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Local Government Project Agreements TxDOT Internal Audit Division -— MAP Follow-Up

Objective

To assess the status of corrective actions for high-risk Management Action Plans (MAPs)
previously communicated in the Local Government Project Agreements audit report issued
February 2018.

Summary Results
Testing consisted of an evaluation of four MAPs to determine if corrective actions were
implemented as agreed.

MAP Status Comments
Corrective actions that were newly identified and further
1 New . . .
actions are necessary to properly address the remaining risks.
1 Open Corrective actions that require completion to address
P identified risks from the original audit report.
3 Closed Corrective actions have been completed.

Scope

The engagement was conducted during the period from June 10, 2019 to July 12, 2019.
The engagement focused on the 1) establishment of the Advanced Funding Agreement (AFA)
working group, 2) communication of alternative funding type expectations, 3) updates to
Special Approval Form and policies/procedures, and 4) account receivables root cause
analysis.

Methodology
The methodology used to complete the objectives of this engagement included:

e Interviewed key division personnel to include:

0 Transportation Programs Division (TPD): Local Government Projects Section
Director and Local Government Projects Coordinator.

0 Financial Management Division (FIN): Project Ledger and Federal Billing Manager
and Accounting Specialist.

0 Contract Services Division (CSD): Division Director and Contract Administration
Manager.

¢ Reviewed the presentation made to the Tactical Steering Committee for the creation of
the AFA work group to determine group participants and scope of work.

e Reviewed communication of AFA workgroup recommendations to necessary parties
and feedback provided by such parties.

e Evaluated information contained within the Non-Standard Funding Structure Special
Approval Routing and Approval Form used to make non-standard/specified percentage
funding structure approval decisions.

e Reviewed CSD policies and procedures including the Negotiated Contracts Policy and
Procedures Manuals and the Standard Operating Procedures for Processing Special
Approvals (SPAs).

e Reviewed communication of AFA proposed changes to the Administration, the
Commission, districts and divisions, and local governments.

e Reviewed list of projects identified with final project reconciliation not yet completed to
determine if root cause analysis was performed by FIN for each project.
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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 Local Government Project
Agreements Follow-Up engagement which was conducted as part of the Fiscal Year (FY)
2019 Audit Plan.

An AFA is a negotiated contract between TxDOT and a Local Government (LG) that defines
the scope of work to be performed, labor and material resources, and funding structures.
Funding structures within AFAs can be defined as standard/fixed price or non-
standard/specified percentage.

A standard/fixed price funding structure is one in which costs are allocated based on
applicable federal and/or state funding, and a fixed amount of LG funding. When the fixed
amount of LG spending is met, the state (using state or federal funds, as applicable) is
responsible for 100% of the remaining cost.

A non-standard/specified percentage funding structure is one in which costs are allocated
based on applicable percentages of federal, state, or LG funding. When federal and/or state
funding reaches the maximum obligated amount, the LG is responsible for 100% of the cost.

In September 2014, the Texas Administrative Code (TAC) was amended by the department
to set the standard funding structure for local government AFAs as fixed price and to require
special approval from the Executive Director prior to entering into an AFA with a non-
standard/specified percentage funding structure.

We conducted this follow-up engagement 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 engagement to obtain sufficient, appropriate evidence to provide a reasonable basis for
our conclusions based on our engagement objective. Recommendations to mitigate risks
identified were previously provided to management during the original engagement to assist
in the formulation of the management action plans referenced in this report. The Internal
Audit Division uses the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) Internal Control - Integrated Framework version 2013.
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Detailed MAP Follow-Up Status

MAP Status: New
Corrective actions that were newly identified and further actions are necessary to properly
address remaining risks.

Original Audit Finding No. 1: Utilization of Non-Standard/Specified Percentage Funding
Structures

MAP Owner: Kenneth Stewart, Director, Contract Services Division

FMAP 1.1: Contract Services Division (CSD) will monitor Advanced Funding Agreement (AFA)
funding structure activity for a six month period, from October 1, 2019 to March 31, 2020.
CSD will gather information on the AFA funding structure being utilized through review of
the Funding Structure Special Approval Forms (SPA) submitted with the AFA. CSD will
maintain a listing of AFAs, funding structure type, and whether the funding structure type
utilized differed from the funding structure type outlined within the Recommended Funding
Type Chart. CSD will communicate the results of this monitoring to the Local Government
Projects Section for evaluation.

Completion Date: April 15, 2020

MAP Status: Open

Corrective actions that require completion to address identified risks from the original audit
report.

Original Audit Finding No. 1: Utilization of Non-Standard/Specified Percentage Funding
Structures

MAP Owner: John C. Jameson, Local Government Projects Coordinator, Transportation
Programs Division

MAP 1.4: As a result of the feedback received in MAP 1.3, the Advance Funding Agreement
(AFA) working group will perform the following as necessary:

e Propose recommended Texas Administrative Code changes to the Commission for
approval.*

o Modify department manuals and guidance/procedures documents, as appropriate.

e Communicate new processes/procedures to the Administration, the Commission,
districts and divisions, and local governments.*

e Work with Contract Services, Districts, and the Deputy Executive Director to
determine what information should be changed, added to, or removed from the
funding structure special approval form or alternate approval method as defined in
the final recommendations.*

e Based on the results of the monitoring completed by the Contract Services Division in
FMAP 1.1, the Local Government Projects Section will determine if additional
refinement of the processes/procedures is required and make recommendations to
modify manuals and guidance/procedures documents, as appropriate.

*Items in italics were considered complete.

Original Completion Date: May 15, 2019
Revised Completion Date: May 15, 2020
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MAP Status: Closed
Corrective actions have been completed.

Original Audit Finding No. 1: Utilization of Non-Standard/Specified Percentage Funding

Structures
MAP Owner: David Millikan, Section Director, Local Government Projects

MAP 1.2: The Advance Funding Agreement working group will perform the following;:

e |dentify current expectations of the Administration and the Commission on
appropriate use of these alternative funding types.

o Determine the diversity of project types and project delivery methods that may be
utilized on projects which require the use of AFAs.

¢ Investigate the advantages and disadvantages to the department of using standard
or non-standard funding structures for the various project types and project delivery
methods.

e Develop recommended regulatory and/or procedural changes which, if implemented,
will result in the department utilizing the most advantageous funding structure for the
various project types and project delivery methods.

Original Completion Date: August 15, 2018
Actual Completion Date: September 25, 2018

MAP 1.3: The Advance Funding Agreement (AFA) working group will communicate
recommendations developed in MAP 1.2 to the necessary parties which may include
members of the Administration, the Commission, district and division representatives and
limited number of representatives of local government entities which have current AFAs
with the department, and receive feedback from these parties.

Original Completion Date: November 15, 2018
Actual Completion Date: December 18, 2018
MAP Owner: Maria Maldonado, Project Ledger and Federal Billing Manager, Financial

Management Division

MAP 1.7: For the projects identified with final project reconciliation not yet completed
and/or finalized as part of this engagement, the Financial Management Division will
research the root cause for delays within the reconciliation process.

Original Completion Date: June 15, 2018
Actual Completion Date: September 13, 2018

In addition to the above high-risk Management Action Plan (MAP), an assessment of low risk
MAPs (MAPs 1.1, 1.5 and 2.1) from the original audit report issued in February 2018 was
also conducted and found that corrective actions have been completed.

Closing Comments

The results of this MAP Follow-Up engagement were provided to the Contracts Services
Division (CSD) Director, Financial Management Division (FIN) Director, and Project Planning
and Development Director on August 5, 2019. The Internal Audit Division appreciates the
cooperation and assistance received from the CSD, FIN, and Local Government Projects
Section personnel during this engagement.
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