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Executive Summary

Objective

To evaluate the financial stewardship for the allocation of the Ship Channel Improvement
Revolving Fund (SCIRF).

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 below finding and prepared management action plans to
address deficiencies.

Finding 1: SCIRF Framework

Control Operatin Maritime Division (MRD) and Project
. X perating X Division | Finance and Toll Operations Division District No
Design Effectiveness (PFD)

MRD and PFD have not documented a SCIRF Loan program framework, along with
roles/responsibilities, to lay out how applications are screened, what steps will be taken to
administer/monitor loans, and how disbursement decisions were made for applicants.

e Timely Disbursements Process— No operating procedures or metrics have been developed
defining/outlining the duration of the loan application process from receiving the loan to
disbursement of the loan. As of February 21, 2025, neither of the SCIRF loans have been
disbursed.

e Administering and Monitoring - SCIRF Loan program administration and monitoring activities that
are to be conducted by MRD and PFD through the life of the loan have not been fully established.

(Impact): Without a documented framework demonstrating and outlining the
procedures/disbursement decisions for funds of the SCIRF Loan program, evolving guidelines,
deviations related to screening applications, loan administration, and monitoring, there could be
inconsistent application or noncompliance with Texas Transportation Code Section 56.003 and Texas
Administrative Code (TAC) Title 43 Chapter 15 Subchapter P.

Audit testing completed not resulting in management action plans.

Scope Area 1: SCIRF Loan Origination Process

e Two selected applications were reviewed for applicant eligibility and that a corresponding
financial analysis was performed by PFD and properly supported. Both applications were for ship
channeling deepening and widening projects that were congressionally approved.

Control Environment

MRD and PFD administer the SCIRF Loan program and leverage a similar approach to other
loan programs administered by TxDOT (i.e., the State Infrastructure Bank (SIB) loan
program); however, many of the roles and responsibilities utilized throughout the program
remain unclear and are not documented to support and sustain such a loan program.
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MRD leverages the biennial assessment of port capital improvement projects and studies
needed throughout Texas to identify congressionally approved projects that are to widen
and deepen ship channels making the projects eligible for a SCIRF loan.

The loan origination begins with a submitted application with corresponding documentation
such as 1) a congressional authorization for the project, 2) bond rating letters from
Moody’s, Standard & Poor’s Global Ratings, or Fitch Ratings, 3) resolution from the
applicant’s governing board authorizing the application, 4) a financial feasibility study
(project financial plan and pro-forma) for loan repayment with debt coverages, 5) 5 years of
audited financial statements related to the source of repayment, and 6) a copy of the most
recent budget. The applicant’s financial information is analyzed by PFD to evaluate the
solvency and possible loan terms.

MRD then presents the loan to the Texas Transportation Commission (TTC) for approval to
proceed with executing the loan. The TTC must approve each loan and the corresponding
dollar amount before executing any loan agreement.

Background

The 85th Texas Legislative Session established the SCIRF Loan program to enhance
financing capabilities through low-interest loans, with longer terms, and flexible loan
repayment terms for assisting ports in keeping a shipping channel open and available for
the movement of goods. This program is a revolving loan program, similar to SIB, for ship
channeling deepening and widening projects to allow ports to move more cargo and, in an
effort to become more competitive.

These projects directly impact the ability to accommodate larger cargo vessels. High-
capacity ships reduce cost per unit but require deeper ports, making channel improvement
essential to remain aligned with the broader shifts in global shipping.

As of November 1, 2024, $400M was provided to capitalize the SCIRF Loan program. The
TTC approved and committed the full amount into two loans. These loans are expected to
add over 336k jobs and generate $6B in annual sales tax revenue.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from September 1, 2024 to November 1, 2024.
Testing focused on Ship Channel Improvement Revolving Fund (SCIRF) loan origination,
monitoring, and reporting processes for the two approved and future applicants.

Scope Area 1: SCIRF Loan Origination Process

Assessed the effectiveness of the SCIRF project screening, loan creation, and approval
process, including:

e« Reviewed state criteria, such as the Texas Transportation Code Chapter 56 and Texas
Administrative Code (TAC) Title 43 Chapter 15, Subchapter P, to understand state
criteria for the SCIRF Loan program.

e« Reviewed Texas Government Code Chapter 403 Section 0956 to understand how the
interest earned by the borrower on any balance is to be allocated for the SCIRF Loan
program.

e Reviewed Texas Transportation Commission meeting minutes to verify that loans were
presented and approved by the commission.

e Conducted interviews with key personnel to understand the SCIRF loan origination and
evaluation processes:

- Maritime Division (MRD): Division Director, Maritime Planning & Development
Section Director, and Program Coordinator

- Project Finance and Toll Operations Division (PFD): Project Finance & Enterprise
Operations Director and Portfolio Project Manager

- Government Affairs Division (GOV): State Legislative Affairs Director and State
Legislative Affairs Advisor

- Financial Management Division (FIN): Cash Forecast Lead

e Reviewed two SCIRF loans to evaluate the eligibility of the projects to receive program
funds.

e Obtained supporting documentation for the only two eligible SCIRF loans to evaluate
the effectiveness of the financial review process performed by PFD through
reperformance of the financial analysis.

Scope Area 2: SCIRF Monitoring and Reporting

Evaluated the design of monitoring of SCIRF loans and any related reporting process,
including:

e Conducted interviews with key personnel to understand the control design for the
SCIRF Loan program to be reported on and to whom, how loan payments will be
reconciled, and how project costs and borrower solvency will be assessed.

- MRD: Division Director, Maritime Planning & Development Section Director, and
Program Coordinator

- PFD: Project Finance & Enterprise Operations Director and Portfolio Project
Manager

- General Counsel Division: Senior General Counsel
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Detailed Audit Findings and Management Action Plans (MAPs)

Finding No. 1: Ship Channel Improvement Fund (SCIRF) Framework

Condition

Maritime Division (MRD) and Project Finance and Toll Operations Division (PFD) have not
documented a SCIRF Loan program framework, along with roles/responsibilities, to lay out
how applications are screened, what steps will be taken to administer/monitor loans, and
how disbursement decisions were made for applicants.

Effect/Potential Impact

Without a documented framework that outlines the procedures and responsibilities to be
completed, questions may arise from both internal and external sources about the
consistency of application of any statute/policy associated with the loan program. To help
provide further transparency for utilization of state funds, the framework should also include
the assumptions and rationale used in the decision-making process for the timing and
amount of actual disbursement of funds, including the usage of any interest earned on
funds held by the port or idle money not yet allocated to any port.

If additional funding becomes available, any inconsistencies that may arise in the application
or decision-making process of SCIRF Loan program could call into question our compliance
with the Texas Transportation Code Section 56.003 and Texas Administrative Code (TAC)
Title 43 Chapter 15 Subchapter P.

Criteria

Texas Transportation Code Chapter 56 Sec. 56.003 established a revolving loan program for
ship channel deepening and widening, and to enhance the financing capabilities of entities
responsible for the local share of qualified project costs by providing (1) low-interest loans,
(2) longer repayment terms for loans, and (3) flexible loan repayment terms.

TAC Title 43, Part 1, Chapter 15 Subchapter P Ship Channel Improvement Revolving Loan
Program requires loan recipients to 1) provide audited financial statements, including any
management letters or auditor's comments annually, 2) submit their annual operating and
capital budgets, including any amendments or supplemental operating or capital budgets to
TxDOT, and 3) notify TxDOT the submission of notification of a material event to the
Electronic Municipal Market Access System (EMMA) within 30 days of filing.

A SCIRF loan application requires 1) a congressional authorization for the project, 2) bond
rating letters from Moody’s, Standard & Poor’s Global Ratings, or Fitch Ratings, 3) resolution
from the applicant’s governing board authorizing the application, 4) a financial feasibility
study (project financial plan and pro forma) for loan repayment with debt coverages, 5) five
years of audited financial statements related to the source of repayment, and 6) a copy of
the most recent budget.

If/when new funding is provided into the SCIRF Loan program for any new requirements to
the loan program, the items, as noted within the evidence section below, will need to be
considered for any new applications.

Cause

MRD leveraged other similar loan programs administered by TxDOT (i.e., State
Infrastructure Bank) to begin to establish the SCIRF Loan program; however, due to the
recent funding and infancy of the program, not all procedures or roles and responsibilities
have been documented, established, or yet to be considered.

Evidence
Loan supporting documentation was reviewed and interviews were conducted with MRD and
PFD personnel to understand the various components to administer and monitor the SCIRF
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Loan program. It was determined that while both applications were properly eligible and
qualify for a SCIRF loan, limited procedures were documented related to the following:

Timely Disbursement Process

¢ No operating procedures or metrics have been developed defining timelines of the loan
application process from receiving the loan to disbursement of the loan. As of February
21, 2025, neither of the loans have been disbursed.

Table 1 - Loan Application Timeline

Days Pending

Loan Application Approved .
) ) Disbursement
Applicant Received D ETL] After Approval
Sabine Neches 3/15/2024 8/22/2024 183
Brownsville 6/7/2024 9/26/2024 148

Source: PFD, Texas Department of Transportation

Administration and Monitoring
Evaluation of the supporting documentation for the two loans and discussions with MRD and
PFD identified:

e Rationale or information utilized to support the final fund distribution timing and
amounts for both loans was not documented. Items that could be considered for
documentation that would help provide further transparency for the payout options
being considered.

e PFD’s assessment and support as to how any interest earned by the borrower on the
proceeds of the loans will be used.

e The SCIRF Loan program administration and monitoring procedures have not been
established for the following:

- internal reporting on loan balances.
- frequency of receipt and review of program reporting for project expenses
paid for by the loan.
- criteria to be used in looking for red flags or concerns during SCIRF annual
expense reviews based on industry standards.
- compliance with the TAC Title 43, Part 1, Chapter 15 Subchapter P Ship
Channel Improvement Revolving Loan Program that includes:
o receipt and review annual audited financial statements.
o receipt and review annual operating and capital budgets.
o receipt and review notice of Electronic Municipal Market Access (EMMA)
reporting for revenue used to repay SCIRF and other debts from the same
revenue source.

Management Action Plans (MAPs)

MAP 1.1 | Completion Date: June 15, 2025 | Division: | Yes |District:| No

Maritime Division (MRD) and Project Finance and Toll Operations Division (PFD) will

establish a standard operating procedure (SOP) that will include but not be limited to:

e Define ownership and document roles and responsibilities,

e Document written procedures for the financial analysis for loan origination,

¢ Document written procedures for annual expense review for types of appropriate
expenses, and,

o Define acceptable uses of interest earned on loan proceeds in loan agreement
template.

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

Dallas Teston, Portfolio Project Manager, PFD
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Observation and Recommendation

Audit Observation (a): Interest Earned on Ship Channel
Improvement Revolving Fund (SCIRF) Remaining Balance

Interest that could be earned on any idle SCIRF Loan program balance is currently not
designed to be reinvested into the SCIRF Loan program. Through interviews with
Government Affairs, Project Finance, Debt, and Strategic Contracts, Financial Management,
and Maritime Divisions and review of Texas Transportation Code Section 56.002 and Texas
Government Code Section 403.0956, it was identified that any interest earned on the SCIRF
idle program balance will be redirected to the state’s general revenue fund.

Effect/Potential Impact:

As of January 31, 2025, the SCIRF Loan program balance of funds not distributed had
earned $26M of interest that could not be used to increase the fund balance to be utilized
on future ship channel projects.

Audit Recommendation:

The interest earned on the SCIRF idle balance should be further discussed during the
current legislative session to determine the best use for interest earned on idle funds.
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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 operational
sub-optimization or non-compliance, particularly in areas not included in the scope of this
audit.

Audit Results Dashboard
Ship Channel Improvement Revolving Fund (SCIRF)

Scope Arcas Evalsabed

Business Objectives (Heporting, Operational, Compliance) o, C
ERM == i A = ——r
Component Control Activilies SCIRF Loan Ornigination Process SCIRF Monitoring and Reparting
Organizational Tone
Business Objectivef Performance Measures
Control
Environment  RCSouUrce L
Forecasting/Budget
Training and Development
Risk Identification/Planning
Risk Risk Assessment/Impact Analysis 1

Assessment  gisk Response/Cost-Benefit Analysis
Busmess Continuity

Policies f Procedure Development & Maintenance 1, {a}) 1, {a})
Review/Approvals
Control Supporting Evidence/Records Retention 1

Adtivities  gegregation of Duties
Safeguarding Assets
General IT Controls
Data/ Infarmation Classification

Data/ Information Input
Information &

Communication Data/ Information Processing

Data/ Information Outpast

Internal and Extemnal Reparting 1
Ewvaluations f Inspections

Quality Control/ Quality Assurance Reviews

Reconciliations

Management Assessments

Monitaring

Scope Area Assessment

Rating Aszessment Grid PM]I' 2 Priority 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 Ship Channel
Improvement Revolving Fund (SCIRF) audit which was conducted as part of the Fiscal Year
(FY) 2025 Audit Plan.

We conducted this performance audit in accordance with Generally Accepted Government
Auditing Standards and in conformance with the International Standards for the Global
Internal Audit Standards. 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 the Project
Finance & Enterprise Operations Director on March 18, 2025. The Internal Audit Division
appreciates the cooperation and assistance received from the personnel contacted during
this audit.
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