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Objective and Scope

To determine whether the Permian Basin Metropolitan Planning Organization (PBMPQO) has
implemented necessary financial controls to ensure appropriate TxDOT grant funding management
and to determine whether payments to PBMPO are supported by sufficient documentation and are
allowable per applicable agreements.

The scope of this audit included PBMPO operations and requests for reimbursement submitted to
TxDOT between October 2021 and September 2023.

Overall Conclusion

PBMPO has not implemented adequate financial controls to ensure TxDOT grant funds are managed in
compliance with applicable funding agreements. Costs submitted to TxDOT did not always meet
compliance requirements resulting in unallowable costs of $5,705.44.

PBMPQ'’s internal control system would be strengthened by performing bank reconciliations,
completing an annual financial audit, implementing separation of duties for time sheet approval, and
ensuring financial policies reflect current processes and are consistently applied.

Background

PBMPO, formerly known as the Midland-Odessa Transportation Organization, was designated as the
metropolitan planning organization (MPO) for transportation planning in the Midland-Odessa urbanized
area in 1965. The MPO was designated a Transportation Management Area in 2012 and was renamed
the Permian Basin MPO in 2015. The City of Odessa serves as the fiscal agent for PBMPO.

PBMPO is responsible for establishing a comprehensive transportation planning process for the
Midland/Odessa area, including the development of a Transportation Improvement Plan (TIP), a
Metropolitan Transportation Plan (MTP), and a Unified Planning Work Program (UPWP) to describe how
planning grant funds will be used. PBMPO personnel work with the Technical Advisory Committee
(TAC) to obtain technical input and advice on transportation projects which it presents to the Policy
Board. The Policy Board sets the long-range transportation priorities and goals.

TxDOT distributes funds to PBMPO on a reimbursement basis. PBMPO receives Federal Planning Funds
passed through TxDOT's Transportation Planning & Programming Division (TPP) to plan and manage
transportation planning projects within the MPO boundaries. PBMPO received reimbursements of
$716,559 and $618,314 through TPP for fiscal years 2022 and 2023 respectively.

Results

PBMPO has an agreement with its fiscal agent, the City of Odessa, that defines the roles and
responsibilities of each entity to support the urban transportation planning process. According to the
agreement, the City will assist PBMPO with the following functions: Human Resources, Payroll,
Accounts Payable and Accounts Receivable. Article IV of this agreement requires both entities to
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negotiate and establish a fee structure for the City to provide these administrative services which
should be reviewed and approved annually. PBMPO and the City have not established a fee structure
and the City has not requested compensation for providing services to PBMPO.

Expenditures

The audit identified instances in which PBMPO approved reimbursements contained errors, inconsistent
vendor payment approvals, untimely payment to vendors and unsupported costs. Time sheets
included in the reimbursement requests allocated time worked that did not align with the time frame
for which the employees were paid.

Testing of expenditures in five requests for reimbursement (RFR) submitted to TPP identified a total of
$5,705.44 in unallowable costs. PBMPO utilizes a report from the City’s accounting system to prepare
RFRs. We identified $2,337.92 in expenses submitted for reimbursement that were not supported by
invoices. In addition, salary and health insurance costs exceeded auditor calculations for
reimbursement by $2,003.04. 2 CFR 200.400(d) requires adequate documentation to support costs
charged to a federal award. Requesting reimbursement for expenditures without providing adequate
support, may lead to PBMPO being reimbursed for costs that are not allowable to the grant.

Three of eight travel expense reports tested were not completed correctly or reviewed adequately for
errors resulting in $1,364.48 in unallowable costs. Two instances were identified where hotel expenses
were paid using a PBMPO procurement card and paid to a PBMPO employee as part of a travel
reimbursement. Unsupported meal expenses were identified as well as two instances where hotel
charges were reimbursed at a rate exceeding per diem. If reimbursement of travel expenses is not
correctly requested and adequately reviewed, the reimbursement may be incorrect and result in
excess reimbursement.

PBMPO did not consistently document approvals to pay invoices and did not ensure invoices were paid
timely. For 18 of 39 invoices testedl, PBMPO did not follow the City’s procedures to provide payment
approval through a signed Payment Authorization form. PBMPO uses the Authorization form because
the MPO does not have access to the City's accounting system to approve invoice payments

electronically. If payments are made without PBMPO approval, vendors could be paid for unallowable
or unauthorized expenses.

1 Eighty-five invoices were tested consisting of 39 paid through accounts payable, 43 paid using a procurement card and 3
travel reimbursements.
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Eleven of 85 invoices tested were not paid within 30 days of invoice receipt as required by Texas
Government Code.2 PBMPO and the City did not consistently pay vendors promptly upon receipt of

invoices. These payments were made between 31 and 273 days after the invoice was received. If
vendors are not paid timely, they may not fulfill their obligations to provide goods or services.

Hours allocated on time sheets submitted with the RFR did not accurately reflect the time for which
PBMPO personnel were paid. Time sheets allocated hours for the entire reimbursement month whereas
the time paid through the bi-weekly payroll covered parts of the previous and current months. Article
8 of the Planning Agreement with TxDOT requires reimbursement requests to accurately describe the
cost and the UPWP budget category. Since the allocated time does not match the time for which the
employees were paid, the cost of salaries and fringe benefits could be incorrectly allocated to the
UPWP tasks affecting the budgets of those tasks.

Recommendation: PBMPO must:

e Repay TxDOT for unallowable costs in the amount of $5,705.44.

e Ensure all expenses submitted for reimbursement are adequately supported.

o  Work with the City to ensure travel reimbursement requests are accurate and include only expenses
that are supported and appropriate.

e Ensure all invoices submitted for payment contain a documented approval.

o  Work with the City to ensure vendor invoices are paid within 30 days of receipt.

e Ensure time sheets submitted with the RFR accurately reflect the time for which reimbursement is

being requested.

Procurement

TxDOT’s agreement with PBMPO and Title 2 CFR 200.214 restrict awards, subawards, and contracts
with certain parties that are debarred, suspended, or otherwise excluded from or ineligible for
participation in federal assistance programs or activities. PBMPO procured one contractor during the
audit scope period. PBMPO obtained a suspension and debarment certification from the procured
contractor but did not perform a suspension and debarment check for the potential contractor using
the official U.S. Government System for Award Management (SAM) as required by 2 CFR 200.214.
Auditors did not identify suspended or debarred contractors during testing. Using a suspended or
debarred contractor may lead to the contractor being unable to adequately fulfill contractual
requirements.

2 Texas Government Code 2251.021(a) states a payment by a governmental entity under a contract is overdue on the 31st
day after the date the governmental entity receives an invoice for the goods or service.
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2 CFR 200.318(i) requires sufficient records be maintained to detail the history of a procurement. For
one procurement tested, PBMPO could not provide evidence of procurement approval as required by
the City’s purchasing procedures. The City’s accounting system is utilized for the submission and
approval of procurement requests; PBMPO personnel do not have access to this system. If
procurements do not receive the appropriate level of approval, they may be performed incorrectly, or
unallowable goods or services may be procured.

2 CFR 200.324(a) requires a cost analysis for every procurement more than the simplified acquisition
threshold.3 PBMPO procured a contractor to perform interregional planning and environmental linkage
studies for $250,000 but did not perform a cost analysis prior to procurement. Without an analysis of

costs, PBMPO may execute a contract in which costs do not accurately align with the work to be
performed.

Recommendation: PBMPO must:

e Perform and maintain documentation of contractor suspension and debarrment checks.

e Ensure all procurements receive the appropriate level of approval and maintain documentation of
those approvals.

e Perform and maintain documentation of a cost analysis on procurements to ensure proposals

received from vendors are reasonable.

Internal Control Environment

2 CFR §200.303 requires subrecipients to establish and maintain effective internal controls over
federal awards to provide reasonable assurance the subrecipient is managing the federal award in
compliance with federal statutes, regulations, and the terms and conditions of the federal award.

The City has policies and procedures for procurement and accounting processes, but several were
drafted in 1989 and 1998 and do not include evidence of a recent review. In addition, procedures do
not include guidance for determining whether expenses using grant funds are allowable. Section 12.05
of the Government Accountability Office’s Standards for Internal Control in the Federal Government
(Green Book), states management periodically reviews policies, procedures, and related control
activities for continued relevance and effectiveness in achieving the entity's objectives or addressing
related risks. If procedures are not current, they may not adequately describe how to perform relevant
processes and are therefore not an effective control over those processes.

348 Code of Federal Regulations part 2, subpart 2.1, defines the simplified acquisition threshold as $250,000.
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The City did not perform bank reconciliations during FY22 and through most of FY23 due to personnel
turnover within the City’s Finance department. The City is also behind several years on obtaining an
audit of their financial reporting. Green Book Section 16.05 states management performs ongoing
monitoring of the design and operating effectiveness of the internal control system as part of the
normal course of operations. Ongoing monitoring includes regular management and supervisory
activities, comparisons, reconciliations, and other routine actions. Not performing regular bank
reconciliations and obtaining an annual financial reporting audit may result in the information in the
accounting system not being accurate and current.

PBMPO submits time sheets to the City's payroll system bi-weekly. They also submit time sheets
monthly with the RFR to allocate PBMPQO’s personnel time to UPWP tasks. PBMPO does not have
appropriate separation of duties regarding approval of time sheets. Time entered into the payroll
system was entered and approved by the same PBMPO employee. In addition, the PBMPO Director
approved his own time sheets for allocating time submitted with the RFR. When time is entered and
approved by the same person, there is a greater risk of error and potential for fraud. According to the
City, they do not have procedures related to entering time.

Recommendation:

PBMPO must work with the City to ensure:

e The City’s policies and procedures are updated and in line with current practices and address the
allowability of costs for grant funds.

e Monthly bank reconciliations and an annual audit of the financial system are performed.

e Procedures are developed and implemented for entering time into the payroll system to include

sufficient separation of duties.

PBMPO must:

e Ensure the PBMPO Director’s time sheet is approved by a separate person.
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Appendix I

Project Information

This audit was conducted for the Transportation Planning & Programming Division, the Odessa District,
TxDOT Administration, and the Chief Audit and Compliance Officer. The audit was included in the fiscal
year 2024 Compliance Division work plan and performed by Michael Boehme (Engagement Lead),
Alma Alvarez, Margarita Vasquez, and Judit Alphonse. Engagement fieldwork was conducted from
January 2024 to April 2024.

The audit was conducted in accordance with Generally Accepted Government Auditing Standards and
in conformance with the International Standards for the Professional Practice of Internal Auditing.
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 expenditure, purchase, and contract sample items 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 PBMPO expenditures, purchases, and contracts. We believe the
evidence obtained provides a reasonable basis for our findings and conclusions on our audit
objectives.

Methodology

e Gained an understanding of PBMPO/City operating and control structure.

e Interviewed key PBMPO/City personnel.

e Reviewed TxDOT Agreements.

e Reviewed PBMPO’s and the City’s accounting, procurement and grant management policies
and procedures.

e Reviewed City’s financial management system.

¢ Tested PBMPQO’s expenditures for sufficient documentation, allowability, approvals, and timely
payment.

e Tested PBMPO’s procurements and contracts for compliance with applicable requirements.

e Assessed the internal control environment at PBMPO and the City.

Criteria

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

e Texas Government Code, Section 2251

e COSO Internal Control — Integrated Framework

e Planning Agreement between TxDOT, PBMPO, and City of Odessa

e Fiscal and Personnel Management Agreement between the City and PBMPO

e Local Government Projects Policy Manual

e PBMPO and City of Odessa Policies and Procedures
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Mike Gardner,

Jack Ladd, Jr.

Steve Thompson

Terry Johnson

Bryan Cox

Eric Lykins, P.E.

Kayleen Hamilton

2 |Permian Basin
\ / Metrolpolitan
LSS MPO Danning o

May 15, 2024

Ms. Cheryl Durkop

External Audit & Advisory Services Section Director
TxDOT Compliance Division

VIA EMAIL

Dear Ms. Durkop,

The Permian Basin MPO has received your agency’s draft external audit report.
We have subsequently spoken with Michael Boehme concerning some of our
questions. Mr. Boehme provided explanations for the questions we had (May 8,
2024).

The draft document lists specific recommendations in three places as follows:

Recommendation: PBMPO must:

¢ Repay TxDOT for unallowable costs in the amount of $5,705.44. The MPO will
work with the City to reimburse TxDOT for unallowable costs.

¢ Ensure all expenses submitted for reimbursement are adequately supported.
MPO staff will ensure that adequate support is provided for future invoices. City
staff will also ensure that all support is properly documented upon payment of
said invoices.

* Work with the City to ensure travel reimbursement requests are accurate and
include only expenses that are supported and appropriate. MPO staff will ensure
travel reimbursements are accurate and only include appropriate and supported
expenditures. City staff will continue to perform reviews of travel submissions in
accordance with our City travel policy.

¢ Ensure all invoices submitted for payment contain a documented approval.
Invoices forwarded to the City of Odessa for payment will contain documented
approval which will typically require a signed “cover sheet” from the Executive
Director.

e Work with the City to ensure vendor invoices are paid within 30 days of receipt.
MPO staff will promptly process invoices from vendors; we will check with the City
on the status of payments as may be needed.

¢ Ensure time sheets submitted with the RFR accurately reflect the time for which
reimbursement is being requested. MPO staff will amend its procedures related to
time reporting. Each RFR will reflect the timing of the city’s paychecks.

Solving Midland and Odessa’s Transportation Challenges



Recommendation: PBMPO must:

¢ Perform and maintain documentation of contractor suspension and department checks. MPO staff will
check with the US government’s SAM records to determine if a proposed contractor has been
suspended or debarred.

¢ Ensure all procurements receive the appropriate level of approval and maintain documentation of
those approvals. MPO staff will document how the procurement of contractors was completed including
participation by non-MPO persons — i.e. a selection committee. City Staff will work with MPO to ensure
that all Texas Procurement Laws are being adhered to.

¢ Perform and maintain documentation of a cost analysis on procurements to ensure proposals received
from vendors are reasonable. MPO staff will inquire from other MPOs, TxDOT Districts and others to
attempt to determine what the “going rate” is for certain types of professional services - i.e. corridor
studies, long range plans, etc.

Recommendation: PBMPO must work with the City to ensure:

¢ The City’s policies and procedures are updated and in line with current practices and address the
allowability of costs for grant funds. The MPO will work with the City to address these items with the
City taking a lead role.

¢ Monthly bank reconciliations and an annual audit of the financial system are performed. The MPO will
discuss bank reconciliations and an annual audit with the City; these are roles that will predominantly be
led by the City with MPO assistance.

¢ Procedures are developed and implemented for entering time into the payroll system to include
sufficient separation of duties. The MPO staff will separate duties as they relate to time entry. The
person entering the time should not be the person approving the time records. Time entry will be the
responsibility of the Office Manager and time approval will be completed by the Executive Director,
except for the bullet point below.

PBMPO must:

¢ Ensure the PBMPO Director’s time sheet is approved by a separate person. The MPO Executive
Director will request that another person sign off on the time sheets. This could be the Policy Board
Chair or an official from the City Manager’s office.

We are in agreement with the report. Furthermore, we plan to meet with the City of Odessa Finance
and Purchasing Departments’ staff as soon as possible so we can sort out the issues stated above. The
MPQ’s responsible person will be Cameron Walker, Executive Director, and the City’s responsible
representative will be Finance Director Kaylie Banda.

We appreciate your work because it lets us know the fiscal management areas which need to have
better controls to ensure that we are compliant with grant funding requirements. Enhancing our
processes to allow for more prudent use of grant funds is of the utmost importance to the MPO and the

City of Odessa. It is the MPQ’s plan to address the stated recommendations by September 30, 2025.

Sincerely,

Camenon Walker

Cameron Walker, AICP, Executive Director
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