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Executive Summary

Objective

To evaluate the effectiveness of the process of connecting and disconnecting utility accounts, as well
as the effectiveness of the oversight of utility payments on third-party invoices.

Overall Engagement Assessment ! X |
Priority 1 Priority2  Priority3  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.: Utility Account Services Management
Control X Operating
Design Effectiveness
SSD, in conjunction with the districts, have not established general oversight and invoice review protocols to

prevent TxDOT from incurring unnecessary expenditures for utility accounts across the state.

X | Divisions | Support Services Division (SSD) District Yes

Utility Provider Payment Review
Large Utility Transactions of $50K or more
= 28 of 38 (74%) statewide invoices for utility services and buildings with high utility consumption
and/or large or unusual transactions were not being validated or reviewed for reasonableness prior
to payment, totaling approximately $1.6M.

Consistent Monthly Usage of Utility Services
= 233 0f 457 (51%) statewide utility services payments were made on accounts that could not be
validated or located by the districts, totaling approximately $2.2M.

New Account Connections

= 101 of 166 (61%) new accounts established in six districts were unable to be validated for proper
approval due to inconsistencies within the approval documentation process, leaving $213K in utility
service charges unsupported.

Disconnections

= 31 of 47 (66%) disconnections in six districts were unable to be validated due to the inconsistency of
document retention efforts or within the retained documentation provided for review; however, all
disconnections were reconciled to the third-party vendor’s active meter listing to verify the disconnected
meters were no longer active or being billed.

Impact: From fiscal year (FY) 2020 to FY 2022, TxDOT continued to pay $3.8M across the state in utility
service charges without reviewing prior to payment with less than 1% of the population evaluated.

Finding 2: Third-Party Vendor Reporting

Control X Operating
Design Effectiveness

SSD and the districts have not established procedures to monitor the third-party vendor to help ensure all
reporting is provided as per the contract and billing or operation discrepancy reporting is accurate and
complete.

X Division | SSD District No

Contract Compliance
= The third-party vendor is not providing the bill gap, missing bill, and zero consumption reports as
required per the contract.
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Incorrect Location Reporting

= 208 of 211 (99%) utility account locations were incorrectly categorized by location within the third-party
vendor system; however, the utility accounts were verified as being properly billed to the correct budget
line item per district.

Ineffective Discrepancy Reporting and Resolutions

= 7 of 26 (27%) exception report line items identified in third-party reporting inaccurate or missing account
number, totaling approximately $11K.

= 3 0of 26 (12%) exception report line items identified in third-party reporting that resolutions were not
resolved within 30 days, as required per the contract, totaling less than $1K.

Impact: TxDOT is paying a third-party vendor approximately $300K annually; however, TxDOT is not receiving
all contractual reporting to assist with oversight. Additionally, without accurate and timely third-party vendor
reporting, TXDOT may continue to pay for some services such as the $3.8M identified in Finding 1.

Finding 3: Utility Service Provider Payment Terms
Control Operatin L SSD —
Design X Ef‘?‘ectiveﬁess X DLl Financial Management Division (FIN) BER ves
A statewide process has not been established to address utility providers who shut off or threaten a shut off
of utility services for nonpayment due to the payment terms being more expedient than is required by the
Texas Government Code, §2251 (the Prompt Payment Act).

= 121 of 139 (87%) utility service providers payment terms did not adhere to the Prompt Payment Act and

contained due dates that were less than 30 days from receipt of invoice.

Impact: TxDOT could be subjected to unwarranted disconnections or additional charges (i.e., penalties). Five
districts have had the threat of meters being disconnected, with two districts that experienced disconnected
meters. During calendar year 2022, TxDOT paid penalties of a de minimis amount to 13 different utility
providers to avoid utility service disconnection.

Finding 4: Utility Accounting Classification

Control Operating

Design Effectiveness

Monitoring over the utility accounting classification coding, by the Texas Comptroller of Public Accounts, to

account 7501 - Electricity has not been consistent.

= 14 of 49 (29%) transactions during FY 2020 through FY 2022 were reviewed and identified to be
incorrectly coded to account 7501 - Electricity.

X Division | FIN District No

Impact: The amount to reclassify is $592.8K to the appropriate expense or project accounts.

Audit testing completed not resulting in management action plans.

Scope Area 1: Utility Accounts Connections/Disconnections

= |n six sampled districts during FY 2022, 47 identified disconnections were reconciled to the third-party
vendor’s active meter listing to verify the disconnected meters were no longer active or being billed.

= Between FY 2016 and FY 2022, 10 disposed properties statewide were tested to verify electric utilities
were no longer being paid on subsequent to the disposition. All dispositions were appropriately no
longer being billed.

Scope Area 2: Utility Payment Process

= Astatewide judgmental sample of 495 utility services payments made between FY 2020 and FY 2022
from the Enterprise Resource Planning System (ERP) were noted to be properly supported and paid in
accordance with the Texas Government Code, §2251 (the Prompt Payment Act).

= Ajudgmental sample of five correction entries and 10 journal entries made during FY 2022 from the
ERP was evaluated for proper approvals and reasonableness. No exceptions noted.

= Validation of the third-party vendor’s method to transfer digital invoices to TxDOT, identified that the
transactions are secure.
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Control Environment

Utility accounts administration, for both roadway projects and facility usage, are a decentralized
process across the state. Utilities are activated and deactivated by district or division (D/D)
personnel overseeing the roadway project, the maintenance for a facility, or a project contractor that
may initiate utility services. SSD centrally maintains a Statewide Utility Meter Delegation list which
provides authority to D/D personnel to approve connections and disconnections across the state.
SSD has established a contract with a preferred utility provider to help reduce monthly base charges
and kilowatt hour (kwh) rates in deregulated markets when districts choose to utilize this provider.

Utility services account payment activities is an outsourced process across the state. The FIN, SSD,
and district personnel rely on the third-party vendor for additional validation of receipt of services.
FIN processes invoices through the ERP to validate and receipt the services based on a file received
from the third-party vendor prior to a payment being made to the utility provider.

In addition to verification and validation of invoices and services, TxDOT also relies on a third-party
vendor for monitoring of connections and disconnections, bill receipts, imaging of invoices, and
exception processing and reporting.

Background

In FY 2022, TxDOT utility accounts comprised approximately 30K accounts including electricity,
natural gas, propane, water, and sewer, with a total annual spend of approximately $36M billed
through a third-party vendor. Approximately $27M was electricity services related, which consist of
traffic lights, spot safety lighting, street illumination and/or buildings. Additionally, approximately
$2.6M was water services related, which can consist of water for deicers, maintenance of right of
way vegetation, and/or buildings.

The third-party vendor managing the TxDOT utility services is a statewide contractor providing
oversight, reporting, liaising with utility providers, and invoice processing of electricity, natural gas,
water, propane, and wastewater utility invoices. The contract was initiated on November 1, 2018
with three renewal options for one-year and is up for renewal. The third-party vendor processes
approximately 23K TxDOT invoices monthly with a variety of utility account payments terms.

Texas’ energy market consists of both a regulated market and a deregulated market. In a regulated
market, TXDOT does not have an energy provider of choice. However, in a deregulated market, TxDOT
can choose from multiple utility providers at various rates. To assist in controlling the costs in a
deregulated market, TxDOT has established a rate with a contracted preferred utility provider to
provide cost savings in electrical services for up to $50M in payments.

Best Practices

A master meter listing with Global Positioning System (GPS) locations for meters was identified in the
Wichita Falls District (WFS). Additionally, WFS performs annual maintenance on their meters to
collect usage and inspects the meters.
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Detailed Audit Report

Scope and Methodology

Scope Area 1 was conducted during the period from November 1, 2022, to January 13, 2023.
Testing focused on approvals of electricity accounts for connections and disconnections during fiscal
year (FY) 2020 through FY 2022 in six judgmentally selected districts including Houston, Austin,
Lubbock, Pharr, Yoakum, and Wichita Falls, as well as the Support Services Division. Additional
statewide testing was performed on judgmentally sampled payment transactions during FY 2020
through FY 2022 of utility services to validate usage of contracted preferred utility provider.

Scope Area 2 was conducted during the period from February 13, 2023 to April 25, 2023. Testing
focused on the timeliness and supporting documentation for electricity and water utility account
payments statewide during FY 2020 through FY 2022.

Scope Area 1: Utility Accounts Connections/Disconnections

To validate the effectiveness of the electricity accounts’ connection/disconnection, and monitoring
processes for project delivery and facilities.
= Reviewed connection and disconnection approvals to the Statewide Utility Meter Delegation list
maintained by Support Services Division (SSD) to verify personnel had the proper authority to approve.
=  Researched federal and state criteria for connections and disconnections of utility accounts.
= Conducted interviews with key personnel to understand the process of connecting, disconnecting, and
monitoring electricity accounts, including;:
— Districts: Traffic Sections, Construction, Business Operations, and Transportation Planning and
Programming.
— Division: SSD.
= Judgmentally selected six districts to test based on metro, urban, and rural districts, dollars spent in FY
2022, and the largest percentage change in spend from FY 2021 to FY 2022.
- Judgmentally selected 166 new accounts within the sampled districts from FY 2020 through FY
2022 and reviewed for proper approval.
- Reviewed documentation of disconnections during FY 2022 within the sampled six districts for
proper approval.
- Reconciled known disconnections in FY 2022 within the sampled districts to an active meter
listing obtained from the third-party payment vendor.
= Evaluated five building leases in one district that terminated over a 23-month period (February 1, 2021
through December 31, 2022) to validate proper and timely disconnection in third-party payment vendor
system.
= Evaluated ten dispositions statewide made from FY 2016 to FY 2022 to validate disconnection in third-
party payment vendor system.
= Judgmentally selected six districts to test based on metro, urban, and rural districts, dollars spent in FY
2022, and the largest percentage change in spend from FY 2021 to FY 2022 to understand the
procedures, metrics, and monitoring for utilities performed within those districts.
= Benchmarked with four state departments of transportation to identify possible best practices for utility
account management.

Scope Area 2: Utility Payment Process

To evaluate the oversight of payments made on third-party invoices to determine the invoices are supported
and paid timely.
= Researched federal and state criteria for third-party payments.
=  Conducted interviews with key personnel including:
- Districts: Business Operations.
- Divisions: Financial Management and SSD.
=  Obtained third-party reporting to evaluate accuracy of utility meter locations.
= Validated the third-party vendor’s method to transfer digital invoices to TxDOT.
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Utility Services Payment and Meter Validations
= Obtained Enterprise Resource Planning System (ERP) utility service payments transactions from FY
2020 through FY 2022 to analyze as follows:

- Judgmentally selected a sample of 495 statewide utility services payments based on size and
utility usage, and were tested for validation of services and meters, as well as, that payments
were properly supported and paid timely

- Additional analysis of the ERP utility services transactions statewide in FY 2022 demonstrated
unique utility transactions, such as non-payments or purchase card (PCard) transactions. As a
result, an additional 26 transactions were sampled and tested for reasonableness and
supportability:

o Ten journal entry transactions.
o Five correction entry transactions.
o Eleven payment card services transactions.

Exception Report Testing

= Obtained third-party exception reports during a rolling 12-month period from February 2022 to February
2023, and judgmentally selected 26 exceptions to test for late or interest payments, exception
resolution was timely, and appropriate supporting documentation was retained.
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‘ Detailed Audit Finding and Management Action Plans (MAPs) ‘

Finding No. 1: Utility Account Services Management

Condition

Support Services Division (SSD), in conjunction with the districts, have not established general
oversight and invoice review protocols to prevent TxDOT from incurring unnecessary expenditures for
utility accounts across the state.

Effect/Potential Impact

Without management of statewide utilities account services, payments with a higher base rate on
utility accounts may continue due to connections with non-preferred utility services providers and
payments on utility accounts may continue for meters that are not known to exist or for services that
are no longer needed.

From fiscal year (FY) 2020 to FY 2022, a sample of less than 1% of payment transactions
demonstrated that TxDOT continued to pay for water and electrical utility services by $3.8M that
were no longer needed, had a broken meter, or had erroneous charges applied. Additionally, TxDOT
paid a higher base rate for electrical utility services in deregulated markets in FY 2020 - FY 2022 by
an additional $168K by not using the contracted preferred utility provider. And lastly, TxDOT also
paid an additional $116.5K for electrical utility services on properties after TxDOT no longer owned
or leased the property.

Criteria

On September 8, 2020 a memorandum was distributed to the District Engineers requesting that they
send SSD their delegated authority for the addition of accounts to be added to the third-party utility
provider portal for SSD to establish and maintain a central Statewide Utility Meter Delegation listing
that allows certain individuals to approve new account connections or disconnections of services
statewide.

TxDOT also entered into a $50M contract with a utility provider to reduce base utility charges to
$0.25 monthly per account and kilowatt per hour (kwh) rates to $0.04161 for 60 months.

TxDOT Purchasing Manual, October 2022, Chapter 4 - Contract Management and Administration
identifies that districts/divisions (D/Ds) must inspect and evaluate all services at the time of receipt
and inspections must be conducted upon completion of the service or within the timeframe specified
in the purchase order (PO). The D/D must enter a receipt in the Enterprise Resource Planning
System (ERP) to document the performance of the service(s) and to authorize payment upon receipt
of a complete invoice.

Cause

TxDOT has not developed a statewide program with policies and procedures to outline the processes
relating to connecting and disconnecting utility accounts, usage of the contracted preferred utility
provider, and validation of the utility account services and payments.

Limited controls are in place to verify utility shut offs or disconnections occur when projects are
completed, or utility services are no longer required. When utility services are identified to be no
longer required, verification or monitoring is also not being performed to help ensure payments are
discontinued.

The Statewide Utility Meter Delegation listing is not updated or maintained regularly, which allows for

access to the third-party portal by the districts to monitor where the active utility accounts are
located with Global Positioning System (GPS) coordinates.
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Lastly, business objectives have not been established to determine that utility services being billed
are reasonable and if the contracted preferred utility vendor is being utilized.

Evidence

Utility Provider Payment Review

Between FY 2020 and FY 2022, 495 utility provider payments statewide were judgmentally selected
from an ERP payment report to test that the payment was for a valid meter, and the receipt of
services were verified and supported. The utility provider payments selected for review are as
follows:

= 38 large (>$50K) utility transactions.

= 457 utility provider payments with consistent usage month to month.

Large Utility Transactions of $50K or more

= 28 of 38 (74%) statewide invoices were not validated for utility services and buildings prior to
payment. These transactions totaled approximately $1.6M in additional utility payments that
were not reviewed for reasonableness by the D/D receiving the services.

— One payment of $674K for one month of utility services was not flagged timely by the
third-party vendor and was paid prior to a resolution with the third-party vendor or the
utility provider. The previous two months combined of services for this account totaled
$70.12.

Consistent Monthly Usage of Utility Services
=  A57 of 457 (100%) utility provider payments were not validated for services prior to
payment. Without a validation of services, the following was identified:

— 233 0of 457 (51%) utility provider payments were made on utility accounts that could not
be validated or located by the districts, totaling approximately $2.2M in additional utility
payments between FY 2020 and FY 2022.

— 59 0of 457 (13%) utility provider payments were made on utility accounts that have been
identified by the districts to no longer be required, totaling approximately $49K in
additional payments made between FY 2020 and FY 2022.

New Account Connections

Between FY 2020 and FY 2022, 166 new accounts in six districts were judgmentally selected from

the third-party vendor data source to test for proper approvals against the approval authority within

the Statewide Utility Meter Delegation list.

= 71 of 166 (43%) new accounts established were unable to be validated for proper approval due
to inconsistency of approval documentation availability/retention, leaving $158K of utility service
charges unsupported for meter establishment. Various methods of approvals were evaluated
such as signed forms or blanket emails.

= 30 of 166 (18%) new accounts tested had an incorrect approval based on the Statewide Utility
Meter Delegation list, leaving $55K of utility service charges unsupported for meter
establishment.

Disconnections

During FY 2022, 47 disconnections in six districts were identified and tested for proper approvals to

the approval authority within the Statewide Utility Meter Delegation list identified:

= 31 0f 47 (66%) disconnections in FY 2022 tested could not provide evidence of the
disconnection request due to inconsistency of document retention. However, all 31 were
determined to no longer being paid on.

A review of the five terminated leases in one district for a 23-month period (February 1, 2021

through December 31, 2022) were reviewed for timely disconnection and subsequent billing
discontinuation:
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= 1 of 5(20%) terminated leases resulted in utilities continuing to be paid for 19 months after the
termination of the lease resulting in additional payments totaling approximately $4.8K for
services that were no longer needed.

A review of a TxDOT utilities project identified two disconnections of utility services that were not

completed timely.

= One property, identified through a third-party vendor exception report, was disposed of in January
2007. Utilities continued to be paid on for 12 years resulting in additional payments totaling
approximately $109K in services no longer needed.

= One property’s utilities were not transferred timely resulting in additional payments totaling
approximately $2.7K over the eight-month period in services no longer needed.

An instance of an unwarranted disconnection of electrical services occurred at an intersection when
an unauthorized non-TxDOT disconnection request was submitted to the utility service provider and
final notices went unanswered by TxDOT.

Contracted Preferred Utility Provider
An analytical review of third-party source data of all 25 districts from FY 2020 through FY 2022
identified that while not contractually required, a contracted preferred utility provider was not used
for 113 accounts (one provider).
= Savings were bypassed on these accounts, totaling $168K on electricity in FY 2020 ($37K), FY
2021 ($57K), and FY 2022 ($74K).
— base charges paid ranged between $7.90 to $15.00 (as compared to the maximum monthly
base charge of $0.25).
— kwh rates paid ranged between $0.10 to $0.15 (as compared to the maximum monthly kwh
rate charge of $0.04161).

Management Action Plans (MAPs):

MAP 1.1 | Completion Date: October 15, 2023 | Division: | Yes | District: | Yes
Prepare and distribute communication to divisions and district representatives to begin identifying utility
meters in their area of responsibility and disconnect meters that are no longer needed. Additionally set
expectations regarding moving electricity account from the non-preferred provider to the preferred provider,
as well as monitor of utility meters prior to the implementation of the statewide framework. Lastly, create a
working group that includes district and division representatives that will be responsible for developing a
statewide framework that includes but is not limited to establishing, disconnecting, and expectations of
monitoring utility account activity.

MAP Owners: Carl Johnson, P.E.., .D.irector of District Operations. . . o
Warren Rose, Facilities Plan & Management Section Director, Support Services Division

MAP 1.2 [ Completion Date: March 15, 2024 | Division: | Yes | District: | Yes
The working group created as part of MAP 1.2 will develop a statewide framework that includes but is not
limited to activities relating to establishing, disconnecting, and creating expectations of monitoring utility
account activity, such as:

= Develop, maintain, and communicate policies and procedures. This is to include points of contact
across the state, connecting and disconnecting utility accounts process, usage of the preferred utility
provider, and validation of utility account services and payments process.

= Develop and maintain a process to update the Statewide Utility Meter Delegation Listing.

= Develop a process to create and maintain an active meter listing to be used in the monitoring of the
utility meters.

=  Develop a process to reconcile disconnections to active meter listing (created above).

= Develop a process at a district and statewide level to capture and report new utility accounts and
disconnected utility accounts.

= Develop a process to reconcile new utility accounts that are added to the active meter listing.
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= Develop a process to identify disconnections or potential disconnections are communicated to the
appropriate individuals.

= Develop business expectations/objectives for districts to monitor their respective active meters and
root cause unusual payments or usage.

= Develop program business objectives to assist with monitoring at both district and statewide levels.

= Develop program business objectives to validate the use of the preferred third-party provider.

= Develop business objectives to measure and assist in determining when irrigation is final.

= Develop business objectives to validate third-party vendor data to operational data to verify
accuracy.

= Communicate the developed framework to the districts and relevant divisions for implementation.

MAP Owners: Carl Johnson, P.E, Director of District Operations
) Warren Rose, Facilities Plan & Management Section Director, Support Services Division
MAP 1.3 | Completion Date: April 15, 2024 | Division: | Yes | District: | No

Develop a technology-based solution to assist districts and divisions to identify, locate, and manage utility
account meters.

MAP Owner: Jennifer quh, er.egtor of Geographic Info Management, Transportation Planning and
Programming Division
MAP 1.4 | Completion Date: September 15, 2024 | Division: | Yes | District: | No

Updates to the Construction Contract Administration Manual will be made to provide guidance on discussion
topics for preconstruction meetings and project closeout to include reminders for new utility account
connections and to disconnect for each project.

MAP Owner: | Jason Duncan, P.E, Deputy Director, Construction Division

MAP 1.5 | Completion Date: September 15, 2024 | Division: | Yes | District: | Yes
District and division personnel will identify utility accounts that are not currently using the preferred utility
provider and transfer services to the preferred utility provider.

. Warren Rose, Facilities Plan & Management Section Director, Support Services Division
MAP Owners: N :
District Engineers
MAP 1.6 | Completion Date: October 15, 2024 | Division: | Yes | District: | Yes

District and division representatives will identify and locate all TxDOT meters by Global Positioning System to
create an active meter listing to be used in overseeing utilities as identified as part of MAP 1.2.

. Warren Rose, Facilities Plan & Management Section Director, Support Services Division
MAP Owners: L .
District Engineers
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Finding No. 2: Third-Party Vendor Reporting

Condition

Support Services Division (SSD) and the districts have not established procedures to monitor the
third-party vendor to help ensure all reporting is provided as per the contract and billing or
operational discrepancy reporting is accurate and complete.

Effect/Potential Impact

TxDOT is paying a third-party vendor approximately $300K annually; however, TxDOT is not receiving
all contractual reporting to assist with oversight. Additionally, without accurate and timely third-party
vendor reporting, TXDOT may continue to pay for some services such as the $3.8M (includes a
$674K overpayment for an incorrect billing) identified in Finding 1.

Due to a third-party vendor data migration, available reporting incorrectly identified district locations
for the utility accounts in the third-party vendor’s system that was unvalidated by TxDOT. This
exposes TxDOT to use resources inefficiently in researching or reviewing utility accounts that are in
the incorrect districts.

Criteria

The contract between TxDOT and the third-party states:

= |nA.7.5.3 Customer Report, 1) Monthly Reporting states “Fluctuations in usage above or below
10%, if applicable” monthly reporting.

* |n A.7.4.5 Exception Reporting, 1) report all exceptions and resolutions of exceptions on a
monthly basis, 2) provide TxDOT with missing bill, bill gap, and zero consumption reports on a
monthly basis, 3) exception report must be generated each month, regardless of whether TxDOT
does or does not receive an invoice from a utility provider and whether a bill gap exists.

* In A.7.4.4 Exception Processing, the third-party vendor is to work with all necessary parties to
review and resolve all exceptions identified and flagged in the verification and validation process.
The third-party vendor must resolve all outstanding exceptions prior to completing invoice
processing.

Cause

TxDOT has not developed a statewide program to monitor and utilize the third-party reporting when
provided, as well as alternative procedures when third-party reporting is not provided. Business
objectives have not been identified to help ensure that 1.) TxDOT is getting contractual deliverables
from the third-party vendor, or 2.) TxDOT can leverage the third-party vendor contractual deliverable
to assist in the management of the utility services accounts, or 3.) How TxDOT should be measuring
the third-party vendor’s performance.

A large overpayment was not properly flagged by third-party vendor reporting nor did the Financial
Management Division independently verify the utility services were received.

Additionally, TXDOT personnel is not always aware of how to resolve exceptions identified through the
reporting provided.

Evidence

Contract Compliance

A review of the third-party vendor contract identified the following reports that have not been
provided to TxDOT to assist in utility service oversight as required by the contract since the
commencement of the contract in November 2018:

= Bill Gap

= Missing Billing
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= Zero Consumption
— Due to the unavailability of a Zero Consumption report, analytical procedures were performed

on existing third-party vendor data on payment transactions from fiscal year (FY) 2020

through FY 2022 to demonstrate utility account meters that had zero and consistent usage

were valid from month to month.

o 51% of utility provider payments were made on utility accounts that could not be
validated or located by the districts, totaling approximately $2.2M.

o 13% of utility provider payments were made on utility accounts that have been identified
by the districts to no longer be required, totaling approximately $49K.

Incorrect Location Reporting

A review of 211 utility account locations judgmentally selected in one district from the third-party

vendor report identified:

= 208 of 211 (99%) utility account locations were incorrectly categorized by location within the
third-party vendor system; however, the utility accounts were verified as being properly billed to
the correct budget line item per district.

Ineffective Discrepancy Reporting and Resolutions
Third-Party vendor exception reporting from February 2022 to February 2023 was reviewed for the
timing of discrepancy resolutions and accuracy of the report:
= 7 0of 26 (27%) exception report line items were incomplete or inaccurate, totaling $11K.
= 3 of 26 (12%) exception report line items identified that resolutions were not resolved within 30
days. These line items remained on the exception reporting from 31 days to four years, totaling
less than $1K.
= 1 of 26 (4%) exception report line items of $674K for one month of services was not flagged by
the exception reporting until after payment had been made.
— The third-party vendor did not communicate this discrepancy to TxDOT until February 9, 2022
of the unusual consumption, which was after the bill had been paid. The utility provider
refunded the full amount net of the current charges on April 1, 2022.

Management Action Plans (MAPSs):

MAP 2.1 [ Completion Date: February 15, 2024 | Division: | Yes | District: | No
Support Services Division (SSD) is currently working with the third-party vendor to implement a web portal to
track accounts being opened or closed. This will ensure each account is properly opened or closed in the
respective district. SSD will assist the districts in coordinating with the vendor to publish the necessary
reports which will allow the districts to accurately monitor their accounts. The districts will be able work with
and through Engie to resolve problems.

MAP Owner: | Warren Rose, Facilities Plan & Management Section Director, SSD

MAP 2.2 | Completion Date: April 15, 2024 | Division: | Yes | District: | No
Support Services Division (SSD) will establish a quarterly review of the vendor’s performance utilizing the
standard Vendor Performance Form 2224. In addition to completing the form’s general evaluation criteria,
the additional comments sections will be utilized to provide an additional level of review to include SSD,
Financial Management Division, and District comments, as appropriate. The quarterly reports will be
consolidated into a year-end report to provide a detailed evaluation of the vendors performance and
adherence to the conditions of the contract.

MAP Owner: | Brian Sweat, Director, SSD
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Finding No. 3: Utility Service Provider Payment Terms

Condition

A statewide process has not been established to address utility providers who shut off or threaten a
shut off of utility services for nonpayment due to the payment terms being more expedient than is
required by the Texas Government Code, §2251 (the Prompt Payment Act) and Texas Administrative
Code (TAC) Rule §25.28(b) and §25.33(d).

Effect/Potential Impact

Without a statewide process to facilitate discussion with utility companies with payment terms less
than 30-days, there may be unwarranted disconnections of utility services that can be a safety
hazard to both TxDOT employees, as well as the traveling public.

TxDOT may continue to expend resources addressing possible disconnection notices for
nonpayment, potential interest and penalties, and possible physical disconnections. Five districts
have had the threat of meters being disconnected, with two districts that experienced disconnected
meters. During calendar year 2022, Financial Management Division (FIN) paid penalties of a de
minimis amount to 13 different utility service providers in order to avoid utility service disconnection.

Criteria
The Public Utility Commission of Texas’ Chapter 25 Subchapter R §25.482 defaults to the Prompt
Pay Act to define when a payment by a government entity is overdue.

The Prompt Payment Act, states that a payment by a government entity is overdue on the 31st of
receiving an invoice for a service and a payment does not begin to accrue until the day the payment
is overdue. Additionally, 16 TAC Rule §25.28(b) and §25.33(d) states that an electric utility providing
any service to the state of Texas shall not assess a fee, penalty, interest, or other charge to the state
for delinquent payment.

Cause

TxDOT’s payment process is established to pay on terms consistent with the Prompt Payment Act,
such as 30 days. TxDOT has not developed a process or a solution to work with utility providers that
invoice for services with invoice terms less than 30 days.

Evidence

Between fiscal year (FY) 2020 and FY 2022, 495 utility services provider payments and

corresponding invoices statewide were judgmentally selected from an Enterprise Resource Planning

System payment report, consisting of 139 utility service providers. A review of payment terms of

each invoice identified:

= 121 of 139 (87%) utility service providers payment terms that did not adhere to the Prompt
Payment Act and contained due dates that were less than 30 days from receipt of invoice and
ranged from 15 - 25 days depending on the type of utility service.

An additional utility service provider with payment terms under 30 days, identified by FIN,
disconnected 15 utility service meters for the accrual of penalties/fees.

Management Action Plans (MAPSs):

MAP 3.1 | Completion Date: Action Completed | Division: | Yes | District: | No
Connect with other agencies to obtain clarification on providers using similar payment terms less than 30
days and how that is being handled to avoid penalties and/or shut offs within those agencies.

MAP Owner: | Cory Hendrickson, State Legislation Affairs Section Director, Government Affairs Division
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MAP 3.2 | Completion Date: October 15, 2023 | Division: | Yes | District: | No
Develop letters defining the Prompt Payments Act, Texas Administrative Code Rule §25.28(b) and §25.33(d)
and send to utility service providers that are known to have payment terms under 30 days.

Bryce Bayles, Accounts Payable Section Director, Financial Management Division
MAP Owners: James Kirk, Senior General Counsel, General Counsel Division
Warren Rose, Facilities Plan & Management Section Director, Support Services Division

MAP 3.3 | Completion Date: November 15, 2023 | Division: | Yes | District: | Yes
Upon completion of MAP 3.2, create and implement a follow-up process when utility service providers
continue to bill with terms less than 30 days.

Carl Johnson, P.E., Director of District Operations

Bryce Bayles, Accounts Payable Section Director, Financial Management Division
James Kirk, Senior General Counsel, General Counsel Division

Warren Rose, Facilities Plan & Management Section Director, Support Services Division

MAP Owners:
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Finding No. 4: Utility Accounting Classification

Condition
Monitoring over the utility accounting classification coding, by the Texas Comptroller of Public
Accounts, to account 7501 - Electricity has not been consistent.

Effect/Potential Impact
Without proper review of account coding, TXDOT understated construction costs of four projects and
overstated utility services expenses in the amount $592.8K.

Criteria

The Texas Comptroller of Public Accounts defines the Expenditure Object 7501 - Electricity to be
used “to record payment for purchased electrical utilities”. The code includes but is not limited to
electricity and electric utilities; however, does not include project construction or consumable
products cost. Generally Accepted Accounting Principles (GAAP) states “GAAP sets to standardize the
classifications, assumptions, and procedures used in account in industries across the US”.

Cause

Limited controls exist to prevent work arounds regarding leveraging an incorrect account
classification to expedite payments. Additionally, TXDOT does not perform consistent oversight of
account 7501 to reclassify these expenses.

Evidence
Forty-nine transactions (11 Payment Card Services (PCS)) voucher transactions and 38 transactions
(greater than $50K) from fiscal year (FY) 2020 to FY 2022 were evaluated for accurate coding into
the Enterprise Resource Planning System (ERP).
= 14 of 49 (29%) transactions reviewed were incorrectly coded to account 7501 - Electricity.
- 8of 11 (73%) PCS transactions including gas, bottled water, ice, and light bulbs required a
reclassification amount of $598.
- 6 of 38 (16%) transactions of invoices greater than $50K relating to construction costs
required a reclass of $592.2K. Account 7501 was leveraged to expedite payments.

Management Action Plans (MAPSs):

MAP 4.1 | Completion Date: October 15, 2023 | Division: | Yes | District: | No
Financial Management Division (FIN) will work with the Accounts Payable Managers to develop a control to
ensure project expenses related to the construction of an electrical line extension are not paid under
Expenditure Object 7501. Accounting Specialists processing P-Card transactions will also be notified that
Expenditure Object 7501 should not be used for those purchases. Lastly, FIN will implement a semi-annual
review of the transactions processed via the Procurement Card (P-Card) to further eliminate the use of 7501
Electricity with P-Cards.

MAP Owner: | Bryce Bayles, Accounts Payable Section Director, Financial Management Division

MAP 4.2 | Completion Date: December 15, 2023 | Division: | Yes | District: | No
Pending the developed process established in MAP 4.1, criteria will be established and implemented into the
review process to flag high risk transactions.

MAP Owner: | Bryce Bayles, Accounts Payable Section Director, FIN
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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

Management and Oversight of Utility Accounts and Payments
Scope Areas Evaluated

Business Objectives (Reporting, Operational, Compliance) R, O 0.C

ERM Component Control Activities Utility Accounts Connection/Disconnection Utility Payment Process

Organizational Tone

Business Objective/Performance Measures 1.2 1

Control Environment |Resource Capacity

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis 3

Risk 1t
Risk Response/Cost-Benefit Analysis

Business Continuity
Policies/Procedure Development & Maintenance 3
Review/Approvals 1
Supporting Evidence/Records Retention

Segregation of Duties

Control Activities

Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input

Information &
. Data/Information Processing
Communication

Data/Information Output

Internal and External Reporting

Evaluations/Inspections

Quality Control/Quality Assurance Reviews 2

Monitoring
Reconciliations
Management Assessments
Scope Area Assessment

Rating Assessment Grid P oo proniys [ SO
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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 Management and Oversight of Utility
Accounts and Payments audit which was conducted as part of the Fiscal Year (FY) 2023 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, and Financial Management

Division Directors and District Engineers on September 13, 2023. The Internal Audit Division
appreciates the cooperation and assistance received from the personnel contacted during this audit.
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