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Objective
To determine the effectiveness of monitoring and analysis of fleet utilization to efficiently
employ rental, procurement, and strategic reserve options.

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
reporting reliability, 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 Equipment Monitoring and Oversight X X Needs Improvement
Finding 2 Rental Equipment Utilization Reporting X X Needs Improvement

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

Control Environment

The Fleet Operations Division (FOD) manages and provides customer service for TxDOT’s
statewide equipment needs by providing numerous options such as purchased fleet
equipment, strategic reserve, and equipment rentals. FOD’s organizational structure
includes an equipment supervisor in each of TxDOT’s 25 districts to facilitate equipment
needs. This equipment supervisor coordinates with district staff for the replacement of
equipment, as well as, utilization of the strategic reserve and FOD rental program to fulfill
immediate needs.

In addressing a district’s need, the Equipment Supervisor should first assess whether the
need can be met with equipment located within the district or from neighboring districts, and
if not, whether equipment is available in the strategic reserve. If TXDOT owned equipment is
not available to fulfill the district’s need, the Equipment Supervisor can then submit an
equipment rental request on behalf of the district. FOD uses the rental equipment database
to process district rental requests and monitor the use of rental equipment. Before a rental
request can commence, assessment of local and strategic reserve availability must be
checked and recorded in the rental equipment database by the Equipment Supervisor.

FOD tracks and monitors the utilization of equipment, including people movers and heavy
equipment, through the fleet management system which collects data based on Global
Positioning Systems (GPS) affixed to the equipment. A piece of equipment is classified as
utilized for a day if the GPS unit registers that the equipment has been powered on.
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Utilization data including reporting to identify equipment with low utilization levels is
provided to the districts for monitoring. Utilization data, in conjunction with equipment
maintenance costs and age, is used to identify equipment for consideration to be included
in the two-year statewide replacement plan developed by FOD. As part of the equipment
replacement process, FOD solicits input from the districts and divisions prior to finalizing the
replacement plan. FOD is responsible for the purchase of new equipment statewide;
however, districts are responsible for creating and managing equipment rental budgets.

Summary Results
Audit testing completed resulting in management action plans.

Scope

Area Evidence

Finding
A judgmental sample of 24 pieces of equipment rented for more
than one year between September 1, 2016 and May 31, 2019 was
reviewed to determine whether comparable TxDOT-owned
equipment was considered for use prior to and during rental.
Verification of subsequent documented justification to support the
rental was also performed.

o 24 of 24 (100%) long-term equipment rentals did not have
documented justification to support the district’s need for rental
equipment despite the availability of comparable TxDOT
equipment.

o 24 of 24 (100%) equipment rentals did not have documentation

1 to support if TXDOT equipment was given additional

consideration throughout the duration of the rental period.

Statewide
Fleet
Utilization

Budget rental equipment expenditure data is not consistently
maintained or identified within the enterprise resource planning
system for all districts.

Although fleet utilization targets are reviewed informally on a

monthly basis by FOD, no formal reassessment of target criteria has

been performed. In addition, a piece of equipment is classified as

utilized for a day based solely on the powering on of the piece of

equipment.

A review of equipment rental utilization data for a 143 week period

for 2,029 equipment rentals was performed to evaluate rental

utilization data completeness.

2 o 1,227 of 2,029 (60%) equipment rentals had no utilization data
available for capture.

o 41 of 143 (29%) weeks did not have the Zero Use Report
created.
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Audit testing completed not resulting in management action plans.

Scope Area \ Evidence \

Interviews with FOD Equipment Supervisors and district personnel in

10 selected districts identified:

e 10 of 10 (100%) districts stated their district had adequate
equipment within the district fleet, strategic reserve, and rental
equipment in order to meet the district’s needs.

e 10 of 10 (100%) districts stated that in an emergency situation
the necessary equipment needed is available through district

Statewide Fleet fleet, strategic reserve, or rental equipment.

Utilization e 10 of 10 (100%) districts stated rental equipment is shared

between business units within the district.

A review of the fiscal year (FY) 2020 - 2021 fleet equipment
replacement plan confirmed that FOD considered factors including
equipment utilization, equipment age, equipment maintenance
costs, statewide fleet equipment budget, rental volumes, and district
input when developing the fleet equipment replacement plan.

Audit Scope and Methodology

The audit was conducted during the period from June 10, 2019 to July 26, 2019. The audit
focused on the evaluation of statewide fleet and strategic reserve data to include utilization,
rentals, and purchases for the time period of September 1, 2014 through May 31, 2019.
The scope and methodology used for this audit included:

Scope Area 1: Statewide Fleet Utilization - assessment of equipment utilization data to
determine whether the use of purchased fleet, strategic reserve, and rental equipment is
efficiently and effectively meeting TxDOT’s operational needs.

Methodology included:

e Reviewed state guidance that included the Texas State Vehicle Fleet Management Plan,
and TxDOT policies and procedures that included the Fleet Operations Manual and
Standard Operating Procedures for Capital Asset Acquisitions Process, Equipment
Rentals, and Strategic Reserve.

e Analyzed fleet equipment and strategic reserve data to evaluate variations in the type,
guantity, age, and utilization of equipment.

e Reviewed rental equipment data to evaluate the use of rental equipment, including long-
term rentals, utilization, and urgent rental requests.

e Reviewed a judgmental sample of 24 rentals where comparable equipment was owned
by TxDOT to determine whether TxDOT equipment was considered for use and supported
with a documented justification for the rental.

e Compared fleet, strategic reserve, and rental equipment utilization data with fleet
equipment purchasing data to assess correlations between equipment utilization and
purchases.

e Selected a judgmental sample of 10 districts most frequently above or below average on
the following factors:
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o Age of owned equipment
o Change in guantity and type of owned equipment between fiscal years
o Utilization of heavy equipment and people movers
Frequency of equipment rentals
e Interviewed FOD and district personnel that included:
o FOD: Fleet Manager, Fleet Acquisitions Manager, Fleet Strategy & Analytics
Manager, Fleet Rental Coordinator, and Equipment Supervisors.
o District: Directors of Operation, Directors of Maintenance, and District
Maintenance Administrators.

(@]

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 Fleet Utilization audit
which was conducted as part of the FY 2019 Audit Plan.

FOD was established in 2013 with the goal to reduce underutilized and older equipment.
The Fleet Forward program was created by FOD to help ensure that equipment needed by
the districts was available at the right time and at the right cost. FOD oversees the
administration of TxDOT's fleet of equipment, including equipment replacement, additions,
and determination of overall fleet size. TXDOT’s overall fleet included an average of 12,184
active equipment units during FY 2015 through third quarter of FY 2019, with an average
annual decrease of 1.5%.

FOD maintains a strategic reserve of assets, comprised of equipment that the districts have
replaced but may still have capacity for use. Strategic reserve equipment is located at
various districts around the state based on location where it was last used. FOD also
facilitates the equipment rental program, including coordinating equipment rentals on
behalf of the districts. Strategic reserve and rental equipment are used to fill unmet or
emergency needs.

Equipment Rental Expenditures Top 5 Equipment Rentals
Fiscal Year 2017 - 2019* Fiscal Year 2017 - 2019*

» 320 Equipment Number of Average Rental

() .

§ _ $15 Type Rentals Duration (days)

5 2

& S $10 1 Roller 389 192

o =

g E g5 2 Excavator 218 134

- C

2% 3 Loader 171 165

& 2017 2018 2019* 4 Motor Grader 140 185
Fiscal Year 5 Sweeper 129 137

*Through 5/31/2019

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
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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 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.
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Detailed Findings and Management Action Plans (MAP)

Finding No. 1: Equipment Monitoring and Oversight

Condition

Oversight of equipment utilization is not designed to ensure operational and financial
objectives are monitored to ensure cost-effectiveness. Currently, equipment utilization can
be impacted by turning the ignition on vehicles and no supporting documentation is required
to justify rentals or extensions on equipment rentals.

Effect/Potential Impact

Without documented justification to support the reason that TxDOT fleet or strategic reserve
equipment could not be used to fulfill the district’'s equipment needs (e.g., no availability,
urgent need, etc.), Fleet Operations Division’s (FOD) ability to identify, address, and monitor
underlying causes of increased equipment rentals is limited. Likewise, if FOD is not made
fully aware of the reasons why local fleet or strategic reserve assets were passed up for
rental equipment, decisions on possible modifications that are needed to the TxDOT asset
pool may not be made in a timely manner.

In addition, not performing an ongoing assessment of the availability of district and strategic
reserve units throughout the duration of an equipment rental would continue to allow TxDOT
assets to be overlooked and limit the opportunity to reduce rental expenditures.

Maintaining rental equipment budget information for some districts outside of the enterprise
resource planning system limits the ability to timely monitor the overall rental equipment
expenditure budgets vs. actuals for TxDOT across the state. Likewise, without having a
specific budgetary spending category in the enterprise resource planning system makes it
more difficult to properly identify actual spending that exceeds budget amounts for any
district.

The Fleet Operations Division’s ability to monitor changes in equipment utilization could be
limited by use of equipment utilization targets which are based on historical information and
do not reflect the current or future environment, and classification of equipment use that
does not incorporate other constructive factors.

Criteria

FOD’s Equipment Rentals Standard Operating Procedure states that the Equipment
Supervisor should ensure that equipment needs cannot be fulfilled using existing fleet
resources. It is the responsibility of the Equipment Supervisor to check whether fleet
equipment requested by a district can be borrowed from another FOD shop or from TxDOT’s
Strategic Reserve fleet prior to submitting a request for rental equipment.

The rental equipment database includes fields for the equipment supervisor to document
whether TXDOT owned fleet or strategic reserve equipment is available, and if so, prevents
the processing of the rental request.

TxDOT’s Financial Management Policy Manual states that operations-oriented data is
collected into the enterprise resource planning (ERP) system, which is TxDOT’s official
accounting system of record.
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The Fleet Operations Division (FOD) was established in 2013 with the goal to reduce
underutilized and older equipment and ensure equipment needed by the districts was
available at the right cost and at the right time. FOD provides fleet management,
acquisitions, rental, data and technical services and works closely with districts to assure
equipment meets the department's needs for daily operation and emergency management.

Cause

The rental equipment database does not allow for or require a documented explanation to
be submitted with rental requests to ensure that justification exists for rental of the
equipment. Equipment Supervisors are required to check Strategic Reserve at the time of
the rental request; however, there is no requirement to assess whether Strategic Reserve
units become available leading up to and throughout the duration of the rental.

Budget rental equipment expenditure data is not consistently maintained or identified within
the enterprise resource planning system as each district has the discretion to either track
detailed budget information within the system or maintain the information separately within
the district (e.g., using manual spreadsheets).

Equipment utilization targets used to measure equipment usage across the department
were established using historical equipment availability and utilization information.
Although, targets are reviewed informally on a monthly basis by the Fleet Operations
Division, no formal reassessment of target criteria has been performed.

Evidence

Documented Justification for Use of Rental Equipment
Equipment rental data between September 1, 2016 and May 31, 2019 was reviewed and
identified 183 equipment rentals that were greater than one year in duration. From the 183
equipment rentals, a judgmental sample of 24 equipment rentals was selected for testing.
Each of these rentals were noted to have comparable equipment (i.e., TxDOT equipment
within renting district, located in neighboring districts, or from strategic reserve) available for
use at the time of rental.
o 24 of 24 (100%) equipment rentals identified:
o nho documented justification was found to support the district’s need for rental
equipment despite the availability of comparable TxDOT equipment.
o no documentation was found to support consideration of TXDOT equipment
throughout the duration of the rental period.

Rental Equipment Expenditure Budget

Budget and actual rental equipment expenditure data was requested from the Support

Services Division (SSD) to assess the variance between budgeted and actual expenditures

for rental equipment. However, a comparison could not be performed due to budget rental

equipment expenditure data not being consistently maintained or identified within the

enterprise resource planning system for all districts.

e 19 of 25 (76%) districts did not have rental equipment budget information available in
the enterprise resource planning system for at least one year between Fiscal Year (FY)
2017 and 20109.
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Equipment Utilization Targets and Utilization Criteria

Reporting is generated based on established utilization targets and provided to districts;
however, there are no requirements to adjust utilization factors if targets are not achieved.
In addition, a piece of equipment is classified as utilized for a day based solely on the
powering on of the piece of equipment.

Management Action Plans (MAPs):
MAP Owner: Rod Bliss, Fleet Acquisitions Manager, Fleet Operations Division

MAP 1.1:
Fleet Operations Division (FOD) will update the FOD Equipment Rentals Standard Operating
Procedures (SOP) to require the following:
e Documented rationale within the rental request for the districts’ need for rental
equipment instead of using TxXDOT owned equipment.
o Assess/reassess whether TXDOT owned equipment becomes available leading up to
and throughout the duration of a rental, including the frequency in which the
assessment will occur.

MAP 1.2:

Fleet Operations Division will modify the rental request form within the rental equipment
database to include additional fields to document additional justification of the need for
rental equipment. These fields will include a drop-down menu with standard justification
options.

MAP 1.3:

Fleet Operations Division (FOD) will incorporate rental justification data into a DE Dashboard
to be provided to districts on a monthly basis. In addition, FOD will perform a monthly review
of rental justification data to identify root causes for the use of rental equipment and assess
whether adjustments to the TxDOT fleet are needed (e.g., relocation of strategic reserve
equipment, updates to the buy list, etc.).

MAP 1.4:

Fleet Operations Division (FOD) will analyze utilization data to test whether changes to the
criteria used to define equipment utilization and utilization targets impact utilization rates.
Based on the results, FOD will determine if additional factors (e.g., equipment type,
equipment operation time, equipment movement and distance traveled) should be
considered as part of utilization rates and assess whether targets should be adjusted.

Completion Date: January 15, 2020
MAP Owner: District Engineers

MAP 1.5:

Beginning with Fiscal Year 2020, all districts will work with Support Services Division to
ensure that rental equipment budget amounts are assigned to the specific rental equipment
account code within the enterprise resource planning system to allow for identification of
rental equipment budgets statewide.

Completion Date: November 15, 2019
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Finding No. 2: Rental Equipment Utilization Reporting

Condition

While the Fleet Operations Division (FOD) has the ability to create reporting for equipment
rental utilization, the frequency in which the reporting is generated is not consistent, and
data used to create the reporting is not captured for all equipment rentals.

Effect/Potential Impact

Without complete utilization data from rental vendors and consistent generation of
equipment utilization reports, necessary information is not available to effectively monitor
rental equipment utilization for short and long durations. When districts cannot identify
recurring instances or extended periods of low or zero utilization of rental equipment, there
is less opportunity to return unused rental equipment and reduce unnecessary rental
expenditures.

Criteria

FOD Equipment Rental Standard Operating Procedures (SOP) states that the Fleet
Equipment Rentals group will monitor rental equipment utilization and send a Zero Use
Report to the equipment supervisors, Fleet Acquisitions manager, and FOD management.

Cause

FOD Equipment Rental SOP does not establish the frequency in which equipment rental
utilization reporting must be created and distributed to the districts for monitoring of their
rental usage. Reporting is currently assembled through manual processes which require
data to be obtained during the same week in which the utilization occurred otherwise data is
no longer available. In addition, not all rental utilization data is being captured as Global
Positing System data used to create the utilization reporting is not available on equipment
rented from all vendors.

Evidence

Testing of statewide rental utilization data between September 1, 2016 and May 31, 2019
(143 weeks) for 2,029 equipment rentals was performed to evaluate completeness of rental
utilization data.

o 1,227 of 2,029 (60%) equipment rentals had no utilization data available for capture.

o 41 of 143 (29%) weeks did not have the Zero Use Report created.

Management Action Plans (MAPs):
MAP Owner: Rod Bliss, Fleet Acquisitions Manager, Fleet Operations Division

MAP 2.1:

Fleet Operations Division will develop an automated method for reporting rental equipment
utilization data through a Tableau Zero Use Report dashboard, which will be provided to
districts monthly.

MAP 2.2:

Fleet Operations Division (FOD) will update the FOD Equipment Rentals Standard Operating
Procedures to align with the revised Zero Use Report and establish the frequency in which
the report will be updated and distributed to districts.
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MAP 2.3:

Fleet Operations Division (FOD) will assess the feasibility of incorporating utilization
information available in the maintenance management system into the Tableau dashboards
developed by FOD. If feasible, the information will be included in the DE Dashboard provided

to districts monthly.

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

Audit Results Dashboard
Fleet Utilization

Scope Areas Evaluated
Business Objectives (Reporting, Operational, Compliance) R,0,C

ERM Component Control Activities Statewide Fleet Utilization

Organizational Tone

Business Objective/Goal-Setting

Control

~ Re=zource Capacity
Environment

Forecasting/Budget

Training and Development

Risk ldentification/Planning

Risk Risk Assessment/Impact Analysis

Assessment |Risk Response/Cost-Benefit Analysis 1

Business Continuity

Policies/Procedure Development & Maintenance 1,2
Approvals/Authorizations
Control
_n_ . Supporting Evidence/Records Retention
Activities
Segregation of Duties/System Access
Safeguarding Assets/Security
Information Classification
Information Input
Information &

. . Information Processing
Communication

Information Output

Internal and External Reporting

Exception Reporting Review

1
2
Monitoring Root-Cause Analysis i
Evaluations/Inspections

Management Action Plans

Scope Area Assessment
| Rati Grid Exempla Satisfacto Needs Unsatisfactol
ng Assessment
— o Improvement L/

Closing Comments

The results of this audit were discussed with the Fleet Operations Division Director on
August 22, 2019. The Internal Audit Division appreciates the cooperation and assistance
received from the Fleet Operations Division during this audit.
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