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Fund Programming and Management TxDOT Internal Audit Division — Limited Scope

Objective
To determine if divisions and districts are complying with requirements for utilization of
funding sources for construction projects across the state.

Opinion

Based on the audit scope areas reviewed, control mechanisms are effective and
substantially address risk factors and exposures considered significant relative to impacting
reporting reliability, operational execution, and compliance. The organization's system of
internal controls provides reasonable assurance that most key goals and objectives will be
achieved despite significant control gap corrections and improvement opportunities
identified. Control gap corrections and improvement opportunities identified are likely to
impact the achievement of the organization's business/control objectives, but management
has agreed to corrective action plans to address the relevant risks within 6 months.

Overall Engagement Assessment Satisfactory

Finding
Operating
Title Control Design Effectiveness Rating
Finding 1 Toll Indicator Controls X X Needs Improvement

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

Control Environment

The process for funding projects with Proposition (Prop) 1 or Prop 7 funds involves
coordination between TxDOT district personnel. Prior to letting, districts manually input
project details into an information system for planning, programming, and development of
projects (the construction information system).

The allocation and use of Prop funds is then determined by toll indicators input into
information systems. Districts input toll indicators to the construction information system,
while the Financial Management Division (FIN) inputs toll indicators to the Major Projects
Tree in the enterprise resource planning system (ERP). This maintains segregation and
promotes detection of errors; however, without reconciliations of the toll indicator in both
systems, inaccuracies in either system may allow for improper use of or lost opportunities
for use of Prop 1 or 7 funds.
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Summary Results
Audit testing completed resulting in management action plans.

Finding Scope Area Evidence

Inaccuracies were identified in both toll indicators
from the construction information and ERP systems

Toll Indicator for Prop 1 expenditures from inception through
Accuracy; September 2018:

1 Expenditure e One toll project with $331K of Prop 1 funds used
Validation of was identified.
Prop Funds e Toll indicator inaccuracies were identified in 11

projects which had the potential to cause Prop 1
funds to be spent on toll projects.

Audit testing completed not resulting in management action plans.

Scope Area Evidence

e Confirmed no toll projects received Prop 7 funding
from inception through September 30, 2018.

e A reconciliation of funding received and
expenditures incurred from September 1, 2017 to
September 30, 2018 between ERP and the Uniform
Statewide Accounting System (USAS) was
performed for Prop 1 (ending balance of $1.0B)
and Prop 7 (ending balance of $2.1B) funds. No
exceptions were identified.

Expenditure Validation of Prop
Funds

Audit Scope and Methodology
The audit was conducted during the period from September 10, 2018 to October 29, 2018,
and the scope and methodology are as follows:

Scope Area 1: Toll Indicator Accuracy - Determine the accuracy of toll indicators in the
construction information system and ERP in order to determine project eligibility for use of
Prop 1/Prop 7 funds.

Methodology included:

e Reviewed state legislation including Senate Joint Resolution (SJR) 5, SJR 1, House
Bill (HB) 1; as well as, TxDOT policies including the construction information system
User Manual.

e Interviewed key personnel within FIN, including Division Director, Accounting
Management Director, Funds Management Director, and Letting Management
Manager.

e Interviewed nine planners within the six districts sampled (Dallas, Fort Worth,
Houston, San Antonio, Austin, and Pharr) in order to understand the toll indicator
completion and review process, as well as, to determine the accuracy of the
construction information system toll indicator. A judgmental sample of 100 projects
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that received Prop 1 or Prop 7 funding, as of September 30, 2018, were used in this
testing.

e Compared the construction information system toll indicator to the Major Projects
Tree in ERP in order to identify potential inaccuracies.

Scope Area 2: Expenditure Validation of Prop Funds - Determine that Prop 1 and Prop 7
funds have been spent in compliance with fund requirements.

Methodology included:

e Obtained expenditures in ERP for toll projects from inception through September
2018 to assess that Prop 1/Prop 7 was not used as funding source.

e Analyzed Prop 1 and Prop 7 project expenditures from inception through September
30, 2018 to determine what the toll indicators were in both the construction
information system and ERP, as well as, to identify if expenditures were related to toll
projects.

e Observed FIN’s query for the monthly Prop 1 and Prop 7 expenditure report as of
September 30, 2018.

e Obtained listing of projects with both toll and non-toll components in order to confirm
non-toll components were not included within Prop 1 or Prop 7 expenditures as of
September 30, 2018.

e Analyzed a reconciliation of Prop 1 and Prop 7 activity, including funding received
and expenditures incurred, from ERP to USAS for September 1, 2017 to September
30, 2018.

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 Fund Programming and
Management audit which was conducted as part of the Fiscal Year (FY) 2019 Audit Plan.

State highway funds, including Prop 1 funds, Prop 7 funds, and bond funds, as well as,
federal funds are the primary sources of funding for TxDOT’s construction projects.

Prop 1 and 7 were approved by Texas voters in November 2014 and November 2015,
respectively:

Prop 1 Constitutional Amendment: “Revenue transferred to the state highway fund
under this subsection may be used only for constructing, maintaining, and acquiring
rights-of-way for public roadways other than toll roads.”

Prop 7 Constitutional Amendment: “Money deposited to the credit of the state
highway fund under this section may be appropriated only to:

1) Construct, maintain, or acquire rights-of-way for public roadways other
than toll roads; or

2) Repay the principal of and interest on general obligation bonds issued as
authorized by Section 49-p, Article Ill, of this constitution.”
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Prop 1 directs a portion of oil and gas tax revenues to the State Highway Fund. TxDOT
received the initial deposit of Prop 1 funds in December 2014 and began awarding
contracts for Prop 1 funded projects in March 2015. As of September 2018, TxDOT has
received $4.0B of Prop 1 funds and spent $3.1B.

Prop 7 dedicates portions of revenue from the state’s general sales and use tax, as well as,
from the motor vehicle sales and rental tax to the State Highway Fund. TxDOT began
receiving Prop 7 funds in August 2018. As of September 2018, TxDOT has received $2.5B
of Prop 7 funds and spent $400M.

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 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 reporting, 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
reporting misstatement and reliability, operational sub-optimization, or non-compliance,
particularly in areas not included in the scope of this audit.
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Detailed Finding and Management Action Plans (MAP)

Finding No. 1: Toll Indicator Controls

Condition

Manual controls used in the determination of toll/non-toll projects for use of Proposition
(Prop) 1 funding need further strengthening to accurately identify projects and reconcile toll
indicator information used between systems. Additionally, toll indicator assignment and
operation within the construction information system requires improvement to reduce the
probability of error. While errors identified are de minimis in nature, additional emphasis will
help ensure required treatment of Prop 1 funding, given the focus on tolling in the state.

Effect/Potential Impact
Spending Prop 1 funds on a toll road project would violate the Texas Constitution and could
result in a loss of trust with state of Texas tax payers and the Texas Legislature.

Criteria
The Texas Constitution prohibits the use of Prop 1 funds on toll roads.

Cause

Within the construction information system, a toll indicator field is completed by districts
entering “Y” for toll projects, “N” for non-toll projects, “P” for possible toll projects, or it is left
blank, which the Letting Management section within the Financial Management (FIN)
Division considers to mean non-toll. The construction information system manual does not
address how to input the toll indicator field or what the indicator types mean.

When a project is scheduled for letting, the Letting Management section assigns and
records specific funding sources to a project (e.g., Prop 1, Prop 7, or State Highway Fund) in
the construction information system. The Letting Management section will rely on the toll
indicator to determine whether a project is eligible for Prop 1 funding; however, since
districts manually enter the toll indicator field within the construction information system,
manual errors could occur. In addition, changes to the project may occur after letting, and
FIN’s policy is that the construction information system is not updated subsequent to letting.

The Accounting section of FIN may also assign Prop 1 funds to projects retroactively. FIN
then uses a detective control process to identify improper use of Prop 1 funds after
expenses have been incurred and assigned to Prop 1. This process entails manual
identification of toll and non-toll projects, based on their knowledge and tracking of
commission meetings and minute orders. Projects are input into the Major Projects Tree in
the enterprise resource planning system (ERP), which is FIN’s living document for toll/non-
toll projects. FIN then utilizes a query that compares projects with Prop 1 funding to toll
projects identified in the Major Projects Tree. Results of this comparison will identify if Prop
1 funds were used on a toll project. This detective control query used by FIN was found to be
incomplete, as it was not identifying all components of toll projects, resulting in three
projects being shown as non-toll.

FIN does not reconcile the Major Projects Tree with the toll indicator in the construction
information system.
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Evidence

Toll Indicator Inaccuracies

Project expenditures using Prop 1 funds from inception through September 30, 2018 were
analyzed to determine what the toll indicators showed in both the construction information
system and ERP. Of 2,153 projects with Prop 1 expenditures, the following inaccuracies
were identified:

Toll Indicator Inaccuracies in ERP:

o $331K of $3.1B (0.011%) Prop 1 fund expenditures (as of September 30, 2018)
were spent on one toll project. This project was accurately marked as toll in the
construction information system, but it was inaccurately marked as non-toll in ERP.

e Three projects that received Prop 1 funding were accurately considered non-toll in
the construction information system (“N” or blank toll indicator) but were inaccurately
marked as toll in ERP. FIN’s detective control query did not identify these projects as
toll projects due to errors identified with the query.

Toll Indicator Inaccuracies in the Construction Information System:

e One project that received Prop 1 funding was marked as toll in the construction
information system and non-toll in ERP. After discussion with both FIN and the
district, it was discovered that this project was non-toll due to a change in legislation
in 2017. Subsequently, the project was changed from toll to non-toll in the
construction information system.

e One project that received Prop 1 funding was inaccurately marked as toll in the
construction information system.

e Six projects that received Prop 1 funding were inaccurately marked as “P”
(potential/possible) in the construction information system and should have been
marked as non-toll.

Blank Toll Indicator in the Construction Information System

In addition, the construction information system allows the toll indicator to be left blank
without the user having an understanding of how that should be interpreted as it relates to
being a toll or non-toll project.

Data on 15,219 projects, including all projects let from Fiscal Year (FY) 2015 through
September 30, 2018 was obtained and analyzed:
e 5,381 0of 15,219 (35%) projects were left blank for the toll indicator.

The Letting Management section and the Right of Way (ROW) Division have different
interpretations on blank toll indicators. Letting Management interprets blank toll indicators
to mean “non-toll” and thus could assign Prop 1 funds to the project. On the contrary, ROW
does not assign Prop 1 to any project with a blank toll indicator in the construction
information system as it considers those to be potential toll projects.
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Management Action Plan (MAP):

MAP Owner:
Megan Lowary, Financial Reports Manager, Financial Management Division

MAP 1.1:
The Financial Management Division (FIN) will correct errors identified in the monthly query.

Completion Date: Action Completed

MAP 1.2:
The Financial Management Division (FIN) will correct expenditure issues identified on the toll
project that received Proposition 1 funding.

Completion Date: Action Completed

MAP 1.3:

The Financial Management Division (FIN) will enhance existing procedures to include an
annual reconciliation of the toll projects in the construction information system and the toll
projects on the Major Projects Tree (Tree) in the enterprise resource planning system (ERP)
in its annual survey to districts and Project Finance, Debt, and Strategic Contracts Division
(PFD) to ensure accuracy of the Tree. FIN will continue to monitor Proposition 1 and
Proposition 7 expenditures on a monthly basis with cross check to toll projects on the Tree
and make timely corrections if funding from these sources is identified with a toll project.
FIN will also continue to monitor the monthly Texas Transportation Commission meeting
minutes for the approval of new toll projects in order to ensure new toll projects are added
to the Tree.

Completion Date: April 15, 2019

MAP Owner:
Reane Gilder, Letting Management Manager, Financial Management Division

MAP 1.4:

The Financial Management Division (FIN) will evaluate options for enhancing controls on the
toll indicator, including the possibility of removing the option for “P” or leaving the toll
indicator blank. This will include discussion and coordination with the TXDOTCONNECT
initiative. FIN will also coordinate with the Right of Way (ROW) Division on how to interpret
the toll indicator for purposes of assigning Proposition 1 and 7 funds.

Completion Date: Action Completed
MAP 1.5:
The Financial Management Division (FIN) will implement and document policies and

processes as determined by MAP 1.4.

Completion Date: September 15, 2019
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MAP Owner:
Erika Kemp, Modernize Portfolio and Project Management Project Director, Transportation

Programs Division
MAP 1.6:
The TXDOTCONNECT project team will ensure the toll indicator in TXDOTCONNECT does not

auto-populate and will require the user to select a value of Y, N or P for the toll indicator
when a project is created in TXDOTCONNECT.

Completion Date: September 15, 2019

February 2019 9



Fund Programming and Management TxDOT Internal Audit Division — Limited Scope

Observation and Recommendation

Audit Observation (a): Mixed Projects

TxDOT had not developed a policy on whether Proposition (Prop) 1 or Prop 7 funds can be
spent on projects that have both toll and non-toll components (i.e., mixed projects), and if
so, how to allocate the funds.

Additionally, TXDOT does not have a clear mechanism to track mixed projects, and there is
not a consistent recognition or treatment across the Financial Management Division (FIN).
Letting Management has separate control section jobs (CSJs) for the toll and non-toll
components, with the non-toll components marked as non-toll in the construction
information system. However, the Accounting section in FIN considers all CSJs under mixed
projects to be toll in the enterprise resource planning system (ERP).

Effect/Potential Impact

In November 2017, the Attorney General of Texas was asked to determine whether Prop 1
or Prop 7 funds can be spent on projects that have both toll and non-toll components. The
Attorney General noted that Prop 1 and Prop 7 funds may not be spent on toll roads, but it
was legally unclear whether the funds could be spent on a non-toll component of a toll
project. If Prop funds are spent, the Attorney General stated that TxDOT must have a
mechanism to ensure no funds are spent on the toll component.

Without a clear policy, TxDOT may not be in compliance with the Texas Constitution and the
determination from the Attorney General if this event were to occur.

Audit Recommendation

TxDOT Administration, in conjunction with the Texas Transportation Commission, should
establish and communicate TxDOT’s policy on whether Prop 1 or Prop 7 funds can be spent
on projects that have both toll and non-toll components. If the policy allows for Prop 1 and
Prop 7 funds to be spent, FIN should develop and implement a policy to 1) track mixed
projects consistently across the state and 2) ensure that Prop 1 and 7 funds are only spent
on the non-toll component of the mixed project.
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Summary Results Based on Enterprise Risk Management Framework
Audit Results Dashboard

Fund Programming and Management
Scope Areas Evaluated

Business Objectives (Reporting, Operational, Compliance)

ERM Component

Control
Environment

Control Activities

Organizational Tone

0.C

Toll Indicator Accuracy Expenditure Validation of Prop Funds

Business Objective/Goal-Setting

Resource Capacity

Forecasting/Budget

Training and Development

Risk Assessment

Risk Identification/Planning

Risk Assessment/Impact Analysis

Risk Response/Cost-Benefit Analysis

Business Continuity

Control Activities

Policies/Procedure Development & Maintenance

Approvals/Authorizations

Supporting Evidence/Records Retention

Segregation of Duties/System Access

Safeguarding Assets/Security

Information &
Communication

Information Classification

Information Input

Information Processing

Information Output

Internal and External Reporting

Monitoring

Exception Reporting Review

Reconciliations

Root-Cause Analysis

Evaluations/Inspections

Management Action Plans

Scope Area Assessment

Rating Assessment Grid

Need
Exemplary Satisfactory Im eee':e -~ Unsatisfactory
DOV

Closing Comments
The results of this audit were discussed with the Financial Management Division Director on
January 11, 2019. The Internal Audit Division appreciates the cooperation and assistance
received from the Financial Management Division during this audit.
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