) ‘ ’
Texas
Department
of Transportation

External Audit Report

Audit of Regional Toll Revenue -
City of Fort Worth

TxDOT Compliance Division




Objective and Scope

To determine whether the City of Fort Worth (City) has effective internal controls in place to
ensure Regional Toll Revenue (RTR) funds are managed in accordance with applicable
funding agreements and verify whether costs are allowable and adequately supported.

The scope of this audit included current processes and procedures implemented by the City
to manage RTR funds and all RTR agreements between the City and TxDOT.

Overall Conclusion

Payments to the City were supported by sufficient documentation and were allowable per
TxDOT agreements. However, controls were not effective to ensure Regional Toll Revenue
funds were managed in accordance with applicable funding agreements. Specifically, TxDOT
identified control weaknesses over interest accounts, monthly reporting, and project
closeout resulting in noncompliance with the funding agreements and interest not being
allocated to projects for all applicable time periods and remitted to TxDOT.

The City’s Internal Ethics and Compliance Program meets the requirements of 43 Texas
Administrative Code (TAC) 10.51. City personnel conduct vendor debarment and suspension
verifications prior to contract execution and approve vendor invoices prior to payment. The
City maintains sufficient supporting documentation to support RTR expenditures, reconciles
bank transactions with the City’s financial system in a timely manner, and has met RTR
agreement match requirements.

Background

The RTR program was funded by an upfront comprehensive development agreement (CDA)
concession payment and excess toll revenues generated in the Dallas-Fort Worth region.
Projects use standard agreement templates developed in partnership between the North
Central Texas Council of Government’s (NCTCOG) Metropolitan Planning Organization (MPO)
Regional Transportation Council (RTC) and TxDOT at the inception of the program.

In 2006, the Texas Transportation Commission approved a memorandum of understanding
with the RTC requiring RTC-selected agreements to be financed using RTR funds upon
concurrence from the Commission. RTR funding for Texas State Highway 121 and 161
includes an initial deposit of approximately $3.6 billion and $354 million in additional toll
revenues.

Off-system projects are either reimbursement-based or advance-based agreements. For
reimbursement-based agreements, the City requests reimbursements from TxDOT for
incurred actual costs throughout the agreement. At the end of the agreement, the City is
required to submit final closeout documentation to receive the retainage amount. For
advance-based agreements, the City is required to keep the awarded amount in an interest-
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bearing account after receiving the RTR award amount from TxDOT and provide monthly
reporting to NCTCOG throughout the agreement. At the end of the agreement, the City is
required to return unexpended funds and interest earned to TxDOT.

Since program inception, the City has been awarded 10 RTR agreements totaling
$115,382,871 ($150,556,942 including the local match) which reflects 3.2% of the $3.6
billion. Two agreements are reimbursement-based totaling $4,500,000, and eight
agreements are advance-based totaling $110,882,871.

Results

Expenditures

Payments to the City were supported by sufficient documentation and were allowable per
TxDOT agreements. For the three projects tested expenditures were for approved cost
phases, actual expenditures did not exceed the amount budgeted, expenditures were
incurred in the correct period of availability, matching requirements were met, and match
funds used were allowable.

Interest Allocation

The City’s process for allocating interest to advance-based RTR agreements was not
adequately designed to comply with agreement requirements. The City does not have a
separate bank account where RTR funds are deposited and interest earned on the funds are
kept, as required by Article 3 of the advance-based agreements. The City allocates interest
to RTR projects monthly; however, the allocation process is inaccurate.

The City maintains multiple investment accounts that earn interest on select funds identified
by the City. Grant funds received by the City, including RTR funds, do not participate in the
City’s investment accounts; therefore, RTR funds do not earn interest. The City uses
separate general ledger accounts within its accounting system to identify the type of funds
received. The City then allocates total interest earned each month across the different fund
accounts and then to individual projects, including RTR projects.

TxDOT reviewed the two allocation processes for December 2019. For the interest allocation
process at the fund level, one Treasury staff member calculated the interest earnings for the
month and allocated earnings across the City’s fund accounts as a percentage of each
fund’s available balance. The amount of interest earnings received was miscalculated
resulting in $25,000 in interest that was not allocated.

Multiple grant accountants are responsible for allocating interest to projects through the
interest allocation process at the project level. Grant accountants calculated the interest
amount to be allocated to each RTR project by taking the project’s available balance at
month’s end multiplied by the December 2019 interest rate for one of the City’s investment
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accounts. The calculated amount of interest did not tie back to the amount of interest that
was allocated to the fund account in which RTR funds are held. As a result, RTR projects did
not receive an allocation of actual interest earnings for the month. Additionally, the City does
not reconcile interest holding accounts in its accounting system on a monthly basis,
resulting in a possible over or under allocation of interest earnings.

Recommendation: Document and implement procedures for allocating interest to RTR
projects to ensure actual interest earnings are allocated to projects. Implement a review
and reconciliation process for interest allocations to ensure accuracy of interest allocation.
Determine if additional interest should be allocated to active and completed RTR projects
that have not been closed out.

Project Closeout

The City did not have sufficient processes in place to close projects in accordance with
agreement requirements. Issues were identified with timeliness, accuracy, and interest
allocation.

Timeliness

For two reimbursement-based projects tested, the City provided timely status reports
to NCTCOG as required by article 11.4 of the agreements. However, the City did not
submit closeout reports to NCTCOG within 60 days of project completion as required
by article 11.3 of the agreements.

e (CSJ0902-48-832 Polytechnic/TWU Streetscape Sustainable Development
Infrastructure Project
The project was completed in May 2017, but the City did not submit the closeout
report to NCTCOG until October 2018.

e (CSJ 0902-48-883 - South Main Urban Village Sustainable Development Project
The project was completed in January 2019, but the City did not submit the
closeout report to NCTCOG until March 2020.

For 5 of 6 (83%) advance-based projects tested, the City did not return excess funds,
including interest earned, to TxDOT within 30 days of project completion as required
by article 5 of the agreements.

e (CSJ0918-46-251 - Litsey Road from Independence Parkway to West of Henrietta
Creek
The project was completed in April 2015. Notification of Completion and excess
funds and interest totaling$431,717.12 were submitted to TxDOT in October
2017.

* (CSJ0902-48-847 - Construct Bridge over Fossil Creek on Riverside Drive
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The project was completed in November 2014. Notification of completion and
excess funds and interest totaling $526,895.54 were submitted to TxDOT in
March 2018.

* (CSJ0902-48-845 - Rosedale Street Bike/Pedestrian Facility Improvements
The project was completed in May 2017. Notification of Completion and excess
funds and interest totaling $1,462,308.52 were submitted to TxDOT in October
2018 and February 2019 respectively.

* (CSJ0902-48-792 - Rosedale Street Bike/Pedestrian Facility Improvements
The project was completed in September 2015. The project has not been closed
out and neither excess funds nor Notification of Completion have been submitted
to TxDOT as required by the agreement.

e (SJ0918-46-250 - Multimodal Transportation Improvements
The project was expanded into 3 parts; BNSF Relocation, Double Eagle Extension
and GE Test Track, which were completed in November 2017, November 2016,
and June 2017 respectively. The project has not been closed out and neither
excess funds nor Notification of Completion have been submitted to TxDOT as
required by the agreement.

In addition, for 7 of the 8 (88%) projects tested the City did not perform audits of
costs within 120 days of project completion as required by article 15 of the advance-
based agreements and article 9 of the reimbursement-based agreements. For 4 of
those 7 projects, an audit of costs has not been performed by the City. As a result, a
fiscal year 2018 Single Audit finding issued to the City for not performing closeout
audits timely remains unimplemented and was reissued for Fiscal Year 2019.

Recommendation: Document and implement procedures to ensure RTR project
closeout requirements are met within required timeframes. Perform past due audits
of costs and timely remit identified excess funds and interest to TxDOT as required
by the agreements.

Accuracy
For 2 of 6 (33%) projects tested the project costs reported to NCTCOG for closeout do

not tie to the City’s accounting system. Additionally, for 1 of those 2 projects the City
did not submit complete and accurate closeout documentation to NCTCOG.

* (CSJ0902-48-792 - Rosedale Street Bike/Pedestrian Facility Improvements
The City reported to NCTCOG $2,000,000 in RTR funds and $500,000 in match
funds used, indicating the agreement amount awarded was fully utilized. The
City’s accounting system indicates $1,366,463.18 in RTR funds and
$342,319.76 in match funds used, with $633,536.82 in excess funds plus
interest to be returned to TxDOT.

e (CSJ0918-46-250 - Multimodal Transportation Improvements
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For the Double Eagle portion of the project, the City reported to NCTCOG
$2,096,940.71 in RTR funds used with $1,012,989.29 in excess funds plus
interest to be returned to TxDOT. The City’s accounting system indicates
$1,895,434.25 in RTR funds used with $1,214,495.75 in excess funds plus
interest to be returned to TxDOT. Complete closeout documentation for all 3 parts
have not been submitted to NCTCOG, to include amount of excess funds and
interest earned for the project as whole.

Recommendation: Ensure project expenditures, excess funding, and interest earnings
are accurately recorded and reported for closeout of projects. Ensure the correct
amount of excess funds and interest earned are timely remitted to TxDOT in accordance
with agreement requirements.

Interest

For 2 advance-based projects tested, the City stopped allocating interest significantly
before it returned excess funds to TxDOT. For 3 advance-based projects tested the City
did not consistently allocate interest through completion of the project. As a result, the
City did not allocate the full amount of interest earned to the projects.

e (CSJ0918-46-251 - Litsey Road from Independence Parkway to West of Henrietta
Creek
The project was completed in April 2015 and the City stopped allocating interest
to the project in September 2015. Notification of Completion and excess funds
were not submitted to TxDOT until October 2017. The project did not receive an
interest allocation for 24 months.

* (CSJ0902-48-847 - Construct Bridge over Fossil Creek on Riverside Drive
The project was completed in November 2014 and the City stopped allocating
interest to the project in August 2015. Notification of completion and excess
funds were not submitted to TxDOT until March 2018. The project did not receive
an interest allocation for 30 months.

* (CSJ0902-48-845 - Rosedale Street Bike/Pedestrian Facility Improvements
The project was completed in May 2017. Notification of Completion and excess
funds were submitted to TxDOT in October 2018 and February 2019 respectively.
The City allocated interest to the project through January 2019; however, there
were multiple gaps in interest allocations to the project including a significant gap
from September 2014 to December 2017. The project did not receive an interest
allocation for 44 months.

* (CSJ0902-48-792 - Rosedale Street Bike/Pedestrian Facility Improvements
The project was completed in September 2015. The City is continuing to allocate
interest to the project; however, interest was not allocated from October 2012 to
September 2018 for a total of 72 months.

e (CSJ0918-46-250 - Multimodal Transportation Improvements
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The 3 parts of the project, BNSF Relocation, Double Eagle Extension and GE Test
Track, were completed in November 2017, November 2016, and June 2017
respectively. The City is continuing to allocate interest to the project; however,
interest was not consistently allocated on a monthly basis to the Double Eagle
Extension and GE Test Track parts of the project from the time they were
executed.

Recommendation: Document and implement procedures to ensure interest is accurately
and consistently applied to projects from the time funds are received through the time
they are returned to TxDOT. Perform a true up on RTR projects that are not closed out to
allocate interest earnings for the missing time periods and ensure the accurate amount
of interest is remitted to TxDOT at closeout.

Monthly Reporting

For all 7 advanced-based agreements tested the City did not submit monthly reporting to
NCTCOG as required by the agreements. The City’s reports to NCTCOG did not consistently
include all elements required by the agreements. Per article 22 of the agreements, monthly
reports to NCTCOG must include local match expenditures, expenditures by separate
agreement phases, interest rate, interest earned for the period, cumulative interest earned,
and a status of developing the agreement. The City has Grants Management Policies and
Procedures in place to address managing grants in accordance with award agreements,
however procedures were not consistently followed.

For 6 of the 7 agreements (86%) tested, the City did not submit reporting to NCTCOG on a
monthly basis. For 5 of the 7 agreements (71%) tested, the City's reports to NCTCOG did not
consistently include all elements required by the agreement. For 1 of the 7 agreements
(14%) tested, the City did not submit required reporting to NCTCOG.

e (SJ0902-90-116 - Intersection and Signal Improvements along Trinity Boulevard
and American Boulevard
The agreement was executed in March 2019 and the City received funding in May
2019. Monthly reporting has not been submitted to NCTCOG as required by the
agreement.

Recommendation: Implement a process for project management staff to periodically review
the City’s Grants Management Policies and Procedures to ensure projects are managed in
compliance with agreement requirements. Ensure all project reporting is complete with the
required elements and submitted timely.
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Appendix |

Project Information

This audit was conducted for the Fort Worth District (FTW), Dallas District (DAL), TXxDOT
Administration, and the Chief Audit and Compliance Officer. The audit was included in the
fiscal year 2020 Compliance Division work plan and performed by Tasha Foote (Engagement
Lead) and Anne Hoel. Engagement fieldwork was conducted from March 2020 to May 2020.

The audit was conducted 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 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 the evidence obtained provides a
reasonable basis for our findings and conclusions on our audit objectives.

Methodology

* Gained an understanding of City’s operating structure.

* Interviewed key FTW and DAL personnel.

* Interviewed key City personnel in the Transportation and Public Works Department,
Aviation Department, Financial Management Services Department and Internal Audit
Department.

* Reviewed the City’s financial system.

* Reviewed City’s Financial Management and Project Management Procedures.

* Reviewed City’s internal processes for interest, reporting and closeout.

* Tested expenditures for sufficient documentation and allowability.

Criteria
* Funding agreements and amendments between TxDOT and the City.
*  Committee of Sponsoring Organizations of the Treadway Commission (COSO) Internal
Control — Integrated Framework.
e Standards for Internal Control in the Federal Government (Green Book).
e City Policies and Procedures.
* NCTCOG Closeout Procedures
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Appendix I

FORT WORTH.

Audit of Regional Toll Revenue —
City of Fort Worth Management Eesponse

Finding: Interest Allocation

The City does not have a separate bank account where RTR funds are deposited and interest eamed on the funds are
kept, as required by Article 3 of the advance-based agreements. The City allocates interest to ETE. projects
monthly; however, the allocation process is maccurate. ETE projects did not receive an allocation of actual mterest
eamings for the month. The City does not reconcile interest holding accounts in its accounting system on a monthly
basis. Additionally, the amount of interest eamings received was miscalculated for the month of December
resulting in $23,000 in interest that was not allocated.

Recommendation:

Dgcument and implement procedures for allocating interest to RIR projects to ensure actual inferest emrnings are
allocated to projects. Implement a review and reconciliation process for inferest allocations fo ensure accuracy of
interest allocation. Determine if additional interest should be allocated to active and completed RTR projects that

have not been closed our.

Views of Responsible Officials:
Concur.
Corrective Action Plan:

A separate bank account will be opened to iselate fimds received for TXDoT advance funding agreements (both
those received directly from TXDoT and these received through the NCTCOG). Net interest eamed on this
account will be allocated by Financial Management Services (EMS) Grant Accounting, based on reporting from the
FMS Treasury division, to the various projects contained therem after the close of each month, according to the
respective positive cash balances of those projects. In addition, FMS Grant Accounting will review prior-year
mterest allocation journal entries to correct current balances.

Implementation Date:

December 31, 2020

Responsible Person:

Feginald Zeno, Director Financial Management Services
Finding: Project Closeout, Timeliness

For two reimbursement-based projects tested the City did not submit closeout reports to NCTCOG within 60 days
of project completion as required by article 11.3 of the agreements. For 5 of 6 advance-based projects tested, the
City did not return excess funds, including interest eamed, to TxDOT within 30 days of project completion as
required by article 3 of the agreements. In addition, for 7 of 8 projects tested the City did not perform audits of
costs within 120 days of project completion as requuired by arficle 15 of the advance-based agreements and article 9
of the reimbursement-based agreements. For 4 of those 7 projects, an audit of costs has not been performed by the

City.
CITY MAMNAGER's OFFICE
City of Fort Worth * 200 Texas Street * Fort Worth, Texas 76102
(817) 392-6111 * Fax (817) 392-6134
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Eecommendation:

Recommendation: Document and implement procedures fo ensure RTR project closeout requirements are met
within required timeframes. Perform past due audits of costz and fimely remit identified excers fimds and interest fo
TxDOT as required by the agreements.

Views of Responsible Officials:
Concur.
Corrective Action Plan:

Omngoeing timely project closures will be supported through current operating procedures that include a Grant kick-
off meeting facilitated by FMS Grant Accounting. During this kick-off meeting, roles and responsibilities related
to grant funded projects are clearly established, documented. and signed off by both the managing department’s
Contract Compliance Manager as well as FMS Grant Accounting. The Capital Delivery Project Management
Mannal will be updated to mclude a Grants Management and Beporting section to assist Contract Compliance
Managers. Additionally, Contract Compliance Managers and their departmental fiscal staff will attend training
provided by the FMS Grant Accounting. FMS Grant Accounting has new procedures in place to ensure additional
review of items submitted for City Council action. This will ensure that grants are properly identified and set up
before finds are received, so that FMS Grant Accounting can track and monitor close-out activity.

Past due andits will be completed by Contract Compliance Managers with support from department fiscal staff and
FMS Grant Accoumfing.

Implementation Date:

The practice of conducting Grant Kick-off Meetings has been in place since 9/30/2017, and additional scrutiny of
Council items was added beginning in September of 2019.

Updates to the Capital Delivery Project Management Manual will be complete by 12/31/2020.
Past due audits will be completed by 12/31/2020.

Responsible Persons:

Dalton Harrell, Director Development Services

William Johnson, Director Transportation and Public Works

William Welstead, Director Aviation

Feginald Zeno, Director Financial Management Services

CITY MANAGER's OFFICE
City of Fort Worth * 200 Texas Street * Fort Worth, Texas 76102
(817) 392-8111 * Fax (817) 392-6134
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Finding: Project Closeout, Accuracy

For 2 of 6 projects tested the project costs reported to NCTCOG for closeout do not tie to the City’s accounting
system. Additionally, for 1 of those 2 projects the City did not submit complete and accurate closeout
documentation to NCTCOG.

Fecommendation:

Recommendation: Ensure project expenditures, excess funding, and inferest earnings are accurately recorded and
reported for closeout of projects. Ensure the correct amowunt of excess finds and interest earmed are fimely remitted
to TxDOT in accordance with agreement requirements.

Views of Responsible Officials:
Concur.
Corrective Action Plan:

Contract Compliance Managers are responsible for initiating timely and accurate project closeout with support from
department fiscal staff and FMS Grant Accounting. With the Corrective Action Plan in place for the Interest
Allocation finding accurate fiscal information will be available to support accurate project closeout reporting.
Additionally, the Fmancial Management Policy Statement on Grants will be updated to requure project closeout
Teporting to be reviewed internally with FMS Grant Accounting, Contract Compliance Managers, and their
department fiscal support staff prior to submission.

Implementation Date:
12/31/2020
Responsible Person:
Dalton Hamrell, Director Development Services
William Johnson, Director Transpertation and Public Works
William Welstead, Director Aviation
Eeginald Zeno, Director Financial Management Services
Finding: Project Closeout, Interest Allocation

The City did not allocate the full amount of interest eamed to the projects. For 2 advance-based projects tested, the
City stopped allocating interest significantly before it retumed excess funds to TxDOT. For 3 advance-based
projects tested the City did not consistently allocate interest through completion of the project.

Eecommendation:

Recommendarion: Document and implement procedures fo ensure inferest is accurately and consistently applied to
projecis from the fime fimds are received through the fime they are refurned to TxDOT. Perform a frue up on RTR
projecis that are not closed out to allocate interest earnings for the mizsing fime periods and ensure the accurais
amount of interest i remitted to TxDOT at closeout

Views of Responsible Officials:

Concur.
CITY MANAGER s OFFICE
City of Fort Worth * 200 Texas Street * Fort Worth, Texas 76102
(B817) 392-6111 * Fax (B17) 392-6134
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Corrective Action Plan:

Upon implementation of the comective action plan for the Interest Allocation finding, the project monthly reporting
documentation will be updated to properly reflect the projects financial position

Implementation Date: 12/31/2020

Eesponsible Person:

Dalton Harrell, Director Development Services

William Johnson, Director Transportation and Public Works
William Welstead, Director Aviation

Reginald Zeno, Director Financial Management Services
Finding: Monthly Reporting

The City did not submit monthly reporting to MCTCOG as required by the agreements for all 7 advanced-based
agreements tested. In addition, the City’s reports to NCTCOG did not consistently include all elements required by
the agreements. Per article 22 of the agreements, monthly reports to NCTCOG must include local match
expenditures, expenditures by separate agreement phases, interest rate, interest eamed for the peried, cumulative
interest eamed. and a status of developing the agreement.

Recommendation:

Implement a process for project management staff o periodically review the City s Granis Management Folicies
and Procedures fo ensure projects are managed in compliance with agreement requirements. Ensure all project
reporting is complete with the required elemenis and submitfed fimely.

Views of Responsible Officials:
Concur.
Corrective Action Plan:

Monthly reporting will be supported through current operating procedures that include a Grant kick-off meeting
facilitated by FMS - Grant Accounting and notifications from the City’s ERP system. During this kick-off meeting,
roles and responsibilities related to grant funded projects are clearly established. documented, and signed off by
both the managmg department’s Contract Compliance Manager as well as FMS Grant Accounting. Also
documented during this meeting are schedules for any periodic reports due. The Capital Delivery Project
Management Manual will be updated to include a Grants Management and Reporting section to assist Contract
Compliznce Managers and Contract Compliance Managers will attend training provided by the FMS Grant
Accounting.

In addition, new fimctionality has been added to PeopleSoft notifying grant-specific staff {e.g.. project manager.
program manager, grant accountant) periodically during the three weeks before a report is due.

Beports and dashboards available to the FMS Grant Accounting that forecast reporting deadlmes will be made
available to the departments as proactive measures. In addition. as reports are submitted, the project’s FMS Grant
accountant will be copied and will attach the report to the project in PeopleSoft, the City’s ERP system. Delinguent
reports will be tracked and escalated for action.

CITY MANAGER's OFFICE
City of Fort Worth * 200 Texas Street * Fort Worth, Texas 76102
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Implementation Date: 12/31,/2020

Eesponsible Person:

Dalton Hamrell, Director Development Services

William Johnson, Director Transpertation and Public Works
William Welstead, Director Aviation

Feginald Zeno, Director Financial Management Services

CITY MAMNAGER's OFFICE
City of Fort Worth * 200 Texas Street * Fort Worth, Texas 76102
(817) 392-6111 * Fax (B17) 392-6134
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