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Objective and Scope
To determine whether Lower Rio Grande Valley Development Council (LRGVDC) and Rio Grande Valley

Metropolitan Planning Organization (RGVMPO) have implemented necessary financial controls to ensure
appropriate TxDOT grant funding management and to determine whether payments to LRGVDC and RGVMPO
are supported by sufficient documentation and are allowable per applicable agreements.

The scope of this audit included LRGVDC and RGVMPO current operations, including goods and services
procured, and requests for reimbursement submitted to TxXDOT from October 2020 to November 2022.

Overall Conclusion

LRGVDC, as the fiscal agent, has implemented financial controls to ensure grants are managed in accordance
with applicable funding agreements. LRGVDC and RGVMPO costs submitted to TxDOT for reimbursement were
generally allowable, necessary, reasonable, properly incurred, and paid during the period of performance.
However, reimbursement costs submitted by RGVMPO did not always meet compliance requirements due to
deviations from established LRGVDC processes. Overlap in expenditures of two RGVMPO grants and an unmet
match percentage requirement for one RGVMPO grant resulted in $24,588.43 of questioned costs.

LRGVDC must implement additional procurement and subrecipient monitoring processes to ensure state and
federal compliance. LRGVDC'’s internal control system would be strengthened by performing an entity-wide risk

assessment and ensuring financial policies reflect current processes, at minimum.

LRGVDC’s Management responses and action plans are included in Appendix Il beginning on page 8 of this
report.

Background

In May 2019, the Governor of Texas approved the re-designation of Harlingen-San Benito, Brownsville, and
Hidalgo County MPOs into one consolidated MPO, the RGVMPO. RGVMPO relies on LRGVDC, as fiscal agent, for
administrative functions including procurement, financial management, human resources, approved indirect
cost rate, and single audit. LRGVDC reports to the LRGVDC Board of Directors while RGVMPO reports to the
RGVMPOQ'’s Transportation Policy Board (TPB) which consists of local elected officials.

TxDOT distributes funds to LRGVDC and RGVMPO on a reimbursement basis. LRGVDC receives Federal Transit
Administration (FTA) pass-through grants and state grants from TxDOT’s Public Transportation Division (PTN) to
fund regional rural and urban transit services projects. As the region’s MPO, RGVMPO receives Federal
Highway Administration (FHWA) pass-through grants from TxDOT’s Transportation Planning and Programming
Division (TPP) to plan and manage transportation planning projects within the MPO boundaries in cooperation
with other regional local entities. RGVMPO 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.
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For calendar years 2018 to 2022, LRGVDC and RGVMPO have received approximately $4.5M each year in
reimbursements from PTN and TPP with a slight year to year increase. RGVMPO also received a FY2022
National Highway Traffic Safety Administration (NHTSA) pass-through grant of $49,563 from TxDOT Traffic
Safety Division (TRF) to address bicycle safety within the region.

Results

Expenditures
Audit testing of 6 vouchers, totaling $2,018,384, demonstrated LRGVDC and RGVMPO costs submitted to PTN

and TPP for reimbursement were allowable, necessary, reasonable, properly incurred, and paid during the
period of performance. However, LRGVDC and RGVMPO did not always submit reimbursement requests to
TxDOT according to all requirements in 2 Code of Federal Regulations (CFR) 200 and TxDOT agreements. We
identified $24,588.431 in questioned costs resulting from overlap in expenditures of two RGVMPO grants
awarded by TPP and TRF and an unmet match percentage requirement for RGVMPO’s TRF grant.

Overlap:
According to 2 CFR 200.306 (b) (2) and 2 CFR 200.403 (f), non-federal entity’s match cannot be included as

direct contribution for any other Federal awards. RGVMPQ’s TPP grant included direct costs of $6,694 that
overlapped with RGVYMPQ'’s match of $3,985 on the TRF grant. Costs consist of RGYMPO direct costs of
employee salaries, fringe, indirect, and travel costs that overlap with TRF grant match of the same RGVMPO
employee’s volunteer hours and travel costs. In addition, RGVMPO did not adequately document the TRF grant
match of 5 RGVMPO employees and 10 volunteers by certifying hours submitted as match as required by 2
CFR 200.403 (g).

LRGVDC finance department, as fiscal agent to the RGVMPO, compiles supporting documents, obtains
appropriate internal approvals, and ensures costs are paid prior to submitting requests for reimbursements to
TxDOT for various grants. However, RGYMPO RFRs submitted to TRF for costs from July 2022 to September
2022 did not meet compliance requirements due to deviation from LRGVDC processes resulting overlap with

the TPP grant and questioned costs.

Unmet Match:

RGVMPO has not met the grant percentage match requirement stated in their FY2022 NHTSA TRF grant
agreement. The TRF grant agreement (2022-RGVMPO-G-1YG-0151) with RGVMPO executed in April 2022,
requires direct costs reimbursed by TxDOT to be 65.05% and RGVMPO match percentage to be 34.95% of total
grant budget. For the grant, RGVMPO received reimbursement of $38,243 for direct costs and provided match
of $15,826. During the audit, TRF disallowed match of $4,506 due to overlapping RGVMPO employee salaries
incorrectly included in match resulting in 22.84% met match. Based on audit testing, additional $3,985 of

1 Questioned costs are calculated based on the formula $38,243.13 - {($7,335.04/.3495) - $7,335.04} = $24,588.43.
The initial allowable direct grant cost was $38,243.13. The current allowable direct grant cost is total allowable grant cost

of $7,335.04/.3495 minus current allowable grant match of $7,335.04.
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match is disallowed due to the afore mentioned overlap resulting in current allowable match amount of
$7,335 or 16.09%.

Recommendation:
e LRGVDC and RGVMPO must work with TRF to resolve unmet grant match resulting in questioned
costs.

e [ RGVDC must work in conjunction with RGVMPO to:
o Ensure the LRGVDC financial processes are communicated and followed to ensure
compliance and consistency in business processes.
o Ensure documentation is adequate before submitting it as support to TxDOT.
o Ensure sufficient federal grant management training is provided to personnel involved in the
process of handling state and federal grants.

Procurement

LRGVDC Procurement Policy is dated December 2022, contains procurement standards required by 2 CFR
200, and is formally approved by the LRGVDC Executive Director and by TxDOT. LRGVDC, as the RGVMPQO’s
fiscal agent, complied with most federal requirements when procuring goods and services for LRGVDC and
RGVMPO based on testing of 9 purchases and 3 contracts invoiced during the audit scope totaling
$1,702,293.

For purchases, LRGVDC used the proper procurement methods, obtained quotes as applicable, obtained timely
approval, and made purchases after purchase order issuance. For contracts, LRGVDC used the proper
procurement methods, advertised the procurements, required DBE participation, obtained timely internal
approvals, and purchases were made after contract execution. However, LRGVDC and RGVMPO procurements

do not meet the following compliance requirements:

e LRGVDC purchasing staff did not perform suspension and debarment checks of potential contractors
using the official U.S. Government System for Award Management (SAM) as required by 2 CFR
200.214. However, auditors did not identify suspended or debarred contractors during testing. During
the audit, LRGVDC added the requirement of performing suspension and debarment checks to the
LRGVDC Procurement Policy.

e According to 2 CFR 200.321 (b) (1), non-Federal entity must take the necessary affirmative step of
placing qualified small and minority businesses and women's business enterprises on solicitation lists.
LRGVDC encourages purchasing staff to reach out to Disadvantaged Business Enterprises (DBEs)
during the purchasing process. However, LRGVDC’s purchasing process does not specifically include
qualified small and minority businesses and women's business enterprises as required.

e Two RGVMPO Requests for Proposals (RFPs) did not identify evaluation factors and their relative
importance. RGVMPO received one proposal for each RFP and both proposals were evaluated based
on criteria not clearly identified in the RFP. 2 CFR 200.320 (b) (2) and LRGVDC Procurement Policy
requires RFPs to identify evaluation factors as well as their relative importance and awards to be
based on the RFP weighted evaluation factors.
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Recommendation: LRGVDC must work in conjunction with RGVMPO to:

e Develop and implement processes to check and maintain documentation of vendors’ suspension and
debarment status before making purchases and executing contracts.

e Develop and implement processes to include qualified small and minority businesses and women's
business enterprises in the purchasing process.

e Ensure the LRGVDC procurement processes are communicated and followed to ensure compliance

and consistency in business processes.

Subrecipient Monitoring
LRGVDC subrecipients receiving TxDOT pass through funding are the Valley Association for Independent Living
(VAIL) and the City of McAllen. RGVMPO does not have subrecipients for funding passed through TxDOT.

LRGVDC subrecipient monitoring processes for VAIL and City of McAllen generally meet compliance
requirements. Sub-agreements contain most required clauses. LRGVDC regularly reviews subrecipient financial
and performance reports for monitoring in accordance with sub-agreements. However, LRGVDC subrecipient

processes did not meet the following compliance requirements:

e LRGVDC does not formally document a risk assessment including review of annual single audit for
VAIL. 2 CFR 200.332 (b) and (f) require all pass-through entities to evaluate each subrecipient's risk of
noncompliance with federal requirements for purposes of determining the appropriate subrecipient
monitoring and verify every subrecipient is audited. LRGVDC monitors VAIL during the sub-agreement
period on an ongoing basis instead of conducting an annual risk assessment prior to executing the
sub-agreement. Conducting a risk assessment prior to sub-agreement execution would assist LRGVDC
in adding specific sub-agreement clauses to ensure identified risks are addressed to meet federal
requirements.

e LRGVDC sub-agreements for VAIL and City of McAllen do not contain closeout clauses. Respectively, 2
CFR 200.332 (a) (6) and Texas Grant Management Standards (TxGMS) - Subaward Procedures require
pass-through entities to ensure sub-agreements contain appropriate terms and conditions concerning
closeout of the subaward to meet federal and state requirements. LRGVDC sub-agreements with both
subrecipients have been in place for many years and new sub-agreements are executed annually or
biennially to assist in continuation of the underlying funded programs. However, adding appropriate
closeout clauses to each sub-agreement will allow LRGVDC to ensure meeting federal and state grant

closeout requirements.
Recommendation: LRGVDC must implement processes to ensure:
e Risk assessments are conducted for subrecipients prior to sub-agreement execution.

e Sub-agreements contain appropriate closeout terms and conditions.

Internal Controls

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
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activities, information and communication, and monitoring activities. 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 awards. Internal controls improve operational efficiency and effectiveness, reduce
possibility of fraud, and increase financial integrity and reliability. Consequently, effective internal controls are

critical to ensuring compliance with federal grant requirements.

LRGVDC has established a control environment by developing personnel, financial, and procurement policies.
LRGVDC and RGVMPO Internal Ethics and Compliance Program (ICP) policies comply with 43 Texas
Administrative Code (TAC) 10.51. Control and monitoring activities include review and approval of purchase
orders, expenditures, employee timesheets, and requests for reimbursement submitted to TxDOT. LRGVDC
finance staff conducts monthly bank reconciliations. In addition, LRGVDC has an annual audit performed by an

external party.

Although LRGVDC has implemented internal controls to address four of the five COSO components, their

internal control system could be strengthened.

e LRGVDC has not implemented a process to perform an assessment of risks to the entities. According
to the Standards for Internal Control in the Federal Government (Green Book), 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 entities.

e LRGVDC Finance Management Guide is dated December 2017, and the initial version was not
formally approved by the LRGVDC Executive Director. Additional memos to the Guide were signed and
approved by the Executive Director in July 2019 and April 2021. The Guide contains duplicate and
conflicting procedures and does not clearly reflect the current LRGVDC processes. In addition, the
methodology LRGVDC uses to allocate indirect costs are not formally documented in the Guide. Well
defined policies and procedures create consistency in implementation of business processes and help

ensure compliance with grant and federal requirements.

Recommendation: LRGVDC must implement internal controls to meet federal requirements.
e L RGVDC must develop and implement a process for conducting an entity-wide risk assessment.
e L RGVDC must update the LRGVDC Finance Management Guide to reflect current processes to

ensure consistency in business processes and business continuity.
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Appendix |

Project Information

This audit was conducted for the Transportation Planning & Programming Division (TPP), Public Transportation
Division (PTN), Traffic Safety Division (TRF), Pharr District (PHR), TXDOT Administration, and the Chief Audit and
Compliance Officer. The audit was included in the fiscal year 2023 Compliance division work plan and
performed by Naima Hafeez (Engagement Lead), Tasha Foote, and Scott Willis. Engagement fieldwork was
conducted from October 2022 to January 2023.

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
expenditures, purchases, and contracts sample items for testing based on data analysis to ensure a
reasonable and ample coverage of items within audit scope. Therefore, these results cannot be projected to all
LRGVDC and RGVMPO 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 LRGVDC and RGVMPO operating and control structure.
e Interviewed key LRGVDC and RGVMPO personnel.
e Reviewed LRGVDC financial system.
e Reviewed TxDOT Agreements and Amendments.
e Reviewed LRGVDC'’s financial and procurement policies.
e Reviewed LRGVDC indirect cost allocation methodology.
o Reviewed LRGVDC subrecipient monitoring processes for compliance with applicable requirements.
e Tested LRGVDC and RGVMPO expenditures for sufficient documentation, allowability, and approvals.

e Tested LRGVDC and RGVMPO purchases and contracts 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 Local Government Projects Policy Manual.
e TxDOT funding agreements and amendments.

e |RGVDC Policies and Procedures.
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BOARD MEMBERS

David A, Garza
Commissioner, Cameron County

Ellie Torres
Commissioner, Hidalgo County
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Commissioner, Alamo

Johnny Garcia
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Rick Salinas
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Javier Villalobos
Mayor, McAllen

Oscar D, Montoya
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Norie Garza
Mayor, Mission

Gus Olivarez
Mayor Rio Hondo

Edward Gonzales
Commissioner, Raymondville

Ricardo “Rick” Guerra
Mayor, San Benito

Marco “Markie” Villegas
Commissioner, San Juan

Alma D. Salinas
Mayor, Sullivan City

Veronica Gonzales
UT Rio Grande Valley

Paul Hernandez
South Texas College

Cledia Hernandez
Texas State Technical College

Troy Allen
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Ronald Mills

Willacy County Navigation District
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March 3, 2023

TxDOT Compliance Division
Ms. Chery Durkop, CIA CFE
External Audit & Advisory Services Section
Cheryl.durkop@TxDOT.gov

Dear Ms. Durkop,

In response to the External Audit Report conducted by the Compliance Division of
the Texas Department of Transportation, the Lower Rio Grande Valley Development
Council (LRGVDC) is grateful for the consideration, professionalism, and insight into
our financial, procurement, and business practices. This review allowed for us to have
perspective on our current systems and as a result, we will be adjusting processes,
implement controls, and ensure new trainings are conducted on a regular basis. This
letter does not include a response from the Rio Grande Valley Development Council
(RGVMPO) and their organization will be providing solutions to the concerns noted
throughout the External Audit Report.

Following the review of the External Audit report, the LRGVDC is providing the
following responses and solutions to the recommendations:

Expenditures:

- The LRGVDC is pending written guidance from the TRF to resolve the unmet
grant match. The verbal communication we have received on 03/01/2023 was
that cash is not acceptable as the amount of time TxDOT will take to process this
will take approximately 2-3 years. Specifically, the communication was that cash
is allowed, but not the best option. As the grant is closed, it is unclear if the in-
kind match will be allowed. In considering if the in-kind is allowed, the main
concern of the LRGVDC is to ensure the specific type of in-kind will be an
allowable expense. The LRGVDC will request for a certified letter describing the
identified acceptable in-kind to avoid the issues noted in the original grant
application. It is the intention of the LRGVDC to remit payment and close this
grant application as soon as possible. However, we will request for payment if by
cash to be remitted to the state over a period of time in accordance with our
limited budget. It is the responsibility of the RGVMPO to identify and secure the
in-kind match required to meet the grant percentage match requirement stated in
the FY2022 NHTSA TRF grant agreement and seek approval from TxDOT.

- The LRGVDC will host a training for all supervisors responsible for compliance,
financial processes, business practices. This training will be held semi-annually in
March and October during the Management Team meetings which precede a
Board Meeting. Federal grant management training will also be part of the
training, and any other relevant updates.
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Procurement:

- The LRGVDC will ensure the Procurement Manual is updated to include specific
procedures to check and maintain documentation of vendors’ suspension and
debarment status before making purchases and executing contracts. Noting the
changes needed to update the LRGVDC Procurement Manual, we anticipate the
final draft will be available October 2023.

- This update will also include the implementation of processes to include qualified
small and minority businesses and women’s business enterprises in the
purchasing process. It has been noted there are a limited amount of DBE’s in the
region due to the complicated application and certification process. While the
LRGVDC has no control over businesses and their ability to become a DBE, we
will continue to encourage vendors to seek this designation. It should also be
noted that TxDOT and other agencies have not provided specific funding and
technical support for vendors in the region to become DBE’s and we hope this is
something considered in the future.

- Asnoted in the previous section, there will be a mandatory semi-annual training
for all programmatic leadership and/or designated staff on all procurement
processes.

Subrecipient Monitoring:
The LRGVDC, specifically the Regional Transportation Department, will
implement a standardized risk assessment for subrecipients for formula 5310
funding. The risk assessment, along with other documents such as the single
audit and more will be retained to ensure compliance as noted in federal
guidance.

- All agreements for subrecipients of 5310 funding through Valley Metro will be
modified to include the language regarding closeout terms and conditions.

Internal Controls:

- The LRGVDC will develop and implement a process for conducting risk
assessments on programs which receive federal funding and will encourage other
programs to consider this implementation but will not make it mandatory. The
development and implementation of the risk assessment will require research,
consideration of programmatic needs and capacity strains; as a result, this
process will take several months to properly develop. The LRGVDC proposes to
implement a Regional Transportation Risk Assessment by September 2023.

- The LRGVDC will update the Financial Management Guide with a similar
development timeline as noted in the updates of the Procurement Manual; the
anticipated final draft date is October 2023.

Thank you for this opportunity to respond to the External Audit Report. Please do
not hesitate to contact me if I can provide further information.

Sincerely,

Exécutive Director
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