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Letting Management Effectiveness TxDOT Internal Audit Division - Limited Scope

Executive Summary

Objective

To evaluate the design (policy and procedures) and operating effectiveness for the letting management
process to meet letting goal expectations and established performance measures.

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

The internal control structure is not designed or operating to mitigate risks considered significant to
achieving program reporting, operational, and compliance objectives. Negative programmatic impacts
are being experienced and likely to increase if control deficiencies are not addressed. 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: Letting Management Oversight

Financial Management Division (FIN) - Letting

X Division | Management, Design Division (DES), Transportation District Yes

Planning and Programming Division (TPP)

Multiple divisions and districts are involved with the 24-Month Letting Schedule development and management;

however, full coordination between all is not performed to reduce unlevel monthly letting volumes.

= Fiscal year (FY) 2022 and FY 2023 planned statewide letting amounts illustrate variation each month from
a low of $187M to a high of $1.4B.

=  FY 2022 and FY 2023 planned statewide letting amounts by quarter further illustrate variation through
lettings planned for the later part of the FY and inconsistency between the two FYs by district type (i.e.,
metro, urban, rural).

= Analysis of when project letting schedule modifications (LSMs) are performed identified that 48% of LSMs
occurred between three and six months of the 24-Month Letting Schedule planned letting date and 36%
occurred within three months of the scheduled let date.

Control X Operating
Design Effectiveness

(Impact): The expected work availability from the construction community may not be able to cover or adjust to
the monthly volatility of projects going to letting.

Finding 2: Letting Schedule Modification Reporting and Documentation
Control X Operating
Design Effectiveness
LSM documentation for delays to the project letting date were not always included in key performance metric
(KPM) reporting, and reason code documentation did not always support the use of the code selected.
Accuracy of KPM Reporting

= 38 0f 268 (14%) LSMs coded as project letting delays for $184M were not reported in the Letting Schedule

Delay Summary KPM in FY 2020 and FY 2021.

X Division | FIN - Letting Management District Yes

Support for Reason Code Selection
= 31 of 365 (8%) LSMs had no comments to support the reason code selected.
= 10 of 365 (3%) LSMs had comments that did not support the reason code selected.

(Impact): Underreporting of 38 LSMs totaling $144.7M in letting schedule delays could impact business
decisions.
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Audit testing completed not resulting in management action plans.

Scope Area 1: Letting Schedule Development

Reporting for District Letting Schedules and Budgets

= Reports (i.e., Current Statewide 12-Month Letting Schedule, Category Analysis, and Monthly Letting
Schedule) have been established and are updated weekly by FIN for districts to monitor current FY letting
schedule and budget.

Scope Area 2: Letting Schedule Modification

LSM Completion
= 268 of 274 (98%) construction projects did initiate letting date changes through the use of the LSM form.

LSM Approvals

= 54 of 54 (100%) LSMs were appropriately approved based on criteria defined within the project delivery
and management system (PDM). Approvals are needed to notify certain individuals of pending changes to
project lettings.

Control Environment

Multiple divisions and all 25 districts participate in the development of the 24-Month Letting Schedule
which identifies the projects scheduled to let by month during the upcoming two FYs. In conjunction
with the 24-Month Letting Schedule, the Monthly Letting Schedule is approved three months in advance
through district certification that scheduled projects will be ready to let.

TPP guides development of the Unified Transportation Program’s 10-year plan (UTP) which includes
assignment of funding allocations to each of the districts for each year of the plan. These funding
allocations are utilized by the districts to prioritize construction projects for the 24-Month Letting
Schedule. Multiple support divisions (e.g., Design, Bridge, Traffic, Environmental, and Right of Way)
assist the districts in the prioritization and scheduling of construction projects for letting. Design
Division (DES) holds a monthly project meeting to evaluate the readiness of projects for the next three
months of the letting schedule and coordinates schedule adjustments with districts, if needed. FIN
Letting Management Section is responsible for the preparation, approval of the 24-Month Letting
Schedule, and monitoring of the annual and Monthly Letting Schedules to ensure funding allocations
are not exceeded.

Project letting information is retained in the PDM and used in development of the 24-Month Letting
Schedule and ongoing monitoring reports. Changes to the approved current FY letting schedule requires
an LSM to be completed in the PDM. LSMs are reviewed for approval by FIN Letting Management
Section and depending on the change requested (i.e., project cost estimate, funding category, type of
change) may also require division and/or Administration approval.

The stated goal by TxDOT'’s Transportation Commission is for level-letting amounts throughout the FY.
Each month’s total let amount should be similar to prior months as opposed to having significant
increases and decreases at certain points of the FY. Also, KPMs focused on the department’s
effectiveness at delivering the planned projects are reported quarterly to TxDOT Administration. Among
the reported KPMs are Letting Delays and Environmental Delays which were calculated using a manual
tracking spreadsheet as a PDM report has not yet been developed.

Background

Texas Transportation Code §223.001 requires that TxDOT use competitive bidding (i.e., letting) for state
highway improvement contracts. Each month a statewide letting is held to receive bids for construction
contracts. Projects included in the letting are based on a 24-Month Letting Schedule published on
TxDOT’s website. Development of the 24-Month Letting Schedule begins with FIN’s annual planning
cash forecast which determines how much revenue is expected to be available for transportation
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project construction for the UTP. The cash forecast is then allocated by TPP to various funding
categories and to the 25 districts in order to prioritize construction projects for letting,.

LSMs are required to be created by the districts to document project changes to letting dates for
projects with the current FY (i.e., year one of the 24-Month Letting Schedule).

Annual statewide letting for design-bid-build construction projects totaled $6.5B for FY 2020 and $6.3B
for FY 2021. An analysis of the planned to actual statewide monthly letting amounts for FY 2020 and FY
2021 (as shown in Chart 1) illustrates variation in TXDOT’s monthly lettings ranging from $289M to

$1.4B.
Chart 1
Statewide Letting Variation (Planned vs Actual)
FY 2020 to FY 2021*
I Planned Let Actual Let Amount  _ _ . _ Target Letting Goal

$1,400,000,000
$1,200,000,000
$1,000,000,000
$800,000,000 -
s600000000 | B e /b & Ne o /by ;
$400,000,000 > ry -] l '
e (WPt L HEEEDECTERE T
S_
Sep Oct Nov Dec|Jan Feb Mar Apr May Jun Jul Aug|Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug

2019 2020 2021

*As of 9/21/2021 as provided by FIN.

The 24-Month Letting Schedule for FY 2022 - FY 2023 documents TxDOT's plan for $6.5B and $6.3B
in project lettings, respectively. In November 2021 the Infrastructure Investment and Jobs Act was
passed which could provide additional funding for project development and increase letting volume for
the FY 2022 - FY 2023 letting schedule.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from September 10, 2021 to November 12, 2021. The audit
focused on the development and modification of three 24-Month Letting Schedules (i.e., FY 2020 -
2021, FY 2021 - 2022, and FY 2022 - 2023), and 274 statewide-let construction projects from the
Austin, Beaumont, Brownwood, Dallas, Fort Worth, Houston, Odessa, and San Angelo Districts.

Scope Area 1: Letting Schedule Development

Evaluated division and district processes for development, reporting, and monitoring of the 24-Month Letting
Schedule to determine effectiveness in meeting letting goal expectations using methodology that included:
= Reviewed federal and state criteria including United States Code, Title 23, Chapter 1, Section 112, Federal-
Aid Highways - Letting of Contracts, Texas Administrative Code, Title 43, Part 1, Chapter 16, and TxDOT
criteria including the Financial Management Policy and Project Development Process Manual.
=  Conducted interviews with key personnel that included:
—  FIN: Director, Letting/Programming Branch Manager, and Transportation Funding Specialist.
— DES: Director and Deputy Director.
— TPP: Director, UTP/Portfolio Performance Director, and Business Operations Project Manager.
— Transportation Programs Division (TPD): MPPM Project Manager, Project Development Program
Supervisor, and Special Projects Supervisor.
= Assessed reliability of 24-Month Letting Schedule by comparison to published letting schedule reports and
determined data was sufficiently reliable for the purpose of analyzing letting schedule trends.
= Judgmentally selected eight districts based on the number of project letting date modifications in the 24-
Month Letting Schedule for FY 2020 and FY 2021, and district type (i.e., metro, urban, and rural).
=  Evaluated how the budget, cashflow forecast, and carryover is used to develop the 24-Month Letting
Schedule and how district allocations and monthly letting is established.
= Determined if written policy and procedures existed for the development, approval, monitoring, and
reporting of the 24-Month Letting Schedule.
=  Determined if the 24-Month Letting Schedule is reviewed and approved.
= Verified use and accuracy of the 24-Month and Monthly Letting Schedule reports for FY 2021 and FY 2022.
=  Evaluated monitoring performed for the 24-Month Letting Schedule.

Scope Area 2: Letting Schedule Modification

Determined how modifications to the 24-Month Letting Schedule are tracked, managed, and reported.
= Reviewed TxDOT criteria including the Letting Schedule Modification Job Aid.
= Assessed reliability of LSM data obtained from the PDM by comparison of key fields and determined data
was sufficiently reliable for the purposes of evaluating changes in project letting dates.
= Judgmentally selected eight districts based on the number of project letting date modifications in the 24-
Month Letting Schedule for FY 2020 and FY 2021, and district type (i.e., metro, urban, and rural).
= Reviewed 274 statewide let construction projects to determine if LSMs were completed to support changes
to the project’s planned let date.
- Reviewed 365 LSMs to determine if they were tracked for KPM reporting including verification of
reason code used for the modification of the letting schedule.
- Evaluated 54 LSMs to determine if they were reviewed and approved per guidelines based on
project amount, funding category, and type of modification (i.e., delay or acceleration).
= Determined if written policy and procedures exist for modification of the 24-Month Letting Schedule.
= Verified accuracy of KPM reporting for the Letting Schedule Delay Summary.
= Evaluated monitoring performed for letting schedule modifications.
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| Detailed Audit Findings and Management Action Plans (MAPs) ‘

Finding No. 1: Letting Management Oversight

Condition

There are multiple divisions and districts involved in the development and management of the 24-
Month Letting Schedule; however, full coordination and collaboration between all participants is not
occurring to alleviate unlevel monthly letting volumes.

Effect/Potential Impact

Extremely low or high letting volumes can impact the number and pricing of competitive bids received.
In addition, not delivering projects as planned or scheduled can impact TxDOT’s construction
community’s ability to plan and deliver construction work. Last minute changes to the letting schedule
can also strain the district’s ability to meet project development timelines.

Criteria

The Texas Transportation Commission and TxDOT Administration established a goal of a minimum
letting amount each month based on the total planned let volume each fiscal year (FY). The statewide
monthly letting goal established for FY 2021 was $500M and for FY 2022 is $550M.

Cause

The established letting management organizational tone and process do not provide assurance that
monthly level letting expectations will be met and changes to the letting schedule will be minimized. A
letting readiness threshold has not been established that would minimize changes to be made to the
letting schedules (i.e., 24-Month, Monthly). In addition, there is no established reporting to identify and
monitor frequency of letting schedule modifications that occur.

Evidence

Planned Statewide Letting

An analysis of the planned statewide letting amounts for FY 2022 and FY 2023 (as shown in Chart 2)
illustrate variation in TxDOT’s planned monthly letting ranging from $187M to $1.4B.

Chart 2
Planned Statewide Letting Values (S)
FY 2022 to FY 2023*
..... Target Letting Goal
$1,400,000,000
$1,200,000,000
$1,000,000,000

$800,000,000

SGm‘WO,mO - em s em e em e - - P T Ik . B Rl — . - - - - -
$400,000,000
wmen || ] ] | Ll

; 11

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug|Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug

2022 2023

*As of 9/29/2021 from the approved 24-Month Letting Schedule.

February 2022 5



Letting Management Effectiveness TxDOT Internal Audit Division - Limited Scope

Additional analysis of the planned statewide letting amounts by quarter for FY 2022 and FY 2023 (as
shown in Chart 3) was performed and further illustrates the variation through lettings planned for the
later part of the FY and inconsistency between the FYs by district type (i.e., metro, urban, rural).

Chart 3

Planned Statewide Letting Values ($) by FY Quarter
FY 2022 to FY 2023*
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*As of 9/29/2021 from the approved 24-Month Letting Schedule.

Changes to 24-Month Letting Schedule

An evaluation was performed for eight sampled districts for FY 2020 and FY 2021 (as shown in Table 1)

of the timing for when letting schedule changes (i.e., LSM) occurred in relation to the planned letting

date in the 24-Month Letting Schedule.

= 174 of 365 (48%) letting schedule changes occurred between three and six months of the planned
letting date.

= 132 of 365 (36%) letting schedule changes occurred within three months of the letting date and
after approval and posting of the Monthly Letting Schedule.

Table 1
Timing of Changes to 24-Month Letting Schedule
Time elapsed between LSM date and scheduled letting date | # of LSMs % of Total
30 days or less 46 13%
31 to 60 days 53 14%
61 to 90 days 33 9%
3 months to 6 months 174 48%
More than 6 months 44 12%
After the let date (cancelations and re-bids) 12 3%
Unable to determine 3 1%
Total 365

Further analysis of the 24-Month Letting Schedule was performed in relation to the certainty of projects
listed in the second 12 months of the schedule. A comparison of projects listed in year two of the 24-
Month Letting Schedule for FY 2021 - FY 2022 (i.e., planned for a FY 2022 letting date) to projects
listed in year one of the 24-Month Letting Schedule for FY 2022 - FY 2023 (i.e., scheduled for a FY
2022 letting date) was performed for all 25 districts to evaluate letting schedule changes (as shown in
Table 2).

February 2022 6



Letting Management Effectiveness TxDOT Internal Audit Division - Limited Scope

= 42% of projects planned for FY 2022 letting in the 24-Month Letting Schedule for FY 2021 - 2022
had a change made to the scheduled letting date for the project as found in the same schedule for
FY 2022 - FY 2023.

Table 2
Project Letting Schedule Changes for FY 2022
# Projects Listed in Year Two of | # of Year Two Projects Listed in Year
District Type FY 2021 - FY 2022 Schedule One of FY 2022 - FY 2023 Schedule % Change
Metro 161 110 32%
Urban 163 83 49%
Rural 152 81 47%
Total 476 274 42%

Management Action Plans (MAPSs):

MAP 1.1 | Completion Date: September 15, 2022 | Division: | Yes | District: | Yes
An Executive Committee was established by the Chief Engineer with the responsibility to deliver the following
for the fiscal year (FY) 2022 letting schedule:
=  $6.5B in letting for design-bid-build (DBB) projects.
= $1.5Bin Design Build projects.
= $0.8Bin routine maintenance contract (RMC) and local let projects.
= $0.8Bto $1.5B in additional ready to let projects (i.e., contingency plans on the shelf) that are not

included in the FY 2022 letting schedule.
MAP Owner: | Mo Bur, Dallas District Engineer

MAP 1.2 [ Completion Date: September 15, 2022 | Division: | No | District: | Yes
The districts will establish and/or develop additional ready to let projects (i.e., contingency plans on the shelf
not included in the fiscal year (FY) 2022 - 2023 letting schedule) that equal approximately 25% of their
district average annual letting volume. The ready to let projects should include:
= Category (CAT) 1 projects that equal 25% of the allotted CAT 1 funding or $20M, whichever is greater.
=  Coordination with Bridge and Traffic Safety Divisions for any CAT 6 and 8 projects respectively.

MAP Owner: | Quincy Allen, P.E., Director of District Operations

MAP 1.3 | Completion Date: September 15, 2022 | Division: | Yes | District: | Yes
The Executive Committee will work with the Transportation Programs Division - Transportation Programs
Operations and Reporting Section to develop additional dashboards for the evaluation of letting management
targets and performance to increase visibility of the statewide project portfolio and letting management.

MAP Owner: | Quincy Allen, P.E., Director of District Operations

MAP 1.4 | Completion Date: September 15, 2023 | Division: | Yes | District:| Yes
An Executive Committee was established by the Chief Engineer to govern the overall letting schedule. The
committee will meet monthly after each letting with the main purpose of:
= Determining if any changes are needed to the 24-Month Letting Schedule development process.
= Determining if written policy and/or procedures are needed for the overall letting development process.
= Reviewing the 24-Month Letting Schedule and leveling the planned letting schedule starting with the FY
2023 - 2024 schedule prior to annual approval.

= Reviewing modifications to the approved 24-Month Letting Schedule and making recommendations to
Administration for ready to let projects to be moved into the monthly letting schedule as needed to
continue planned level letting during the fiscal year.

MAP Owner: | Quincy Allen, P.E., Director of District Operations
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Finding No. 2: Letting Schedule Modification Reporting and Documentation

Condition

Letting schedule modifications (LSMs) documentation for delays of the project letting date were not
always included in key performance metric (KPM) reporting. Additionally, LSMs did not always have
documentation to support the reason code selected, and if documentation was included, it did not
always support the selected LSM reason code.

Effect/Potential Impact

Inaccuracies in the metric used to assess frequency of letting delays could impact business decisions.
Reporting for fiscal year (FY) 2020 and FY 2021 showed underreporting of $184M associated with the
Letting Schedule Delay Summary KPM as all LSMs associated with delays were not included in the
calculation.

Criteria

TxDOT’s Performance Measures Governance Documentation defines the KPM for Letting Schedule
Delay Summary as all the LSMs for the respective time period (quarterly) categorized and charted by
the reasons for delay. The Financial Management Division (FIN) is the owner responsible for reporting
this KPM.

The Transportation Programs Division’s (TPD) Letting Schedule Modification Request Job Aid for the
Project Delivery and Management system (PDM) has instructions for adding/rescheduling the let date
and requires the proposed (new) let date and reason code for let change be completed on the LSM.
Additionally, districts can enter a comment if desired on the LSM.

Cause

LSMs are tracked and reported using a manual spreadsheet edited by multiple FIN Letting
Management Coordinators. In addition, districts used reason codes to delay a project that are not used
by FIN in KPM reporting. Also, comments are not required to be entered on the LSM by the districts to
support the reason codes selected, and the reason codes are not reviewed to ensure alignment with
comments when provided.

Evidence

A review of 274 statewide let construction projects with 365 LSMs from eight districts was performed to
1) verify the accuracy of FIN's LSM spreadsheet used in the quarterly reporting of the FY 2020 and FY
2021 Letting Schedule Delay Summary, and 2) documentation included on LSM to support reason code
selection.

Accuracy of KPM Reporting

Of the 365 LSMs, 268 documented a delay in the project letting and testing was performed to verify
these LSMs were included in Letting Schedule Delay Summary KPM reporting.

= 21 0f 111 (19%) LSMs were not reported in the FY 2021 Letting Schedule Delay Summary KPM.
= 17 of 157 (11%) LSMs were not reported in the FY 2020 Letting Schedule Delay Summary KPM.

Support for Reason Code Selection

A review of all 365 LSMs were performed to determine if the LSM had comments to support the reason
code selected.

= 31 of 365 (8%) LSMs had nho comments to support the reason code selected.

= 10 of 365 (3%) LSMs had comments that did not support the reason code selected.
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Management Action Plans (MAPs):

MAP 2.1 | Completion Date: April 15, 2022 | Division: | Yes | District: | Yes
Letting schedule modification (LSM) tracking for key performance metric (KPM) reporting will be updated to
Tableau as of the first quarter of FY 2022. The LSM Tableau report will include all LSMs processed in the
project delivery and management system (PDM) for projects that are moved within the current fiscal year
after an official monthly schedule is approved or after the new 24-Month Letting Schedule is approved. The
second quarter of FY 2022 quarterly KPM reporting will be based on the new Tableau report (data) and will
continue to only include project delays (i.e., LSMs for project removals and reschedules in the current FY).
Financial Management Division (FIN) Letting Management Section will develop a checklist to identify the
steps followed to ensure all (statewide let) delay LSMs are accurately reflected in the quarterly KPM reports.
MAP Owner: | Reane Gilder, Letting & Programming Branch Manager, FIN

MAP 2.2 [ Completion Date: April 15, 2022 | Division: | Yes | District:| Yes
The Financial Management Division (FIN) Letting Management Section will coordinate with a rural, urban,
and metro district on defining the letting schedule modification (LSM) reason codes. Reason code definitions
will be reviewed and approved by the Director of District Operations (or delegate) prior to publishing. FIN
Letting Management Section will continue to rely on the Transportation Planning and Development (i.e.,
TP&D) office within the districts to determine the best reason code for project rescheduling and removal.

MAP Owner: | Reane Gilder, Letting & Programming Branch Manager, FIN

MAP 2.3 | Completion Date: September 15, 2023 | Division: | Yes | District: | Yes
The Executive Committee established by the Chief Engineer to govern the overall letting schedule (as defined
in MAP 1.4) will determine if any changes to the letting schedule modification (LSM) creation (i.e., staff level
creating LSM, reason code selection, supporting comments), review, and approval process is needed.

MAP Owner: | Quincy Allen, P.E., Director of District Operations
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’ 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 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.

Audit Results Dashboard

Letting Management Effectiveness

Business Objectives (Reporting, Operational. Compliance)

ERM Component

Control Environment
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Scope Areas Evaluated
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February 2022

10



Letting Management Effectiveness TxDOT Internal Audit Division - Limited Scope

] 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 Letting Management Effectiveness audit
which was conducted as part of the Fiscal Year (FY) 2022 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 Financial Management, Design, Transportation
Planning, and Transportation Planning and Programming Divisions, as well as District Engineers on
February 10, 2022. The Internal Audit Division appreciates the cooperation and assistance received
from the personnel contacted during this audit.
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