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Objective

To evaluate the compliance with the Public Funds Investment Act (Texas Government Code,
Section 2256) for organizations investing at the direction of the Texas Transportation
Commission (Commission) for the fiscal year (FY) ending August 31, 2018.

Control Environment

The Project Finance, Debt and Strategic Contracts Division (PFD) is responsible for managing
the investment activity of TXDOT and Grand Parkway Transportation Corporation (GPTC). In
coordination with each organization’s governing board, PFD has implemented controls in an
effort to comply with the Public Funds Investment Act (PFIA) and manage debt and finance
programs effectively.

TxDOT and GPTC investment policies have been created and the governing board for each
organization annually reviews and approves the investment policy and investment strategies
for applicable funds. Once approved, broker acknowledgment and certification letters are
sent to the approved broker list for required verification and the brokers will 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 board to
summarize each project and fund activity.

PFIA training must be completed by investment officers every biennium and newly appointed
governing board members within six months of their appointment. Both TxDOT and GPTC
boards had new members added in FY 2018. Audits to determine PFIA compliance must be
completed every two years.

Summary Results
Audit testing completed not resulting in management action plans.

Scope Area | Evidence |

All PFIA requirements, per Texas Government Code Section 2256,

TXDOT PFIA Compliance | ¢+ hOT have been met and TxDOT is compliant for FY 2018.

All PFIA requirements, per Texas Government Code Section 2256,

GPTC PFIA Compliance for TxDOT have been met and GPTC is compliant for FY 2018.

Audit Scope and Methodology
The audit was conducted during the period from October 29, 2018 to November 15, 2018.
The methodology used to complete the objectives of this audit included:

e Reviewed TxDOT and GPTC governing board meeting minutes and minute orders to
identify annual review and adoption of investment policy, list of qualified brokers, and
investment strategies.

e Reviewed TxDOT and GPTC investment policies for required attributes, including
designation of investment officers, monitoring procedures, authorized investments
allowable by statute, and maximum maturity for investments.
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e Assessed TxDOT and GPTC investment strategies for compliance with items to be
included based on statutory requirements.

e Reviewed training certificates for TXDOT and GPTC investment officers and governing
board members.

e Assessed statements filed by TXDOT and GPTC investments officers disclosing any
potential conflict(s) of interest.

e Reviewed TxDOT and GPTC quarterly investment reports for required attributes, including
preparation by investment officers, summary of investment activity, and stated value of
each investment.

o Verified acknowledgement and certification letters were obtained from qualified brokers
for all TXDOT and GPTC investment transactions in FY 2018.

e Interviewed key PFD personnel including Portfolio Project Manager and Financial Analyst.

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 Public Funds Investment
Act audit which was conducted as part of the FY 2019 Audit Plan.

PFIA was enacted in 1995 to regulate and improve the management of investments by state
agencies, universities, and local governments. TxDOT became subject to PFIA in 2011.

GPTC is a public, nonprofit corporation created on April 3, 2012 under authorization of the
Texas Transportation Commission to finance, build, and operate certain segments of the
Grand Parkway Project and is also subject to the same PFIA requirements as TxDOT. GPTC
issues bonds to finance Grand Parkway System costs and invests bond proceeds and toll
revenues.

TxDOT and GPTC investment activity, including the investment of bond proceeds, capital
contributions, and toll revenue, provides a source of funding for transportation projects.
Funds related to the Central Texas Turnpike System and |-35E projects were invested by
TxDOT; likewise, funds related to the construction of certain segments of the Grand Parkway
Project (the “Grand Parkway System”) were invested by the GPTC.

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 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
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objectives were being met. Our audit opinion is not a guarantee against non-compliance,
particularly in areas not included in the scope of this audit.

Closing Comments

The results of this audit were discussed with the Project Finance, Debt and Strategic
Contracts Division Director on December 6, 2018. The Internal Audit Division appreciates
the cooperation and assistance received from the Project Finance, Debt and Strategic
Contracts Division during this audit.
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