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Objectives and Scope

To determine whether payments to the Texas A&M Transportation Institute (TTI) for
interagency cooperation contracts (IAC) are in accordance with contract terms and
applicable state and federal requirements, and to determine whether TTl has implemented
financial controls to ensure appropriate management of IACs with TxDOT.

The scope of this audit included TTI’s current operations and requests for reimbursement on
IACs active between September 1, 2016 and August 31, 2018.

Overall Conclusion

Overall, payments to TTI for IACs were in accordance with contract terms and applicable
requirements. All cost items tested met Federal cost allocation requirements, and were
allowable and adequately documented per the contract agreements. However, 33 (80%) of
41 reimbursement requests tested did not contain a Federally-required certification for
expenditures. TTI has implemented controls to ensure contract expenditures are accurate
and allowable, but does not have a process to ensure requests for reimbursements are
certified per Federal requirements.

TTI’'s Management’s response and action plan is included in Appendix 2 beginning on page
7 of this report.

Background

Founded in 1950 by a land-grant charter from Texas A&M University (TAMU) as a
cooperative research program, TTl is a multidisciplinary transportation institute conducting
research to improve all areas of transportation and save lives and resources. TTl's mission
is to “identify and solve transportation problems through research, transfer technology and
knowledge, develop diverse human resources to meet the transportation challenges of
tomorrow, and have a meaningful research program in all key topical areas.”

TTI reports approximately $63.5 million in annual research expenditures on more than 700
research projects with approximately 200 public and private sponsors. TTI researchers serve
as transportation experts to local, state, and national agencies with expertise in engineering,
planning, economics, policy, public engagement, landscape architecture, environmental
sciences, computer science, and social sciences.

Texas Government Code, Chapter 771, Interagency Cooperation Act, grants state agencies
the option to agree or contract with another agency for the provision of necessary and
authorized services and resources. TxDOT’s Contract Services Division (CSD) executes IACs
with TTl on behalf of TxDOT Districts or Divisions. District or Division personnel provide the
IAC objective and scope, and work in conjunction with TTI personnel to develop the budget,
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completion dates, and deliverables. The responsible District or Division manages and
monitors contract progress and required deliverables.

For fiscal years 2017 and 2018, TxDOT executed 138 IACs with TTl and reimbursed
approximately $69 million to TTI for costs incurred between September 1, 2016 and August
31, 2018. Contracts primarily focused on transportation planning, congestion mitigation,
technology transfer and support, and traveler information.

Results

Testing of Select Reimbursements and Cost Items

We tested a sample of 41 reimbursements, totaling $3,074,339, on six IACs, for required
approvals, deliverables, and appropriate application of the indirect cost rate. Additionally,
we tested 110 reimbursed cost items from the sampled reimbursements, totaling $381,661
(12%). All cost items tested met federal cost allocation requirements, and were allowable
and adequately documented per the contract agreements as well as federal and state
requirements. However, 33 (80%) of 41 reimbursement requests tested did not contain the
federally-required certification regarding the expenditures. Per 2 CFR 200.415, Required
Certifications, to assure that expenditures are proper and in accordance with the terms and
conditions of the Federal award and approved project budgets, all reimbursement requests
must include a certification, signed by an official who is authorized to legally bind the non-
Federal entity. Reimbursement requests that do not contain the required certifications are
subject to delayed payment until required certifications are provided.

Recommendation

TTI should ensure all reimbursement requests submitted to TxDOT include the
certifications required by 2 CFR 200.415.

Testing of Administrative Personnel as a Direct Charge

TTl administers TxDOT projects through the TTI Office of Research Development (pre-award)
and the Office of Project Administration (post-award). These offices are centrally funded with
TTl institutional funds. Institutional administrative duties, including TTI human resources and
payroll, are also funded from institutional funding and are not charged to TxDOT projects.

2 CFR 200.413, Direct Costs, states the salaries of administrative and clerical staff should
normally be treated as indirect costs. Direct charging of these costs may be appropriate only
if all of the following conditions are met:

(1) Administrative or clerical services are integral to a project or activity;

(2) Individuals involved can be specifically identified with the project or activity;

(3) Such costs are explicitly included in the budget or have the prior written approval of
the Federal awarding agency; and

(4) The costs are not also recovered as indirect costs.
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Each of the six IACs tested included administrative and clerical staff salaries in the TxDOT
approved budgets. For those six IACs we reviewed progress reports, effort certification
reports, and reimbursement request supporting documentation for the administrative and
clerical salaries and determined that those costs met the required conditions.

Facilities and Administrative Rate

For all reimbursement requests tested, TTl applied either the F&A rate approved by its
Federal cognizant agency or, if applicable, the lower rate approved in the TxDOT IAC. TTI
uses a shared F&A rate with other Texas A&M University System (TAMUS) components, such
as the Texas A&M Health Sciences Center, Texas A&M Research Foundation and TAMU. The
F&A rate has been approved by the U.S. Department of Health and Human Services, TAMUS’
Federal cognizant agency.

Per discussion with the cognizant agency, future rate negotiations with TAMUS will consider
whether research agencies qualify to be included in the university system’s rate.

Internal Controls

TTI has policies and procedures in place to review and approve IAC-associated costs. Cost
items charged to a project are reviewed and approved on an individual cost basis. Payroll
charges are reviewed by immediate supervisors and certified via TTI's Time and Effort
process, and purchases and travel expenditures are pre-approved through signatures on the
State of Texas Purchase and Travel Vouchers. Procurement card expense reports are
approved by the respective department, and further reviewed and approved by TTl‘s
Business Office procurement card auditor. Individual costs are compiled into
reimbursement requests, which are routed through accounts payable for review prior to
submission to TxDOT. However, TTI does not have a process in place to ensure requests for
reimbursements contain the Federal certification required by 2 CFR 200.415.
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Appendix 1

Methodology

The methodology used to complete this audit included:

Gaining an understanding of TTI's policies and operating procedures.

Conducting interviews with TxDOT personnel responsible for negotiations and
reimbursements for IACs with TTI, TXDOT’s Contract Services Division, TAMUS
Controller and Accounting Director, TTI's Office of Research and Sponsored
Programs, Office of Project Administration, Business Office, and TTI's federal indirect
cost rate negotiation consultant.

Reviewing the IACs and Amendments between TxDOT and TTI, TxDOT Negotiated
Contracts Manual, and TAMUS Contract Management Handbook.

Reviewing Title 2 Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance), Texas Government Code, and Texas Administrative Code.

Analyzing effort reports, reviewing administrative task descriptions, and interviewing
administrative personnel charging effort directly to TxDOT IACs.

Conducting interviews with TTI Principal Investigators for each of the six sample IACs.
Reviewing TAMUS’ approved F&A rate.

Sampling Methodology

Judgmentally selected the following IACs for testing:

IAC Contract Award FY17/FY18
Term Amount Reimbursed
Highway Planning and Operations (FTW, 14711) 8/11/17 -
8/30/19 $1,250,000 $ 1,022,504
Maintenance Transportation Asset Management 10/30/17 -
Engineering Support (MNT, 15855) 8/31/19 $850,719 $378,189
Technical Assistance and Support for Statewide 8/30/16 -
Metropolitan and Metropolitan Transportation 8/31/18 $2,500,000 $1,935,403
Planning and Programming (TPP, 11689)
I-35 Traveler Information During Reconstruction 9/1/15 -
(WAC, 7313) 8/31/17 $4,287,977 $2,024,537
2017 & 2018 Texas AVN Conference (AVN, 42- 10/2/17 -
8XXIA003) 8/31819 $128,484 $46,329
Texas Aviation Conference Technical Curriculum 8/1/17 -
Development FY 2018 (AVN, 42-8XXIA001 ) 8/31/18 BE200 G281
TOTAL: $9,047,380 $5,435,680
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During the scope period, TXDOT made 76 reimbursements, totaling $5,435,680 on the
selected IACs.

Selected 41 of 76 reimbursements, totaling $3,074,339, and tested for required TTl and
TxDOT approval, required deliverables, and application of indirect cost rate. Judgmentally
sampled 110 individual cost items totaling $381,661 from the 41 reimbursements and
tested for the following requirements:

e Costs were reasonable, necessary and allocable to the IAC and adequate supporting
documentation was available to confirm costs were valid and accurately calculated

e Cost were based on actual costs incurred and accurately allocated based on an
approved allocation method and accorded consistent treatment across institutional
activities

e Costs were incurred during the contract period of performance

e Costs were authorized and approved by required stakeholders (i.e., responsible TTI
personnel, responsible TxDOT personnel), as required

e Equipment was purchased, utilized, and maintained as required by 2 CFR 200.

Data Reliability

Auditors assessed the reliability of IAC reimbursement data generated from TxDOT’s
accounting system by comparing the data to IAC expenditure data generated from TTI's
FAMIS accounting system. Auditors also compared active IAC listings from TxDOT Contract
Services Division and TTI to verify all active IACs during the scope period were identified. The
IAC reimbursement data and TTI's list of TXDOT IACs were determined to be reliable for the
purposes of this audit.

Project Information

This audit was conducted for TXDOT Administration and the Chief Audit and Compliance
Officer. The audit was included in the fiscal year 2019 Compliance Division External Audit
Plan. Audit fieldwork was conducted from October 2018 through February 2019.

We conducted this 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. We believe that the evidence obtained provides
a reasonable basis for our findings and conclusions on our audit objectives.
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Appendix 2

Texas ASM Transportation Instilute

3135 TAMU
= Texas A&M_ College Station, T 77843-3135
o | 'T SEHRE LA LI 978-317-2677
nstitute ittt tamu.edu

March 14, 2019

Patrick Mekinney, CIA

Section Director, External Audit
Compliance Division

Texas Department of Transportation

RE: Management Response to Draft Audit Report of Texas A&M Transportation Institute
Interagency Cooperation Conlracts

Dear Mr. MeKinney,

Texas A&M Transportation Institute (“TTI™) concurs with the finding in the draft audit
report that “TTI should ensure all reimbursement requests submitted to TxDOT include the
certifications required by 2 CFR 200.415."

TTI will ensure all reimbursement requests submitted to TxDOT include the
certifications required by 2 CFR 200415, A corrective action will be implemented lor Apiil
2019 reimbursement requests, which will be submitted to TxDOT in May 2019.”

ry D, Windi
Director

Cc:  William R. Stockton, Ph.D., PE, Deputy Agency Director
Joseph N. Dunn, Assistant Agency Director and CFO

TTI I Office of the Director
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