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Executive Summary

Objective

To evaluate compliance with the Public Funds Investment Act (PFIA - Texas Government Code,
Section 2256) for organizations investing with the approval of the Texas Transportation Commission
(Commission) for the fiscal year (FY) ending August 31, 2021.

Summary Results

The management controls and adherence to the agency’s established
investment policies comply with PFIA requirements, per Texas
Government Code Section 2256, with the exception of items
identified in Finding #1.

The management controls and adherence to the agency’s established
investment policies comply with PFIA requirements, per Texas
Government Code Section 2256, with the exception of items
identified in Finding #1.

Scope 1: Texas Transportation
Commission (the “TTC”) PFIA
Compliance

Scope 2: Grand Parkway
Transportation Corporation (the
“GPTC”) PFIA Compliance

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

Finding 1: Non-compliance with PFIA

Con_trol X Opera_ting X Division Pro}e_ct Finance, Debt and Strategic Contracts

Design Effectiveness Division (PFD)

An investment trade transaction was made with a broker/dealer not on the approved list.

A conflict of interest statement was not obtained to demonstrate freedom of conflict of interests for a newly

appointed and interim investment officer.

= 1 of 8 (13%) investment trade transactions (totaling $7.5 million) was made with an unapproved
broker/dealer (TTC investment activity).

The investment trade transaction was identified and corrected by the investment officer that executed
the transaction. The transaction was settled on April 23, 2021 and called on July 23, 2021, limiting
exposure.

District No

= 2 0f 5(40%) investment officers did not sign conflict of interest statements (TTC and GPTC investment
activity)
TxDOT’'s Compliance Division conducted conflict of interest reviews of the above individuals, and no
conflicts of interest were identified.

(Impact): The TTC and GPTC had isolated and partial noncompliance activities associated with PFIA
requirements.

Audit testing completed not resulting in management action plans.

Scope Area 1: TTC PFIA Compliance

= The Investment Policy and investment strategies for FY 2021 have been documented, reviewed, and
approved.

= |nvestment training for all four investment officers was completed.

=  The quarterly investment reports for FY 2021 were completed and presented.

= All broker/dealers involved in TTC investment trades in FY 2021 provided a signed Investment
Certificate of the review of the TTC’s Investment Policy.

Scope Area 2: GPTC PFIA Compliance

= The Investment Policy and investment strategies for FY 2021 have been documented, reviewed, and
approved.

= |nvestment training for all four investment officers was completed.

=  The quarterly investment reports for FY 2021 were completed and presented.

= All broker/dealers involved in GPTC investment trades in FY 2021 were located on the approved list and
provided a signed Investment Certificate of the review of the GPTC’s Investment Policy.
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Control Environment

The designated investment officers are responsible for managing the investment activity of the TTC
and GPTC, in accordance with the authority provided by each organization’s investment policies and
strategies. PFD staff has implemented controls to comply with the PFIA and manage debt and
finance programs effectively.

The TTC and GPTC investment policies have been created, and each organization annually reviews
and approves the investment policy and investment strategies for applicable funds. Once approved,
broker acknowledgement and certification letters are sent to the approved broker list for required
verification in which the brokers respond with written acknowledgement to act in accordance with
the investment policies. Investment officers, named in the investment policies, engage in investment
activity for each organization and prepare quarterly investment reports for their governing body to
summarize each project and fund activity.

The PFIA training must be completed by investment officers every biennium and by newly appointed
governing body members within six months of their appointment. During FY 2021, two governing
board members and investment officers were appointed, the Interim Chief Financial Officer (CFO -
FY 2021 term: 2 months) and current CFO (FY 2021 term: 5 months). An audit to determine the PFIA
compliance must be completed every two years.

Background

This report is prepared for the Commission and for the Administration and Management of TxDOT.
The report presents the results of the Public Funds Investment Act (the “PFIA”) audit which was
conducted as part of the FY 2022 Audit Plan.

The PFIA was enacted in 1995 to regulate and improve the management of investments by state
agencies, universities, and local governments.

The GPTC is a public, nonprofit corporation created on April 3, 2012 under authorization of the
Commission to finance, build, and operate certain segments of the Grand Parkway Project and is
also subject to PFIA requirements. The GPTC is governed by a board of directors, while TxDOT is
governed by the Commission.

The TTC and GPTC investment activity, including the investment of bond proceeds, capital
contributions, and toll revenue, produces investment income which provides a source of funding for
certain transportation projects and their continuing operations. Central Texas Turnpike System, IH-35
East, and SH 249 receive funding from the TTC investment activity; likewise, certain segments of the
Grand Parkway Project also receive funding from the GPTC investment activity.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from September 1, 2021 to November 30, 2021. Testing
was conducted to verify investment activities were performed in compliance with the Public Funds
Investment Act (PFIA). This included the creation and approval of investment policies and investment
strategies, certification and acknowledgement by approved brokers, completion of quarterly
investment reports, and completion of required training and conflict(s) of interest statements for
investment officers and governing board members.

Scope Area 1: TTC PFIA Compliance Scope Area 2: GPTC PFIA Compliance

Evaluated the Texas Transportation Commission (TTC) and Grand Parkway Transportation Corporation

(GPTC) compliance with PFIA for the fiscal year (FY) 2021 using methodology that included:

= Reviewed the Texas Government Code, Chapter 2256, Public Funds Investment Act.

= Interviewed key PFD personnel including the Project Finance & Debt Director.

= Reviewed the TTC and GPTC board of directors’ meeting minutes and minute orders to identify annual
review and adoption of investment policy, list of qualified brokers, and investment strategies.

= Reviewed the TTC and GPTC investment policies for required attributes, including designation of
investment officers, monitoring procedures, authorized investments allowable by statute, and maximum
maturity for investments.

= Assessed the TTC and GPTC investment strategies for compliance with items to be included based on
statutory requirements.

= Reviewed training certificates for the TTC and GPTC investment officers and governing body members.

=  Assessed statements filed by the TTC and GPTC investment officers disclosing any potential conflict(s)
of interest.

= Reviewed the TTC and GPTC investment officers’ quarterly investment reports for required attributes
including preparation by investment officers, summary of investment activity, and state value of each
investment.

= Verified acknowledgment and certification letters were obtained from qualified brokers/dealers for all
the TTC and GPTC investment transactions in FY 2021.

= Verified that additional entities created under the TTC, other than the GPTC, did not have requirements
to comply with PFIA.
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‘ Detailed Audit Finding and Management Action Plans (MAPs) ‘

Finding No. 1: Non-Compliance with PFIA

Condition

Project Finance, Debt, and Strategic Contracts Division executed an investment trade transaction
that was non-compliant with the Public Funds investment Act (the “PFIA”). Additionally, a conflict of
interest statement was not obtained to demonstrate freedom of conflict of interests in Fiscal Year
(FY) 2021 for the Interim Chief Financial Officer (CFO) and the newly appointed CFO, who are both
investment officers for Texas Transportation Commission (the “TTC”) and the Grand Parkway
Transportation Corporation (the “GPTC”).

Effect/Potential Impact

Completing investment trade transactions with brokers/dealers that are not on the approved
brokers/dealers list puts a $7.5 million transaction at risk and is non-compliant with the PFIA, as well
as, the TTC’s Investment Policy. Execution of this investment resulted in the TTC’s execution of a
non-compliant transaction.

Not obtaining a completed conflict of interest statement for investment officers to demonstrate
freedom of conflict of interests could be non-compliant with the PFIA and is non-compliant with the
TTC and GPTC Investment Policies. A conflict of interest statement is obtained to disclose potential
conflicts of interest and avoid personal benefit from investment actions.

Criteria

Texas Government Code, Section 2256.025 requires that a list of qualified brokers that are
authorized to engage in investment transactions must be reviewed, revised, and adopted at least
annually. The TTC’s investment policy, Exhibit B, lists the qualified brokers/dealers authorized to
engage in investment transactions.

Texas Government Code, Section 2256.005(i) requires that an investment officer who has a
personal business relationship with a business organization offering to engage in an investment
transaction with the entity shall file a statement disclosing that personal business interest. The TTC
and GPTC Investment Policies Section 8.0, Ethics and Conflicts of Interest, require that an
investment officer involved in the investment process shall sign an annual statement affirming no
known conflicts of interest.

Cause

Investment trade reviews do not have a second level review to compare broker/dealers to the
approved listing; as a result, investment trade transactions were made with a broker/dealer not
included on the approved broker/dealers list.

A conflict of interest statement to demonstrate freedom of conflict of interests for the Interim CFO
and newly appointed CFO was not obtained and there is no monitoring mechanism or process to
verify those statements have been obtained.

Evidence

A review of all eight FY 2021 TTC investment trade transactions noted that one investment trade

transaction was completed with a broker/dealer that was not included on the approved list.

= The investment trade transaction (~ 7% of all FY 2021 investment dollars) was settled on

April 23, 2021 and subsequently called on July 23, 2021. The use of the unapproved
broker/dealer was discovered in August 2021 by the same investment officer who made the
initial transaction. The discovery was then communicated to two additional investment
officers.
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A review of completed conflict of interest statements during FY 2021 noted that 2 of 5 (40%)
investment officers did not have a completed conflict of interest statement with the TTC and GPTC.
Two investment officers, the Interim CFO (FY 2021 term: 2 months) and the newly appointed CFO (FY
2021 term: 5 months) did not demonstrate a freedom of conflict of interests in FY 2021. A conflict of
interest statement was completed for the newly appointed CFO during the first quarter of FY 2022
per the routine annual process to obtain such statements.

Management Action Plans (MAPSs):

MAP 1.1 | Completion Date: March 15, 2022 | Division: | Yes | District: | No
The Project, Finance, Debt and Strategic Contracts Division (PFD) will identify key personnel from within the
PFD division to provide a second level review to validate that each business organization is listed on the
approved brokers/dealers list and has provided a signed certification and acknowledgement letter prior to an
investment trade transaction.

MAP Owner: | Jennifer Wright, Project Finance & Debt Director, PFD

MAP 1.2 | Completion Date: March 15, 2022 | Division: | Yes | District:| No
The Project, Finance, Debt and Strategic Contracts Division (PFD) will create an onboarding checklist for
newly appointed investment officers to include timeframe for completion of training, as well as, completion of
a conflicts of interest statement.

MAP Owner: | Jennifer Wright, Project Finance & Debt Director, PFD

MAP 1.3 [ Completion Date: September 15, 2022 | Division: | Yes | District:| No
The Project, Finance, Debt and Strategic Contracts Division (PFD) will revise the TTC and GPTC Investment
Policy to include timeframe for completion of a conflicts of interest statement for newly appointed investment
officers.

MAP Owner: | Jennifer Wright, Project Finance & Debt Director, PFD
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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 Public Funds Investment Act audit
which was conducted as part of the Fiscal Year (FY) 2022 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 Project Finance, Debt and Strategic Contracts

Division on December 22, 2021. The Internal Audit Division appreciates the cooperation and
assistance received from the personnel contacted during this audit.
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