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Objective 
To evaluate the efficiency of monitoring and collection process for outstanding construction 
and right of way receivables.  

Opinion 
Based on the audit scope areas reviewed, control mechanisms are effective and 
substantially address risk factors and exposures considered significant relative to impacting 
reporting reliability, operational execution, and compliance. The organization's system of 
internal controls provides reasonable assurance that most key goals and objectives will be 
achieved despite significant control gap corrections and improvement opportunities 
identified. Control gap corrections and improvement opportunities identified are likely to 
impact the achievement of the organization's business/control objectives, but management 
has agreed to corrective action plans to address the relevant risks within 6 months.  

Overall Engagement Assessment Satisfactory 
     

Findings 

 Title Control Design 
Operating 

Effectiveness Rating 

Finding 1 Timeliness of Draft Statement of Cost 
Preparation X X Needs Improvement 

Finding 2 Collection and Record Retention for 
Right of Way Receivables 

 X Needs Improvement 

 
Management concurs with the above findings and prepared management action plans to 
address deficiencies.  

Control Environment 
The Financial Management Division (FIN) is responsible for generating a monthly Statewide 
Receivable Report utilizing project expenditure data obtained from the enterprise resource 
planning system (ERP). The Statewide Receivable Report lists project letting method (e.g. 
state let or local let), status, expenditures, and amounts owed to TxDOT by third party local 
government for construction and right of way projects managed by the districts and Right of 
Way Division (ROW), respectively. The report was developed to aid the districts and ROW in 
reconciliations performed to ensure project expense and receivable data accuracy.  

Upon completion of construction projects, FIN has a 60-day grace period from the project 
final estimate date (i.e., final payment date) to ensure all relevant construction project 
expenses are posted to ERP before FIN changes the project status within ERP from an active 
status to a temporary reconciliation status. This signifies that the project is complete, and 
final project reconciliation is performed by the districts in order to determine if the local 
government’s advance payment was sufficient to cover their share of project costs, or if 
additional funds are due. A draft statement of cost (SOC) is prepared by the districts and 
sent to FIN no earlier than 60 days and no later than 90 days after the project final estimate 
date. FIN reviews the draft SOC for completeness and accuracy, and concurs prior to 
sending an invoice to the local government of any remaining balance owed.  
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For right of way projects, ROW monitors project expenses within both ERP and the right of 
way information system in order to determine if the local government’s advance payment 
was sufficient to cover their share of project costs. ROW sends an invoice to the local 
government when the local government’s advance payment becomes insufficient or upon 
project completion to notify the local government of any remaining balance owed. If a 
balance is owed, ROW notifies the ROW project manager located within the district to start 
the collection process by sending out the invoice and demand letters, as needed.  

Both construction and ROW projects follow the same collection timeframe required by Texas 
Administration Code (TAC), Title 43, Chapter 5, Subchapter B §5.10. Monitoring for the 
receipt of payment is performed by FIN or the ROW project manager, and if payment is not 
received from the local government within 60 days of the initial invoice, a first demand letter 
is sent by FIN or the ROW project manager. If no satisfactory response is received from the 
local government, a final demand letter is sent by FIN or the ROW project manager no later 
than 60 days after the date on which the first demand letter was sent.  
 
Summary Results 
Audit testing completed resulting in management action plans. 

Finding  Scope Area Evidence 

1 Construction 
(Districts) 

Non-invoiced Construction Projects 
An analysis was performed on 102 non-invoiced construction 
projects with a temporary reconciliation status to determine 
whether draft SOCs were prepared and submitted by districts 
to FIN within established timeframes in the November 2018 
Statewide Receivable Report. Analysis revealed:   

• 31 of 102 (30%) projects were within the 30 day 
timeframe at the time of testing. 

• 71 of 102 (70%) project draft SOCs were pending to be 
submitted to FIN by the districts for over 30 days after 
the status change in the Statewide Receivable Report. 

 
Invoiced Construction Projects  
Nine state let and ten local let construction projects were 
reviewed to determine compliance with established draft SOC 
preparation and submission timeframe, and testing identified 
exceptions with 17 of 19 (89%) invoiced construction projects:  

• 8 of 9 (89%) state let construction project draft SOCs 
were not submitted to FIN by the respective districts 
within the 90 day required timeframe after the final 
estimate date. 

• 9 of 10 (90%) local let construction project draft SOCs 
were not submitted to FIN by the respective districts 
within 30 days after the status change in the Statewide 
Receivable Report.  
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2 
Right of Way 
(Districts/ 
Division) 

Seventeen right of way projects were reviewed to determine 
compliance with established collection procedures, and testing 
identified exceptions with 11 of 17 (65%) right of way projects: 

• 4 of 17 (24%) right of way projects did not have 
documentation retained to support invoice and demand 
letter amounts that were sent to the local government. 

• 7 of 17 (41%) right of way projects had first and/or final 
demand letters sent to the local government after the 
required timeframe. 

 
Audit testing completed not resulting in management action plans. 

Scope Area Evidence 

Financial Management 
Division 

Nineteen invoiced construction projects were tested to 
determine compliance with established collection procedures. 
Fifteen of the projects were required to have the first demand 
letters to be sent, and five projects were required to have the 
final demand letters to be sent: 

• 15 of 15 (100%) construction projects had first demand 
letters sent out within 60 days of the initial invoice. 

• 5 of 5 (100%) construction projects had final demand 
letters sent out within 60 days of the first demand letter 
date. 

 
A review was performed on 30 construction projects that had 
been removed from the Statewide Receivables Report to 
determine how the receivable was settled with the local 
government: 

• 30 of 30 (100%) project receivables were collected or 
corrected (e.g., refund, no longer determined to be a 
receivable).  
 

A review of the only construction project on an installment 
payment plan was performed to determine if the plan was 
monitored for timely payment and found payments received and 
balance owed were reflected accurately. No exception was 
noted.   
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Right of Way 
(Districts/Division) 

A review was performed on seventeen right of way projects 
that had been removed from the Statewide Receivables 
Report to determine how the receivable was settled with the 
local government: 

• 17 of 17 (100%) project receivables were collected or 
corrected (e.g., refund, no longer determined to be a 
receivable).  

 
A review was performed on five right of way projects with 
installment payment plans to determine if the plans were 
monitored for timely payment and current balance owed were 
reflected accurately. Four of five projects tested had no 
exception noted. One project was past due; however ROW was 
monitoring the receivable, and the ROW project manager 
located within the district was following up with local 
government for collection. 

 
Audit Scope and Methodology 
The audit was conducted during the period from December 3, 2018 to January 24, 2019. 
The audit tested third party receivables from construction and right of way projects 
completed within seven districts (Austin, Beaumont, Dallas, El Paso, Houston, Laredo, and 
Lufkin). Selections were chosen from FIN’s monthly Statewide Receivables Report dated 
November 29, 2018. The scope and methodology were as follows: 

Scope Area 1: Construction (Districts) – determine the efficiency of district monitoring 
processes for construction project receivables. 

Methodology included: 
• Analyzed the November 2018 Statewide Receivable Report and judgmentally 

selected a sample of 6 districts (Austin, Beaumont, Dallas, El Paso, Houston, and 
Laredo) based on size of receivable balance and including a combination of metro, 
urban, and rural districts. All invoiced construction projects (nineteen) from the 
selected districts with a temporary reconciliation status (i.e., in the receivable 
collection process) were further selected for testing. 

o Evaluated the selected nineteen invoiced construction projects for compliance 
with preparation of the draft SOC and remittance to FIN within the established 
timeframes. 

• Reviewed the November 2018 Statewide Receivable Report and selected the 
construction project within the report on an installment payment plan and reviewed 
the project to evaluate the monitoring for timely payment. 

• Performed data analysis of outstanding receivables on the November 2018 report for 
construction projects with temporary reconciliation status that have not been 
invoiced to evaluate compliance with preparation of the draft SOC and remittance to 
FIN within the established timeframes.  
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Scope Area 2: Financial Management Division (FIN) – determine the efficiency of FIN 
collection processes for construction project receivables. 

Methodology included: 
• Evaluated the nineteen invoiced construction projects selected within Scope Area 1 

for compliance with invoice and demand letter preparation timeframes.  
• Analyzed the monthly Statewide Receivable Reports between March 2016 and 

November 2018 and judgmentally selected a sample of 30 construction projects 
removed from report (e.g., receivable was settled with local government) within the 
time period reviewed.  

o Evaluated the selected 30 construction projects to determine appropriate 
settlement of the receivable with the local government. 

 
Scope Area 3: Right of Way (Districts/Division) – evaluate the efficiency of monitoring and 
collection processes for outstanding right of way receivables.  

Methodology included: 
• Analyzed the November 2018 Statewide Receivable Report and judgmentally 

selected a sample of 6 districts (Austin, Dallas, El Paso, Houston, Laredo, and Lufkin) 
based on size of receivable balance and including a combination of metro, urban, 
and rural districts. All right of way projects (seventeen) from the selected districts 
with a temporary reconciliation status (i.e., in the receivable collection process) were 
further selected for testing. 

o Evaluated the selected seventeen right of way projects for compliance with 
invoice and demand letter preparation within the established timeframes. 

• Reviewed the November 2018 Statewide Receivable Report and judgmentally 
selected five right of way projects within the report on an installment payment plan 
and reviewed selected projects to evaluate the monitoring for timely payment. 

• Analyzed the monthly Statewide Receivable Reports between March 2016 and 
November 2018 and judgmentally selected a sample of seventeen right of way 
projects found to have been removed from report (e.g., receivable was settled with 
local government) within the time period reviewed.  

o Evaluated the seventeen sampled right of way project receivables to 
determine appropriate settlement of the receivable with the local government. 

 
Methodology included in Scope Areas 1, 2 and 3 included: 

• Reviewed state regulations and TxDOT policies and procedures including Texas 
Administrative Code (TAC), the Financial Management Policy Manual, and ROW 
standard operating procedures.  

• Interviewed district personnel responsible for SOC preparation and various FIN and 
ROW personnel involved in the receivables collection process.  
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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 Statement of Cost 
Issuance and Collection audit which was conducted as part of the Fiscal Year (FY) 2019 
Audit Plan.  

TxDOT enters into agreements with local governments who will share in the cost of 
construction and right of way projects. As part of the agreement, the local government 
agrees to pay their share of the project cost in advance with these advance payments 
collected prior to the start of the project.  

Through the course of the project, and as project expenses occur, the advance payments 
received from the local government are deducted for the local government’s share of the 
project costs. If an overrun of project expenses occurs, the local government may be 
responsible for their portion of the overrun costs.  

For construction projects, FIN is responsible for ensuring that outstanding amounts are 
collected. For right of way projects, ROW is responsible for ensuring the outstanding 
amounts are collected for urban and rural districts, while metro districts will do the same for 
themselves.        

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 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.  
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Detailed Findings and Management Action Plans (MAP)  
 
Finding No. 1: Timeliness of Draft Statement of Cost Preparation  
 
Condition 
Districts did not submit the draft statement of cost (SOC) to the Financial Management 
Division (FIN) within 90 days after the final payment (i.e., final estimate date) to the 
construction contractor.   
 
Effect/Potential Impact  
Delays in submitting the draft SOC or submission after the established timeframes can delay 
the start of and ultimately extend the collection process. The possibility for failure in 
collecting outstanding receivables has been experienced from past delays in submitting or 
agreeing to a final receivable balance that is to be collected.    

Criteria 
The Financial Management Manual states that the districts must submit the draft SOC to 
FIN no earlier than 60 days and no later than 90 days after the project final estimate date. 
FIN has a 60 day grace period to fully allow for all relevant expenses to distribute and post 
to the project records in the enterprise resource planning system (ERP). After this 60 day 
period, FIN changes the project status in ERP from active to temporary reconciliation. The 
Statewide Receivable Report captures the status change.   

Cause  
Final estimate dates for projects locally let by the local government are not contained within 
the systems utilized by the districts to determine final payment date; therefore, districts 
must notify FIN once the local government has informed the districts of project completion.  
 
FIN has also taken more than 60 days to process some expenses and manually change the 
project status in ERP which would then prolong the reconciliation process in the districts to 
propose a draft SOC. In addition, some district employees are not familiar with the draft SOC 
preparation policy and procedures, and districts tested did not have a single role/person 
assigned to prepare the draft SOCs for submission to FIN.  
 
Evidence  
Analysis was performed on the November 2018 Statewide Receivables Report to determine 
if draft SOCs were prepared and submitted by districts to FIN within established timeframes. 
As part of this testing, both projects that had invoiced SOCs and projects where the draft 
SOC had yet to be submitted by districts to FIN were analyzed: 

• Non-invoiced Construction Projects: An analysis was performed on 102 non-invoiced 
construction projects with a temporary reconciliation status (i.e., ready for draft SOC 
reconciliation and pending draft SOCs to be submitted by districts to FIN). Analysis 
revealed:  

o 31 of 102 (30%) projects were within the 30 day timeframe at the time of 
testing. 

o 71 of 102 (70%) project draft SOCs were pending to be submitted to FIN by 
the districts for over 30 days after the status change in the Statewide 
Receivable Report: 
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 2014 – 2016 receivables: 11 projects were changed from active to 
temporary reconciliation status from fiscal year (FY) 2014 to 2016, 
while the draft SOCs had not been submitted to FIN for an average of 
1,204 days.   

 2017 receivables: 26 projects were changed from active to temporary 
reconciliation status in FY 2017, while the draft SOCs had not been 
submitted to FIN for an average of 362 days.  

 2018 receivables: 34 projects were changed from active to temporary 
reconciliation status in FY 2018, while the draft SOCs have not been 
submitted to FIN for an average of 165 days.   

• Invoiced Construction Projects: Testing was performed on nine state let and ten local 
let construction projects that have been invoiced with SOC receivables totaling $10M 
to determine if draft SOCs were prepared and submitted by districts to FIN within 
established timeframes (i.e., for state let – within 90 days of final estimate date; for 
local let – within 30 days of the status change from active to temporary 
reconciliation, as final estimate dates are not available for local let projects).  

o State Let Projects: 8 of 9 (89%) state let construction project draft SOCs were 
not submitted by districts to FIN within the 90 days required timeframe after 
the final estimate date: 
 2016 and prior receivables: 4 projects that were completed prior to 

2017 had the draft SOCs submitted to FIN on average 1,226 days 
after the final estimate date.  

 2017 receivables: 3 projects that were completed in 2017 had the 
draft SOCs submitted to FIN on average 318 days after the final 
estimate date.  

 2018 receivables: 1 project that was completed in 2018 had the draft 
SOC submitted to FIN 146 days after the final estimate date.  

o Local Let Projects: 9 of 10 (90%) local let construction project draft SOCs were 
not submitted to FIN within 30 days after the status change in the Statewide 
Receivable Report: 
 2016 receivables: 4 projects were changed from active to temporary 

reconciliation status in FY 2016, and it took on average 510 days for 
districts to submit the draft SOCs to FIN.  

 2017 receivables: 1 project was changed from active to temporary 
reconciliation status in FY 2017, and it took 496 days for the district to 
submit the draft SOC to FIN. 

 2018 receivables: 4 projects were changed from active to temporary 
reconciliation status in FY 2018, and it took on average 61 days for 
districts to submit the draft SOCs to FIN. 
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Management Action Plan (MAP): 
 
MAP Owner: Maria Maldonado, Project Ledgers and Federal Billing Manager, Financial 
Management Division  
 
MAP 1.1: The Financial Management Division (FIN) Accounting Management, Project 
Ledgers and Federal Billing section will review current policy to determine if adjustments are 
needed to the current established time frame (i.e., 90 days requirement for draft Statement 
of Cost submission), as factors may exist that cause the timeframe to be unreasonable. 
 
Completion Date:  September 15, 2019  
 
MAP 1.2: The Financial Management Division (FIN) will implement and document policies 
and processes as determined by MAP 1.1.   
 
Completion Date:  September 15, 2019 
 
MAP 1.3: The Financial Management Division (FIN) Division-Accounting Management, 
Project Ledgers and Federal Billing section will add a link to the monthly Statewide 
Receivable Report email for the Financial Management Manual Statement of Cost 
procedures. In addition, a sentence to the monthly Statewide Receivable Report email will 
be added to offer training and provide help in understanding the enterprise resource 
planning system queries.   
 
Completion Date:  Action Completed  
 
MAP Owner: Randy Hopmann, District Operations, Director  
 
MAP 1.4: An email will be sent to all district engineers, requesting that they have designated 
someone to monitor the draft statement of cost (SOCs) reconciliation process within their 
district to ensure draft SOCs are being prepared within Financial Management Policy Manual 
required timeframes. 
 
Completion Date:  Action Completed 
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Finding No. 2: Collection and Record Retention for Right of Way Receivables 
 
Condition 
Notification sent to local government for outstanding right of way receivable amounts owed 
(i.e., first and final demand letters) were sent after the established timeframe, and the 
invoicing notification and subsequent demand letters sent were not retained, as required.  
 
Effect/Potential Impact 
Demand letters sent after the established timeframe could extend the collection process 
increasing the possibility for failure in collecting outstanding receivables. In addition, without 
retention of source documentation, no supporting documentation exists to help determine if 
the current process and procedures are helping in the collection of receivables.  
   
Criteria 
The Texas Administrative Code (TAC), Title 43, Chapter 5, Subchapter B §5.10, states that 
the division or district responsible for determining amounts owed to the department will 
send a written notice to the debtor (i.e., local government). If payment is not received from 
the local government within 60 days of initial notification of amount due, TxDOT will send a 
first demand letter. If no satisfactory response is received from the local government within 
30 days after the first demand letter is sent, TxDOT will send a final demand letter no later 
than 60 days after the date on which the first demand letter was sent. In addition, the 
department should retain records of a delinquent obligation.   
 
Cause 
Exceptions identified were associated with older right of way projects, and the combination 
of employee turnover. In addition, changes in the receivable collection process over the last 
five years has added complexity in tracking/sending invoices and demand letters to local 
government within the required timeframe. There is no centralized record storage location to 
retain invoices, demand letters, and correspondence with local government. Utility 
adjustment costs are part of right of way projects; however, the costs occur during the 
course of construction. Prior to July 2016, districts were responsible for the collection of 
utility adjustments, but since July 2016, that responsibility has been shifted from districts to 
the Financial Management Division (FIN). 
 
Evidence 
Testing of 17 right of way projects with outstanding receivables totaling $3.4M was 
performed to determine if invoice and demand letters were prepared and remitted to the 
applicable local government within established timeframes. Testing identified exceptions 
with 11 of 17 (65%) right of way projects tested as follows:  

• 4 of 17 (24%) right of way projects with receivables totaling $548K did not have 
documentation retained to support the sending of invoices and demand letters to the 
local government. 

• 7 of 17 (41%) right of way projects with receivables totaling $2.3M had first and/or 
final demand letters sent to the local government after the required timeframe (i.e., 
60 days after invoice or first demand letter). 

o 3 right of way projects were managed by metro districts.  
o 4 right of way projects were managed by urban and rural districts which are 

under direction of the Right of Way Division (ROW).   
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Management Action Plan (MAP): 
 
MAP Owner: Rose Wheeler, Contracts and Finance Director, Right Of Way Division  
 
MAP 2.1:  Right Of Way Division (ROW) will revise the standard operating procedure (SOP) for 
use by ROW project manager personnel to better track collection efforts through demand 
letters and final payments. ROW will vet proposed revisions with ROW project manager, 
publish the revised SOP for use, and train personnel. More specifically, ROW will complete 
the following actions: 

• Revise the SOP and related job aid to include steps for the collection of installment 
payments for the right of way agreements. Installment payments that become 
delinquent will follow the same steps for collection of debt as receivables. 

• Convene a statewide program update to train on SOP revisions.  
 
Completion Date:  September 15, 2019 
 
MAP 2.2: Right Of Way Division (ROW) will establish a central repository for retention of 
collection documentation that can be accessed by all ROW project manager and ROW 
program office personnel as key stakeholders involved in collection. More specifically, ROW 
will complete the following actions:   

• Until all key stakeholders have access to contract filing system, the ROW project 
financial management (PFM) Program Office will forward collection letters to Finance 
Management Division (FIN) to file in Document Management System. 

• Once all key stakeholders have access to contract filing system, ROW will ensure 
copies of collection letters from ROW project manager and ROW program office are 
stored in contract filing system. 

 
Completion Date:  September 15, 2019  
 
MAP 2.3: Right Of Way Division (ROW) will communicate standard operating procedure (SOP) 
and central repository information to ROW project manager to ensure there is an awareness 
of the responsibility to retain the records for invoice and demand letters that have been sent 
to local government. Until the SOP related job aid is published, the ROW project financial 
management (PFM) program office will reiterate and include in the Statewide Receivable 
Report monthly email notification a reminder of the responsibility to follow procedures for 
collection of receivables on maintaining copies of all correspondence sent to the local 
government. 
 
Completion Date:  September 15, 2019  
 
MAP 2.4: Right Of Way Division (ROW) will create a Debt Collection Tracking Log to monitor 
the dates when invoices and demand letters are sent to local government which helps to 
ensure ROW project manager sends first and final demand letters timely. The ROW project 
financial management (PFM) Program Office will create and initiate use of the Debt 
Collection Tracking Log by May 1, 2019, and include in the Statewide Receivables monthly 
email notification a reminder for ROW project manager to access and review due dates. The 
ROW Director will publish a statewide list of delinquent districts monthly. 
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Completion Date:  Action Completed  
 
MAP Owner: Maria Maldonado, Project Ledgers and Federal Billing Manager, Financial 
Management Division   
 
MAP 2.5:  Utility expenditures are part of right of way projects; however, the costs occur 
during the course of construction. The Financial Management Division (FIN) Division-
Accounting Management, Project Ledgers and Federal Billing section will monitor the dates 
when invoices and demand letters are sent to local government for utilities expenditures to 
ensure the collection process is performed timely. 
 
Completion Date:  Action Completed 
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Observation and Recommendation 
 
Audit Observation (a): Financial Management Policy Manual Update 
In 2017, the responsibility to collect additional funds owed from local government on 
completed construction projects was transferred from the districts to the Financial 
Management Division (FIN); however, the Financial Management Policy Manual was not 
updated to reflect this change. 
 
Effect/Potential Impact  
Incorrect or missing responsibilities in manuals could result in confusion or omission to 
collect on receivables related to completed construction projects.  
 
Audit Recommendation 
The Financial Management Policy Manual should be updated to reflect the current invoicing 
and collection process.  
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Summary Results Based on Enterprise Risk Management Framework 

 
 
Closing Comments 
The results of this audit were discussed with to the Financial Management Division Director 
and Right of Way Division Director on June 21, 2019. The Internal Audit Division appreciates 
the cooperation and assistance received from the Financial Management Division, Right of 
Way Division and districts employees during this audit. 
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