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Executive Summary

Objective
To evaluate the effectiveness and efficiency impacts of using material maintenance contracts.

Overall Engagement Assessment ! [ X
Priority 1 Priority 2  Priority 3  Priority 4

Control mechanisms are not designed or operating to optimize program efficiency and effectiveness.
Programmatic improvements can be achieved by addressing control deficiencies identified.
Improvements to address deficiencies include redesign, execution, and performance measurement.

Summary Results

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

Finding 1: Material Maintenance Contract (MMC) Delivery Expectations

Con_trol X Opera_ting N Division Maintenance Divisi_on (MNT) - Contracts and
Design Effectiveness MMS Support Section
MMC material orders did not always have clearly established delivery expectations to hold vendors

accountable and/or assess damages when delivery timeframes were not met.

District Yes

Material Order Completeness

= 356 of 998 (36%) material orders were not documented to substantiate details of the order placed.

=  For the 642 material orders that were documented, varying methods/formats were used to record the
details of each order across the districts and within the same district.
- 47 of 642 (7%) material orders with documentation did not include a required delivery due date.

Material Delivery Timeliness
Of the 642 material orders reviewed, 590 had clear delivery due and receipt dates provided.
= 53 of 590 (9%) material orders were not delivered by the agreed upon due date.

Material Quantity Variances
Variance totaling $179K and $4.8M were identified for the material quantity paid versus received and
quantity paid vs. ordered, respectively.

(Impact): Of the 48 MMCs tested, a total of $3K in damages were assessed by TxDOT for late material
delivery from one MMC. For an additional MMC, TxDOT incurred $302 in costs (i.e., labor and equipment)
due to delay in delivery of materials by the vendor.

Audit testing completed not resulting in management action plans.

Scope Area 1: MMC Cost Effectiveness

An analysis to determine if change orders impacted the price of materials for MMCs identified no instances
of price adjustments without adequate support.

Scope Area 2: MMC Process Efficiency

Material purchase type authority was reviewed for orders and MMCs to assess proper compliance:

= 125 material purchase orders ($1.1M from March 2021 to June 2022) for the six sampled districts did
not exceed the $50K per transaction threshold without required documented support (i.e., emergency).
There were also no instances identified where chain purchases were used trying to circumvent the
$50K threshold.

= Based on the review of engineers’ estimates for 479 MMCs, no estimates exceeded the $300K
threshold established to use the local letting process.

February 2023 1



Material Maintenance Contracts TxDOT Internal Audit Division

Control Environment

MNT is responsible for the oversight of TXDOT roadway MMCs. District maintenance offices and/or
maintenance sections are responsible for the day-to-day management activities including MMC
planning, letting, documentation of work performed, and payment review and approval.

MMCs under $300K can be locally let and awarded at the district level. MMCs above $300K are let
and awarded at the statewide letting conducted monthly. MMCs are executed for a segmented time
period of 120 calendar days, and they can be extended up to a maximum of 360 calendar days (via
two additional 120 days segments). Contract extensions are executed through a change order, if
mutually agreed by TxDOT and the vendor. In addition to extensions, change orders are used to add
new roadway materials to the contract, as well as, adjust material price and quantity. District
maintenance sections order materials from the vendor through a work order process. Material
purchases under $50K do not require a low bid assessment, and these can be procured directly
through a purchase order.

MMCs are tracked in the construction and maintenance contracts management system (SM). District
maintenance sections document the order and receipt of materials in SM within daily work reports
(DWRs) to include details such as the specific quantity, location of materials being ordered, and
expected/actual receipt dates.

Background

In 2019, TxDOT began competitively bidding contracts to acquire materials used for in-house highway
maintenance activities (i.e., pothole, flexible pavement, full-depth, hot-mix asphalt repairs) as required
by Texas Transportation Code (TTC) §223.001. Prior to 2019, materials used for in-house
maintenance work were acquired with purchase orders through the Texas SmartBuy program.

Between September 1, 2019 and June 13, 2022, a total of 1,479 MMCs totaling $768M were
executed statewide.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from June 1, 2022 to August 31, 2022. The audit focused
on quantity and pricing changes for 48 material maintenance contracts (MMCs) totaling $57M
executed between September 1, 2020 and June 13, 2022 from the Abilene, Amarillo, Bryan, Corpus
Christi, Paris, and San Antonio Districts.

Sampled MMCs tested followed the requirements outlined in items one through nine of the 2014
Standard Specifications for Construction and Maintenance of Highways, Streets, and Bridges (i.e.,
Spec Book). MNT has drafted a new section for adoption into the Spec Book (i.e., item 10) which will
be specific to non-highway maintenance related contracts (i.e., MMCs, traffic materials).

Scope Area 1: MMC Cost Effectiveness

Evaluated MMC costs by analyzing the quantity and pricing changes:

= Reviewed state and TxDOT criteria for MMC contract development to include letting, contract extension,
and administration.

= Conducted interviews with key MNT and district personnel responsible for MMC oversight and day-to-day
management.

= Assessed the reliability of MMC data within the construction and maintenance contract management
system (SM) by conducting interviews, reviewing supporting documentation and comparing multiple SM
reports to determine data was sufficiently reliable for the purposes of evaluating MMC quantity and unit
price changes.

= Judgmentally selected six districts to include in testing based on number and dollar value of fiscal year
(FY) 2021 and 2022 MMCs, variance between contracted amount and actual amount paid, number of
locally let MMCs exceeding $300K, and a mixture of metro, urban, and rural districts.

= Judgmentally selected a total of 48 MMCs (eight per sampled district) based on contract dollar value,
material type, and maintenance section.
- For sampled MMCs, evaluated material quantity and unit pricing changes over the MMC time period.

Scope Area 2: MMC Process Efficiency

Evaluated if the MMC process was efficient in meeting material needs for TxDOT district in-house roadway

maintenance process through an evaluation of 1) the tracking/ monitoring by MNT and Districts, 2) the

timing for delivery of material and 3) documentation requirements:

= Reviewed state and TxDOT criteria for MMC local and statewide letting requirements, as well as,
contract administration and documentation requirements.

= Conducted interviews with key MNT and district personnel responsible for MMC oversight and day-to-day
management.

= Assessed the reliability of MMC data within the construction and maintenance contract management
system (SM) by conducting interviews, reviewing supporting documentation and comparing multiple SM
reports to determine data was sufficiently reliable for evaluating the timeliness of material delivery.

= Using the 48 judgmentally selected MMCs from Scope 1, reviewed 998 material orders to evaluate the
timeliness of delivery of materials and if liquidated damages were assessed when the vendor did not
meet deadlines established in the material work order.

=  Evaluated 125 material purchase orders from March 2021 to June 2022 from the six judgmentally
sampled districts (totaling $1.1M) to verify purchases did not exceed $50K per transaction and/or were
not chain purchases.

= Reviewed 479 locally let MMCs in the six judgmentally sampled districts to verify the contract estimate
was under $300K to comply with TTC §223.005 threshold for local let contracts.

= Evaluated 1-year maintenance plans from the six judgmentally sampled districts to determine how MMC
amounts were estimated and planned.

= Reviewed the Maintenance Division contract dashboards to determine performance measures
established and level of MMC monitoring performed.
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] Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Material Maintenance Contract (MMC) Delivery Expectations

Condition

MMC material orders did not always have clearly established delivery expectations to hold vendors
accountable and/or assess damages when delivery timeframes were not met. Monitoring and
administration of MMC material orders varied across and within districts.

Effect/Potential Impact

Without accurate and complete documented material orders, the districts’ ability to hold vendors
accountable for late materials is limited. Of the 48 MMCs tested, a total of $3K in damages were
assessed for late material delivery from one MMC. For an additional MMC, TxDOT incurred $302 in
costs (i.e., labor and equipment) due to delay in delivery of materials by the vendor.

Criteria

The Maintenance Contract Manual, Chapter 4, Section 4 states the work order should be issued in
accordance with the contract and include the date of the work order, number of days to complete the
work order, work quantities and location, and materials needed. Section 7 requires daily work reports
(DWRs) be completed when material is ordered and delivered, or for any communication needing to
be documented in the project records. Section 13 states that liquidated damages (LDs) can be
assessed when the contractor fails to complete the work within a specified time period. For call out
contracts, additional damages can be charged.

Cause

MMC material order and receipt documentation is left to the discretion of the districts and varied by
district and maintenance sections. Additionally, work orders included conflicting information regarding
the delivery date, (i.e., single delivery date, range of dates, or grace period given).

Ongoing verbal communication with vendors was noted through follow-up with district personnel, who
identified multiple reasons for not assessing damages (i.e., vendor communicating supplier shortage,
grace period given before LDs, vendor relationship, etc.).

Evidence

Material Orders

A review to validate material orders and determine material delivery due date and receipt date was
performed for the 998 material orders from selected fiscal year (FY) 2021/2022 (eight MMCs for six
districts selected [48 total MMCs]).

Material Order Documentation

= 356 of 998 (36%) material orders were not documented to substantiate the order.

= For the 642 material orders that were documented, many variations were noted in the
method used to order the materials. (See Chart 1)

Chart 1
Material Orders by Format Used

District TxDOT Letterhead | Word Document | PDF Form | Excel Form | Email | Phone Total
Abilene 0 149 0 0 0 0 149
Amarillo 76 0 0 0 29 204 309
Bryan 139 0 0 0 0 0 139
Corpus Christi 64 0 0 0 0 24 88
Paris 5 11 58 0 2 128 204
San Antonio 18 0 0 91 0 0 109
Total 302 160 58 91 31 356 998

Percentage of Total 30% 16% 6% 9% 3% 36% 100%
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Delivery Due Date

For the 642 material orders that were documented, the following was also noted:

= Arequired delivery due date was not included for 47 of 642 (7%) material orders.

= An additional 35 of 642 (5%) material orders did not have a clearly established delivery due
date recorded (i.e., material order listed both a due date and a delivery date range).

Timeliness of Material Delivery

Of the 590 material orders with delivery due and receipt dates, an evaluation to determine if material
was delivered by the established timeframe was performed. (see Chart 2)

= 53 0f 590 (9%) material orders did not have the material delivered by the required due date.

Chart 2
Days Past Delivery Due Date | # of Material Orders
1 to 5 days 22
6 to 15 days 20
Over 15 days 11
Total 53

Material Quantity Variances
A comparison of the quantity of material ordered to the amount of material documented as received

and paid for was performed for 998 material orders. (see Chart 3)
= Material quantity variances of 12.5K (totaling $179K) and 143.4K (totaling $4.8M) were
identified for the quantity paid versus received and quantity paid vs. ordered, respectively.

Chart 3
Quantity of Material Variance
Ordered Received Paid Qty. Paid vs. Received Qty. Paid vs. Ordered
District (Matl. Order) (DWR Comments) (DWR Line Item) | (DWR Line ltem - Comments) | (DWR Line ltem - Matl. Order)
Abilene 132,291 122,592 123,162 570 (9,129
Amarillo 974,652 1,111,232 1,117,531 6,299 142,879
Bryan 309,930 293,550 293,724 174 (16,206)
Corpus Christi| 62,770 73,234 73,643 409 10,873
Paris 333,809 346,909 347,637 728 13,828
San Antonio 125,267 122,132 126,489 4,357 1,222
Grand Total | 1,928,719 2,069,649 2,082,186 12,537 143,467

*Qty. received and paid data from the construction and maintenance contracts management system as of June 20, 2022.

Management Action Plans (MAPs):

MAP 1.1 | Completion Date: April 15, 2023

| Division: | Yes | District: | No

Maintenance Division will:

SharePoint site.

= update the Maintenance Contracts Manual to:
- include language that all work orders must be submitted in writing either by wording in email or by
sending a signed work order via email, including language of actual due date.

- clarify that documentation of the work order is to be kept by the district and an associated Daily Work
Report will reference the submitted work order.

- include information needed in DWRs when material is received

- remove language related to liquidated damages and clarify how to charge actual damages as is
allowed under the new Item 10.

=  create a work order letter and daily work report template and post to the maintenance contracts

MAP Owner:

| Mark Johnson, MMS and Contracts Section Director, MNT
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MAP 1.2 | Completion Date: May 15, 2023 | Division: | Yes | District: | No
Maintenance Division (MNT) will provide a statewide webinar to train contract specialists, maintenance
engineers, and directors of maintenance/operations on best practices for documenting work orders and
documenting receipt of materials.

MAP Owner: | Mark Johnson, MMS and Contracts Section Director, MNT

MAP 1.3 | Completion Date: June 15, 2023 | Division: | No | District: | Yes
Each district will hold an internal meeting to discuss the information shared in the webinar from MAP 1.2
with personnel involved in the creation of Material Maintenance Contracts (MMC)/Traffic Materials Contracts
(TMC) work orders and administration of MMC/TMC contracts.

MAP Owners: | District Directors of Maintenance/Operations

MAP 1.4 | Completion Date: September 15, 2023 | Division: | Yes | District: | No
Maintenance Division (MNT) will perform quarterly audits of 6 districts to review work order documentation
and provide comments to districts. By the MAP completion date, quarterly audits of 6 districts will have been

completed.
MAP Owner: | Mark Johnson, MMS and Contracts Section Director, MNT
MAP 1.5 | Completion Date: October 15, 2023 | Division: | No | District: | Yes

Districts will review the quarterly audit comments provided by the Maintenance Division (MNT) (outlined in
MAP 1.4) and hold an internal district meeting to discuss the findings of the quarterly audit with personnel
involved in the creation of Material Maintenance Contract (MMC)/Traffic Materials Contract (TMC) work
orders and administration of MMC/TMC contracts.

MAP Owners: | District Directors of Maintenance/Operations
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’ Observation and Recommendation |

Audit Observation (a): Material Maintenance Contract (MMC) Planning and Utilization

MMCs were originally executed and/or extended without consideration for the projected need and
guantities used. An assessment of contract changes and usage identified contract amounts more
than doubled while usage was only 48% of the amended contract amount. (See Chart 1)

Chart 1
Original Total CO Total Amended Total Amount | Total CO Quantity
District Contract Amount Amounts Contract Amount | Paid to Date Added

Abilene $13,616,180 - $235,556 $13,380,624 $4,374,397 438,689
Amarillo $4,261,211]  $13,805,215 $18,066,426|  $4,566,518 3,210,855
Bryan $1,997,699 $3,889,695 $5,887,394  $3,681,197 553,418
Corpus Christi $2,430,637| $5,248,065 $7,678,702|  $5,712,225 72,581
Paris $2,485,162 $4,780,467 $7,265,629|  $5,222,579 466,714
San Antonio $2,219,995 $2,508,846 $4,728,841 $3,773,512 156,871
Grand Total $27,010,884] $29,996,732 $57,007,616| $27,330,428 4,899,128

* Data obtained from the construction and maintenance contracts management system (SM) as of June 20, 2022

Effect/Potential Impact:

Although contract amounts are not encumbered within maintenance budgets, the low-bid pricing of
materials could be impacted if vendors created their bids on the estimated quantities of material
contracted but ultimately not delivered and used.

Audit Recommendation:

Prior to contract execution or extension, districts should evaluate historical material usage and
available material trends in Maintenance Division Dashboards to determine material quantity needed.
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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 operational and compliance goals for the
identified scope areas. Our audit opinion is an assessment of the health of the overall control
environment based on (1) the effectiveness of the enterprise risk management activities throughout
the audit period and (2) the degree to which the defined control objectives were being met. Our audit
opinion is not a guarantee against operational sub-optimization or non-compliance, particularly in
areas not included in the scope of this audit.
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Control

Resource Capaci
Environment pacity
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Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis
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Safeguarding Assets
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Communication
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Reconciliations 1
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o—— BT
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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 Material Maintenance Contracts 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 Maintenance Division Director and District Engineers

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