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July 14, 2020 

The Purpose for this Report. 

The City Auditor’s Office is submitting this report to the Board of Trustees of the Galveston 

Wharves and the Galveston City Council to explain our significant mutual opportunities to increase 

collaboration, efficiency, and transparency in public purchasing and procurement.  Moreover, 

these opportunities will also likely add value in driving a more competitive procurement process, 

reduce costs, and add dollars to the Port of Galveston’s bottom line, a primary goal expressed to 

us by Port Director/CEO, Rodger Rees, and his staff.  The City Auditor’s Office wishes to 

communicate the opportunities available for collaboration, efficiency, and transparency through 

the creation and implementation of efforts to routinely justify and document procurement 

compliance by the Port of Galveston’s Procurement Compliance System (“PCS”) with Local 

Government Code, Chapter 252, which sets out applicable competitive bidding laws (hereafter, 

“Chapter 252”). 

This report satisfies two audits required in the City Auditor’s audit plan for the fiscal year 2020.  

These reports are “Purchasing Controls for the Port of Galveston (AUDIT-PORT2020-2) and 

Contract Management for the Port of Galveston (AUDIT-PORT2020-3).” As a brief overview, the 

City Auditor’s Office will discuss the following to help readers understand its full vision:  

Section I.   Explain PCS and the benefits it can produce in governmental procurement. 

Section II.  Discuss portions of Chapter 252 in order to illustrate the interaction between 

PCS and applicable law. 

Section III. Disclose the potential organizational risks, including litigation even with 

full compliance with Chapter 252 and the need to minimize potential 

misunderstandings, disputes, and questions related to the procurement 

process.  

Section IV. Explicate the transactions with the Port of Galveston and a certain vendor. 

Section V.   Provide reference to opinion letters from the City of Galveston’s City 

Attorney (attached hereto as Exhibit 1) and the Port of Galveston’s General 

Counsel (attached hereto as Exhibit 2).  

o Please note that the State of Texas prohibits the unauthorized practice

of law, and therefore, the City Auditor’s Office has not and shall not

express a legal opinion or conclusion concerning the transactions of the

Port of Galveston.

Section VI. Auditor’s Recommendation introducing the Contract Monitoring System 

(“CMS”) to the Board of Trustees of the Galveston Wharves, the Galveston 

City Council, the Park Board of Trustees, and the public, familiarizing 

readers with the members of CMS, their roles, as well as proposed methods 

to promote public transparency, more efficient operations, and resulting 

opportunities for cost savings in the area of governmental procurement.   
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Section VII.    Auditor’s Recommendation detailing a standardized coding method already 

proposed by the CMS project team in meetings that transpired prior to the 

date of this report.   

Section VIII.  Auditor’s Recommendation itemizing a system of documentation of 

procurement files already proposed by the CMS project team in meetings 

that transpired prior to the date of this report.   

Section IX.     Conclusion. 

 

The City Auditor’s Office is optimistic that the CMS project will improve public transparency 

with respect to procurement practices for the Port of Galveston, the Park Board, and the City of 

Galveston (collectively, the “CMS Participants”).               

 

Section I. What is a Procurement Compliance System (PCS) and What Good Does it Do? 

A PCS is a series of documents in the form of checklists, questionnaires, flowcharts, and guidelines 

used by governmental procurement employees to detect “and report” compliance at all stages of 

the organizations procurement cycle.  These types of documents should adhere to the requirements 

of Chapter 252 and will ensure all competent vendors have an equal chance to participate in the 

competitive bidding processes and, at the same time, provide the best value to the CMS 

Participants. 

 

However, the readers of this report should recognize that there is no special formula for 

determining the different types of compliance with Chapter 252. Therefore, a government agency’s 

objective is to design a PCS that minimizes litigation and/or financial risks and potential increased 

procurement costs associated with non-compliance.   

 

The Port of Galveston conducts a large number of complex transactions with preparation 

performed by trained personnel at all stages of the procurement process. PCS will allow for a 

tracking of procurement decisions that, in these conditions, will demonstrate compliance best value 

by reinforcing existing written procedures at all stages of the procurement process.  

 

In this process, litigation risk could originate from different sources such as a bidder or potential 

vendor not being awarded contract or, in some circumstances, public watchdogs.  Responding to 

public information requests, possible discovery actions or potential legal action is an expensive 

task requiring staff time and, potentially, legal fees. A properly implemented PCS should help to 

reduce the time and cost to produce relevant records when requested, such as bids and evaluations, 

to the public. The written detail of the processes and criteria used for awarding contracts provides 

confirmation to all participating bidders that they were treated fairly and on equal terms. At the 

same time, it demonstrates a properly operating “level playing field” that will encourage more 

competition, which could lead to better value for the public procurement dollar spent. 

 

Thus, providing clear documentation through PCS, minimizes risk. A well-documented PCS 

guarantees limited disputes and/or litigation, as it adds value by reducing procurement costs.  

Additionally, the cost of resolving questions raised by bidders and/or public watchdogs would 
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decline significantly by providing the required documentation of PCS. Furthermore, the PCS 

enables the Port of Galveston to grow business relationships, share greater insight on the decisions 

of contract awards, and implement shared best practices.  

 

A trustworthy PCS should promote in writing three components that will benefit an organization:  

reduced risk, best value to the organization, and public transparency and fairness. 

 

Section II. What is Local Government Code, Chapter 252?  

Chapter 252 provides the purchasing and contracting authority of municipalities and details the 

provisions by which procurement and purchases must be made. Section 252.021(a) of the Local 

Government Code prescribes the competitive bidding requirements for purchases of more than 

$50,000.  Section 252.021(a) reads, in part:  

 

“(a) Before a municipality may enter into a contract that requires an expenditure of more 

than $50,000 from one or more municipal funds, the municipality must: 

(1) comply with the procedure prescribed by this subchapter and Subchapter C  

for competitive sealed bidding or competitive sealed proposals; 

(2) use the reverse auction procedure, as defined by Section 2155.062 (d), 

Government Code, for purchasing; or 

(3) comply with a method described by Chapter 2269, Government Code.” 

 

The Port of Galveston is required to use one of the three choices listed above for purchasing and 

contracting in excess of $50,000, unless a particular purchase is covered by one of the exceptions 

contained in Section 252.022 of the Local Government Code.   

 

Local Government Code Section 252.062 lists the criminal penalties associated with knowingly 

violating the competitive bidding requirements of Section 252.021 of the Local Government Code 

in circumstances to which no statutory exception applies. These penalties include:  

 

“(a) A municipal officer or employee commits an offense if the officer or employee 

intentionally or knowingly makes or authorizes separate, sequential, or component 

purchases to avoid the competitive bidding requirements of Section 252.021.  An 

offense under this subsection is a Class B misdemeanor. 

(b) A municipal officer or employee commits an offense if the officer or employee 

intentionally or knowingly violates Section 252.021, other than by conduct 

described by Subsection (a).   An offense under this subsection is a Class B 

misdemeanor. 

(c) A municipal officer or employee commits an offense if the officer or employee 

intentionally or knowingly violates his chapter, other than by conduct described in 

Subsection (a) or (b).  An offense under this subsection is a Class C misdemeanor.” 
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Section III. How can Local Government Code Section 252.021(a) be Bypassed? 

Governmental purchasing and contracting may be manipulated in several different ways that will 

violate Local Government Code 252.021(a). These include:  

(1) “Component Purchases,” meaning purchases of a component part of an item that, in 

normal purchasing practices, would be purchased in one purchase.  

 

(2) “Separate Purchases,” meaning purchases, made separately, of items that in normal 

purchasing practices would be purchased in one purchase.  

 

(3) “Sequential Purchases,” meaning purchases, made over a period, of items that, in 

normal purchasing practices, would be purchased in one purchase.      

  

Section IV. Which Transactions Are Under Question For Compliance With Chapter 252? 

The Port of Galveston entered into two written contracts with the same company, Octagon LLC 

(“Octagon”), in the month of September 2018. Both contracts were executed within ten days of 

each other. The first of these contracts was entered into on September 16, 2018 and has as its listed 

projects: “Job Audit” and “Market Survey and Org Chart Development,” defined as:   

 

A job audit is a formal procedure in which a compensation professional meets with the 

manager and employee to discuss and explore the position’s current functions, tasks, and 

responsibilities. Within this analysis, a classification audit is a tool used by compensation 

professionals to gather information about a position to determine the proper pay range of the 

position by comparing actual responsibilities to criteria in published classification standards. 

The audit assists in determining where as position fits into the hierarchy of positions with 

regard to function and compensation. A job audit is a mutual, responsible part of the process 

of ensuring attention to an organization’s compensation and classification system. Job audits 

are generally conducted with the following objectives:  

 

 To clarify and/or verify and measure the duties and reporting relationships of the 

employee; 

 To see first-hand the employee work process and the department operation; and 

 To allow the employee the opportunity to provide further explanation of the duties or 

examples of work product and responsibilities described in the position description.  

 

Performing a market survey or compensation analysis ensures an organization’s pay decisions 

remain in line with both external factors, such as current market trends, as well as internal 

needs, including your company goals. The survey is a collection of wage figures and annual 

salary numbers for a given industry, in this case Ports, Transportation, and Government. In 

order to maintain preferred skills in staffing, the most basic functions of management is to 

establish a compensation scheme that is competitive and equitable and that promotes employee 

engagement and high performance. Competitive compensation practices are essential to 

employee recruitment and retention efforts.  
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Developing an organizational structure involves defining the framework around which your 

business operates. By defining how the organization works, the decision making hierarchy is 

defined. A clearly established structure helps employees resolve disputes and work together to 

achieve strategic goals. 

 

The second of these contracts was entered into September 25, 2018 and had as its project an 

“Employee Handbook Review and Update,” with the following expectations and objectives 

outlined, below:  

 

An employee handbook can be a valuable communication resource for both the employer and 

the employee. It provides guidance and information related to the organization’s policies, 

procedures, and benefits in a written format. The Port of Galveston’s most recent guidance 

had been published in 2008. Over the course of 10 years, a number of organizational and legal 

changes were observed that needed to be documented in the employee handbook so as to: (1) 

establish expectations for employees; (2) codify, organize, and update company policies; (3) 

make training and enforcement easier for managers; (4) reduce the administrative burden on 

Human Resources; and, (5) protect the Port of Galveston from compliance violations and, 

therefore, legal action. The review process ensures that the information is accurate and easy 

to comprehend and should be conducted on a biannual basis. 

 

The sum of these two contracts totaled $49,800 ($37,900 for the “Job Audit” and “Market Survey 

and Org Chart Development” and $11,900 for the “Employee Handbook Review and Update”).  

The procurement file consisted of a company profile for Octagon, a copy of the two signed 

contracts, and the final work prepared by the vendor but prior negotiations or other actions by the 

Port of Galveston were not noted. Therefore, due to the amount of the combined total as well as 

the fact that these services are distinct and separate projects, these transactions are not under 

question in this audit. 

 

Octagon was later hired for temporary staffing services that have been reviewed for compliance.  

The possible bundling of services remains uncertain because of the non-existence of written 

contracts. Prior engagement of temporary staffing firms had been on an “as needed basis.” As 

such, per historical practices, Octagon’s temporary staffing services for the Port of Galveston were 

not documented in writing by a contract or other written agreement. 

 

The total amount paid to Octagon for the temporary services through December 1, 2019 was 

$44,514.02, for standard, as-needed administrative support, and $26,158.19 for the Port of 

Galveston’s 2019 Internship Partnership. It appears that with regard due to the $50,000.00 

threshold there was no competitive sealed bidding as prescribed by Local Government Code 

Section  252.021(a) or board approval prior to contract award as warranted by Port of Galveston 

policy.  For more information regarding these transactions, please see the attached opinion 

memorandum from the Port of Galveston’s General Counsel (Exhibit 2).  
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If PCS had been implemented prior to these transactions, a thorough examination of the buying 

patterns of these types of services could have timely raised any relevant issues. We believe that an 

examination of the Port’s past buying patterns for these two types of services should have been 

performed at the time of the purchase.  

 

Section V. No Legal Opinion on Specific Transactions. 

Please note that the State of Texas prohibits the unauthorized practice of law, and therefore, the 

City Auditor’s Office has not and shall not express a legal opinion or legal conclusion concerning 

whether the transactions of the Port of Galveston comply with the requirement of Chapter 252. As 

such, please see the attached opinions from the City of Galveston’s City Attorney (Exhibit 1) and 

the Port of Galveston’s General Counsel (Exhibit 2).   

 

Section VI.   Auditor’s Recommendation - What is the Contract Monitoring System and 

How Would Periodic Reviews Improve Governmental Procurement? 

Beginning on or about January 30, 2020, Port staff met with Glenn Bulgherini and Carrie Sumrall, 

the City of Galveston’s Auditor Office, to discuss the Port of Galveston’s participation in the 

Contract Monitoring System (“CMS”), a collaborative coalition of procurement, administrative, 

and financial professionals from the City, the Port, and the Park Board in efforts to create and 

implement consistent, efficient, and sensible best practices allowing for a more manageable 

approach to contract management, consistent and streamlined procurement practices, and 

implementation of internal and external process controls.  

 

The City Auditor’s Office has identified CMS as the key to successful contract monitoring for all 

three governmental organizations working for the betterment of our city. This collaborative effort 

is designed to establish a third–party, non-punitive checkpoint that will serve to document and, 

thus, “audit proof” future procurement issues in a collaborative, stress free environment. The CMS 

group has been assembling in both formal and non-formal meetings for approximately six months 

prior to the date of this report.  

 

Through these gatherings and discussions, the City Auditor’s Office has been able to identify the  

key  stages  of  a governmental  procurement  cycle: (1) Ascertaining the Necessity for a Purchase; 

(2) Identifying and Terming the Contract  Stipulations; (3)  Suggesting  Processes; (4) Contract 

Award; and, (5)  Managing  and  Supervising  Contract Execution.  

  

The identification of these key stages has allowed the CMS group to begin to map various 

indicators to each entity’s respective procurement legal and procedural requirements and provide 

a series of warning indicators for the detection of possible errors. These warning indicators will be 

under constant revision by the CMS group in order to allow each organization to operate their 

procurement cycles as efficiently and effectively as possible under their respective procurement 

regulations. Therefore, these warning indicators include, but are not limited to, the following:  
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1. Multiple contracts awarded to the same vendor each below the $50,000 level. 

 

2. Alterations to contract specifications and award amounts after the original signing of the 

contract. 

 

3. Complaints from bidders and other parties. 

 

4. Fictitious companies that do not have the appearance of any competition. 

  

5. Unusual bid patterns that allow the rotation of winning bidders. 

 

6. Inadequate quality or undelivered goods or services.   

 

Additionally, the CMS group is working on solutions to centralize the location of all organizational 

contracts for ease in the retrieval process to perform work and fulfill open records requests and to 

create checklists that will ensure and confirm compliance.  

 

To date, CMS Participants have worked together to discuss and develop preliminary best practices 

for future application, including but not limited to an Acquisition Plan, File Creation Standard 

Operating Procedure & Checklist, Contract Management File Checklist, and Contract Review 

Checklist. CMS Participants have also begun reviewing the sample audit proofing tools created 

for a sample contract, with the understanding that these tools would be modified where necessary 

on case-by-case basis for future contracts, as well as contract management software applications 

that would work best within their respective organizational needs. CMS Participants have also 

discussed their collective desire to meet on a bi-monthly basis in order to begin reviewing sample 

contractual terms and conditions in order to develop best practices generally and specifically 

including refined audit proofing controls to be applied in preparing future contracts.  Moving 

forward, while the controls applicable to Chapter 252 would largely remain the same, additional 

monitoring tools, as applicable on a contract-by-contract basis, would be developed. This will 

drive a “best practices” culture in each participant’s procurement function and help add dollars to 

each participant’s bottom line. 

 

The Purchasing Policy of the Board of Trustees of the Galveston Wharves, and its incorporated 

procedure calls for a centralized procurement system.  Therefore, the Port of Galveston has begun 

to work with internal users to better manage the departmental procurement process and respective 

obligations throughout the pre-solicitation and post-contracting processes. These controls, 

developed through the supporting collaborative efforts of CMS facilitate greater guidance through 

the pre-solicitation and post-contracting processes, thereby assigning ownership and empowering 

individual contract managers on a project-by-project basis.  

 

Uniquely standardizing and utilizing the audit proofing controls to perform periodic review would 

allow for greater oversight by the procurement function as well as provide a basis for improved 

procurement decisions going forward. Additionally, inspired by the efforts of the CMS 
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Participants, the Port of Galveston has begun to develop more robust contract-specific plans to 

implement periodic internal reviews of specific contracts in order to ensure contractual compliance 

and vendor performance. 

 

Section VII.  Auditor’s Recommendation – How Will the Standardized Coding Method 

Add Value to the Governmental Procurement Process? 

A Standardized Coding Method is a structured approach to evaluate the procurement process for 

“best values” to the governmental organization. It is the written guiding principles to help a 

governmental organization safeguard its procurement process within the confines of Chapter 252. 

Many governmental organizations have a standardized coding method that begins by defining each 

purchase as a Project.  The Project Method guarantees thorough compliance of the whole purchase 

process with Chapter 252. The Project Method is recommended to be arranged as a participatory 

group development process composed of individuals who  have  the  technical  skills  and  expertise  

to  review  the procurement  process  design and  reports  throughout the project cycle.    

 

The City Auditor’s Office recommends that the Port of Galveston follow up after analyzing the 

Project Method with reviewing the possibility of an analysis that can be termed the Commodity 

Method. This method would consider all of the parallels and likenesses of each good and service 

acquired in connection with each project that does not exceed the $50,000.00 threshold. These 

identified goods and services would then be combined whenever possible to be competitively bid 

to the public so as to receive the best value for the Port of Galveston in addition to potential 

economies of scale.  This   implies   that   adequate   human   resources   allocated   to   the 

commodity analysis portion of the procurement project would lead to an even more transparent 

procurement process that will lead to even greater cost savings.  

 

A hypothetical example applying these methods would be a situation where the Port of Galveston 

has identified two, completely separate small projects to perform with a cost to Projects A and B 

of $30,000 and $35,000, respectively.  These are two completely separate projects that would not 

be combined in the normal course of business. However, both projects require the purchase of 

laptop computers. The Port of Galveston could possibly publish a competitive bid request to the 

public, or – alternatively – use the authorized Buy Boards, for the purchase of laptop computers 

needed for both Project A and Project B even though the $50,000.00 level has not been met. This 

intra-project approach could also be incorporated, through negotiations, with projects that exceed 

the $50,000.00 mark.   

 

Port of Galveston staff will continue to review both the Project Method and the Commodity 

Method for opportunities of application. 

 

Section VIII.  Auditor’s Recommendation – What is the Importance of a System of 

Documentation of Procurement Files? 

One of the more important aspects of documenting a procurement file is to eliminate the possibility 

of noncompliance, through written documentation and justification for any apparent deviation 

from standard practice, which – in turn – eliminates misunderstanding to management and the 
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public. Documentation in the procurement file should anticipate any and all questions that pertain 

to an organization’s procurement of goods and/or services and explain that reasoning in such a 

way that it makes sense to a reasonable, independent third party.  The CMS group has divided the 

documentation process into seven best practices shown with objectives below: 

  

1. Acquisition Plan  

a. Key Objective. A checklist completed throughout the procurement process 

designed to ensure contract requirements are timely fulfilled.   

2. File Creation Standard Operating Procedures  

a. Key Objective. A centralized location whereby all contracts may easily be 

assessed by staff.  

3. Contract Management File Checklist  

a. Key Objective. A tool used to review contract files to conclude that all phases 

of the procurement steps have been documented in the contract files. 

4. Contract Review Checklist  

a. Key Objective. An expansion of review procedures to allow for the 

identification and reporting of any two contracts or more with substantially 

equivalent specifications, characteristics, and timing. 

5. General Clarification  

a. Key Objective. An increase in audit-proofing procedures that create a worksheet 

certifying the use of contracted services as “professional services.” 

6. Technical Clarification  

a. Key Objective. A system within the procurement process that will identify 

exceptions to Port of Galveston policies to the Board of Trustees of the 

Galveston Wharves. 

7. Checkpoint into Software  
a. Key Objective. A repetitive routine procedure that will verify each Port of 

Galveston contract has been approved by qualified procurement staff. 

 

Practices identified above help to understand each agency’s buying pattern for a particular good 

or service. In other words, a review and documentation of the buying history will authenticate the 

organization’s “normal course of business”, referred to in Chapter 252, and validate procurement 

decisions made in connection with the purchase.  

 

Another important result of this process will be to discern the similarities or differences in goods 

and services submitted by different bidders/vendors. For example, perhaps there is an expected 

change in a product line or ever-advancing technology, and the agency does not want to commit 

to purchasing any more products or services than necessary before newer versions become 

available. It is imperative that all communications and decisions are documented in the 

procurement file in these situations. In the same way, sometimes there are limitations on the 

availability of storage space at the organization’s facility, reducing the size of a particular purchase. 

Documenting this decision in the procurement file to prevent future questions or claims that bid 

splitting occurred.    
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Following this process of internal periodic review and update to the procurement files also 

provides a method to assist the organization in avoiding criticism of its buying patterns. This 

internal periodic review would identify repetitive purchases, which could assist in determining 

whether consolidation and larger procurements would be warranted.  

 

These topics focus on the identification of process changes requiring additional steps at the time 

of bidding, evaluation, and issuance of the initial contract. The additional data will assist in 

ensuring the entity receives the best value for the dollars spent.  

   

Section IX. Conclusion 

A comprehensive PCS promotes three components, designed to aid an organization, which include 

a risk reduction, achieving best value to an organization, and public transparency and fairness. 

Through this review, the City Auditor’s Office has developed, with the assistance of the Port of 

Galveston and Park Board, a wide-ranging CMS program, that will include a comprehensive PCS 

system, resulting in clear and ongoing organizational benefits: efficiency, transparency, 

compliance, and best practices. While working together, the City Auditor’s Office, the Port of 

Galveston, and the Park Board developed a collaborative means through which additional 

opportunities for collaboration, transparency, and best practice sharing becomes increasingly 

possible, while removing the practice of punitive scrutiny. The CMS Participants should strive to 

achieve these improvements – together – and provide relevant tools and guidance for public 

employees and management. The City Auditor’s Office hopes to create a systematic practice of 

two CMS meetings per month comprised of individuals from the Port of Galveston, Park Board, 

and City of Galveston.  A CMS group composed of all agencies will help to audit proof 

procurement since significant purchases can be discussed within the group and best practices 

implemented as agreed.  These two monthly meetings could produce a quarterly CMS report 

presented to City Council and the Board of Trustees of the Galveston Wharves on the 

accomplishments achieved.  When properly employed, along with the necessary expert advice of 

individuals invited to these meetings, the CMS should both help each entity maximize the value 

obtained for each procurement dollar spent, for the benefit of all.    

  
  

 

 

 






























