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Federal Grant Management — Notification and Tracking TxDOT Internal Audit Division

Executive Summary

Objective

To evaluate TxDOT'’s preparedness for the increase in volume for federal discretionary grant
opportunities and monitoring for the status of these grants through completion.

Overall Engagement Assessment

Priority 1 Priority 2  Priority 3  Priority 4

Control mechanisms are adequately designed and operating effectively and efficiently.

Summary Results
Management concurs with the below finding and prepared management action plans to address
deficiencies.

Finding 1: Federal Grant Program Opportunities
Control Operatin S Government Affairs Division - Federal Affairs N
Design X | Effectivoness| X | DVsion | gortll (GOV-FED) el N°
Variation within operational procedures exists for 1) how districts and divisions (D/Ds) determine which grant
opportunities to pursue/not pursue, 2) documentation retained for business decisions, and 3) follow-up with
the grant federal agency to determine the reason a grant was not awarded to TxDOT.
=  For the 23 Notice of Funding Opportunities (NOFOs) that TXDOT met the grant criteria for between
January 2022 and December 2023 (i.e., had an eligible project or program):
- Five NOFOs did not have any documentation retained to support the reason (i.e., business decision
made) why the federal funding opportunity was not pursued.
=  For the 22 grant applications for 16 NOFOs that were submitted by TxDOT between April 2022 and
October 2023:
- Six grant applications did not have documentation retained to support approval by the Deputy
Executive Director - Planning & Administration prior to application submission.
- Three grant applications that were not awarded to TxDOT did not have any follow-up performed with
the granting federal agency to better understand the decision to help with future submissions.

(Impact): Until a more sustained and standardized grant process exists, 1) additional federal funding
opportunities for transportation projects could be missed and hinder TxDOT’s ability to utilize state funds in
other areas of need, and/or 2) information to support business decisions may not be available if requested
or to learn from for future grant opportunities.

Audit testing completed not resulting in management action plans.

Scope Area 1: Grant Identification and Communication

= Communication of federal discretionary grant opportunities between January 2022 and December
2023 was performed by GOV-FED to all District Engineers and Division Directors through project calls
and monthly federal discretionary grant updates.

Scope Area 2: Grant Selection and Tracking

= 22 0of 22 (100%) grants applied for had timely communication of the grant opportunity and grant
application submission (i.e., grant application deadline was not missed).
= Areview of six grants awarded with expenditures in fiscal year 2023 determined all grants:
- were accurately reported within the Annual Comprehensive Financial Report - Schedule of
Expenditures of Federal Awards.
- had the correct federal discretionary grant funding setup within the enterprise resource
management system (ERP).
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Control Environment

GOV-FED was established as the coordinating office for federal discretionary grants at TxDOT as of
August 2018. GOV-FED is responsible for notifying D/Ds of available grant opportunities, coordinating
with consultants procured to assist with uniform grant narratives and the benefit cost analysis, and
submitting grant applications for most D/Ds on behalf of TxDOT.

D/Ds are notified of grant opportunities and application deadlines through project calls and a monthly
email communication sent by GOV-FED. D/Ds have the discretion to pursue/not pursue the grant
opportunity being offered. GOV-FED has developed a listing of projects (i.e., project pipeline) to help
D/Ds identify projects that could best meet the grant criteria outlined in the NOFOs. The D/Ds
coordinate with GOV-FED on grant project selection, application development, and approval.

A Federal Discretionary Grant Work Group was established in June 2023 to assist with the
standardization across the agency to include developing a governance structure, standard operating
procedures for the grant notification, application, and agreement execution processes.

The Financial Management Division (FIN) - Letting and Federal Funding section verifies the correct
funding structure is setup in ERP for federal discretionary grants awarded. FIN - Financial Reporting
section ensures expenditures for federal discretionary grants are reported within the Annual
Comprehensive Financial Report - Schedule of Expenditures of Federal Awards.

Background

The Infrastructure Investment and Jobs Act (IlJA) was signed into law on November 15, 2021,
authorizing $351 billion for transportation and infrastructure highway programs to be distributed
through formula and discretionary grants by the applicable federal agency (i.e., Federal Highway
Administration, Federal Rail Administration, Federal Transit Administration, etc.).

A discretionary grant is a grant awarded by a federal agency through a competitive process based on
merit and eligibility. NOFOs are released by the federal agency administering the grant program to
communicate requirements, available funding, and entities eligible to apply.

Under the IlJA, the United States Department of Transportation (USDOT) has authorized a total of 74
discretionary grant programs to fund a variety of transportation projects and activities (i.e., Bridge
Investment Program, Local and Regjional Projects Assistance, and National Infrastructure Project
Assistance, etc.).

TxDOT has a federal grant program goal to bring federal dollars to Texas to support critical
transportation projects. Of the 74 USDOT competitive grant programs, 30 were open to state
government agencies and available for TxDOT application. These grant programs support investments
in infrastructure, including roads, bridges, mass transit, water infrastructure, and resilience (i.e.,
projects with ability to anticipate, prepare, or adapt to disruptive events such as natural disasters).

As of January 31, 2024, a total of eight IIJA authorized federal discretionary grants totaling $87M
have been awarded to TxDOT. The number of federal grant applications submitted by TxDOT has
steadily increased since calendar year 2019 (see Graph 1).
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Graph 1

Number of Federal Discretionary Grant Applications
(by calendar year)
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Source: Federal discretionary grant application and award information provided by GOV-FED
*Note: Seven applications submitted in 2023 were pending award decision as of January 31, 2024.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from December 1, 2023 to February 23, 2024. Testing
focused on 1) Notice of Funding Opportunities (NOFOs) released for Infrastructure Investment and

Jobs Act (IIJA) federal discretionary grant programs, 2) grant applications submitted since the passage

of [IJA (November 2021), and 3) grant expenses required to be reported within TxDOT’'s Annual
Comprehensive Financial Report (ACFR).

Scope Area 1: Grant Identification and Communication

Evaluated the methodology used to identify and communicate federal discretionary grant opportunities to
TxDOT districts and divisions (D/Ds).

Reviewed TxDOT Strategic Plan pertaining to use of funds to cover transportation projects.

Conducted interviews with key division and district personnel responsible for the identification and
communication of federal discretionary grant opportunities.

Evaluated the methodology used by Government Affairs Division - Federal Affairs Section (GOV-FED) to
identify and select federal discretionary grant opportunities to be communicated to the D/Ds.

Reviewed the 74 United States Department of Transportation (USDOT) IIJA discretionary grant programs
to determine the total number of grant programs and NOFOs applicable to TxDOT.

Determined if all 23 NOFOs from the 30 TxDOT eligible grant programs were communicated to the D/Ds
or if documentation was retained to support reason(s) NOFOs were not communicated to the D/Ds.

Scope Area 2: Grant Selection and Tracking

Evaluated the methodology used to select and track federal discretionary grants and then verified the
accuracy of federal discretionary grants reported within TxDOT’s ACFR.

Reviewed federal laws/regulations pertaining to the reporting of federal discretionary grant

expenditures.

Conducted interviews with key division and district personnel responsible for the selection and tracking

of grant opportunities to include:

- GOV: State Federal Relations Representative and Federal Affairs Section Director

- Financial Management Division (FIN): Accounting Section Director, Federal Billing & Project Funding
Manager, and Transportation Financial Analyst

- Public Transportation Division: Director, Program Services Section Director, and Statewide Plan and
Program Development Section Director.

- Districts: Transportation Planning & Development Directors and Transportation Engineers.

Assessed the reliability of the federal discretionary application tracking sheet data by comparing reports

provided by GOV-FED and FIN and determined data was sufficiently reliable for the purposes of

identifying grants pursued and awarded.

Evaluated the methodology used by D/Ds to select federal discretionary grant opportunities to apply for.

Determined if all 23 NOFOs from the 30 TxDOT eligible grant programs were pursued by TxDOT and, if

not pursued, if documentation was retained to support the reason the NOFOs were not pursued.

Determined if all 22 federal discretionary grant applications had documentation retained of approval

from TxDOT Administration.

Evaluated the timing between the communication of the grant opportunity by GOV-FED and execution of

grant agreement.

Verified the total population of TxDOT’s awarded federal discretionary grants and determined if all

awarded grants were included within GOV-FED and FIN tracking sheets.

Compared the executed grant agreement and Federal Project Authorization and Agreement form to the

project setup within the enterprise resource planning system to verify accurate funding structure set up.

Verified federal discretionary grant expenditures were reported accurately within the fiscal year 2023

ACFR - Schedule of Expenditures of Federal Awards.
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| Detailed Audit Finding and Management Action Plans (MAPs) |

Finding No. 1: Federal Grant Program Opportunities

Condition

Variation within operational procedures exists for 1) how the districts and divisions (D/Ds) determine
which grant opportunities to pursue/not pursue, 2) documentation retained for business decisions,
and 3) follow-up performed with the grant federal agency to determine the reason a grant was not
awarded to TxDOT.

Effect/Potential Impact

Until a more sustained and standardized grant process exists, 1) additional federal funding
opportunities for transportation projects could be missed and hinder TxDOT’s ability to utilize state
funds in other areas of need, and/or 2) information to support business decisions may not be
available if requested or to learn from for future grant opportunities.

Criteria
TxDOT’s 2023-2027 Strategic Plan outlines the strategic goals for the agency which include using
state resources in an efficient manner (foster stewardship).

The federal grants webpage on txdot.gov states that the goal of TXDOT’s federal grant program is to
bring federal dollars to Texas to support critical transportation projects throughout the state.

Cause

A federal discretionary grant strategic goal has not been established by TxDOT to communicate
expectations for the types of grant programs to be pursued and methodology to use when selecting
projects/programs. Additionally, policies/procedures have not been fully established to communicate
roles and responsibilities for Government Affairs Division - Federal Affairs Section (GOV-FED) and
D/Ds, as well as documentation to be retained to support approvals and business decisions made for
grant opportunities pursued/not pursued and project/program selection.

Evidence
Grant Selection Methodology
Interviews to determine the methodology used to select grant opportunities to pursue/not pursue
were conducted with a judgmental selection of 13 districts and one division.
= Based on interviews conducted, there are funding and resource variations in the approach taken
by the D/Ds when considering the grant opportunities provided by GOV-FED.
Funding
- Eight D/Ds stated grant opportunities are pursued regardless of existing project/program
funding (i.e., fully funded through the Unified Transportation Program or has a funding
gap).
- Four D/Ds stated grant opportunities are pursued only when there is a funding gap to be
covered.
- Two D/Ds stated grant opportunities are pursued only for projects that are fully funded.

Resources

- Eight D/Ds stated grant opportunities are not pursued due to resources needed to provide
information needed by the consultant to complete the business cost analysis and grant
application.

— One division stated grant opportunities are not pursued due to resources needed to
manage the grant, if awarded.
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Grant Opportunities Not Pursued

Of the 23 Notice of Funding Opportunities (NOFOs) released by federal agencies that TxDOT met the

criteria for between January 2022 and December 2023 (e.g., had an eligible project or program),

seven were not pursued by the D/Ds. A review to determine the reason the NOFOs were not pursued

was performed.

= Five NOFOs did not have any documentation retained to support the reason (i.e., business
decision made) why the federal funding opportunity was not pursued.

Grant Application Approval

For the 22 applicants submitted for 16 NOFOs pursued between April 2022 and October 2023, a

review to verify if approval from the Deputy Executive Director - Planning & Administration (DED) was

obtained prior to grant application was performed.

= Six grant applications did not have documentation retained to support required DED approval
prior to application submission.

Follow-Up For Grants Not Awarded

For the eight applications submitted but not awarded to TxDOT between April 2022 and October

2023, a review was performed to see if any follow-up was conducted with the federal agency to

determine the reason TxDOT was not awarded the grant.

= There was variation in the follow-up performed with the federal agency for five grants (i.e., e-mail
inquiry, meeting with federal agency).

= No follow-up was performed for three grants to determine the reason TxDOT was not awarded the
federal funding to better understand the decision to help with future submissions.

Management Action Plans (MAPS):

MAP 1.1 | Completion Date: August 15, 2024 | Division: | Yes | District: | No
The Government Affairs Division Federal Affairs Section (GOV-FED) team will develop a governance document
to address the following items:
=  GOV-FED’s role in coordinating federal discretionary grant applications.
=  GOV-FED’s coordination with districts on supporting local government grant applications.
=  Process for developing and executing grant agreement with the U.S. Department of Transportation.

Financial Management Division (FIN) role in processing invoices related to federal grants.
FIN and district/division coordination on performance reporting requirements for federal grants.
MAP Owner: | Robin Ayers, State Federal Relations Representative, Government Affairs Division

MAP 1.2 | Completion Date: September 15, 2024 | Division: | Yes | District: | No
Government Affairs Division Federal Affairs Section (GOV-FED) will bring back together the Federal
Discretionary Grant Enterprise Working Group to develop a strategic plan for how TxDOT will decide what
federal grants to pursue. The plan will include:
= What grants TxDOT should consider applying for.
=  What grants TxDOT should not apply for.
= Timing of when TxDOT applies for specific grants.

How TxDOT can support local governments in their applications.
Determining if a multi-year plan of projects to submit needs to be developed.
MAP Owner: | Robin Ayers, State Federal Relations Representative, Government Affairs Division
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| Summary Results Based on Enterprise Risk Management Framework |

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.

Audit Results Dashboard
Federal Grant Management - Notification and Tracking

Scope Areas Evaluated
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| Closing Comments |

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TxDOT. The report presents the results of the Federal Grant Management -
Notification and Tracking audit which was conducted as part of the Fiscal Year (FY) 2024 Audit Plan.

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 results of this audit were discussed with the Government Affairs Division Director and the division
directors and district engineers contacted during the engagement on June 7, 2024.The Internal Audit
Division appreciates the cooperation and assistance received from the personnel contacted during
this audit.
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