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Objective

To assess policy and procedures for documenting, reviewing, and approving routine
maintenance contract project payments.

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. Significant improvements are required to correct control gaps and mitigate residual
risk 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

Finding
Operating
Title Control Design Effectiveness Rating
- Documentation to Support Routine
Finding 1 Maintenance Contract (RMC) Payments X X Mo st

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

Control Environment

The Maintenance Division (MNT) - Contracts and Maintenance Management System (MMS)
Support Section is responsible for the oversight of TxDOT roadway maintenance contracting.
District maintenance section and/or area office personnel are responsible for the day-to-day
contract management activities to include inspection, documentation of work performed, and
payment review and approval for routine maintenance contracts.

Contracted routine maintenance work is documented within the construction/maintenance
contract management system (SM) in daily work reports (DWRs) that include details and
support for the specific items of work completed by the contractor and verified by district
personnel. Documentation to support work performed has also been retained outside of SM
(i.e., electronic databases, hard copy files, shared drive, employee e-mail inboxes, etc.) based
on the discretion of the district.

Contract payments are initiated in SM through monthly estimates (i.e., invoices) by
maintenance section and/or area office personnel for the work performed by the contractor
during each month. Prior to payment, the estimates go through different levels of review and
approval within the district.
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Summary Results

Audit testing completed resulting in management action plans.

Finding Scope Area Evidence
. Testing was performed to verify the accuracy and support for
Routine o .
Maintenance 724 RMC line items paid.
= 225 0of 724 (31%) line items did not have documentation
1 Contract : .
retained that validated the contractor payment. Some
Payment Support o )
e payments were also made with inaccurate calculations per
and Verification
the support found.

Audit testing completed not resulting in management action plans.

Scope Area Evidence
Routine Maintenance = 724 of 724 (100%) DWRs reviewed were created and
Contract Payment Support authorized by two different individuals (i.e., proper
and Verification segregation of duties) in SM.

Audit Scope and Methodology

The audit was conducted during the period from September 29, 2020 to November 6, 2020.
Testing focused on 724 routine maintenance contract line items totaling $22.6M completed
between September 1, 2019 and August 31, 2020. The scope and methodology are as follows:

Scope Area 1: Routine Maintenance Contract Payment Support and Verification -
determination that routine maintenance contract items measured in ton (TON) and square yard
(SY) 1) had documentation to support work performed by the contractor, and 2) were reviewed
and approved prior to payment.

Methodology included:
= Reviewed TxDOT policies and procedures including the Maintenance Contract Manual,
Maintenance Management Manual, Construction Contract Administration Manual,
SiteManager Contract Administration User Manual, and the 2014 Standard Specifications
for Construction and Maintenance of Highways, Streets, and Bridges.
= Judgmentally selected fiscal year (FY) 2020 routine maintenance contract line items
measured by SY and TON based on the average unit costs for the units of measure.
- Judgmentally sub selected 724 line items from 41 routine maintenance contracts in
seven districts (Bryan, Dallas, El Paso, Fort Worth, Odessa, San Antonio, and
Yoakum) based on line item and payment totals.
= For the selected SY and TON line items, reviewed documentation within SM and/or retained
as hard copies within district local project files to verify support and accuracy for the
payments made to the contractors.
= For the selected SY and TON line items, reviewed approval information within SM to verify
the DWR was created and approved by two separate individuals.
= Interviewed MNT and district personnel that included:
- MNT: Director, Deputy Director, and Resource Management Analyst.
- District: Contract Specialists, Maintenance Section Supervisors, General Engineering
Technicians, General Transportation Specialist, General Transportation Technician,
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Maintenance Support Technicians, Construction Inspector, Construction
Recordkeepers, and Construction Records Auditor.

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 Maintenance Project
Payment Review and Approval audit which was conducted as part of the FY 2021 Audit Plan.

Routine maintenance contracts are utilized by TxDOT to supplement district maintenance work
force for routine or preventative maintenance activities such as but not limited to pothole
repairs, flexible pavement repairs, full-depth repairs, super-pave mixtures, and hot-mix asphalt
repairs.

SM was implemented in 2001 to assist in the management of construction contracts and was
later expanded to the management of maintenance contracts in September 2014. For FY
2020, a total of 7,169 estimates totaling $654.9M were processed through SM and paid to
third-party contractors for routine maintenance contracts.

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.

Best Practices

The Bryan, San Antonio, and Yoakum Districts have implemented an automated tabulation
worksheet to document and calculate quantities for line items with TON as unit of measure.
The automated tabulation worksheets help the districts to minimize inaccuracies in verifying
payment quantities.

The Bryan District also utilizes a centralized database to retain project supporting
documentation (i.e., measurement sheets/drawings, hot-mix tickets, etc.). One maintenance
section within the Fort Worth District has started utilizing the document management system
(PW) to document project files allowing for a more efficient and organized repository for project
records.
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Detailed Finding and Management Action Plans (MAP)

Finding No. 1: Documentation to Support RMC Payments

Condition

Quantities paid for contracted routine maintenance work (RMC) performed did not have
documentation retained to support the payments made or had payment quantities inaccurately
calculated.

Effect/Potential Impact

Without documentation to support quantities paid to contractors, TxXDOT could be subject to
additional charges (i.e., interest) if a dispute or claim was filed by the contractor to collect on
underpayments. Also, variations in the method(s) used to document and retain support for
maintenance payments creates inefficiencies within the payment review and approval process.

Criteria

The Maintenance Contract Manual Chapter 1, Section 3 outlines contract personnel
responsibilities to include preparation of documentation for monthly estimates by contract
inspectors, review and approval of all DWR entries monthly by contract recordkeepers, and
monthly spot checks of DWRs by Maintenance Supervisors and district contract personnel.

The Maintenance Contract Manual Chapter 4, Section 7 establishes the Daily Work Report
(DWR) as the official record for inspection documentation and maintenance project payments.
Chapter 4, Section 12 outlines the pay estimate process to include the contract inspector’s
measurement and documentation of work in progress (as dictated by the item of work) in the
DWR.

TxDOT’s Record Retention Schedule requires records for routine maintenance contracts to be
maintained for up to seven years after the acceptance and final payment of the contract.

Cause

Through inquiry, where no supporting documentation was retained for payment made, there
was an unawareness by some employees performing RMC inspections that documentation
should be created and/or retained. In addition, there are variations in the level of review
performed for DWRs prior to approval for payment, and in the performance of required DWR
spot check reviews by Maintenance Supervisors and district maintenance office personnel.

Retention locations for supporting documentation varied across the districts/maintenance
offices (i.e., Site Manager, EDMS, hard copy files at office/homes, inspector work stations,
employee e-mail inboxes).

The Maintenance Contract Manual does not include specific requirements to document work
item measurement calculations to support total quantities paid within the DWR. In addition,
districts have not developed procedures outlining monthly DWR spot check process by
Maintenance Supervisors and district contract personnel.
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Evidence
For fiscal year (FY) 2020, a total of approximately 327K RMC line items ($661.2M) were
approved for payment to third-party contractors.

A review of 724 judgmentally selected RMC line items ($22.6M) measured by SY and TON was

performed to verify retention of supporting documentation and accuracy of approved payment.

= 225 of 724 (31%) line items ($6.4M) did not have documentation retained to validate
quantities paid to the contractor or had quantities paid that were inaccurately calculated.

- 186 of 225 (83%) line items ($4.2M) from seven districts did not have
documentation (i.e., inspection comments, payment explanations, calculations,
and/or material tickets) retained to support line item quantities paid.

- 39 0f 225 (17%) line items ($2.2M) from seven districts had measurements for
work performed that were inaccurately calculated ($23.5K net underpayment to
contractors).

=  Of the 499 line items that did have documentation to validate quantities paid to the
contractor, 274 (55%) were retained outside of the RMC payment system of record.

Management Action Plans (MAPs):
MAP Owner: Alanna Bettis, P.E., Deputy Director, Maintenance Division

MAP 1.1: The Maintenance Division will:
= conduct a meeting with district contract personnel via WebEx by January 15, 2021 to:

- present the results of the audit engagement to include discussion on exceptions
found, best practices identified, and reiteration of 1) Daily Work Report (DWR)
reviews by recordkeepers prior to payment and at project closeout, and 2) monthly
spot check reviews by supervisors and contract specialist.

- discuss policy additions/changes to be updated in the Maintenance Contract
Manual.

= update the Maintenance Contract Manual and existing training materials to include specific
requirements to retain payment supporting documentation within the
construction/maintenance contract management system (SM), document measurement
calculations to support quantities paid within the DWR, and provide a measurement
calculation example.

Completion Date: March 15, 2021

MAP Owners: Bryan, Dallas, El Paso, Fort Worth, Odessa, San Antonio, and Yoakum District
Directors of Maintenance/Operations

MAP 1.2: For the 39 inaccurate calculation exceptions identified, districts will document and
process payment adjustments via a supplemental estimate within the
construction/maintenance contract management system. District staff will contact the
Financial Management Division - Accounts Payable Central Section to verify the date to be
used in the supplemental estimate to ensure accurate calculation of interest.

Completion Date: February 15, 2021
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MAP Owners: District Directors of Maintenance/Operations

MAP 1.3:

Upon notification from the Maintenance Division, the districts will:

= conduct meetings with district maintenance contract personnel (i.e., Inspectors,
Recordkeepers, Maintenance Section Supervisors, Area Engineers) by February 15, 2021
to:

— present results of the audit to include discussion on exceptions found, best
practices identified, and reiteration of Daily Work Report (DWR) reviews by
recordkeepers prior to payment and monthly spot check reviews by maintenance
section supervisors and contract specialist.

- communicate updated policies to district maintenance contract personnel (i.e.,
Inspectors, Recordkeepers, Maintenance Section Supervisors, Area Engineers) with
direction to implement the established polices.

= develop and document a process for monthly spot check reviews by maintenance section
supervisors and district maintenance office, and review of DWRs to include payment
support and accuracy during project closeout procedures by the project auditor.

Completion Date: May 15, 2021
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Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard

Maintenance Project Payment Review and Approval
Scope Areas Evaluated

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

ERM Component Control Activities Routine Maintenance Contract Payment Support and Verification

Organizational Tone 1

Business Objective/Goal-Setting

Control

Resource Capacr
Environment puciy

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis
Risk Assessment

Risk Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance

1
Approvals/Authorizations 1 :
Control Activities | Supporting Evidence/Records Retention A

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

Reconciliations

Monitoring Root-Cause Analysis

Evaluations/Inspections 1l

Management Action Plans

Need
Exemplary Satisfactory Unsatisfactory

Closing Comments

The results of this audit were discussed with the Maintenance Division Director and District
Engineers on December 1, 2020. The Internal Audit Division appreciates the cooperation and
assistance received from the personnel contacted during this audit.
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