 additional in-progress projects did not have supporting documentation for
routine inspections performed. One project was a CCURE security project.

Completed Projects
Eight capital projects completed from Januaryto September 2020 with a total value of
$16.0M were selected to determine if key procedures were performed related to project
close-out.
= 3 of 8 (38%) completed project documentation was not retained in the project file,
but was later provided by SSD:
- 1 completed project did not maintain a substantial completion form, punch
list, or executed contract in the project close-out file.
- 1 completed project did not maintain a substantial completion form or punch
list in the project close-out file.
- 1 completed project did not maintain a punch list in the project close-out file.

Management Action Plan (MAP):

MAP Ownetrs:
Warren Rose, Director of Facilities Planning & Management, Support Services Division (SSD)
Byron “Heath” Tibbets, Manager of Construction Project Management, SSD

MAP 1.1: The Support Services Division (§SD) is in process of improving its project
management practices and will update the Facilities Planning and Management Process
Manual, sections 10, 11, and 14. Sections 10 and 11 will be updated to include suspense
times for meeting notes and inspection reports to be filed within 30 days of
meeting/inspection or before the next meeting/inspection, whichever is earlier. Section 14
will be updated to include best practices for project closeout processes and implementing a
project closeout form required to be completed and retained on each project. Project
closeout form will include review for items such as monthly progress meetings, field reports
for routine inspections, substantial completion inspection/punch list, and executed contract.

Interim completion date: May 15, 2021 for the above changes to be developed and
communicated to SSD staff prior to final publishing in the Facilities Planning and
Management Process Manual.

Based on potential delays associated with the legislative session, manual to be published
and widely distributed.

Completion Date: July 15,2021
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Finding No. 2: Capital Project Selection Process

Condition

Documentation was not retained to support project selection for the 85t legislative session.
Additionally, Support Services Division (SSD) did not have a documented policy and
procedures related to how capital projects were selected after being ranked by SSD’s priority
value formula.

Effect/Potential Impact

The absence of written policy and procedures or documentation to support the selection
process may result in inconsistent project selections, which could raise questions regarding
capital projects selected across TxDOT’s districts. Without transparency for how SSD selects
capital projects, districts that are providing projects for consideration/ranking may not have
a clear understanding on how projects will be chosen.

Criteria

Per the Strategic Planning Division’s Enterprise Policy Governance Team, procedures, which
are a description of how a policy is implemented, are to be documented and communicated
in division manuals.

Cause

Due to limited funding received in the 85 legislative session, TxDOT’s Chief Engineer chose
specific projects, focusing on CCURE security projects rather than using the priority value
ranking system from SSD.

Evidence
The capital project selection process was analyzed for projects selected as part of the 85t
and 86" legislative sessions:
= 85th legjslative session (2018/2019 biennium): No documentation was retained to
support the decision to deviate from the priority ranking process and select specific
capital projects.
= 86th legjslative session (2020/2021 biennium): Projects were selected based on the
priority value ranking system, and documentation was retained to support the
ranking.

In addition, based on review of SSD’s Facility Planning and Management Process manual,
the process for selecting capital projects was not documented.

Management Action Plan (MAP):

MAP Ownetrs:
Warren Rose, Director of Facilities Planning & Management, Support Services Division (SSD)
Byron “Heath” Tibbets, Manager of Construction Project Management, SSD

MAP 2.1: The Facilities Planning and Management Process Manual, section 2, will be
updated to include a detailed project selection process. The output of the quantitative
review (i.e., priority value ranking) and qualitative review (i.e., final project list), will be
maintained for the record.

Completion Date: May 15, 2021
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Observations and Recommendations

Audit Observation (a): District Feedback

Based on discussion with a sample of six districts, it was noted that while the Support
Services Division (SSD) meets with districts at least annually, there is not an established
mechanism for the districts to provide feedback related to either SSD’s oversight of or
vendor performance on capital projects under construction in their districts.

Effect/Potential Impact

Effective feedback can help the division understand what went well and areas of
improvement. Additionally, effective feedback can improve the quality of oversight being
provided by the division and the outside vendors being used to complete the work. While
SSD completes vendor evaluations on each project, the district’s perspective may not always
be incorporated.

Audit Recommendation
SSD should implement processes to obtain feedback from the districts on capital projects to
help the division improve their oversight and that of the outside vendors on capital projects.

Audit Observation (b): Legislative Appropriations Request

Based on review and trend analysis of the 85t and 86 legislative sessions, it was identified
that approximately 22% of the legislative appropriations request (LAR) was granted for the
85t |egislative session and 60% for the 86" legislative session. The limited authority
granted has caused the division to deviate from using their current selection process which
is to help ensure effective funding usage and distribution.

Effect/Potential Impact

Without modifications to the current legislative appropriations request approach and
submission, many projects will continue to be deferred or not funded at all. As a result,
districts and divisions will either not submit important projects or attempt to fund their
capital projects by using district operating funds.

Audit Recommendation

The Support Services Division (SSD), in working with TXDOT Administration and the districts,
should continue to reevaluate their approach when compiling data and information used for
the legislative appropriations request to improve and obtain a higher percentage of capital
for these projects each session. With so much funding needed over many different areas of
the agency, adequate consideration must be given to top priority and diversified projects
across the state to help close the gap each session on requested vs. granted funding.
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Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard
Facility Management - Improvement Assessment, Selection, and Oversight
Scope Areas Evaluated

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

ERM Component Control Activities Capital Project Assesament and Selection Capital Project Oversight

Organizational Tone

Business Objective/Goal-Setting

Control

) Resource Capacily
Envir

Forecasting/Budgat

Training and Development

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

Rizk Assessment

Business Continuity

Policies/Pr [ &

Approvals/Authorizations

ung Evi

Control Activities
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Safeguarding Assets/Security (Include Physical)

Genearal IT Controls

Data/Information Classilication

Data/Information Input
Information &

o U, Data/Information Processing

Data/Information Cutput

Intarnal and Extarnal Heporting

Exception Reporting Review
Reconciliations

Monitoring Root-Cause Analysis

Evaluations/Inspactions

Action Plans
Scope Area Assessment

| Rating Assessment Grid Exemplary Satisfactory Needs Improvement Unsatisfactory

Closing Comments

The results of this audit were discussed with the Support Services Division Director on
February 1, 2021. The Internal Audit Division appreciates the cooperation and assistance
received from the Support Services Divisions during this audit.
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