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Executive Summary

Objective

To evaluate oversize/overweight permit fees recommended to port authorities and verify accuracy of
permit revenue received and utilized.

Overall Engagement Assessment - X |
Priority 1 Priority2 Priority 3  Priority 4

The internal control structure is not designed or operating to mitigate risks considered significant to
achieving program reporting, operational, and compliance objectives. Negative programmatic
impacts are being experienced and likely to increase if control deficiencies are not addressed.
Improvements to address deficiencies include redesign, execution, and performance measurement.

Summary Results
Management concurs with the below findings and prepared management action plans to address
deficiencies.

Finding 1: Methodology to Determine Permit Fee

Con_trol X Opera_ting X Division Maintenance Divis_ion (MNT) - Pavement Asset

Design Effectiveness Management Section

Cost consumption analysis methodologies used by MNT do not include all variables needed to ensure permit

fees recommended by MNT to the port authority are sufficient to cover the maintenance costs associated

with oversize/overweight (0S/0OW) traffic. In addition, the frequency in which the analysis is performed varied

per port authority.

Cost Consumption Analysis

= Cost consumption methodologies utilized by MNT to determine permit fee recommendations do not take
into consideration all applicable factors (e.g., planned future projects, traffic change rates, pavement
design, etc.).

= The frequency in which the cost consumption analysis is performed varies from three to five years and
one port not having an established frequency (i.e., no expiration).

Permit Fees

= The permit fee recommended by MNT to the port authority ranged from 25% - 40% of the maximum fee
allowed ($200 or $120 depending on the port authority) per the Texas Transportation Code (TTC).

District | Yes

(Impact): Utilization of cost consumption analysis methodologies that do not account for all variables limit
TxDOT's ability to recommend a permit fee that will fully cover costs associated with the necessary
maintenance of OS/OW corridor roadways. TxDOT must utilize Category 1 or Category 11 funds to
supplement cost impacts of wear and tear caused by 0S/0W traffic passing through the specific roadways.

Finding 2: Permit Revenue Identification, Tracking, and Utilization

Con_trol X Opera_ting X Division MNT - Pavement_Asset Mgmt. Section_ _

Design Effectiveness FIN - Federal Billing & Project Accounting Section

A process to classify 0S/OW permit revenue as a funding source and track the total amount utilized on an

allowable construction project varied or has not been established. In addition, 0S/OW permit revenue being

utilized is not limited to the defined permit corridor roadway or 0S/OW corridor traffic as required by TTC.

= Adifference of $4.6M was identified between the Financial Management Division (FIN) and district
0S/0W funds used among three port authorities.

=  0S/0OW traffic accounted for <1% of the total estimated traffic on the permit corridor, however, the total
allocated from the OS/OW permit revenue exceeded the amount that should have been used.

District | Yes

(Impact): Five rehabilitation (rehab) projects totaling $49.7M included within the Pharr District’s (PHR)
2-year letting schedule are designated as OS/OW permit revenue funding. As the OS/OW permit revenue
balance available for use is lower than the amount within PHR’s tracking spreadsheet, the district would
need to seek additional funding of those rehab projects from their Category 1 and 11 funding.
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Finding 3: Annual Audits of Port Authorities

Control X Operating
Design Effectiveness

Annual audits of active port authorities to ensure compliance with TTC and Texas Administrative Code (TAC)

requirements are not being performed.

= Interviews conducted with MNT and two port authorities determined no known annual audits of the port
authorities have been performed.

X Division | MNT - Pavement Asset Management Section District No

(Impact): Monitoring of port authority activities would allow TxDOT to ensure port authority operations adhere
to TTC and TAC requirements. In addition, the information and validation obtained through the audits could
be used in MNT’s cost consumption methodology to ensure recommended port fees are sufficient to cover
the maintenance costs associated with 0S/0W traffic.

Finding 4: Surety Bond Requirements and Enforcement

Control X Operating

Design Effectiveness

The requirement for port authorities to post a surety bond varies per interlocal agreement. In addition, MNT is

not currently requiring surety bonds for active port authorities.

= TAC and the interlocal agreements allow for TxDOT to require port authorities to post a surety bond;
however, MNT is not currently requiring surety bonds from port authorities as the total amount

consumed on OS/0OW corridors cannot be determined.

X Division | MNT - Pavement Asset Management Section District | Yes

(Impact): Although unable to be determined at this time, without a surety bond established for each port
authority, the applicable districts will be liable to cover any additional costs needed to maintain the 0S/OW
corridor roadways.

Finding 5: Reconciliation of Permit Revenue

Con_trol X Opera_ting X Division FIN - Revenue_Management and Financial

Design Effectiveness Reporting Sections

Reconciliation of 0S/0W permits issued by the port authority to the revenue deposited in the State Highway

Fund is not being performed for all established port authorities.

= Although the maijority of reported permit revenue was accurate, 0S/OW permit revenue ranging between
$13.1K to $184.0K was not reported within the corresponding fiscal year in which the permits were

issued.

District | Yes

(Impact): Unreconciled permit revenue could impact the amount available to cover port corridor maintenance
costs or financial reporting.

Audit testing completed not resulting in management action plans.

Scope Area 3: Permit Revenue Reconciliation

A review of permit fees for all five ports was performed to verify fees charged by the port authority do not
exceed the maximum fee established in TTC Chapter 623.

= The permit fee established by each port does not exceed the maximum allowed fee outlined in TTC.

Control Environment

There are multiple division sections and districts responsible for the handling of 0S/OW permit
revenue process with full coordination and understanding of the process among all parties not being
adequate. Management of 0S/OW permits and permit revenue available for district use is
decentralized.

MNT - Pavement Asset Management Section is responsible for performing a cost consumption
analysis and developing and executing interlocal agreements with port authorities. The cost
consumption analysis is used by MNT to determine the optimal permit fee needed to cover
maintenance costs attributable to the wear and tear caused by the OS/OW traffic within the corridor
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roadways. The permit fee determined by MNT is recommended to the port authorities for their
consideration and implementation. Per TAC, TXxDOT has the ability to perform audits on each port
authority OS/OW permit process.

Port authorities (i.e., regional mobility authorities, counties, navigation districts) are authorized to
charge a permit fee to vehicles weighing between 80,000 - 125,000 Ibs. but not to exceed the
maximum fee established in the Texas Transportation Code (TTC). Port authorities deposit 85% of
the revenue collected into the State Highway Fund. Permit revenue is to be used by TxDOT to cover
maintenance costs incurred within the corridor roadways due to the OS/0OW traffic. In instances
where 0S/0OW permit revenue does not fully cover the maintenance costs, a surety bond may be
required to be posted by the port authorities to cover the excess costs.

FIN - Accounts Receivable Section is responsible for verifying 0S/OW permit revenue deposits and
recording transactions into TxDOT'’s financial accounts. FIN - Financial Reporting Section is
responsible for posting accrual journal entries into the enterprise resource planning system for
0S/0OW permit revenue. FIN - Federal Billing and Project Accounting Section is responsible for the
tracking of expenditures associated with local government projects.

Background

An OS/0W permit allows vehicles and loads that exceed legal size or weight limits to travel on
established OS/OW corridors. The main purpose of the 0S/OW corridors is to allow OS/0OW vehicles
to transport overweight cargo (i.e., steel, chemicals, produce, dry bulk commodities), which can
assist the economic growth within the area while also providing environmental benefits due to the
reduction of truck traffic.

TTC Chapter 623: 1) establishes several heavy haul networks or roadways referred to as “corridors”,
2) authorizes port authorities to issue OS/0OW permits, and 3) requires 85% of the funds collected be
deposited into State Highway Fund for the maintenance and improvement of OS/OW corridors
subject to this chapter.

0OS/0OW corridors have been operating in Texas since 1998 (Port of Brownsville), with four corridors
having been added since 2014, and two additional corridors are in the process of being added.
There are four of five port authorities that are currently issuing 0OS/OW permits, with two ports
pending activation. Between FY 2014 and 2022, a total of $45.1M 0S/0OW permit revenue was

collected.
Total
Port Authority District Location Current Status Collected

Hidalgo County Regional Mobility Authority (HCRMA) Pharr Active $ 35.0M
Port of Brownsville Pharr Active $ 7.3M
Port of Harlingen Pharr Active $ 1.0M
Port Freeport Houston/Yoakum Active $ 1.8M
Chambers County* Beaumont Not Active $ 0.0M
Port of Palacios Yoakum Pending Activation N/A
Webb County Laredo Pending Activation N/A

Total $ 45.1M

Source: Maintenance Division and State Highway Fund data from the enterprise resource planning system.
* Revenue deposited into the State Highway Fund for Chambers County totaled $6.0K.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from November 1, 2022 to March 20, 2024. Testing
focused on 1) oversize/overweight (OS/0OW) permit revenue collected from fiscal years (FY) 2014 -
2022, 2) last completed consumption analysis for each of the four active port authorities, and 3)
maintenance/construction project costs within the OS/OW corridors from FY 2018 - 2022.

Scope Area 1: Permit Fee Calculation

Evaluated if the permit fee recommended covers the permit corridor roadway maintenance cost associated

W|th the OS/0OW traffic.
Reviewed state and internal TxDOT criteria for 0S/OW permit fees.

= Conducted interviews with key Maintenance Division (MNT); and Pharr (PHR) and Houston (HOU) district
personnel responsible for performing the cost consumption analysis, recommending permit fees to the
port authority, and conducting audits of port authority processes.

=  Selected a judgmental sample of four port authorities based on permitting activity.

=  For the selected port authorities reviewed the cost consumption analysis performed to assess if the
permit fee recommended and currently being used is sufficient to cover permit corridor maintenance
costs associated with OS/0OW traffic.

= Determined if a surety bond was required and retained for each port authority.

= Evaluated the surety bond amount to verify that any gaps in the maintenance costs associated with
0S/0W traffic were covered by the surety bond.

Scope Area 2: Permit Revenue Utilization

Determined if OS/OW permit revenue was utilized to maintain permit corridor roadways as allowed by the

Texas Transportation Code (TTC) Chapter 623.

= Reviewed state and internal TxDOT criteria for the use of 0S/OW permit revenue.

=  Conducted interviews with key Financial Management Division (FIN) and PHR and HOU district
personnel responsible for tracking 0S/OW permit revenue utilized.

= QObtained a list of maintenance and construction projects utilizing permit revenue for the four active port
authorities.

= Compared the maintenance/construction project limits to the permit corridor limits to verify permit
revenue was utilized for projects within the permit corridor limits as required by TTC.

=  Evaluated project costs utilizing permit revenue to determine if amounts used were limited to costs
associated with OS/OW traffic as required by TTC.

= Determined if projects associated with 0S/OW permit revenue were approved by MNT.

=  Determined the total 0S/OW permit revenue available for utilization by districts as of FY 2022.

Scope Area 3: Permit Revenue Reconciliation

Verified OS/0OW permit revenue received equaled 85% of the total permit fee collected as outlined by TTC

Chapter 623.
Reviewed state and internal TxDOT criteria for 0S/OW permit revenue.

=  Conducted interviews with key FIN; and PHR and HOU district personnel responsible for reconciling and
reporting OS/OW permit revenue.

= Assessed the reliability of permit fees processed and deposited by comparing to totals from the
enterprise resource planning system and the permit vendor system to determine data was sufficiently
reliable for the purposes of analyzing permit revenue.

= Determined the total number of permits processed and revenue deposited for FY 2014 - 2022 for all
port authorities.

= \Verified that 85% of the permit fees collected by the responsible port authority was deposited into the
State Highway Fund.

= Validated the permit fee charged by the port authority did not exceed the maximum fee established by
TTC Chapter 623 (applicable subchapters for each port authority).

= Verified the accrued revenue from permit fees was accurately reported within the Annual Financial
Report for FY 2014 - 2022.
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| Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Methodology to Determine Permit Fee

Condition

Cost consumption analysis methodologies used by the Maintenance Division (MNT) do not include all
variables needed to ensure permit fees recommended by MNT to the port authority are sufficient to
cover the maintenance costs associated with oversize/overweight (0S/0W) traffic. In addition, the
frequency in which the analysis is performed varied per port authority.

Effect/Potential Impact

Utilization of cost consumption analysis methodologies that do not account for all variables limit
TxDOT’s ability to recommend a permit fee that will fully cover costs associated with the necessary
maintenance of the 0S/0OW corridor roadways. TxDOT must utilize Category 1 (Preventive
Maintenance and Rehabilitation) or Category 11 (District Discretionary) funds to supplement cost
impacts of wear and tear caused by OS/OW traffic that passes through the specific roadways.

Criteria

The Texas Transportation Code (TTC) Chapter 623, Subchapters K, M, and S state that 85% of
0S/0OW permit revenue collected shall be used for the maintenance of the corridor roadways
necessary due to the wear and tear caused by OS/0W traffic that passes through specific roadways
established by the code.

The interlocal agreements executed with the port authorities state TXDOT will use the proceeds from
permits sold, less administrative costs, to pay for maintenance costs on the designated roadways.
Maintenance costs will include routine and preventive maintenance, restoration, or reconstruction of
pavement or bridge assets as a result of 0S/0OW vehicle issued permits.

Cause

Cost consumption methodologies used to determine permit fee recommendations do not take into
consideration all applicable factors as MNT and districts were performing separate analysis. In
addition, no formal policies/procedures for cost consumption analysis have been established.

Evidence

Cost Consumption Analysis

An evaluation of the cost consumption analysis utilized by MNT to determine the permit fee to be
recommended to the port authority was performed for four port authorities in the Pharr and Houston
Districts. (See Table 1)

Table 1
Port Authority Methodology Used Frequency of Analysis
Hidalgo County Regional Center for Transportation Research (CTR) |Interlocal Government Contract
Mobility Authority (HCRMA) [Consumption Rate Renewal (3 years)
. . . Not Established

Port of Brownsville Consumption Analysis Spreadsheet (Contract Does Not Expire)

Port of Harlingen CTR Consumption Rate Interlocal Government Contract
Renewal (5 years)

Port Freeport Consumption Analysis Spreadsheet Interlocal Government Contract
Renewal (5 years)

Source: Maintenance Division and interlocal agreements.
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= There were two methodologies used to determine permit fee recommendations; however, neither
took the following factors into consideration:
- Pavement conditions prior to implementation of OS/OW corridor
- Planned future rehabilitation/overlay projects
- Traffic change rates within the OS/OW corridor
- Percentage of maintenance and construction costs attributed to OS/OW traffic
- Weight in motion data
- Pavement design to facilitate projected loading
- Actual maintenance and construction costs attributable to OS/0OW traffic
= The frequency in which the analysis is performed varies from three to five years, with one port
not having an established frequency (i.e., no expiration).

Permit Fees

An analysis to compare permit fee recommendations (proposed), permit fees charged, and permit
fee maximums allowed by TTC over the last five years was performed for four port authorities in the
Pharr and Houston Districts. (See Table 2)

Table 2
Maximum Proposed Charged
Permit Fee Permit Fee Permit Fee

Port Authority per TTC per MNT per Port Authority

Mobiity Acthorty (HORMA) 200 $ 80 $ 200

Port of Brownsville $ 120 $ 30 $ 30

Port of Harlingen $ 120 $ 45 $ 40

Port Freeport (roadway 1) $ 120 $ 30 $ 30

Port Freeport (roadway 2) $ 120 $ 30 $ 60

Source: Texas Transportation Code, interlocal agreements, and MNT consumption analysis worksheets.

=  The permit fee recommended by MNT to the port authority ranged from 25% - 40% of the
maximum fee allowed per TTC.

Management Action Plans (MAPs):

MAP 1.1 [ Completion Date: August 15, 2024 | Division: | Yes |District:| No

The Maintenance Division (MNT) will:

= coordinate with corresponding divisions and districts to revise the methodology used to determine
oversize/overweight (0S/0OW) permit fee recommendations to ensure consideration of all applicable
factors (i.e., pavement conditions, traffic rates, actual maintenance/construction costs).

= develop and document a standard operating procedure (SOP) for the updated methodology.

= communicate the SOP to all applicable districts (i.e., districts with 0OS/OW corridor ports and counties)
and be retained by MNT within the MNT SharePoint site.

= communicate the methodology developed with applicable districts and port authorities and determine if
current permit fees charged are sufficient to cover costs to maintain the OS/OW corridors.

=  recommend updates/amendments to the Texas Administrative Code, Texas Transportation Code, and
interlocal agreements with the port authorities as needed based on review of permit fees.

MAP Owner: | Jenny Li, P.E., Pavement Asset Management Section Director, MNT
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Finding No. 2: Permit Revenue Identification, Tracking, and Utilization

Condition

A process to classify oversize/overweight (0S/0OW) permit revenue as a funding source and track the
total amount utilized on an allowable construction project varied or has not been established. In
addition, 0S/OW permit revenue being utilized is not limited to the defined permit corridor roadway
or OS/0W corridor traffic as required by Texas Transportation Code (TTC).

Effect/Potential Impact
Without an established process to classify and track 0S/OW permit revenue, project funding and
scope of work decisions are prone to negative impacts.

Five rehabilitation (rehab) projects totaling $49.7M included within the Pharr District’s (PHR) 2-year
letting schedule are designated as OS/OW permit revenue funding. As the OS/OW permit revenue
balance available for use is lower than the amount within PHR’s tracking spreadsheet, the district
would need to seek additional funding of those rehab projects from their Category 1 and 11 funding.
This change would result in delays to other planned seal coat and overlay projects, which could then
impact pavement scores or escalate the scope of work to be performed on those roadways.

Criteria

TTC Chapter 623, Subchapters K, M, and S state the permit fees collected less 15% administrative
costs (i.e., 85%) shall be deposited in the State Highway Fund and used solely to provide funds for
the maintenance and improvement of state highways subject to the subchapters (permit corridors).

Cause

There is not an option to identify 0S/OW permit revenue as a funding source within the project

delivery and management system. OS/OW revenue is currently designated as local government
participation. Tracking of the total amount utilized on projects is performed by districts and the

Financial Management Division (FIN) through manual tracking spreadsheets.

There are no formal policies/procedures established for the utilization of permit revenue to include a
methodology to determine costs associated with the defined permit corridor roadway, the
percentage of project costs specific to 0S/0OW corridor traffic, and the required review/approval
needed prior to use.

Evidence

Total Amount of Revenue Used

A review to determine and compare the total amount of 0S/OW permit revenue used from FY 2018
- 2022 for all five port authorities using data provided by FIN, and districts where port authorities
are located was performed. (See Table 1)

Table 1

State Hwy Fund Total Revenue Total Revenue Difference

Port Authority (Available for use) Used per FIN Used per District (District vs. FIN)

Hidalgo County Regional

" obiﬁty el Ofity (iCRM A $ 35.0M $13.7M $ 8.5M $5.2M

Port of Brownsville $ 7.3M - $ 0.4M ($ 0.4M)

Port of Harlingen $ 1.0M - $ 0.2M ($ 0.2M)

Port Freeport $ 1.8M

Chambers County* $ 0.0M - - -
Totals $ 45.1M $ 13.7M $9.1M $ 4.6M

Source: State highway fund data from the enterprise resource planning system.
* Revenue deposited into the State Hwy Fund for Chambers County totaled $6.0K.
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Oversize/Overweight Permit Revenue

= Adifference of $4.6M was identified between FIN and corresponding district utilized amounts.

Revenue Used Per TTC

A review was performed to verify OS/OW revenue from FY 2018 - 2022 was utilized for the
maintenance of the TTC defined permit corridor sections due to the wear and tear caused by 0OS/OW
corridor traffic. (See Table 2)

Table 2
Cost To Maintain Total Revenue Used Percentage of 0S/OW
Port Authority Corridor per District on Corridor per District  Traffic on Corridor
HCRMA $ 8.5M $ 8.5M <1%
Port of Brownsville $ 0.4M $ 0.4M <1%
Port of Harlingen $ 0.2M $ 0.2M <1%
Totals $9.1M $9.1M <1%

Source: Total costs and revenue used provided by the district. 0S/OW traffic data obtained from permit vendor system.
Non-OS/OW traffic data provided by the Transportation Planning and Programming Division.

= (0S/0W traffic accounted for <1% of the total estimated traffic on the permit corridor, however,
the total allocated from the OS/0OW permit revenue exceeded the amount that should have been
used (i.e., amount used accounted for all traffic).

Management Action Plans (MAPs):

MAP 2.1 |Completion Date: Action Completed | Division: | Yes | District: | No
The Maintenance Division (MNT) will work with General Counsel Division (GCD) to determine if any identified
costs related to the oversize/overweight (0S/OW) corridor will be applied retroactively to the 0S/OW permit
revenue fund balance or if the balance available for utilization will be determined based on future costs.
MAP Owner: | Jenny Li, P.E., Pavement Asset Management Section Director, MNT

MAP 2.2 | Completion Date: Action Completed | Division: | No | District: | Yes

The district will:

= notify the Financial Management Division - Federal Billing and Project Accounting Section of any
projects that need to be manually tracked until implementation of the project delivery and management
system identifier in MAP 2.3.

= verify the prior permit revenue utilization amounts (i.e., preventive maintenance and rehabilitation
project costs) with the Maintenance Division upon completion of MAP 2.1.

= determine the percentage of oversize/overweight (0S/OW) permit revenue to be allocated to projects
that will be let prior to the implementation of the utilization methodology established in MAP 2.4. The
percentage determined will be discussed with the Maintenance Division and the business decision made
will be documented.

MAP Owners: | District Directors of Maintenance/Construction

MAP 2.3 | Completion Date: Action Completed | Division: | Yes |[District: | No
The Financial Management Division (FIN) - Federal Billing and Project Section will coordinate with
Maintenance Division, Transportation Programs Division, Information Technology Division, and districts with
oversize/overweight (0S/0OW) ports and counties to create and implement a solution to properly identify
0S/0W permit funds in the project delivery and management system.

MAP Owner: | Maria Maldonado, Federal Billing and Project Accounting Manager, FIN
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MAP 2.4 | Completion Date: August 15, 2024 | Division: | Yes [ District:| No
The Maintenance Division (MNT) will coordinate with corresponding divisions and districts to develop and
document the methodology to determine costs associated with the defined oversize/overweight (0S/0W)
permit corridor roadways and the percentage of project costs specific to OS/OW corridor traffic.

MNT will develop and document a standard operating procedure (SOP) based on the developed methodology.
The SOP will be communicated to all districts with OS/OW corridor ports and counties, and the SOP will be
retained by MNT within the MNT SharePoint site.

MAP Owner: | Jenny Li, P.E., Pavement Asset Management Section Director, MNT

MAP 2.5 | Completion Date: September 15, 2024 | Division: | No | District: | Yes
The districts will implement the 1) methodology established (in MAP 2.4), and 2) process established in the
project delivery and management system to identify future projects (i.e., projects not let) using
oversize/overweight (0S/0OW) permit revenue (in MAP 2.3).

MAP Owners: | District Directors of Maintenance/Construction

April 2024 9



Oversize/Overweight Permit Revenue TxDOT Internal Audit Division

Finding No. 3: Annual Audits of Port Authorities

Condition
Annual audits of active port authorities to ensure compliance with Texas Transportation Code (TTC)
and Texas Administrative Code (TAC) requirements have not been performed.

Effect/Potential Impact

Monitoring of port authority activities would allow TxDOT to ensure port authority operations adhere
to TTC and TAC requirements. In addition, the information and validation obtained through the audits
could be used in MNT’s cost consumption methodology to ensure recommended port fees are
sufficient to cover the maintenance costs associated with oversize/overweight (0S/0W) traffic.

Criteria

TTC Chapter 623, Subchapters K, M, and S establish permit requirements to include applicant, port
authority authorized agent, type of cargo, location where cargo was loaded, weight of cargo (not to
exceed 125K pounds), and date of permit issuance.

TAC Title 43 Part 1 Chapter 28 Subchapters C, D, F, H, and | state TxDOT may conduct annual audits
to include permits issued, financial transaction records, vehicle scale weight tickets and monitoring
of personnel issuing permits. In addition, TXDOT’s Executive Director can revoke authority to issue
permits if non-compliance is identified.

Cause
Responsibility for annual audits has not been assigned nor standard operating procedures for
conducting the audits developed.

Evidence
Interviews were conducted with MNT and two port authorities and determined no known annual
audits of the port authorities have been performed.

Management Action Plans (MAPs):

MAP 3.1 | Completion Date: Action Completed | Division: | Yes |District: | No
In the interim until a business owner is established, the Compliance Division - External Audit Section will
conduct an audit of the active ports to evaluate the ports’ compliance with oversize/overweight permit
issuance activities as outlined in the applicable Subchapter of the Texas Administrative Code (TAC) Chapter
28. Communication of non-compliance with TAC will be provided to the Chief Audit and Compliance Officer,
Maintenance Division, and Executive Director for further action as necessary.

MAP Owner: | Parsons Townsend, Director, Compliance Division

MAP 3.2 | Completion Date: Action Completed | Division: | Yes | District: | Yes
The Maintenance Division (MNT) will develop a standard operating procedure (SOP) for TXDOT’s on-going
monitoring of port compliance with oversize/overweight (0S/0OW) permit issuance activities to include:
= Annual walk throughs of the ports conducted by district personnel with results provided to MNT.
= Review of annual revenue data for each OS/OW permit corridor conducted by MNT.
= Discussion between Administration, Financial Management Division (FIN), General Counsel Division

(GCD) and Compliance Division (CMP) using information gathered by MNT and the districts to determine:
— whether an audit should be conducted for any of the 0S/OW ports.
— the items to be reviewed as part of the audit.
— if the audit will be requested to be performed by the Compliance Division
Jenny Li, Pavement Asset Management Section Director, MNT
Carl Johnson, Director of District Operations
MAP Owners: Casey Rowe, Accounts Receivable Manager, FIN
Becky Blewett, Deputy General Counsel, GCD
Parsons Townsend, Director, CMP
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Finding No. 4: Surety Bond Requirements and Enforcement

Condition

The requirement for port authorities to post a surety bond varies per interlocal agreement. In
addition, Maintenance Division (MNT) is not currently requiring surety bonds for active port
authorities.

Effect/Potential Impact

Although unable to be determined at this time, without a surety bond established for each port
authority, the applicable districts will be liable to cover any additional costs needed to maintain the
oversize/overweight (0OS/OW) corridor roadways using Category 1 (Preventive Maintenance and
Rehabilitation) or Category 11 (District Discretionary) funds.

Criteria

The Texas Administrative Code (TAC) Title 43 Part 1 Chapter 28 Subchapters C, D, F, H, and | state
the department may require the port authority to post a surety bond of $500K or as determined by
the department to cover for cases when revenue collected from permits issued is insufficient to pay
for the maintenance costs of the corridor roadways associated to the OS/OW traffic.

The interlocal agreements executed with the port authorities may require the port authority to post a
surety bond (actual amount established within each agreement) to cover the annual maintenance
costs of the roadways identified within each 0S/0OW corridor. The surety bond must be issued by a
company allowed to do business in the State of Texas and approved by TxDOT, and a copy should be
kept on file with the agency.

Cause

The decision to require posting of surety bonds by the port authority is determined by MNT based on
the outcome of their cost consumption analysis performed at initial contract execution and contract
renewal.

Evidence
A review to evaluate surety bond requirements and enforcement was performed for the four active
port authorities in the Pharr and Houston Districts. (See Table 1)

Table 1
Surety Bond Surety Bond Amount per Surety Bond
Port Authority per TAC Interlocal Agreement Enforced by MNT

Hidalgo County Regional As determined $ 50K No
Mobility Authority (HCRMA) by TXDOT

Port of Brownsville $ 500K $ 500K No

Port of Harlingen $ 500K As determined by TxDOT No

Port Freeport $ 500K $ 500K No

Source: Maintenance Division

= The TAC and interlocal agreements allow for TxDOT to require port authorities to post a surety
bond; however, MNT is not currently requiring surety bonds from port authorities as the total
amount consumed on OS/0OW corridors cannot be determined.
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Management Action Plans (MAPs):

MAP 4.1 [ Completion Date: August 15, 2024 | Division: | Yes |District:| No
The Maintenance Division (MNT) will coordinate with the districts which have oversize/overweight (0S/OW)
ports and counties to determine the surety bond amount needed for each active OS/OW corridor.

Based on surety bond amounts determined, MNT will update future interlocal agreements and request surety
bonds be provided by the port authorities.

MAP Owner: | Jenny Li, P.E., Pavement Asset Management Section Director, MNT

MAP 4.2 | Completion Date: September 15, 2024 | Division: | No | District: | Yes
The district will retain copies of the surety bonds determined to be provided by the port authority in MAP 4.1.
The responsible district will also work with the port authority to ensure the surety bond remains active
throughout the life of the interlocal agreement.

MAP Owners: | District Directors of Maintenance/Construction
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Finding No. 5: Reconciliation of Permit Revenue

Condition
Reconciliation of oversize/overweight (0S/0OW) permits issued by the port authority to the revenue
deposited in the State Highway Fund is not being performed for all established port authorities.

Effect/Potential Impact
Unreconciled permit revenue could impact the amount available to cover port corridor maintenance
costs or financial reporting.

Criteria
The Texas Transportation Code Chapter 623, Subchapters K, M, and S require that 85% of the total
0S/0OW permit revenue collected be deposited by port authorities into the State Highway Fund.

The Financial Management Policy Manual Section 1 states TxDOT maintains its financial records at
the general ledger level on a modified accrual basis. The modified accrual basis of accounting is
required for the published governmental fund financial statements from state agencies and is based
on receipt and consumption of all resources rather than only the receipt and disbursement of cash.

Governmental Accounting Standards Board (GASB) Statement 34 requires TxDOT to adjust the
governmental fund financial statements in the annual report to a full accrual basis for the
government-wide financial statements. Under the modified accrual basis, revenues are recognized
when they become measurable and available.

Cause

There are no formal policies/procedures established to outline roles and responsibilities for the
reporting of 0S/OW permit revenue within the AFR for all port authorities and reconciliation of
0S/0OW permit revenue.

Currently, only the Pharr District (PHR) is performing reconciliations of 0S/OW permit revenue for the
three ports under their jurisdiction; however, the Financial Management Division — Revenue Section
does not perform verifications of reconciliations performed by PHR resulting in over deposited
amounts not being identified.

The Financial Management Division (FIN) uses accrued revenue totals provided by PHR for AFR
reporting for one port authority. In addition, FIN was not aware of 0S/0OW permit revenue collected
for four additional port authorities within the Beaumont, Houston, and Pharr Districts resulting in
revenue not being accrued for these additional ports.

Revenue totals reported to FIN by PHR were not accurately calculated to account for the timing of
when permits were issued and revenue was deposited resulting in under accruing of permit revenue.

Evidence

Permit Revenue Reconciliation

A reconciliation to verify the accuracy of 0S/OW permit revenue deposited into the State Highway
Fund was performed for all five port authorities with processed permits between FY 2014 - 2022.
» The majority of differences noted ($7K) were attributed to Port Freeport.

= Port of Brownsville and Port of Harlingen were noted to have de minimis differences.

Permit Revenue Accrual
A review to determine if the accrual of 0S/OW permit revenue was accurately reported within the
AFR was performed for FY 2014 - 2022. (See Table 1)
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Table 1
Fiscal Year Amount Not Accrued (-) Under/ (+) Over Net Reported
2014 $ 13.1K ($ 13.1K)
2015 $ 14.5K ($ 1.4K)
2016 $ 26.4K ($ 11.9K)
2017 $ 38.0K ($ 11.6K)
2018 $ 122.5K ($ 84.5K)
2019 $ 137.9K ($ 15.4K)
2020 $ 184.0K ($ 46.1K)
2021 $ 65.5K $ 118.5K
2022 $ 99.5K ($ 34.1K)

Source: Data obtained from the permit vendor and Financial Management Division.

= Although the majority of reported permit revenue was accurate, 0S/OW permit revenue ranging
between $13.1K to $184.0K was not reported within the corresponding fiscal year in which the
permits were issued.

Management Action Plans (MAPs):

MAP 5.1 | Completion Date: Action Completed | Division: | Yes | District: | No
The Financial Management Division (FIN) - Revenue Management Section will develop formal policies and
procedures to include:
= Verification of the reconciliation of the oversize/overweight (0S/0OW) permit revenue performed by the

districts and provided to FIN.
= District and division roles and responsibilities for permit revenue reconciliation.
= Timing frequency for the performance of reconciliations.

Updated policies and procedures will be communicated to all districts with OS/OW port corridors.
MAP Owner: | Casey Rowe, Accounts Receivable Manager, FIN

MAP 5.2 | Completion Date: Action Completed | Division: | No [ District:| Yes
The Pharr District (PHR) Director of Construction or its delegate will provide training to the districts which
have oversize/overweight (0S/0OW) ports on how to utilize the tracking sheet currently used by PHR to
reconcile 0S/OW permit revenue.

MAP Owner: | Daniel Garcia, P.E., Director of Construction, PHR

MAP 5.3 | Completion Date: Action Completed | Division: | Yes | District: | No
The Financial Management Division (FIN) - Financial Reporting Section will:
= coordinate with the applicable districts to identify the full population of oversize/overweight (0S/0W)
corridors collecting permit revenue.
= revise existing procedures to include:
— accrual adjustments for additional ports.
— performance of an annual check for new ports collecting 0OS/OW revenue.
— review of reconciliations provided by districts for reasonableness prior to booking the accrual
adjustment.
= communicate updated procedures to all districts managing OS/OW corridors.
= send an annual information request for the district identified at the end of the fiscal year to have the
districts provide accrual adjustments needed for fiscal year end reporting in the Annual Financial Report
and to identify new OS/OW corridors added.
MAP Owner: | Megan Lowary, Accounting Section Director, FIN

MAP 5.4 |Completion Date: September 15, 2024 | Division: | No | District: | Yes
Districts will implement the procedures established by the Financial Management Division (in MAP 5.1) for
the reconciliations of oversize/overweight (0S/OW) permit revenue under their jurisdiction.

MAP Owners: | District Directors of Maintenance/Construction
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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 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.

Audit Results Dashboard
Oversize/Overweight Permit Revenue

Scope Areas Evaluated
Business Objectives (Reporting, Operational, Compliance) 0.C 0,C

ERM Component Control Activities Permit Fee Calculation Permit Revenue Utilization Permit Revenue Reconciliation

Organizational Tone 1,3, 4 2 5
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Control

Resource Capaci
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Business Continuity

Policies/Procedure Development & Maintenance 1,3, 4 2 5

Review/Approvals

Supporting Evidence/Records Retention 1
Control Activities

Segregation of Duties

Safeguarding Assets

General IT Controls

Data/Information Classification

Data/Information Input

Information &

by N Data/Information Processing
Communication

Data/Information Output

Internal and External Reporting

Evaluations/Inspections

Quality Control/Quality Assurance Reviews 3

2
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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 Oversize/Overweight Permit Revenue
audit which was conducted as part of the Fiscal Year (FY) 2023 Audit Plan.

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 results of this audit were discussed with the Maintenance and Finance Division Directors and
Beaumont, Houston, Pharr, and Yoakum Directors of Maintenance/Construction on April 12, 2023.
The Internal Audit Division appreciates the cooperation and assistance received from the personnel
contacted during this audit.
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