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Objective and Scope

To determine whether South East Texas Regional Planning Commission
(SETRPC) contracts with subcontractors comply with applicable grant
agreements and payments are made timely.

The scope of this audit included the current operations, subcontractor
contracts, contract monitoring, and subcontractor payments at SETRPC from
September 1, 2023 to July 31, 2025.

Overall Conclusion

SETRPC has implemented adequate controls to ensure contracts comply with
applicable grant agreements and subcontractor payments are made timely.
A project grant agreement and several subcontracts were not executed in a
timely manner, and one cost was reimbursed from the incorrect program,
resulting in questioned costs of $12,027.15. In addition, SETRPC does not
have documented policies and procedures for monitoring subcontractor
expenditures and activities.

SETRPC’s management responses to findings are included in Appendix II of
the report.

Background

SETRPC is in Beaumont, Texas, and has approximately 52 employees, six of
whom work in SETRPC’s Transit Department. SETRPC and its subcontractors,
Nutrition and Services for Seniors (NSS), Orange Community Action
Association (OCAA), and Orange County Transit (OCT), provide
transportation services in Hardin, Jasper, Jefferson, and Orange counties.
The OCAA subcontract was terminated in February of 2025. The rural transit
services are funded through two Federal Transit Administration (FTA) grant
programs. The Rural Public Transportation program (Section 5311) is a
demand-response program that requires customers to make reservations 24
and 48 hours in advance. The Enhanced Mobility of Seniors and Individuals
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with Disabilities program (Section 5310) is voucher-based and requires
individuals to schedule a time to be picked up.

TxDOT distributes funds to SETRPC on a reimbursement basis as pass-
through funds from TxDOT'’s Public Transportation Division (PTN). In FY 2024
and the first half of FY 2025, SETRPC received $1,163,755 in Section 5311
funds and $536,605 in Section 5310 funds.

Results

A Project Grant Agreement (PGA) between TxDOT and SETRPC provides
pass-through funding for rural transit services. SETRPC then executes
contracts with subcontractors to provide rural transportation services.
SETRPC has an Internal Ethics and Compliance Program that complies with
43 Texas Administrative Code (TAC), Part 1, Chapter 10, Subchapter B, Rule
10.51. While SETRPC reviewed and approved subcontractor requests for
reimbursement (RFR) and performed monitoring activities, control

weaknesses were identified.

Project Grant Agreements

Under Article 1 of the PGA, the PGA becomes effective on the later of two
dates: the date it is fully signed by both parties or the specified starting
date. The FY 2025 5310 PGA became fully executed on September 11, 2024,
when both parties signed, instead of the expected starting date of
September 1, 2024, creating a 10-day gap between the FY 2024 and FY
2025 agreements. Therefore, SETRPC incurred costs outside of the grant
agreement’s period of performance for one of the twenty-two RFRs tested
resulting in questioned costs of $12,011.90. The costs were necessary and
reasonable for the ongoing program, as well as supported by proper

documentation.
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Recommendation: SETRPC must:

e Coordinate with PTN to ensure the questioned cost of $12,011.90 is
resolved in a manner compliant with TxDOT agreements and federal
requirements.

e Work with PTN to ensure PGAs are executed timely and costs are only

incurred within the executed grant agreement period of performance.

Subcontracts

Per Title 2 Code of Federal Regulations (CFR) part 200, all contracts
executed by the non-Federal entity must contain the provisions in Appendix
II. SETRPC’s subcontracts included information about the project description,
contract period, contract amount, and the required local match and included
the PTN 130 form as an attachment. The PTN 130 form contains federal
contract clauses to assist subrecipients with managing federally funded
programs and is included as an attachment to augment the subcontract.
SETRPC subcontracts and the attached PTN 130 forms did not include three
of the applicable provisions: the Clean Air Act and the Federal Water
Pollution Control Act, the Byrd-Anti-Lobbying Amendment, and the Domestic
Preference for Procurement because SETRPC attached an outdated PTN 130
form in drafting the subcontracts and was also not aware of the applicable

provisions’ requirements.

Subcontracts were executed after September 1, 2024, ! the beginning of the
contract period; all subcontracts did not include the date of SETRPC's
Executive Director’s signature. Additionally, the effective date clause was
vague as it omitted the phrase ‘whichever is after’, making the clause
ambiguous. According to SETRPC, the subcontracts were executed late
because SETRPC received the Federal and State PGAs late. This resulted in

! The subcontracts were executed on October 23, 2023, September 10, 2024, September
25, 2024, and October 3, 2024.
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reimbursement of expenditures outside of the subcontract period in eight of
the twenty-two RFRs tested.

Recommendation: SETRPC must:

e Ensure subcontracts include all applicable federal provisions.
e Ensure subcontracts are executed timely and appropriately to prevent

expenses from occurring outside of the contract period.

Subcontractor Monitoring

SETRPC adequately monitored its subcontractors for program compliance
and performance by reviewing program documentation and monthly RFRs,
performing annual site visits, and conducting regular meetings with
subcontractors to discuss program requirements. Master grant agreements
and subcontracts between SETRPC and its subcontractors describe
requirements related to vehicle use, vehicle maintenance, asset inventory,
insurance, and drug testing, as well as certain information that must be
submitted monthly to SETRPC.

Revenue and expense information was generally submitted monthly;
however, one of the three subcontractors tested did not consistently provide
complete information to SETRPC. One SETRPC subcontractor, NSS, provided
documentation showing the vehicle and facilities were insured, but did not
submit sufficient documentation for the insurance costs to determine how
the costs were allocated to TxDOT grants in accordance with 2 CFR
200.405(d). NSS also requested reimbursement for a car wash expense that
should have been charged to the 5310 program, but was instead charged to
the 5311 program, resulting in questioned cost of $15.25. By not ensuring
subcontractors submit monthly expenditure supporting documentation
consistently, SETRPC cannot effectively monitor subcontractor program

related activities and performance.
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SETRPC does not have documented procedures for monitoring
subcontractors and requiring them to submit contractually required
information monthly. Without a written process for monitoring activities,
SETRPC may not appropriately perform subcontractor monitoring activities.
Section 10.02 of the Government Accountability Office’s Standards for
Internal Control in the Federal Government states management designs
control activities to achieve an effective internal control system. Control
activities are the policies and procedures that enforce management’s

directives to achieve the entity’s objectives and address related risks.
Recommendation: SETRPC must:

e Develop and implement procedures for subcontractor monitoring

activities.
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Appendix I

Project Information

This project was conducted for PTN, TxDOT Administration, and the Chief
Audit and Compliance Officer. The audit was completed in FY 2025 and
performed by Fran Niclas (Audit Lead) and Michael Boehme. Engagement

fieldwork was conducted from July to November 2025.

This audit was conducted in accordance with Generally Accepted
Government Auditing Standards and in conformance with the Institute of
Internal Auditors Global Internal Audit Standards. Those standards require
we plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
audit objectives. We judgmentally selected a sample of expenditures for
testing based on data analysis to ensure reasonable and ample coverage of
items within the audit scope. Therefore, these results cannot be projected to
all SETRPC expenditures. We believe the evidence obtained provides a

reasonable basis for our findings and conclusions on our audit objectives.

Methodology

e Interviewed TxDOT PTN personnel.

e Interviewed key SETRPC personnel.

e Reviewed SETRPC Financial Accounting Policies and Procedures
Manual.

e Tested SETRPC subcontractor expenditures for sufficient
documentation, allowability, approvals, review, authorization, and
timely payment.

e Tested SETRPC contracts for compliance with applicable Federal
provisions.

e Tested SETRPC subcontractor monitoring activities for compliance with
contracts and master grant agreements.
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e Assessed the internal controls related to contract development,
contractor monitoring, and RFR review.

Criteria

e Title 2 CFR Part 200 - Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards

e Committee of Sponsoring Organizations of the Treadway Commission -
Internal Control Integrated Framework

e Texas Government Code 2251.021 (Prompt Payment Act)

e 43 TAC Part 1, Chapter 10, Subchapter B, Rule 10.51

e Master Grant Agreements, Project Grant Agreements, and
Subcontracts

e SETRPC Financial Accounting Policies and Procedures Manual
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Appendix II

SETRPC

SOUTH EAST TEXAS REGIONAL PLANNING

SOUTH EAST TEXAS REGIONAL PLANNING COMMISSION
Audit of Public Transportation Division Subrecipients
Management Action Plan
November 21, 2025

This Management Action Plan (MAP) has been developed in response to recommendations required of
the South East Texas Regional Planning Commission (SETRPC) Transportation & Environmental
Division (T&ER). Recommendations were made as part of a Texas Department of Transportation
(TxDOT) External Audit Report resulting from a recent audit w of contracts with subcontractors,

Recommendation 1 — Project Grant Agreements

TxDOT Recommendation:

o Coordinate with PIN fo ensure the questioned cost of $12,00 1. 90 is resolved in a manner complicnt
with TxDOT agreementy and federal requirements.

s Workwith PTN to ensure PGAs ave executed timely and costs are only incurved within the executed
grant agreement period of performance.

SETRPC Response:

The SETRPC has started work with our TxDOT Public Transportation Division {PTN) = Public

Transportation Coordinator (PTC) to resolve these issues.

s SETRPC will be refunding $12,001.90 to our PTN on December 15, 2023,

s The 5310 PGA reviewed by the auditors was exccuted as soon as it was received from TxDOT-
PTHM, which was 9/11/24. The expenses for the month of September 2024 should have been billed
to a different 3310 PGA that was active during that time. In the future, we will coordinate with our
PTN-PTC to ensure expenses are billed 1o the appropriate PGA.

Recommendation 2 — Subcontracis

TxDOT Recommendation:

o Ensure subcontracts include all applicable federal provisions.

s Ensure subcontracis ave executed timely and appropriately to prevent expenses from occurring
ouside of the contract period

SETRPC Response:

The SETEPC has started work with our TXDOT PTN-PTC to resolve these issues.

= All current subconiracts have been amended, as of October 15, 2025, to include all currently
applicable federal provisions. Before entering into any new subcontracts, SETRPC will coordinate
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with our PTN-PTC to ensure the most recent version of the PTN 130 Vendor Consolidation Form,
with all the federally required applicable provisions, is used on all subcontracts as appropriate.

*  We are coordinating with TxDOT and our third-party providers to determine if different language
relevant to the period of performance is suitable for use in future subcontracts and/or if a different
process for executing the subcontracts is possible, to avoid the issue of a time lapse between the
execution date of the PGA and the subcontracts. We anticipate a final solution by Dec 19, 2025.

Recommendation 3 — Subcontractor Monitoring

TxDOT Recommendation:
»  Develop and Implement procedures for subcontractor monitoring activities.

SETRPC Response:
» The SETRPC is in the process of creating a Policy and Procedure Manual for monitoring third-party
subcontractors. We anticipate an implementation date no later than January 1, 2026,

MAP Responsibility
The Director of SETRPC’s Transportation and Environmental Resources Division, Bob Dickinson, will

be responsible for the oversight and implementation of this MAP,

Audit of Public Transportation Division Subrecipient November 2025 | 9



