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Executive Summary

Objective
To evaluate the financial stewardship for the allocation of funding port improvements.

Overall Engagement Assessment - [ X

Priority 1 Priority 2  Priority 3  Priority 4
Control mechanisms are not designed or operating to optimize program efficiency and effectiveness.
Programmatic improvements can be achieved by addressing control deficiencies identified.
Improvements to address deficiencies include redesign, execution, and performance measurement.

Summary Results
Management concurs with the findings below and prepared management action plans to address

deficiencies.
Finding 1: Maritime Infrastructure (MIP) and Seaport Connectivity (SCP) Grant Program
Oversight
Control Operating L . s .
Design X Effectiveness X Division | Maritime Division (MRD) District No

The MIP and SCP grant program frameworks were not designed to fully demonstrate TxDOT’s oversight
responsibilities related to 1) Advanced Funding Agreement (AFA) or grant agreement requirements by state
agencies as described in the Texas Grant Management Standards (TxGMS), 2) request for reimbursement
(RFR) review and approval, and 3) protecting personally identifiable information (PIl) obtained during the
grant reimbursement process.

MIP and SCP Program Oversight

= A comparison of five AFAs or grant agreements to the established MIP and SCP standard operating
procedures (SOPs) identified five contractual requirements that were not defined within the programs’
guidelines.

RFR Approvals
= 2 o0f 15 (13%) RFRs were not approved by the program lead as described within the documented SOP
prior to payment, totaling $383K.

= 10 of 15 (67%) RFRs contained PIl on the documents stored in the contract management and reporting
system (CMRS), such as bank accounts combined with the corresponding routing numbers.

(Impact): Without established procedures outlining TXDOT'’s oversight responsibilities related to the AFA or
grant agreements, the application requirements of oversight could be applied inconsistently and not adhere
to the AFA or grant agreement or the Texas Grant Management Standards (TxGMS).

Although no payment errors were detected in the limited amount of RFRs submitted (15 as of July 31, 2024),
the risk of errors could increase when submittals begin to rise at a much higher rate and without an approval
process that currently does not have a trained backup reviewer. Based on a review of paid RFRs, $383K did
not have all the required reviews.

Additionally, documentation accepted and retained containing PIl could lead to unauthorized disclosure and
misuse of the information if not properly protected in the system of record.
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Finding 2: Project Selection and Funding Allocation Methodology

Control X Operating
Design Effectiveness
The project selection and funding allocation methodology used by MRD was allowed to change or vary from

the initially published guidelines used for MIP and SCP programs.

X Division | MRD District No

Project selection
A review was performed for the 51 MIP and 27 SCP projects to validate that the selection factors were

consistently applied during project selection based on published grant guidelines. Evaluation of the
published grant guidelines identified differences from the approach used to select projects for funding.

Funding Allocation
A review was performed for the projects selected to determine if the funding allocation methodology
for the 31 selected SCP (19) and MIP (12) projects were consistently applied based on published
grant guidelines.
= 18 of 19 (95%) SCP projects initially required a minimum of 25% for the local cash match as
outlined in the original program guidelines, and the grant guidelines were not updated to
reflect these changes.
= The initial published MIP grant guidelines did not outline the local cash match requirement.
Evaluation of the funds allocated to each project demonstrated that all 12 projects
incorporated a local cash match; however, the process change was not documented.

(Impact): Evolving guidelines or deviations used during project selection and funding allocation phases of
grant proceedings can inadvertently impact the perception held by parties impacted by the decision-making
process.

Audit testing completed not resulting in management action plans.

Scope Area 1: MRD Grant Project Selection and Funding Allocation

= Evaluated funding for 14 grantees to verify that no project exceeded grant limitations of 20% of each
grant program. No exceptions noted.

= Verified that MIP projects selected for funding were included within the Port Mission Plans (PMP). No
exceptions noted.

= Verified that MIP and SCP project selection methodologies used were consistently applied for the
selected projects. No exceptions noted.

Scope Area 2: MRD Establishment of Reimbursement Review Process

= All 15 RFRs submitted as of July 31, 2024, were evaluated for payment approvals within 30 days. No
exceptions noted.

=  Five projects evaluated for proper RFR payment reviews noted that the grant agreements included only
allowable costs and at least one on-site visit per project. No exceptions noted.

= MIP and SCP approved RFRs were compared to the enterprise resource planning system to verify
payments were accurate. No exceptions noted.

Control Environment

MRD administers funds provided to Texas ports (i.e., grantees) through the MIP and SCP grant
programs. While construction validation is done through the grantees, stewardship oversight is the
responsibility of the state agency and must be documented and executed.

MRD consisted of 12 full-time employees as of May 30, 2024, and is responsible for contacting
Texas ports (grantees) to identify projects that are eligible for MIP and SCP funding. A biennial
assessment of port capital improvement projects and studies needed throughout Texas, otherwise
known as the PMP, is also leveraged to identify such projects. MRD prioritizes projects using various
considerations such as 1) a project’s expected letting date and costs, 2) the grantee’s priority level of
the project, 3) the grantee’s ability to provide a 25% local cash match, and 4) funding limitations that
are used to help determine which projects have the most economic impact to the grantees and
Texas citizens. MRD then presents the projects to the Port Authority Advisory Committee (PAAC), who
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can recommend changes to the projects and allocations chosen that will be proposed to the Texas

Transportation Commission (TTC) for final approval. The TTC must approve each program'’s projects
and corresponding fund allocation for each program before executing the AFA or grant agreements,
and each grantee is limited to an allocation of 20% of each program's total grant funds ($40 million
for MIP and $8 million for SCP).

Grantees submit RFR to MRD via email. MRD reviews the RFR for reasonability based on project
knowledge and a signed certificate acknowledging accuracy and reasonability of the RFR from the
grantee. The RFR is then reviewed and approved (or denied) by a separate MRD team member.
Finally, a third MRD team member submits the request to the Financial Management Division for the
reimbursement to be made to the grantee. Program Coordinators also visit construction sites to
monitor construction progress and to view validated expenses submitted in an RFR. MRD then
retains RFR documentation in the contract management and reporting system (CMRS).

Background

In 2012, TxDOT established MRD to support the development of high-value growth in the state’s
maritime system and support and facilitate the PAAC’s activities. The PAAC, comprised of nine
members across the state, advises the TTC on port and maritime matters and provides
recommendations to TxDOT for consideration when formulating port system policies.

MIP is a grant program that is available for infrastructure projects or “inside the gate” (i.e.,
improvements to port facilities, which includes wharves and docks, mechanized equipment, storage
facilities, port gates, and anything else needed to support the port's commercial activity). Port
infrastructure is fundamental to moving goods and people between vessels arriving or departing
from the ports. Texas ports not only must maintain their current infrastructure but also plan for
future upgrades or expansions as outdated or overburdened port facilities can hinder the flow of
cargo in and out of the state.

SCP is a grant program that is available for projects “outside the gate” (i.e., roadway connections
from major freight corridors to the port gates) as a port’s importing and exporting capabilities are
reliant on a strong network of inland connections (i.e., roadways, railways, and pipelines) to move
goods safely, quickly, and reliably to and from the ports.

The 88th Texas Legislative Session approved $200 million for MIP and $40 million for the SCP. On
September 28, 2023, the TTC approved MIP and SCP funding allocations, disbursing $240 million
across 31 projects. As of the end of August 2024, $19.38M was paid to grantees ($15.03M and
$4.35M respectively) between both programs.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from June 3, 2024, to October 18, 2024. Testing focused
on Maritime Division (MRD) project selection and grant funding allocation for 51 eligible projects
considered for Maritime Infrastructure Program (MIP) funding and 27 eligible projects considered for
Seaport Connectivity Program (SCP) funding. Review and approval of 15 requests for reimbursement
(RFRs) received in Fiscal Year (FY) 2024, totaling $4.75M, were also reviewed.

Scope Area 1: MRD Grant Project Selection and Funding Allocation

Assessed the design of the processes established by MRD to select projects and allocate funding including:

=  Reviewed state criteria, such as the Texas Transportation Code Chapter 55, General Appropriations Act
for the 2024-25 Biennium, Texas Senate Bill 1499, Texas Grant Management Standards (TxGMS), and
Texas Administrative Code (TAC) Title 43 Chapters 1 and 15.

= Reviewed TxDOT criteria, including Texas Transportation Commission meeting minutes and MIP/SCP
guidelines, grant agreements, Advanced Funding Agreements (AFA), and MRD Manual.

=  Conducted interviews with key MRD personnel, including the Division Director, Maritime Planning &
Development Section Director, Lead Program Coordinator, and Business Operations Program Manager.

= Reviewed 51 eligible MIP projects to verify that projects selected for funding were included within the
Port Mission Plans (PMPs) and project selection methodology was consistently applied for the 12
selected projects.

= Reviewed 27 eligible SCP projects submitted for consideration to verify that the project selection
methodology was documented and consistently applied for the 19 selected projects.

= Reviewed the 12 MIP and 19 SCP projects selected for funding to verify that the funding methodology
was documented and applied consistently to all projects.

Scope Area 2: MRD Establishment of Reimbursement Review Process

Evaluated the design of the processes in place to review RFRs for accuracy and timely approval including:
= Reviewed state criteria including Texas Government Code Chapter 2251, Texas Transportation Code
Chapter 55, Texas Business and Commerce Code Title 11, General Appropriations Act for the 2024-25
Biennium, TxGMS, and TAC Title 43 Chapter 1 and 9.
= Reviewed TxDOT criteria including Transportation Commission meeting minutes, and MIP/SCP
guidelines, grant agreements, Advanced Funding Agreements, MRD Manual, and TxDOT Data
Classification Policy.
= Conducted interviews with key MRD personnel including the Division Director, Maritime Planning &
Development Section Director, Lead Program Coordinator, and Business Operations Program Manager.
=  Compared AFAs and grant agreements to established SOPs to validate that contractual requirements
have documented procedures.
=  Evaluated the accuracy of the MRD project ledger for MIP and SCP to validate accuracy and
reconciliation of grant awards.
= Assessed the reliability of MRD project ledger by comparing the ledger data to FY 2024 payments
recorded in the enterprise resource planning system (ERP) and determined data was sufficiently reliable
for the purposes of selecting RFRs paid during FY 2024 for review.
- Reviewed 15 RFRs (1 MIP and 14 SCP) from five projects received in FY 2024 to determine if MRD
designed the RFR review process to 1) reimburse the grantees within 30 days after accepting the
RFR as payable, 2) validate the expenses as allowable, accurate, and supported, 3) approve RFRs,
4) review RFR submittals to verify supporting documentation did not contain personally identifiable
information, and 5) review any on-site visit documentation for the projects.
= Performed on-site visits to determine how MRD validates the accuracy of the expenses reported in
RFRs.
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] Detailed Audit Findings and Management Action Plans (MAPSs) \

Finding No. 1: Maritime Infrastructure (MIP) and Seaport Connectivity (SCP) Grant Program
Oversight

Condition

The MIP and SCP grant program frameworks were not designed to fully demonstrate TxDOT's
oversight responsibilities related to 1) Advanced Funding Agreement (AFA) or grant agreement
requirements by state agencies as described in the Texas Grant Management Standards (TxGMS), 2)
request for reimbursement (RFR) review and approval, and 3) protecting personally identifiable
information (PIl) obtained during the grant reimbursement process.

Effect/Potential Impact

Without established procedures outlining TXDOT’s oversight responsibilities related to the AFAs or
grant agreements, the application requirements of oversight could be applied inconsistently and not
adhere to the AFA or grant agreement or the TXGMS.

Although no payment errors were detected in the limited amount of RFRs submitted (15 as of July
31, 2024), the risk of errors could increase when submittals begin to rise at a much higher rate and
without an approval process that currently have a backup reviewer. Based on a review of paid RFRs,
$383K did not have all the required reviews.

Additionally, documentation accepted and retained containing PIl could lead to unauthorized
disclosure and misuse of the information if not properly protected in the system of record.

Criteria
TxDOT's 2023-2027 Strategic Plan identifies the goal of fostering stewardship as being good
stewards of taxpayer funding.

The MIP and SCP AFAs or grant agreements state the following requirements that are not captured
within the programs’ standard operating procedures (SOPs):
= The maximum amount of state participation (i.e., not to exceed amounts in the AFA or grant
agreement) to reimburse for eligible project costs.
= The 30-day required timeframe for documented approval of the grantee’s revised
Construction Budget
= The 10-day required timeframe for documented approval/disapproval of any resubmittal(s)
of the revised Construction Budget.
= Procedures to review tangible work (i.e., site visits/audits) product as a condition of making a
requested disbursement.
= Any procedures relating to non-performance or termination of the AFAs or grant agreements.

Additionally, the SCP AFA and grant agreements state a requirement that grantees must exhaust the
funds within ten years of executing the grant contract and comply with the Texas Grant Standards.

Per the TXGMS page 32 Basic Considerations, TxDOT is responsible for consistent application of
policies and procedures across the grant programs.

MRD’s documented RFR review procedures within the Reimbursement Request Review - Business

Operations Project Manager SOP page 1 requires the Program Coordinator to review the submitted
RFR, the Program Lead to approve the reviewed RFR, and finally the Business Operations Project
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Manager to review the billing worksheet prepared by the Business Services Coordinator prior to
sending the reimbursement to the Financial Management Division for payout to the grantee.

Business and Commerce Code §521.002 Title 11 defines personally identifiable information (PIl) as
information, such as an individual's unique electronic identification number, address, or routing
code, that alone or combined could identify an individual. TxDOT Data Classification Policy defines
these examples as Confidential and requires this data to be protected from unauthorized disclosure
of public release.

Cause

Based on conversations with MRD, some of the AFA or grant agreement procedures have been
discussed verbally and not documented. For example, MRD reviews RFRs for reasonability and has
performed on-site visits; however, these procedures were not documented in the programs’
guidelines and not reconciled directly with requirements outlined in the grant agreements.
Additionally, not all MRD staff were aware that some supporting documentation in the RFR review,
and retention process contained Pll, and that additional safeguarding would be needed.

MRD’s established Reimbursement Request Review - Business Operations Project Manager SOPs do
not account for an alternative reviewer if one of the two required approvers is out of the office.

Evidence

Grant Program Guidelines

A review of the established MIP and SCP SOPs as compared to the TXGMS and five AFAs identified
the following requirements were not included:

MIP Guidelines
= The maximum amount of state participation (i.e., not to exceed amounts in the AFA or grant
agreement) to reimburse for eligible project costs.

SCP Guidelines
= Procedures that will be taken if grant funds are not exhausted within ten years from the
execution of the AFA or grant agreement.

MIP/SCP Guidelines

= The 30-day required timeframe for documented approval of the grantee’s revised
Construction Budget

= The 10-day required timeframe for documented approval/disapproval of any resubmittal(s)
of the revised Construction Budget.

= Procedures and frequency to review tangible work product as a condition of making a
requested disbursement (i.e., site visits/audits).

= Any procedures relating to non-performance or termination of the AFA or grant agreements.

RFR Reviews

A review was performed to validate reimbursed expenses 1) were properly approved and 2) did not
contain Pl (i.e., business/local government name, bank routing, and account numbers) for 15 RFRs
from 5 projects received in Fiscal Year 2024, totaling $4.75M:

RFR Approvals
= 2 0of 15 (13%) RFRs were not approved by the program lead as described within the

documented Reimbursement Request Review - Business Operations Project Manager SOPs
prior to payment, totaling $383K.
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R

10 of 15 (67%) RFRs contained PIl on the documents stored in the Contract Management
and Reporting System, such as bank accounts combined with the corresponding routing
numbers.

Management Action Plans (MAPs):

MAP 1.1 | Completion Date: Action Completed | Division: | Yes |District:| No
The Maritime Division (MRD) will send out a communication to the Texas Ports communicating that sensitive
information needs to be redacted prior to sending to TxDOT. Additionally, a communication internally to MRD
will be sent out that any documentation with sensitive information inadvertently submitted will be redacted
prior to uploading the documents into the Contract Management and Reporting System.

MAP Owner: | Travis Milner, Maritime Planning & Development Section Director, MRD

MAP 1.2 | Completion Date: January 15, 2025 | Division: | Yes |[District:| No
The Maritime Division will update their standard operating procedures (SOPs) to include:
= Astatement that all project managers will follow guidelines outlined in the advanced funding agreements
or grant agreements.
=  Procedures for on-site project visits to review tangible work product from the requests from
reimbursements, including the frequency of visits.
Documented procedures for invoice audits with the ports.
Version control for changes within the SOPs.
A defined process for contract terminations.
A defined backup invoice approver.
Procedures that will be taken if sensitive data is submitted within the request for reimbursement
documentation.
MAP Owner: | Travis Milner, Maritime Planning & Development Section Director, MRD

MAP 1.3 [ Completion Date: January 15, 2025 | Division: | Yes | District:| No
The Maritime Division will implement the updated procedures for on-site project visits and invoice audits
defined as part of management action plan 1.2.

MAP Owner: | Travis Milner, Maritime Planning & Development Section Director, MRD
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Finding No. 2: Project Selection and Funding Allocation Methodology

Condition

The project selection and funding allocation methodology used by Maritime Division (MRD) was
allowed to change or vary from the initially published guideline used for Maritime Infrastructure (MIP)
and Seaport Connectivity (SCP) programs.

Effect/Potential Impact

Evolving guidelines or deviations used during project selection and funding allocation phases of
grant proceedings can inadvertently impact the perception held by parties impacted by the decision-
making process.

Criteria

The Texas Grant Management Standards (TxGMS) page 8, Transparency and Accountability -
Grantee Selections requires state agencies to facilitate a transparent and objective grantee selection
process that has integrity. TXGMS page 8, Transparency and Accountability - Grantee Selections also
requires state agencies to have written procedures and maintain adequate documentation to
support the evaluation process and scores (including justifications for any deviations from the
established methodology). The procedures should help to ensure that all grantee evaluation and
award procedures were consistently followed.

The MIP 2023 and SCP Program Guidelines stated that MRD, in collaboration with the Port Advisory
Committed (PAAC), will score projects with a matrix that evaluates the project’s connectivity
enhancement, economic impact, operational impact, safety and security, and other factors.
Additionally, SCP 2023 Guidelines requested a 25% local cash match for off-system projects
submitted by the grantees; however, MIP had no local cash match requirements.

Cause

MRD’s methodology communicated to the grantees for the project selection and funding allocation
continued to evolve as the process was new to MRD and other participants, and legislative
requirements were not initially known. Additional changes were not documented or added to the
initial methodology used in the original publications due to limited staff resources.

Evidence

Project selection

A review was performed for the 51 MIP and 27 SCP projects to validate that the selection factors
were consistently applied during project selection based on published grant guidelines. Evaluation of
the published grant guidelines identified differences from the approach used to select projects for
funding.

Minimum Funding Allocation
A review was performed for the projects selected to determine if the funding allocation
methodology for the 31 selected SCP (19) and MIP (12) projects was consistently applied
based on published grant guidelines.
= 18 0f 19 (95%) SCP projects initially requested a minimum of 25% for the local cash
match as outlined in the original program guidelines, and the grant guidelines were
not updated to reflect these changes.

- As aresult of additional cash remaining after all selected projects were allocated
their funding and at the suggestion of the PAAC, the minimum match of 25% was
adjusted down to 20% (Note: additional remaining funds could not support their
own project).
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Although it is not known how many applicants did not apply as they could not
support the original 25%, it is possible that more could have applied knowing the
match would be moved down to 20%.

- It was also discovered that the grant guidelines were not updated to reflect the
adjusted match percentages to accurately reflect all new criteria being used to
monitor the AFAs or grant agreements for oversight purposes.

The initial published MIP grant guidelines did not outline the local cash match

requirement. Evaluation of the funds allocated to each project demonstrated that all

12 projects incorporated a local cash match; however, the process change was not
documented.

Management Action Plans (MAPs):

MAP 2.1 | Completion Date: January 15, 2025 | Division: | Yes | District: | No
The Maritime Division (MRD) will update their standard operating procedures (SOPs) to include updates to

the process start to finish, including, but not limited to, that the Port Mission Plans will be used instead of a
project call and a review committee will be established as a tool for project selection.

MAP Owner: | Travis Milner, Maritime Planning & Development Section Director, MRD
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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 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 sub-optimization or non-compliance, particularly in areas not
included in the scope of this audit.

Audit Results Dashboard
Management of Fund Allocation for Port Improvements

Scope Areas Evaluated
Business Objectives (Reporting, Operational, Compliance) o 0.C

MRD Grant Project Selection and Funding MRD Establishment of Reimbursement

ERM Component Control Activities
= Allocation Review Process
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Business Objective/Performance Measures

(€] Resource Capacity

Environment

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis
Risk it

Risk Response/Cost-Benefit Analysis

Business Continuity
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Review/Approvals

Supporting Evidence/Records Retention 2
Control Activities

Segregation of Duties

Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input

Information &

o Data/Information Processing
Communication

Data/Information Output

Internal and External Reporting

Evaluations/Inspections

Quality Control/Quality Assurance Reviews
Monitoring
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Scope Area Assessment

Rating Assessment Grid _ Priority 2

prionty 3 _
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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 Management of Fund Allocation for
Port Improvements audit which was conducted as part of the Fiscal Year 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 Maritime Division Director and team on October 25,

2024. The Internal Audit Division appreciates the cooperation and assistance received from the
personnel contacted during this audit.
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