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Executive Summary

Objective

To evaluate the oversight for documenting, reviewing, and approving design-build (DB)
project payments.

Overall Engagement Assessment - | X
Priority 1 Priority 2 Priority 3 Priority 4

Control mechanisms are not designed or operating to optimize program efficiency and
effectiveness. Programmatic improvements can be achieved by addressing control
deficiencies identified. 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: Documentation to Support Conformance

Control X Operating
Design Effectiveness
Not all draw request (DR) material on hand (MOH) and specific work activity items had
documentation (i.e., material supplier invoices, material tests, inspection reports) to support
contract requirements and specifications at the time of payment (December 2024 - April 2025) for

three DB projects.

X Division | Alternative Delivery Division (ALD) District Yes

MOH

A review was performed to verify supplier invoices were included for the MOH items paid within 12

DR for three DB projects.

e $12.7M of $15.6M (81%) MOH items paid from one DB project could not be matched to the
related material supplier invoice within four DRs reviewed.

Further review of the two DB projects with matching supplier invoices totaling $2.7M was performed

to verify documentation was included within the DR to demonstrate the material met specifications

for the MOH items paid.

e 33 of 63 (52%) MOH supplier invoices paid totaling $1.4M from two DB projects did not have a
corresponding material test report included in the DR package from the contractor at the time of
payment.

Work Activities

A review was performed to verify the work activity paid was inspected prior to payment.

e 5 0f 48 (10%) work activities paid (totaling $1.6M) from two DB projects had no inspection
report(s) to support conformance with contract requirements and specifications at the time of
payment.

Further review of the 43 work activities with inspection reports was performed to verify resolution of

any issues identified prior to payment.

e 4 0f 43 (9%) work activities paid (totaling $0.6M) from three DB projects had at least one
inspection report that documented an issue identified by the inspector; however, there was no
additional documentation to support resolution prior to payment.

(Impact): Without documentation to properly support conformance with contract requirements and
specifications, TxDOT could pay for MOH items not meeting material quality specifications and/or
work that was not performed or completed to the percentage documented in the DR.
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Finding 2: Accuracy of Draw Request Payment Reporting

Control X Operating

Design Effectiveness X Division | ALD District Yes

Not all DR payment information was reported accurately within the DB project dashboards.

e 22 0of 134 (16%) DR dashboard payment totals for three DB projects did not match the
corresponding enterprise resource planning system (ERP) payment totals ($28.8M variance) as
of April 29, 2025.

(Impact): Incomplete or inaccurate payment information in DB project dashboards can lead to
misunderstandings for individuals reviewing DB payment data, including Administration and other
stakeholders.

Audit testing completed not resulting in management action plans.

Scope Area 1: Draw Request Review and Approval

e Areview of 12 DR payments from three DB projects determined authorized personnel approved
all DRs.

Control Environment

ALD is responsible for the oversight of TxDOT’s alternative delivery program (ADP) to
include providing DB project support and guidance to the districts and monitoring DB project
milestones (i.e., max pay curve, change orders, project progress completed) using ALD
developed dashboards. Periodic reporting of DB project information is compiled by ALD
using their dashboards.

The district in which the DB project is located is responsible for the day-to-day management
of the project to include review of monthly progress submittals and approval of monthly DRs
submitted for payment by the DB contractor. In addition to work activities completed within
the pay period, DRs can also include requests for payment of MOH to help offset the
significant cost of assembling and stockpiling material to be used in the completion of the
DB project.

Third parties are utilized in the management and oversight of DB projects. An independent
quality firm (IQF) is required to be hired by the DB contractor to provide inspection and
material testing for work completed and certification that the work performed by the DB
contractor is in accordance with the contract. An owner verification firm (OVF) may be
contracted by TxDOT to perform oversight and inspections to validate a risk based
percentage of the work performed by the IQF. A general engineering consultant (GEC) can
be contracted and utilized by TxDOT to provide additional management and oversight for
the DB project on behalf of TxDOT.

District personnel responsible for approving DR payments primarily rely on the Material Test
Division and the IQF inspector to ensure conformance with MOH requirements and visual
verification by the IQF/OVF/TxDOT inspector and/or GEC for the requested work activity
completion percentages prior to payment.

DB project documentation (inspection reports, material tests, nonconformance reports, etc.)
is retained in various systems by the districts. DRs submitted by the DB contractor are
managed through ALD’s electronic content management system (ECMS), which serves as
the official system of record for DB projects.

Background

There are two main delivery methods for highway construction projects, design-bid-build
(DBB) and DB. DBB projects are fully designed prior to the award of the contract to the
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lowest qualified bidder (i.e., low bid). DB projects are part of TxDOT's ADP and combine
project design and construction into a single contract. These contracts are awarded based
on price, qualifications, and project approach (i.e., best value).

Texas Transportation Code (TTC) Sec. 223.242 limits TxDOT to enter into six DB contracts
per fiscal biennium. Although limited to six awards per biennium, based on the length of
time to complete the DB projects, TxDOT could have more than six active DB projects at
any given time.

As of March 17, 2025, TxDOT had a total of eight active DB projects in the design and
construction (D&C) phase with a total amount paid to date of $5.2B (see Table 1).

Table 1
. Contract Fiscal Total Paid Current Total
Austin Oak Hill Parkway 8/10/2020 2021 - 2022 $0.52B $0.67B

US 181 Harbor Bridge

Corpus Christi Replacement 9/28/2015 2016 - 2017 $0.87B $1.08B
Dallas I-635 LBJ East 8/22/2019 2020 - 2021 $1.49B $1.76B
Dallas I-35 Phase 2 9/17/2021 2022 - 2023 $0.39B $0.67B
Fort Worth Southeast Connector 2/24/2022 2022 - 2023 $0.66B $2.06B
Pharr 1-2/169C Interchange 8/22/2019 2020 - 2021 $0.29B $0.32B
San Antonio  I-35 NEX Central 7/22/2021 2020 - 2021 $0.77B $1.53B
San Antonio  I-35 NEX South 8/16/2023 2024 - 2025 $0.21B $0.72B

Total 8 $5.2B $8.8B

Source: Alternative Delivery Division (as of March 17, 2025)

DRs are invoices submitted by the DB contractor to request payment for the specific work
activities completed during the pay period and is based on completion percentage. MOH can
also be included within the DR and is nonperishable material to be used on the DB project.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from March 3, 2025, to October 10, 2025.
Testing focused on the review and approval for 12 draw requests (DRs) totaling $181.9M
paid between December 2024 and April 2025 and design-build (DB) project dashboard
reporting processes for three DB projects managed by the Austin (AUS), Dallas (DAL), and
San Antonio (SAT) Districts. Testing performed during the engagement was focused on
material on hand (MOH) and work activities, two of the most common items submitted for
payment within draw requests.

Scope Area 1: Draw Request Review and Approval

Evaluated progress submittal and DR reviews performed, verified DRs were approved by authorized
personnel, and determined the accuracy of DR information reported within the DB project
dashboards.

e Reviewed TxDOT policy to include the DB Administration Manual, 2014 Standard Specifications
for Construction and Maintenance of Highway, Streets, and Bridges, and the Quality Assurance
Program for Comprehensive Development Agreement/Design-Build Projects (2017 and 2020)
Section 2.2.3 and DB contract requirements to include the Owner Verification Testing &
Inspection Plans (OVTIPs).

e Conducted interviews with key DB project division and district personnel to include:

- Alternative Delivery Division (ALD): Director, Center of Excellence Director, and
Implement & Maintenance Section Director.

- Districts: Alternative Project Delivery Supervisor, District Design Engineer, and
Transportation Engineers.

- General Engineering Consultant (GEC) project managers for the sampled DB projects in
AUS and SAT.

e Judgmentally selected three active DB projects based on project percentage completion,
location, and number/dollar value of DRs.

- A reliability assessment of DR data was performed by reviewing the active DB project
data retrieved from the ALD electronic content management system (ECMS) and
comparing it to enterprise resource management system reports and DR packages.

e For the three sampled DB projects, sub-selected the last four DRs (12 total) processed for
payment (as of April 2025) and performed the following:

- Reviewed 63 MOH invoices to verify items, quantity, amounts, and supporting
documentation for validation of requested material.

- Determined if the DRs were approved by the authorized personnel within the ECMS and
the construction and maintenance contract management system.

e For the 12 DRs reviewed, judgmentally selected 48 completed work activities (four per DR)
based on the activity risk as outlined in the OVTIP, type of work activity (i.e., pavement,
concrete, or structural), and amount paid.

e For the 48 work activities selected:

- evaluated district/general engineering consultant (GEC) validation of work items prior to
approval for payment.

- determined if the work activity was inspected (independent quality firm (IQF), owner
verification firm (OVF), GEC as applicable) prior to payment.

- verified issue identified by the inspector had a documented resolution prior to payment.

e Evaluated the completeness and accuracy of DR information reported within the ECMS and ALD
DB project dashboards.
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Detailed Audit Findings and Management Action Plans (MAPs)

Finding No. 1: Documentation to Support Conformance

Condition

Not all draw request (DR) material on hand (MOH) and specific work activity items had
documentation (i.e., material supplier invoices, material tests, inspection reports) to support
contract requirements and specifications at the time of payment (December 2024 - April
2025) for three design-build (DB) projects.

Effect/Potential Impact

Without documentation to properly support conformance with contract requirements and
specifications, TxDOT could pay for 1) MOH items not meeting material quality specifications
and/or 2) work that was not performed or completed to the percentage requested by the
contractor in the DR.

Criteria

The DB Administration Manual (April 2025) Chapter 11 Section 4 states MOH payments
should be withheld for any material request for payment where the district is not in receipt
of inspection reports or certifications. Section 2 states the district DB personnel should
confirm the amount being requested is commensurate with the work performed for the
period in accordance with the monthly progress submittal.

The 2014 Standard Specifications for Construction and Maintenance of Highway, Streets,
and Bridges Item 9.6 states MOH payment should only include materials that 1) have been
sampled, tested, approved, or certified, and are ready for incorporation into the work and 2)
are so marked and an approved test report has been issued.

The Quality Assurance Program (QAP) for Comprehensive Development Agreement/Design-
Build Projects (2017 and 2020) Section 2.2.3 states the DB contractor will maintain records
of all inspections to include any corrective actions taken. Additionally, the 2020 QAP states
MOH shall only be paid for after each fabricated member or lot has been inspected,
sampled, tested, and documented on approved forms.

Cause

The form used by the DB contractor when submitting MOH request does not include a
unique identifier needed to match the requested material to the corresponding material test
report. Verification that MOH items requested for payment have a corresponding material
test report included within the DR package is not performed by district DB project personnel
at the time of payment. The Design-Build Agreement General Conditions do not include
documentation required to be submitted for the requested MOH within each draw request.

Not all project supporting documentation is retained in the electronic content management
system. Review of the DB contractor’s requested work activity completion percentage is
performed by the general engineering consultant (GEC) and/or district DB project personnel
during progress submittal reviews; however, no documentation is retained to support the
specific items reviewed and/or validations performed (i.e., verbal, or visual verification of
work activity percentage completed). No additional monitoring of inspection completion and
documentation of issue resolution within the payment period is performed.

Evidence
A review of $15.6M in prefabricated MOH items to include material supplier invoices and
material test reports, and DR work activities (e.g., bridge deck panels, retaining walls,
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bridge beams/girders) totaling $11.8M was performed for 12 DR from three judgmentally
sampled DB projects.

MOH Supplier Invoices

A review of MOH items was performed to verify the supplier invoice was included for each

MOH item requested for payment.

e MOH items totaling $12.7M (81%) from one DB project could not be matched to the
related material supplier invoice within four DRs (i.e., unable to validate).

¢ MOH items totaling $11.6K from two DB projects were found to have been overpaid to
the DB contractor.

MOH Test Reports

A review of the 63 MOH supplier invoices paid totaling $2.7M, was performed to verify

documentation was included within the DR to demonstrate the material met specifications

prior to payment.

e 33 of 63 (52%) MOH supplier invoices paid totaling $1.4M from two DB projects did not
have a corresponding material test report included in the DR package from the
contractor at the time of payment.

e 8 of 30 (27%) MOH invoices paid totaling $0.5M from one DB project had a
corresponding material test report included as support; however, not all materials listed
on the MOH supplier invoice could be matched to the corresponding material test report.

Validation of Work Activities

A review of 48 individual work activities was performed to verify 1) the selected work

activity was inspected by the independent quality firm (IQF), and 2) any issues identified by

the IQF inspector were resolved prior to payment.

e 5 0f 48 (10%) work activities paid (totaling $1.6M) reported as 50 - 100% completed
from two DB projects had no IQF inspection report(s) to support conformance with
contract requirements and specifications at the time of payment.

- In addition to no IQF inspections, there were also no owner verification firm (OVF)
or GEC/TxDOT inspection reports for these work activities.

e 4 0of 43 (9%) work activities paid (totaling $0.6M) from three DB projects had at least
one inspection report that documented an issue identified by the IQF inspector; however,
there was no additional documentation to support resolution prior to payment.

Management Action Plans (MAPs)

MAP 1.1 | Completion Date: March 15, 2026 | Division: | Yes | District: | No

The Alternative Delivery Division (ALD) will:

e coordinate with the districts and applicable divisions to create a design-build (DB) workgroup to
establish material on hand (MOH), progress submittal, and draw request requirements as
outlined in MAP 1.3.

e establish the draft scope of work to be reviewed/determined by the work group.

MAP Owner: | Greg Snider, ALD, Director

MAP 1.2 | Completion Date: April 15, 2026 | Division: | Yes | District: | No
The Alternative Delivery Division (ALD) will incorporate material on hand (MOH) within ALD’s annual
design-build project review methodology for project reviews beginning in January 2026.

MAP Owner: | Greg Snider, ALD, Director

MAP 1.3 | Completion Date: December 15, 2026 | Division: | Yes | District: | Yes

The Alternative Delivery Division (ALD) in coordination with the design-build (DB) workgroup will

review/discuss established requirements and best practices to determine:

e information to be submitted by the DB contractor for material on hand (MOH) requested within
the draw request to support conformance with established MOH requirements.
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- Determination of MOH requirements by the work group will include discussion to ensure
alignment with design-bid-build projects.
e retention location for DB project documentation.
¢ timing in which DB project documentation should be uploaded/saved to the established retention
location.
e supporting documentation to be retained by the districts in the established retention location to
demonstrate the progress submittal reviews performed and issues identified.
method to document quality issues and resolution prior to payment.
if any updates are needed to the independent quality firm (IQF) certification.
if any updates are needed to the DB project dashboards to eliminate manual entry.
starting implementation dates for the various requirements established within this MAP (e.g.,
implemented within current DB projects, as of certain DB project award date, etc.).

MAP Owners: Greg Snider, ALD, Director
" | Eric Lykins, Senior Director of District Operations

MAP 1.4 | Completion Date: March 15, 2027 | Division: | No | District: | Yes

The districts will implement the material on hand, progress submittal, and draw request
requirements for their design-build projects as determined in MAP 1.3.

MAP Owners: | District Engineers

MAP 1.5 | Completion Date: July 15, 2027 | Division: | Yes | District: | No

The Alternative Delivery Division (ALD) will update the Design-Build Administration Manual and
programmatic documents (e.g., contract requirements, checklists, independent quality firm (IQF)
certifications, etc.) as applicable based on MAP 1.3.

MAP Owner: | Greg Snider, ALD, Director
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Finding 2: Accuracy of Draw Request Payment Reporting

Condition
Not all draw request (DR) payment information was reported accurately within the design-
build (DB) project dashboards.

Effect/Potential Impact

Incomplete or inaccurate payment information in DB project dashboards can lead to
misunderstandings for individuals reviewing DB payment data, including Administration and
other stakeholders.

Criteria

The DB Administration Manual (April 2025) Chapter 3 Section 2 states that DB dashboards
are used for reporting purposes, rely on up-to-date information being entered monthly (into
the electronic content management system), and Alternative Delivery Division (ALD)
personnel routinely reviewing the data.

Cause

ALD has not established and implemented a process to monitor the completeness of
payment information within the electronic content management system and accuracy of the
DB project dashboards. The DB Administration Manual does not include specific guidance on
which payment totals should be entered nor timing in which payment entry should be
completed by the district personnel.

Evidence

A comparison of the DB tableau dashboards for the three sampled DB projects to the

enterprise resource planning system (ERP) DR payment data (as of April 29, 2025) was

performed to evaluate the accuracy and completeness of information reported within the

dashboards.

e 22 0f 134 (16%) DR dashboard payment totals ($1.75B) for three DB projects did not
match the corresponding enterprise resource planning system payment totals ($1.78B)
as of April 29, 2025.

Management Action Plans (MAPs)

MAP 2.1 | Completion Date: December 15, 2025 | Division: | Yes | District: | No

The Alternative Delivery Division (ALD) will send out a guidance communication to the districts

outlining the:

¢ payment totals that should be entered into the electronic content management system.

e timing in which payment total entry should be completed by the district personnel.

e design-build (DB) project payment information within their tableau DB project dashboard should
be verified and updated as needed to reflect accurate information.

MAP Owner: | Greg Snider, ALD, Director

MAP 2.2 | Completion Date: January 15, 2026 | Division: | No | District: | Yes
The districts will implement the design-build (DB) project dashboard requirements (i.e., totals,
timing) communicated by the Alternative Delivery Division in MAP 2.1 for their DB projects.

MAP Owners: | District Engineers

MAP 2.3 | Completion Date: April 15, 2026 | Division: | Yes | District: | No

The Alternative Delivery Division (ALD) will:

e update the Design-Build (DB) Administration Manual to include the:
- payment totals that should be entered into the electronic content management system (AP).
- timing in which payment total entry should be completed by the district personnel.

e incorporate review of DB project dashboard totals in their annual DB project reviews beginning in
January 2026.

MAP Owner: | Greg Snider, ALD, Director
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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.

it Results Dashboard

n-Build Project Payments

Scope Areas Evaluated

Draw Request Review and Approval
1

Organizational Tone

Business Objective/Performance Measures
Control

Ry Resource Capacity

Forecasting/Budget
Training and Development
Risk Identification/Planning
Risk Risk Assessment/Impact Analysis
Assessment  pick Response/Cost-Benefit Analysis

Business Continuity

Policies/Procedure Development & Maintenance 1,2
Control Supporting Evidence/Records Retention 1

Activities Segregation of Duties
Safeguarding Assets
General IT Controls
Data/Information Classification

Data/Information Input
Information &

Coimminc i Data/Information Processing

Data/Information Qutput
Internal and External Reporting 2
Evaluations/Inspections
e Quality Control/Quality Assurance Reviews 1
Monitoring .
Reconciliations

Management Assessments

Scope Area Assessment

Rating Assessment Grid _ Priority 2 Priority 3 _
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This report is prepared for the Texas Transportation Commission and for the Administration
and Management of TxDOT. The report presents the results of the Design-Build Project
Payments audit which was conducted as part of the Fiscal Year (FY) 2025 Audit Plan.

We conducted this performance audit in accordance with Generally Accepted Government
Auditing Standards and in conformance with the Global Internal Audit Standards. Those
standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions 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 provided to/discussed with the Alternative Delivery Division
Director and Austin, Dallas, and San Antonio District Engineers on December 2, 2025. The
Internal Audit Division appreciates the cooperation and assistance received from the
personnel contacted during this audit.
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