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Issue 1

The Department of Health Has Made Progress, But Much Work is
Left to be Done to Improve Its Business Practices.

Summary
Key Recommendations

The Legislature should include a rider in the General Appropriations Act that requires the Texas
Department of Health to continue to report implementation status quarterly for the next two
years.

The Sunset Advisory Commission should report to the 79th Legislature on the status of the
Department’s efforts to improve its business operations.

Key Findings

Despite repeated recommendations on streamlining agency operations, funds management,
contract administration, and assessing and reporting agency information, the agency has yet to
significantly improve its business operations.

The Department has not significantly changed its organizational structure to achieve the goals of
the Business Practices Evaluation.

The Department has not fully implemented recommendations to improve administrative funds
management.

Key recommendations to standardize Department contracting policies remain to be implemented.

Although the Department of Health has improved some data collection and reporting processes,
the agency continues to have difficulty providing accurate and timely information.

Conclusion

Over the past four years since the Sunset review of the Texas Department of Health (TDH), little
has changed to actually reduce duplication in programs and business operations.  In these times of
limited resources, TDH cannot afford to continue without making and carrying out hard decisions
to structurally improve the Department’s operations.  To its credit, in response to legislative direction,
TDH has done extensive evaluation and planning to seek out improvements and has implemented
new financial software.  At the same time, TDH has dealt with issues such as preparedness for the
threat of bioterrorism and the management of the outbreak of West Nile virus.

However, as shown in the chart, Implementation Rate, TDH has only fully implemented slightly
more than forty percent of recommended actions.  Of note, about 60 percent of the recommendations
to streamline agency functions were not fully implemented.  The Department continues to operate
with programs in organizational silos, often not effectively communicating or sharing resources.
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Plans to resolve some of the
administrative inefficiencies are in the
works, but the Department has a long
way to go to eliminate years of
culture, practice, and bureaucratic
inertia that inhibit its effectiveness.

As noted above, the Department is
considering numerous potentially
significant changes to its structure and
business operations.  The Department
indicates it expects to implement
many of these changes in the next few
months.  However, Sunset staff were
required to complete its analysis at
this time, recognizing that the timing
is not ideal.  As a result, numerous
recommendations could move to
implemented status during this time
period.

Implementation Rate
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Streamlining Agency Operations

Funds Management

Contract Administration

Assessing and Reporting Agency Information

                 29.5%                          29.5%                                41%

The Legislature directed
the Sunset Commission
to conduct a special
purpose review of TDH.

Approach
The increasing frequency and intensity of legislatively-mandated reports
evaluating and recommending improvements to TDH’s business
operations reflects the Legislature’s eroding confidence in the operations
of the agency.1  Consequently, the 77th Legislature directed the Sunset
Advisory Commission to conduct a special purpose review to follow
up on the implementation status of recommendations made in recent
years.  Specifically, the Legislature directed the Commission to evaluate
the extent to which the Department implemented recommendations
and directives from:

House Bill 2085, the TDH Sunset bill from the 76th Legislature;

the Sunset Advisory Commission Report to the Legislature that
did not require statutory change (i.e., management
recommendations);

Office of the State Auditor Reports since January 1, 1999; and

consultant reports issued after January 1, 2001 (i.e., Business Practices
Evaluation by consultant, Elton Bomer).2

Additional detail about each of these reports is included in the textbox,
Legislatively-Directed Agency Evaluations.
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Legislatively-Directed Agency Evaluations

2001 - Business Practices Evaluation -  Rider 2 in the General Appropriations Act of the 77th Legislature
required the Department to conduct a comprehensive business practices evaluation and report back
to executive and legislative leadership on its findings and progress.  The result was the Business
Practices Evaluation, developed through an external contract with a team of consultants led by former
Secretary of State and Commissioner of Insurance, Elton Bomer.  The evaluation included 94
recommendations, both specific and broad, aimed at improving the business operations of the agency.

1999 - Sunset Advisory Commission Report to the Legislature - This report resulted in House Bill 2085
that directed the Board to “develop and implement a comprehensive blueprint designed to minimize
program overlap and increase administrative efficiencies.”3  The legislation further directed the
Department to improve its business operations by identifying all programs, databases, and funding
sources and ways to create administrative efficiencies; integrating health care delivery programs to
create administrative efficiencies; and standardizing contracting procedures throughout the agency.4

1998 - 2002 - Office of the State Auditor (SAO) Reports - In the past four years, the Office of the State
Auditor issued more than 10 reports including more than 60 recommendations directing the Department
to correct a variety of management practices in the areas of improved contract, funds, and data
management.

To conduct this review, Sunset staff reviewed more than 230
recommendations spanning the last four years.  The majority of these
recommendations center on the agency’s ability to efficiently and
effectively manage its day-to-day business operations.  Since many of
the recommendations target similar problems, Sunset staff organized
the recommendations into four categories:

streamlining agency operations;

funds management;

contract administration; and

assessing and reporting agency information.

Appendix A, an Implementation Status chart, summarizes the agency’s
progress toward completing each of the directives in the array of reports
Sunset staff analyzed.  To present a more complete picture of the
Department’s efforts, the chart is organized by the above categories.
An analysis section of this report precedes the chart and offers a
discussion and summary of the results detailed in the chart.  As discussed
in the analysis, TDH has a significant number of recommendations
not yet fully implemented.  The analysis includes Sunset staff
recommendations to assist the Department to fully implement all
appropriate recommendations.

Of more than 230
recommendations

reviewed by Sunset staff,
most dealt with problems

in agency management
of day-to-day operations.
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Analysis
In recent years the Legislature and its associated oversight agencies –
such as the Office of the State Auditor, the Legislative Budget Board,
and the Sunset Advisory Commission – have expressed repeated concern
about the ability of the Department’s executive management to conduct
the day-to-day business functions of the agency.  Such functions include
streamlining agency operations, funds management, contract
administration,  and assessing and reporting agency information.  The
Business Practices Evaluation, released August 31, 2001, noted that
multiple reviews have been conducted and many reports written that
detail recommendations for business operations improvement at TDH.
The Business Practices Evaluation states, “Most of the reports received
attention for a short period of time, but many of the recommendations
were never implemented.”5  Central to many of the recommendations
made to the Department is the theme of eliminating the silos, or
organizational divisions between programs, which, for example, prevent
the agency from having uniform accounting practices and contracting
procedures.

Although the Department has progressed toward improving its business
operations, it continues to have problems in centralizing and
standardizing administrative functions, thus breaking down its silos.
The following material describes these problems and the consequences.

Despite repeated recommendations on streamlining agency
operations, funds management, contract administration, and
assessing and reporting agency information, the agency has
yet to significantly improve its business operations.

The Legislature has repeatedly offered guidance to the agency on
improving its operations.  For example, over the last four years,
the Sunset Commission, the State Auditor, independent consultants,
and even internal auditors have advised the agency to improve
contract administration procedures.  The table, Repetitive
Recommendations to TDH, summarizes key recommendations
resulting from legislative action.

While the Repetitive Recommendations to TDH table shows examples
of how the various reports and recommendations made to the
Department overlap, the Implementation Status chart (Appendix
A) shows a much more detailed list of the recommendations.
Specifically, the table clearly shows that the evaluators found similar
problems at TDH, year after year, despite repeated
recommendations for improvement.

In the past four years, the Department spent more than $800,000
on attempts to reorganize and streamline.  The textbox, Key
Reorganizational Expenditures, reflects the agency’s recent costs

Eliminating
organizational silos is
the theme of many of the
recommendations made
to TDH over the past
few years.

Evaluators found similar
problems at TDH, year
after year, despite
repeated
recommendations for
improvement.
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associated with streamlining efforts,
most of which are a result of
recommendations in the Business
Practices Evaluation.  However, as this
report describes, the agency has yet to
make significant progress in dissolving
the walls of the silos that permeate its
bureaucracy, and continues to operate
largely in a decentralized fashion –
program by program.

While the Department continues to
move toward implementing business
improvement recommendations, many
substantiative recommendations
centering on the critical areas of
streamlining agency operations, funds
management, contract administration,
and assessing and reporting agency
information, are not implemented.
Further, the Department has not met
most of the implementation deadlines
established for each of the 94 Business
Practices Evaluation recommendations.

As recommended in the Business Practices Evaluation, the agency
formed a Business Improvement  Team.  However, the team has
been understaffed, having only two
members, as compared to the five
recommended.  As currently structured, the
team’s primary function is tracking and
logging changes in agency operations as they
happen and preparing the required quarterly
reports.  In addition, the team has
participated as advisors in several business
practice improvement efforts.  The
Department is presently seeking to expand
the team to four members.

The Department waited to begin developing
specific policies for the financial Business
Practices Evaluation recommendations until
hiring a Chief Financial Officer (CFO) in
February 2002, six months after the report’s
release.  The new CFO created seven
internal agency working groups, called Fiscal
and Administrative Improvement Response
(FAIR) teams, to determine specific policies
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for implementing the wide range of recommendations.  The textbox,
FAIR Teams, lists the various teams created by the agency and
describes their activities. Executive management is in the process
of reviewing and adopting the working groups’ recommendations.

FAIR Teams

Budget Human Resources

Accounting Information Resources

Purchasing/Contracting Revenue Management

Grants Coordination/Management

The teams researched best business practices in each area in comparison to the Department’s current
operations.  The teams then made recommendations to executive management for policy and organizational
changes, including creating a hybrid centralized administrative structure with administrative service
centers.  Administrative service center staff, such as information technology experts and budget personnel,
would answer through a direct line of authority to the program side of the agency, while complying with
agencywide policies developed by the administrative side of the agency.

In October 2002, executive management evaluated the recommendations from each of the teams and
chose this hybrid model.  While the Department plans to implement the changes by December 1, 2002,
it has also released a request for proposal for an external contractor to conduct a business operations
improvement assessment, focusing on the working groups’ initiatives, in addition to offering enhancements
and improvements.  The Department anticipates a final report from the consultant by November 29,
2002.  Executive management is in the process of reviewing and adopting the additional recommendations
from the working groups.

Better management of day-to-day business operations would
potentially provide better services for Texans.

An apparent lack of internal agency expertise in business
management has led to considerable spending on consultants.  In
the past four years, the Department spent almost $350,000 on
consultant services to assist it in making management and
organizational decisions.  The table, Business Practice Consultants,
lists a number of these contracts.  Had agency staff performed
these services, the Department could have avoided significant
expenditures.  The textbox, Comparative Value of Services, shows
examples of services the Department might deliver with $350,000.
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As discussed previously, Sunset staff found consistent
recommendations from various reports in four main areas:
streamlining agency operations, funds management, contract
administration, and assessing and reporting agency information.
Details of these recommendations and corresponding
implementation efforts of the Department are discussed in the
following sections.

Streamlining Agency Operations

TDH has not significantly changed its organizational structure
to achieve the goals of the Business Practices Evaluation.

While TDH is presently extensively evaluating its business
operations, administrative and management functions continue to
operate in a decentralized fashion throughout the agency – program
by program.  As a result, executive management cannot ensure
consistency in areas of business operations, such as funds
management, contract administration, and assessing and reporting
agency information.  Interviews with various sources indicated that
while the agency is improving its efforts to take a leadership role in
public health in Texas, the agency continues to operate in a
bureaucracy of separate silos.

The majority of the recommendations in the Business Practices
Evaluation target altering the agency’s decentralized organization.
Specifically, the Business Practices Evaluation emphasized the need
for the Chief Operating Officer to manage the day-to-day operations
of the Department to free the Commissioner to focus on the
numerous pressing health responsibilities of the state instead of
administering an agency with more than 5,000 employees.  The
structure described in the Business Practices Evaluation recommends
the Chief Operating Officer directly oversee all agency operations

and report to the Commissioner.  The
Department decided not to fully implement
this recommendation.  The position only
oversees administrative programs,
maintaining the separation between
administrative and program operations. The
textbox, Organizational  Recommendations Not
Followed, lists seven organizational
recommendations from the report that the
acting Commissioner and Board of Health
considered, and decided not to implement.
Appendix C illustrates the organizational
recommendations of the Business Practices
Evaluation.

Organizational Recommendations
Not Followed

Have Governmental Relations and Office of the Board
of Health report to Chief Operating Officer.

Create Associate Commissioner for Regional
Operations.

Separate human resources and support functions.

Eliminate Deputy Commissioner position.

Eliminate Deputy Commissioner for Programs position.

Recommend statutory change to convert independent
boards to advisory committees.

Create Office of Inspector General.

The agency continues to
operate in a bureaucracy
of separate siolos.
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The Business Improvement Team has not effectively ensured
agency implementation of improved business practices.

The Business Improvement Team is not effective in meeting the
recommendations established in the Business Practices Evaluation.
Perhaps one of the most significant barriers to the team’s success is
that it is understaffed, and was from its creation.  The Business
Practices Evaluation recommended staffing the team with five people
with expertise in budgeting and state agency finance, automation
and information systems, flow of work and business process, and
overall knowledge of the program areas of TDH.  Instead, the
agency created a two-member team, although TDH is now in the
process of hiring two additional members.

The team’s limited capacity prevented it from taking an active role
in directing or overseeing the agency’s implementation of
recommendations.  The Business Practices Evaluation asserts that
“the formation of the implementation team is the foundation for
assuring that change management is properly affected at TDH.”6

The evaluation went on to outline three purposes for the team: to
make sure the recommendations of the evaluation are implemented;
report on the progress of implementation as directed by the
Legislature; and facilitate a complete functional review of the agency
to assure efficient and effective operations.  However, the team has
done little to guide or ensure the implementation of the
recommendations, for which it was created.  Rather its role has
been limited to preparing quarterly updates and participating as
advisor to several business practice improvement efforts.

To date, the team does not appear to have critically evaluated the
implementation status of the Business Practices Evaluation
recommendations.  For example, in response to concerns of the
State Auditor, the team had to correct the implementation status
of 25 recommendations in its May 2002 quarterly report.  The
team listed eight recommendations as complete that were actually
not yet implemented, and needed to downgrade 17 others.

Perhaps most significant of the team’s omissions is its failure to
“lead and organize the agency’s efforts to conduct a functional review
of agency activities,” including the necessity of the activity and
efficiencies that could be achieved.7 This recommendation strongly
resembles a directive issued to the agency by the Sunset Advisory
Commission and the Legislature in 1999.  To date, the Business
Improvement Team has only produced a limited plan.  The plan in
its entirety is included in the textbox, Functional Review Plan for
TDH.  The agency indicates that the expanded Business
Improvement Team will begin the functional review in December
2002.

The TDH Business
Improvement Team has

done little to ensure
action on

recommendations.
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The agency’s Blueprint establishes the Department as a public
health leader in the state, but was not used to improve agency
business operations.

In response to a legislative directive (prompted by a Sunset Advisory
Commission recommendation), the Department developed a
comprehensive strategic and operational Blueprint in 2000.  The
2002 Blueprint planning effort establishes the agency’s leadership
role in public health planning for the state.  The first Blueprint, as
directed by the Legislature, included a 72-page internal assessment
of all programs, complete with goals and objectives to advance the
agency toward improved alignment.  In line with intent, the
Department viewed this assessment as a way  to “inventory the
many functions and structures within TDH, with a hope that a
better understanding of how these functions and structures could
lead to better coordination and alignment of the Department’s
programs.”8

However, when interviewed by Sunset staff about how the Business
Improvement Team was using work from the Blueprint process,
such as the comprehensive regulatory review and the internal
assessment of agency programs, agency staff reported no connection
whatsoever.  As a result, the Department carried out its evaluation
efforts in separate silos as well.

Functional Review Plan for TDH
BPE Recommendation # 17

Due Date:  02/28/02

I. Associateship for Consumer Health Protection
A. Sunset Review recommendations regarding standardized licensing software.
B. Restructuring of the two associateships into one for regulatory issues.
C. Potential actions to streamline and improve effectiveness of program operations.
Projected Date:  03/01/02 to 04/30/02

II. Associate Commissioner for Family Health
A. Restructuring of two associateships into one to achieve operational effectiveness.
B. Impact of changes in funding streams.
C. Focus on Core public health services.
D. Potential Impact of Service Delivery integration activities.
Projected Date:  04/15/02 to 06/30/03

III. Associate Commissioner for Information Systems
A. Internal Reorganization focusing on service delivery.
B. Changing nature of the BOP process and related duties with the Budget Office.
C. Impact of the HHSAS deployment and its implications.
D. HIPAA Implementation.
Projected Date:  07/01/02 to 08/31/02

IV. Other Issues
A. Actions on SAO Administrative Management Review.
B. Actions on TDH Communications.

The Department
completed an operational
Blueprint, as required in
the 1999 Sunset
legislation.
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Funds Management

The Department has not fully implemented recommendations
to improve administrative funds management.

To achieve maximum efficiency in the use of administrative staff
across the agency, the Business Practices Evaluation recommended
that the Department improve its administrative cost allocation
process.9  The report notes that the absence of an effective process
limits the agency’s ability to negotiate with the federal government
to allow staff to serve multiple programs regardless of the source
of funds.

The Business Practices Evaluation also discussed the agency’s inability
to identify administrative costs.10  Although the Legislature
appropriated $75 million for the 2002-2003 biennium for indirect
costs, this amount only accounts for costs incurred by staff whose
time is divided among multiple programs – a fraction of
administrative costs in the agency.  Because the agency largely has
a decentralized administrative model, many administrative staff,
such as information technology specialists and budget staff, work
within bureaus and programs, with their salary coming directly
from individual program funds.  As a result, the Business Practices
Evaluation recommended that the agency identify all direct and
indirect costs to better understand the full agency expenditures on
administrative costs.11

However, to date, the Department has not proposed new
methodologies for cost allocation or negotiated improvements with
the federal government.  The Department indicates that it intends
to explore contracting options with the federal government that
provide greater flexibility in spending federal funds.  The upcoming
implementation of new human resources software is expected to
also increase flexibility in the use of funds.  However, in August
2002, an agency internal working group examining revenue
management practices found that the agency’s methodology for
proposing the annual indirect cost rate proposal to the federal
government is unnecessarily complicated.12  In addition, the agency
has not yet studied its expenditures on administrative costs.  Without
these critical assessments, the Department cannot assure efficient
use of its funds or accurately  account for expenditures on
administrative services.

Accounting practices remain inconsistent despite
recommendations for improvement.

Both the Business Practices Evaluation and the State Auditor have
recommended that the Department increase its accounting controls
and improve financial monitoring.13, 14  As a priority, the Business

The $75 million
appropriated for

indirect costs represents
only a fraction of

administrative costs at
TDH.
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Practices Evaluation identifies finance and accounting as fundamental
problems limiting the agency’s ability to effectively fulfill its public
health mission.15

While the agency has implemented the financial module of
PeopleSoft, as recommended in the Business Practices Evaluation,
ensuring consistent finance and accounting policies and procedures
across all programs continues to be a challenge for the Department.
According to a July 2002 report prepared by an internal working
group, two-thirds of bureaus use software in addition to PeopleSoft
for tracking certain types of expenditures, including nine different
spreadsheet, database, and word processing programs.16  The
report continues, “while many of the bureaus report that they do
have [accounting] policies and procedures, there are no controls in
place to ensure that the policies and procedures are consistent
throughout the Department.”17  As a result, accounting functions
are inconsistent and carried out by bureau chiefs and supervisors
who do not have the knowledge or time to investigate discrepancies,
verify reports, provide training, or evaluate compliance with policies
and procedures.18    The TDH internal working group is in the process
of addressing this issue by developing a standard procedure for
tracking expenditures.

Both the Business Practices Evaluation and State Auditor reports
recommend increasing agency control over the practice of making
recurrent accounting adjustments to correct errors or make changes
to expenditures.19  In a recent accounting internal agency working
group report, staff indicated that “approximately one-third of the
bureaus reported that they keep special logs for expenditure
adjustments.”20  TDH also does not have consistent or written
procedures on approval required for expenditure adjustments.
According to the report, very few bureaus require higher levels of
approval before processing adjustments.21

TDH continues to experience expenditure reporting errors.  In
addition to recommendations in the Business Practices Evaluation,
reports from the State Auditor direct the Department to improve
its expenditure error rate.  In response to these recommendations,
the Department developed expenditure coding training.  However,
SAO staff indicate that follow-up work shows that TDH has not
yet solved problems with high error rates.

Contract Administration

Contracting practices continue to be largely decentralized.

The Business Practices Evaluation recommended centralization of all
grant and contract management policies and procedures to allow
for greater accountability throughout the Department.22  Further,

Two-thirds of TDH’s
bureaus use software in
addition to PeopleSoft
for tracking certain
expenditures.
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the evaluation proposed a new organizational structure where the
Purchasing Division and the Grants and Contract Management
Division would both report directly to the Chief Financial Officer.23

Currently, the various divisions of the agency conduct purchasing
independently.  Central Procurement Services (CPS) administers
major contracts, while regional offices separately procure and
manage purchasing contracts for less than $25,000, with oversight
from the Office of Public Health Practice.  The Grants Management
Division handles client service, professional, and consulting contracts
relating to grants, but does not coordinate with CPS.  The
coordination of these functions is being addressed by the
Department through internal working groups, but is not yet
implemented.

In response to Business Practices Evaluation recommendations,
internal agency working groups developed various organizational
consolidation alternatives, and executive management approved the
concept of creating four to 16 administrative service centers.
Centralized contracting staff, policy, and procedures would improve
compliance with state purchasing law, provide purchasing
consolidation opportunities, and increase accountability.  For
example, a recent initiative to consolidate drug purchasing resulted
in savings of more than $2.7 million.

Key recommendations to standardize TDH contracting policies
remain to be implemented.

In 1998, the Sunset Advisory Commission recommended that the
Department require agencywide use of uniform contracting
processes to improve contract administration.24  The Business
Practices Evaluation also noted this problem, and recommended
that TDH centralize all grant and contract management policies
and procedures to ensure the same procedures are followed for
contract negotiation, award, day-to-day management, investigation
of irregularities, and renewal.25

The 1998 Sunset report found that the absence of standardized
contracting policies created a lack of agencywide consistency and
accountability.26  In addition, the State Auditor’s Office found that
the contractor selection practice at TDH does not adequately ensure
that the State receives the best value.  If TDH had been more
successful in negotiating rates and service areas with bidders, SAO
estimated the State could have reduced its costs by at least $1.7
million in fiscal year 2002.27

Certain standardized contract, waiver, and RFP formats
(boilerplates) are currently available to ensure consistent language
throughout all TDH contracts.   However, no comprehensive
contracting policy is in effect at TDH, perpetuating inconsistent

A recent initiative to
consolidate drug

purchasing resulted in
savings of more than

$2.7 million.

TDH has no
comprehensive

contracting policy in
effect.
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contracting procedures throughout the agency.  The agency even
allows some of its larger programs to develop and maintain their
own contracting processes.   Although not yet adopted, TDH
recently approved use of the Health and Human Services
Commission best value purchasing rules, which require formal bids
for all contracts for goods and services exceeding $25,000.  The
internal working group recommended TDH adopt a 12-step process
based on the standard contracting process developed by the Office
of the State Auditor.  These process steps are listed in the textbox,
12-Step Contracting Process.  However, the agency has not yet
formally adopted policies incorporating this process.

Performance monitoring and contract evaluation continue to
need improvement.

The Business Practices Evaluation found that TDH was not in a position
to determine whether the State is achieving the best value for its
contracted expenditures, and recommended that agency
management should be held accountable through a performance
evaluation process.28  In addition, SAO recommended that TDH
consider the imposition of specific record-keeping requirements
on contractors to verify that services were delivered.29  Finally, a
2002 internal audit report on contract monitoring processes found
inadequate financial monitoring activities at TDH.30  The report
found only one of the 13 programs reviewed complied fully with a
TDH procedure requiring programs to develop written,
standardized monitoring procedures.

Though the Grants Management Division has a module that is
used for capturing performance data relating to grant contracts,
TDH has not developed an agencywide performance monitoring
or evaluation system for all contracts.  In addition, TDH has no
standard process for performance assessments.  Either a quality
assurance team or the relevant program monitors a contractor, with
no specific guidelines or procedures.  Despite the various
recommendations, the internal working group report does not
address performance monitoring at all. Sunset staff interviews with
the Department indicate that the agency intends to address
performance monitoring as step 13 of the contracting process, which
is expected to be developed by December 2002.

Effective contract monitoring can detect problems early and allow
quick corrective action, ensure accurate reimbursements, and deter
poor performance.  For example, in fiscal year 2001, an internal
audit found the Grants Management Division conducted 37 on-
site financial compliance reviews.  As a result of these reviews, the
Department recovered refunds totaling $673,357 from the
contractors.31  With 498 TDH contract sub-recipients in fiscal year
2001, periodic, comprehensive performance monitoring could
potentially recover millions of dollars in reimbursements.

12-Step Contracting
Process

1. Identify need and
procurement method

2. Develop solicitation

3. Advertise requirements
and conduct other
solicitation activities

4. Receive responses

5. Evaluation

6. Negotiation

7. Award

8. Protests

9. Execution of contract

10. Receive/accept services/
goods

11. Payments

12. Contract/post award
administration

TDH does not have an
agencywide contract
performance monitoring
or evaluation system.
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Assessing and Reporting Agency Information

Although TDH has improved some data collection and reporting
processes, the agency continues to have difficulty providing
accurate and timely information.

According to the Business Practices Evaluation, the Governor’s Office,
the Lieutenant Governor’s Office, the Speaker’s Office, and
legislators  expressed a lack of confidence in the Department’s
financial processes and frustration at the inability to secure accurate
and timely data from the Department.32  This problem exists because
programs manage and account for funds independently without
enforcement of agencywide policies and procedures.  As a result,
answers to legislative budget information requests are delayed and
at higher risk for inaccuracies.  In fact, TDH program staff prepare
more than 1,200 individual budgets.33

Recurring problems in reporting accurate information have
significantly undermined the credibility of the agency.  The Business
Practices Evaluation concluded that poor agency communication with
the Legislature has eroded legislative confidence in the agency.34

This, in turn, may result in diminished capacity of the agency to
champion critical health needs of Texans.

The Department’s massive and complex organizational structure,
composed of virtually independent programs, creates difficulty for
legislative bodies to obtain needed information.  Without clear and
direct lines of accountability, TDH has difficulty providing timely
and accurate information.  Department staff acknowledge that they
could not provide information promptly because agency procedure
for responding to information requests consisted of passing things
along the chain of command, before releasing an approved response.
Alternately, if the agency does respond quickly with information,
frequently information provided by staff at the program level differs
from information obtained from executive level sources, seriously
undermining the reliability of agency information.

In response to recommendations issued by the Business Practices
Evaluation, the Department implemented new measures that should
enable the agency to be more responsive to outside requests for
information.  These measures include revising media
communications policies; creating a central toll-free number for
easier public access to information and assistance; employing a
correspondence tracking system that will allow the agency to keep
a searchable record of all incoming correspondence; and creating a
Web site portal linking to all TDH  databases and serving as a
central, online repository of information.

TDH program staff
prepare more than

1,200 individual
budgets.

Without clear and
direct lines of

accountability, TDH
has difficulty providing

timely and accurate
information.
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However, TDH has not made significant improvements in the
reporting of key financial information.  While the Department
initiated monthly communication with staff of the Legislative
Budget Board and provides briefings to legislative staff on particular
issues when they arise, interviews with legislative staff indicate the
agency continues to have difficulty responding promptly to legislative
requests for specific fiscal information.  Further, despite specific
recommendations by the State Auditor and the Business Practices
Evaluation, TDH has not coordinated with the Legislative Budget
Board to determine the best method for providing administrative
cost information to the Legislature.

TDH continues to struggle with the centralization of information
resources management.

Among the Department’s administrative inefficiencies was its
management of information resources.  Each agency program
purchased its own information technology equipment and developed
its own data systems despite operating under an information
resource strategic plan.  This practice resulted in incompatible
systems agencywide, which each required staff devoted to their
maintenance.  These problems led the State Auditor and the Business
Practices Evaluation to recommend that TDH create a central
oversight function for information resources.

In addition to administrative inefficiencies, disjointed information
systems lead to difficulty extracting reliable and consistent data.
For example, TDH collects information about each newborn baby
for five separate databases, each devoted to a different health
program.   TDH maintains these databases independently, increasing
the potential for inconsistent and unreliable data.  In general, this
has the potential to undermine the agency’s efforts in promoting
needed health programs.  In particular, inaccurate data may impede
the agency from identifying specific health issues.  The Department
has requested additional funds in their legislative appropriations
request to address the integration of systems.

New Department policies begin to address problems with
information resources management, such as standardizing system
procurement and development.  However, these policies do not
fully centralize information resources functions.  Agency staff
developed options for consolidation of such functions ranging from
having all information resources controlled by an information
resources manager in a single office, to sharing control between
the information resources manager and program management.
Executive management chose a hybrid model of centralization, by
creating administrative service centers at the associateship level to
provide information resources support, among other things.  While

TDH collects
information about each
newborn baby in five
independently
maintained databases.
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not fully centralized, this model appears to take a step in the direction
of creating accountability to a central information technology
division, while still offering programs the flexibility to meet their
individual goals in serving public needs.

Recommendation

Legislative Action

1.1 The Legislature should include a rider in the General Appropriations Act
that requires TDH to continue to report implementation status quarterly
for the next two years.

Under this approach, the Legislature would create a rider in the agency’s appropriations bill pattern
continuing the existing directive that requires TDH to report implementation status of the business
implementation plan quarterly.35  The report should include specific information demonstrating the
Department’s progress on the recommendations for improvements in business practices.  The report
should also include justification for recommendations TDH chooses not to implement.   In addition,
the Office of the State Auditor should continue to monitor the agency’s progress toward completing
implementation for two more years.

As the Department moves to improve its business practices, two recommendations in the Business
Practices Evaluation need particular attention:  completing a comprehensive functional assessment of
the agency, and reassessing its cost allocation methodologies to allow for greater administrative
flexibility.  Implementation of these recommendations is key to achieving the administrative efficiencies
envisioned in the consultants’ evaluation.  The status of these recommendations should be highlighted
in the quarterly reports.

Sunset Commission Action

1.2 The Sunset Advisory Commission should report to the 79th Legislature on
the status of the Department’s efforts to improve its business operations.

This recommendation would require the Sunset Advisory Commission to follow up on agency
implementation of business practice recommendations as part of its compliance review during
the next Sunset cycle.

Impact

These recommendations are designed to continue legislative oversight of TDH business
operations.  As noted in this report, the Department has fallen behind in implementing important
business practice improvement recommendations.  Continued oversight would help ensure that
the Department quickly and thoughtfully moves toward achieving the goals of the various
evaluations, thus enabling the Department to better serve Texas’ health care needs.
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Fiscal Implication

Following through with implementation of the Business Practices Evaluation and other
recommendations evaluated in this report could provide significant savings to the Department.  For
example, one improved business practice, consolidated contracting in pharmaceutical purchasing,
resulted in $2.7 million in savings.  By increasing such efficiencies, the agency could produce significant
savings, resulting in increased funds for services.  These savings could not be estimated for this
report.
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Agency Information

Agency at a Glance

The Texas Department of Health (TDH) is charged with
protecting and promoting the health of Texans.  Given
the size and diversity of Texas’ population, together with
the sheer size of the state, the Department has a daunting
task.  In pursuit of its mission, TDH administers
approximately 130 programs, functioning to address
health care needs of the individual and the population as
a whole through direct and indirect services, and
professional and facility licensing.  Recently, the
Department established five priorities, including
improving immunization rates, their ability to respond
to disasters, and the efficiency and effectiveness of its
business practices.  The priorities of the agency are listed
in the textbox to the right.

Key Facts

Funding.  TDH operates on a $1.7 billion annual budget.  Of that
amount, $890 million comes from federal funds, some of which is
drawn down as a result of state matching contributions.  The
majority of the Department’s funds, $1.2 billion, are paid to
contractors for client services and grants.

Staffing.  The Department employs more than 5,100 employees.
About half work in the Austin central office, with the remainder
working in the eight health regions across the state.  To address the
many health needs of the state, the employees of the Department
include diverse health professions, such as doctors, nurses,
sanitarians, laboratory technicians, health physicists,
epidemiologists, and statisticians, to name a few.

Regional Services.  Of the 254 counties in Texas, approximately
200 do not  have a local health department.  The Department serves
these areas through its eight regional offices across the state.

Advisory Committees.  In addition to the Board of Health, TDH
has 25 advisory committees to assist in the policymaking process.
The committees provide the Board with guidance on issues such as
children with special health care needs, asbestos abatement, indigent
health, poison control, school health, and radiation control.

TDH Priorities

Protect Texans against vaccine-preventable
diseases by improving immunization rates.

Focus on fitness by promoting healthy
eating and regular physical activity.

Eliminate disparities in health among
population groups in Texas.

Improve the agency’s ability to respond to
disasters or disease outbreaks, whether they
are intentionally caused or naturally
occurring.

Improve the efficiency and effectiveness of

TDH business practices.

TDH has a $1.7 billion
annual budget.
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Related Boards.  TDH also provides support to 21 administratively
attached boards, such as the Interagency Council for Genetic Services
and the Statewide Health Coordinating Council.

Major Events in Agency  History

1879 TDH created by the Legislature to combat cholera and other
communicable diseases.

1993 Medicaid Program and its $5 billion budget transferred to TDH.

1998 Sunset review of TDH.

2001 The majority of the Medicaid Program and its $6 billion budget
transferred to the Health and Human Services Commission.

2001 Business Practices Evaluation of TDH.

2001 In response to bioterrorism threats, the Office of the State
Epidemiologist created.

2002 Compliance review of TDH by Sunset.

Organization
According to the Texas Health and Safety Code, the Texas Department
of Health is composed of the Board, the Commissioner, an
administrative staff, the Texas Center for Infectious Disease, the South
Texas Health Care System, and other officers and employees necessary
to efficiently perform its powers and duties.  The Texas Department of
Health Organizational Chart on page 25 reflects the relationship
between the programs assigned to protect and promote the health of
Texans.

Name (Residence) Term Expiration

Mario R. Anzaldua, M.D.,Chair February 1, 2003
(Mission)

George H. McCleskey, B.B.A., J.D., February 1, 2003
Vice-Chair (Lubbock)

Raymond Hannigan (Austin) February 1, 2007

Amanullah Khan, M.D., Ph.D. February 1, 2007
(Dallas)

Beverly H. Robinson, Ph.D., R.N.,C, February 1, 2005
F.A.A.N. (San Antonio)

Margo S. Scholin, B.S.N., M.S., J.D. February 1, 2005
(Houston)

TDH Policy Board

In 2001, the Legislature
transferred the
Medicaid Program from
TDH to the Health and
Human Services
Commission.
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Policy Body

The Department is governed by a six-member board appointed by the
Governor with the advice and consent of the Senate.  Members serve
staggered six-year terms, with two members’ terms expiring every two
years.  Every two years, the Governor designates the chair and vice-
chair of the Board.  The statute further requires that four of the
members have a demonstrated interest in the services provided by
TDH, and two members must represent the public at large.

To assist in the Board’s decision making process, 29 advisory
committees offer policy recommendations regarding a wide array of
issues.  Advisory committee members provide technical expertise and
consumer input.  A list of the current committees that provide
recommendations to the Board is provided in the textbox, Board Advisory
Committees.

Animal Friendly Advisory
Committee
Asbestos Advisory Committee

Asthma and Allergy Research
Advisory Committee
Children with Special Health Care
Needs Advisory Committee
Code Enforcement Officers’
Advisory Committee
Device Distributors and
Manufacturers Advisory Committee
Family Planning Advisory
Committee

Governor’s Emergency
Management Services and Trauma
Advisory Council
Hospital Data Advisory Committee

Indigent Health Care Advisory
Committee
Kidney Health Care Advisory
Committee
Medical Radiological Technologist
Advisory Committee
Opticians’ Registry Advisory
Committee
Oral Health Services Advisory
Committee

Osteoporosis Advisory Committee

Poison Control Coordinating
Committee
Promotor(a) or Community Health
Worker Training and Certification
Advisory Committee
Prostate Cancer Advisory
Committee

Registered Sanitarian Advisory
Committee
Respiratory Care Practitioners
Advisory Committee
School Health Advisory Committee

Scientific Advisory Committee on
Birth Defects in Texas
State Preventive Health Advisory
Committee

Texas HIV Medication Advisory
Committee
Texas Oyster Council

Texas Radiation Advisory Board

Traumatic Brain Injury Advisory
Council
Wholesale Drug Distributors
Advisory Committee
WIC Advisory Council

Board Advisory Committees

Twenty-nine advisory
committees provide the

Board with technical
expertise and consumer

input.
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Further, the Agency provides administrative
support to 12 independent licensing boards.
Although these boards approve rules independent
of the Board of Health, TDH central office staff
perform an array of support functions, such as
administrative, investigative, and general counsel
services for the boards listed in the chart,
Independent Licensing Boards.

Commissioner

The current Commissioner of Health, Eduardo
Sanchez, M.D., assumed the role of the State
Health Officer in November of 2001.  As with all
health and human service agencies in Texas, the
Commissioner of Health is employed by the
Commissioner of Health and Human Services,
with concurrence of the Board and approval from
the Governor.  State law requires a physician serve
as Commissioner of Health or as the chief medical
executive because of the responsibility in making
major decisions that affect the health of Texans.

The Department has experienced a significant rate of turnover in this
position, having five Commissioners in the previous six years.

Staff

The Texas Department of Health employs more than 5,100 people, of
which half are in the central office in Austin and the remainder in the
various regional offices, the Texas Center for Infectious Disease in San
Antonio, and the South Texas Health Care System outpatient facility in
Harlingen.  In recent years the Department has experienced a number
of reorganizations.  The most recent reorganization was prompted by
the Business Practices Evaluation conducted in August of 2001.  The
most significant of the changes resulting from this recent effort is the
addition of a Chief Operating Officer and a Chief Financial Officer.  In
addition, as a result of recent threats of bioterrorism, the Department
created the  Office of the State Epidemiologist to administer new
federal funds to develop state and local public health infrastructure to
better respond to public health needs.

The agency is organized into five associateships: Disease Control and
Prevention, Family Health, Consumer Health Protection, Information
Systems, and Operational Support.  In addition, the Chief Financial
Officer oversees the agency budget and accounting functions.  The Texas
Department of Health Organizational Chart offers more detail about
the agency’s structure.

Independent Licensing Boards

Advisory Board of Athletic Trainers

Council on Sex Offender Treatment

State Committee of Examiners in the Fitting and
Dispensing of Hearing Instruments

Texas State Board of Examiners of Dietitians

Texas State Board of Examiners of Professional
Counselors

Texas State Board of Examiners of Marriage and
Family Therapists

The Texas Board of Licensure for Professional
Medical Physicists

Texas Midwifery Board

The Texas Board of Orthotics and Prosthetics

Texas State Board of Examiners of Perfusionists

Texas State Board of Social Worker Examiners

The State Board of Examiners of Speech-Language
Pathology and Audiology

In recent years TDH has
experienced a number of
reorganizations,
including the addition of
chief operating and
financial officers.
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Expenditures

To address the health of the public, in fiscal year 2002 the Department
projected the expenditure of $1.7 billion.  These funds addressed six
goals: Prevention and Promotion, Medicaid Services, Health Care
Standards, Equitable Access, and Coordinated Health System.  The
chart, Projected Expenditures, shows the amount of funds anticipated to
be expended for each of the Department’s goals in fiscal year 2002.
The majority of these funds fall under the Prevention and Promotion
goal, which includes the WIC program, immunizations, and food and

TDH also operates eight regional offices across the state.  Each office
is headed by a physician as required by state law.  These physicians and
their staff are responsible for implementing many of the agency’s
programs on a local level.  Each regional office has slightly different
functions depending on the needs of the region.  In addition, because
Texas law regarding local health departments is permissive, many areas
of the state do not have a locally operated public health presence.  In
those areas, TDH fills in the gaps by providing direct services such as
sanitation and retail food inspection.

Funding

Revenue

The Department operates on about $1.7 billion annually.  Of this total,
approximately $890 million comes from federal sources.  The majority
of these funds (71 percent) goes to contractors with the Department
who provide health services to Texans.  Most of the Department’s budget
($1.2 billion) goes toward direct health care services, such as the Special
Supplemental Nutrition Program for Women, Infants, and Children
(WIC).  The WIC program alone accounts for approximately $500
million of the agency’s budget.  The chart, Sources of Funds, shows the
breakdown of each source as related to the others for fiscal year 2002.

Sources of Funds
FY 2002

General Revenue $464 Million (28%)

General Revenue, Dedicated
$246 Million (15%)

Federal Funds 
$889 Million  (53%)

Other Funds 
$61 Million  (4%)

Total $1.660 Billion

Seventy-one percent of
agency funds go to
contractors who provide
health services to Texans.
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drug safety, among others.  The
next greatest expenditure for the
Department is Medicaid Services.

While the largest part of the
Medicaid program was transferred
to the Health and Human Services
Commission in 2001, TDH
retained the Texas Health Steps
Program and the Medical
Transportation Program.  The
Equitable Access goal includes
funding for programs such as
Family Planning and Children with Special Health Care Needs.
Coordinated Health System goal funds cover Vital Statistics and other
data collection and analysis systems, along with other programs.  Finally,
the Health Care Standards goal funds health facility and health
professions regulation and laboratory services.

Agency Operations
The agency’s efforts can best be described in two categories: population-
based essential public health services and individual-based safety net
services.

The primary purpose of TDH, and the purpose for its creation in 1879,
is to protect the health of the population as a whole.  Physicians in the
Department providing essential public health services consider their
patient the entire population of Texas, rather than a single individual.
The Department’s enabling legislation outlines these services, listed in
the adjacent textbox, Essential Public Health Services.

Essential Public Health Services

Monitor the health status of individuals in the community to identify community health problems.

Diagnose and investigate community health problems and community health hazards.

Inform, educate, and empower the community with respect to health issues.

Mobilize community partnerships in identifying and solving community health problems.

Develop policies and plans that support individual and community efforts to improve health.

Enforce laws and rules that protect the public health.

Link individuals who have a need for community and personal health services to appropriate community
and private providers.

Ensure a competent workforce for the provision of essential public health services.

Research new insights and innovative solutions to community health problems.

Evaluate the effectiveness, accessibility, and quality of personal population-based health services in a
community.

Projected Expenditures
FY 2002

Indirect Administration
$44 Million (3%)

Coordinated Health System
$149 Million (9%)

Prevention and
Promotion $890 Million (53%)

Medicaid Services
$362 Million (22%)

Equitable Access
$178 Million (11%)

Health Care Standards
$37 Million (2%)

Total $1.660 Billion
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To protect public health, the Department operates 75
programs that perform an array of functions from
audiology regulation to zoonosis control.  A limited list
of population-based health programs is provided in the
textbox, Population-Based Public Health Programs.  Over
the years, TDH has also assumed much of the
responsibility in the state for providing direct health care
services to low-income individuals.  These services focus
on intervention with an individual patient rather than
the population as a whole.  To provide these services,
TDH operates 20 different programs.  Examples of these
programs are listed in the textbox, Direct Care Public
Health Programs.  Until 2001, TDH also administered
the State’s $6 billion Medicaid program, now operated
by the Health and Human Services Commission.

Direct Care
Public Health Programs

Children with Special Health Care Needs
Indigent Health Care Program
Medical Transportation Program
Maternal and Child Health Services
(Title V)
Special Supplemental Nutrition Program
for Women, Infants, and Children (WIC)
Texas Health Steps
Family Planning Division

Population-Based
Public Health Programs

Bureau of Chronic Disease and Tobacco
Prevention
Bureau of Vital Statistics
General Sanitation Division
Health Facility Licensing and Compliance
Division
Immunizations Division
Manufactured Foods Division
Milk and Dairy Products Division
Newborn Screening Case Management
Program
Office of Border Health
Office of the State Epidemiologist
Product Safety Division
School Health Program
Seafood Safety Division
Tuberculosis Elimination
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1 4.01 43 32 2.01 35 63 4.45 49

2 4.25 46 33 2.03 35 64 1.17 31

3 4.26 46 34 2.14 37 65 4.39 48

4 4.27 46 35 2.10 37 66 4.28 46

5 4.09 44 36 2.13 37 67 4.42 48

6 4.03 43 37 1.16 31 68 4.46 49

7 4.29 46 38 2.12 37 69 1.40 34

8 4.30 46 39 4.04 43 70 1.02 29

9 4.19 45 40 2.19 38 71 1.33 34

10 4.20 45 41 2.04 35 72 1.25 33

11 4.21 45 42 2.17 38 73 1.11 30

12 4.07 44 43 2.11 37 74 1.12 30

13 4.06 43 44 4.02 43 75 1.04 30

14 4.10 44 45 4.16 45 76 1.05 30

15 1.09 30 46 4.15 45 77 1.03 29

16 4.08 44 47 2.07 36 78 3.03 39

17 1.14 31 48 2.16 38 79 3.04 40

18 1.10 30 49 4.14 44 80 1.23 32

19 4.22 45 50 3.02 39 81 1.32 34

20 1.37 34 51 3.05 40 82 1.07 30

21 1.30 33 52 3.06 40 83 1.08 30

22 1.31 33 53 3.01 39 84 1.24 32

23 4.31 46 54 3.11 41 85 1.06 30

24 1.26 33 55 3.12 41 86 1.13 30

25 1.35 34 56 1.27 33 87 1.18 31

26 1.34 34 57 1.28 33 88 1.20 32

27 1.29 33 58 4.38 48 89 1.21 32

28 4.23 46 59 4.36 47 90 5.03 49

29 2.08 36 60 1.36 34 91 4.11 44

30 2.02 35 61 4.35 47 92 4.12 44

31 1.15 31 62 4.37 48 93 4.13 44

94 1.01 29
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