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Objective 
To assess the Financial Management Division’s processes to help ensure completeness of 
TxDOT’s lease inventory subject to the requirements of Governmental Accounting Standards 
Board (GASB) Statement No. 87.  

Control Environment 
To comply with the new lease accounting standards, the Financial Management Division 
(FIN) has begun identifying existing leases, reviewing lease contracts, and developing 
policies and procedures. FIN’s process to help identify the lease population included surveys 
sent out in 2019 and 2020, which included 599 TxDOT employees participating via email in 
2020. In addition, FIN queried TxDOT’s enterprise resource planning (ERP) system in 2020 
to identify lease expenditures for leases subject to GASB No. 87. FIN staff then reviewed the 
lease contracts for compliance from those identified in the survey and in the query to 
compile the initial lease population. FIN is also planning the purchase of software to be a 
centralized repository for tracking and managing leases going forward. 

The State Comptroller is finalizing agency guidelines for the implementation of GASB No. 87, 
including threshold exclusions and discount rates, which will help FIN modify their policies 
and procedures accordingly.  

Summary Results 
Audit testing resulting in observations. 

Observation Evidence 

Completeness of the 
Lease Population 

While omissions identified are de minimis in nature, the following 
was identified: 
 22 long-term leases with a total annual cost of $11,474 were 

identified that were not included in the lease population. 

Development of 
Policies and 
Procedures 

FIN policies and procedures for identifying leases will need to 
include 1) cancellable leases and 2) FIN’s interpretation that 
contracts for waste collection and containers do not qualify under 
GASB No. 87. 

Incomplete Lease 
Details in the Lease 

Population 

Assessment of FIN’s spreadsheet used to compile the lease 
population identified instances of incomplete lease details that 
will need to be reviewed and completed prior to finalizing the 
lease population next year. 
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Results of other audit test work are as follows: 

Scope Area Evidence 

Survey Process 

 FIN’s FY 2020 survey via email was reviewed for 
completeness of recipients: 

- 25 of 25 (100%) districts were surveyed for leases.  
 A judgmental sample of five districts/divisions (D/Ds) were 

selected and the 42 leases they reported were obtained to 
determine if each should have been included within the 
population as a long-term lease under GASB No. 87: 

- 18 of 18 (100%) leases determined to be long-term 
were included in the lease population. 

- 24 of 24 (100%) leases determined to be short-term or 
not required under GASB No. 87 were not included in 
the lease population. 

Query Process 

 A judgmental sample of 11 leases were selected from the 
results of FIN’s query as of June 30, 2020, to determine if 
they were included within the lease population: 

- 6 of 6 (100%) were long-term leases and properly 
included in the lease population. 

- 5 of 5 (100%) were short-term leases and were not 
included in the lease population. 

Additional Procedures 

 Additional procedures were performed below to evaluate and 
inquire about leases not identified in the lease population. 
Omissions were de minimis in nature:  

- Analyzed a listing of leases obtained from a judgmental 
sample of nine districts and eight divisions.  

- Interviewed Procurement Division (PRO), Contract 
Services Division (CSD), and Information Technology 
Division (ITD) to further inquire about leases that may 
not have been captured in the lease population. 
 Reviewed listing of leases found using ERP reports 

provided by PRO and CSD and compared to the 
lease population. 

- Assessed and verified FIN’s policy that certain leases 
are regulated leases not subject to GASB No. 87. 

 
Audit Scope and Methodology 
The engagement was conducted during the period from May 18, 2020 to July 21, 2020. As 
this engagement was a non-rated audit, no ratings or dashboard will be made or presented 
in the audit report. The scope and methodology were as follows:  

Scope Area 1: Survey Process – To assess FIN’s emailed survey process for identifying and 
compiling leases subject to GASB No. 87. 

Methodology included:  
 Analyzed the list of survey respondents to determine completeness and participation 

across D/Ds.  
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 Judgmentally selected 5 of 29 D/D FY 2020 survey recipients who responded that 
they had lease agreements. Reviewed the 42 lease agreements they reported to 1) 
determine if they were long-term or short-term leases, and 2) determine if they were 
correctly included in the lease population. 

- Judgmental selection was based on top expenditures on leases reported from 
FIN’s query of lease expenditures analyzed in Scope Area 2. This selection 
focused on D/Ds not interviewed in Scope Area 3.  
 

Scope Area 2: Query Process – To assess FIN’s query process from the ERP system for 
identifying and compiling leases subject to GASB No. 87. 
 
Methodology included: 
 Interviewed personnel within FIN, including Financial Reports Manager, Financial 

Reports Assistant Branch Manager, Business Analyst, and Financial Reports 
Accountants, to obtain an understanding of the query process used by FIN to collect 
lease information. 

 Obtained the FIN query results from September 1, 2018 to June 30, 2020 and 
judgmentally selected 11 leases to 1) determine if classified as short-term or long-
term in FIN’s query results, and 2) determine if appropriately included in the lease 
population.  

- Judgmental selection was based on top expenditures on leases reported from 
FIN’s query. This selection also did not include D/Ds interviewed in Scope 
Area 3. 

 
Scope Area 3: Additional Procedures – To evaluate and inquire about any unidentified leases 
in districts and divisions that were not reported as part of the survey or data query 
processes. 
 
Methodology included: 
 Obtained a list of 398 leases (not obtained from survey or data query) from a 

judgmental sample of nine districts and eight divisions interviewed to determine if 
there were leases not identified in the lease population. 

- Judgmental selection of D/Ds was based on coverage of rural, urban, and 
metro districts, as well as, divisions that responded “no” to FIN’s survey.   

 Interviewed key points of contact within contracting divisions (PRO, CSD, and ITD) to 
understand their responsibilities in the lease process and determine if there were any 
leases not identified in the lease population. 

- Obtained listing of leases found using ERP reports provided by PRO and CSD 
and compared to lease population.  

 Assessed FIN’s policy for regulated leases for compliance with GASB No. 87. 
 

Methodology included within Scopes 1, 2 and 3: 
 Reviewed GASB No. 87, No. 95 and GASB No. 87 Implementation Guide 2019-3. 
 Reviewed state regulations including the Texas Government Code Section 321.013(b) 

and Section 403.013(c). 
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Background 
This report is prepared for the Texas Transportation Commission and for the Administration 
and Management of TxDOT. The report presents the results of the Lease Accounting 
Inventory Assessment engagement which was conducted as part of the Fiscal Year (FY) 
2020 Audit Plan.  
 
GASB published No. 87, Leases, in June 2017 and an Implementation Guide 2019-3 in 
August 2019, providing new requirements in lease accounting and implementation guidance 
for state and local governments. Under GASB Statement No. 95, Postponement of the 
Effective Dates of Certain Authoritative Guidance, TxDOT will be required to implement GASB 
No. 87 in its FY 2022 annual financial report, with a restatement to the September 1, 2021 
beginning balance.  

According to GASB No. 87, a lease is defined as a contract that conveys control of the right 
to use another entity’s nonfinancial asset (the underlying asset) as specified in the contract 
for a period of time in an exchange or exchange-like transaction. Short term lease is defined 
as a lease that, at the commencement of the lease term, has a maximum possible term 
under the lease contract of 12 months (or less), including any options to extend, regardless 
of their probability of being exercised. In addition, certain items, such as software and 
inventory, are not subject to GASB No. 87.  

We conducted this engagement 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 engagement to 
obtain sufficient, appropriate evidence to provide a reasonable basis for our conclusions 
based on our engagement objectives.  
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Observations and Recommendations 
 
Audit Observation (a): Completeness of the Lease Population    
While omissions identified are de minimis in nature, the following was identified related to 
the Financial Management Division’s (FIN’s) process for compiling the lease population:  
 The 2020 survey did not include 5 of 35 divisions (Administration, Audit, Compliance, 

Government Affairs, and Rail). 
 FIN’s query of the enterprise resource planning (ERP) system retrieved the rental or 

lease expense transactions coded to specific account numbers for specific business 
unit numbers. The query did not incorporate the Procurement Division (PRO) NIGP 
identifier or the Contract Services Division (CSD) chart codes which are used to 
identify PRO and CSD leases, respectively. 

- Testing to compare leases found using ERP reports provided by PRO and CSD 
containing the NIGP identifiers and the chart codes did not result in additional 
leases. 
  

In addition, based on interviews conducted and analysis of leases provided, the following 
long-term leases were not in the lease population: 
 Rail Division (RRD), had 20 leases for a total annual cost of $10,130. RRD was not 

included in FIN’s 2020 survey.  
 Travel Division (TRV) had two leases for a total annual cost of $1,344. TRV did not 

report these along with their other leases in their response to the FIN survey. 
 
Effect/Potential Impact: 
TxDOT’s lease population may be incomplete and not properly reported in accordance with 
GASB No. 87, if not all districts and divisions are surveyed or if FIN does not utilize PRO/CSD 
tracking identifiers in the TxDOT ERP system. 
 
Audit Recommendation: 
FIN should include all districts and divisions in their annual survey to help ensure an 
outreach to all potential lessor/lessee lease population. FIN should also coordinate with 
PRO and CSD to better understand how leases could be identified via NIGP and chart codes 
going forward. Guidance may also need to be developed for ERP tracking capabilities to help 
ensure better identification of possible leases. 
 
 
Audit Observation (b): Development of Policies and Procedures   
While the Financial Management Division (FIN) has begun developing and documenting 
policies and procedures for identifying leases, these policies and procedures will need to 
include the following for the accounting of leases under GASB No. 87: 
 GASB No. 87 excludes leases that can be canceled by both parties.  
 FIN’s interpretation that contracts for waste collection and containers do not qualify 

under GASB No. 87 is not documented. 
 

Effect/Potential Impact: 
Not documenting current procedures could hinder the effectiveness and the efficiency of 
TxDOT’s identification and financial reporting on leases, as well as, could result in an 
inconsistency of interpreting what leases are subject to GASB No. 87.   
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Audit Recommendation: 
FIN should develop policies and procedures to document TxDOT’s methodology for 
identifying applicable leases subject to GASB No. 87. FIN should coordinate with the 
Procurement Division (PRO) and Contract Services Division (CSD) to identify cancelable 
leases and come to an understanding of the processes needed to comply with GASB No. 87.   
 
 
Audit Observation (c): Incomplete Lease Details in the Lease Population 
Assessment of the Financial Management Division’s (FIN’s) spreadsheet used to compile 
the lease population identified instances of incomplete lease details that FIN is aware of 
and that will need to be reviewed and completed prior to finalizing the lease population next 
year. Examples include: 
 129 of 438 (29%) leases have no cost information. 
 42 of 438 (10%) leases have no reference number, such as a purchase order 

number or lease number. 
 23 of 438 (5%) leases have no commencement date. 
 22 of 438 (5%) leases have no end date. 

 
Effect/Potential Impact: 
Incomplete lease details may result in additional use of resources to complete reporting of 
financial information. Additionally, misclassification or misstatement of leases may occur 
without accurate lease details. 
 
Audit Recommendation: 
FIN should review the spreadsheet to help ensure completeness and accuracy of 
information prior to the required implementation of GASB No. 87 next year.  

 
Closing Comments 
The results of this audit were discussed with the Financial Management Division Director on 
September 10, 2020. The Internal Audit Division appreciates the cooperation and 
assistance received from the Financial Management Division during the engagement. 
 
 


