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Executive Summary

Objective

To assess the process used to manage the purchasing of service contracts to determine 1) the need
for the service, 2) the length of the contract, and 3) the monitoring of services being provided.

Overall Engagement Assessment e [ x 1

Priority 1 Priority 2  Priority 3 Priority 4
Control mechanisms are not designed or operating to optimize program efficiency and effectiveness
related to the purchase of services contract management. 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 findings and prepared management action plans to address
deficiencies.

Finding 1: Monitoring Renewals
Operating
Effectiveness
The procurement reviews ensure state procurement compliance requirements are met; however, they do not
consider operational metrics (the reasoning for the renewal and the cost of renewal vs. a full-time employee)
that may impact the decision to continuously procure temporary employment services/augmented services
(TES/AS) compared to hiring a full-time employee (FTE).
= Asample of 18 TES/AS renewal contracts resulted in a higher cost overall when compared to acquiring a
new FTE for the same position from the calendar year (CY) 2021-2023.

Control Design | X X Division | Procurement Division (PRO) District No

(Impact): Without additional monitoring and modified policies and procedures addressing the continuous
procurement of TES/AS; the current process has resulted in an additional expenditure of approximately
$10.7M from CY 2021 to CY 2023 when comparing salary amounts of the third-party versus internal hire.

Finding 2: Validation of Purchases of Temporary Employment Services
Operating
Effectiveness
The inspection and evaluation of a TES are not consistently completed at the time of receipt for the service
thus it creates a reliance on the subsequent inspections of services at the end of the contract and a delayed
review of assurance that the TES is meeting the contracted time frame.
= 14 of 27 (52%) Purchase Orders/Blanket Purchase Orders (PO/BPO) for the assigned Office of Primary
Responsibility (OPR) did not have support for inspection and evaluation completed at the time of receipt.

X Division | PRO District No

Control Design | X

(Impact): Without the inspection and evaluation of a TES received at the time of receipt by the OPR and/or
the subsequent inspections of completed services at the end of the contract, proper assurance that the
services being completed will meet the contracted time frame may be impacted.

Audit testing completed not resulting in management action plans.

Scope Area 1: Third-Party Service Contract Governance

A review was performed to verify that Districts/Divisions (D/Ds) meet the documented procurement

requirements for TES/AS contracts.

= D/Ds maintained documentation supporting the temporary employee service/augmented service
(TES/AS) needs and the contract length.
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Scope Area 2: Review of Service Contracts

A review was performed to verify D/Ds maintained documentation of the approval of the payment of TES/AS
invoices for the contracted services performed.
= D/Ds maintained approval documentation for the payment of invoices for completed TES.

Control Environment

The acquisition of a TES/AS, which does not support maintenance/construction projects is a
collaborative process completed by PRO and D/D. The agency is required to meet state procurement
requirements, which are outlined in the TxDOT Purchasing Manual (October 2022).

PRO is responsible for administering the procurement process for TES/AS process and assisting the
D/D through the procurement process to ensure the agency meets state requirements.

D/Ds are responsible for starting the procurement process by determining the needs for TES/AS for
special projects, staffing shortages, and/or limitations in staff skill sets. Once D/Ds enact the contract,
they are responsible for managing the daily operations outlined in the contract by inspecting and
evaluating services received at the time of receipt and inspecting the completion of the service. The
D/Ds are also responsible for ensuring the service provided meets the contracted time frames,
including the approval for authorization of invoice payments.

Background

A TES/AS are a resource provided to the D/Ds to ensure the completion of their objectives when
employee resources are not available. Texas Labor Code defines TES/AS as someone employed for
special work situations for a short time.

TxDOT procured TES/AS through 1,630 PO/BPOs from CY 2021 - 2023. The top 10 D/Ds using the
procurement process to obtain a TES/AS spent 95% of the $230.42M expenditure.

Districts/Divisions (D/D) TES/AS Cost ($M) | #P0O/BPOs
Information Technology (ITD) $200.20 1,255
Project Finance, Debt & Strategic Contracts (PFD) $5.20 26
Transportation Planning & Programming (TPP) $3.64 31
Fort Worth (FTW) $2.84 34
Transportation Programs (TPD) $1.60 9
Professional Engineering and Procurement Services (PEPS) $1.51 26
Communications (CMD) $1.31 10
Environmental Affairs (ENV) $1.30 9
Research and Technology Implementation (RTI) $1.01 8
Traffic Safety (TRF) $.92 3
Other D/D $10.89 219
Totals $230.42 1,630

Source: Enterprise Resource Planning System and PRO contract log.

Best Practices

ITD uses project service tickets to document and monitor work completed by TES/AS to provide
assurance on the work completed and the progression of the project based on contracted services.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from March 6, 2024 to May 3, 2024. Testing focused on 1)
the assurance that the agency is following state requirements while considering operational metrics to
justify a temporary employee service/augmented service (TES/AS) initial procurement/renewal, and 2)
the agency’s management of the TES/AS contracts to ensure the vendors are meeting contractual
requirements.

Scope Area 1: Third-Party Service Contract Governance

Evaluated if management assessed TxDOT needs before the initial procurement or renewal of the third-party

service contract that procured the TES/AS.

= Reviewed state and TxDOT criteria for the procurement of a TES/AS.

= Reviewed the documentation maintained by the Procurement Division (PRO) and the districts/divisions
(D/D) to justify the need for the service, the contract length, and the monitoring of the procurement of a
TES.

=  Conducted interviews with the points of contact within PRO and the D/D that administered an initial
renewal of a Purchase Order/Blanket Purchase Order (PO/BPO) for TES/AS.

= Selected a stratified judgmental sample of 60 of 1,630 PO/BPOs completed for TES/AS based on the
percentage of POs by vendor.

- Judgmentally selected up to five POs per vendor by stratifying the sample by dollar value.

Scope Area 2: Review of Service Contracts

Determined if the D/Ds evaluated third-party TES/ASs for contract timing, renewal justification, and the

monitoring of services provided by the third-party contractor providing the TES/AS.

= Reviewed state and TxDOT criteria for the procurement of a TES/AS.

=  Conducted interviews with the points of contact within PRO and the D/D that administered an initial or a
renewal of a PO/BPO for a TES/AS.

= Evaluated 60 PO/BPOs to verify that the D/Ds inspected the services provided at project completion
and that the project met the contractual timelines, including the approval of TES/AS invoice payments.

= Assessed the 60 PO/BPOs to determine the number that resulted in a renewal, the number of times the
renewal occurred, the TES/AS cost, the position title, and the difference in cost between salary cost and
a TES/AS.

= Reviewed 27 non-information technology PO/BPOs to assess the documentation that substantiates the
D/D inspection and service evaluation at the time of receipt.
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\ Detailed Audit Findings and Management Action Plans (MAPSs) ‘

Finding No. 1: Monitoring Renewals

Condition

The procurement reviews ensure state procurement compliance requirements are met; however, they
do not consider the operational metrics (the reasoning for the renewal and the cost of renewal vs. a
full-time employee) that may impact the decision to continuously procure temporary employment
services/augmented services (TES/AS) compared to hiring a full-time employee (FTE).

Effect/Potential Impact

Without additional monitoring and modified policies and procedures addressing the continuous
procurement of TES/AS, the current process has resulted in an additional expense of approximately
$10.7M from calendar year (CY) 2021 to CY 2023 when comparing salary amounts of the third-party
versus internal hire (amount paid compared to State Auditor’s Office median salary only).

Criteria

The Texas Labor Code, Title 2 Protection of Laborers, Subtitle E. Regulation of Certain Occupations,
Chapter 93 defines temporary employment service as a person employed to a client's workforce in a
special work situation, such as completion of special projects, staffing shortages, and limitations in
staff skill sets.

The TxDOT Purchasing Manual (October 2022), Chapter 2 - Districts and Divisions outlines the state
procurement and contract management requirements for managing the day-to-day operations of the
contract. This includes inspecting/testing goods and services to ensure compliance with the contract
requirements, renewal and expiration dates, payments, and documentation of work performed.

Cause

TxDOT'’s Purchasing Manual guides the process to ensure compliance with state procurement
regulations; however, they do not outline the required process and monitoring that is needed when
continuous procurement renewals for a TES/AS are used to address the needs for special projects,
staffing shortages, or limitations in staff skill sets.

Evidence

Renewals for TES/AS

A review was completed of 60 judgmentally selected Purchase Orders/Blanket Purchase Orders
(PO/BPO) to determine 1) the number of PO/BPOs that had at least one renewal, 2) the total number
of renewals for all PO/BPOs, and 3) the total TES/AS renewal cost (see Table 1). Another assessment
was performed utilizing the TES/AS position titles to compare the cost of the position renewals as
compared to hiring an employee full-time using only the State Auditor’s Office median salary amount
(see Table 2).
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Table 1
Number of Times
Renewed (TES/AS)

Number of
PO/BPO Renewed

TES/AS Cost
(Total Renewed $M)

Districts/Divisions (D/D)

Information Technology 10 29 $10
Strategic Initiatives and Innovations 3 6 $1
Support Services 2 4 $.6
Design 1 3 $3
Houston 1 3 $1
Construction 1 3 $.8
Totals 18 48 $16.4

Source: Enterprise Resource Planning System and Document Retention System

Table 2

TES/AS

Salary

Difference

Districts/Divisions (D/D) Position Title Cost ($M) Cost($M) ($M)
Design Resident Engineer $2.9 $1.3 $(1.6)
Information Technology Support Technician IlI $2.9 $.2 $(2.7)
Information Technology SSO Architect/Consultant $2.0 $.7 $(1.3)
Houston Network Engineer Il $1.0 $.2 $(.8)
Information Technology Project manager I $.8 $.2 $(.6)
Construction Project Lead llI $.8 $.2 $(.6)
Information Technology Business Analyst I $.8 $.3 $(.5)
Information Technology Systems Analyst Il $.7 $.2 $(.5)
Information Technology Network Engineer llI $.6 $.3 $(.3)
Information Technology Developer Analyst $.6 $.3 $(.3)
Strategic Initiatives and Innovations | QA Engineer Automated IlI $.5 $.1 $(.4)
Information Technology Software Developer |l| $.5 $.2 $(.3)
Support Services Systems Analyst | $.5 $.1 $(.4)
Information Technology Software Developer l| $.4 $.2 $(.2)
Information Technology Network Security Analyst || $.4 $.2 $(.2)
Strategic Initiatives and Innovations | Senior Web Developer $.2 $.2 $(.00)
Strategic Initiatives and Innovations | Project Lead 1 $.1 $.1 $(.00)
Support Services Support Technician IlI $.1 $.1 $(.00)

Totals | $15.8 $5.1 $(10.7)

Source: Enterprise Resource Planning System, Document Retention System, State Auditor’s Office

= Adifference of approximately $10.7M was identified between renewing TES/AS and the State
Auditor’s Office median salary cost for each position from CY 2021 to CY 2023.

Management Action Plans (MAPSs):

MAP 1.1 | Completion Date: February 15, 2025 | Division: | Yes | District: | No
The Procurement Division (PRO) will collaborate with the Information Technology Division (ITD) to determine if
the district engineers and division directors (DE/DD) can be added to the approval routing in the Enterprise
Resource Planning System for all requisitions for TES/AS. Once the determination has been made, PRO and
ITD will implement the new process and communicate to the districts and divisions (D/D).

MAP Owner: | Kenneth Wood, Director, PRO
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Finding No. 2: Validation of Purchases of Temporary Employment Services

Condition

The inspection and evaluation of a Temporary Employment Services (TES) are not consistently
completed at the time of receipt for the service thus it creates a reliance on the subsequent
inspections of services at the end of the contract and a delayed review of assurance that the TES is
meeting the contracted time frame.

Effect/Potential Impact

Without the inspection and evaluation of a TES received at the time of receipt by the Office of Primary
Responsibility (OPR) and/or the subsequent inspections of completed services at the end of the
contract, proper assurance that the services being completed will meet the contracted time frame may
be impacted.

Criteria

TxDOT Purchasing Manual (October 2022), Chapter 4 - Contract Management and Administration
section identifies that districts and divisions (D/D) must inspect and evaluate all services at the time of
receipt and must conduct inspections upon completion of the service or within the time frame
specified in the purchase order (PO) or blanket purchase order (BPO). 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 completed invoice.

TxDOT Purchasing Manual (October 2022), Chapter 2 - states that Districts and Divisions must
manage the day-to-day operations of the contract, including inspecting/testing of goods and services
to ensure compliance with the requirements of the contract, renewal and expiration dates, payments,
and documentation of work performed.

Cause
The D/Ds are not consistently inspecting or evaluating services at the time of receipt as required by
the TxDOT Purchasing Manual.

Evidence
Validation of Services
A judgmental sample of 27 PO/BPOs (non-Information Technology Division (ITD)) were reviewed to
determine if the TES was reviewed at the time of receipt from proper inspection and evaluation as
documented in the Purchase Manual. The 33 ITD PO/BPOs sampled were found to be adequately
supported through their project service tickets.
= 14 of 27 (52%) PO/BPOs Office of Primary Responsibility (OPR) did not have support for inspection
and evaluation completed at the time of receipt.
- b5 of 14 (36%) PO/BPOs OPRs could not be located.
- 9 of 14 (64%) PO/BPOs supporting documentation was an email or phone call reporting
timecard information but not specific to the work performed during the period.

Management Action Plans (MAPSs):

MAP 2.1 [ Completion Date: February 15, 2025 | Division: | Yes | District:| No

The Procurement Division (PRO) will complete the following:

= Develop a change to the job aid to require an attachment during the receipt of services attesting to the
work that was performed by the temporary employee service.

= Develop a form that will assist the districts/division (D/D) to document their attestation to the work
performed if the D/D does not use software, such as Project Portfolio Management PRO of the
WorkQuest tracking application, to track work performed.

= Communicate the changes in process and requirements to the D/Ds.
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| MAP Owner: | Kenneth Wood, Director, PRO |
‘ 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.

Audit Results Dashboard

Procurement of Temporary Employment Services Contracts

Scope Areas Evaluated

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

Third-Party Service Contract
Governanace

ERM Component Control Activities Review of Service Contracts

Organizational Tone

Business Objective/Performance Measures

Control

Resource Capaci
Environment pacity

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/impact Analysis 1
Risk Assessment

Risk Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance 1 2

Review/Approvals

Control Activities

Segregation of Duties

Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input

Information &

Data/Information Processin,
Comr ication ta/ g

Data/Information Output

Internal and External Reporting

Evaluations/Inspections 2

Quality Control/Quality Assurance Reviews
Monitoring

Reconciliations

Management Assessments 1

Scope Area Assessment
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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 Procurement of Temporary Employment
Services Contracts audit which was conducted as part of the Fiscal Year (FY) 2024 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 Procurement Division Director, Division Directors and

District Engineers on August 23, 2024. The Internal Audit Division appreciates the cooperation and
assistance received from the personnel contacted during this audit.
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