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Overall Conclusion

With the exception of certain non-
compliance detailed in this report, the
State of Texas complied in all material
respects with the federal requirements for
the Highway Planning and Construction
Cluster of federal programs in fiscal year
2011.

The State of Texas also complied in all
material respects with the federal
requirements for the Airport Improvement
Program and for the Formula Grants for
Other Than Urbanized Areas Program in
fiscal year 2011.

As a condition of receiving federal
funding, U.S. Office of Management and
Budget (OMB) Circular A-133 requires non-
federal entities that expend at least
$500,000 in federal awards in a fiscal year
to obtain Single Audits. Those audits test
compliance with federal requirements in
14 areas, such as allowable costs,
procurement, reporting, and monitoring of
non-state entities (subrecipients) to which
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The Highway Planning and Construction
Cluster of Federal Programs

The Highway Planning and Construction Cluster
of federal programs, which includes programs
administered by the Federal Highway
Administration, provides funds to assist state
transportation agencies in the planning, design,
development, improvement, and replacement
of public roads and bridges, including the
National Highway System.

The Airport Improvement Program

The Airport Improvement Program, which is
administered by the Federal Aviation
Administration, provides funds to assist
sponsors of public-use airports in the
development of a nationwide system of airports
to meet the needs of civil aeronautics.

The Formula Grants for Other Than
Urbanized Areas Program

The Formula Grants for Other Than Urbanized
Areas Program, which is administered by the
Federal Transit Administration, provides funds
to improve, initiate, and continue public
transportation service in rural areas and to
provide technical assistance for rural
transportation providers.

the State passes federal funds. The requirements for 1 of those 14 areas vary by
federal program and outline special tests that auditors are required to perform,

such as tests of quality assurance programs. The Single Audit for the State of Texas
included (1) all high-risk federal programs for which the State expended more than
$86,555,601 in federal funds during fiscal year 2011 and (2) other selected federal
programs.

From September 1, 2010, through August 31, 2011, the State of Texas expended
$57.5 billion in federal funds for federal programs and clusters of programs. The
State Auditor’s Office audited compliance with requirements for selected major
programs at the Department of Transportation (Department), which spent
$2,812,182,775 in Highway Planning and Construction Cluster funds, $45,858,424

This audit was conducted in accordance with Single Audit Act Amendments of 1996 and Office of Management and Budget Circular
A-133.

For more information regarding this report, please contact James Timberlake, Audit Manager, or John Keel, State Auditor, at (512)
936-9500.
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in Airport Improvement Program funds, and $50,051,772 in Formula Grants for
Other Than Urbanized Areas Program funds during fiscal year 2011.

Key Points

The Department had a material weakness and

material non-compliance in its subrecipient Finding Classifications
monitoring for the Highway Planning and Control weaknesses are classified as
Construction Cluster of federal programs (see either significant deficiencies or

material weaknesses:

text box for definitions of finding classifications). = A significant deficiency indicates

. . . control weaknesses, but those
The Department did not communicate required weaknesses would not likely result in
award information for all subrecipients tested, material non-compliance.
H H H H H = A material weakness indicates
including mf_ormatlon on requirements related significant control weaknesses that
to the American Recovery and Reinvestment could potentially result in material
Act. Additionally, the Department did not have non-compliance with the compliance
standardized processes to ensure that its district _area. o

i f d adequate durina-the-award Similarly, compliance findings are
Y 'C_es F_’er orme A qU 9 classified as either non-compliance or
monitoring of subrecipients. As a result, the material non-compliance, where
Department did not always monitor its material non-compliance indicates a

.. . . more serious reportable issue.
subrecipients to ensure they complied with

federal requirements related to (1) collecting certified payrolls as required by the
Davis-Bacon Act and (2) procurement and suspension and debarment.

The Department complied in all material respects with requirements for the
remaining areas auditors tested for the Highway Planning and Construction Cluster
of federal programs. However, for four of the remaining areas tested, auditors
identified certain significant deficiencies and non-compliance.

The Department did not always comply with Davis-Bacon Act, reporting, and
guality assurance requirements. Specifically:

» The Department did not have a standardized process for tracking the
certified payrolls that contractors are required to submit. As a result, the
Department did not always ensure that its contractors submitted required
payroll certifications in fiscal year 2011. Those certifications serve as
evidence that the contractors paid their employees prevailing wage rates in
compliance with the Davis-Bacon Act.

» The Department had a significant backlog in the project completion reports
(referred to as “PR-20" reports) that it must submit to the Federal Highway
Administration. Additionally, the Department implemented a process to
submit reports required by the Federal Funding Accountability and
Transparency Act, but it did not always submit accurate and complete
reports.
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The Department did not always ensure that it tested all materials as required by
its quality assurance program; it also did not always ensure that certified testers
conducted those tests. In addition, the automated application the Department uses
to administer its quality assurance program, SiteManager, does not prevent the
same individual from both conducting and reviewing those tests.

Auditors also identified weaknesses in segregation of duties for the Department’s
Federal Project Authorization and Agreement System. Specifically, the Department
did not have adequate segregation of duties related to code development and
moving code into the production environment; this could result in unauthorized
changes to this system.

The Department complied in all material respects with all requirements tested for
the Airport Improvement Program.

Although the Department complied in all material respects, auditors identified
non-compliance related to the Department’s collection of certified weekly payrolls
required by the Davis-Bacon Act.

The Department complied in all material respects with all requirements tested for
the Formula Grants for Other Than Urbanized Areas Program. However, auditors
identified certain non-compliance.

The Department did not always submit required financial reports by the due date.
Additionally, the Department reported non-federal share amounts that were not
supported by its accounting records.

The Department did not always communicate required award information to its
subrecipients. It also did not always monitor its subrecipients to ensure that they
complied with federal requirements related to (1) allowable costs, (2) real
property acquisitions, and (3) the Davis-Bacon Act.

Auditors followed up on 12 findings from prior fiscal years for the Highway
Planning and Construction Cluster of federal programs, the Airport Improvement
Program, the Formula Grants for Other Than Urbanized Areas Program, and the
Highway Safety Cluster of federal programs.

The Department fully implemented recommendations for four findings from prior
fiscal years.

The State Auditor’s Office reissued eight findings from prior fiscal years as fiscal
year 2011 findings in this report. Those eight findings were related to the Highway
Planning and Construction Cluster of federal programs and the Formula Grants for
Other Than Urbanized Areas Program.
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Summary of Management’s Response

Management generally concurred with the audit findings. Specific management
responses and corrective action plans are presented immediately following each
finding in this report.

Summary of Information Technology Review

The audit work included a review of general and application controls for key
information technology systems related to selected major programs at the
Department. As discussed above, auditors identified issues involving segregation of
duties for the Federal Project Authorization and Agreement System.

Summary of Objectives, Scope, and Methodology

With respect to the Highway Planning and Construction Cluster of federal
programs, the Airport Improvement Program, and the Formula Grants for Other
Than Urbanized Areas Program, the objectives of this audit were to (1) obtain an
understanding of internal controls, assess control risk, and perform tests of
controls unless the controls were deemed to be ineffective and (2) provide an
opinion on whether the State complied with the provisions of laws, regulations,
and contracts or grants that have a direct and material effect on the programs
identified above.

The audit scope covered federal funds that the State spent for the Highway
Planning and Construction Cluster of federal programs, the Airport Improvement
Program, and the Formula Grants for Other Than Urbanized Areas Program at the
Department from September 1, 2010, through August 31, 2011. The audit work
included control and compliance work at the Department.

The audit methodology included developing an understanding of controls over each
compliance area that was material to the Highway Planning and Construction
Cluster of federal programs, the Airport Improvement Program, and the Formula
Grants for Other Than Urbanized Areas Program at the Department. Auditors
conducted tests of compliance and of the controls identified for each compliance
area and performed analytical procedures when appropriate. Auditors assessed the
reliability of data the Department provided and determined that the data provided
was reliable for the purposes of expressing an opinion on compliance with the
provisions of laws, regulations, and contracts or grants that have a direct and
material effect on the programs identified above.
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John Keel, CPA
State Auditor

Robert E. Johnson Building
1501 N. Congress Avenue
Austin, Texas 78701

P.O. Box 12067
Austin, Texas 78711-2067

Phone:
(512) 936-9500

Fax:
(512) 936-9400

Internet:
WWW.Sa0.state.tx.us

Report on Compliance with Requirements that Could Have a Direct and Material Effect on
The Highway Planning and Construction Cluster of Federal Programs,
The Airport Improvement Program, and
The Formula Grants for Other Than Urbanized Areas Program and on
Internal Control Over Compliance in Accordance with
U.S. Office of Management and Budget Circular A-133
Independent Auditor’s Report

Compliance

We have audited the State of Texas’s (State) compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that could have a direct and material effect on the Highway
Planning and Construction Cluster of federal programs, the Airport Improvement Program,
and the Formula Grants for Other than Urbanized Areas Program for the year ended August
31, 2011. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to the Highway Planning and Construction Cluster, the Airport Improvement
Program, and the Formula Grants for Other Than Urbanized Areas Program is the
responsibility of the State’s management. Our responsibility is to express an opinion on the
State’s compliance based on our audit.

Except as discussed in the following paragraph, we conducted our audit of compliance in
accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-
133 require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have
a direct and material effect on the Highway Planning and Construction Cluster of federal
programs, the Airport Improvement Program, and the Formula Grants for Other Than
Urbanized Areas Program occurred. An audit includes examining, on a test basis, evidence
about the State’s compliance with those requirements and performing such other procedures
as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the
State’s compliance with those requirements.

This audit was conducted as part of the State of Texas Statewide Single Audit for the year
ended August 31, 2011. As such, the Highway Planning and Construction Cluster of federal
programs, the Airport Improvement Program, and the Formula Grants for Other Than
Urbanized Areas Program were selected as major programs based on the State of Texas as a
whole for the year ended August 31, 2011. The State does not meet the OMB Circular A-133
requirements for a program-specific audit and the presentation of the Schedule of Program
Expenditures does not conform to the OMB Circular A-133 Schedule of Expenditures of
Federal Awards. However, this audit was designed to be relied on for the State of Texas
opinion on federal compliance, and in our judgment, the audit and this report satisfy the

A Report on State of Texas Compliance with Federal Requirements for Selected Major Programs at the Department of Transportation
For the Fiscal Year Ended August 31, 2011
SAO Report No. 12-020
February 2012
Page 2



intent of those requirements. In addition, we have chosen not to comply with a reporting standard
that specifies the wording that should be used in discussing restrictions on the use of this report.
We believe that this wording is not in alignment with our role as a legislative audit function.

As identified below and in the accompanying Schedule of Findings and Questioned Costs, the
State did not comply with certain compliance requirements that are applicable to the Highway
Planning and Construction Cluster of federal programs. Compliance with such requirements is
necessary, in our opinion, for the State to comply with requirements applicable to that program.

Finding
Agency Cluster or Program Compliance Requirement Number
Department of Transportation Highway Planning and Procurement and Suspension and 12-144
Construction Cluster and Debarment
Highway Planning and Subrecipient Monitoring

Construction Cluster - ARRA Special Tests and Provisions - R3 -
Subrecipient Monitoring

In our opinion, except for the noncompliance described above, the State complied, in all material
respects, with the compliance requirements referred to above that could have a direct and
material effect on the Highway Planning and Construction Cluster, the Airport Improvement
Program, and the Formula Grants for Other Than Urbanized Areas Program for the year ended
August 31, 2011. However, the results of our auditing procedures also disclosed other instances
of noncompliance with those requirements, which are required to be reported in accordance with
OMB Circular A-133 and which are described in the accompanying Schedule of Findings and
Questioned Costs as items:

Finding
Agency Cluster or Program Compliance Requirement Number
Department of Transportation Highway Planning and Davis-Bacon Act 12-142
Construction Cluster
Reporting 12-145
Special Tests and Provisions - 12-146
Quality Assurance Program
Airport Improvement Davis-Bacon Act 12-147
Program
Formula Grants for Other Reporting 12-148
Than Urbanized Areas
Program
Subrecipient Monitoring 12-149

Internal Control Over Compliance

The management of the State is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to the Highway Planning and Construction Cluster, the Airport Improvement
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Program, and the Formula Grants for Other Than Urbanized Areas Program. In planning and
performing our audit, we considered the State’s internal control over compliance with
requirements that could have a direct and material effect on the Highway Planning and
Construction Cluster, the Airport Improvement Program, and the Formula Grants for Other Than
Urbanized Areas Program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance
in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the State’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in the State’s internal
control over compliance that might be significant deficiencies or material weaknesses, and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as discussed below, we identified certain
deficiencies in internal control over compliance that we consider to be material weaknesses and
other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. We consider the following deficiencies in internal control over compliance which
are described in the accompanying Schedule of Findings and Questioned Cost to be material
weaknesses:

Finding
Agency Cluster or Program Compliance Requirement Number
Department of Transportation Highway Planning and Procurement and Suspension and 12-144
Construction Cluster and Debarment
Highway Planning and Subrecipient Monitoring

Construction Cluster - ARRA  gpecial Tests and Provisions - R3 -

Subrecipient Monitoring

A Report on State of Texas Compliance with Federal Requirements for Selected Major Programs at the Department of Transportation
For the Fiscal Year Ended August 31, 2011
SAO Report No. 12-020
February 2012
Page 4



A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a
federal program that is less severe than a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance. We consider the
following deficiencies in internal control over compliance which are described in the
accompanying Schedule of Findings and Questioned Costs to be significant deficiencies:

Finding
Agency Cluster or Program Compliance Requirement Number
Department of Transportation Highway Planning and Davis-Bacon Act 12-142
Construction Cluster
Period of Availability of Federal 12-143
Funds
Reporting 12-145
Special Tests and Provisions - 12-146
Quality Assurance Program
Airport Improvement Davis-Bacon Act 12-147
Program
Formula Grants for Other Reporting 12-148
Than Urbanized Areas
Program
Subrecipient Monitoring 12-149

Schedule of Program Expenditures

The accompanying Schedule of Program Expenditures for the Highway Planning and
Construction Cluster, the Airport Improvement Program, and the Formula Grants for Other Than
Urbanized Areas Program (Schedule) of the State for the year ended August 31, 2011, is
presented for purposes of additional analysis. This information is the responsibility of the State’s
management and has been subjected only to limited auditing procedures and, accordingly, we
express no opinion on it. However, we have audited the Statewide Schedule of Expenditures of
Federal Awards in a separate audit, and the opinion on the Statewide Schedule of Expenditures
of Federal Awards is included in the State of Texas Federal Portion of the Statewide Single Audit
Report for the Fiscal Year Ended August 31, 2011.

The State’s responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Questioned Costs. We did not audit the State’s responses and,
accordingly, we express no opinion on the responses.
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This report is intended for the information and use of the Governor, the Members of the Texas
Legislature, the Legislative Audit Committee, the management of the State, KPMG LLP, federal
awarding agencies, and pass-through entities. However, this report is a matter of public record,
and its distribution is not limited.

John Keel, CPA
State Auditor

February 21, 2012
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Schedule of Program Expenditures for
The Highway Planning and Construction Cluster,
The Airport Improvement Program, and
The Formula Grants for Other Than Urbanized Areas Program
For the Year Ended August 31, 2011

Schedule of Program Expenditures
Highway Planning and Construction Cluster

Pass-through
to
Non-state
Agency Entity Direct Expenditures

Department of Transportation

Other than American Recovery and Reinvestment Act $151,345,018 $1,882,610,403 $2,033,955,421
American Recovery and Reinvestment Act 119,577,779 658,649,575 778,227,354
Total for Highway Planning and Construction Cluster $270,922,797 $2,541,259,978 $2,812,182,775

Note: Federal expenditures for the Highway Planning and Construction Cluster at state entities not included in the scope of this

audit totaled $8,011,117 for the year ended August 31, 2011.

Schedule of Program Expenditures
Airport Improvement Program

Pass-through
to
Non-state
Agency Entity Direct Expenditures

Department of Transportation

Totals

Other than American Recovery and Reinvestment Act $1,007,036 $37,559,480 $38,566,516
American Recovery and Reinvestment Act 0 7,291,908 7,291,908
Total for Airport Improvement Program $1,007,036 $44,851,388 $45,858,424

Note: Federal expenditures for the Airport Improvement Program at state entities not included in the scope of this audit totaled

$2,203,831 for the year ended August 31, 2011.
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Schedule of Program Expenditures
Formula Grants for Other Than Urbanized Areas Program

Pass-through
to

Non-state

Agency Entity Direct Expenditures

Department of Transportation
Other than American Recovery and Reinvestment Act $36,774,769 $1,532,282 $38,307,051
American Recovery and Reinvestment Act 11,744,721 0 11,744,721
$48,519,490 $1,532,282 $50,051,772

Total for Formula Grants for Other Than Urbanized Areas
Program

Note: Federal expenditures for Formula Grants for Other Than Urbanized Areas Program at state entities not included in the

scope of this audit totaled $17,594 for the year ended August 31, 2011.
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Schedule of Findings and

Questioned Costs

State of Texas Compliance with
Federal Requirements for Selected
Major Programs at the Department of
Transportation for the Fiscal Year
Ended August 31, 2011
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Section 1:

Summary of Auditor’s Results

Financial Statements

Issued under separate cover. See State Auditor’s Office report entitled State of
Texas Financial Portion of the Statewide Single Audit Report for the Fiscal
Year Ended August 31, 2011.

Federal Awards

Internal Control over major programs:
Material weakness(es) identified? Yes

Significant deficiency(ies) identified? Yes

Major programs with Significant Deficiencies:

CFDA Number Name of Federal Program or Cluster

Cluster Highway Planning and Construction Cluster

20.106 Airport Improvement Program

20.509 Formula Grants for Other Than Urbanized Areas Program

Major programs with Material Weaknesses:

CFDA Number Name of Federal Program or Cluster

Cluster Highway Planning and Construction Cluster

A Report on State of Texas Compliance with Federal Requirements for Selected Major Programs at the Department of Transportation
For the Fiscal Year Ended August 31, 2011
SAO Report No. 12-020
February 2012
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Type of auditor’s report issued on compliance for major programs: See

below.

Qualified:

CFDA Number Name of Federal Program or Cluster

Cluster Highway Planning and Construction Cluster
Unqualified:

CFDA Number Name of Federal Program or Cluster

20.106 Airport Improvement Program

20.509 Formula Grants for Other Than Urbanized Areas Program

Any audit findings disclosed that are required to be reported in accordance
with Section 510(a) of OMB Circular A-133? Yes

Identification of major programs:

CFDA Number Name of Federal Program or Cluster

Cluster Highway Planning and Construction Cluster

20.106 Airport Improvement Program

20.509 Formula Grants for Other Than Urbanized Areas Program

Dollar threshold used to distinguish between type A
and type B programs: $86,555,601

Auditee qualified as low-risk auditee? No

A Report on State of Texas Compliance with Federal Requirements for Selected Major Programs at the Department of Transportation
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Section 2:

Financial Statement Findings

Issued under separate cover. See State Auditor’s Office report entitled State of
Texas Financial Portion of the Statewide Single Audit Report for the Fiscal
Year Ended August 31, 2011.
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TRANSPORTATION, DEPARTMENT OF

Section 3:

Federal Award Findings and Questioned Costs

This section identifies significant deficiencies, material weaknesses, and instances of non-
compliance, including questioned costs, as required to be reported by Office of Management and
Budget Circular A-133, Section 510(a).

Department of Transportation

Reference No. 12-142

Davis-Bacon Act
(Prior Audit Issues 11-142 and 10-82)

Highway Planning and Construction Cluster

Award years — Multiple

Award number — NH 2010(086)

Type of finding - Significant Deficiency and Non-Compliance

When required by the Davis-Bacon Act, the U.S. Department of Labor’s (DOL)
government-wide implementation of the Davis-Bacon Act, or by federal
program legislation, all laborers and mechanics employed by contractors or
subcontractors to work on construction contracts in excess of $2,000 financed | < epartment of

by federal assistance funds must be paid wages not less than those established | tiansportation - Federal
for the locality of the project (prevailing wage rates) by the DOL (Title 40, | Highway Admininstration
United States Code (USC), Sections 3141--3147).

Questioned Cost: $ 0

Non-federal entities shall include in construction contracts that are subject to the Davis-Bacon Act a requirement
that the contractor or subcontractor comply with the requirements of the Davis-Bacon Act and the DOL regulations
(Title 29, Code of Federal Regulations (CFR), Sections 5.5-5.6). In addition, contractors or subcontractors are
required to submit to the non-federal entity weekly, for each week in which any contract work is performed, a copy
of the payroll and a statement of compliance (certified payrolls) (Title 29, CFR, Sections 3.3-3.4). This reporting is
often done using optional form WH-347, which includes the required statement of compliance (Office of
Management and Budget No. 1215-0149).

The Department of Transportation (Department) was not always able to provide documentation showing that it
collected certified weekly payrolls from its contractors. For 1 (2 percent) of 60 projects tested, the Department
did not ensure that contractors submitted all weekly certified payrolls for fiscal year 2011. Specifically, the
Department could not provide two certified payrolls for that project during the period tested. The total federal
amount expended on that project, including payroll and non-payroll costs, was $1,464,177.

For the error identified, the contractor provided certified weekly payrolls using the Electronic Project Records
System (EPRS). EPRS provides reports that show any gaps in the submission of weekly certified payrolls, which
allows the Department to follow up on any missing submissions. The Department asserted that the individual who
was responsible for monitoring the project was no longer working for the Department and, as a result, the
Department was unable to determine whether it obtained the certified payrolls that it could not provide to auditors.

The Department does not have a standardized process for tracking certified payrolls that contractors submit.
Each area office within each Department district office determines its own method for ensuring that contractors
submit payroll certifications. As of December 28, 2011, the Department's 25 district offices had a total of 89 area
offices. Of the 60 projects tested:

= For 23 (38.3 percent) of the 60 projects, area offices used the EPRS system, which allows users to detect
missing payrolls by creating missing payroll reports for each vendor for the project.
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TRANSPORTATION, DEPARTMENT OF

= For 23 (38.3 percent) of the 60 projects, area offices used a tracking sheet to monitor whether contractors had
submitted all weekly certified payrolls.

= For 14 (23.3 percent) of the 60 projects, area offices did not have formal, documented processes to ensure that
contractors submitted weekly certified payrolls.

When contractors do not consistently submit required certified payrolls, the Department cannot ensure that
contractor and