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The Health and Human Services Commission (Commission) should use a consistent, 
comprehensive methodology to analyze the key business processes within its 
administrative support functions.  The Commission repo
salary savings for the 2004-2005 biennium of 
$15.3 million in General Revenue as a result 
of centralizing the management of the 
administrative support functions and 
eliminating 567 positions within those 
services.  However, the Commission needs a 
more comprehensive methodology to 
streamline processes, quantify workloads to 
establish staffing levels, set performance 
measures, and establish accurate baseline 
costs for outsourcing decisions.  The 
Commission used most of these methods for 
establishing its Office of the Inspector 
General and Civil Rights Office but has not 
used them consistently to consolidate its 
other administrative support functions. 

The Commission’s decision to outsource its 
human resources and payroll services 
management function was not based on 
accurate cost data.  The Commission’s 
analyses estimated that outsourcing this 
function would achieve a five-year cost 
savings as high as $21.7 million when compared with its
However, because of significant errors and omissions in
for both the outsourced and optimized in-house models
determine whether the Commission’s decision to outsou
when compared with performing these services under t
model.  As of August 2005, the Commission reported th
any cost savings from outsourcing this function.  The Co
sufficient documentation needed to demonstrate comp
regarding its best-value decision in awarding the human
services management contract.   
 
The Commission also needs to establish better perform
purchasing function.  The Commission and the health an
it oversees reported experiencing significant delays in o
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and services using the consolidated purchasing and payment process.  A number of 
these delays were associated with goods and services that supported health and 
human services agencies’ delivery of client services.  For example, health and 
human services agencies reported instances in which goods and services such as 
cell phone services for bioterrorism staff and patient and food supplies were either 
delayed or disrupted.  Although the Commission recognized and corrected a 
number of the problems that caused the delays and disruptions, it still needs to 
establish performance measures that assess the overall efficiency and 
effectiveness of the purchasing and payment function.   
 
The State Auditor’s Office’s Classification Office also reviewed 408 property 
management and purchasing positions at health and human services agencies and 
found that 373 (91 percent) of these positions were classified correctly.  In 
comparison, the average percent of properly classified positions from the previous 
five statewide classification reviews was 90 percent. Agencies took appropriate 
action in resolving misclassified positions and have reported that they will spend 
$14,545 to properly classify these positions.  

The State Auditor’s Office continues to audit the Commission’s consolidation of 
human resources, financial services, and information resources. 

Key Points 

As the Commission continues to streamline administrative support functions, it 
should use a consistent, comprehensive methodology to analyze the business 
processes within those services.  

As part of the “optimization phase” of the consolidation, the Commission should 
perform a comprehensive business process analysis of all of its administrative 
support functions to ensure that it has complete and accurate information to make 
decisions on consolidation and outsourcing.  A comprehensive business process 
analysis would include the following: 

 Quantifying workloads and staffing demands  

 Reviewing processes’ efficiency and identifying cost-saving opportunities 

 Developing adequate performance measures that address customer needs 

The Commission’s analysis of the cost-effectiveness of outsourcing human 
resources and payroll services management function contained inaccurate data and 
omitted relevant costs. 

The Commission used inaccurate and incomplete cost data in the cost models it 
used to determine the cost-effectiveness of outsourcing its human resources and 
payroll services management function.  Errors in the Commission’s cost data and 
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the fact that the Commission has revised the costs associated with both its 
optimized in-house and outsourced models after tentatively awarding the contract 
demonstrate that the Commission had not identified all its relevant costs at the 
time of the tentative award decision.   

The Commission lacks sufficient documentation needed to demonstrate compliance 
with statute regarding its best-value decision in awarding the human resources and 
payroll services management contract.  

To evaluate vendor proposals, the Commission used an objective and reasonable 
scoring process that incorporated its best-value factors.  The Commission did not 
clearly document the best-value factors it used to select the vendor to which it 
awarded the contract as required by Texas Government Code, Section 2155.144. 

The Commission’s contract does not guarantee that adequate information 
technology support services will be provided.  

The Commission did not adequately define the information technology (IT) support 
services that its contractor is required to provide before executing its contract for 
human resources and payroll services management.  This is especially critical 
because the contract is based on a Web-based, self-service model that disperses 
many human resources-related tasks across the various health and human services 
agencies.  Additionally, the Commission has not developed performance measures 
to monitor and evaluate the contractor’s performance in the area of IT support 
services. The lack of definitive performance measures makes it difficult for the 
Commission to hold its contractor accountable for failing to perform to 
expectations.       

The Commission should address specific purchasing and payment process efficiency 
and effectiveness issues.  

The Commission should address current efficiency and effectiveness issues in its 
purchasing and payment process. Specifically: 

 The Commission’s performance measures do not provide adequate performance 
data to monitor all of its purchasing-related activities or anticipated cost 
savings. 

 Purchasers working in the Commission’s Enterprise Contract and Procurement 
Services division are not able to use their procurement cards in an efficient and 
cost-effective manner.   

 Health and human services agencies are duplicating processes already handled 
within the purchasing requisition module of the Commission’s internal 
accounting system.  

 iii 
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Ninety-one percent of property management and purchasing positions reviewed 
were classified correctly.   

Of the 408 property management and purchasing positions reviewed at health and 
human services agencies, 373 (91 percent) were classified correctly.  Twenty-three 
(66 percent) of the 35 misclassifications resulted from health and human services 
agencies’ classifying positions in an incorrect class series.  In comparison, the 
average percent of properly classified positions from the previous five statewide 
classification reviews was 90 percent.  More detailed information on the 
classification review is provided in Appendix 2 of this report.  

Summary of Management’s Response and Auditor’s Follow-
Up Comment 

The Commission generally agrees with our recommendations, and its full responses 
are presented in Appendix 3.   Although auditors were unable to determine 
whether outsourcing was cost-effective, in its management responses the 
Commission continues to assert that, based on its cost models, a savings will be 
achieved from outsourcing. However, the Commission did not perform a business 
process analysis to identify all relevant costs or document key assumptions for its 
optimized in-house and outsourced cost models.  Auditors reviewed and identified 
problems in the original cost model the Commission used to make the outsourcing 
decision and in the Commission’s three subsequent revised cost models.  Examples 
of the problems auditors identified included: 

 Errors. Costs associated with operations, such as IT support services, were 
significantly overstated in the Commission’s optimized in-house cost model by 
$19.1 million; these costs were also overstated in the Commission’s outsourced 
model by $5.1 million. 

 Omissions. The Commission omitted from its outsourced model $24.3 million in 
payroll costs associated with maintaining the human resources and payroll 
services function during fiscal year 2005. 

 Unquantified costs. The Commission chose not to quantify the cost of activities 
that were shifted from traditional human resources departments to program 
management and staff.  The shifting of these activities occurred as result of 
implementing a Web-based, self-service application.  

Because of the magnitude of these discrepancies, documentation available at the 
Commission was not sufficient to determine whether outsourcing was cost-
effective.  

In addition, although the Commission agrees to develop performance measures for 
the IT support services to be provided by its contractor for human resources and 
payroll management services, it elected not to respond to the recommendation in 
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Chapter 2-C regarding whether it would develop adequate performance measures 
prior to executing contracts. The Commission should ensure that it develops and 
finalizes its expectations for contractor performance before executing contracts.  
The Commission is more likely to obtain contractor agreement to comply with 
performance standards that more adequately protect the State’s interests during 
the contract negotiation process (rather than after a contract is executed). After a 
contract agreement is executed, especially for procurements in which services are 
being outsourced, the Commission is in a weaker negotiating position than the 
contractor because continuation of services becomes dependent upon the 
contractor performing those services.   

Summary of Information Technology Review 

The State Auditor’s Office continues to review controls within the payment 
processes of the financial module of the Commission’s internal accounting system.  
Results of audit testing performed in this area will be reported in a separate audit 
report on the Commission’s consolidation of its financial services and related 
information systems. 

Summary of Objectives, Scope, and Methodology 

The audit objectives were to: 

 Examine the Commission’s administrative support functions that were 
consolidated pursuant to House Bill 2292.  Because of the manner in which 
agency support functions were consolidated, it was also necessary to conduct 
audit work at other agencies included within Article II of the General 
Appropriations Act.  

 Determine whether health and human services agencies conform with the State’s 
Position Classification Plan by ensuring proper classification of positions. 

The audit scope included reviewing the methodology the Commission used to plan 
the consolidation of its administrative support functions as identified by House Bill 
2292. The scope also included examining the Commission’s outsourcing decision 
and procurement process for its human resources and payroll services management 
function.  The scope of the classification review included health and human 
services employees classified within the Inventory Coordinator, Purchaser, 
Contract Technician, Contract Specialist, and Property Manager class series.  We 
also reviewed positions that agencies identified as performing similar work but 
that were classified in other class series.   

The audit methodology consisted of collecting information and documentation, 
performing selective tests and other procedures, analyzing and evaluating the 
results of tests, and interviewing the Commission’s management and staff. The 
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State Classification Office used the classification method of job evaluation when 
reviewing positions and determining proper classifications.  These determinations 
were primarily based on a comparison of duties and responsibilities being 
performed with the state job description for each position. 

 

 

Recent SAO Work 

Number Product Name Release Date 

06-005 A Follow-Up Audit Report on the Health and Human Services Commission's 
Prescription Drug Rebate Program September 2005 

05-045 A Follow-Up Audit Report on the Health and Human Service Commission's 
Administration of the Children's Health Insurance Program July 2005 

05-033 An Audit Report on Administration of Nursing Facility Contracts at the Department 
of Aging and Disability Services and the Health and Human Services Commission April 2005 

05-028 A Follow-Up Audit Report on Managed Care Contract Administration at the Health 
and Human Services Commission February 2005 

05-024 An Audit Report on the Health and Human Services Commission's Monitoring of Its 
Contracted Medicaid Administrator January 2005 

04-042 An Audit Report on the Health and Human Services Commission's Administration of 
the CHIP Exclusive Provider Organization Contract July 2004 

04-011 An Audit Report on the Health and Human Services Commission's Monitoring of 
Managed Care Contracts November 2003 
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Detailed Results 

Chapter 1  

The Commission Should Use a Consistent, Comprehensive Methodology 
to Improve Administrative Support Functions 

The Health and Human Services Commission (Commission) should use a 
consistent, comprehensive methodology to analyze the key business processes 
within its administrative support functions.  The Commission reported that it 

achieved a salary savings for the 2004–2005 biennium 
of $15.3 million in General Revenue as a result of 
centralizing the management of the administrative 
support functions and eliminating 567 positions within 
those services (see Health and Human Services: A 
Progress Report on Consolidation, March 2005).  
However, the Commission needs more detailed and 
accurate information to make decisions such as 
determining the number of staff needed to perform 
certain activities or whether outsourcing alternatives are 
cost-effective.   

The Commission’s Transition Plan 
for Administrative Support Services 

House Bill 2292 (78th Legislature, Regular 
Session) required the Commission to develop a 
plan describing its consolidation methodology.  

In response to that requirement, the 
Commission developed a transition plan that 
described the consolidation of administrative 
support services as occurring through a two-
step process: 

 First, consolidate management and staff 
under the Commission. 

 Second, optimize each administrative service 
to identify cost savings and efficiency 
improvements. Specifically, the transition 
plan defined optimization as streamlining, 
simplifying, and standardizing each 
administrative support service to generate 
cost savings and efficiency improvements. 

The Commission’s transition plan also specified 
that the consolidation of each administrative 
support service would be evaluated as a 
candidate for whole or partial outsourcing to a 
private vendor based on an analysis of cost-
effectiveness.    

 

In the Commission’s November 2003 transition plan, 
the Commission specified that it would first consolidate 
administrative support management and staff and then 
“optimize” each administrative support service to 
identify cost savings and efficiency improvements (see 
text box for additional details).  As the Commission 
continues to optimize its administrative support 
functions, it should ensure that it:   

 Analyzes and documents its administrative support functions’ business 
processes and activities. 

 Quantifies workload and staffing demands.  

 Develops adequate performance measures that address customer needs. 

In addition, the Commission should conduct additional analyses when 
considering the cost-effectiveness of outsourcing administrative support 
functions. 

The Commission should use a consistent, comprehensive methodology to 
improve business processes within its administrative support functions. 

The Commission completed its structural consolidation of administrative 
support functions by September 1, 2004.  Through that effort, the Commission 
consolidated the administrative support staff who had been working in the 12  
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legacy health and human services agencies (those agencies employed 
approximately 46,000 total state employees).  To achieve the consolidation, 
the Commission performed a series of functional reviews to identify 
administrative support service staff who were subject to consolidation.  In 
addition, to manage the consolidation, the Commission established a project 
management methodology that it used to:  

 Standardize its decision-making process for the selection and approval of 
consolidation projects. 

 Track and monitor the progress of approved consolidation projects. 

 Establish executive sponsorship for consolidation projects. 

However, the Commission did not perform a comprehensive business process 
analysis for the majority of the administrative support functions audited.1  The 
Commission has previously demonstrated that it can adequately review its 
business processes.  For example, its planning assessments for the Office of 
Inspector General and Civil Rights Office included documentation and 
analyses of processes, breakdowns of activities, and the identification of legal 
and regulatory constraints.  

The Commission should perform a comprehensive business process analysis of 
its administrative support functions. 

The Commission conducted functional reviews of the 12 legacy health and 
human services agencies to identify full-time equivalent (FTE) positions in 
administrative support functions that would be subject to consolidation.  
However, the functional reviews neither (1) provided information on the 
amount of work that needed to be accomplished nor (2) identified areas in 
which business processes could be streamlined or consolidated for efficiency.    

A comprehensive business process analysis would provide more complete 
information to management through documentation of existing processes, 
identification of process outputs and activities, and determination of customer 
requirements. This type of analysis would also assist the Commission in 
establishing a baseline of current performance and costs and help it identify 
performance gaps and areas for improvement in the optimization phase of the 
consolidation.  Such an analysis also would help the Commission identify 
relevant costs2 to use in considering outsourcing scenarios. As discussed in 
more detail in Chapter 2, without accurate cost data, the Commission could 
not develop adequate cost models for determining whether outsourcing was 
cost-effective.  

                                                             

1 We audited the Commission’s consolidation planning for human resources, purchasing services, the Office of Ombudsman, the 
Civil Rights Office, the Office of Inspector General, Facilities Leasing and Management, Audit Services, and Legal Services.   

2 Relevant costs are the expenditures incurred that directly relate to performing specific activities of a business process. 
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As part of its business process analysis, the Commission should review its 
staffing levels for administrative support functions.  The Commission reduced 
the number of administrative support functions’ FTEs by (1) eliminating 
vacant positions identified by its functional reviews and (2) limiting staffing 
to positions that could be funded through available budget funding.  As Table 
1 shows, the Commission realized a cost savings of approximately $15.3 
million in General Revenue by reducing its administrative support function 
staff by 567 FTEs. In addition, the Commission did not fill 104 human 
resources position vacancies.  To ensure that appropriate resources are 
available to meet the needs of its customers (as demonstrated by workload 
measures), the Commission should review the staffing levels for its 
administrative support functions. 

Table 1 

Administrative Support Functions 

FTE Reductions and Associated Salary Savings for the 2004-05 Biennium 

(Note: Information in this table was self-reported by the Commission and has not been audited)  

Administrative Support Functions FTE Reductions All Fund Savings 
(in millions) 

General Revenue 
Savings 

(in millions) 

Facilities leasing and management  43.5 $1.6 $0.9 

Purchasing    88.5   5.8   2.3 

Financial management a  64.0   3.6   1.8 

Information resources  85.0   4.3    2.1 

Other administrative, executive and 
program support 286.0 15.0 8.2 

Totals 567.0 $30.3   $15.3b 

a The State Auditor’s Office is currently auditing financial management and information resources 
consolidation planning. 
b The Commission did not fill an additional 104 vacant human resources positions; however, salaries 
associated with these positions are not included in the $15.3 million cost savings.  

 

The Commission should strengthen its monitoring of the performance of 
administrative support functions identified under House Bill 2292. 

The Commission did not place all administrative support functions directly 
under its management.  Instead, the Commission placed some administrative 
support functions under its direct management, placed others under the direct 
management of each of the five health and human services agencies, and 
placed others under the management of both the Commission and the health 
and human services agencies.  Table 2 shows the administrative support 
functions and the agencies that are responsible for managing them.   



 

Table 2 

Management of Administrative Support Functions  

Managed by the Commission  Managed at Each of the Health and 
Human Services Agencies 

Managed Jointly by the Commission and the 
Health and Human Services Agencies a  

Human Resources  Audit Services Office of Ombudsman 

Office of Inspector General Financial Services  Facilities and Leasing Management 

Civil Rights Office   Purchasing Services  

  Legal Services 

  Information Resources     

a “Managed jointly” implies that the performance of administrative support functions are dependent on business processes being 
performed by both the Commission and the health and human services agencies.

 

 
 

While the Commission’s decision to manage specific administrative support 
functions appears reasonable, the Commission should strengthen its oversight 
of the health and human services agencies it is responsible for overseeing as it 
continues to optimize its administrative support functions.  House Bill 2292 
specified that the Commission is responsible for ensuring that its 
administrative support functions are efficient and effective.  

The Commission should develop adequate performance measures to monitor the 
performance of administrative support functions. 

The Commission has developed inadequate performance measures for a 
number of administrative support functions and has not developed any 
performance measures for others.        

The Commission did not identify either internal or external customer 
requirements to define performance measures that it developed for certain 
administrative support functions.  Other performance measures it developed 
are output-based and, therefore, do not measure customer needs.  For 
example, a key customer requirement for the purchasing function is how 
quickly goods are delivered; however, the Commission did not develop 
performance measures to monitor the purchasing function’s cycle time (see 
Chapter 3 for additional details).  

Recommendations  

The Commission should: 

 Develop and standardize an enterprise-wide business process methodology 
to address: 

 Analysis of the efficiency and effectiveness of administrative support 
functions. 
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 Quantification of the workload to be performed by administrative 
support staff. 

 Identification of all relevant costs that should be considered for 
outsourcing decisions. 

 Develop performance measures to monitor the overall performance of 
administrative support functions, regardless of whether those services are 
managed by the Commission or by the health and human services agencies 
the Commission oversees.  
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Chapter 2 

The Commission Did Not Thoroughly Analyze Its Human Resources and 
Payroll Services Management Before Outsourcing  

The Commission’s November 2003 transition plan specified that 
administrative support functions would be evaluated for outsourcing based on 

an analysis of cost-effectiveness. However, the Commission 
did not accurately identify and verify all relevant costs 
associated with the human resources and payroll services 
management business processes to be performed under its 
optimized in-house model or under its outsourced model. 
Without accurate cost data, the Commission could not develop 
adequate cost models for determining whether outsourcing was 
cost-effective. As of August 2005, the Commission reported 
that it had not yet achieved any cost savings from outsourcing 
the human resources and payroll services management 
function.  

At the time of its decision to tentatively award a contract to 
outsource human resources and payroll services management, 
the Commission estimated that outsourcing this function could 
achieve a five-year cost savings of $21.7 million when 
compared with its optimized in-house model.  This estimate 
was based on costs the Commission calculated for its 
optimized in-house and outsourced models. The Commission 
subsequently revised its costs for the optimized in-house and 
outsourced models, which resulted in a lower cost savings 
estimate of $17.9 million.  However, because of significant 
errors and omissions in the Commission’s cost data for both 

models, auditors were not able to determine whether the Commission’s 
decision to outsource was more or less cost-effective when compared with 
performing this function under the optimized in-house model.   

Background Information 

In October 2004, the Commission 
executed its contract with the 
contractor that is performing the 
majority of the human resources and 
payroll services management function 
for the Commission and the four 
health and human services agencies it 
oversees.  The contractor’s primary 
responsibilities are to provide the 
following services: 

 Payroll processing 

 Recruitment and selection 

 Performance systems and records 
management 

 Compensation and classification 
administration 

 Benefits processing 

 Time and leave processing 

 Safety and health administration 

 Administrative training and staff 
development 

The contract calls for the Commission 
to pay the contractor a total of 
approximately $85 million over a five-
year period.  

 

It should also be noted that the Commission has shifted unquantified human 
resources and payroll service management costs to the health and human 
services agencies and may incur additional costs related to difficulties it is 
experiencing in shifting information technology (IT) support services to its 
human resources and payroll services management contractor.  This could 
reduce or eliminate any anticipated cost savings.   

The Commission also lacks sufficient documentation that it selected its human 
resources and payroll services management contractor in accordance with 
statutory “best value” requirements. The Commission asserts that its best-
value determination was based on a combination of different sets of 
information; however, that information does not support the Commission’s 
assertion that the contractor it selected was chosen according to best value.   
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In addition, the Commission has not ensured that its human resources and 
payroll services management contractor will provide the IT support services 
the Commission needs. The Commission’s request for proposal (RFP) for the 
human resources and payroll services management function did not clearly 
define its needs for the services associated with the human resources module 
of its internal accounting system.  That module is a critical IT support system 
for the Commission’s human resources and payroll processes.   

As of May 2005, the Commission had not developed performance measures 
for the IT support services the contractor will provide.  Not clearly defining 
performance measures increases the risk that the contractor will not provide 
the Commission and the four health and human services agencies it oversees 
with the IT support necessary for the human resources module of its internal 
accounting system.  

Chapter 2-A  

The Commission’s Analysis for Determining the Cost-Effectiveness 
of Outsourcing Its Human Resources and Payroll Services 
Management Function Was Based on Inaccurate Data and Omitted 
Relevant Costs 

The Commission did not identify and include certain relevant costs associated 
with its human resources and payroll services management function in the 
analysis it used to determine whether outsourcing was cost-effective.  The 
Commission’s transition plan contained a requirement to evaluate cost-
effectiveness, and the Texas Council on Competitive Government 
recommends that state agencies identify and include all relevant costs in their 
outsourcing decisions.3    

The Commission’s identification of relevant costs associated with the human 
resources and payroll services management function was essential for 
determining the cost-effectiveness of outsourcing.  However, the Commission 
neither implemented its optimized in-house model nor performed a 
comprehensive business process analysis and workload assessment to identify 
the costs associated with performing the function in-house.  Therefore, the 
Commission lacked adequate information on whether it could perform the 
human resources and payroll services management function more efficiently 
than an external vendor.     

Inaccuracies identified in the Commission’s cost data and the fact that the 
Commission identified additional costs associated with both its optimized in-
house and outsourced models after tentatively awarding the contract 
demonstrate that the Commission had not identified all relevant costs at the 
time it decided to tentatively award a contract to outsource the human 
resources and payroll services management function.  

                                                             
3 The Council’s cost methodology provides a guide to governmental agencies for making outsourcing decisions.  
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After the end of fieldwork on this audit, the Commission provided auditors a 
third revision of its cost models. The revised cost models also contained 
significant inaccuracies and omitted relevant costs associated with the human 
resources and payroll services management function.  

The Commission’s cost estimates prior to tentatively awarding the contract in 
June 2004 were based on inaccurate data.  

Prior to its tentative award of the contract, the Commission used inaccurate 
cost data in determining the cost-effectiveness of 
outsourcing.  The data was inaccurate because, in both its 
optimized in-house and outsourced models, the 
Commission overstated its Enterprise Support Center 
(ESC) costs associated with its internal accounting 
system (see text box for additional information regarding 
the ESC).  Specifically: 

 The cost of the optimized in-house model was 
overstated by approximately $19.1 million because 
the Commission erroneously included in that amount 
certain IT support costs that should not have been 
included.   

 The outsourcing model’s cost estimate was overstated 
by approximately $5.1 million because the 
Commission erroneously included certain IT support 
costs for an 18-month period that should not have 
been included.   

It is important to note that the Commission identified 
these overstatements in costs after it had tentatively 
awarded the contract.   

The Commission revised its cost estimates after it tentatively awarded the 
contract (and the other bidder was not selected) in June 2004.  

After the Commission had tentatively awarded the contract in June 2004 (and 
during its negotiations with the vendor), the Commission revised both its 
optimized in-house and outsourced cost models on two more occasions to 
include additional costs.  However, auditors identified the following errors in 
the Commission’s revisions to the estimated cost of the outsourced model: 

 The cost of the Commission’s outsourced model was overstated by $7.5 
million in ESC costs for fiscal years 2006 through 2009.  That model 
should have included the Commission’s IT support services costs for only 
the period from September 1, 2004, through January 30, 2005, because the 
contractor assumed IT responsibilities on January 31, 2005.    

The Enterprise Support Center (ESC)   

The ESC provides direct ongoing maintenance 
and production support for the Commission’s 
internal accounting system (the Health and 
Human Services Administrative System, or 
HHSAS).  

The major functions of the ESC are to:  

 Develop and maintain HHSAS technical 
and functional documentation. 

 Develop and apply HHSAS application 
modification.  

 Perform software maintenance activities. 

 Maintain a single, secured HHSAS 
application control environment.  

 Maintain the HHSAS technical architecture 
plan and associated specifications.  

 Provide database administration and 
tuning functions.  

 Coordinate with the Texas State Data 
Center to design and administer the 
system environment and database 
software security structure. 

Source:  Health and Human Services 
Commission’s Enterprise Support Center 
Approach for the Health and Human Services 
Administrative System, May 7, 2004 
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 The Commission erroneously omitted $24.3 million in salary and benefits 
costs from its outsourced model.  The $24.3 million represented projected 
costs that the Commission would incur in maintaining its human resources 
and payroll management function during fiscal year 2005. 

The fact that the Commission revised both its optimized in-house and 
outsourced costs after tentatively awarding the contract indicates that the 
Commission had not identified all its relevant costs at the time of the tentative 
award decision.   

There are additional, relevant costs that were omitted from both the optimized 
in-house and the outsourced models. 

After executing the contract, the health and human services agencies needed 
to create 63 additional FTE positions. This occurred because the Commission 
did not quantify the workload associated with the human resources and 
payroll activities those agencies would perform under the optimized in-house 
model or the outsourced model.    

The approximate cost for these additional positions totals $12.3 million for the 
period from fiscal year 2006 through fiscal year 2009.  The primary 
responsibilities of these additional positions will be to assist the agencies in 
hiring and screening employee applicants.  These responsibilities were 
originally presumed to be performed by existing agency managers under both 
the Commission’s optimized in-house and outsourced models.  Because the 
costs associated with these positions should be included in the total cost for 
both the optimized in-house and outsourced models, this revision does not 
affect the cost-effectiveness determination.  However, it does increase the 
overall cost of the human resources and payroll services management 
function. 

Another cost that was not included in the Commission’s models was the cost 
associated with the health and human services agencies’ FTEs that perform 
timekeeping activities.  The Commission has indicated that the cost and the 
number of FTEs associated with performing timekeeping activities would be 
reduced as the result of the implementation of its Web-based, self-service 
applications to be used by either its optimized in-house or outsourced models. 
However, the Commission was not able to provide any documented analysis 
of the cost associated with these timekeeping activities.  

The Commission provided auditors a third revision of its cost models 10 months 
after the execution of the contract, but there were significant errors and 
omissions in these revised costs.  

After the end of fieldwork for this audit, the Commission provided auditors a 
third revision of its cost models.  However, because the revised cost models 
included inaccuracies and omissions of previously identified relevant costs, 
auditors were still unable to determine whether outsourcing was more or less 



 

cost-effective when compared with performing this function under the 
optimized in-house model: 

 The reported human resources salary and benefit costs for fiscal years 
2007 through 2009 under the outsourced model were understated by $3.6 
million.  

 Salary and benefit costs associated with the additional 63 FTEs that the 
health and human services agencies needed to create under both the 
optimized in-house and the outsourced model, as previously discussed, 
were omitted from the revised cost models. 

 The Commission developed its outsourced model using the assumption 
that there would be a reduction of approximately 16 percent in the health 
and human services agencies’ FTEs from 2005 to 2009, which resulted in 
the outsourced model’s cost decreasing over that time period.  However, 
the Commission did not use this same assumption in its development of 
the optimized in-house model.  The Commission determined an annual 
fixed cost amount for its optimized in-house model and used that annual 
fixed cost amount to determine the cost of its optimized in-house model 
from 2005 to 2009.   

Recommendations  

The Commission should: 

 Ensure that it verifies the accuracy of cost data used in both its optimized 
in-house and outsourced models prior to deciding whether to outsource an 
administrative function.  To adequately ensure the accuracy of its cost 
data, the Commission should ensure that the source of the cost data and 
the verification process for that data are documented. 

 Consider implementing optimized models to identify the costs associated 
with performing functions in-house.  In lieu of implementing optimized 
models, the Commission should (1) perform a comprehensive business 
process analysis to determine how efficiently a service can be performed 
in-house and (2) ensure that this process analysis is adequately 
documented. In addition, the Commission should consider using either the 
Texas Council for Competitive Government’s or the Office of 
Management and Budget’s Circular A-76 cost methodologies for 
performing outsourcing analyses. 

 An Audit Report on the Health and Human Services Commission’s Consolidation of Administrative Support Functions 
 SAO Report No. 06-009 
 September 2005 
 Page 10 



 

Chapter 2-B  

The Commission Lacks Sufficient Documentation Needed to 
Demonstrate Compliance with Statute Regarding Its Best-Value 
Decision in Awarding the Human Resources and Payroll Services 
Management Contract 

The Commission lacks sufficient documentation to demonstrate compliance 
with statute regarding its best-value decision in 
awarding the human resources and payroll services 
management contract (see text box for the 
definition of best value). Specifically, the 
Commission did not sufficiently document the 
factors it considered in its contract award decision.  

Determination of Best Value 

Texas Government Code, Section 2155.144, requires 
the Commission to procure goods and services on the 
basis of best value and to document the best-value 
factors it considers in its procurement decisions.   
 
The Commission defines best value as the optimum 
combination of economy and quality that is the 
result of fair, efficient, and practical procurement 
decision-making and that achieves health and human 
services procurement objectives. Best value is 
achieved by examining factors other than price in 
making a contract award.  

The Commission asserts that its best-value 
determination was based on a combination of the 
following:   

 The evaluation of vendor proposals based on the following components:  

 Business management services 

 Cost proposals 

 Human resources services 

 Technology services 

 Qualifications  

 Payroll services 

 Conducting reference checks of each vendor 

 Vendor presentations 

 Vendors’ best and final offers (revised cost proposals)   

However, that documentation did not adequately support the Commission’s 
assertion that the contractor it selected was chosen according to best value. 

The Commission lacks sufficient documentation regarding its best-value 
determination as required by statute. 

The Commission lacks documentation regarding the best-value factors on 
which it based its award decision in selecting its contractor.  The Commission 
asserted that its award decision was based on a combination of different 
evaluations; however, the results of those evaluations suggest that the vendor 
to which the contract was ultimately awarded was selected based on its 
offering the lowest bid.  Specifically: 
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 The Commission’s process for scoring vendors’ proposals incorporated 
the best-value criteria that the Commission established in its RFP for 
human resources and payroll services management.  Although the 
Commission’s scoring process appeared to be objective and reasonable, 
the Commission lacks documentation regarding its decision-making after 
its initial scoring of vendors’ proposals.       

 The Commission’s reference checks of the vendors did not result in either 
vendor emerging as the more qualified or experienced vendor.  Each 
vendor’s reference checks included incomplete responses from one of 
three references.   

 The Commission did not have complete documentation for all oral 
presentations made by the vendors that submitted bids for the contract.   
The Commission stated that the purpose of these presentations was not to 
evaluate the vendors.  According to the Commission, presentations were 
made to ensure that the Commission understood the vendors’ approaches 
to providing services.  Vendor presentations typically provide an 
opportunity to collect additional information that is critical to procurement 
decisions.  

The only documentation the Commission provided suggested that the vendor 
to which the contract was ultimately awarded was selected based on the 
revised cost data this vendor provided.  After reducing its revised cost 
proposal by approximately 29 percent, the vendor to which the contract was 
awarded presented the Commission with the lowest best and final offer;4 the 
vendor that was not selected reduced its cost proposal by approximately 10 
percent.  However, this documentation alone is not adequate to support the 
Commission’s determination of best value.  

In addition, unlike it did with the original cost proposals, the Commission did 
not assess either vendor’s revised costs to determine in which areas each 
vendor was reducing its cost.  Assessing the revised costs was critical, 
particularly considering the substantial cost reductions made by the vendor to 
which the contract was ultimately awarded. The Commission did not 
determine the effect of cost reductions on the vendor’s time and effort to 
provide proposed services.    

In its revised cost proposal, the vendor to which the contract was awarded 
presented one flat rate for all its proposed services.  This made it difficult to 
quantify the cost reductions for certain services, particularly ESC services.5  
This vendor originally proposed a cost for ESC services of approximately 

                                                             
4 This vendor increased its original bid by 3 percent before presenting a reduced best and final offer bid. 
5 Both vendors provided line item costs for the human resource, payroll, timekeeping and leave, and information technology 

support services in their original cost proposals.  Only the unselected vendor presented its costs by line item in the revised cost 
proposal. 
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$20 million over five years.  The Commission did not require that the vendor 
document this cost reduction in its final offer. The Commission also never 
documented its assessment of the adequacy of the ESC services this vendor 
would provide under its revised cost proposal.  However, the Commission did 
not define its ESC services or related performance measures in its RFP or 
contract. The omission of ESC service needs and related performance 
measures from the contract is discussed further in Chapter 2-C. 

Recommendation  

The Commission should more adequately document its reasons for selecting 
the vendors to which it awards contracts to ensure that it complies with 
statutory requirements for documenting its determination of best value.  

Chapter 2-C  

The Commission’s Contract Does Not Guarantee that Adequate 
Information Technology Support Services Will Be Provided  

The Commission did not clearly define its ESC services needs in its RFP for 
human resources and payroll services management. As a result, it did not 
clearly define the contractor’s IT responsibilities or performance measures in 
the executed contract. This is especially critical because the contract is based 
on a Web-based, self-service model that disperses many human resources-
related tasks across the various health and human services agencies. Without 
clearly defining its service needs and associated performance measures in the 
contract, the Commission cannot ensure that the contractor will perform the 
ESC services necessary to adequately support the human resources and 
payroll services.  Additionally, the Commission cannot ensure that the ESC 
services that the contractor does provide will be performed in accordance with 
the Commission’s performance expectations.  Inadequate performance of ESC 
services could lead to delays in the Commission’s and its health and human 
services agencies’ daily operations, unacceptable workarounds, the use or 
production of incorrect data, and an increase in security threats to the 
Commission’s internal accounting system. 

The Commission did not clearly define its requirements for ESC services in its 
RFP or the executed contract.  

The Commission did not clearly define in its RFP or its executed contract the 
ESC services the contractor would be expected to perform. As a result, the 
Commission could not ensure that vendors’ proposals would be adequately 
responsive in the area of ESC services. 
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If the Commission had adequately defined its needs, the Commission may 
have determined that its RFP was for a “major 
information resources project” as defined in the Texas 
Government Code (see text box for additional details). 
Texas Government Code, Section 2054.118, requires that 
state entities receive project and funding approval from 
the Legislative Budget Board and the Quality Assurance 
Team6 (QAT) prior to requesting bids for major 
information resources projects.  Because the Commission 
did not adequately define its ESC services needs or 
determine whether the project met the statutory definition 
of a major information resources project, these approvals 
were never sought. 

Auditors identified additional concerns regarding (1) the 
transition of responsibilities for ESC services from the 
Commission to the contractor and (2) the implementation 
of those services.   The State Auditor’s Office is 

currently performing additional audit work to examine these concerns. 

Major Information Resources Projects 

Texas Government Code, Section 
2054.003 (10), defines major information 
resources projects as:   

 Any information resources technology 
project identified in a state agency’s 
biennial operating plan for which 
development costs exceed $1 million and 
that meets one of the following 
conditions: 

 Requires one year or longer to reach 
operational status 

 Involves more than one state agency  

 Substantially alters work methods of 
state agency personnel or the delivery 
of services to clients 

 Any information resources technology 
project designated by the Legislature in 
the General Appropriations Act as a major 
information resources project. 

The contract does not include performance measures for the ESC services the 
contractor provides. 

The Commission cannot ensure that the contractor will provide adequate ESC 
services. The Commission had not developed performance measures for ESC 
services prior to executing its contract in October 2004.  Furthermore, as of 
May 2005, the Commission had not amended its contract to include 
performance measures for ESC services. The Commission drafted contract 
performance measures for IT services in February 2005, four months after it 
executed the contract.  However, those performance measures do not identify 
or measure performance data for the ESC services the contractor is providing.  
In addition, the Commission and the contractor informally agreed to a 90-day 
“burn-in” period after which the Commission will consider amending the 
contract to include performance measures.  The Commission states that it is 
working with the contractor to develop adequate performance measures for 
the contractor’s ESC services after this 90-day period during the month of 
May 2005.   

In addition, as discussed in Chapter 2-B, the Commission did not reassess the 
awarded contractor’s revised cost proposal during the procurement process to 
determine the reasonableness of the time, effort, and costs the selected 
contractor would expend in providing ESC services. The Commission cannot 

                                                             
6 The QAT comprises representatives from the State Auditor’s Office, the Legislative Budget Board, and the Department of 

Information Resources.  The QAT is responsible for reviewing agencies’ and higher education institutions’ biennial operating 
plans and identifying information technology projects that meet the requirements of Texas Government Code, Section 
2054.003.  In addition, the QAT provides ongoing monitoring of projects identified as major information resources projects.   
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provide assurances on the quality of the ESC services the selected vendor 
agreed to provide. 

Recommendations  

The Commission should: 

 Develop objective policies and procedures for defining IT support services 
in its RFPs, particularly in procurements for which vendors are asked to 
perform IT services that could significantly affect the Commission’s and 
health and human services agencies’ operations.  The Commission should 
also ensure that these responsibilities are clearly specified in executed 
contract agreements. 

 Ensure that it develops and finalizes adequate performance measures to 
monitor a contractor’s performance before it executes a contract 
agreement.   
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Chapter 3 

The Commission Should Strengthen Its Oversight of Purchasing and 
Payment Processes and Correct Known Inefficiencies 

The Commission should strengthen its monitoring of the purchasing and 
payment processes to ensure that it develops an efficient and effective 
purchasing function. The Commission centralized only the activities related to 

the issuance of a purchase order; however, the overall 
efficiency and effectiveness of the purchasing function is 
dependent on a number of other interrelated activities that 
occur at health and human services agencies before and 
after the issuance of a purchase order.   

The Commission also did not conduct a comprehensive 
business process analysis of its purchasing and payment 
processes prior to implementing its consolidated purchasing 
function.  As a result, a number of problems with 

purchasing occurred that caused the health and human services agencies to 
experience delays in receiving goods and services they needed to support the 
delivery of client services.   

Purchasing and Payment Processes 

For the purposes of this report, the phrase 
“purchasing and payment processes” 
refers to activities that the Commission 
and the health and human services 
agencies it oversees use to order, buy, 
receive, and pay for goods and services 
through the use of purchase orders.  
These processes are performed using the 
purchasing requisition module within the 
Commission’s internal accounting system. 

As it continues to optimize its purchasing function, the Commission also 
should address specific issues that have been identified to ensure that 
purchasing is efficient and effective.  For example, the Commission has not 
established effective performance measures for its purchasing function and, 
therefore, cannot yet analyze purchasing cycle time.  In addition, the 
Commission’s purchasers are not always able to use procurement cards when 
it would be cost-effective and more efficient to do so.  Health and human 
services agencies are also duplicating processes already performed by the 
purchasing requisition module of the Commission’s internal accounting 
system.  

Chapter 3-A  

The Commission Should Continue to Pursue Efficiencies and Cost 
Savings in Its Purchasing and Payment Processes 

While the Commission’s decision to centralize only the purchase order 
process appears reasonable, there is a need for the Commission to provide 
ongoing oversight of the health and human services agencies it oversees as it 
continues to optimize the purchasing function.  

In addition, the Commission needs to ensure that it has taken a comprehensive 
approach to analyzing its purchasing function’s business processes to ensure 
that it has adequate information to make major decisions related to the 
optimization of the purchasing and payment function. 
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The Commission should strengthen its monitoring of the overall performance of 
the purchasing function. 

The Commission’s approach to consolidating the purchasing function was to 
centralize the purchasing of goods and services.  As Figure 1 shows, certain 
purchasing-related activities are performed by the health and human services 
agencies the Commission oversees.  

Figure 1 

The Commission’s Purchasing and Payment Process 

Step 1: Order Step 2: Purchase Step 3: Receive/ 
Take Delivery Step 4: Payment 

Agency 
orders  
goods or 
services 

 Commission 
purchases 
goods or 
services 

 Agency 
receives/takes 
delivery of goods 
or services 

 Agency 
pays 
vendor 

 

Source:  The Health and Human Services Commission 

 

A number of issues were reported by the health and human services agencies 
that indicated the Commission needs to monitor interdependent purchasing-
related activities that either are part of or support the delivery of goods and 
services to health and human services agencies and their clients.  The 
following were the most significant concerns cited by the health and human 
services agencies:  

 The health and human services agencies reported that incorrect or 
incomplete information in requisition orders can cause excessive cycle 
time in completing a purchase order.  This can delay the receipt and 
delivery of goods or services.        

 In addition, health and human services agencies reported instances in 
which vendors discontinued or warned that they might discontinue 
providing goods or services due to non-payment.  For example: 

 Cell phone services for the State’s bioterrorism staff were 
disconnected on several occasions because of non-payment.   

 Vendors warned of delayed shipments of patient and food supplies to 
the Texas Center for Infectious Disease because of non-payment.   

(The State Auditor’s Office is conducting additional audit work to 
examine these concerns.)            

A number of the goods and services associated with the above issues support 
critical services related to public health and safety and direct client services.    
These instances emphasize the need for the Commission to strengthen the 
monitoring of the overall performance of its purchasing and payment function. 
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The Commission experienced a number of problems with its purchasing and 
payment function because it did not analyze the business processes within that 
function or identify customer requirements. 

The Commission made critical decisions regarding purchasing and payment 
processes without conducting a comprehensive business process analysis to 
understand its purchasing function.  Specifically: 

 The Commission unsuccessfully attempted to outsource its purchasing 
function in July 2004.  The Commission cited multiple reasons for this 
unsuccessful attempt.7  One of the reasons it cited was that the data it 
provided to vendors during the procurement process was inadequate.  
Specifically: 

 The integrity of the pricing data used for the RFP was not adequate.   

 There was a lack of data regarding the volume of purchases and the 
number of transactions.      

 In September 2004, the Commission implemented a new purchasing 
requisition system that caused several purchasing problems for the health 
and human services agencies.  The Commission did not adequately define 
the processes needed to collect information from the health and human 
services agencies that request goods and services. As a result, these 
agencies experienced significant delays in ordering and receiving goods 
and services.  The Commission eventually discontinued the use of the 
purchasing requisition system and began using the purchasing requisition 
module of its internal accounting system instead.  

These examples demonstrate that the Commission should adopt a more 
comprehensive approach to analyzing its business processes prior to making 
major decisions such as deploying automated systems and outsourcing. 

Recommendations  

The Commission should: 

 Develop and implement objective policies and procedures that will allow 
it to monitor the performance of all the interrelated activities of the 
purchasing function. 

 Develop and use a comprehensive and standardized methodology for 
analyzing its business processes.  It should ensure that business process 
analyses are conducted and used in major consolidation and outsourcing 
decisions. 

                                                             
7 The Commission reports that the primary reason its purchasing function was not outsourced was because its RFP precluded the 

vendor ultimately selected from conducting other business with health and human services agencies.   
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Chapter 3-B  

The Commission Should Address Specific Purchasing and Payment 
Process Efficiency and Effectiveness Issues that Have Been 
Identified 

As the Commission continues to streamline its purchasing function, it should 
resolve current efficiency and effectiveness issues in its purchasing and 
payment processes.  Specifically:  

 The Commission’s current performance measures for the purchasing 
function do not provide adequate performance data.  

 Purchasers working in the Commission’s Enterprise Contract and 
Procurement Services (ECPS) division are unable to use procurement 
cards in an efficient and cost-effective manner.  

 Health and human services agencies are duplicating processes handled 
within the purchasing requisition module of the Commission’s internal 
accounting system. 

The issues summarized above diminish the benefits of having a consolidated 
purchasing and payment process, which was intended to provide health and 
human services agencies with an effective and efficient system to procure 
goods and services. 

The Commission should develop adequate purchasing performance measures. 

The Commission has developed performance measures only for activities 
performed by its ECPS division, and those performance measures provide 
information only on the number of orders that ECPS prepares each month.  
The Commission has not established other performance measures to collect 
and monitor information that is significant to the health and human services 
agencies it oversees, such as process cycle times or the cost savings generated 
by purchasing practices such as bulk purchasing. Assessing cycle times and 
purchasing practices can assist the Commission in identifying specific areas 
that can be improved, re-engineered, or eliminated. 

ECPS purchasers should be able to use their procurement cards in a more cost-
effective manner. 

Although purchasers working within ECPS are organized by the commodity 
categories they purchase,8 these staff members can use their procurement 
cards to buy goods and services for only the particular health and human 
services agencies that originally issued their procurement cards.  (The 
individuals who are now working in the Commission’s ECPS division 
originally worked for individual health and human service agencies.  Their 

                                                             
8 ECPS purchasers are organized by the types of commodities they purchase.  The types of commodities include information 

technology, miscellaneous administrative services, administrative goods, medical, laboratory and food, building and equipment 
services, and program and client services.   
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positions were centralized, and these individuals became employees of the 
Commission in October 2003. However, purchasers retained the procurement 
cards they were issued from the respective agencies at which they originally 
worked.)   

As a result of purchasers’ being able to order goods or services only for a 
specific agency, if an order for goods or services is received from another 
agency, the purchaser must issue a purchase order rather than purchase the 
good or service using his or her procurement card.  Issuance of a purchase 
order causes the Commission to incur administrative costs that could be 
avoided by using a procurement card.  Using procurement cards instead of 
purchase orders also increases efficiencies in requisition order processing and 
the cycle time associated with the delivery of goods and services. 

Health and human services agencies should discontinue internal, off-line 
approval processes that duplicate other approval processes.  

A number of the health and human services agencies are using internal paper-
based or electronic approval processes that duplicate the approval processes 
already provided by the purchasing requisition module within the 
Commission’s internal accounting system.  Use of duplicative approval 
processes results in unnecessary delays in the purchasing and payment 
process.  The Commission’s use of the purchasing requisition module in its 
internal accounting system was intended to provide a standardized and 
efficient approach for approving orders of goods and services.   

Recommendations  

The Commission should:  

 Develop performance measures that measure time and cost savings 
achieved from purchasing and payment process efficiencies. 

 Analyze its use of procurement cards and ensure that purchasers can order 
goods and services on procurement cards when it is cost-effective to do so.  

 Facilitate the discontinuation of duplicative purchasing approval processes 
in use at health and human services agencies. 
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Appendices 

Appendix 1  

Objectives, Scope, and Methodology 

Objectives 

The audit objectives were to:   

 Examine the Health and Human Services Commission’s (Commission) 
administrative support functions that were consolidated pursuant to House 
Bill 2292 (78th Legislature, Regular Session).  Because of the manner in 
which administrative support functions were consolidated, it was also 
necessary to conduct audit work at other agencies included within Article 
II of the General Appropriations Act.   

 Determine whether agencies conform to the Position Classification Plan 
by ensuring the proper classification of positions. 

Scope 

The audit scope included assessing the methodology the Commission used to 
plan the consolidation of its administrative support functions as identified by 
House Bill 2292. The audit’s primary focus was assessing the adequacy of the 
Commission’s consolidation planning conducted from June 2003 through 
August 2004 specifically with regard to (1) the Commission’s centralization 
and development of consolidated administrative support business processes 
and related information systems and (2) the effect of the Commission’s 
consolidated business processes on direct client services. Additionally, our 
scope included reviewing the Commission’s decision-making process for 
determining the cost-effectiveness of outsourcing its human resources and 
payroll services management function.  Our audit assessed the Commission’s 
procurement process for human resources and payroll management services 
from October 2003 through October 2004.  

The scope of the classification compliance review included health and human 
services employees classified within the Inventory Coordinator, Purchaser, 
Contract Technician, Contract Specialist, and Property Manager class series 
from April to June 2005.  We also reviewed positions that agencies identified 
as performing similar work but that were classified in other class series. 

Methodology 

The audit methodology included collecting information and documentation, 
performing selected tests and other procedures, analyzing and evaluating the 
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results of tests, and interviewing the Commission’s and health and human 
services agencies’ management and staff.   

Information collected and reviewed included the following:   

 The Commission’s House Bill 2292 transition plan 

 The Commission’s Program Management Office’s policies and procedures 
for consolidation activities 

 The Commission’s and health and human services agencies’ consolidation 
planning documents and analyses 

 Interviews with the Commission’s executive management and 
administrative support management and staff, and interviews with health 
and human services agencies’ management and staff 

 Commission and health and human service agency reports, interoffice 
memoranda, and financial reports 

 Procurement files associated with the contract for human resources and 
payroll services management 

 The Commission’s executed contract for human resources and payroll 
services management 

 Requests for proposals for purchasing and for human resources and 
payroll services management 

 Contract deliverables associated with the Commission’s executed contract 
for human resources and payroll services management 

 Consultant reports on ombudsman and purchasing services 

 Surveys completed by employees and verified by their supervisors 

Procedures and tests conducted included the following:   

 Limited review of consolidation planning documents for administrative 
services 

 Assessment of consolidation planning activities 

 Limited review of the RFP process for purchasing and for human 
resources and payroll services management 

 Limited review of executed contracts and amendments for consolidation 
planning services 
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 Limited review of the executed contract for human resources and payroll 
services management 

 Analysis and testing of the Commission’s reports for cost comparisons for 
in-house and contracted human resources and payroll services 

 Review of state job descriptions 

 Review of internal salary relationships 

 Review of health and human services agencies’ 408 property management 
and purchasing job classifications 

Criteria used included the following:   

 Texas statutes and the Texas Administrative Code 

 Texas Council on Competitive Government’s cost methodology  

 The Commission’s House Bill 2292 transition plan 

 State of Texas Contract Management Guide  

 State job descriptions 

 Commission policies and procedures  

Other Information 

We conducted fieldwork from January 2005 through May 2005.  With the 
exception of the classification compliance review performed by the State 
Classification Office, this audit was conducted in accordance with generally 
accepted government auditing standards.  The classification compliance 
review was conducted under the requirements of Texas Government Code, 
Section 654.036 (2) and (3).   

The following members of the State Auditor’s staff performed the following: 

Health and Human Services Consolidation Audit   

 Willie J. Hicks, MBA (Project Manager) 

 Kels M. Farmer, CISA (Assistant Project Manager) 

 Priscilla Garza 

 Yi Hubert 

 Joe Lawson, CPA 

 Gary Leach, MBA, CQA 
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 Anthony Patrick, MBA 

 Susan Pennington, MPAff 

 Anca Pinchas, MAcy 

 John J. Quintanilla, MBA, CIA, CFE 

 Andrew Reardon 

 Rene Valadez 

 Michael Yokie, CISA 

 Dorvin Handrick, CISA, CDP  

 Leslie Ashton, CPA (Quality Control Reviewer) 

 John Young, MPAff  (Audit Manager) 

State Classification Compliance Review 

 Juliette Torres, CCP, PHR (Project Manager) 

 Sharon Schneider, PHR (Assistant Project Manager) 

 Kristen Lanum 

 Dave Simmons, CISA 

 Dennis Bushnell, CPA (Quality Control Reviewer) 
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Appendix 2  

Property Management and Purchasing Positions 

Of the 408 property management and purchasing positions reviewed for this 
classification compliance review, 373 positions (91 percent) were classified 
correctly. The positions reviewed included Inventory Coordinators, 
Purchasers, Contract Technicians, Contract Specialists, and Property 
Managers (see Table 3).  Positions that agencies identified as performing 
similar work but that were classified in other class series were also reviewed.   

 

 

 

 

 

 

 
 

Appendix 2-A 

Classification 

Most agencies appropriately classified their property management and 
purchasing positions.  Of the 408 property management and purchasing 
positions reviewed, 373 (91 percent) were identified as correctly classified.  In 
comparison, the average percent of properly classified positions from the 
previous five statewide classification reviews was 90 percent.   

As Table 4 shows, 23 (66 percent) of the 35 misclassifications resulted from 
agencies’ classifying positions in an incorrect class series.    

Table 3 

Positions Reviewed 

Class Series Number of Employees 

Inventory Coordinator 47 

Purchaser 108 

Contract Technician 69 

Contract Specialist 167 

Property Manager 4 

Other Classes 13 

Total 408 
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Table 4 

Analysis of Misclassified Positions   

Class Series a 

Number of Employees 
Who Moved Up to a 
Higher Class Title 

within the Same Class 
Series b 

Number of Employees 
Who Moved Down to a 

Lower Class Title  
within the Same Class 

Series c 

Number of Employees 
Who Moved from a 

Different Class Series d 

Number of Employees 
Who Had Their Duties 
Changed to Remain in 
Their Current Class 

Titles 

Inventory 
Coordinator 0 0 13 0 

Purchaser 0 0 0 0 

Contract 
Technician 0 0 2 0 

Contract Specialist 0 11 4 0 

Property Manager 0 0 4 1 

Total Misclassifications 0 11 23 1 

a A class series is a category of job or “class” titles.  
b For example, an employee classified as a Contract Specialist II has been reclassified to a Contract Specialist IV.  
c For example, an employee classified as a Contract Specialist IV has been reclassified to a Contract Specialist II. 
d For example, an employee classified as a Clerk IV has been reclassified to an Inventory Coordinator I. 

 
Collectively, health and human services agencies report that they will spend 
$14,545 to properly classify positions that were misclassified.  In many cases, 
agencies were able to reclassify positions without changing the salaries.  
Seven positions required salary increases ranging from $180 to $5,748 
annually, and one reclassification resulted in a $2,292 decrease in annual 
salary.  

Appendix 2-B 

Importance of Proper Employee Classification  

Proper classification of positions promotes efficient and effective use of 
resources.  Misclassified positions can pose a business risk to the agencies 
through their effect on services and budgets. If employees are classified in 
positions at too high of a level for the work they perform, agencies may be 
paying the employees more than their job duties warrant.  If employees are 
classified in positions at too low of a level for the work they perform, 
employees could be underpaid. This could affect the employees’ morale and 
lower their motivation, thus affecting services to the citizens of Texas. In 
addition, it could result in higher turnover, which could be costly for the 
agencies. 



  

Appendix 3  

Management’s Response 
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Copies of this report have been distributed to the following: 

Legislative Audit Committee 
The Honorable David Dewhurst, Lieutenant Governor, Joint Chair 
The Honorable Tom Craddick, Speaker of the House, Joint Chair 
The Honorable Steve Ogden, Senate Finance Committee 
The Honorable Thomas “Tommy” Williams, Member, Texas Senate 
The Honorable Jim Pitts, House Appropriations Committee 
The Honorable Jim Keffer, House Ways and Means Committee 

Office of the Governor 
The Honorable Rick Perry, Governor 

Health and Human Services Commission 
Mr. Albert Hawkins, Executive Commissioner 
 



 

This document is not copyrighted.  Readers may make additional copies of this report as 
needed.  In addition, most State Auditor’s Office reports may be downloaded from our Web 
site: www.sao.state.tx.us. 
 
In compliance with the Americans with Disabilities Act, this document may also be requested 
in alternative formats.  To do so, contact our report request line at (512) 936-9880 (Voice), 
(512) 936-9400 (FAX), 1-800-RELAY-TX (TDD), or visit the Robert E. Johnson Building, 1501 
North Congress Avenue, Suite 4.224, Austin, Texas 78701. 
 
The State Auditor’s Office is an equal opportunity employer and does not discriminate on the 
basis of race, color, religion, sex, national origin, age, or disability in employment or in the 
provision of services, programs, or activities. 
 
To report waste, fraud, or abuse in state government call the SAO Hotline: 1-800-TX-AUDIT. 
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