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What We Did

The Florida Department of Transportation’s (Department) Office of Inspector General 
audited the 2022 indirect rates submitted by CSX Transportation, Inc. (CSXT) to 
determine whether rates are reasonable, based on allocable and allowable costs, and 
supported by transparent and understandable records. We reviewed the Indirect Cost 
Rates Reporting Package prepared by Ernst & Young, LLP, and performed substantive 
testing as part of our evaluation. 
  

What We Found

We determined the costs associated with the rates submitted by CSXT are reasonable, 
allocable, and allowable for use in billing railroad-highway projects and are supported by 
transparent and understandable records. We also determined CSXT’s accounting 
procedures, including supporting documentation, continue to meet the visibility rule set 
forth in Title 48, Part 9904, Code of Federal Regulations-Cost Accounting Standards, 
Section 405-50-Techniques for application, which requires adequate cost identification 
to deem expense allowability.  
 
We observed the following increases: 
 

• 10.8 percent in the Engineering Craft rate due to: 
 

o Department Support claimed costs increased by $18 million, slightly offset 
by increased labor.  

o Vehicle & Equipment costs increased by $24 million primarily due to 
increased rental, fuel costs, and work equipment materials. 

 

• 22.7 percent in the Transportation Craft rate due to: 
 

o Collective Bargaining Agreement increased by $41 million primarily due to 
increased claimed cost in arbitrary pay and retention bonuses.  

o Fringe increased by $27 million primarily due to increased health & 
welfare costs, match expenses, and personal/vacation days. 

o Payroll Taxes increased by $22 million primarily due to an increase in 
contract tier 1 and 2 costs and management unemployment taxes. 
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o Training increased by $22 million due to a significant increase in new hire 
conductors. 
 

What We Recommend

We recommend the Department’s Freight and Rail Office review the category 
increases and consider approving CSXT’s 2022 indirect cost rates used in billing costs 
for railroad-highway projects and communicate this decision to the Federal Highway 
Administration. 
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BACKGROUND AND INTRODUCTION  

CSX Transportation, Inc. (CSXT), a wholly owned subsidiary of CSX Corporation, a 
publicly traded company, is a Class I railroad headquartered in Jacksonville, Florida. It 
owns and operates 20,000 route miles of track in 26 states east of the Mississippi River, 
the District of Columbia, and 2 Canadian provinces. As of December 2022, CSXT 
employed approximately 22,500 individuals, which included 17,100 union employees. 
CSXT transports a variety of freight across the network, servicing 3 primary lines of 
business, including merchandise, coal, and intermodal. 

CSXT completes railroad crossing and other projects that support the Florida 
Department of Transportation’s (Department) highway construction projects. The 
Department reimburses CSXT for the costs of these, including direct union labor, labor 
surcharges (e.g., benefits), and indirect overhead costs. CSXT bills for labor surcharge 
and indirect overhead costs in the form of a percentage rate applied to direct union 
labor. 

Standard 8 Percent Self-Insured Additive 
 
CSXT is a self-insured company in the applicable insurance categories (workers' 
compensation, property, and casualty) and we determined that CSXT could use the 8 
percent additive rate as long as these insurance costs are not included in total benefit 
costs as outlined in Title 23, Part 140, Code of Federal Regulations (C.F.R.) -
Reimbursement, Subpart I-Reimbursement for Railroad Work, Section 906(3)(b)(2) 
Labor surcharges. 
 
CSXT has opted not to bill the standard self-insurance labor additive of 8 percent and 
has not included the additive in the rate schedule for the fiscal year (FY) 2022 rate. 

Criteria 

The following regulations authorize the Department’s payment of labor surcharge and 
indirect costs rates for highway-related railroad construction, define allowable costs for 
purposes of inclusion in the rates, and set minimum standards for calculation method 
and supporting records:  

• 23 C.F.R. 646-Railroads, Subpart B-Railroad Highway Projects; 
• 23 C.F.R. 140-Reimbursement, Subpart I-Reimbursement for Railroad Work; 
• 48 C.F.R. 31-Contract Cost Principles and Procedures; and 
• 48 C.F.R. 9904.405-Cost Accounting Standards, Accounting for Unallowable 

Costs. 

 

 

DocuSign Envelope ID: 23AD8D04-2445-4760-A5B3-DBD8F7A2EE2D



 Office of Inspector General 
Florida Department of Transportation 

 

Audit Report No. 23I-014 ● Page 5 of 16 

Rate Calculation Procedures 

CSXT calculates separate indirect cost rates for the Engineering and Transportation 
Craft types. Department projects are most frequently billed using the Engineering Craft 
rate.  

CSXT uses two platforms in the development of the indirect rate: 

• its financial management system, Oracle, where accounts’ allowability is 
identified and labeled; and 

• an Excel table referred to as the Overhead Rate Table where additional 
adjustments are made. 
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RESULTS OF REVIEW 
 
We determined the costs associated with the rates (Appendix B) submitted by CSXT 
are reasonable, allocable, and allowable for use in billing railroad-highway projects and 
are supported by transparent and understandable records. We also determined 
CSXT’s accounting procedures, including supporting documentation, continue to meet 
the visibility rule set forth in Title 48, Part 9904, Code of Federal Regulations-Cost 
Accounting Standards, Section 405-50-Techniques for application, which requires 
adequate cost identification to deem expense allowability.  
 
We reviewed the costs associated with the rates, reviewed the Indirect Cost Rates 
Reporting Package (audit report) prepared by Ernst & Young, LLP (EY), and performed 
substantive testing as a part of our evaluation. The following subsections outline our 
observations of CSXT’s indirect rate submission.  
 
Year-over-Year Variance on the Engineering Craft  
 
CSXT Engineering Craft employees provide quality maintenance to the track, train 
control (signals and communication) systems, and bridges and buildings in a safe, cost-
effective manner. The number of Engineering Craft employees increased from 5,500 in 
FY 2021 to 5,600 in FY 2022, see Chart 1. 
 
Engineering Craft positions include: 
 

• Signal Workers (Construction and Maintenance) 

• Bridge Mechanics 

• Bridge Tenders 

• Communications Maintainer – Technician 

• Heavy Equipment Operators  

• Road Electricians 

• Roadway Mechanics 

• Sheet Metal Workers 

• Track Workers 

• Welder Helpers 

• Machinists 
 
CSXT's FY 2022 Engineering Craft cost pool increased 10.8 percent from FY 2021, see 
Table 1.  
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Table 1: Engineering Rate Variance Analysis 

 
Source: CSXT Indirect Cost Rates Reporting Packages for the fiscal years ending December 31, 2022, 
and December 31, 2021. 

 
The major contributors to the FY 2022 rate increase include: 
 

• Department Support claimed costs increased by $18 million, slightly offset by 
increased labor. Claimed cost increases were due to: 
 

o Decrease in credits for scrap recovery of $12 million. 
o Increase in ballast cleaning of $5 million. 
o Increase in net positive changes of $4 million that were not significant or 

notable individually. 
o Offset by a net decrease in rail materials of -$3 million. 

 
• Vehicle & Equipment costs increased by $24 million primarily due to: 

 

o Increase in fuel costs of $9 million.  
o Increase in work equipment material costs of $7 million. 
o Increase in procard1 expenses for vehicle operations of $6 million. 
o Increase of other net impacts of cost changes that were not significant or 

notable individually of $2 million.  
 
Chart 1 illustrates the historical rate and employee changes in the Engineering Craft 
from fiscal year 2014 through 2022.  
 
 
 
 
 
 

 
1 A form of company charge card that allows goods and services to be procured. 

Collective Bargaining Agreement 20.1% 21.7% 1.6%

Department Support Costs 5.9% 10.0% 4.1%

Fringe 36.6% 35.5% -1.1%

Payroll Taxes 25.3% 26.1% 0.8%

Project Management 26.2% 26.4% 0.2%

Small Tools, Safety & Supplies 3.2% 3.7% 0.5%

Training 0.1% 0.1% 0.0%

Vehicle & Equipment 40.5% 45.2% 4.7%

157.9% 168.7% 10.8%

Engineering Cost Pools

Engineering Subtotal

2021 

Submitted 

Rate

2022 

Submitted 

Rate

Rate Change

2021 to 2022

DocuSign Envelope ID: 23AD8D04-2445-4760-A5B3-DBD8F7A2EE2D



 Office of Inspector General 
Florida Department of Transportation 

 

Audit Report No. 23I-014 ● Page 8 of 16 

Chart 1:  Engineering Craft Historical Rate and Employee Changes FYs 2014-2022 

 
Source: Chart created by auditor from CSXT Indirect Rate Reporting Packages.  

 
Year-over-Year Variance on the Transportation Craft 
 
CSXT Transportation Craft employees are responsible for the safe and efficient 
operation of trains and the movement of customer freight from one destination to 
another. The number of Transportation Craft employees increased from 7,400 in FY 
2021 to 8,100 in FY 2022, see Chart 2. 
 
Transportation Craft positions include:  
 

• Freight Conductors  
• Locomotive Engineers  
• Train Dispatchers  
• Yardmasters 

 
CSXT's FY 2022 Transportation Craft cost pool increased 22.7 percent from FY 2021, 
see Table 2.  
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Table 2: Transportation Rate Variance Analysis 

 
Source: CSXT Indirect Cost Rates Reporting Packages for the fiscal years ending December 31, 2022, 
and December 31, 2021. 
 

The major contributors to the fiscal year 2022 rate increase include:  
 

• Collective Bargaining Agreement increased by $41 million primarily due to: 
 

o Increase in retention bonuses $6 million. 
o Increase in arbitrary pay classification of $35 million primarily driven by: 

 
▪ Increase in coupling/helping2 crew $9 million. 
▪ Increase in extraboard3 $7 million.   
▪ Increase in held away from home4 $7 million. 
▪ Increase in deadheading5 $3 million. 
▪ Increase in miscellaneous claims for yard/road $3 million. 
▪ Increase in travel meals $2 million. 
▪ Increase in others none of which are individually significant $4 

million. 
 

• Fringe increased by $27 million primarily due to: 
 

o Increase in health & welfare costs of $22 million.  
o Increase in 401k match expense of $3 million. 
o Increase in personal/vacation days of $2 million. 

 
 

2 A coupler is a device located at both ends of all cars in a standard location to provide a means for 
connecting one rail car to another which is known as coupling. Helping crew is assisting other trains with 
building trains or the movement of a train. 
3 Engineers and trainmen who remain available for extra jobs or vacancies to ensure an ample supply of 
manpower and are compensated for such availability. 
4 Employees who are tied up at their away from home terminal to take rest. Employees are paid for a time 
after a set amount of hours, which begins at the time they were relieved from duty at the away from home 
terminal and stops when they go on duty for their next trip. 
5 Engineers and trainmen going from one terminal to another without performing service for which they 
were paid the regular rate as though they had worked. This can be by riding on train with crew, taxi, 
personal vehicle, or company vehicle. 

Collective Bargaining Agreement 18.4% 26.5% 8.1%

Fringe 44.7% 50.0% 5.3%

Payroll Taxes 30.5% 34.7% 4.2%

Project Management 23.2% 24.0% 0.8%

Training 3.1% 7.4% 4.3%

120.0% 142.6% 22.7%
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Transportation Subtotal
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Submitted 

Rate
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Submitted 
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Rate Change
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• Payroll Taxes increased by $22 million primarily due to: 
 

o Increase in contract tier 1 and 2 costs of $14 million.  
o Increase in management unemployment taxes due to rate increases from 

3.72 percent to 7.85 percent of $8 million. 
 

• Training increased by $22 million due to a significant increase in new hire 
conductors. 

 

Chart 2 illustrates the historical rate and employee changes in the Transportation Craft 
from fiscal year 2014 through 2022.  
 
Chart 2: Transportation Craft Historical Rate and Employee Changes FYs 2014-
2022 

 
Source: Chart created by auditor from CSXT Indirect Rate Reporting Packages. 

 
We recommend the Department’s Freight and Rail Office review the category 
increases and consider approving CSXT’s 2022 indirect cost rates used in billing costs 
for railroad-highway projects and communicate this decision to the Federal Highway 
Administration. 
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APPENDIX A – Purpose, Scope, and Methodology 
 
The purpose of this engagement was to determine whether CSXT fiscal year 2022 
indirect rates are reasonable, based on allocable and allowable costs, and supported by 
transparent and understandable records. 
 
The scope of this audit consists of the proposed fiscal year 2022 indirect rates 
submitted by CSXT and associated records and supporting documentation, including 
EY’s audit report. 
 
The methodology included: 
 

• review of relevant regulations;  

• review of CSXT’s rate preparation procedures;  

• review of account classification changes;  

• review of changes in the adjustment structure;  

• re-performance of rate calculations;  

• performing a comparative analysis of the fiscal year 2021 and 2022 rate data; 

and  

• review of EY’s audit report and selected workpapers.  
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APPENDIX B – CSXT 2022 Indirect Rate Schedule 
 

 
Source: CSX Transportation Indirect Cost Rates Reporting Package for the fiscal year ending December 

31, 2022  
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APPENDIX C – Affected Entity Response 
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APPENDIX D – Management Response 
 
On November 18, 2023, the OIG received the response from Gabrielle Matthews, Rail 
and Transit Manager.  
 

Finding 1 – Reasonable, Allocable, and Allowable Costs 
 

 
Finding: We determined the costs associated with the rates submitted by CSXT are 
reasonable, allocable, and allowable for use in billing railroad-highway projects and are 
supported by transparent and understandable records. We also determined CSXT’s 
accounting procedures, including supporting documentation, continue to meet the 
visibility rule set forth in Title 48, Part 9904, Code of Federal Regulations-Cost 
Accounting Standards, Section 405-50-Techniques for application, which requires 
adequate cost identification to deem expense allowability.  
 
We observed the following increases: 
 

• 10.8 percent in the Engineering Craft rate due to: 
 

o Department Support claimed costs increased by $18 million, slightly offset 
by increased labor.  

o Vehicle & Equipment costs increased by $24 million primarily due to 
increased rental, fuel costs, and work equipment materials. 

 

• 22.7 percent in the Transportation Craft rate due to: 
 

o Collective Bargaining Agreement increased by $41 million primarily due to 
increased claimed cost in arbitrary pay and retention bonuses.  

o Fringe increased by $27 million primarily due to increased health & 
welfare costs, match expenses, and personal/vacation days. 

o Payroll Taxes increased by $22 million primarily due to an increase in 
contract tire and management unemployment taxes. 

o Training increased by $22 million due to a significant increase in new hire 
conductors. 

 
Recommendation: We recommend the Department’s Freight and Rail Office review the 
category increases and consider approving CSXT’s 2022 indirect cost rates used in 
billing costs for railroad-highway projects and communicate this decision to the Federal 
Highway Administration. 
 
Response to Finding: We concur with the finding and recommendation. 
 
Corrective Action: None 
 
Estimated Completion Date: N/A 
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DISTRIBUTION 
 
Responsible Manager:  

Melissa Smith, Chief of Modal Development  
          Gabrielle Matthews, Rail and Transit Manager 
  Kelli Phillips, Rail Operations Administrator         
 
Internal Distribution: 

Jared W. Perdue, P.E., Secretary, Department of Transportation 
 Leda Kelly, Chief of Staff 

Will Watts, P.E., Assistant Secretary for Engineering and Operations 
Lisa Saliba, Assistant Secretary for Finance and Administration 

Kim Holland, P.E., Assistant Secretary for Strategic Development 
 Lauren Rand, Manager, Seaport Office  
Rebekah Davis, General Counsel 
Trey Tillander, P.E., Executive Director of Transportation Technology 
L.K. Nandam, P.E., Interim District One Secretary 

Greg Evans, P.E., District Two Secretary 

Phillip Gainer, P.E., District Three Secretary 

Steven C. Braun, P.E., District Four Secretary 

John E. Tyler, P.E., District Five Secretary 

Stacy Miller, P.E., District Six Secretary 

David Gwynn, P.E., District Seven Secretary 

Nicola Liquori, CPA, Executive Director, Florida’s Turnpike Enterprise 

 
External Distribution: 

Melinda Miguel, Chief Inspector General, Executive Office of the Governor 
Sherrill Norman, Auditor General, State of Florida 
Jamie Christian, Florida Division Administrator, Federal Highway Administration  
Ralph Yoder, Executive Director, Florida Transportation Commission  
Angela Williams, Vice President & Chief Accounting Officer, CSX Transportation, Inc. 
Emily Huth, Director SEC Reporting and Compliance, CSX Transportation, Inc. 
Thomas McDuffie, Assistant Controller, CSX Transportation, Inc. 
Leslie Williams, Sr. Manager Compliance & Analysis, CSX Transportation, Inc. 
Sean Craig, Assistant General Counsel, CSX Transportation, Inc. 
Casey Waddill, Compliance Analyst, CSX Transportation, Inc. 
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PROJECT TEAM 
 
Engagement was conducted by: 

Mervat Bebawy, Auditor-In-Charge 
 
Under the supervision of: 

Barbara Brown-Walton, Senior Audit Supervisor 
Jessica Mobley, Deputy Audit Director for Intermodal 
Joseph W. Gilboy, Director of Audit 

   
Approved by:  

Kristofer B. Sullivan, Inspector General 
 
 

STATEMENT OF ACCORDANCE 
 
The Department’s mission is to provide a safe transportation system that ensures the 
mobility of people and goods, enhances economic prosperity, and preserves the quality 
of our environment and communities. 
 
The Office of Inspector General’s mission is to provide independent and objective 
investigative and audit services that promote accountability, integrity, and efficiency 
within the Florida Department of Transportation and its partners. 
 
This work product was prepared pursuant to section 20.055, Florida Statutes, in 
accordance with the Association of Inspectors General Principles and Standards for 
Offices of Inspector General, and conforms with The Institute of Internal Auditors’  
International Standards for the Professional Practice of Internal Auditing. 
 
Please address inquiries regarding this report to the Department’s Office of Inspector 
General at (850) 410-5800. 
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