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Objective and Scope

To determine whether the Laredo & Webb County Area Metropolitan Planning Organization
(MPO) has implemented necessary financial controls to ensure appropriate grant and loan
funding management and to determine whether payments to the MPO are supported by
sufficient documentation and are allowable per applicable agreements.

The scope of this audit included the MPO’s and the City of Laredo’s (City) operations,
including goods and services procured, and requests for reimbursement submitted to TxDOT
between October 1, 2019, and September 30, 2021.

Overall Conclusion

The MPO and the City, as fiscal agent, have implemented financial controls to ensure grant
and loan funds are managed in accordance with applicable funding agreements. However,
as the MPO completes the final stages of its restructuring, certain processes, procedures,
and internal controls should be strengthened.

All ten purchases tested were approved, competitively bid, and appropriately advertised;
however, the purchases made did not comply with federal regulations regarding vendor
suspension and debarment checks. Due to a lack of clearly defined purchasing roles and
procedures related to the MPO, one solicitation did not include required weighted evaluation
criteria and three contracts were executed prior to purchase order approval. In addition,
procurement procedures and contracts did not include certain 2 Code of Federal
Regulations (CFR) 200 requirements.

Payments made to the MPO were supported by sufficient documentation and were allowable
per applicable agreements. The five requests for reimbursement (RFR) tested were not
timely and the MPO does not have written procedures for preparing and reviewing RFRs.

Additionally, the MPO'’s internal control system should be strengthened by performing an
entity-wide risk assessment and ensuring written procedures contain sufficient detail to
guide processes.

The MPQO's Management responses and action plans are included in Appendix Il beginning
on page 8 of this report.

Background

In July 1979, the Governor of Texas designated the Laredo MPO, together with the State, to
be responsible to carry out metropolitan transportation planning and programming in the
Laredo urbanized area. This includes developing a multi-modal transportation planning
process to ensure transportation planning is successfully coordinated and integrated into
the State Planning Region. The Laredo MPO was renamed the Laredo & Webb County Area
Metropolitan Planning Organization in 2020. The MPO hired an interim Executive Director in
May 2021 and is in the process of separating from the City’s Planning Department with the

assistance of the Texas Transportation Institute.
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The MPO is comprised of a Policy Committee, which consists of state and local elected
officials and transportation agency officials, a Technical Committee, and an Active
Transportation Committee. The MPO is responsible for developing a Unified Planning Work
Program (UPWP) to describe how it will use planning funds, a Transportation Improvement
Plan, and a Metropolitan Transportation Plan.

TxDOT distributes planning funds to the MPO on a reimbursement basis. The MPO submitted
RFRs totaling $409,332.20 and $417,397.08 for costs incurred during fiscal years 2020
and 2021 respectively.

Results

Procurement Process

As the MPOQ'’s fiscal agent, the City complied with most federal and state requirements when
it assisted the MPO in procuring goods and services. Purchases were approved, competitive,
and appropriately advertised, including to Historically Underutilized Businesses. However,
the City did not ensure adherence to Federal requirements or its procurement procedures
when determining vendor eligibility and developing a solicitation. In addition, the MPO
executed three contracts before obtaining purchase order approval.

e The City did not follow its procedures to perform suspension and debarment checks
on vendors seeking to do business with the MPO. 2 CFR 180 restricts awards,
subawards, and contracts with parties that are suspended or debarred from
participation in Federal assistance programs and requires entities to check the
Governmentwide System for Award Management Exclusions to determine whether a
vendor is excluded.

¢ One solicitation tested did not contain weighted evaluation criteria as required by 2
CFR 200.320, Local Gov't Code 252.042, and the City’s purchasing procedures. The
request for proposal (RFP) was developed by the MPO without input from the City’s
Purchasing department. Although weights were not listed in the solicitation, they
were used when evaluating the proposals. If the Purchasing department is not
involved in all purchasing activities, purchases may not be made in accordance with
the City’s procurement procedures or Federal and State requirements.

e The MPO executed three contracts, including the RFP mentioned above, prior to
obtaining purchase order approval. Although not addressed in the City’s Professional
Services procurement procedures, the Purchasing department instructed the MPO to
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execute contracts before submitting a purchase requisition for approval. However,
the MPO did obtain Policy Committee approval for all three contracts tested, as well
as City Council approval for a contract over $50,000.

Recommendation: The MPO must work with the City to:
e Develop and implement a process to check and maintain documentation of vendors’
suspension and debarment status before making purchases from those vendors.
e Ensure the City’s Purchasing procedures adequately describe purchasing processes
and those procedures are communicated and followed.

Requirements for Procurement Procedures and Contracts

The City, as fiscal agent to the MPO, did not comply with all 2 CFR 200 requirements when
writing its procurement procedures. The City’s procurement procedures do not address
avoiding duplicative purchases or excluding contractors who developed selection criteria
from competing for those contracts, as required by 2 CFR 200.318(d) and 200.319(b)
respectively. By not including all Federal requirements in procedures, purchases using
Federal and State funds may not provide full and open competition.

The MPO and the City ensured contracts included the applicable requirements from 2 CFR
200 Appendix Il, with the exception of the Byrd Anti-Lobbying Amendment requirement. By
not including these requirements in contracts where Federal funds are being spent, the
contractor may not be aware of and/or abide by those requirements.

Recommendation: The MPO must work with the City to:
e Ensure purchasing procedures include all 2 CFR 200 requirements.
e Ensure all Federal contract requirements are included in contracts where Federal
funds will be expended.

Requests for Reimbursement Timeliness and Support

The expenditures the MPO submitted to TxDOT were supported by sufficient documentation
and were allowable per 2 CFR 200 and the UPWP. For all five RFRs tested, all costs were
incurred during the grant period of performance and were substantially approved.

The MPO’s agreement with TxDOT requires RFRs to be submitted no less often than monthly
as expenses occur, however, the MPO did not submit RFRs to TxDOT timely. During fiscal
years 2020 and 2021, the MPO did not prepare RFRs monthly, resulting in multiple requests
being submitted to TxDOT on the same date six times. On four occasions, more than two
requests were submitted simultaneously. By not submitting RFRs on a regular, timely
schedule, TxDOT cannot effectively monitor how the MPO is using grant funds.
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Additionally, the MPO could not provide evidence of approval for eight of the former MPO
Director’s timesheets because the City’s timekeeping system does not maintain approvals
for terminated employees. When supporting documentation is not retained for at least three
years in accordance with 2 CFR 200.334, the MPO cannot show that expenditures were
incurred, approved, and allowable under the grant agreement.

Recommendation: The MPO must:
e Submit RFRs at least monthly as required by the Agreement with TxDOT.
e Retain RFRs and all supporting documentation for at least three years as required by
2 CFR 200.334.

Internal Control System

The Committee of Sponsoring Organizations of the Treadway Commission’s (COSO) Internal
Control - Integrated Framework, consists of five integrated components: control
environment, risk assessment, control activities, information and communication, and
monitoring activities.

The MPO/City established a strong control environment by developing ethics policies as well
as policies and procedures for accounting, purchasing, credit card use, accounts payable
and travel. This information is communicated through their websites. Control and monitoring
activities include review and approval of purchase orders, expenditures, employee
timesheets and requests for reimbursement submitted to TxDOT. In addition, the City has
annual Single audits performed by an external party.

Although the MPO/City have implemented internal controls that address four of the five
COSO components, their internal control system could be strengthened.

e The MPO is working with the Texas Transportation Institute (TTI) as it transitions to an
entity separate from the City. While the MPO’s bylaws have been amended to
establish an independent executive director to lead the MPO, an agreement outlining
the services provided by the City to the MPO is still being developed. The City’s
Purchasing department has not received a clear directive on its responsibilities
regarding purchases for the MPO. If the City’s Purchasing Department’s role is not
specifically defined in relation to the MPO, there is a risk that purchases of goods and
services made for the MPO may not consistently comply with Federal and State
requirements.

e The MPO does not have written procedures for completing, reviewing, and approving
timesheets or for RFR preparation and review. In addition, the policies and
procedures for the accounting function lack specificity to adequately guide
accounting processes. Without documented procedures to describe processes
completely, tasks may not be performed consistently, and reviews may not be
sufficient.
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e The MPO and the City have not implemented a process to perform an assessment of
risks to the entities. According to the Standards for Internal Control in the Federal
Government, management identifies risks throughout the entity so it can analyze
those risks related to achieving the entity’s defined objectives. By not conducting an
entity-wide risk assessment, management may not be aware of high-risk areas
and/or opportunities for growth which could negatively impact the MPO.

Recommendation: The MPO must work with the City to:

e Develop an Agreement to clearly outline roles and responsibilities of the MPO and
the City.

e Develop and implement procedures for timesheet and RFR preparation, review, and
approval.

e Revise accounting policies and procedures to include sufficient detail to guide
accounting processes.

e Develop and implement a process for conducting an entity-wide risk assessment.
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Appendix |

Project Information

This audit was conducted for the Transportation Planning & Programming Division (TPP), the
Laredo District (LRD), TXDOT Administration, and the Chief Audit and Compliance Officer. The
audit was included in the fiscal year 2022 Compliance division work plan and performed by
Michael Boehme (Engagement Lead), Christina Ljuca, and Scott Willis. Engagement
fieldwork was conducted from January 2022 to April 2022.

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 believe the evidence obtained provides a
reasonable basis for our findings and conclusions on our audit objectives.

Methodology

¢ Gained an understanding of the MPQ’s and the City’s (as the MPQ'’s fiscal agent)
operating and control structure.

e Interviewed key MPO personnel.

e Interviewed key City personnel in the Finance and Purchasing departments.

e Reviewed the City’s financial system.

e Reviewed the MPQO’s Planning Agreement and UPWP.

e Reviewed the City’s Accounting Policy, Accounts Payable Procedures, Credit Card
Policy, Purchasing Policy and Procedures, and Travel Policy.

e Tested MPO contracts for compliance with applicable requirements.

e Tested MPO expenditures for sufficient documentation, allowability, and approval.

e Recalculated MPO salary and fringe benefits for accuracy.

e Reviewed a sample of MPO procurements for compliance with applicable
requirements.

Criteria
e Uniform Grant Guidance - 2 CFR, Part 200 - Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards
e Standards for Internal Control in the Federal Government (Green Book)
e (COSO Internal Control - Integrated Framework
e Funding agreements and amendments between TxDOT and the MPO
e Local Government Projects Policy Manual
¢ MPO/City Policies and Procedures
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Appendix |l

\ LAREDO & WEBB COUNTY

AREA MIETROPOLITAN PLANNING ORGANIZATION

May 2, 2022

Cheryl Durkop, CIA, CFE
External Audit and Advisory Services Section Director

TxDOT Compliance Division

Re: Management Responses to TXDOT Compliance Division’s Audit of the Laredo Webb
County Area MPO Draft Report.

Dear Ms. Durkop:

The Laredo Webb County Area Metropolitan Planning Organization received the audit draft
report on April 22, 2022. | have reviewed the audit draft report and agree with its contents. |
understand the scope of the audit included the MPQO’s and the City of Laredo’s (fiscal agent)
operations, including goods and services procured, and requests for reimbursement submitted
to TxDOT between October 1, 2019, and September 30, 2021.

I am pleased that the overall conclusion of the audit found that the MPO and the City of Laredo,
as fiscal agent, have implemented financial controls to ensure grant and loan funds are
managed in accordance with applicable funding agreements. However, we recognize that the
audit draft report also includes recommendations to help strengthen our processes, procedures

and internal controls, especially as the MPO finalizes its restructuring.

Our responses to the recommendations are attached to this letter. Please contact me should
you have any questions or need any further clarification regarding the management responses.

Sincerely,

L houk

Juan S. Mendive
Interim MPO Director

1413 Houston St. Laredo, TX 78040  Tel.956.794.1613 Web: www.laredompo.org
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Procurement Process
Recommendation: The MPO must work with the City to:

e Develop and implement a process to check and maintain documentation of vendors’ suspension
and debarment status before making purchases from those vendors.

e Ensure the City’s Purchasing procedures adequately describe purchasing processes and those
procedures are communicated and followed.

Response: MPO management agrees with TxDOT’s recommendations and will work with the City
Purchasing Division to strengthen the process when procuring goods and services. The City’s purchasing
division has already made the necessary changes to implement these recommendations.

Corrective Action Plan: The Purchasing Division of the City of Laredo has already added debarment and
suspension requirements to the attributes on the Cit-E-Bid system to ensure debarment and suspension
checks are performed. The Purchasing Division confirmed that debarment and suspension checks will be
performed on vendors seeking to do business with the MPO in compliance with 2 CFR 180. Additionally,
the Interim MPO Director and Purchasing Agent have agreed to collaborate and strengthen
communication to improve the procurement process. Specific roles and responsibilities of the City’s
Purchasing Division and the MPO as it relates to the procurement process will be clearly outlined in the
final MOU between the City of Laredo and the MPO.

Implementation Date: 5/2/22

Responsible Person: Juan S. Mendive, Interim MPO Director and Miguel A. Pescador, Purchasing Agent.
Requirements for Procurement Procedures and Contracts

Recommendation: The MPO must work with the City to:

e Ensure purchasing procedures include all 2 CFR 200 requirements
e Ensure all Federal contract requirements are included in the contracts where Federal funds will
be expended

1413 Houston St. Laredo, TX 78040  Tel. 956.794.1613  Web: www.laredompo.org
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Response: MPO management agrees with TxDOT’s recommendations and will work with the City
Purchasing Division to ensure purchasing procedures include all 2 CFR 200 requirements. The City’s
purchasing department has already made the necessary changes to implement all 2 CFR 200
requirements by adding them as attributes on the Cit-E-Bid system. While the MPO and the City ensured
contracts included the applicable requirements from 2 CFR 200 Appendix Il, MPO management is aware
that the Byrd Anti-Lobbying amendment requirement was missing on previous contracts. MPO
management will ensure that all applicable requirements, including the Byrd Anti- Lobbying amendment
will be added to future contracts where Federal funds will be expended.

Corrective Action Plan: The City’s Purchasing Division has added the 2 CFR 200 requirements to the
attributes on the Cit-E-Bid system. These include the Byrd Anti Lobbying Amendment, debarment and
suspension checks, avoiding duplicative purchases, and excluding contractors who developed selection
criteria from competing for those contracts.

The MPO will create a checklist outlining all federal contract requirements to ensure these are included
in all contracts where federal funds will be expended. In addition, a contract template including all
federal requirements will be developed. The Interim MPO Director will carefully review all contracts and
ensure federal requirements are included prior to execution. Additionally, the MPO will seek training
opportunities related to federal requirements for purchasing procedures and contracts for MPO and City
staff involved with the procurement process.

Implementation Date: 5/16/22

Responsible Person: Juan S. Mendive, Interim MPO Director and Miguel A. Pescador, Purchasing Agent.
Requests for Reimbursement (RFR) Timeliness and Support

Recommendation: The MPO must:

e Submit Request for Reimbursement (RFR) at least monthly as required by the Agreement with
TxDOT

e Retain RFRs and all supporting documentation for at least three years as required by 2 CFR
200.334

1413 Houston St. Laredo, TX 78040  Tel. 956.794.1613  Web: www.laredompo.org
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Response: MPO management agrees with TxDOT’s recommendations and will submit RFRs at least
monthly as required by the Planning Agreement between the MPO, City of Laredo, and TxDOT. MPO
management has improved its communication with the City’s accountant that manages the MPOs
accounts and has established a good working relationship with said accountant. Additionally, the City’s
accountant has developed new grant accounting procedures specific to the MPO, which include a
detailed RFR process. MPO management will also ensure that all RFRs and supporting documentation
will be retained for at least three years as required by 2 CFR 200.334.

Corrective Action Plan: The City’s accountant responsible for the MPO accounts has developed written
accounting procedures effective as of May 2, 2022. The written procedures detail the process for
requisition and issuance of purchase orders, payment of invoice/purchase orders, adjusting of journal
entries, and RFRs.

When reviewing the RFR packet and preparing the Recapitulation of Costs worksheet, MPO staff will
print out all supporting documentation for RFRs and save it in a physical file. A single digital copy with
the worksheet and supporting documentation will also be saved on the MPO’s shared drive. The
supporting documentation will include a copy of all timesheet approvals. The RFRs and all supporting
documentation will be maintained for at least three years.

Implementation Date: 5/2/22

Responsible Person: Juan S. Mendive, Interim MPO Director and Adriana R. Delgado, Accounting
Supervisor

Internal Control System
Recommendation: The MPO must work with the City to:

e Develop an Agreement to clearly outline roles and responsibilities of the MPO and the City

e Develop and implement procedures for timesheet and RFR preparation, review, and approval

e Revise accounting policies and procedures to include sufficient detail to guide accounting
processes

e Develop and implement a process for conducting an entity-wide risk assessment.

1413 Houston St. Laredo, TX 78040  Tel. 956.794.1613  Web: www.laredompo.org
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Response: MPO management agrees with TxDOT’s recommendations. As stated in the draft report, the
MPO and the City have established a strong control environment. Nevertheless, we recognize that there
are opportunities to strengthen the internal control system. MPO management will continue to work
closely with the City to strengthen the internal control system. As the MPO finalizes its restructuring,
there is an opportunity to improve the internal control system as well as to clearly define the roles and
responsibilities of the MPO and the City through an MOU.

Corrective Action Plan: As part of the MPQ’s restructuring, an MOU between the MPO and the City as
the fiscal agent is being developed to clearly outline the roles and responsibilities of each party. As a
result of the recommendations in the draft audit report, specific responsibilities related to the
procurement and accounting process will be included in the MOU. MPO management will complete the
draft MOU in May 2022 and anticipates having an executed MOU by June 2022, but the timeline is
tentative depending on the time needed for both parties to review the final draft of the MOU as well as
proceed with any formal authorizations that are required. Both the MPO and the City personnel have
had numerous discussions through the ongoing MPO Process Review facilitated by Texas A&M
Transportation Institute. These discussions have helped frame the details to be included in the MOU.

Internally, the MPO will develop written procedures regarding timesheet approvals. Additionally, as part
of the written procedures, all time sheet approvals will be printed and kept in the respective monthly
RFR file.

The City’s accountant responsible for the MPO accounts has developed written accounting procedures
effective as of May 2, 2022. The written procedures detail the process for requisition and issuance of
purchase orders, payment of invoice/purchase orders, adjusting of journal entries, and RFRs.

As it relates to the recommendation of developing and implementing a process for conducting an entity-
wide risk assessment, MPO management will initiate discussions with the appropriate parties. As per City
of Laredo Ordinance No. 2020-0-097, “the Internal Auditor shall submit an annual audit plan to the City
Council for review, comment and approval through the Audit and Accountability Committee. The
Internal Auditor shall prepare an annual audit plan based on requests from the City Council, the Audit
and Accountability Committee and the City Manager and a risk assessment performed by the Internal

Audit Office. Audit selection shall be based on the Internal Auditor’s professional judgment augmented
by the direction of the City Council acting as a whole.”

1413 Houston St. Laredo, TX 78040  Tel. 956.794.1613  Web: www.laredompo.org
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Considering that internal audit process lies outside the purview of the MPO, this recommendation and
the draft report will be shared with the Internal Auditor and any other appropriate parties for their
consideration. The MPO will also explore the possibility of hiring a third party to perform a risk
assessment specific to the functions of the MPO.

Implementation Date:

e RFR procedures - 5/2/22

e Accounting policies and procedures 5/2/22

e Timesheet procedures - 5/16/22

e MOU target date 6/15/22 (dependent on review and formal authorizations of each party)
e Initiate discussions related to an entity-wide risk assessment — 5/2/22

Responsible Person: Juan S. Mendive, Interim MPO Director (all); Adriana R. Delgado, Accounting
Supervisor (accounting and RFR procedures).

1413 Houston St. Laredo, TX 78040  Tel. 956.794.1613  Web: www.laredompo.org
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