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Professional Engineering Budget Mgmt. TxDOT Internal Audit Division — Limited Scope

Executive Summary

Objective

To assess management of district and division annual professional engineering services budget
related to the Professional Engineering Procurement Services Division (PEPS).

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

The internal control structure is not designed or operating to mitigate risks considered significant to
achieving program 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: Professional Engineering Budget and Spend Parameters
Professional Engineering Procurement Services
X Division | (PEPS); Divisions utilizing funds from the District Yes
professional engineering services budget
Professional Engineering budgetary planning and execution for fiscal year (FY) 2022 led to unanticipated
spend rate fluctuations and state-wide operating impacts.
=  Modifications to funding authorities (i.e., project stages) below were used leading up to and during
FY 2022 to reverse unanticipated trends:
— FY 2022 District and Division (D/D) initial budgetary request: Plan, develop, and construct,
— FY 2022 D/D first modified request: Construct (Priorities 1 and 2),
— FY 2022 D/D second modified request: Plan, develop, and construct (Priorities 1-4),
= Unanticipated spend fluctuations were also seen in FY 2021 when additional steps needed to be
taken to reverse spending trends.

Control X Operating
Design Effectiveness

(Impact): The PEPS budgetary process does not allow for a high level of confidence in spending annual
allocated budgeted funds. In February 2022, invoiced spend was approximately 24% of the $1.2B available
funds. Through the end of May 2022, invoiced spend was approximately 45% of available funds, therefore,
may fall short in execution of TXDOT’s planned spend for FY 2022,
Finding 2: Professional Engineering Budgetary Request, Prioritization, and Identification
Professional Engineering Procurement Services
X Division | (PEPS); Divisions utilizing funds from the District Yes
professional engineering services budget
The project information used to support the district and division general budgetary and reporting requests for
decision making was incomplete.
= 1,250 of 3,619 (35%) projects had no dollar value listed in professional services contract
administration and management system the “budget requested amount” field.
= 156 of 3,619 (4%) projects did not have a priority level assignment entered in the “project ranking”
field.

(Impact): General budgetary and reporting requests may not contain all project information to make business
decisions to assist within tracking spend rates during the fiscal year.

Control X Operating
Design Effectiveness
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Audit testing completed not resulting in management action plans.

Scope Area 1: Professional Engineering Budget Project Prioritization

= 13 of 13 (100%) judgmentally sampled D/Ds have prioritized their respective project budget needs
based on the PEPS budget prioritization methodology communicated on August 16, 2021.

Scope Area 2: Professional Engineering Budget Monitoring

= 15 of 15 (100%) Budget Allocation Requests used during the professional engineering services budget
process for FY 2020 and FY 2021 were evaluated and supporting documentation noted justification
and an approval (via email) by PEPS and the Financial Management Division (FIN).

= 13 0of 13 (100%) D/Ds judgmentally sampled had an established process to monitor professional
engineering services budget expenditures for FY 2022.

= 3 0f 3(100%) Additional Budget Requests used during the professional engineering services budget
process for FY 2021 were evaluated and supporting documentation noted proper justification and
approval by PEPS and the Financial Management Division.

Control Environment

PEPS is responsible for managing the agency’s professional engineering services budget and
identifying transportation projects that require additional resources such as design consultants or
inspectors. In FY 2021, D/Ds were required by PEPS for the first time to track their spending to stay
within their allocated budget. In prior years, D/Ds had access to additional funds when their budget
was spent, and then the budget was often balanced with funding transfers between D/Ds or by
obtaining additional funds as needed with the approval of the PEPS Steering Committee and FIN.

Prior to the beginning of the fiscal year, FIN notifies PEPS of the budget amount approved by the
Texas Legislature for their use with the D/Ds. Funds are allocated by PEPS to the D/Ds based on
Legislative Allocation Requests completed by the D/Ds two years prior to the budget year and
historical spending as approved by the PEPS Steering Committee.

PEPS creates online reporting utilizing the budget amounts requested by the D/Ds and maintained
within the professional services contract administration and management system plan module and
expense data from the enterprise resource planning system that can populate to an excel
spreadsheet (i.e., the All-Funds Report, Active Work Authorization Summary, and Contract Capacity
Summary). The All-Funds portion of the reporting is provided to the D/D’s monthly to monitor and
track budget allocations and expenses. Districts put together their budget requests by looking at
what they have approved authority to spend funding (plan, develop, or construct authority) within
their project portfolio, which intertwines with the approved Unified Transportation Plan (UTP).
Divisions, as they are a project support function, leverage historical spending to develop their future
budgets.

As of FY 2022, D/Ds were directed by an August 2021 PEPS communication to be separated and

rank their budget amount requested into four priority levels. This communication was updated later

that month for the divisions. The priorities were as follows:

= Priority 1 - Projects with existing FY 2022 work authorizations for ongoing work inside the State-
wide Transportation Improvement Plan (STIP) (districts) or to be completed in the next four years
(divisions).

=  Priority 2 - Projects with FY 2022 work authorizations requested for new work inside the STIP
(districts) or to be completed in the next four years (divisions).

= Priority 3 - Projects with existing work authorizations for ongoing work outside of the STIP
(districts) or not to be completed in the next four years (divisions).

= Priority 4 - Projects with new work authorizations for new work outside of the STIP (districts) or
not to be completed in the next four years (divisions).
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This method for prioritizing budget requests does not allow funding for projects to be proactively
planned to assist with assigned letting goals, as an August 2021 communication directed D/D’s to
focus the $1.2B budget on priorities 1 and 2.

Background
Over the past four years, the professional engineering services total budget allocation and expenses
were:
Fiscal Year Budget Allocation Expenses

2019 $1.07B $1.01B

2020 $1.08B $1.15B

2021 $1.07B $0.99B

2022 $1.20B $0.55B*

*As of May 31, 2022 and is not a full 12 months of expenses.

The UTP is a plan created by TxDOT and approved by the Texas Transportation Commission of
projects over the next ten years that includes disciplines such as Plans, Specifications and
Estimates; Construction Engineering and Inspection; Schematic/Environmental; and General
Engineering Consultant. D/Ds use the professional engineering services budget to acquire
professional engineering services for project development and delivery of the UTP.

PEPS leverages the four-year subset of the UTP that is known as the STIP. These projects are more
immediate in nature as they are within the first four years of the UTP. Prioritization entering FY 2022
was more focused on these years than years 5-10 in the UTP.

Placeholder projects are often used by D/Ds to estimate potential use of budgetary needs and are

not specific to an identified project. As of FY 2022, divisions had used 268 projects for budgetary
requests and 259 (97%) were identified as placeholder projects.

July 2022 3



Professional Engineering Budget Mgmt. TxDOT Internal Audit Division — Limited Scope

Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from September 2, 2021 to November 3, 2022. The
audit focused on the project prioritization and budget monitoring methodology for nine districts
(Childress, Dallas, El Paso, Fort Worth, Houston, Lubbock, Lufkin, Odessa, and Waco) and four
divisions (Bridge, Design, PEPS, and Project Finance, Debt, & Strategic Contracts) that together had
professional engineering services budgets in fiscal year (FY) 2022 totaling $589M. Data analysis of
FY 2019 - 2021 expenses and the comparison of projects for the next four-years was performed on
these judgmentally sampled districts and divisions (D/Ds).

Scope Area 1. Professional Engineering Budget Project Prioritization

Assessed the project prioritization process used by the Professional Engineering Procurement Services

Division (PEPS) for the purpose of distributing the professional engineering budget funds through an

updated methodology:

= Selected a judgmental sample of nine districts based on professional engineering services expenses
from FY 2018 through FY 2021 and district type (i.e., urban, metro, and rural).

= Selected a judgmental sample of four divisions based on the professional engineering services
expenses from FY 2018 through 2021 for the top four disciplines (i.e., construction, engineering, and
inspection (CEI), general engineering construction/project management consultant (GEC-PMC), plan,
specifications & estimates (PS&E), and schematic-environmental).

= Reviewed guidance and instructions from PEPS for ranking project budget amounts requested by
priority level.

= Conducted interviews with key PEPS personnel including the Director, Deputy Director, and key district
personnel including resource management analysts and systems analysts over the professional
engineering services budget reporting function.

= Assessed the reliability of professional services contract administration and management system
project data to that of the FY 2021 - 2024 STIP.

= For the selected districts and divisions (D/Ds), interviewed key personnel including Transportation,
Planning & Development Directors to determine the processes used for prioritizing projects for the
budget amounts requested.

= Evaluated FY 2019 - 2021 professional engineering services expenses based on current project ranking
for all D/Ds (i.e., Priority 1, 2, 3 or 4).

= Analyzed FY 2019-2021 professional engineering services expenses for non-project related consultant
services and project related interest expense for all D/Ds.

= Compared projects reported in the professional services contract administration and management
system for FY 2022 with the FY 2021-2024 STIP to assess the accuracy of the ranking of projects as
required by PEPS guidance for all districts.

Scope Area 2: Professional Engineering Budget Monitoring

Assessed the process for monitoring the professional engineering services budget by:

= Conducted interviews with key PEPS personnel including the Director, Deputy Director, and key district
personnel including resource management analysts and systems analysts over the professional
engineering services budget reporting function.

=  For the selected D/Ds, interviewed key personnel including Transportation, Planning & Development
Directors to determine the process for monitoring expenses and reconciling to allocations.

= Verified all Additional Budget Requests (ABRs) and Budget Allocation Requests (BARs) for FY 2020 and
2021 had justification of the request need and proper approval.
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] Detailed Audit Findings and Management Action Plans (MAPSs) \

Finding No. 1: Professional Engineering Budget and Spend Parameters

Condition
Professional Engineering budgetary planning and execution for fiscal year (FY) 2022 and preceding
years led to unanticipated spend rate fluctuations and state-wide operating impacts.

Effect/Potential Impact

Without alighment between budgetary submission assumptions and the prioritization of project
funding needs, professional engineering spending rates could unexpectantly fluctuate throughout
the year. In February 2022, invoiced spend was tracking at approximately 24% of the $1.2B
available funds. As of May 2022, invoiced spend was approximately 45% of those same available
funds with three months remaining in the fiscal year, therefore, may fall short in execution of
TxDOT’s planned spend for FY 2022.

In FY 2021, spend rates were initially faster than anticipated resulting in spend modifications
proposed by Administration towards near-term project prioritization heading into the FY 2022
budget.

In FY 2020, budgetary submissions used a traditional path for professional engineering spend for
any project in the 10-year Unified Transportation Plan (UTP). Professional engineering spending
continued to increase during the year and caused budgetary pressures due to overspending of
approximately $73M.

Modifications to the original spending parameters for the professional engineering budget can cause
operational impacts for Professional Engineering Procurement Services (PEPS) or the
districts/division (D/Ds) such as additional unexpected fluctuations in spend or straining
relationships with vendors if contracts are paused and restarted.

Criteria

In August 2021 an e-mail communication from PEPS was sent to District Engineers and Division
Directors with instructions to rank projects for professional engineering services budget needs into
four priority levels in relation to the Strategic Transportation Improvement Plan (STIP). Priorities 1
and 2 were specific to projects in FY 2022 that would be completed in the next four years, while
Priorities 3 and 4 related to projects that are to be completed outside the next four years.

An email communication was sent in August 2021 that notified District Engineers and Division
Directors that $1.2B of the budget had been approved by Administration to be allocated to districts
and divisions for FY 2022. However, the allocation only covered projects ranked Priority 1 and 2 in
the professional services contract administration and management system.

Cause
Policy has not been established regarding project prioritization for budgetary requests and
corresponding spend, with priority expectation changes impacting FY 2022 four times in ten months.

Budget requests are not submitted or monitored by PEPS at a project level, allowing for
misalignment between PEPS and the D/D of the immediate needs by project.

Finally, to compensate for vendor invoicing timing challenges, projected spending for amounts not
yet invoiced are not considered when evaluating budgetary targets during the fiscal year.
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Evidence
District and division budgetary needs for projects in FY 2022 were requested by PEPS using varying
funding authorities (i.e., projects stages) for projects needing funding. These budgetary spend
request modifications caused an unanticipated slower spend rate in FY 2022.

= FY 2022 D/D initial budgetary request: Plan, develop, and construct,

= FY 2022 D/D first modified request: Construct (Priorities 1 and 2),

=  FY 2022 D/D second modified request: Plan, develop, and construct (Priorities 1-4)

Expectations associated with disbursement of funds changed during FY 2022 resulting in an
underspend scenario:
= At the beginning of FY 2022, D/D’s requested $1.6B professional engineering dollars to
spend.
= PEPS actually received approximately $1.2B to allocate.
» As February 2022, approximately $289M of the $1.2B (24%) budget had been spent, with
concern of spending all $1.2B by the end of the year.
= As of mid-June 2022, approximately $580M had been expended (48%) with just over two
months remaining in the fiscal year.
= District or divisional expenditures related to non-invoiced services performed as of June
2022 are also not known which underestimates actual spend when calculating a true spend
rate for a point in time.

Management Action Plans (MAPs):

MAP 1.1 | Completion Date: July 15, 2022 | Division: | Yes | District: | No
The Professional Engineering Procurement Services Division (PEPS) will develop a procedure for the
prioritization of budget needs for districts and divisions that will include services that are outside the
Strategic Transportation Improvement Plan (STIP), services that are not required to be on the STIP, and non-
project related expenses. The procedures will be placed on the PEPS webpage for easy access by the districts
and divisions.

MAP Owner: ‘ Dan Neal, PEPS Center of Excellence Section Director, PEPS

MAP 1.2 | Completion Date: July 15, 2022 | Division: | Yes | District: | No
The Professional Engineering Procurement Services Division (PEPS) will conduct outreach and training on the
procedures developed in MAP 1.1.

MAP Owner: ‘ Roy Gonzales, PEPS Business Operations Center Manager, PEPS

MAP 1.3 | Completion Date: July 15, 2022 | Division: | Yes | District: | No
The Professional Engineering Procurement Services Division (PEPS) will explore data integration options from
TxDOT Systems which may include the project delivery and management system into the professional
services contract administration and management system.

A dashboard may be developed to display data from these systems in support of
=  minimizing manual data entry
= prioritizing projects during consultant budget planning process

MAP Owners: Dan Neal, PEPS Center of Excellence Section Director, PEPS
) Dione Albert, PEPS Controls Section Director, PEPS
MAP 1.4 | Completion Date: July 15, 2022 | Division: | Yes | District: | No

The Professional Engineering Procurement Services Division (PEPS) will work with the district and division on
allocation adjustments, to include additional information on the Additional Budget Request (ABR), that
identifies the project or resource needs.

MAP Owner: ‘ Roy Gonzales, PEPS Business Operations Center Manager, PEPS
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MAP 1.5 | Completion Date: September 15, 2022 | Division: | Yes | District: | No
The Professional Engineering Procurement Services Division (PEPS) projection of spend by project will be
added to the Work Authorization Monthly Burn-rate Dashboard to assist divisions and districts in tracking and
monitoring their project.

MAP Owners: Dan Neal, PEPS Center of Excellence Section Director, PEPS
' Dione Albert, PEPS Controls Section Director, PEPS
MAP 1.6 | Completion Date: December 15, 2022 | Division: | Yes | District: | No

In conjunction with the American Council of Engineering Companies (ACEC), the Professional Engineering
Procurement Services Division (PEPS) will partake in a work group that will explore opportunities to identify
and improve invoicing impediments. A proposal of improvements will be presented to the Steering committee
for approval prior to implementation.

MAP Owner: ‘ Dan Neal, PEPS Center of Excellence Section Director, PEPS
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Finding No. 2: Professional Engineering Budgetary Request, Prioritization, and Identification

Condition

The project information used to support the district and division general budgetary and reporting
requests for decision making was incomplete, and identification of statewide placeholder projects
within the professional services contract administration and management system was inconsistent.

Effect/Potential Impact

Without complete data in the professional services contract administration and management
system, such as general budgetary and reporting and easily identified placeholder projects, requests
may not contain all project information to make business decisions to assist with tracking spend
rates during the fiscal year.

Additionally without a standard state-wide methodology for placeholder projects, money may be
allocated to projects that may not come to fruition or have an effective means to track the spend to
another project that will ultimately utilize funds.

Criteria

The TxDOT Project Manager and Contract Administrator Responsibilities Table revised July 7, 2021,
on the Professional Engineering Procurement Services Division (PEPS) Crossroad’s site, states that
the Project Manager is responsible for maintaining the professional services contract administration
and management system and should update project information in the plan module and ensure
information is up to date.

Cause

Incomplete data does not allow for validation that Districts and Divisions (D/Ds) have followed the
spending parameters for each project. Decisions on budget allocation rely on the D/Ds keeping their
project information within the professional services contract administration and management
system up to date, including any funding requests and priority ranking of budget needs and spending
parameters by project.

Policies and procedures have not been established for 1) a frequency for the D/D’s to update their
information in the professional services contract administration and management system, 2) the
purpose, usage, and a humbering methodology to be used when creating placeholder projects, and
3) monitoring for completeness and accuracy of the information in the professional services contract
administration and management system by the D/Ds and PEPS.

Evidence

An analysis of 3,619 projects submitted for the FY 2022 professional engineering services budget

process was performed to validate the completeness of the information entered into the professional

services contract administration and management system:

= 1,250 of 3,619 (35%) projects had no dollar value listed in the requested budget amount field.

= 156 of 3,619 (4%) projects did not have a priority level assignment entered in the project
ranking field.

= There is no state-wide standard numbering methodology for a placeholder project, with D/D’s
each using their own numbering methodologies.
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Management Action Plans (MAPs):

MAP 2.1 | Completion Date: Action Completed | Division: | Yes | District: | No
The Professional Engineering Procurement Services Division (PEPS) will develop a standardized numbering
system in the professional services-contract administration and management system (PS-CAMS) to manage
placeholder projects control section job numbers.

MAP Owners: Dan Neal, PEPS Center of Excellence Section Director, PEPS
) Roy Gonzales, PEPS Business Operations Center Manager, PEPS
MAP 2.2 | Completion Date: Action Completed | Division: | Yes | District: | No

Professional Engineering Procurement Services Division (PEPS) will develop procedures to outline the timing
and steps necessary to document the project requests in the professional services contract administration
and management system.

MAP Owners: Dan Neal, PEPS Center of Excellence Section Director, PEPS
) Roy Gonzales, PEPS Business Operations Center Manager, PEPS
MAP 2.3 | Completion Date: Action Completed | Division: | Yes | District: | No

Professional Engineering Procurement Services Division (PEPS) will provide outreach and training to
communicate the procedures developed in MAP 2.1 and MAP 2.2 for the piloting of the standardized
numbering system for this next budget cycle appropriation year 2023/2024 and the timing requirement for
updating the professional services contract administration and management system.

MAP Owners: Dan Neal, PEPS Center of Excellence Section Director, PEPS
) Roy Gonzales, PEPS Business Operations Center Manager, PEPS
MAP 2.4 | Completion Date: July 15, 2022 | Division: | Yes | District: | No

Leveraging the dashboards referenced in MAP 1.3 and MAP 1.5, the Professional Engineering Procurement
Services Division (PEPS) meet quarterly with the Districts and Divisions (D/Ds) during the Pre-alignment
Meetings. In addition, PEPS will meet with the D/Ds regarding professional services contract administration
and management system budget requests, discuss their project and resource project needs and associated
priorities, identify and address any issues, and their annual budget allocation when anomalies or
opportunities are identified in the dashboards.

MAP Owner: Roy Gonzales, PEPS Business Operations Center Manager, PEPS
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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.

Business Objectives (Reporting, Operational, Compliance)

ERM Component

Control
Environment

Control Activities

Organizational Tone

Audit Results Dashboard

Professional Engineering Budget Management

Scope Areas Evaluated
0.¢C o.c

Professional Engineering Budget

3 Professional Engineering Budget Monitoring
Project Prioritization

Business Objective/Performance Measures

Resource Capacity

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis

Risk it

Risk Response/Cost-Benefit Analysis

Business Continuity

Control Activities

Policies/Procedure Development & Maintenance

Review/Approvals

Supporting Evidence/Records Retention

Segregation of Duties

Safeguarding Assets

General IT Controls

Information &
Communication

Data/Information Classification

Data/Information Input

Data/Information Processing

Data/Information Output

Internal and External Reporting

Monitoring

Evaluations/Inspections

Quality Control/Quality Assurance Reviews

Reconciliations

Management Assessments

Scope Area Assessment

Rating Assessment Grid

Priority 2 Priority 3
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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 Professional Engineering Budget
Management 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 Professional Engineering Procurement Services

Director, Division Directors, and District Engineers on July 5, 2022. The Internal Audit Division
appreciates the cooperation and assistance received from the personnel contacted during this audit.
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