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Fleet Operations Division Grant Management TxDOT Internal Audit Division - Limited Scope

Objective

To determine if established Fleet Operations Division grant oversight procedures are effective
and provide assurance for appropriate reimbursement of funds.

Opinion

Based on the audit scope areas reviewed, control mechanisms require improvement and only
partially address risk factors and exposures considered significant relative to impacting
reporting reliability, operational execution, and compliance. The organization's system of
internal controls requires significant improvement in order to provide reasonable assurance that
key goals and objectives will be achieved. Extensive improvements are required to correct
control gaps and to address excessive residual risk that may result in potentially significant
impacts to the organization including the achievement of the organization's business/control
objectives. Progress to address the highest risk areas will likely not be achieved within 6

months.
Overall Engagement Assessment ‘ Needs Improvement
Findings
Operating
Title Control Design Effectiveness
Finding 1 Grant Oversight X X Unsatisfactory
i Reconciliation of Vehicle Replacement .
Finding 2 and Timeliness of Destruction X X UREEilSiEEEy
Finding 3 Accurapy and Timeliness of Required X X Needs Improvement
Reporting

Management concurs with the above findings and prepared management action plans to
address deficiencies.

Control Environment

Fleet Operations Division (FOD) is responsible for acquiring, maintaining, and managing the
agency's fleet (i.e., heavy-duty trucks, dump trucks, and aerial trucks). As part of their fleet
management responsibilities, FOD pursued the opportunity to utilize federal Environmental
Protection Agency (EPA) and state Texas Commission on Environmental Quality (TCEQ) grants to
assist with the capital replacement of the TxDOT fleet. The federal and state grant agreements
establish eligibility requirements for existing fleet vehicle replacement, qualifying vehicle
purchases, and timeframes and conditions for the destruction of replaced vehicles. To date,
FOD has obtained seven grants for $3.1M.

Management of the grant programs to include compliance with grant requirements is performed
by the FOD Fleet Services Section with coordination needed between additional FOD sections
(i.e., Fleet Acquisitions, Fleet Operations, and Fleet Services), as well as the Financial
Management Division (FIN) for grant budgeting, accounting, and financial reporting.

FOD had not begun the destruction process for replaced vehicles per the grant agreement
requirements; however, it was in the process of acquiring an external vendor to complete the
destruction process. Once in place, the contract with the external vendor will also provide
additional program income from the sale of scrap from the destroyed vehicles.
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Summary Results
Audit testing completed resulting in management action plans.

Finding Scope Area Evidence

A review of documentation for the 1) EPA Diesel Emissions
Reduction Act (DERA) state-allocated and competitive grants and
2) TCEQ Texas Natural Gas Vehicle Grant Program (TNGVGP) grants
was performed to evaluate grant program oversight and
compliance with requirements.

Identification: Grant Application Vehicles

= 2018 EPA DERA state grant
- 1 of 15 (7%) vehicles did not meet the weight class.
- 1of 15 (7%) vehicles did not meet the engine year.

= 2018 EPA DERA competitive grant
- 4 of 24 (17%) vehicles did not meet the weight class.
- 1 of 24 (4%) vehicles did not meet the engine year.

Grant = 2021 EPA DERA state grant
Application - 30f 6 (50%) vehicles did not meet the minimum annual
Process mileage requirement.
= 2021 EPA DERA competitive grant
1 - 15 of 15 (100%) vehicles did not meet the minimum
annual mileage requirement.
Grant
Management | Approval: Grant Applications
and = 5 0of 5(100%) EPA DERA grant applications (2018 - 2021) were
Monitoring not approved in accordance to FOD signature authority.
= 3 0f 3(100%) TCEQ TNGVGP grant applications (2018 - 2020)
were not approved in accordance to FOD signature authority.
Retention: Documentation Supporting Grant Activities
= 2018-2020 TCEQ TNGVGP grants documentation not retained:
- 3 0f 3(100%) grant applications.
- 1 of 3 (33%) executed grant contracts.
- 1 of 1(100%) grant reimbursement request.
- 5 of 7 (71%) vehicle registration documentation to support
grant applications.
= 2018 -2021 EPA DERA grants documentation not retained:
- 1of 4 (25%) state grant agreements.
- 1 of 2 (50%) competitive grant applications.
Verification of vehicle destruction within the prescribed deadline
(i.e., 90 days) was performed for the three grants with replacement
Grant vehicles.
Management = 17 of 23 (74%) vehicles were past the destruction deadline
2 and ranging from 98 to 417 days for EPA DERA grants.
Monitoring = 6 of 23 (26%) vehicles had not been destroyed and will not

meet the required deadline for EPA DERA grants.
= 1 of 1(100%) vehicle destroyed for the TCEQ TNGVGP grant
was past the destruction deadline by 159 days.
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Of the 23 vehicles replaced, comparison of the weight class of the

purchased vehicles and replaced vehicles was performed to

determine if the new vehicles met grant requirements (i.e., similar

gross vehicle weight class).

= 4 of 12 (33%) 2018 DERA competitive grant purchased
vehicles had a higher weight class compared to the
corresponding replaced vehicle.

= 3o0of 11 (27%) 2018 DERA state grant purchased vehicles had a
higher weight class compared to the corresponding replaced
vehicle.

A comparison of 100 vehicles labeled as “Grant Designated Unit”

in the fleet management system and the 89 replacement vehicles

listed on grant applications was performed to determine

completeness and accuracy of the grant vehicles used in the

application process.

= 28 of 100 (28%) vehicles were inaccurately denoted in the fleet
management system when compared to grant documentation.

= 16 of 89 (18%) vehicles were not denoted as a “Grant
Designated Unit” in fleet management system.

A review of 34 replacement vehicles purchased for the 2018 EPA

state and competitive grants was performed to verify purchases

were accurately recorded to the correct grant project code and

within TxDOT’s 2020 Annual Financial Report (AFR).

= 32 of 34 (94%) replacement vehicles purchased were not
charged to the correct grant project code resulting in EPA DERA
grants being inaccurately reported in the AFR Schedule of
Expenditures of Federal Awards.

A review of quarterly reporting for the 2018 EPA DERA state and
competitive grants was performed to verify timely submittal (i.e.,

IC\QAZ:\:; ement within 30 days of quarter-end).
3 and & = 16 of 16 (100%) EPA DERA state grant quarterly reports were
Monitoring submitted after the deadline ranging from 27 to 843 days late.

= 4 of 10 (40%) EPA DERA competitive grant quarterly reports
could not be verified they were submitted to EPA.

= 3 of 10 (30%) EPA DERA competitive grant quarterly reports
were submitted after the deadline ranging from 91 to 275 days
late.

A review of the annual reporting for the 2018 TCEQ TNGVGP grant

was performed to verify timely submittal (i.e., within 30 days of

calendar year-end) to TCEQ.

= 1 of 2 (50%) TCEQ TNGVGP annual reports were submitted
after the reporting deadline and was 174 days past due.
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Audit testing completed not resulting in management action plans.

Scope Area \ Evidence
Grant Application = 3 0f 3(100%) TCEQ TNGVP grant contracts were approved per
Process the delegation of signature authority.

Grant Management
and Monitoring

= 34 of 34 (100%) vehicle purchase requisitions were approved
in accordance with signature authority.

= The statement of work for destruction of vehicles was properly
approved by TxDOT Facilities Commission prior to solicitation
for bids.

Audit Scope and Methodology

The audit was conducted during the period from May 25, 2021 to July 22, 2021. Testing
focused on the application and monitoring for all state and federal grants ($3.1M) awarded to
TxDOT FOD since 2018, as well as, pending grant applications in Fiscal Year (FY) 2021 ($1.3M).

Scope Area 1: Grant Application Process - To evaluate processes in place to 1) determine grant
opportunities, 2) analyze and identify applicable fleet and budget for grant submission, and 3)
apply for grants to assist with fleet vehicle upgrades.

Methodology included:

Reviewed all grants obtained by FOD since 2018 to include:
- Texas Commission on Environmental Quality (TCEQ) Texas Natural Gas Vehicle
Grant Program (TNGVGP).
- Environmental Protection Agency (EPA) Diesel Emissions Reduction Act (DERA)
Grant Program.
Verified if program criteria were met for the vehicles listed for replacement in the 2018 -
2021 EPA DERA grant and 2018 - 2020 TCEQ TNGVGP grant applications.
Verified appropriate approval of grant applications based on the FOD’s Signature of
Authority or Delegation of Signature Authority.
Reviewed and assessed budget outcomes for grant activities including vehicle purchases
and replacement.
Researched additional grant opportunities FOD can participate in.

Scope Area 2: Grant Management and Monitoring - To evaluate processes in place to monitor
progress, reporting, and documentation for FOD grants.

Methodology included:

Verified the procurement of replacement vehicles was approved by authorized
personnel.

Verified the statement of work for disposal of replaced vehicles was approved by the
Texas Facilities Commission.

Verified procured replacement vehicles were charged to the applicable grant project
code to ensure accurate reporting in the Annual Financial Report.

Reviewed supporting documentation for grant activities and monitoring of vehicle
purchases, replacement, and destruction activities.

Determined compliance with quarterly and annual grant reporting requirements.
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= Evaluated reconciliation processes for disposal of replaced vehicles once the new
vehicles are placed in service.

Methodology included within both Scope 1 and Scope 2:
= Reviewed governing criteria for the grant management process that included:

- Federal law: Code of Federal Regulations Title 2 - Grants and Agreements, Section
200 - Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards.

- Grant Program Guides: EPA State Clean Diesel Grant Program Information Guides
for 2018, 2019, 2020 and 2021, and the TCEQ TNGVGP Request for Grant
Applications Fiscal Year Biennium 2020 - 2021.

- State regulations: Texas Administrative Code Title 30, Part 1, Chapter 114,
Subchapter K, Division 3 - Diesel Emission Reduction Incentive Program for On-
Road and Non-Road Vehicles and Division 5 - Texas Clean Fleet Program.

* |nterviewed FOD, FIN, and Support Services Division (SSD) personnel that included:

- FOD: Director, Deputy Director, Fleet Services Manager, Fleet Acquisitions Manager,
Fleet Operations Section Director, and Special Projects Coordinator.

- FIN: Project Ledger & Federal Billing Manager, Financial Reports Branch Manager,
and Financial Reports Accountant.

- SSD: Resource Management Analyst.

= |nterviewed TCEQ and EPA staff to verify grant requirements and validate TxDOT
reporting compliance.

Background

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TXDOT. The report presents the results of the Fleet Operations Division Grant
Management audit which was conducted as part of the Fiscal Year (FY) 2021 Audit Plan.

In June 2018, FOD started participating in grant programs designed to help reduce vehicle
emissions by replacing older diesel and gas vehicles (i.e., dump trucks and aerial trucks) with
clean diesel, compressed natural gas, or other alternative fuels. FOD has participated in EPA
DERA grants for the replacement of old diesel vehicles with clean diesel or alternative fuels, and
in the TCEQ TNGVGP grants for replacing fleet vehicles that run on diesel or gasoline with
reduced emissions natural gas or propane vehicles.

EPA DERA has two grant types a National (Competitive) grant and a State grant. The DERA
National grant is a competitive award based on scores received for specific criteria such as type
of vehicles replaced and emissions reduction benefits within specific counties. The DERA State
grant eligibility is limited to the state agency with jurisdiction over air quality, which for Texas is
TCEQ. TxDOT obtained approval from TCEQ to be the designated state agency for the EPA’s
DERA State Grant program.

August 2021 5



Fleet Operations Division Grant Management TxDOT Internal Audit Division - Limited Scope

As shown below in Table 1, FOD has participated in seven grants and has two additional grant
applications (both in 2021) pending approval.

Table 1
Number of Number of Number of
Grant Replacement Vehicles Vehicles
Grant Type Grant Year Amount Vehicles Replaced Destroyed
EPA DERA 2018 $710,000 24 12 0
Competitive 2021 $751,275 15 Pending Award
2018 $427,214 15 11 0
EPA DERA 2019 $528,827 13 0 0
State 2020 $618,116 8 0 0
2021 $587,156 6 Pending Award
2018 $36,000 1 1 1
TCEQ TNGVGP 2019 $498,084 5 0 0
2020 $264,271 2 0 0

We conducted this performance audit 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 that 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. Recommendations to mitigate risks identified were
provided to management during the engagement to assist in the formulation of the
management action plans included in this report. The Internal Audit Division uses the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) Internal Control -
Integrated Framework version 2013.

A defined set of control objectives was utilized to focus on reporting, operational, and
compliance goals for the identified scope areas. Our audit opinion is an assessment of the
health of the overall control environment based on (1) the effectiveness of the enterprise risk
management activities throughout the audit period and (2) the degree to which the defined
control objectives were being met. Our audit opinion is not a guarantee against reporting
misstatement and reliability, operational sub-optimization, or non-compliance, particularly in
areas not included in the scope of this audit.
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Detailed Findings and Management Action Plans (MAP)

Finding No. 1: Grant Oversight

Condition
Fleet Operations Division (FOD) federal and state grant oversight activities were not fully
designhed and executed to ensure grant compliance.

Effect/Potential Impact

Without established grant oversight processes, non-compliance with grant requirements can
occur, and vehicles that do not meet the grant requirements will result in less reimbursement of
federal and state funds. Less replacement of vehicles with higher emissions prevents TxDOT’s
ability to contribute to the grant program’s purpose of reducing nitrogen oxide emissions in
Texas.

Variations in the methods (emails and personal drives) used to document and retain support for
grant activities created inefficiencies and uncertainties that did not allow for verification of all
grant activities by FOD management.

Grant impacts were also experienced over the history of the program, including:

= Replacement vehicles for the Texas Commission on Environmental Quality (TCEQ) Texas
Natural Gas Vehicle Grant Program (TNGVGP) 2019 grant were not purchased by the
established deadline and resulted in a reversal of $498,084 in budgeted grant funds
which were covered by FOD Operating funds for Fiscal Year (FY) 2020.

= Review of the TCEQ grants offered during FY 2021 determined that an estimated $1.1M
of potential grant funding could have been pursued by FOD for qualifying vehicle
purchases for fleet vehicle replacements.

Criteria
Each grant outlines specific requirements that must be met to qualify for reimbursement
including the following for vehicles identified for replacement:

= Environmental Protection Agency (EPA) Diesel Emissions Reduction Act (DERA) state
grant:
- Diesel fueled Class 5 to 8 (minimum gross vehicle weight of 16,001 Ibs.)
- Vehicle must be in-service
- Engine year restriction (varies by grant year)
- Attrition (not included in normal fleet turnover within 3 years)
- Annual Mileage (added for 2021 grants)
= EPA DERA National (competitive) grant:
- Diesel fueled Class 5 to 8 (minimum gross vehicle weight of 16,001 Ibs.)
- Vehicle must be in-service
- Engine year restriction (varies by grant year)
- Attrition (not included in normal fleet turnover within 3 years)
- Priority given for vehicles in Priority Location - Areas of Poor Air Quality (priority
counties)
- Annual Mileage (added for 2021 grants)
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= TCEQ TNGVGP grant:
- Gross vehicle weight greater than 8,500 lbs.
- Vehicle owned and registered in Texas for two years prior to grant
- Vehicle in good operating condition with at least 4 years of remaining useful life

Cause

FOD’s internal policies and operating procedures have not been developed to outline the
identification of replacement vehicles meeting grant requirements, documentation to be
retained to support grant activities, and a central repository for grant documentation retained.
Coordination processes between the Fleet Acquisitions, Fleet Operations, and Fleet Services
sections have not been established to effectively take advantage of various grant opportunities.

Grant requirements were not fully vetted to ensure compliance when identifying vehicles to be
replaced with the grant funds. The fleet management system, which was used to help denote
applicable vehicles that were to be replaced through the grant programs, does not have a field
to capture the engine year of vehicles and was not reviewed to identify if inaccurate vehicle
weights were entered into the system.

It was conveyed by FOD that grant application approvals were verbally provided by the FOD
Director to the Fleet Services Manager, and any email confirmations or any other form of
approval were not retained.

Evidence

A review of documentation retained and information within the fleet management system for the
2018 - 2021 EPA DERA state and competitive grants and 2018 - 2020 TCEQ TNGVGP grants
was performed to evaluate FOD’s grant program oversight, including processes for the 1)
identification of vehicles meeting grant application requirements, 2) approval of grant
applications and agreements, and 3) retention of documentation supporting grant activities.

Identification: Grant Application Vehicles
Vehicles identified by FOD for replacement in the EPA DERA grants did not meet all grant criteria
for the weight class, engine year, and annual mileage requirements.

Weight Class
= 1 of 15 (7%) vehicles in the 2018 EPA DERA state grant did not meet the weight class

criteria (minimum of 16,001 Ibs.).
- Vehicle weight per the fleet management system was 15,000 Ibs.
= 4 0of 24 (17%) vehicles in the 2018 EPA DERA competitive grant did not meet the
weight class criteria (minimum of 16,001 Ibs.).
- Vehicle weights per the fleet management system ranged from 9,600 Ibs. to
15,000 Ibs.

Engine Year
= 1 of 15 (7%) vehicles in the 2018 EPA DERA state grant did not meet the engine year

criteria (1995 to 2006).
- Vehicle engine was replaced in 2014.
= 1 of 24 (4%) vehicles in the 2018 EPA DERA competitive grant did not meet the engine
year criteria (1996 to 2006).
- Vehicle engine year was 1995.
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Annual Mileage
= 3 of 6 (50%) vehicles listed in the 2021 EPA DERA state grant application did not meet
the minimum annual mileage requirement (7,000 per year for two years prior to
replacement).
- Vehicle annual mileage for one or both years ranged from 4,994 to 6,961 miles.
= 15 of 15 (100%) vehicles listed in the 2021 EPA DERA competitive grant application
did not meet the minimum annual mileage requirement (7,000 per year for two years
prior to replacement).
- Vehicle annual mileage for one or both years ranged from O to 6,009 miles.

Approval: Grant Application Approval
Approval authority for FOD grant applications is at the Division Director level with no further
delegation allowed.
= 5 0of 5(100%) EPA DERA grant applications were approved by the Fleet Services
Manager who did not have signature authority to do so.
= 3 0f 3(100%) TCEQ TNGVGP grant applications were approved by the Fleet Services
Manager who did not have signature authority to do so.

Retention: Documentation Supporting Grant Activities
All documentation for three TCEQ TNGVGP grants (2018 - 2020), four EPA DERA state grants
(2018 - 2021), and two EPA DERA competitive grants (2018 and 2021) was reviewed to assess
proper retention protocol and found the following was not retained.

= 3 0f 3(100%) TCEQ TNGVGP grant applications.

= 1 0of 3(33%) TCEQ TNGVGP executed grant contracts.

= 1 0of 1(100%) TCEQ TNGVGP grant (2018) reimbursement request.

= 5 0of 7 (71%) vehicle registrations to support the TCEQ TNGVGP grant applications.

. (

. (

1 of 4 (25%) EPA DERA state grant agreements.
1 of 2 (50%) EPA DERA competitive grant applications.

Additional Grant Opportunities
= 5 TCEQ TNGVGP grants for FY 2021 were identified for additional funding opportunities
to replace on-road and non-road diesel equipment were not pursued by FOD.
= The FY 2021 EPA DERA grants offer opportunities that have not been pursued by FOD to
replace non-road equipment (i.e., motor grader, loader, excavator), as well as,
reimbursement for grant administrative costs (i.e., salaries, overhead, and indirect
costs).

Management Action Plan (MAP):

MAP Owner: Bob White, Fleet Services Manager, Fleet Operations Division

MAP 1.1: The Fleet Operations Division (FOD) will make required revisions to the grant
submittals for all 2018 - 2021 Texas Commission on Environmental Quality (TCEQ) and
Environmental Protection Agency (EPA) Diesel Emissions Reduction Act (DERA) grants based on

exceptions identified during the audit (i.e., revisions to vehicles not meeting weight criteria).

Completion Date: November 15, 2021
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MAP 1.2: The Fleet Operations Division (FOD) will:
= Develop and document standard operating procedures (SOPs) for grant oversight
activities to include:

Researching grant opportunities

Review of current fleet applicability to potential grant opportunities

Monthly updates to FOD management on grant opportunities

Identification of grant vehicles within the Capital Asset Module (CAM) to include
documented approval of vehicle selections/replacements

Selection and application for applicable grants

Approval authority for grant applications and grant award executions
Reconciliation of purchased and replaced vehicles

On-going monitoring of grant activities (purchase of vehicles, disposal, reporting,
and reimbursement requests)

Grant reporting - project codes and required grant reports

Grant close-out

= Document in the SOP roles and responsibilities within the Fleet Services, Acquisitions,
and Operations sections regarding grant application, vehicle selection, replacement
vehicle procurement, disposal of old vehicles, reimbursement requests, and reporting.

= Establish a central repository for retention of grant documentation (i.e., grant
applications, executed grants, reports, and reimbursement requests).

Completion Date: January 15, 2022

MAP 1.3: The Fleet Operations Division, Fleet Services Section will convene a special project
team to recommend configuration changes to the fleet management system. This will ensure
grant requirements are easily identified within the system. The special project team will perform
quarterly reviews of the fleet management system data to ensure accuracy of data such as
vehicle weight.

Completion Date: March 15, 2022
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Finding No. 2: Reconciliation of Vehicle Replacement and Timeliness of Destruction

Condition

Vehicles submitted for replacement by the Fleet Operations Division (FOD) were not always
accurately identified within the fleet management system. When vehicles were replaced, they
were also not destroyed within the required timeframe.

Effect/Potential Impact

Grant vehicles that are not properly identified within the fleet management system could be
alternatively flagged for surplus and subsequently sold or put back into service rather than
being destroyed. Vehicles that are in noncompliance with the grant requirements cannot be
claimed for grant reimbursement and may not support the grant purpose of reducing emissions.
Verification that replaced vehicles were being held for destruction identified one vehicle that
was about to be sold at auction.

Criteria

Requirements outlined in the grant agreement/contract establish the timeframes to destroy the
vehicles that have been approved to be replaced. The Texas Commission on Environmental
Quality (TCEQ) Texas Natural Gas Vehicle Grant Program (TNGVGP) requires replaced vehicles to
be destroyed within 90 days of reimbursement. The Environmental Protection Agency (EPA)
Diesel Emissions Reduction Act (DERA) Grant Programs require replaced vehicles to be
destroyed within 90 days of vehicle been replaced.

Cause

FOD’s internal policies and operating procedures have not been fully established for the
identification of grant replacement vehicles within the fleet management system, reconciling
replacement vehicles, disposal of replaced vehicles, and monitoring of grant activities and
performance.

Evidence

Disposition of Replaced Vehicles

Of the three grants with replaced vehicles (i.e., EPA DERA state, EPA DERA competitive, and
TCEQ TNGVGP), verification of vehicle destruction within the prescribed deadline (i.e., within 90
days of vehicle replacement and 90 days of grant reimbursement) was performed.

EPA DERA Grants
= 17 of 23 (74%) vehicles replaced as of June 28, 2021 had not been destroyed and
were past the required deadline ranging from 98 to 417 days.
= G of 23 (26%) vehicles will not be destroyed within the 90 days.
- FOD currently working to secure contract to destroy vehicles.

TCEQ TNGVGP Grant
= 1 of 1(100%) vehicle replaced as of June 28, 2021, was destroyed past the required
deadline by 159 days.

Of the 23 vehicles replaced, review of the weight classes between the purchased and replaced
vehicles was performed to determine if the new vehicles met grant requirements (i.e., similar
gross vehicle weight class).
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= 4 0of 12 (33%) 2018 DERA competitive grant purchased vehicles had a higher weight
class compared to the corresponding replaced vehicle.

= 3o0of 11 (27%) 2018 DERA state grant purchased vehicles had a higher weight class
compared to the corresponding replaced vehicle.

Identification of Replacement Vehicles
A comparison of 100 vehicles labeled as “Grant Designated Unit” in the fleet management
system and the 89 replacement vehicles listed on grant applications and revision
documentation was performed to determine completeness and accuracy of the grant vehicles in
the application process.
= 28 of 100 (28%) vehicles were inaccurately denoted in the fleet management system
when compared to grant documentation.

- 21 vehicles were removed from the original grant submissions by FOD during an
application revision and not subsequently updated in the fleet management
system.

- 7 vehicles could not be reconciled by FOD as to why they were marked this way in
the fleet management system as they were not part of any grant application or
revision documentation.

= 16 of 89 (18%) vehicles were not denoted as “Grant Designated Unit” in fleet
management system.

Management Action Plan (MAP):
MAP Owner: Bob White, Fleet Services Manager, Fleet Operations Division

MAP 2.1: The special project team convened as part of MAP 1.3 will review the fleet
management system to update the list of vehicles flagged as “Grant Designated Unit”.

MAP 2.2: The Fleet Operations Division (FOD) will submit all the vehicles that have been
replaced as part of the 2018 Environmental Protection Agency (EPA) Diesel Emissions
Reduction Act (DERA) EPA DERA Competitive and State grants for destruction once a vendor to
destroy the vehicles has been secured. All vehicles should be destroyed within 90 days of the
grant project end date of September 30, 2021.

Completion Date: December 15, 2021
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Finding No. 3: Accuracy and Timeliness of Required Reporting

Condition

In TXxDOT’s Annual Financial Report (AFR), the Schedule of Expenditures of Federal Awards did
not include all expenditures for the Fleet Operations Division (FOD) federal grant awards. All
awarded grants were not set up in the Enterprise Resource Planning System (ERP) to ensure
federal matching expenditures are reported.

Additionally, federal and state grant quarterly and annual reporting was not submitted timely
per the prescribed grant deadlines.

Effect/Potential Impact

Grant expenditures for vehicle purchases not coded to the Environmental Protection Agency
(EPA) Diesel Emissions Reduction Act (DERA) grants resulted in $0.8M in federal matching
funds underreported in the fiscal year 2020 AFR under the Schedule of Expenditures of Federal
Awards.

The loss of future grant awards may result from the current or future non-compliance with
reporting requirements for EPA DERA grants. In addition, Texas Commission on Environmental
Quality (TCEQ) could request grant funds be paid back if the required annual reporting for the
Texas Natural Gas Vehicle Grant Program (TNGVGP) grants is not completed.

Criteria
The Financial Management Policy Manual, Chapter 1, Section 1 states that the manager of each
project is the primary person responsible for ensuring that its cost records are correct.

Government Code § 2101.0115 requires state agencies to submit an annual financial report
and sets forth what must be included in that report.

The Code of Federal Regulations Title 2 Chapter 2 Part 200 §200.501 and §200.508 require a
non-federal entity that expends $750K or more in Federal awards during a fiscal year to be
audited and prepare appropriate financial statements, including the Schedule of Expenditures
of Federal Awards in accordance with Code of Federal Regulations (CFR) §200.510.

The EPA DERA grant agreements require quarterly reporting of grant activity and a final grant
report 90 days from the grant end date.

The TCEQ TNGVGP grant contract notes that as a condition of receiving grant funds, the grant
recipient is to monitor the use of grant equipment for the activity life specified in the scope of
work, and reports are required to be submitted annually on the date provided by TCEQ. Failure
to monitor or submit reports with false, incorrect, or incomplete information can result in the
return of the reimbursement grant funds.

Cause

FOD’s internal policies and operating procedures have not been established for the accounting
of grant activities, reporting for grant activities during and after the grant project period, and
monitoring of grant activities to ensure required accounting and reporting was performed. FOD
did not communicate with the Financial Management Division (FIN) to establish the grant
project codes within the Enterprise Resource Planning System when grants were awarded.
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Evidence

TxDOT Financial Reporting
A review of 34 replacement vehicles purchased for the 2018 EPA state and competitive grants
was performed to verify purchases were recorded to the correct grant project code and
accurately represented in TxDOT’s annual financial reporting of federal expenditures.
= 32 of 34 (94%) replacement vehicles purchased were not charged to the correct grant
project code resulting in EPA DERA grants being inaccurately reported in the AFR
Schedule of Expenditures of Federal Awards.
- 31 vehicle purchases ($3.1M) were coded to the FOD’s equipment expenditure
project code instead of the applicable EPA DERA grant project codes.
- 1 vehicle purchase ($0.2M) was charged to the incorrect grant project code (i.e.,
charged to the competitive grant instead of the state grant).

ERP Project Codes

A review of 2018 - 2020 EPA and TCEQ awarded grants was performed to verify that project

codes for each individual grant was established in ERP to capture and code grant expenditures.
= 5 of 7 (71%) awarded grants did not have project codes established in ERP.

Timely Reporting
A review of quarterly reporting for the EPA DERA state and competitive grants was performed to
verify timely submittal (i.e., within 30 days of the end of the quarter) to EPA.
= 16 of 16 (100%) EPA DERA state grant quarterly reports were submitted to EPA all at one
time but after the reporting deadline ranging from 27 to 843 days late.
= 4 0of 10 (40%) EPA DERA competitive grant quarterly report submissions to EPA could not
be verified as no documentation was provided.
= 3 0of 10 (30%) EPA DERA competitive grant quarterly reports were submitted to EPA after
the reporting deadline ranging from 91 to 275 days late.

A review of the annual reporting for the 2018 TCEQ TNGVGP grant was performed to verify timely
submittal (i.e., within 30 days of calendar year end) to TCEQ.
= 1 of 2 (50%) TCEQ TNGVGP annual reports were submitted after the reporting deadline
and was 174 days past due.

Management Action Plan (MAP):

MAP Owner: Bob White, Fleet Services Manager, Fleet Operations Division

MAP 3.1: The Fleet Operations Division (FOD) will submit to the Financial Management Division
(FIN) an adjustment to update the total amount reported as federal match expenditures for the
2018 Environmental Protection Agency (EPA) Diesel Emissions Reduction Act (DERA) EPA DERA
Competitive and State grants.

FOD will coordinate with FIN the creation of additional grant project codes to capture federal
matching expenditures for the additional EPA DERA grants (State 2019 - 2021 and Competitive
2021).

Completion Date: December 15, 2021
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Summary Results Based on Enterprise Risk Management Framework

Audit Results Dashboard
Fleet Operations Division Grant Management

Scope Areas Evaluated

Business Objectives (Reporting, Operational. Compliance) 0.C R.0.C

ERM Component Control Activities Grant Application Process Grant Management and Monitoring

Organizational Tone 1 1.2, 3

Business Objective/Goal-Setting

Control

. Resource Capacity
Environment

Forecasting/Budget 1

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis

Risk / 1t

Risk Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance

Approvals/Authorizations

Control Activities Supporting Evidence/Records Retention

Segregation of Duties/System Access

Safeguarding Assets/Security

Information Classification

Information Input

Information & _ )
- Information Processing
Communication

Information Output

Internal and External Reporting

Exception Reporting Review

Reconciliations

Monitoring Root-Cause Analysis

Evaluations/Inspections

Management Action Plans

Scope Area Assessment

. - Needs
Rating Assessment Grid Exemplary Satisfactory Unsatisfactory
Improvement

Closing Comments

The results of this audit were discussed with to the Fleet Operations Division (FOD) Director on
August 12, 2021. The Internal Audit Division appreciates the cooperation and assistance
received from the FOD staff during this audit.
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