TOP MANAGEMENT CHALLENGES

Department of Transportation

Report Number: PT-2006-007
Date Issued: November 15, 2005

OTHER ACCOMPANYING INFORMATION

287




288

Subject:

From:

To:

Q Memorandum

U.S. Department of
Transportation

Office of the Secretary
of Transportation
Office of Inspector General

INFORMATION: DOT’s FY 2006 Top Date: November 15, 2005
Management Challenges
Report Number PT-2006-007

Kenneth M. Mead Reply to
Atn.of J-1

Inspector General Y

The Secretary

Deputy Secretary

The Office of Inspector General (OIG) has identified nine top management challenges
for the Department of Transportation (DOT) for fiscal year (FY) 2006. In considering
the items for this year’s list, we continue to focus on the Department’s key strategic
goals to improve transportation safety, capacity, and efficiency.

The OIG’s list for FY 2006 is summarized below. This report and the Department’s
response (see Appendix) will be incorporated into the DOT Performance and
Accountability Report, as required by law. The exhibit to this report compares this
year’s list of management challenges with the list published in FY 2005.

e Working With Other Agencies To Respond to Disasters and Address
Transportation Security
- Responding to Hurricane Katrina and Other National Disasters
- Addressing Transportation Security

o Getting the Most for Every Taxpayer Dollar Invested in Highway and
Transit Projects

- Actions by FHWA and the States Are Needed To Provide Oversight of
Highway Funds To Ensure Projects Are Delivered on Time, Within Budget,
and Free From Fraud

- Enhancing Fraud Prevention Capabilities and Taking Aggressive Action
Against Those Who Perpetrate I'raud, Including Motor Fuel Tax Evasion

- Tough Decisions Ahead in Choosing Between Competing Transit Needs
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¢ Building on Recent Initiatives To Further Strengthen Surface Safety
Programs

Addressing Highway Safety Problems Where Serious Injuries and Fatalities
Persist

Preventing Fraud in the Commercial Driver’s License Program
Strengthening Rail Safety Program Oversight and Enforcement

o Reforming Intercity Passenger Rail To Improve Performance

Amtrak Has Little Incentive To Improve Cost-Effectiveness but Must Do
More To Operate Lfficiently and Improve Performance

States Need a Larger Voice in Determining Service Requirements

Adequate and Stable Federal Funding Is Essential

o Mitigating Flight Delays and Relieving Congestion—Actions Needed To
Meet Demand

Taking Appropriate Action Against Growing Aviation Delays
Keeping Planned Infrastructure and Airspace Projects on Schedule To
Relieve Congestion and Delays
Exploring Alternatives for Managing Capacity Where Infrastructure and
Airspace Redesign Initiatives Are Not I'easible

o Reauthorizing Aviation Programs—Establishing Requirements and
Controlling Costs Are Prerequisites for Examining FAA Financing Options

Controlling Major Acquisitions Costs—Delivering New Systems That Work
on Time and Within Budget and Making Decisions About the Scope of
Billion-Dollar Projects That Have Been Delayed

Getting Control of Support Services Contracts

Establishing  Requirements for the Next Generation Air Traffic
Management System

Addressing the Expected Surge in Air Traffic Controller Attrition and
Negotiating an Affordable and Equitable Bargaining Agreement
Completing the Cost Accounting System To Control Costs and Improve
Operations

o Aviation Safety—Developing Effective Oversight Programs for Air Carrier
Operations, Repair Station Maintenance, and Operational Errors

Implementing a Risk-Based Approach to Air Carrier and Repair Station
Oversight
Ensuring Reporting of Operational Errors

e Improving Information Technology Investment and Computer Security

Clarifying the Departmental Investment Review Board’s Role in Assisting
the Secretary To Maximize the Value and Manage the Risk of Major
Information Technology Investments

Eliminating Redundant IT Infrastructure Outside of DOT Headquarters To
Reduce Operating Costs
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- Better Securing Air Traffic Control Systems
- Correcting Weaknesses in the Federal Railroad Administration Network
and Isnhancing Business Contingency Plans for Critical DOT Systems

¢ Ensuring That Reforms Are Implemented in the Maritime Administration’s
Title XI Loan Guarantee Program
- Completing the Development of the Title XI Loan Guarantee Tracking
System
- Enforcing the Requirements Established To Mitigate Risks of Noncompliant
Loans and Pursuing Remedies To Cure Defaults

If you have any questions concerning this report, please call me at (202) 366-1959 or
Todd J. Zinser, Deputy Inspector General, at (202) 366-6767. You may also contact
Theodore P. Alves, Principal Assistant Inspector General for Auditing and
Evaluation, at (202) 366-1992.
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1. Working With Other Agencies To Respond to Disasters
and Address Transportation Security

The Department of Transportation (DOT) has always played a significant role in
helping states to rebuild infrastructure damaged or destroyed by natural disasters by
providing technical assistance and funds through emergency relief programs. The
attacks of September 11, 2001, along with the recent destruction in the Gulf Coast
region caused by Hurricanes Katrina and Rita, exposed the vulnerabilities of our
Nation’s citizens and critical transportation and energy infrastructure to catastrophic
events. What has become clear as a result of these events is the continuing need for a
well-defined, well-coordinated, interagency approach to preparing for, responding to,
and recovering from such devastating events. As DOT addresses the daunting
rebuilding tasks, it will need to work closely with other agencies, such as the
Departments of Homeland Security (DHS) and Defense to:

o Ensure that missions are performed in a well-coordinated and cost-effective
manner to protect reconstruction funding from fraud, waste, and abuse. History
has shown that in the aftermath of crises, substantial infusions of funding for
recovery efforts are often accompanied by fraud perpetrated by parasitic elements
who exploit weaknesses in Government oversight.

o Address security issues within the U.S. transportation system and protect users
from criminal and terrorist acts.

Responding to Hurricane Katrina and Other National Disasters

While the Federal Emergency Management Agency (FEMA) within DHS has been
assigned the primary responsibility for responding to Hurricane Katrina and other
national disasters, coordinating Federal operations is a shared responsibility. Under
the National Response Plan adopted in December 2004, some 32 Federal agencies and
non-profit groups agreed to participate in concerted response efforts to aid areas
affected by terrorist attacks, major disasters, and other emergencies of national
significance.

Under the National Response Plan, DOT is the lead agency for transportation
(Emergency Support Function-1) and a support agency for 11 other critical NRP
functions. In the aftermath of Hurricane Katrina, DOT deployed personnel and
support to the affected region as part of the national response. This included moving
over 14,000 truckloads of goods, such as disaster meals, water, ice, and generators
and transporting people via air and bus to safe locations across the country. DHS
Secretary Chertoff characterized the airlift organized by the Department between
September 3" and 11" as the largest domestic civilian airlift in U.S. history.
Additionally, the Department supported efforts to establish command and control
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facilities using its National Defense Reserve Fleet and worked to repair the
infrastructure at airports, roadways, ports, and pipelines. The Office of Inspector
General (OIG) provided a law enforcement presence in the affected region, protecting
DOT personnel and assets at airports and aboard the Reserve Fleet vessels.

DOT support will continue during the unprecedented recovery and rebuilding effort
that will be needed. Effective oversight of Hurricane Katrina response and recovery
funds will be important to ensure that all elements of DOT, across all transportation
modes, perform their disaster response and recovery missions in the most cost-
effective manner. To that end, the OIG will work to ensure that the Operating
Administrations provide proper stewardship over the resources devoted to the
recovery effort. Specifically, the OIG will:

o Verify that expenditures of Federal funds on transportation services and programs
are being appropriately tracked by the Operating Administrations as required by
the Assistant Secretary for Budget and Programs and Chief Financial Officer;

o Proactively ensure that Operating Administrations and state transportation
departments exercise adequate oversight of Department expenditures and put
systems in place to make certain that funds are appropriately spent;

o Audit select projects, grants, and contracts;

¢ Conduct fraud awareness and prevention activities to alert Federal, state, and local
government agencies; and

o Investigate allegations of fraud involving transportation-funded projects, to
include presenting cases to the Department of Justice for prosecution, participating
in resulting prosecutions, and ensuring that the Operating Administrations and
states take appropriate suspension and debarment actions.

Our preliminary risk assessment to determine if the accounting, tracking, and
financial reporting of the costs of Hurricanes Katrina, Ophelia, and Rita were
consistent with specific guidance provided by the Department noted that the
Operating Administrations were working to establish procedures and controls to
implement this guidance. Also, good controls seemed to have been established to
track the Mission Assignments assigned to the Department by FEMA. We expressed
concern about the adequacy of controls over funds used to support transportation-
related emergency response activities provided by the Federal Aviation
Administration (FAA) Southern Region. In addition, we observed that procedures
and controls to track all administrative costs, as well as costs incurred prior to
receiving Department guidance, had not been fully developed. Department officials
agreed to address our concerns promptly, even before we issued our preliminary
assessment, and stated that the Operating Administrations were working to determine
all costs incurred and documenting these costs. We will verify the actions taken as
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part of our ongoing oversight efforts of the Department’s response to Hurricanes
Katrina and Rita as announced on October 6, 2005.

Addressing Transportation Security

Aside from its disaster relief efforts, DOT also has the responsibility of working with
other agencies to secure the U.S. transportation system and protect its users from
criminal and terrorist acts. In our report of DOT’s Top Management Challenges for
FY 2005, we discussed the growing interdependency among Federal agencies in this
area. The imperative for DOT is to effectively integrate new security measures into
its existing safety regimen and to do so in a way that promotes stronger security
without degrading transportation safety and efficiency.

DOT and DHS have signed a Memorandum of Understanding (MOU) to improve
their cooperation and coordination in promoting the safe, secure, and efficient
movement of people and goods throughout the U.S. transportation system. Finalizing
the MOU was the first of many critical steps accomplished by DOT in what is a very
dynamic process, but much more remains to be sorted out between the two
departments.

There are MOU annexes and agreements covering various transportation modes, such
as rail security, that have not been finalized but are necessary to clearly identify the
roles and responsibilities of DHS and DOT for transportation security-related subjects
such as research and development, emergency communication, and the oversight and
enforcement jurisdiction of Transportation Security Administration (TSA) and
Federal Railroad Administration inspectors. Further, when DOT and DHS finalize an
annex or agreement clearly defining the roles and responsibilities of each agency, they
must follow through and execute the terms of the annex or agreement.

For example, the Public Transportation Security annex, signed on September 8, 2005,
by the Federal Transit Administration, TSA, and the Office of State and Local
Government Coordination and Preparedness, will require vigilance to ensure that all
the provisions of the annex are carried out to their fullest extent. Vigilance is also
required to ensure the annex meets Congress’ directives under the Safe, Accountable,
Flexible, and Efficient Transportation Equity Act: A Legacy for Users
(SAFETEA-LU). The Act directs DOT and DHS to develop security standards
applicable to public transportation and regulations for providing grants to assist transit
agencies in enhancing system security.

For further information, the following report can be seen on the OIG web site at
http://www.oig.dot.gov:

o New Approaches Needed in Managing FAA’s Hazardous Materials Program
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2. Getting the Most for Every Taxpayer Dollar Invested in
Highway and Transit Projects

Stewardship of taxpayer dollars has been a constant hallmark and theme of Secretary
Mineta, and year after year in our Management Challenge Reports we have pointed to
the need to make improvements in this area. This year, we see positive signs from the
Federal Highway Administration (FHWA) with its commitment to increase oversight
of transportation dollars, and we urge that sustained attention be given to this area.
We continue to see examples of ineffective management of highway funds, such as
the identification of over $1.2 billion in Federal highway aid obligations sitting idle
during the last 7 years and transportation program fraud that continues to deny states
much-needed funds for infrastructure improvements. The Department of
Transportation (DOT) also faces continuing challenges with the ever-increasing
demand both for new transit systems and for repair and maintenance of older systems.

Department leaders have sent a very clear message demanding effective oversight of
public funds entrusted to FHWA, and there have been signs of improvement in the
Department’s oversight capability and efficiency, but there is still significant progress
that must be made. The Department should ensure that it sustains this improvement,
and, where oversight has failed, both Department employees and grantees must face
the consequences. State and local government agencies share responsibility for
stewardship of infrastructure improvement projects, and this task is during a time
when Highway Trust Fund (HTF) revenues are falling short of an overwhelming
demand for infrastructure funding. It is imperative that FHWA, along with state and
local government entities, have management control systems in place to reduce the
incidences of waste, fraud, and abuse; to detect them; and to respond forcefully when
they occur. A 1-percent improvement in the efficiency with which states managed the
$700 billion investment in highway projects over the last 6 years would have yielded
an additional $7 billion for infrastructure improvements—enough to fund 8 of the
23 active major projects.

We see three key issues that need to be addressed:

o Actions by FHWA and the states are needed to provide oversight of Highway
Funds to ensure projects are delivered on time, within budget, and free from fraud.

¢ Enhancing fraud prevention capabilities and taking aggressive action against those
who perpetrate fraud, including the evasion of motor fuel taxes.

¢ Tough decisions between competing transit needs.
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Actions by FHWA and the States Are Needed To Provide Oversight of
Highway Funds To Ensure Projects Are Delivered on Time, Within Budget,
and Free From Fraud

Secretary Mineta stated in March 2005 that FHWA needs to make “revolutionary”
changes in how it conducts stewardship and oversight of Federal-aid funds. We
agree, and our past reviews have disclosed that stronger FHWA stewardship and
oversight of how Federal funds are invested is essential. Prior to her departure,
former Administrator Peters had begun developing several new policies, procedures,
and practices to improve FHWA oversight. Successfully implementing these
initiatives will require a fundamental change in the way FHWA conducts business—
FHWA needs to accelerate the shift of its role from being a supportive partner to the
states to one of providing independent oversight of state activities.

The cornerstone of FHWA’s plan to improve its oversight must be to aggressively
implement its new Financial Integrity Review and Evaluation (FIRE) program. The
FIRE oversight program, developed in response to a material weakness reported in the
2004 Highway Trust Fund financial statements, is intended to improve controls and
ensure that funds are safeguarded against fraud, waste, and abuse. FIRE 1is an
important program that supports FHWA’s annual certification of internal and
financial controls for these financial statements through reviews of financial processes
and transactions. The program includes, in part, a risk assessment of the grant
financial management process and reviews of Federal-aid billing transactions to
determine whether items billed to FHWA represent eligible costs, funds are properly
obligated and effectively used, and findings reported by the Office of Inspector
General (OIG) and the Government Accountability Office are adequately resolved.
FHWA should identify sufficient resources to aggressively implement the program
and write its employees’ performance objectives to derive the greatest benefits
possible from this program.

Specifically, FHWA needs to:

¢ Ensure major project cost estimates and schedule milestones are credible.
Concerns over FHWA’s reviews of state-prepared project cost estimates and
finance plans came to our attention in 1999 when we found that FHWA had failed
to recognize that Boston’s Central Artery/Tunnel project managers and the
Massachusetts Turnpike Authority had hidden about $1.4 billion in project cost
increases. More recently, the California San Francisco-Oakland Bay Bridge East
Span project experienced a near doubling in its cost estimate from $2.6 billion to
$5.1 billion, and the Texas Katy Freeway Reconstruction project rose 56 percent
from $1.7 billion to $2.7 billion. We found that FHWA Division personnel had
not exercised the due diligence necessary to ensure that these project cost
estimates were reasonable. Instead, Division personnel largely relied on the
certification from those state departments of transportation that the cost numbers
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were valid, which they were not. FHWA needs to ensure that an independent and
rigorous review of project finance plans is accomplished before approval, as
opposed to relying on state representations.

Free up idle funds for other infrastructure expansion and preservation
projects. During our fifth review in § years of inactive obligations in 14 states,
we found $258 million of obligations that were no longer needed. We statistically
projected that an additional $403 million of unneeded obligations continued to sit
idle nationwide. FHWA needs to make a concerted effort to ensure the projected
$403 million of unneeded obligations is identified and de-obligated. FHWA is
committed to strengthening its oversight of inactive obligations and is working to
resolve this longstanding problem. Our ongoing work indicates some success in
these efforts as we found that in 14 states FHWA had de-obligated $239 million.
FHWA also provided us with additional information showing that a total of
$757 million will be de-obligated nationwide.

Develop a process to effectively detect improper payments and stop wasteful
spending by grantees. In FY 2004, the Department identified several grant
programs as being susceptible to improper payments, including the Federal Aid
Highway Program. The Department also initiated a pilot project to identify
improper payments; however, the pilot project was too limited. Meanwhile, OIG
investigators continue to identify instances of improper payments. For example,
in May 2005, as a result of an OIG investigation, a Connecticut concrete
contractor agreed to pay $499,000 to the Department for supplying materials not
meeting specifications. Grants awarded to the National Crash Analysis Center at
George Washington University are another example of FHWA’s failure to detect
improper payments. FHWA’s lack of oversight and the University’s lack of
management controls contributed to the success of a fraud scheme at the Crash
Analysis  Center  that cost the  Department  $900,000  over
4 years. The fraudulent expenditures cited have since been returned to the
Agency. In response to this case, FHWA is reorganizing and redesigning its
procedures to improve oversight of research agreements. This includes creating a
new division within the Office of Acquisition Management devoted to the award
and administration of cooperative agreements with all universities and other
recipients. With the huge increases in DOT funding due to the passage of
legislation' in August 2005 reauthorizing the highway program, there is a
compelling need for FHWA to provide better oversight and accountability of
Federal payments to uphold the public trust.

¢ Clean up bad data and generate reliable financial statements. In 2004, we
reported a material weakness in FHWA’s financial statement preparation and

! “Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users” (SAFETEA-LU), Public Law
109-59 (119 Stat. 1144).
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analysis. Although FHWA has made some progress correcting these deficiencies,
the consequences of these weaknesses became evident in December 2004 when
FHWA disclosed a material error that resulted in a $2.966 billion understatement
of previously reported budgetary resources that required the financial statements to
be restated. Substantial improvements still need to be made to avoid another
material weakness in this area.

Make certain Statewide Transportation Improvement Programs (STIPs) do
not make misleading promises of what can realistically be accomplished. A
few states have significantly reduced or delayed planned highway projects because
adequate funds were not available. For example, in response to OIG concerns, an
FHWA Headquarters team reviewed Puerto Rico’s STIP process and found that
insufficient funds had been identified to accomplish programmed projects. The
review concluded that the STIP was not financially constrained and the process
had been ineffective since 1993. These STIPs are required to be fiscally
constrained. Consequently, FHWA needs to ensure they present truthful and
credible information.

Redouble efforts to develop a multi-disciplinary workforce. As of June 2005,
financial specialists occupied less than 4 percent of the permanent positions at
FHWA Divisions and Headquarters, the same as 3 years ago. This year, the
Government Accountability Office reported® that FHWA’s progress toward
developing a more multi-disciplinary approach to oversight was limited by its
failure to incorporate this approach into its human capital planning efforts. This
was despite instructions from Congress in 2003 to develop a more multi-
disciplinary workforce to perform oversight activities. Improving FHWA’s
financial analysis capability is critical because the failure to properly oversee
states” project management practices can lead to increased project costs. Today’s
highway project oversight requires more employees with professional expertise in
financing, cost-estimating, program analysis, and schedule management. Yet, our
reviews have shown weaknesses in how FHWA has implemented its oversight,
particularly in regards to financial management, indicating a need to improve
skills in this area. FHWA needs to aggressively identify the skill sets needed to
meet its stewardship and oversight responsibilities and act to meet this need.

Enhancing Fraud Prevention Capabilities and Taking Aggressive Action
Against Those Who Perpetrate Fraud, Including Motor Fuel Tax Evasion

Contract and grant fraud continues to be a priority for the OIG, making up
approximately 40 percent of our active case load. These investigations often involve

bribery and corruption, bid-rigging, false claims, labor and materials overbilling,

disadvantaged business enterprise fraud, and product substitution. During FY 2005,

2 GAO Report Number GAO-05-173, Federal-Aid Highways: FHWA Needs a Comprehensive Approach to Improving
Project Oversight,” January 2005.
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our increased focus on contract and grant fraud investigations has yielded
52 indictments, 42 convictions, and over $84 million in total monetary recoveries.
For example, in 2005, two Wisconsin transportation contractors were sentenced for
their part in rigging bids on approximately $100 million in DOT-funded contracts.
The OIG investigation determined the two companies received over $62 million in
illegal Federal contract work. The defendants and their companies were ordered to
pay over $3 million in fines and restitution. The State of Wisconsin and FHWA
debarred the companies and individuals involved.

The previously mentioned embezzlement scheme at the George Washington
University is an example of Federal grant fraud that went undetected for too long. In
June 2005, a University engineering professor who was the principal investigator for
the DOT-funded National Crash Analysis Center was sentenced to serving 38 months
in jail and paying restitution for stealing over $900,000 in FHWA grants between
2000 and 2004. The embezzlement was uncovered only after a University official
identified a potential conflict of interest involving the professor’s plan to contract
under the FHWA grant agreement with a firm he controlled and partly owned. The
success of this 4-year fraud scheme depended upon the University’s lack of adequate
internal controls over its administration of the FHWA grant agreement, as well as
inattention by FHWA.

Our investigations have consistently demonstrated that many fraud schemes depend
on (1) employees not performing basic oversight responsibilities, (2) lax internal
controls, and (3) inadequate procedures to track costs and services rendered. But, to
its credit, the Department is taking seriously its responsibility to aggressively combat
fraud. Specifically, over the past year the Department issued new, uniform guidance
for suspension and debarment of contractors who were either indicted or convicted of
fraud. The Department, however, must ensure the modal administrations follow the
guidance and take aggressive action against those who perpetrate fraud.

In addition to contract and grant fraud, which unnecessarily increases costs, fuel fraud
represents a drain on the HTF’s main source of revenue. FHWA estimates that over
90 percent of HTF revenues will be derived from fuel taxes over the next 10 years.’
In FY 2004, motor fuel excise taxes totaled nearly $36 billion. The Internal Revenue
Service estimates that $1 billion in HTF revenue is being lost each year due to the
mixing of motor fuel with other products to increase the fuel volume and reduce the
effective tax rate—this is just one of many fraud scams. Unless fuel fraud is
significantly curtailed, the real prospect exists that there will not be sufficient funds
available to support the activities authorized in the Safe, Accountable, Flexible, and
Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU).

3 Other HTF revenues are generated from truck-related taxes on tires, truck and trailer sales, and heavy vehicle use.
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During FY 2005, we increased our collaboration with local, state, and Federal
stakeholders responsible for state motor fuel excise tax enforcement. We are working
closely with Washington State police officials in the investigation of two employees
of a Washington State fuel delivery company who devised a scheme to steal pre-taxed
motor fuel from a pipeline company’s terminal rack using a misappropriated
maintenance code. A loss of at least $500,000 in Federal and state fuel taxes resulted
from the theft of an estimated 1.2 million gallons of fuel, which was sold at market or
below market prices at gas stations in I[daho, Washington, and Oregon.

Any loss of Federal fuel taxes represents a commensurate loss of revenues to the
HTF. The overall impact of fuel tax evasion losses to the HTF is amplified because
HTF revenues are not keeping up with funding requirements. Concurrently, demands
on highway capacity have reached unprecedented levels, and replacement and
rehabilitation costs for existing infrastructure have greatly increased. When fuel taxes
are not paid, states fall short in needed dollars for the construction and upkeep of our
Nation’s roads and bridges. To help address these issues, the Department should
emphasize to the Internal Revenue Service that the motor fuel tax evasion compliance
and enforcement strategy needs to be strengthened to help ensure all taxes are
collected and remitted. Ultimately, the Internal Revenue Service is responsible for
ensuring that an effective fuel tax evasion strategy is developed and implemented.

Tough Decisions Ahead in Choosing Between Competing Transit Needs

The Federal Transit Administration’s (FTA) New Starts program relies on full
funding grant agreements, which are long-term funding commitments that help meet
the financial requirements of large transit projects. Because FTA awards relatively
few of these agreements each year and funding to support the pipeline of New Starts
projects is limited, it is crucial that only the most promising projects be selected as
candidates for funding. As of the most recent New Starts Annual Report, there were
18 New Starts projects with full funding grant agreements and another 31 in the
pipeline that were collectively seeking $14.6 billion in Federal funding. Funding
available through SAFETEA-LU, along with available contingent commitment
authority, will provide approximately $10.3 billion for these projects. In other words,
fully one-third of the construction projects that have been requested through the New
Starts program may not receive Federal funding.

Although not all projects in the pipeline will advance to full funding grant
agreements, this gap between the funds being sought and the available commitment
authority is likely to increase. For example, costs for the Charlotte South Corridor
Light Rail Transit increased in 2004 from $385 million to $426 million primarily
because of increases in the cost of concrete and steel for the track bed and vehicle
maintenance building. The estimated total cost for this project has increased almost
29 percent over its 2001 cost of $331.1 million.

OTHER ACCOMPANYING INFORMATION

299




300

13

While many are seeking funding of new transit systems, aging transit systems are
experiencing financial difficulties. Many transit systems neither generate enough
revenue to operate their day-to-day service nor provide operators with enough capital
to refurbish and maintain their infrastructure. Cities such as Chicago and
Washington, DC, rely on subsidies from state and local jurisdictions to cover budget
deficits from operations, leaving these systems without enough revenue for capital
maintenance and refurbishment. As more new systems are built, the competition for
rail modernization funding and operating assistance will become more intense. The
Department will need to focus on the problems of these aging systems in large cities
to prevent the loss of vital transportation services. Otherwise, transit system
shutdowns—Ilike those threatened in Philadelphia and Pittsburgh in 2004—could
occur. Action will be needed to ensure that these transit agencies do not face many of
the problems that Amtrak faces, such as the ever-increasing and unfulfilled need for
huge capital investments to improve its infrastructure to a state of good repair.

For further information, the following reports and testimonies can be seen on the
OIG web site at hitp://www.oig.dot.gov:

o [Impact of Water Leaks on the Central Artery/Tunnel Project and Remaining
Risks

o FHWA'’s Need To Capture Aggregate Cost and Schedule Data To Improve Iis
Oversight of Federal-Aid Funds

o Water Leaks Within the I-93 Tunnels of the Central Artery Project

o Managing Risk in the Federal-Aid Highway Program

o Highway Trust Fund I'Y 2004 Financial Statements

o DOT Consolidated Financial Statements for Fiscal Years 2004 and 2003

o Audit of the Tren Urbano Rail Transit Project

o Finance Plan for the Central Artery/Tunnel Project

o The Rating and Evaluation of New Starts Transit Systems

o DOT I'Y 2005 Budget and Management Challenges

o Opportunities To Control Costs and Improve the Effectiveness of Department of
Transportation Programs

o Controlling Costs and Improving the Lffectiveness of Federal Highway
Administration and Federal Transit Administration Programs

o Audit of Actions To Prevent Fraud on Cooperative Agreements With Universities
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3. Building on Recent Initiatives To Further Strengthen
Surface Safety Programs

The Safe, Accountable, Flexible, and Efficient Transportation Equity Act: A Legacy
for Users (SAFETEA-LU), enacted August 10, 2005, includes significant funding
increases and initiatives in highway, commercial vehicle, and rail safety programs. It
includes a highway safety improvement program that provides funding for
infrastructure improvements for highway safety and at highway-rail grade crossings.
DOT has set an ambitious goal of reducing the rate of highway fatalities from
1.46 fatalities per 100 million vehicle miles traveled to 1.0 fatalities by 2008.
Meeting this goal appears unrealistic at this time as it would require significant
acceleration in past improvements to meet the precipitous drop targeted after year
2007 (see Figure 3-1). The Department should explain how it will meet the targeted
decline in annual fatality rate from 2007 to 2008 (nearly 28 percent), which, if met,
would more than double the largest year-to-year rate decline going back 30 years.

Figure 3-1. Actual Fatality Rates When Projected to 2008 Lag Targeted Rates*
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* Fatality rates are shown as the number of fatalities per 100 million vehicle miles traveled.

DOT must use the tools provided in SAFETEA-LU to build on past initiatives. Key
steps are to:

o Address highway safety problems where serious injuries and fatalities persist,
¢ Prevent fraud in the Commercial Driver’s License (CDL) program, and

o Strengthen Rail Safety Program oversight and enforcement.
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Addressing Highway Safety Problems Where Serious Injuries and Fatalities
Persist

SAFETEA-LU provides state incentives, managed by the National Highway Traffic
Safety Administration (NHTSA), addressing three persistent challenges—reducing
alcohol-impaired driving fatalities, promoting greater seat belt use, and abating the
increase in motorcycle fatalities.

e More Focus on States With the Greatest Number of Alcohol-Impaired
Driving Fatalities. SAFETEA-LU will now allow NHTSA to direct grant
funding to 10 states with the most fatalities related to impaired drivers, an action
we previously supported in congressional testimony.

Use of SAFETEA-LU Authority To Aggressively Promote Greater Seat Belt
Use in States. NHTSA has been effective in promoting seat belt use—steadily
increasing the usage rate to a high of 82 percent in 2004. However, only 21 states
and the District of Columbia have a primary seat belt law. SAFETEA-LU
provides incentives to states to pass either a primary seat belt law or maintain or
increase seat belt use. These incentives provide a potent force for the new
NHTSA Administrator to use in aggressively promoting changes in seat-belt use.

Help States Address the Steady Increase in Motorcycle Fatalities. Motorcycle
fatalities have increased for the last 7 years. Research shows that increased use of
motorcycle helmets could save lives, but the helmet usage rate for motorcyclists in
the United States dropped to 48 percent in 2005, after remaining unchanged at
58 percent for the 3 previous years. Only 20 states and the District of Columbia
require helmets for all motorcycle riders. Making use of the SAFETEA-LU safety
incentive grants, NHTSA could promote a reduction in the number of motorcycle
deaths.

Preventing Fraud in the Commercial Driver’s License Program

Curbing CDL fraud is important to highway safety as it helps ensure that only drivers
with the requisite skills drive large trucks and other commercial vehicles. Over the
last 5 years, we have investigated and prosecuted CDL fraud schemes in 23 states and
found over 8,000 CDLs that were issued to drivers through corrupt examiners, mostly
third-party examiners working on behalf of the state to test CDL applicants. Our
work has paired us with the Department of Justice and other Federal and state law
enforcement agencies to root out CDL fraud schemes and has been supported by the
Federal Motor Carrier Safety Administration (FMCSA). Yet, problems persist. For
example:

e In July and August 2005, two former employees of the Colorado Department of
Motor Vehicles, working with a “middleman,” pled guilty to fraud for facilitating
the unlawful sale of CDLs and Colorado State driver’s licenses to undocumented
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aliens. The investigation disclosed that these individuals were involved in a
scheme to sell at least 100 Colorado State driver’s licenses and 20 CDLs.

In June 2005, three employees of a firm providing legal documents preparation
and language translation services entered guilty pleas for assisting Illinois
residents in obtaining false proof of residency and providing the answers to the
CDL written test through a corrupt language translator at the test site. It is
estimated that more than 600 fraudulent licenses were issued in this scheme.
Tragically, a defendant in a related case who possessed a fraudulent Wisconsin
CDL caused a fatal truck crash, killing a family of four.

In April 2005, a third party tester for the Louisiana Department of Public Safety
pled guilty to making false statements fraudulently certifying the test scores
required to obtain CDLs. The investigation disclosed that the defendant accepted
bribes in exchange for falsely certifying passing test scores for 12 applicants. The
Louisiana Department of Commercial Motor Vehicles subsequently identified and
retested 60 CDL holders tested by the defendant. All of the drivers failed the
retest and their CDLs were revoked.

FMCSA has initiated improvements to the CDL program, but it will need to
implement SAFETEA-LU provisions on learner’s permits, background checks, and
information systems modernization to further strengthen the program. Improvement
should include ensuring that states track the status and disposition of suspect CDL
holders, and require the retesting of drivers when appropriate. Based on information
we obtained from the states on 15,032 suspect CDL holders, from 1998 to 2003, we
were not able to determine whether actions, such as retesting or removal of CDL
privileges, had been taken against 6,739 (45 percent) of these individuals.

Strengthening Rail Safety Program Oversight and Enforcement

Over the last 10 years, the Federal Railroad Administration (FRA) has made
significant strides in reducing collisions and fatalities at highway-rail grade crossings
(grade crossings). Nevertheless, grade crossing collisions increased from 2,976 in
2003 to 3,059 in 2004 (3 percent) and fatalities increased from 333 in 2003 to 368 in
2004 (11 percent). Furthermore, train accidents increased from 2,994 in 2003 to
3,292 in 2004 (10 percent) and fatalities jumped from 4 in 2003 to 13 in 2004, a
225 percent increase. Our February 2005 review of safety and enforcement data
showed that safety problems have long persisted for four of the nation’s largest
railroads, despite the increase in civil penalties FRA has assessed against them. In
total, FRA’s civil penalty settlement amounts for all railroads increased by
180 percent, from $3.8 million in 2000 to $10.6 million in 2004.

To its credit, FRA implemented a reconciliation process in July 2004 to enforce
reporting of fatal grade crossing collisions to the National Response Center, began
implementation of a National Inspection Plan in April 2005 to strengthen its
compliance program, and issued a safety advisory in May 2005 promoting grade
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crossing safety. However, given the rise in the types of accidents and fatalities
discussed above, coupled with the upward trend in train and highway traffic, it is
critical that FRA’s program oversight and enforcement efforts are carefully targeted
to address those rail safety problems that are most likely to result in accidents and
fatalities.

FRA should:

Improve its oversight of grade crossing accident reporting, accident investigations,
and enforcement of safety regulations. Improved oversight is needed because the
Federal Government investigated very few crossing collisions from 2000 to 2004,
and FRA recommended only a few crossing warning signal violations for
enforcement actions, despite the many critical safety defects it identified.

¢ Use its newly issued rail safety action plan as the linchpin for further reducing rail-

related accidents and fatalities by increasing enforcement, focusing inspection
resources on areas of greatest safety concerns such as the most frequent and
highest risk causes of accidents, and using accident and inspection data to target
compliance problems.

For further information, the following reports and testimonies can be seen on the
OIG web site at http://www.oig.dot.gov:

Reauthorization of TEA-21 Safety Programs

Processing Petitions To Import Non-Canadian Gray Market Vehicles
Follow-Up Audit on NHTSA'’s Olffice of Defects Investigation

Review of NHTSA'’s Progress in Implementing Strategies To Increase the Use of
Seat Belts

Progress and Challenges in Implementing the TREAD Act

NHTSA Office of Defects Investigation

Background Checks for Holders of Commercial Drivers Licenses With
Hazardous Materials Endorsements

Follow-up Audit of the Implementation of the North American Free Trade
Agreement’s Cross-Border Trucking Provisions

Investment Review Board Deliberations on the Motor Carrier Management
Information System

Improvements Needed in the Motor Carrier Safety Status Measurement System
Improving the Testing and Licensing of Commercial Drivers
Highway-Railroad Grade Crossing Safety Issues

FRA Safety-Related Findings and Recommendations

Report on the Audit of the Highway-Rail Grade Crossing Safety Program

FRA Oversight of Use of Slow Orders and Track Reclassification
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4. Reforming Intercity Passenger Rail To Improve
Performance

Intercity passenger rail service is an important component of a balanced transportation
system, but Amtrak’s current model is broken. Amtrak continues to incur
unsustainably large operating losses, provide poor on-time performance, and bear
increasing levels of deferred infrastructure and fleet investment on its system. From
fiscal year (FY) 1997 to FY 2004, annual operating losses rose from $797 million to
$1.3 billion, and Amtrak’s debt grew from $1.7 billion to $4.6 billion. Although
ridership increased to 25.1 million in FY 2004, passenger revenues were 2.8 percent
below the level achieved in 2002. Amtrak has an estimated $5 billion backlog of
infrastructure repairs, and on-time performance continues to fall—from 77 percent in
FY 2002 to 71 percent in FY 2004.

Reauthorization is an opportunity for true reform to reduce costs, repair neglected
infrastructure, improve service, and redesign routes to better serve the public.
Reauthorization should focus on improving mobility in corridors (routes of less than
500 miles) around the country—not just in the Northeast Corridor—and in
restructuring long-distance services (routes of greater than 500 miles) to complement
corridor services.

This will require new relationships and new partnerships among the Federal
Government, the states, Amtrak, and the freight railroads. It will involve giving states
much greater authority and control over intercity passenger rail decisions, along with
a responsibility to provide state funds. It is imperative that the Department of
Transportation work with Congress to create a new model for passenger rail
transportation that provides essential mobility with greater efficiency, reliability, and
cost-effectiveness.

Three key steps in providing this new direction are to:

o Require Amtrak to do more to reduce cost, although it has little incentive to
improve cost-effectiveness;

o Give states a larger voice in determining service requirements; and
o Establish adequate and stable Federal funding.

Amtrak Has Little Incentive To Improve Cost-Effectiveness but Must Do
More To Operate Efficiently and Improve Performance

Amtrak, as the sole provider of intercity passenger rail service, has few incentives,
other than the threat of budget cuts or elimination, for cost control or delivery of
services in a cost-effective way. Amtrak has not achieved significant cost savings
since its last reauthorization. Cash losses have merely kept pace with inflation, rising
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an average 2.1 percent per year. In short, there has been little or no efficiency gain.
Funding these losses leads to the bigger question of whether or not Federal dollars for
intercity passenger rail are being used as efficiently and wisely as possible.

In our recent analysis of Amtrak’s long-distance services, our goal was to determine
whether cost savings could be achieved without eliminating any routes, station stops,
or frequencies. We estimated that changes in services on those routes could save
between $375 million and $790 million (depending upon the variability of
maintenance labor costs) in net operating costs and $395 million in avoidable planned
capital expenditures from FY 2005 to FY 2009. Our report identified labor,
maintenance, and equipment costs that could be reduced.

We are awaiting Amtrak’s implementation of pilot programs related to our
recommendations, as promised in the Amtrak Board of Directors’ response to the
report. The Government Accountability Office and the Amtrak Inspector General
also have issued reports and testimony that highlighted wasteful practices in Amtrak’s
food and beverage services. Recently, in response to a request from a congressional
committee, our office initiated an audit to review the costs and expenditures
associated with legal services performed for Amtrak.

States Need a Larger Voice in Determining Service Requirements

The current model for providing intercity passenger service does not give states
enough say in selecting the best mix of service for their needs—what cities are served,
schedules, frequency of service, and what amenities should be provided. Those
decisions are made by Amtrak, and they are not always in the best interests of the
states.

Intercity passenger rail would be better served with state-led initiatives as to where
and how intercity passenger rail service is developed. State sponsorship will become
increasingly important under our proposal, as the states should also be asked to
provide increased operating and investment support. Capital funding decisions, as
with mass transit, should ultimately reside with the Department of Transportation,
based on congressional direction and in partnership with the states.

Adequate and Stable Federal Funding Is Essential

None of the corridors around the country, including the Northeast Corridor (NEC),
can provide the type of mobility needed without significant up-front investment. In
the NEC this means bringing the existing facilities to a state of good repair. In other
corridors around the country, it means creating the infrastructure for high-frequency
services in partnership with freight railroads and commuter authorities.

A robust Federal program of capital matching grants will be essential if these
corridors are to be developed. In addition, long-distance services that provide
connections between corridors require recapitalization if they are to be run efficiently
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and are to provide the high quality services their passengers deserve. None of this,
however, implies giving more money directly to Amtrak, especially under the current
model. A number of other issues that have proven contentious in the past must also
be addressed. These include what to do about Amtrak’s legacy debt, its governance,
and its assets, including management and ownership of the NEC.

Some proposals for reforming intercity passenger rail service advocate eliminating the
monopoly Amtrak now holds. Introducing competition into the intercity passenger
rail system by authorizing multiple passenger rail service providers is one way to
encourage efficiency and innovation. But competition is not likely to occur unless
and until the rail system is restored to a state of good repair. The first steps that must
be achieved are to ensure adequate Federal and state funds are available for operations
and for infrastructure repair; make significant cuts to net operating costs; and give
states more power to select routes, schedules, frequencies, and amenities.

For further information, the following reports and testimonies can be seen on the
OIG web site at http://www.oig.dot.gov:

* Reauthorization of Intercity Passenger Rail and Amtrak (September 21, 2005)

o Analysis of Cost Savings on Amtrak’s Long-Distance Services

o [ntercity Passenger Rail and Amtrak

o Reauthorization of Intercity Passenger Rail and Amtrak (April 21, 2005)

o Assessment of Amtrak’s 2003 and 2004 Financial Performance and
Requirements
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5. Mitigating Flight Delays and Relieving Congestion—
Actions Needed To Meet Demand

After a few years of relative reprieve from aviation congestion, traffic and delays are
once again returning, with the Federal Aviation Administration’s (FAA) Air Route
Traffic Control Centers reporting 2005 year-to-date operations that exceed

2000 levels by more than 3 percent.

This growth in operations has brought an

increase in the number of aviation delays, with the incidence, rate, and length of
delays this past summer approaching 2000 levels, which was generally regarded as

the worst summer of aviation delays.

The Department of Transportation’s challenge in addressing delay growth is three-

fold:

o Taking appropriate action against growing aviation delays,

¢ Keeping planned infrastructure and airspace redesign projects on schedule while
effectively implementing short-term initiatives to relieve congestion and delays,

and

o Exploring alternatives for managing capacity where new initiatives are not

feasible.

Taking Appropriate Action Against Growing Aviation Delays

As the following figures illustrate, the number of arrival delays in the summer months
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