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Objective and Scope

To determine whether the Hidalgo County Regional Mobility Authority (HCRMA) has implemented
necessary financial controls to ensure appropriate grant funding management and to determine
whether payments to HCRMA are supported by sufficient documentation and are allowable per
applicable funding agreements.

The scope of this audit included HCRMA'’s current operations and requests for reimbursement
submitted to TxDOT between January 1, 2022, and September 30, 2024.

Overall Conclusion

HCRMA has implemented necessary financial controls to ensure appropriate grant funding
management. Grant funds are accurately tracked, and sufficient monitoring controls have been
implemented to ensure compliance with grant agreements. Payments to HCRMA are adequately
supported; however, questioned costs were identified related to a Value Engineering Change Proposal
(VECP) totaling $1,317,499.

Additionally, internal controls should be strengthened to ensure compliance with Federal requirements.

Background

The Texas Legislature authorized the creation of Regional Mobility Authorities (RMA) in 2001 under
Senate Bill 342. An RMA is a political subdivision formed by one or more counties or certain cities to
finance, acquire, design, construct, operate, maintain, expand or extend transportation projects.
Projects may be tolled or non-tolled.

HCRMA was created by the Texas Transportation Commission and the Hidalgo County Commissioners
Court on November 17, 2005, to accelerate needed transportation projects in Hidalgo County. Hidalgo
County includes the Cities of Hidalgo, Edinburg, McAllen, Weslaco, and Pharr, along with several other
smaller cities.

HCRMA is overseen by a seven-member Board of Directors. The Board Chairman is appointed by the
Governor, 5 members are appointed by the Commissioners Court, and 1 member is recommended to
the Commissioners Court for appointment by the City of McAllen.

TxDOT distributes funds to HCRMA on a reimbursement basis. HCRMA receives Federal Highway
Administration (FHWA) funds passed through TxDOT’s Pharr District (PHR) for construction of the 365
Tollway Project. The 365 Tollway project is a tolled expressway covering over 12 miles and three
international bridges on the US/Mexico border and runs across five separate jurisdictions. HCRMA
received reimbursements of $28,837,449, $37,675,516, and $22,308,434 through PHR for fiscal years
(FY) 2022, 2023, and 2024, respectively.
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Results

HCRMA has an interlocal agreement with the City of Pharr (City) to perform financial management and
staffing functions for the RMA. HCRMA provides its financial transaction data to the City for recording
into the City’s financial system. The City issues payment to HCRMA’s vendors by check as needed,
prepares monthly bank reconciliations for multiple bank accounts, and prepares annual financial
reports. HCRMA also utilizes a Trustee to manage its bond accounts, which are used to pay for
construction of the 365 Tollway project. HCRMA has developed a chart of accounts to maintain
separation of Federal, State, and Local accounts and provides account coding information to the City
for recording financial transactions. HCRMA maintains grant records in spreadsheets for monitoring.
Grant budgets and expenditures were accurately tracked during the audit scope period, and bank
reconciliations were performed consistently.

Expenditures

HCRMA receives funding from TxDOT’s PHR Division on a reimbursement basis. Testing of five HCRMA
billings, totaling $35,606,348, submitted to PHR for reimbursement, determined construction costs
were within the grant period of performance, properly approved, and paid in a timely manner. Labor
costs attributed to construction met applicable labor standards. However, HCRMA did not include a
certification of costs submitted for reimbursement to comply with title 2 Code of Federal Regulations
(CFR) 200.415. Additionally, questioned costs related to a VECP were identified, totaling $1,317,499.

Expenditure Certification

Title 2 CFR 200.415(b) requires subrecipients include a specific certification statement to the pass-
through entity, attesting to the accuracy and completeness of the information submitted, whenever
applying for funds, requesting payment, or submitting financial reports. For all five billings tested,
HCRMA did not include the certification statement when requesting reimbursement from TxDOT.

Recommendation: HCRMA must include the certification statement required in 200.415(b) when
submitting requests for reimbursement to TxDOT.

Questioned Costs

A VECP, proposed by HCRMA’s prime contractor, was utilized on the 365 Tollway project to reduce
project costs. VECP, as a part of Value Engineering (VE), is a construction contract change proposal
submitted by the construction contractor which may improve a project’s performance, value and/or
quality, lower construction costs, or shorten the delivery time, while considering their impacts on the
project’s overall life-cycle.! While VECP’s are a useful tool and encouraged by FHWA, the State’s
Department of Transportation (DOT) must have a VE Program that includes VECP, as required by 23

1 23 Code of Federal Regulations Part 627-Value Engineering, §627.3 Definitions, (g) Value Engineering Change
Proposal (VECP).
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CFR 627.7.2 A review of the 365 Tollway project was conducted by FHWA in 2023 and determined the
use of the VECP by HCRMA was non-complaint since TxDOT does not have VECP as a part of its VE
Program.

The VECP was executed on the project using change orders submitted by the prime contractor. Each
change order identified individual construction items that differed in quantity, price, were eliminated,
and/or were added as a part of the VECP. PHR reviewed all change orders submitted to determine if
changed items would be eligible for federal participation, by following TxDOT's Standard Specifications
for Construction and Maintenance of Highways, Streets, and Bridges. Item changes that were not in
compliance with the TxDOT Specifications were ineligible for federal participation and deemed non-
participating. Any non-participating items were to be covered by HCRMA local funds and removed from
the billings submitted to TxDOT for reimbursement. For all five billings tested, items deemed non-
participating were removed from the billings submitted to TxDOT for reimbursement.

While this methodology for determining VECP items as participating or non-participating was
communicated to FHWA at the time the change orders were submitted, no written approval was
obtained. Since the use of a VECP was deemed non-compliant by FHWA, federal funds used to pay for
items changed through the VECP would be non-compliant. During the audit, a defined methodology for
determining VECP revised items as either participating or non-participating based on meeting TxDOT
Specifications was submitted to FHWA and approved in March 2025. The approved methodology has
revised the status of some items, resulting in items previously deemed participating now considered
non-participating and vice versa.

For two of five billings tested, a VECP item previously considered participating, but with a current
status of non-participating, was submitted for reimbursement resulting in questioned costs.

e Construction work utilizing VECP item number 425-6040 PREST CONC GIRDER TX62 totaling
$293,970 was included in one billing.
e Material on-hand of VECP item 425-6040 totaling $1,023,529 was included in one billing.

Recommendation: HCRMA should:

e For the 5 billings tested, work with PHR to return questioned costs of $1,317,499 for non-
participating items.

e  Work with PHR to review all billings submitted to TxDOT for reimbursement to correct for any
changes made to the status of VECP items and ensure the federal award is only applied
toward participating items.

e Ensure the updated list of non-participating items are removed from future billings submitted
to TxDOT for reimbursement.

2 23 Code of Federal Regulations Part 627, §627.7 states that the state transportation agency’s VE program shall
establish and document policies, procedures, and contract provisions that identify when VECP’s may be used.
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Suspension and Debarment

TxDOT's Project Development Agreement (PDA) with HCRMA and 2 CFR 200.214 restrict awards,
subawards, and contracts with certain parties that are debarred, suspended, or otherwise excluded
from or ineligible for participation in federal assistance programs or activities. HCRMA has 23
contractors, one prime contractor and 22 subcontractors, performing work on the 365 Tollway project.
HCRMA is directly contracted with the prime and the prime is contracted with subcontractors at
multiple tiers; first tier is directly between the prime and a subcontractor, second and third tiers are
subcontractor to subcontractor contracts.

HCRMA performed a suspension and debarment check on the Texas Comptroller’s website for all 23
contractors. However, the check was not performed prior to execution of the contract for 17 of the 23
contractors tested. Additionally, for 22 of the 23 contractors, suspension and debarment checks were
not performed on the U.S. General Services Administration’s (GSA) list through the System for Award
Management (SAM) website as required by the State of Texas Procurement and Contract Management
Guide3 and HCRMA's Procurement Policies. HCRMA has a process in place to approve all subcontractors
and requires the prime contractor to submit a form for approval. Upon receipt, HCRMA performs the
suspension and debarment check of the subcontractor. In some instances, the approval form was
submitted to HCRMA after the date of contract execution. Using a suspended or debarred contractor
may lead to the contractor being unable to adequately fulfill contractual requirements. Auditors did not
identify any suspended or debarred contractors during testing.

Recommendation: HCRMA must ensure suspension and debarment checks are performed on both the
Texas Comptroller’s website and the SAM website for all levels of contractors prior to contract
execution. Documentation should be maintained to support the date the check was performed.

Reporting

TxDOT'’s Financial Assistance Agreement (FAA) and PDA with HCRMA require specific reporting on the
365 Tollway project be submitted to TxDOT throughout the project period. Reports reviewed included
construction progress reports prepared by HCRMA's General Engineering Consultant (GEC), annual
project budget reports, annual project expenditure reports, project progress reports, and
Disadvantaged Business Enterprise (DBE) reports. HCRMA submitted project reporting to TxDOT as
required by the agreements; however, reporting was not always submitted within the required
timeframes.

e Construction progress reports prepared by the GEC are to be submitted to TxDOT on a
quarterly basis, detailing the progress of construction of the 365 Tollway during the previous
quarter. While a report was prepared on a quarterly basis for FYs 2022 through Q3 of 2024,
the report was not submitted quarterly. All 10 quarterly reports tested were submitted to
TxDOT in January 2025.

3 State of Texas Procurement and Contract Management Guide states the purchaser must check the debarred
vendor list on the CPA website and the System for Award Management (SAM) database.
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¢ No later than three months prior to the start of the FY, a project budget report is required to
be submitted to TxDOT detailing the 365 Tollway project’s budget for the upcoming FY.
HCRMA's project budget reports for FY's 2023 and 2024 were not submitted to TxDOT within
three months prior to the start of the FY. HCRMA’s FY is a calendar year, therefore budget
reports are to be submitted no later than October 1st. HCRMA submitted the FY 2023 and FY
2024 reports on October 26, 2022, and November 24, 2024, respectively.

e No later than 30 days after the end of the FY, a project expenditure report is to be submitted
to TxDOT detailing specific expenditures made with grant disbursements during the FY. HCRMA
submitted the FY 2022 and FY 2023 expenditure reports to TxDOT in January 2025.

Recommendation: HCRMA must ensure all project reporting is submitted to TxDOT within the
timeframes required by the FAA and PDA.

Internal Controls

2 CFR 200.303 requires subrecipients to establish and maintain effective internal controls over federal
awards to provide reasonable assurance the subrecipient is managing the federal award in compliance
with federal statutes, regulations, and the terms and conditions of the federal award. The Committee
of Sponsoring Organizations of the Treadway Commission’s (COSO) Internal Control - Integrated
Framework consists of five integrated components: control environment, risk assessment, control
activities, information and communication, and monitoring activities.

HCRMA has established a control environment by developing HCRMA Bylaws. In addition, policies and
procedures have been developed that cover financial management, fraud reporting, and procurement.
HCRMA has an Internal Ethics and Compliance Program (ICP) in place that complies with 43 Texas
Administrative Code (TAC) 10.51. HCRMA control and monitoring activities include invoice and monthly
expense report approvals, grant reconciliations, bank reconciliations performed by the City of Pharr,
and the performance of an annual single audit by an external party.

Although HCRMA has internal controls in place to represent four of the five COSO components, the
internal control system could be strengthened. HCRMA's Policies and Procedures Governing
Procurement of Goods and Services contains most of the procurement standards required by 2 CFR
200; however, the procedures do not address domestic preference and the avoidance of unnecessary
and duplicative items.

Additionally, HCRMA does not have a process in place to perform an assessment of risks to the entity.
By not conducting an entity-wide risk assessment of HCRMA, management may not be aware of
potential high-risk areas and/or growth opportunities that may impact the RMA.

Recommendation: HCRMA should:

e Update Policies and Procedures Governing Procurement of Goods and Services to include
procedures for the avoidance of unnecessary and duplicative items and domestic preference
for procurements.

e Develop and document a process to perform an entity-wide risk assessment as it relates to
TxDOT funding.
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Single Audit

HCMRA's FY 2023 single audit identified one federal award finding related to the 365 Tollway project.
In violation of 23 CFR Part 637 requirements, verification sampling and testing on the project was
performed by an uncertified technician. HCRMA’s corrective action plan to remediate the finding was
proposed to be completed by December 2024. Review of HCRMA's corrective actions determined the
finding has been partially remediated. HCRMA's corrective actions included immediate suspension of
work and termination of the contract with the firm that employed the non-certified technician.
Additionally, HCRMA contracted with a consultant and implemented policies and procedures for an
Independent Assurance Quality Plan to monitor technician certifications and ensure the requirements
of 23 CFR Part 637 are met. Review of the monitoring performed by the consultant determined a log is
maintained detailing the daily testing performed, technicians who perform the testing, and technician
certifications; no issues were identified. Forensic investigation and evaluation were to be completed on
the work performed by the non-certified technician; however, the completion of this work was
extended to March 2025. Review of this corrective action could not be completed during the audit and
remains outstanding.

Recommendation: HCRMA should notify TxDOT when the corrective active plans are fully implemented
and provide implementation supporting documentation to TxDOT.
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Appendix I

Project Information

This project was conducted for the Pharr District, Transportation Programs Division (TPD),
Transportation Planning & Programming Division (TPP), TxDOT Administration, and the Chief Audit and
Compliance Officer. The audit was completed in fiscal year 2025 and performed by Tasha Foote (Audit
Lead), Sara Silva, and Judit Alphonse. Engagement fieldwork was conducted from October 2024 to
March 2025.

This audit was conducted in accordance with Generally Accepted Government Auditing Standards and
in conformance with the Institute of Internal Auditors Global Internal Audit Standards. Those
standards require 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 judgmentally
selected a sample of expenditures for testing based on data analysis to ensure a reasonable and
ample coverage of items within the audit scope. Therefore, these results cannot be projected to all
HCRMA expenditures. We believe the evidence obtained provides a reasonable basis for our findings
and conclusions on our audit objectives.

Methodology

e Gained an understanding of HCRMA’s operating and control structure.

e Interviewed key HCRMA personnel.

e Reviewed TxDOT's Financial Assistance Agreement with HCRMA.

e Reviewed TxDOT's Project Development Agreement with HCRMA.

e Reviewed HCRMA's Financial, Procurement, Fraud, and Internal Ethics & Compliance policies.

e Reviewed HCRMA's financial management system.

e Reviewed HCRMA'’s Single Audit finding corrective actions.

¢ Reviewed HCRMA's contractor and project monitoring processes.

¢ Reviewed HCRMA’s 365 Tollway project change orders for compliance with applicable funding
agreements.

e Reviewed suspension and debarment checks of HCRMA's contractors/subcontractors for
compliance with applicable requirements.

¢ Tested HCRMA expenditures for sufficient documentation, allowability, labor standards,
approvals, and timely payment.

¢ Tested HCRMA's contracts for compliance with applicable requirements.

e Tested HCRMA’s 365 Tollway project reporting for compliance with applicable funding
agreements.
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Criteria

e 2 Code of Federal Regulations (CFR) Part 200 - Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards

e 23 CFR Part 627 - Value Engineering

e 23 CFR Part 637 - Construction Inspection and Approval

e 29 CFR Part 5 - Labor Standards Provisions Applicable to Contracts Covering Federally
Financed and Assisted Construction

e Texas Government Code 2251.021 (Prompt Payment Act)

e Standards for Internal Control in the Federal Government (Green Book)

¢ Committee of Sponsoring Organizations of the Treadway Commission (COSO) Internal Control
- Integrated Framework

e 43 Texas Administrative Code (TAC) 10.51 - Internal Ethics and Compliance Program

e 43 TAC Chapter 26 — Regional Mobility Authorities

e TxDOT Local Government Projects Policy Manual

e Financial Assistance Agreements between TxDOT and HCRMA

e Project Development Agreement between TxDOT and HCRMA

¢ HCRMA Policies and Procedures
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Board of Directors
Robert L. Lozano, Chairman

Ezequiel Reyna, Jr., Vice-Chairman
Juan Carlos Del Angel, Secretary/Treasurer
H " n -3
HIDALGO COUNTY REGIONAL MOBILITY AUTHORITY lose Maria “Joe” Ochoa, Director
Roel “Roy” Rodriguez, P.E., Director

Sergio Saenz, Director
April 11, 2025 Michael J. Williamson, Director

Naima Hafeez

External Audit & Advisory Services Section Director
Texas Department of Transportation, Compliance Division
naima.hafeez @txdot.gov

RE: AUDIT OF THE HIDALGO COUNTY REGIONAL MOBILITY AUTHORITY
Dear Ms. Hafeez:

The Hidalgo County Regional Mobility Authority (HCRMA) has reviewed the draft audit report dated
April 2025 performed by the Texas Department of Transportation’s (TxDOT’s) Compliance Division
on its management of grant funding. Below are management'’s responses to the recommendations
in the report.

TxDOT Recommendation #1- Expenditure Certification: HCRMA must include the certification
statement required in 200.415(b) when submitting requests for reimbursement to TxDOT.

HCRMA'’s Response: The HCRMA created a form template with the certifying language
required in 200.415(b) and submitted this certification statement for reimbursement requests
previously submitted to TxDOT and will continue to submit the certification in future
requests. Completed 02/18/2025.

TxDOT Recommendation #2 — Questioned Costs: HCRMA should:

e Forthe 5 billings tested, work with TxDOT's Pharr's District (PHR) to return questioned costs
of $1,317,499 for non-participating items.

e Work with PHR to review to review all billings submitted to TxDOT for reimbursement to
correct for any changes made to the status of VECP items and ensure the federal award is
only applied toward participating items.

e Ensure the updated list of non-participating items are removed from future billings submitted
to TxDOT for reimbursement.

HCRMA’s Response: TxDOT and FHWA are currently collaborating to finalize the list of
participating and non-participating items for VECP. Once complete, the HCRMA will
coordinate with PHR to review all billings submitted, adjust for any changes made to VECP
items, and address any reimbursement differences. Additionally, the HCRMA will reflect
these revisions in its construction management software and remove non-participating items
from future requests for reimbursements submitted to TxDOT. The completion date is
estimated for July 2025; however, this date is subject to change depending on the timeframe
in which TxDOT and FHWA finalize the list of VECP items.
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TxDOT Recommendation #3 — Suspension and Debarment: HCRMA must ensure suspension
and debarment checks are performed on both the Texas Comptroller's website and the SAM
website for all levels of contractors prior to contract execution. Documentation should be
maintained to support the date the check was performed.

HCRMA'’s Response: The HCRMA has performed checks for suspension and debarment in
the SAM website for its subcontractors and will maintain documentation to support the
verification performed in both Texas Comptroller's website and the SAM website.
Additionally, the HCRMA notified the contractor that any contracts entered between the
contractor and subcontractor prior to HCRMA suspension and debarment verification will
not be approved by the HCRMA. Completed 02/25/2025.

TxDOT Recommendation #4 - Reporting: HCRMA must ensure all project reporting is submitted
to TxDOT within the timeframes required by the FAA and PDA.

HCRMA’s Response: The HCRMA has established a reminder system for these reports
and will submit the GEC quarterly progress report, project budget report, and project
expenditure report before their respective deadlines. Completed 01/13/2025.

TxDOT Recommendation #5 — Internal Controls: HCRMA should:
e Update Policies and Procedures Governing Procurement of Goods and Services to include
procedures for the avoidance of unnecessary and duplicative items and domestic
preference for procurements.

e Develop and document a process to perform an entity-wide risk assessment as it relates to
TxDOT funding.

HCRMA’s Response: The HCRMA has updated its procurement of goods and services policy
to include the required language and will place the revised policy for board adoption in the April
2025 board meeting. Also, the HCRMA will conduct a risk assessment in relation to TxDOT
funding by June 2025 and will continue to perform a risk assessment annually for these funds.

TxDOT Recommendation #6 — Single Audit: HCRMA should notify TxDOT when the corrective
action plans are fully implemented and provide implementation supporting documentation to
TxDOT.

HCRMA’s Response: The forensic investigation and evaluation work was previously
estimated to be complete by March 2025; however, this is still pending completion because
the HCRMA was waiting on TxDOT and FHWA to approve the workplan and testing
methodology which occurred on 04/07/2025. Completion of this work is estimated for
October 2025. The HCRMA will notify TxDOT upon completion.

The person responsible for implementing the above recommendations is Pilar Rodrigeuz,
Executive Director.

Sincerely,
HID}LGQ>COUNT IONAL MOBILITY AUTHORITY

N |

Pilar Rodriguez, PE
Executive Director
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