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Executive Summary

Objective

To assess the processes used to acquire right of way real estate, including the use of eminent
domain.

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: Right of Way Land Acquisition Parcel Documentation

Control X Operating
Design Effectiveness

ROW Project Delivery (PD) managers did not consistently retain land acquisition parcel documentation in

adherence to the State of Texas Record Retention (STRR) policy.

= 24 of 127 (19%) land acquisition parcel documents could not be utilized to validate proper approvals as
the documents were not retained.

= 31 of 373 (8%) land acquisition parcel documents could not be utilized to validate timely completion as
the documents were not retained.

X Division | Right of Way Division (ROW) District Yes

(Impact): Although no instances were found, inconsistency in retention of land acquisition parcel
documentation could lead to operational delays. Additionally, incomplete acquisition files could lead to
questions about the integrity and audit trail of the whole transaction.

Finding 2: Project Delivery and Management (PDM) System Data

Conmml R CEEE X | Division | ROW District | Yes
Design Effectiveness

ROW PD managers were not consistently entering complete land acquisition parcel information within the
PDM system.

Incomplete Data
= 235 0f 2,228 (11%) land acquisition parcels did not have the date of the initial offer.

= 180 of 2,228 (8%) land acquisition parcels did not have an appraiser noted.
= 48 of 2,228 (2%) land acquisition parcels did not have initial offer amounts.

(Impact): Without data standards for key data fields to be required within PDM, incomplete information could
flow through to the land acquisition parcel performance dashboards. Incomplete data could lead to questions
about the integrity and audit trail of the full transaction.

Audit testing completed not resulting in management action plans.

Scope Area 1: Appraisal Process

= Areview of 40 appraisers utilized for a judgmentally selected 75 land acquisition parcels were
confirmed to all have:
- been certified at the time of the parcel’s appraisal.
- aperformance evaluation completed at the completion of the contract.
= Of 75 land acquisition parcels reviewed, there were 72 appraisal reports that were properly approved by
TxDOT.

October 2024 1



Real Estate Acquisitions TxDOT Internal Audit Division

Scope Area 2: Negotiation Process

= Of 75 land acquisition parcels reviewed:
- 30 were finalized through an administrative settlement and were all properly approved.
- 31 counteroffers that were retained had proper justifications and approvals.
- 99% of data contained in PDM was noted to be accurate when compared to the land
acquisition parcel supporting documentation.
= An analysis of land acquisition parcel statuses from January 1, 2021 through December 31, 2023
demonstrated that ROW maintained their performance metric of eminent domain land acquisition
proceedings to be under 20% of all land parcel acquisitions statewide in calendar years 2021 and
2022.

Control Environment

Once TxDOT has notified a landowner of the agency’s intent to purchase land parcels, the process
starts with the land parcel appraisal and a corresponding initial offer. Landowners can counteroffer
by submitting proper justification documentation to TxDOT ROW PD managers through a third-party.
When considering a counteroffer, TxDOT establishes an administrative settlement team to review the
submitted justification documentation and provide a recommended decision for the administrative
settlement. This team consists of the ROW PD manager or a delegate and at least two other
members. ROW PD managers have the authority to approve administrative settlements up to $2M.
The ROW PD Section Director is authorized to approve administrative settlements up to $4M, and
the ROW Division Director approves anything over $4M. Documents that were within a land
acquisition parcel include initial and final offer letters, notifications to the landowner of TxDOT’s
intent to purchase the land, approved appraisal report(s), Panel Review Approval forms with the
counteroffer justifications, Possession and Use Agreements, and administrative settlement
agreements. After the close of an acquisition, TXDOT is required to keep these documents for four
years, except for appraisal documents, which are required to be retained for ten years. Additionally,
property deeds, title policies, and judgments TxXDOT must retain for the life of the asset.

Appraisers contracted with TxDOT to complete land appraisals must be “TxDOT Department-
Certified”, which includes an application requiring submission of a copy of the appraisal license
certification by the Texas Appraiser Licensing and Certification Board (TALCB) and have 500 hours of
verifiable appraisal experience within the last two years. Contracted appraisers are provided
performance evaluations at the end of each contract.

An eminent domain proceeding is a process to acquire land parcels if there is a legal reason for a
property to undergo these proceedings, or when negotiations cannot successfully come to an agreed
upon administrative settlement. If eminent domain proceedings are necessary, land acquisition
parcel documentation requires additional reviews by ROW legal staff, an approved minute order from
the Texas Transportation Commission, and a submission to the Texas Attorney General’s office. The
resulting price paid for a parcel decided within eminent domain proceedings is by a panel of three
special commissioners or a higher court, appointed by a judge.

Through a judgmentally selected sample of 75 land acquisition parcels (45 acquired through
administrative settlements and 30 acquired through eminent domain), TxDOT completed
acquisitions, on average, in 827 days (i.e., from the initial offer to TxDOT legally owning the land
parcel). Acquisitions, on average, took 412 days to complete prior to submitting information for any
parcels to continue through eminent domain proceedings.

Background

ROW PD section is responsible for right of way land acquisition for projects that are part of TxDOT's
10-year Unified Transportation Plan (UTP). ROW managers drive the activities to acquire right of way
land parcels in their assigned areas. Managers within the metropolitan (metro) areas report directly
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to their respective district engineers, and non-metro ROW PD managers report directly to the ROW
PD. In April 2019 ROW began using a contract management and reporting system (CMRS) as the
required repository for the land parcel acquisition documentation. In 2020, ROW implemented a
project delivery and management (PDM) system to centralize project delivery management of
transportation programs, projects, and right of way. In May 2022 ROW developed and continues to
maintain a Data Management Framework highlighting the importance of data quality to clearly align
with agency enterprise data management practices.

From January 1, 2021 through December 31, 2023, ROW PD closed on 2,228 parcels and paid
$562M for property acquisitions with approximately 19% settled through eminent domain
proceedings.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from March 6, 2024 to September 13, 2024. Testing
focused on Right of Way Division (ROW) Project Delivery (PD) land parcel acquisition appraisals and
negotiation processes for 75 judgmentally selected land parcel acquisitions paid during fiscal year
(FY) 2023 (30 land parcels acquired through eminent domain proceedings and 45 land parcels
acquired through negotiations and administrative settlements).

Scope Area 1: Appraisal Process

Evaluated the effectiveness of the land parcel acquisition appraisal process within ROW PD.

Reviewed criteria to understand appraisal, qualification, and reporting requirements, such as the Texas
Property Code, Texas Transportation Code, TxDOT’s ROW Appraisal Manual, and the Uniform Standard
of Professional Appraisal Practice (USPAP).

Conducted interviews with key ROW personnel, including the ROW Legal Section Director, ROW PD
Director, PD Managers, and the Contracts and Finance Director to understand the appraisal process
and requirements used by ROW.

For the 75 sampled land acquisition parcels determined that appraisal packages 1) utilized appraisers
that were “TxDOT Department-Certified”, 2) were completed timely, 3) properly approved per ROW’s
signature authority, 4) retained within the contract management and reporting system (CRMS), and 5)
had a completed performance evaluation, as required.

Scope Area 2: Negotiation Process

Evaluated the effectiveness of the land acquisition parcel negotiation process within ROW PD acquisitions.

Reviewed criteria to understand negotiation and eminent domain policies and procedures, such as the
Texas Property Code, Texas Transportation Code, TxDOT's ROW Appraisal Manual, and the Eminent
Domain Manual.

Conducted interviews with key ROW personnel, including the ROW Legal Section Director, ROW PD
Director, PD Managers, and the Contracts and Finance Director to understand the land acquisition
parcel negotiation process and eminent domain usage.

Assessed the reliability of project delivery management (PDM) system acquisition land data from
January 1, 2021 through December 31, 2023, to determine data was complete and accurate to use for
further analysis on established metrics and to reconcile to ROW dashboards.

For the 75 selected land acquisition parcels, determined 1) if administrative settlements were properly
approved, 2) if landowner notifications, initial offer letters, title policy, Possession and Use Agreements,
property deeds, and final offer letters were completed timely, as required, and 3) if counteroffers made
by landowners, were reviewed to verify justifications and Panel Review Approval Forms were properly
approved.
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| Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Right of Way Land Acquisition Parcel Documentation

Condition
Right of Way (ROW) Project Delivery (PD) managers did not consistently retain land acquisition parcel
documentation in adherence to the State of Texas Record Retention (STRR) policy.

Effect/Potential Impact

Although no instances were found, inconsistency in retention of land acquisition parcel
documentation could lead to operational delays. Additionally, incomplete acquisition files could lead
to questions about the integrity and audit trail of the whole transaction.

Criteria

The STRR schedule states that records, such as authorizations, coordination reviews and approvals,
and eminent domain proceedings, must be retained for four years after closing a project. The STRR
also states that appraisal reports must be retained for 10 years, and records such as Deeds,
judgements, and title policies must be retained for the life of the asset.

Additionally, ROW Project Closeout standard operating procedures (Section 6.7) states that a ROW
PD manager is responsible for confirming all associated project documents are uploaded to the
contract management and reporting system (CMRS).

Cause

While ROW has included a requirement to use CMRS for final land acquisition parcel documentation
retention, the division has not established a monitoring process for consistent adherence to the
STRR.

Evidence

Approvals

For the 75 judgmentally selected land acquisition parcels, a review was performed to verify
approvals of 52 justifications and panel review approval forms for counteroffers and 75 appraisal
reports requiring TxDOT approval.

Justifications and Panel Review Approval Forms
= 21 of 52 (40%) justifications and panel review approval forms could not be provided or found
in CMRS to verify proper approval. (retention: four-years).

Approved Appraisal Reports
= 3 of 75 (4%) appraisal reports could not be provided or found in CMRS to verify the land
appraisal was approved by TxDOT. (retention: ten-years).

Timely Completion

For the 75 judgmentally selected land acquisition parcels, a review was performed to verify timely
completion of 30 final offer letters (provided to the landowner prior to eminent domain proceedings),
75 property deeds, 75 landowner notifications, 43 Possession and Use Agreements (PUAs), 75 title
policy documents, and 75 initial offer letters.

Final Offer Letters
= 5 0of 30 (17%) final offer letter documentation could not be provided or found in CMRS to
validate that the final offer letters were sent. (retention: four-years).
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Property Deeds
= 12 of 75 (16%) property deeds could not be provided or found in CMRS to validate the
property deeds cleared prior to closing. (retention: life of the asset).

Landowner Notifications

= 7 of 75 (9%) landowner notifications could not be provided or found within CMRS to validate
that landowners were notified of TxDOT’s intent to purchase their property. (retention: four-
years).

PUAs
= 3 0f 43 (7%) PUAs could not be provided or found in CMRS to verify execution prior to TxDOT
taking possession of the property. (retention: four-years).

Title Policy
= 3 of 75 (4%) title policy documents could not be provided or found in CMRS to verify title
policy was obtained prior to the property transfer. (retention: life of the asset).

Initial Offer Letters
= 1 of 75 (1%) initial offers could not be provided or found within CMRS to validate that the
initial offer was provided to the landowner timely. (retention: four-years).

Management Action Plans (MAPs):

MAP 1.1 |Completion Date: January 15, 2025 | Division: | Yes | District: | Yes
Obtain the Title Policies from the title companies for the three exceptions noted in the finding.
MAP Owner: | Lezlie Kirby, Project Delivery Director, Right of Way Division

MAP 1.2 | Completion Date: January 15, 2025 | Division: | Yes | District: | Yes

The Right of Way Division (ROW) will update the ROW Project Closeout standard operating procedures and
ROW Closeout Checklist to 1) identify the system of retention, 2) where in the system a document should be
uploaded and the correct naming conventions, and 3) retention periods for each document. These updates
will be then communicated to the relevant staff for implementation.

MAP Owner: | Lezlie Kirby, Project Delivery Director, ROW

MAP 1.3 | Completion Date: June 15, 2025 | Division: |Yes | District: | No
= The Right of Way Division (ROW) will also conduct a training on the location of the standard operating
procedures, the updates, how to use the links, as well as proper naming conventions for uploading
documents.
= This training will be recorded and place on the ROW SharePoint for ROW managers and leads to provide
link/video to new employees.
MAP Owner: | Lezlie Kirby, Project Delivery Director, ROW

MAP 1.4 | Completion Date: September 15, 2025 | Division: | Yes [ District: | No
Right of Way Division (ROW) Center for Excellence Quality Management Program will work with data quality
interns and Right of Way Data and Business Analytics team to build pilot quality management tableau
workbook for quality assurance and quality control to aid project managers in tracking incoming information
and documents.

MAP Owner: | Arnulfo Perez, Operations and Continuous Improvement Director, ROW
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Finding No. 2: Project Delivery Management (PDM) System Data

Condition
Right of Way Division (ROW) Project Delivery (PD) managers were not consistently entering complete
land acquisition parcel information within the PDM system.

Effect/Potential Impact

Without required data standards for key data fields within PDM, incomplete information could flow
through to the land acquisition parcel performance dashboards. Incomplete data could lead to
qguestions about the integrity and audit trail of the full transaction.

Criteria
ROW Project Closeout standard operating procedures (section 6.7) state that the ROW PD manager
is responsible for confirming all data fields have been entered into PDM.

Additionally, the ROW Data Management Framework defines data integrity as overall accurate,
complete, and valid.

Cause

PDM did not require certain fields to be completed and contained options within dropdowns that
migrated from the prior system that are no longer used. There were no reviews or monitoring of
inputs into the PDM system to assess the completeness of data.

Evidence

PDM data for parcels paid from January 1, 2021 through December 31, 2023 was evaluated for
completeness of key acquisition data fields, such as fields that are blank or answered with
“undetermined” within the data set.

The top four fields with blank or “undetermined” answers were:
= 235 0f 2,228 (11%) land acquisition parcel did not have the initial offer date.
= 180 of 2,228 (8%) land acquisition parcels did not have an appraiser noted.
= 48 of 2,228 (2%) land acquisition parcels did not have initial offer amounts.
= 19 0f 2,228 (< 1%) land acquisition parcels did not have a possession type noted (i.e.,
Condemnation, Negotiation, or Possession and Use Agreement).

Management Action Plans (MAPs):

MAP 2.1 |Completion Date: January 15, 2025 | Division: | Yes | District: | Yes
Send a Data Quality Management email to Project Delivery employees and provide this information within a
Right of Way Division (ROW) helpdesk meeting. Email communication and guidance will include:

= the ROW Grid Iron Videos,
= Tableau dashboards that will assist in notating missing data within Project Delivery Management
system (PDM) (noting upcoming system validations with MAP 2.2), and
= contract management and reporting system training documents
MAP Owner: | Lezlie Kirby, Project Delivery Director, ROW

MAP 2.2 | Completion Date: July 15, 2025 | Division: | Yes | District:| Yes
Work with Transportation Programs Division (TPD) to incorporate field validations in Project Delivery
Management system identified in MAP 2.1 to minimize errors and blanks fields within land parcel acquisition
data and provide guidance to Right of Way (ROW) employees upon validation rollout.

MAP Owners: Lezlie Kirby, Project Delivery Director, ROW
i Kevin Clark, Engineering Operations Support Director, TPD
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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 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 operational sub-optimization or non-compliance, particularly in

areas not included in the scope of this audit.

Business Objectives (Reporting, Operational, Compliance)

ERM Component

Control
Environment

Control Activities

Organizational Tone

Audit Results Dashboard
Real Estate Acquisitions

Scope Areas Evaluated
0.c o.c

Appraisal Process Negotiation Process

Business Objective/Performance Measures

Resource Capacity

Forecasting/Budget

Training and Development

Risk Identification/Planning

Risk Assessment/Impact Analysis

Risk 1t

Risk Response/Cost-Benefit Analysis

Business Continuity

Control Activities

Policies/Procedure Development & Maintenance

Review/Approvals

Supporting Evidence/Records Retention

Ak
1

Segregation of Duties

Safeguarding Assets

General IT Controls

Information &
Communication

Data/Information Classification

Data/Information Input

Data/Information Processing

Data/Information Output

Internal and External Reporting

Monitoring

Evaluations/Inspections

Quality Control/Quality Assurance Reviews

Reconciliations

Management Assessments

Priority 2 Priority 3
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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 Real Estate Acquisitions audit which
was conducted as part of the Fiscal Year (FY) 2024 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 Right of Way Division Director on October 2, 2024.

The Internal Audit Division appreciates the cooperation and assistance received from the personnel
contacted during this audit.
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