e o
&
7 =

a o
) =
= T
L o
=, g

I = Py
T 1ee 0k P

Inspector General
Semiannual Report

to the Congress

October 1, 1996 - March 31, 1997



Q

Tne Imapeslar (GErEE CIhee of Irspecio: deren
ﬁ“t!ﬁpmi of Wastngion, DG 20ss

Oiifice o the Secmehory
of Trarsporhaticn

April 15, 1997

The Honorable Rodney E. Slater
Secretary of Transportation
Washington, DC 20590

Dear Mr. Secretary:

It is my pleasure to submit the Office of Inspector General’s (OIG) Semiannual Report to the
Congress for the 6-month period ended March 31, 1997. The accomplishments presented in the
report were made possible by the diligent and professional efforts of OIG’s career staff. These
men and women have demonstrated exceptional character and the highest levels of integrity and
quality in performing tasks to increase economy, efficiency, and quality of the Department’s pro-
grams and operations.

During my 7 months as Acting Inspector General, | have seen many extraordinary examples of
hard work and commitment from OIG employees at all grade levels. Through their efforts, OIG
has continued to improve productive, professional working relations with executives, managers,
and employees of the Department and the Congress.

Mr. Secretary, be assured that the new Inspector General will inherit a thoroughly professional
staff dedicated to improving the efficiency and effectiveness of DOT’s programs and operations.
It has truly been my privilege and pleasure to serve you as Acting Inspector General.

Sincerely,

Joyce N. Fleischman

Qo ks )

Acting Inspector General

Enclosure
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This report, required by the
Inspector General (IG) Act of
1978, as amended, summarizes
the activities and accomplishments of the
Department of Transportation’s (DOT)
Office of Inspector General (OIG) during
the period October 1, 1996, to
March 31, 1997. The report has been pre-
pared in accordance with Public Law (P.L.)
100-504, IG Act Amendments of 1988,
which changed reporting definitions for
OIG and requires the reporting of manage-
ment decisions on OIG audit recommenda-
tions. Because the role of OIG is to identi-
fy problems and weaknesses and prevent
fraud, waste, and abuse, our emphasis has
been placed in the areas most susceptible
or vulnerable to these problems. The read-
er should not assume from this report that
the significance of findings and recom-
mendations described are representative of

EXECUTIVE SUMMARY

the overall condition of DOT’s programs
and operations.

The table below presents a summary of
the OIG’s statistical results for the last 6
months. During the reporting period, much
of the OIG’s audit work addressed trans-
portation safety issues and the
Department’s financial statements. Since
these types of audits do not result in signif-
icant dollar savings, the results in the table
below--in terms of dollars--are below prior
semiannual levels. Furthermore, the num-
ber of audit reports issued, compared to
prior semiannual figures, is lower because
contract audit reports prepared by the
Defense Contract Audit Agency (DCAA)
and most single audit reports issued by
grantee organizations and processed by
OIG are now excluded from OIG’s
Semiannual Report.

AUDIT RESULTS
Number of Reports Issued
Number of Recommendations
Costs Questioned
Costs Unsupported
Funds to Be Put to Better Use

EVALUATION RESULTS
Number of Reports Issued
Number of Projects Completed
Number of Recommendations

INVESTIGATIVE RESULTS
Indictments
Convictions

Federal and State Recoveries

Management Decisions to Seek Recoveries

OIG STATISTICAL RESULTS
(Dollars in Thousands)

70

144
$4,146
$36
$4,219
$54,054

61
27

Fines, Restitutions/Civil Judgments, and

$7,474




OIG ACCOMPLISHMENTS

The Office of Assistant Inspector General
(AIG) for Auditing, in three notable accom-
plishments during the reporting period:
(i) enhanced highway safety by making rec-
ommendations to the Federal Highway
Administration (FHWA) to strengthen its
Motor Carrier Safety Program, (ii) enhanced
transportation safety by recommending that
the Advanced Technology Transit Bus
(ATTB) Project comply with all applicable
Federal safety standards before they are
placed in revenue service, and (iii) reduced
Federal costs by recommending that the
Federal Aviation Administration (FAA) con-
solidate Automated Flight Service Stations
(AFSS) in connection with modernizing its
flight service system.

OIG’s audit of FHWA’s Motor Carrier
Safety Program identified improvements
that are needed in FHWA’s compliance
review program; e.g., expand review cover-
age of the motor carrier population, more
accurately target carriers for review, induce
prompt and sustained motor carrier compli-
ance with safety regulations, and ensure the
quality of reviews. In its report, OIG made
14 recommendations. FHWA concurred or
concurred-in-part with 10 of the 14 recom-
mendations.

OIG found the Federal Transit
Administration (FTA) had sufficient data to
support its conclusion that the ATTB Project
will result in environmentally cleaner transit
buses. However, OIG also found that FTA’s
data was not sufficient to conclude the pro-
ject will result in a safer bus and that FTA
planned to field-test four prototype buses in
revenue service beginning in September
1997, before all safety testing was complet-
ed. In its report, OIG recommended that the
FTA Administrator ensure the ATTB proto-

type buses comply with all applicable
Federal safety standards before the buses are
put in service. FTA concurred with OIG’s
recommendation.

In another review, OIG found FAA has
been modernizing the flight service system
since 1978 by providing pilots (primarily
general aviation) with improved flight plan-
ning and filing, weather briefings, communi-
cations, and emergency services essential for
safe and efficient flight. Flight service sys-
tem modernization continues with FAA’s
planned procurement of the Operational and
Supportability Implementation System
(OASIS). This $128 million program will
replace the existing flight service automation
system. FAA’s operations costs for the con-
tinental United States (CONUS) AFSS for
Fiscal Years (FY) 1994 and 1995 were $421
million and $401 million, respectively. In
OIG’s opinion, FAA has an opportunity to
substantially reduce flight service operating
and acquisition costs by consolidating
AFSSs and evaluating additional alterna-
tives to satisfy its mission. OIG did not esti-
mate the savings but made recommendations
which would require FAA to identify the
most economic approach to providing this
service. In its report, OIG recommended
that before making an OASIS contract
award, FAA should: (i) perform comprehen-
sive cost and efficiency analyses of the
CONUS AFSSs, and fully consider further
consolidation and/or co-location; and (ii)
complete an evaluation of using the private
sector to provide the full range of flight ser-
vices. Actions taken and planned meet the
intent of OIG’s recommendations.

During this reporting period, OIG focused
its financial efforts on auditing the financial
statements of FAA, the Highway Trust Fund
(HTF) and DOT’s first consolidated finan-
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cial statement. Reports on FAA and the HTF
were issued as of March 27, 1997. The
report on the consolidated statement will be
issued in April 1997.

FAA’s Statement of Financial Position as
of September 30, 1996, received a dis-
claimer of opinion due to, among other
things, six material internal control weak-
nesses. For example, FAA did not have ade-
quate controls in place to: (i) ensure consis-
tency between financial statements and bud-
getary reports in reporting budget execution
results and (ii) prevent recording of invalid
liabilities. In addition, there were inadequa-
cies in supporting documentation and unrec-
onciled discrepancies between the general
ledger and subsidiary records. OIG made 35
recommendations to FAA to strengthen
internal controls and establish the correct-
ness of FAA financial statement balances.
Corrective actions taken or planned by FAA
were responsive to 34 recommendations.
During the course of our audit, we identified
the need for, and FAA made, over $12.4 bil-
lion of accounting adjustments and modifi-
cations.

The Combined Statement of Financial
Position and Combined Statement of
Operations for the HTF as of September 30,
1996, involving the trust fund-related activi-
ties of FHWA, FTA, and National Highway
Traffic Safety Administration (NHTSA),
received an unqualified opinion. Internal
controls affecting accounting and adminis-
trative processes for FHWA, FTA, and
NHTSA provided reasonable assurance that
information reported in the HTF financial
statements was reliable. However, internal
controls needed strengthening over: (i)
FHWA’s and FTA’s computer security pro-
grams for the automated systems used to
administer grants and make disbursements

to grantees; (ii) FHWA’s and FTA’s payment
systems to detect multiple payments; and
(ili) FHWA'’s procedures to record procure-
ment contracts as liabilities after receipt of
the goods and services. FHWA, FTA, and
NHTSA accounting personnel agreed with
and implemented OIG’s recommended audit
adjustments. During the course of our audit,
we identified the need for, and the respective
agencies made, over $15.4 billion of
accounting adjustments and modifications.

The Office of AIG for Evaluations issued
an important report on FAA’s Deicing
Program.

Following the March 1992 crash of USAIr
Flight 405 at LaGuardia Airport in New
York, New York, FAA amended the Federal
Aviation Regulations (FAR) and developed
the "Aircraft Ground Deicing and Anti-Icing
Program™ to prevent future icing-related
accidents. OIG conducted a review of the
Deicing Program to determine how these
changes improved air safety during icing
conditions. OIG concluded the amended
regulation would not eliminate icing-related
accidents and made corresponding recom-
mendations. FAA concurred with the fol-
lowing recommendations: (i) that FAA take
steps to ensure inspectors analyze inspection
results, plan future inspections, and seek
necessary air carrier deicing program
changes; and (ii) that FAA aid airport opera-
tors in resolving environmental issues. FAA
did not agree with our recommendation to
revise its regulation to address the responsi-
bilities of airport operators in icing condi-
tions, including developing and providing
deicing plans to FAA. OIG has requested
FAA reconsider its position on this matter.
OIG has not received FAA’s reply.
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The Office of AIG for Investigations con-
cluded several notable investigations during
the reporting period. As a result of a July
1994 fatal motor carrier accident in New
York, OIG conducted a joint investigation
with FHWA's Office of Motor Carriers and
the Federal Bureau of Investigation (FBI). A
company was charged with making approxi-
mately 90 false entries in its drivers’ daily
logs, which is in violation of Federal motor
carrier safety regulations applicable to carri-
ers of hazardous materials (HAZMAT). In
the fatal accident, a number of false logs
were prepared by the driver who was killed
when his propane transport trailer struck a
guard rail and exploded. The investigation
revealed that, at that time of his death, the
driver had been on duty approximately
35 hours without the required 8 consecutive
hours off duty. The company was sentenced
to 5 years probation, 2,500 hours of commu-
nity service (focusing on the effects of driver
fatigue), and a $1 million fine.

As a result of joint investigative work
between OIG, FHWA’s Office of Motor
Carriers, and FBI, a Federal grand jury in the
Northern District of Texas returned a 12-
count indictment against a nationwide truck-
ing company, headquartered in Texas, and
three corporate officials for conspiring to
defraud the Federal government and submit-
ting false statements. The defendants were
charged with falsifying drivers’ logs. In
February 1997, the company and the owner
pled guilty to charges of conspiracy to
defraud by making false statements regard-
ing the drivers’ logs, including instructing
drivers to violate DOT highway safety regu-
lations by using non-existent names in the
drivers’ logs. Sentencing has not been sched-
uled.

In a joint investigation involving OIG,
FBI, and FAA, two former vice presidents of
a major New York FAA-certified repair sta-
tion were sentenced following their
May 1996 guilty verdicts. A Federal jury
found one defendant guilty of mail fraud,
wire fraud, false statements, and obstruction
of justice and found the other officer guilty
of wire fraud. The two were sentenced for
their respective roles in conducting improp-
er repairs on jet engine parts. The first for-
mer vice president was sentenced to 3 years
in prison, 2 years probation, fined $500,000,
and barred from involvement in the aviation
industry for 5 years. The other vice presi-
dent received 6 months home confinement,
3 years probation, and a $30,000 fine. The
sentencings culminated a 5-year long inves-
tigation which also resulted in the company
making a $5 million remedial payment to
FAA and placing an additional $5 million in
escrow for testing aviation parts in support
of the investigation.

SIGNIFICANT LONG-TERM PROJECTS

OIG has been involved in projects that
have been ongoing over a number of years
and that recently resulted in major improve-
ments. For example, we have continued to
be active and to emphasize investigations of
suspected unapproved parts (SUPs) and
audits of airport revenue diversions.

As a result of our recommendations, FAA
established a SUPs Program Office in
November 1995. Since that time, the office
has: (i) issued clear guidance on procedures
for parts suppliers; (ii) ruled on the disposi-
tion of scrap and salvageable parts; (iii)
ruled on the eligibility of military parts for
use in civil aviation; and (iv) developed a
comprehensive training program for all
inspectors who handle SUPs reports.
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Furthermore, coordination between FAA and
OIG has continued to improve. Joint
FAA/OIG initiatives are being planned to
enhance the SUPs program. In addition, OIG
is working with FAA and FBI to strengthen
SUPs enforcement and to develop a national
strategy to combat the SUPs problem.

OIG’s work over the past 6 years has been
instrumental in bringing about changes in
legislation affecting revenue retention by air-
ports. Since August 1991, OIG has issued 48
reports related to airport revenue. These
reports identified $173.7 million in prohibit-
ed revenue diversions. As a result of OIG’s
work, Congress included strengthened provi-
sions concerning diversion of airport rev-
enues in FAA’s reauthorization legislation.
Although there remain several significant
instances of revenue diversion, much has
been accomplished to protect airport funds
from inappropriate use.

DOT PROGRAMS AND OPERATIONS THAT
ARE WORKING WELL

While OIG’s work typically focuses on
suspected problems, it has also identified
programs and activities that have worked
well. Several examples bear mentioning:

* The United States Coast Guard’s
(USCGQG) oversight of the construction of
seagoing and coastal buoy tenders by
Marinette Marine Corporation was
well-managed and highly effective in
ensuring materials and work perfor-
mance complied with contractual
requirements, and appropriate remedies
were instituted when contractual
requirements were not met. (Report No.
R5-CG-7-002)

* FAA implemented effective procedures
and controls for monitoring commuter

and air taxi pilots’ compliance with cer-
tification, training, and proficiency test-
ing requirements. (Report No. R5-FA-
7-001)

 FY 1995 Federal-aid highway fund
apportionments were in compliance
with statutory formulas, related appro-
priations acts, and applicable laws.
(Report No. AS-FH-7-001)

* FAA has effective procedures and con-
trols over training and designating pilot
examiners. (Report No. R2-FA-7-001)

» The New York City Transit Authority
(NYCTA) had appropriate source docu-
mentation to support operating force
account charges billed to FTA grants.
OIG also found NYCTA had adequate
policies and procedures for document-
ing operating force account costs.
(Report No. R2-FT-7-008)

* FAA’s eligibility criteria and payment
of administratively uncontrollable over-
time complied with Federal statutory
and regulatory requirements. (Report
No. R9-0S-7-004)

» Three FAA field offices provided suffi-
cient oversight of pilot training pro-
grams. (Report No. R0-FA-7-004)

CONCLUSION

OIG oversight activity yielded substantial
results not only in terms of increased effi-
ciency and economy throughout DOT and its
operating administrations (OA), but also in
terms of indictments, convictions, and fines.
We look forward to continuing our work and
our service to DOT, the Federal government,
and the American people.
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A. INTRODUCTION

This section summarizes OIG audit activities
for the 6-month period ending March 31, 1997.

The Office of AIG for Auditing is responsi-
ble for conducting audits of programs and
operations of DOT. The audits are intended to
help managers improve and enhance the effec-
tiveness of DOT programs and operations.
Audits are also designed to provide reasonable
assurance of detecting abuse or illegal acts and
generally fall within the following two audit
categories:

¢ Financial audits — include financial
statement and financial-related audits.

» Performance audits — include economy
and efficiency and program audits.

OIG's audit activities during this period
were responsive to management's needs while
at the same time fulfilling the mandates of the
IG Act and the Chief Financial Officers (CFO)
Act. DOT programs and operations selected
for audit were based on the magnitude of
Federal funds involved, past audit activity, and
the susceptibility of the activity to abuse and
illegal acts. Additionally, Secretarial, OA,
congressional, and President's Council on
Integrity and Efficiency concerns were consid-
ered in the application of OIG audit resources.

B. AuDIT ACCOMPLISHMENTS

DOT's programs and operations are primar-
ily carried out by departmental personnel and
recipients of Federal-aid  (grantees).
Accordingly, audits are conducted from three
distinct perspectives: (i) internal audits of

ECTION | - AuDIT ACTIVITY

DOT programs and operations; (ii) grantee
audits; and (iii) contractor reviews. A statisti-
cal summary of audits completed in these cat-
egories is shown in Table 1.

C. REQUESTED REVIEWS

Providing requested services to departmental,
congressional, and other officials is an important
function of OIG. These services are intended to
provide management officials with timely and
meaningful advice and assistance on departmen-
tal and governmentwide operations and activi-
ties. Examples of some of the requested services
provided by the audit organization in this report-
ing period are discussed below.

1. In response to a request from FAA’s
Eastern Region, OIG audited costs claimed for
FY 1995 by the Port Authority of New York
and New Jersey. The costs were incurred
under a service agreement by which the Port
Authority furnished utilities and performed
maintenance in FAA-occupied space at the
new air traffic control tower at John F.
Kennedy International Airport in Jamaica,
New York.

The audit disclosed that the costs claimed
did not reflect the actual costs of providing ser-
vices to FAA per the terms of the agreement.
Of the $746,134 claimed by the Port Authority,
OIG determined $221,818 to be questionable.
The Port Authority improperly allocated costs
related to FAA space, claimed non-tower costs
and utility costs in excess of actual allowable
costs, and incorrectly applied overhead factors
to material and outside vendor services. In
addition, the amount claimed included costs
for duplicate janitorial services and services
outside the requirements of the agreement.
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Table 1
Completed Audits October 1, 1996 to March 31, 1997
(Dollars in Thousands)

Estimated Amounts”™

Number of Funds To Be Adjustments
Number of Recommen- Costs Costs Put To and Reclassi-
Type of Review Reports dations Questioned Unsupported Better Use fications **
Internal Audits:
Program/Functional 25 67 $999 $36 $4,219 $0
Chief Financial Officer
Financial Statements:
Highway Trust Fund 1 8 $0 $0 $0 $15,400,000
FAA 1 35 $0 $0 $0 $12,400,000
Total Internal Audits 27 110 $999 $36 $4,219 $27,800,000
Grant Audits:
Audits of Grantees under
Single Audit Act 29 20 $2,413 $0 $0 $0
Other Grant Audits 8 4 $1 0 0 $0
Total Grant Audits 37 24 $2,414 $0 $0 $0
Contract Audits:***
Contracts 6 10 $733 $0 $0 $0
Total Contract Audits 6 10 $733 $0 $0 $0
TOTALS 70 144 $4,146 $36 $4,219 $27,800,000

* The dollars shown are the amounts reported to management. The actual amounts may change during final resolution.

*k*k

An adjustment occurs when an amount in an account should be moved to another account in another section of the finan-
cial statement. An example of an adjustment was identified in the Highway Trust Fund (HTF) when the accounts
“Liabilities Not Covered By Budgetary Resources” and “Future Funding Requirements” were reduced by $11.5 billion
because unfunded contract authority, which does not represent obligations to the HTF, were included in these accounts.
A reclassification occurs where the balance in an account includes amounts that should be in another account. An exam-
ple of a reclassification was identified for the HTF when $3.0 billion of unrequisitioned cash was reclassified as invest-
ments instead of accounts receivable.

Prior to this report, audits performed by the Defense Contract Audit Agency (DCAA), funded by OIG, were included in
this table. In FY 1997, responsibility for funding DCAA audits was transferred to the OAs, and OIG was directed by
the Appropriations Committee Conference Report to exclude these from future Semiannual Reports to Congress.

OIG recommended FAA accept the deter-
mined costs, request future actual cost state-
ments be submitted in accordance with the
allocation methods identified in the agree-
ment, and negotiate future agreement costs
based on the findings of OIG’s audit. FAA
accepted the OIG’s cost determinations and
initiated a credit to future billings by the Port
Authority. FAA also intends to negotiate all
future service agreement costs in accordance
with OIG recommendations.

2. In response to a request from the Federal
Transit Administrator, OIG performed a limit-
ed-scope audit of the City of Los Angeles’
Department of Airports revenue retention.
OIG identified three areas where prohibited
airport revenue diversions to the city occurred
after the enactment of the FY 1997 DOT
Appropriations Act. In addition, several pro-
hibited revenue diversions identified in OIG’s
previous audit (Monitoring of Accountability
and Use of Airport Revenues by City of Los
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Angeles, Department of Airports, Report No.
R9-FA-6-001, dated October 30, 1995), occur-
ring prior to the Act, continue to be unre-
solved.

Prohibited revenue diversions since
September 30, 1996, totalled $1,052,100,
which included: (i) excessive sponsor support
service charges totalling $454,300; (ii) airport
parking citation revenue retained by the city,
totalling $445,000; and (iii) rent-free use of air-
port property by the city, with a rental value of
$152,800, from October 1, 1996, to January 31,
1997.

OIG recommended the Acting FAA
Administrator: (i) expedite FAA’s reply to
Report No. R9-FA-6-001 so the issues can be
resolved and the Department can provide the
city and airports a unified position; and
(i) advise the city of the Department’s position
on legitimate capital and operating costs
chargeable to airports.

In a March 26, 1997 letter from the Mayor
of the City of Los Angeles to the Secretary of

DEPARTMENTWIDE AND

Transportation, the Mayor advised that the city
would refund the $1,052,100 and the interest
on that amount by means of a “credit” to an
outstanding bill for city services provided to
the airport. As of March 31, 1997, the “credit”
had not been given and the outstanding bill,
exceeding $26 million, had not been paid.

D. SELECTED SIGNIFICANT FINDINGS AND
RECOMMENDATIONS

The following examples are illustrative of
the types of findings and recommendations
made to departmental officials during the past
6 months. These audits are presented by cate-
gory of audit — Departmentwide and
Administrationwide, Financial Statement, and
Facility/Regional. Due to the recent issuance
of some reports, final disposition or resolution
may not be complete. OIG will evaluate the
responses to final reports and, if disagreements
occur, will seek resolution through the
Department’s formal resolution process.

ADMINISTRATIONWIDE AUDITS

AUDITS ADDRESSING A CONDITION OR PROBLEM THROUGHOUT THE DEPARTMENT OR A

PARTICULAR OPERATING ADMINISTRATION

FHWA SHouLD STRENGTHEN THE MOTOR CARRIER SAFETY PROGRAM.

(Report No. AS-FH-7-006)

OIG Findings

Improvements are needed in the compliance
review program to expand review coverage of
the motor carrier population, more accurately
target carriers for review, induce prompt and
sustained motor carrier compliance with safe-
ty regulations, and ensure the quality of
reviews. During FY 1995, only 8,666 of

345,500 (2.5 percent) interstate motor carriers
received compliance reviews, and 64 percent
of the Nation's carriers remain unrated.
Because of limited resources, FHWA should
better target carriers by emphasizing on-the-
road performance data in their system to prior-
itize and select carriers for review.
Furthermore, FHWA's enforcement efforts
were not effective in inducing prompt and sus-
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tained compliance with regulations and safe
on-the-road performance. Seventy-five per-
cent of carriers sampled did not sustain a satis-
factory rating and, after a series of compliance
reviews, 54 percent of the carriers had vehicle
out-of-service rates from roadside inspections
higher than the FY 1995 national average. In
addition, FHWA did not ensure compliance
review procedures were followed or that criti-
cal review steps were thoroughly performed.

OIG Recommendations

OIG made 14 recommendations designed
to: (i) increase safety fitness determinations
of the motor carrier population; (ii) improve
the system to identify and review problem
carriers; (iii) enhance the effectiveness of the
enforcement program by taking stronger

enforcement actions; and (iv) ensure the qual-
ity of compliance reviews.

Corrective Actions

FHWA concurred or concurred-in-part with
10 of the 14 recommendations. For the four
recommendations which FHWA non-con-
curred and for all other recommendations,
FHWA provided either implementing actions
or proposed alternative corrective actions.
FHWA agreed to: (i) increase contacts with
motor carriers and improve the effectiveness
of compliance reviews; (ii) use a system
which emphasizes on-the-road performance
data to identify high-risk carriers for review;
(ii1) use a new system for assessing increased
penalties for continued noncompliance; and
(iv) develop and implement controls to ensure
the quality of compliance reviews.

FAA biD NOT PrROVIDE CONSUMERS WITH COMPARATIVE DATA ON INDIVIDUAL AIRLINE

SAFETY.
(Report No. AS-FA-7-002)

OIG Findings

While DOT issues a wide variety of data on
aviation statistics, no reports were issued that
gave consumers comparative information on
individual airline safety. Each month, DOT
publishes the Air Travel Consumer Report to
assist consumers with information on the
quality of services provided by the largest
U.S. airlines. The report contains data on
flight delays, mishandled baggage, and over-
sales. In addition, the report summarizes con-
sumer complaints received by DOT.
Although data is available on the quality of
airline service, consumers were not provided
reports on the safety of individual airlines.

As part of its efforts to improve and
enhance aviation safety by sharing data, FAA
established the National Aviation Safety Data
Analysis Center (NASDAC). NASDAC isan

extensive data warehouse containing aviation
safety information. Information in NASDAC
includes accident and incident data, aircraft-
specific information, safety recommenda-
tions, and safety-trend analysis. NASDAC's
primary mission is to provide FAA and the
world aviation community with a comprehen-
sive source of aviation safety data.
Information available to consumers is limited
and includes tips on what types of clothing to
wear when flying. NASDAC has the capabil-
ity to prepare comparative data on airline
safety as demonstrated by a May 1996 inter-
nal report entitled "Low-Cost Air Carrier
Safety Record." The report addressed the
issue of comparative safety and analyzed
overall accident rates, serious accident rates,
and runway incursions caused by pilot devia-
tions. Despite its capability, FAA had been
reluctant to publish airline safety data for fear
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of misinterpretation of the statistics by the
public. However, FAA can compile informa-
tion on airline safety and furnish it to the pub-
lic in a readily understandable form in order to
facilitate comparison among airlines. OIG
concluded that critical safety data on individ-
ual airlines should be made available to con-
sumers. Providing this data to consumers
would improve overall aviation safety by pro-
viding a strong market-based incentive for
airlines to maintain the highest level of safety
in their operations. Furthermore, it would
assist FAA's Office of System Safety to meet
its goal of developing, marketing, and pro-
moting safety information.

OIG Recommendation

OIG recommended FAA compile and fur-
nish to the public, on a recurrent basis, infor-
mation on airline safety in a readily under-
standable form in order to allow consumers to
make comparisons among airlines.

Corrective Actions

The intent of OIG’s recommendation was
met by FAA’s commitment to work with the
aviation community to recommend the best

means to educate the public and to make
available to them information about commer-
cial aviation safety. FAA assembled a task
force to develop recommendations on educat-
ing and supplying safety information to con-
sumers and published a draft report entitled
“A Review of Issues Related to Availability
and Accessibility of Aviation Safety Data.”
The document was developed to stimulate
discussion and to obtain feedback on the types
of aviation safety data that FAA might make
available to the public and issues relating to
the distribution of aviation safety data.

On January 22, 1997, FAA announced it
would substantially increase public access to
aviation safety data and information through
the Internet. In the first full week following
this announcement, 1.4 million Internet users
accessed the FAA home page. This figure
more than doubled FAA’s previous weekly
average for Internet activity. In addition, FAA
expects to add information on the U.S. avia-
tion safety record, safety system, and safety
data over the next few months.

FHWA DID NOT ENSURE STATES FOLLOWED FEDERAL GUIDELINES WHEN ACQUIRING

CONTAMINATED PROPERTY.
(Report No. R6-FH-7-002)

OIG Findings

States acquired right-of-way property with-
out: (i) adequately investigating for contami-
nation; (ii) considering contamination in
assessing property value; or (iii) holding
property owners responsible for cleanup costs
as required by Federal regulations. Of the
20 acquisitions reviewed, OIG found 16 prop-
erties were not adequately investigated for
contamination; 14 appraisal reports contained
no adjustments for contamination; 3 property

appraisals estimated cleanup costs, but states
made no adjustments; and 4 properties were
cleaned up with $390,000 of Federal-aid
funds, but states did not initiate recovery
action against responsible parties. OIG also
found cleanup costs were sometimes hidden
among construction costs. In one state, four
contracts included $10 million of cleanup
costs. Although FHWA was usually aware of
noncompliance by states, FHWA did not limit
Federal financial participation.
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OIG Recommendations

OIG recommended FHWA: (i) incorporate
specific provisions in project agreements
addressing the identified deficiencies; and
(i) deny Federal financial participation in
cleanup costs when states do not comply with
Federal guidelines for acquiring contaminated

property.

Corrective Actions

FHWA agreed to incorporate the spirit and
intent of OIG recommendations as part of its
current effort to revise and streamline the
right-of-way regulations. In the interim,
FHWA plans to issue a policy directive to all
field offices informing them of OIG findings,
and directing the field offices to work with
state highway agencies to ensure best prac-
tices are used when contaminated properties
are encountered.

FTA DATA 1S NOT SUFFICIENT TO CoONCLUDE THE AT TB PROJECT WILL RESULT IN A SAFER

AND MORE CoOST-EFFECTIVE Bus.
(Report No. R3-FT-7-001)

OIG Findings

OIG found that FTA had sufficient data to
support its conclusion that the ATTB Project
will result in environmentally cleaner transit
buses. However, data was not sufficient at
this stage of the project to conclude the ATTB
Project will result in a safer and more cost-
effective bus. A significant portion of the
safety data will not be available until six
ATTB prototypes are built and tested for com-
pliance with Federal safety requirements,
including Federal Motor Vehicle Safety stan-
dards. Beginning September 1997, FTA
planned to field-test four prototypes in rev-
enue service in six urban cities for approxi-
mately 1 year. OIG was concerned that FTA
ensure ATTB prototypes comply with Federal
safety requirements prior to the prototypes
being placed in revenue service. OIG also
reported a comprehensive life-cycle cost
analysis had not been performed to determine
if it would be cost-effective to procure and
operate the ATTB. OIG emphasized that FTA
must ensure comprehensive life-cycle cost
analyses are completed in order to make

informed decisions to fund grantee purchases
of ATTB.

OIG Recommendation

OIG recommended FTA ensure that the
ATTB prototype buses comply with all
applicable Federal safety standards before the
buses are put in service.

Corrective Actions

FTA concurred with the recommendation.
FTA instructed the grantee (Los Angeles
County Metropolitan Transportation
Authority) to require the ATTB Project prime
contractor ensure prototype buses will be in
compliance with all applicable Federal safety
requirements, prior to initiation of field test-
ing in revenue service. During the survey the
FTA grantee requested the ATTB contractor to
submit a proposal for the management and
support of a life-cycle cost analysis program.
This analysis will be completed by the end of
the project.
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CONTROLS OVER THE APPORTIONMENT OF FEDERAL-AID HIGHWAY FUNDS CAN BE

STRENGTHENED.
(Report No. AS-FH-7-001)

OIG Findings

FHWA’s FY 1995 Federal-aid highway
fund apportionments were in compliance with
statutory formulas, related appropriations
acts, and applicable laws. However, OIG
identified an internal control weakness result-
ing from the lack of written systems docu-
mentation for the apportionment process.
OIG also identified a weakness concerning
access to the computer system used in the
apportionment process. These weaknesses
did not affect the 1995 apportionment calcula-
tions. During the audit, FHWA implemented
adequate additional controls to improve com-
puter system security.

OIG Recommendation

OIG recommended FHWA establish writ-
ten systems documentation on the apportion-

ment process which would establish responsi-
bilities and define methodology for accom-
plishing program objectives.

Corrective Actions

FHWA concurred with the recommenda-
tion. FHWA anticipates substantial changes
to the formulas used to apportion Federal-aid
highway funds during the upcoming congres-
sional deliberations over the reauthorization
of the program. Congressional action is not
likely to be completed until late 1997, with
the first distribution of funds under a revised
program structure using new formulas occur-
ring in FY 1998. FHWA expects to complete
development of the documentation following
these apportionments in FY 1998.
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FAA caN ReEDUCE FLIGHT SERVICE OPERATING AND ACQUISITION COSTS.

(Report No. AS-FA-7-003)
OIG Findings

FAA has been modernizing the flight ser-
vice system since 1978 by providing pilots
(primarily general aviation) with improved
flight planning and filing, weather briefings,
communications, and emergency services
essential for safe and efficient flight. These
improvements were accomplished through
consolidation and automation. Flight service
system modernization continues with FAA's
planned procurement of the Operational and
Supportability  Implementation  System
(OASIS). This $128 million program will
replace the existing flight service automation
system. FAA's operations costs for the conti-
nental United States (CONUS) Automated
Flight Service Stations (AFSS) for FYs 1994
and 1995 were $421 million and $401 million,
respectively, amounting to approximately
9 percent of FAA's operations budget. In
OIG’s opinion, FAA has an opportunity to
substantially reduce flight service operating
and acquisition costs by consolidating AFSSs
and evaluating additional alternatives to satis-
fy its mission need. Current technology pro-
vides FAA the ability to provide the same or
increased level of flight services from fewer
numbers of facilities without compromising
safety. OIG found wide variations in operat-
ing and cost efficiencies among FAA regions.
OIG also found FAA's cost per flight service
varied significantly among regions. OIG con-
cluded FAA needs to perform comprehensive
analyses to determine the optimum number
and location of AFSSs as well as the most
cost-effective manner to provide flight ser-
vices. These analyses should be completed
before an OASIS contract award.

OIG Recommendations

OIG recommended that before making an
OASIS contract award, FAA: (i) perform
comprehensive cost and efficiency analyses
of the CONUS AFSSs, and fully consider fur-
ther consolidation and/or colocation; and
(if) complete an evaluation of using the pri-
vate sector to provide the full range of flight
services from the pre-flight function to the
entire flight service function. The evaluation
should also include a transition plan for the
transfer of flight service functions from gov-
ernment to the private sector in order to real-
ize benefits as early as possible.

Corrective Actions

FAA partially concurred with the recom-
mendations. FAA agreed to perform compre-
hensive cost and efficiency analyses of the
CONUS AFSSs to determine the implementa-
tion of future consolidations and/or coloca-
tions of AFSS facilities. FAA estimates the
analyses will be completed within 6 months.
FAA also agreed to complete an extensive
evaluation of a full range of alternatives for
providing flight services. FAA did not, how-
ever, agree that the CONUS AFSS cost and
efficiency analyses or extensive alternatives
evaluation should be completed before con-
tract award because the acquisition strategy
for OASIS includes options that specify incre-
mental numbers of systems for acquisition
and deployment. In addition, this strategy
gives FAA the flexibility to stop production of
OASIS based on the results of these analyses.
Actions taken and planned meet the intent of
OIG’s recommendations.
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FAA’s RESOURCE REQUIREMENT PLANNING SYSTEM FOR OPERATING AND MAINTAINING THE
NATIONAL AIRSPACE SYSTEM (NAS) ESTIMATES FUNDING REQUIREMENTS BUT DOES NOT

TrRACK AcCTUAL COSTS.
(Report No. AS-FA-7-004)

OIG Findings

FAA has identified the resource requirements
needed to transition projects from Facilities and
Equipment funding to Operations funding.
However, because the Logistics Funding
Requirements Document (LFRD) system to
track actual costs was still under development,
OIG was unable to verify the accuracy of these
requirements. OIG also found that, until
FY 1996, FAA had experienced significant
funding constraints, staffing reductions, and
cost increases in overtime and contract mainte-
nance. During OIG’s review, changes occurred
which directly affected resource requirement
planning within Airway Facilities. In FY's 1996
and 1997, Congress provided increased funding
for the maintenance of the NAS and gave FAA
the authority to hire additional field mainte-

nance technicians. Further, FAA completed
two internal studies on maintenance of the NAS
and is implementing numerous initiatives
affecting resource requirement planning. In
addition, the Air Traffic Management System
Performance Improvement Act of 1996,
P.L. 104-264, required FAA to contract with an
independent entity to conduct a complete
assessment of the financial requirements of
FAA through the year 2002.

OIG Recommendations

OIG determined that development of the
LFRD, recent internal studies and initiatives,
and the requirement to contract for the assess-
ment of its financial needs should assist FAA in
its resource requirement planning. Therefore,
OIG did not make any recommendations.



SECTION | - AuDIT ACTIVITY

FINANCIAL STATEMENT AUDITS
PERFORMED UNDER THE CHIEF

FINANCIAL OFFICERS AcT oF 1990

The CFO Act of 1990 was passed to: (i) bring more effective general and financial manage-
ment practices to the Federal government; (ii) improve systems of accounting, financial manage-
ment, and internal controls; and (iii) provide for the production of complete, reliable, timely, and
consistent financial information and reports. During this reporting period, OIG focused its CFO
efforts on auditing the significant internal accounting and administrative control systems and con-
ducting necessary and appropriate audit tests and verifications associated with DOT’s first con-
solidated Departmentwide financial statement, as well as the individual financial statements of

FAA and FHWA'’s Highway Trust Fund.

FAA’s FY 1996 FINANCIAL STATEMENT.
(Report No. R3-FA-7-004)

FAA’s Statement of Financial Position as of
September 30, 1996, encompassing all FAA
activities and operations, received a dis-
claimer of opinion because of six material
internal control weaknesses and two
reportable conditions. For Operating
Materials and Supplies and Property and
Equipment reported on the Statement of
Financial Position at a total of $9.3 billion
(representing 51 percent of FAA’s total
assets), there were inadequacies in supporting
documentation and unreconciled discrepan-
cies between general ledger balances main-
tained in the Departmental Accounting and
Financial Information System and FAA’s sub-
sidiary records. In addition, equipment pur-
chase transactions were inappropriately
expensed and should have been capitalized.
Furthermore, FAA did not have adequate con-
trols in place to: (i) ensure consistency
between financial statements and budgetary
reports in reporting budget execution results
and (ii) prevent recording of invalid liabilities.

As a result of these documentation and cap-
italization problems, the scope of OIG’s work
was not sufficient to enable the OIG to express
an opinion on the Statement of Financial
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Position as of September 30, 1996. This in
turn, prevented the OIG from determining
whether the information and manner of pre-
sentation in the Overview and Supplemental
Financial and Management Information sec-
tions of the financial statement package were
consistent with the information in the
Statement of Financial Position. Except for
compliance issues discussed in the internal
control deficiencies and the absence of perfor-
mance measures, FAA complied in all materi-
al respects with laws and regulations directly
affecting the Statement of Financial Position.

The OIG made recommendations to FAA to
strengthen internal controls and establish the
correctness of FAA financial statement bal-
ances for Operating Materials and Supplies,
Capitalization of Equipment Purchase Costs,
Property and Equipment, the Work-in-Process
Account, Budget and Financial Statement
Report Reconciliations, Accounts Payable
Liabilities, Yearend Accrued Liabilities, and
Capital Leases and Leasehold Improvements.
FAA concurred with 34 of 35 recommenda-
tions and has initiated or plans corrective
actions. Corrective actions taken or planned
by FAA were responsive to the 34 recommen-
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dations. The OIG asked FAA to reconsider its
position on the nonconcurrence with the OIG
recommendation to review prior transactions

to identify equipment purchases that were
improperly expensed.

HicgHwAY TRUST FUND (HTF) FY 1996 FINANCIAL STATEMENTS.

(Report No. AS-FH-7-007)

The Combined Statement of Financial
Position and Combined Statement of
Operations for the HTF as of September 30,
1996, involving the trust fund-related activi-
ties of FHWA, FTA, and National Highway
Traffic Safety Administration (NHTSA),
received an unqualified opinion. Internal con-
trols affecting accounting and administrative
processes for FHWA, FTA, and NHTSA pro-
vided reasonable assurance that information
reported in the HTF financial statements was
reliable. Internal controls over performance
information reported in the financial state-
ments for FTA and NHTSA were reliable in
terms of meeting the existence and complete-
ness requirements for performance measures.
However, internal controls needed strengthen-
ing over: (i) FHWA’s and FTA’s computer
security programs for the automated systems
used to administer grants and make disburse-
ments to grantees; (ii) FHWA’s and FTA’s
payment systems to detect duplicate payments
and FHWA'’s payment system to preclude pro-
ject payments in excess of obligated project
funds; (iif) FHWA'’s procedures to record pro-
curement contracts as liabilities after receipt
of the goods and services; (iv) FHWA’s,
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FTA’s, and NHTSA’s procedures to reconcile
general ledger account balances with reported
budget information; and (v) FHWA’s perfor-
mance measures to ensure compliance with
Office of Management and Budget require-
ments. FHWA, FTA, and NHTSA complied
in all material respects with the laws and reg-
ulations directly affecting the Combined
Statement of Financial Position and
Combined Statement of Operations for the
HTF. In addition, the Supplemental
Information (which included the Management
Overview) was materially consistent with
information in the Combined Statement of
Financial Position and Combined Statement
of Operations. FHWA, FTA, and NHTSA
accounting personnel agreed with and imple-
mented OIG’s recommended audit adjust-
ments. The resulting modifications incorpo-
rated into the final version of the FY 1996
HTF Financial Statements included $12 bil-
lion in line item adjustments and $3.4 billion
in line item reclassifications. The line item
modifications incorporated in the audited
HTF Financial Statements were not caused by
systemic weaknesses in the internal control
structures of FHWA, FTA, and NHTSA.
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FACILITY/REGIONAL AUDITS

AUDITS ADDRESSING A PROBLEM OR CONDITION AT A SPECIFIC LocALITY OR FACILITY

INADEQUATE QUALITY CONTROL TESTING JEOPARDIZES BRIDGE SEISMIC RETROFIT PROGRAM

IN CALIFORNIA.
(Report No. R9-FH-7-002)

OIG Findings

California Department of Transportation
(Caltrans) did not apply uniform quality con-
trol specifications and testing procedures
when using shotcrete (pneumatically placed
concrete) for bridge seismic retrofit construc-
tion.  This occurred because Caltrans
approved change orders to substitute shotcrete
for cast-in-place concrete in retrofit projects,
before establishing uniform quality control
specifications and testing procedures for shot-
crete. FHWA was not aware Caltrans was
using shotcrete without uniform quality con-
trol specifications and testing procedures. As
a result, Caltrans and FHWA did not have ade-
quate assurance bridges retrofitted with shot-
crete will withstand the seismic forces of

major earthquakes for which they were
designed.

OIG Recommendations

OIG recommended the FHWA Regional
Administrator require Caltrans to: (i) develop
uniform quality control specifications and
testing procedures for shotcrete used in retro-
fit projects; (ii) conduct laboratory and field
testing of shotcrete retrofit components; and
(iii) repair or replace any shotcrete compo-
nents which do not meet standards.

Corrective Actions

FHWA agreed with the findings and is
implementing OIG’s recommendations.

FHWA OVERSIGHT OF TESTING PROCEDURES ON THE CENTRAL ARTERY/THIRD HARBOR

TuNNEL (CA/THT) PROJECT.
(Report No. R2-FH-7-007)

OIG Findings

OIG identified weaknesses in FHWA'’s over-
sight of the quality of construction on Boston’s
CA/THT Project. OIG also identified weak-
nesses in the project’s quality of workmanship,
disposition of failed materials, implementation
of the Massachusetts Highway Department's
(State) Materials Manual, and completion of
material documents and reports. The State and
Project consultant did not comply with testing
procedures, contractual requirements, and
Federal regulations. As a result, the Project
incurred $1,784,000 in additional expenses for
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repairs and delays due to inferior workman-
ship, and FHWA did not have reasonable assur-
ance that construction and materials used in the
Project were in accordance with applicable
specifications.

OIG Recommendations

OIG recommended FHWA: (i) strengthen
FHWA oversight of project testing procedures
to ensure construction and materials comply
with specifications; (ii) not participate in
Project costs caused by inferior workmanship
or overriding contract provisions; (iii) require
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timely and effective responses to reports of
materials failing to meet specifications;
(iv) ensure FHWA review and approve
changes to the Materials Manual prior to
implementation; and (v) require material
closeout reports to be properly documented
and reviewed for compliance with contract
specifications.

Corrective Actions

FHWA concurred with OIG recommenda-
tions and identified corrective actions to
address the weaknesses cited. FHWA will also
include follow-on review activities as part of
the Massachusetts Division’s work plan, hold
periodic materials monitoring meetings with
the State and consultant, and not participate in
costs associated with inferior or substandard
quality of workmanship.

E. MANAGEMENT DECISIONS

1. Background

Section 5 of the IG Act of 1978 requires an
identification of each significant recommen-
dation described in previous semiannual
reports on which corrective actions have not
been completed. The IG Act Amendments of
1988, P.L. 100-504, established new require-
ments to report recommendations. The term
“management decision” means the evaluation
by management of the finding and recommen-
dation, including actions concluded to be nec-
essary. Section 5 of the Act was amended to
require statistical tables on the status of man-
agement decisions; a summary of audit
reports over 6 months old for which no man-
agement decision was made; a description of,
and reasons for, any significant revised man-
agement decisions; and information on any
significant management decision with which
the IG is in disagreement.

2. Status of Management Decisions
Tables 2 and 3 are required by P.L. 100-504
(Section 5(a)(9) of the IG Act) and provide
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statistical summaries of the management deci-
sions on OIG reports. Included in these tables
are the number of reports, recommendations,
and dollar value of recommendations reported
for which:

* no management decision had been made
by the commencement of the reporting
period;

* amanagement decision was made during
the period, including: (i) the dollar value
of agreed to or disallowed costs and
(i) the dollar value of costs not agreed to
or disallowed; and

* no management decision had been made
by the end of the reporting period.

In addition, although not required by the
Act, Table 4 is included to show management
decisions for reports that recommended pro-
cedural improvements.
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Table 2
Inspector General Issued Reports With Recommendations That Questioned Costs
(Dollars in Thousands)

Number of Number of Questioned  Unsupported*
Reports  Recommendations  Costs Costs
A. For which no management decision had
been made by the commencement of the
reporting period 82 87 $139,235 ($31,754)
B. Which were issued during the reporting period 12 14 $4,182 ($36)
TOTALS (A+B) 94 101 $143,417 ($31,790)
C. For which a management decision was made
during the reporting period 82 86 $107,483 ($27,090)
(i) dollar value of disallowed costs 9™ 107" $1,666 ($331)
(ii) dollar value of costs not disallowed ™™™ 76™" 79" $105,817 ($26,759)

D. For which no management decision has been
made by the end of the reporting period 12 15 $35,934 (%$4,700)

*  Unsupported costs are also included in the figures shown as questioned costs.

** Includes reports where costs were both allowed and disallowed.

*** Includes recommendations where costs were both allowed and disallowed.

**** Defense Contract Audit Agency audit activity in support of DOT procurements reported in prior semiannual reports is
no longer being tracked by OIG. The data shown represents the writedown of 71 reports with 74 recommendations
totaling $81.4 million.
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Table 3

Inspector General Issued Reports With Recommendations That Funds Be Put To Better Use

Number of Number of Dollar Value
Reports Recommendations (in Thousands)
For which no management decision had
been made by the commencement of the
reporting period 8 17 $149,491
Which were issued during the reporting period 3 5) $4,219
TOTALS (A+B) 1 22 $153,710
For which a management decision was made
during the reporting period 4 6 $65,155
(i) dollar value of recommendations that
were agreed to by management
— based on proposed management action 4" 6" $52,388
— based on proposed legislative action 0 0 0
(ii) dollar value of recommendations that
were not agreed to by management 2" 3" $12,767
For which no management decision has been
made by the end of the reporting period 7 16 $88,555

Includes reports and recommendations where some costs were allowed and other costs were disallowed.
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Table 4

Inspector General Issued Reports With Procedural Recommendations

Number of Number of
Reports Recommendations
A. For which no management decision had been made
by the commencement of the reporting period 63 104
B. Which were issued during the reporting period 33 125
TOTALS (A+B) 96 229
C. For which a management decision was made
during the reporting period 70 160
By Type of Audit
— Internal Audits 19 103
— Grant Audits 2 6
— Contract Audits 49 51
D. For which no management decision has been made
by the end of the reporting period 26 69
By Type of Audit
— Internal Audits 17 56
— Grant Audits 8 12
— Contract Audits 1 1
3. Summary of Departmental Efforts issues to the next higher organizational level

Departmental Order 8000.1C prescribes and to the Secretary, when necessary.

uniform definitions, requirements, and proce-
dures for processing and resolving audit find-

Table 5 summarizes management decisions

ings and recommendations. It includes spe- made during the past 6 months to resolve
cific procedures for referring unresolved audit reports.

16



ECTION | - AUDIT ACTIVITY

Table 5
Summary of Inspector General Issued Audit Reports With Recommendations
(Dollars in Thousands)

Number ~ Number Questioned Unsupported Funds To Be
of  of Recommen-  Costs Costs* Put To
Description Reports dations Better Use
Unresolved as of 9/30/96 130 208 $139,235  ($31,754)  $149,491
Audits with Findings During Current Period 38 144 $4,182 ($36) $4,219
Total to be Resolved 168 352 $143,417  ($31,790)  $153,710
Management Decisions During Current Period
Audits Prior Period 117 147 $105,714  ($27,054) $65,155
Audits Current Period 21 105 $1,769 ($36) 0
Total Resolved Reports/Recommendations 138 252 $107,483  ($27,090) $65,155
Unresolved as of 3/31/97** 30 100 $35,934 (%4,700) $88,555
Aging of Unresolved Audits
Less Than 6 Months Old 17 39 $2,413 (0) $4,219
Between 6 Months and 1 Year 2 9 $3,000 (0) $36,400
Between 1 Year and 18 Months 6 26 $5,125 (%4,700) $30,908
Between 18 Months and 2 Years 3 6 $25,396 (0) $6,500
Over 2 Years Old 2 20 0 Q) $10,528
TOTALS 30 100 $35,934 ($4,700) $88,555

*

Unsupported costs are also included with the figure shown as questioned costs.
**  Areport is considered unresolved if management decisions have not been made on all the report recommendations.

4. Status of Unresolved Audit
Recommendations Over 6 Months Old

a. Background

Section 5(a)(10) of the IG Act, as amended,
requires a summary of each audit report issued
before the start of this semiannual reporting
period for which no management decision had
been made by the end of the period, including
the date and title of each report and an expla-
nation of the reasons the management deci-
sions were not made.
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b. Internal and Grantee Audit Reports

Identified in the following schedule are
audits from previous semiannual reports con-
taining findings and recommendations that
required further action as of the end of this
reporting period. To facilitate referencing
these "open™ items to the previous reports, the
schedule identifies the applicable semiannual
reports. In accordance with P.L. 100-504, 1G
Act Amendments of 1988, the current status of
management action regarding resolution of
these reports is also shown.
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STATUS OF UNRESOLVED AUDIT
RECOMMENDATIONS OVER 6 MONTHS OLD

Report Title

Report Number

Report Date

Resolution Status

SEMIANNUAL OCTOBER 1, 1993-MARCH 31, 1994

FAA-Certification and Surveillance of
Domestic and Foreign Repair Stations
FAA-Monitoring of Airport Revenues at the
Phoenix Sky Harbor International Airport

03/07/94

10/18/93

This report was referred to the Departmental
Resolution Official in February 1995.

This report was referred to the Departmental
Resolution Official in June 1994.

SEMIANNUAL APRIL 1, 1995-SEPTEMBER 30, 1995

FTA-Useful Life of RailCars Washington
Metropolitan Area Transit Authority.
FTA-Administration of Capital Grants
Metro Atlanta Rapid Transit Authority
FAA-Limited Review of the State of
Hawaii Department of Transportation
Use of Airport Revenues

06/27/95

07/11/95

04/28/95

This report was referred to the Departmental
Resolution Official in August 1996.
This report was referred to the Departmental
Resolution Official in January 1996.
This report was referred to the Departmental
Resolution Official in October 1995.

SEMIANNUAL OCTOBER 1, 1995-MARCH 31, 1996

FAA-Controls over Access to Aircraft for
Free Transportation

FTA-Useful Life of Railcars Summary Report R4-FT-6-027

FAA-Use of Airport Revenues Stapleton
International Airport

FAA-Voluntary Separation Incentive Payments R6-FA-6-009

FAA-Monitoring Accountability and Use of
Airport Revenues Los Angeles
FAA-Advisory Memorandum on Santa Ynez
Valley Airport Hotline

02/20/96

03/19/96

02/08/96

02/09/96

10/30/95

12/06/95

This report was referred to the Departmental
Resolution Official in August 1996.

This report was referred to the Departmental
Resolution Official in August 1996.

This report was referred to the Departmental
Resolution Official in August 1996.
Awaiting FAA’s investigation

and U.S. Attorney action.

This report was referred to the Departmental
Resolution Official in August 1996.

This report was referred to the Departmental
Resolution Official in August 1996.

SEMIANNUAL APRIL 1, 1996-SEPTEMBER 30, 1996

FAA-Airport Improvement Program Grants
Provided To Hawaii DOT
FHWA-State of Oklahoma

09/20/96

08/13/96

This report was referred to the Departmental
Resolution Official in February 1997.

This report should be resolved during

the third quarter of FY 1997.
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5. Required Reports

Section 5(a)(11) of the IG Act, as amended,
requires a description and explanation of the
reasons for any significant revised manage-
ment decisions made during the reporting peri-
od. OIG performs secondary followup on sig-
nificant audit reports issued in prior periods to
determine the status of management actions to
implement recommendations. During this fol-
lowup, any instances where management had
significantly revised a decision would be iden-
tified and reported to OIG. During this report-
ing period, there were no significant revisions
of departmental management decisions report-
ed to OIG.

Section 5(a)(12) requires information con-
cerning any significant management decision

with which OIG is in disagreement. At the end
of this reporting period, there were no signifi-
cant management decisions with which OIG
was in disagreement.

F. APPLICATION OF AUDIT RESOURCES

At the end of the reporting period, OIG had
an authorized staffing level of 281 full-time
positions involved in audit operations, of
which 107 positions (38 percent) were located
in Washington, DC, and the remaining 174
(62 percent) were distributed among seven
OIG regional offices. The organizational
structure and the distribution of OIG audit
staffing authorizations are shown in Table 6.

Table 6
Audit Staffing Authorizations as of March 31, 1997

Office Total Personnel
Assistant Inspector General (AlG) for Auditing 2
Deputy AIG for Auditing 9
Office of Transportation Program Audits 50
Office of Information Technology, Financial, and Secretarial Audits 46
Region Il (New York) 27
Region 111 (Baltimore) 22
Region IV (Atlanta) 28
Region V (Chicago) 28
Region VI (Ft. Worth) 26
Region IX (San Francisco) 27
Region X (Seattle) 16
TOTAL 281
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The application of OIG audit resources by OA during this reporting period is shown in the fol-
lowing graph.

APPLICATION OF AUDIT RESOURCES
BY OPERATING ADMINISTRATION
OCTOBER 1, 1996 TO MARCH 31, 1997

OST (16%

FAA (56%)

FHWA (10%

USCG (10%

FTA (3%
NHTSA (2%  RSPA (1%
MARAD (2%

Time expended on FRA and SLSDC was less than 1 percent.
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A. INTRODUCTION

This section summarizes OIG evaluations
activities for the 6-month period ended
March 31, 1997.

The Office of AIG for Evaluations provides
independent and objective evaluations of DOT
programs and operations. The office’s evalua-
tive reviews cover an assortment of areas rang-
ing from organizational, programmatic, and
performance-based evaluations to systematic
meta-analyses of major transportation issues.

ECTION |l - EVALUATIONS ACTIVITY ——

While supporting the overall OIG mission to
detect fraud, waste, abuse, and mismanage-
ment, evaluations are used to address issues
where an audit is unnecessary and a criminal
investigation is inappropriate.

B. EVALUATIONS ACCOMPLISHMENTS

The evaluations staff completed a total of
7 projects (2 evaluations, 1 congressional
request, and 4 other referrals) resulting in
7 reports and 10 recommendations. In addi-
tion, a total of 7 projects are currently under-
way, including 5 evaluations, and 2 referrals.

C. SELECTED SIGNIFICANT FINDINGS AND RECOMMENDATIONS

FAA’s DEICING PROGRAM CHANGES WILL NOT ELIMINATE ICING-RELATED ACCIDENTS AND

INCIDENTS.
(Report Nos. E5-FA-7-001 and E5-FA-7-002)

OIG Findings

OIG reviewed FAA's Deicing Program to
determine if changes to the FAR Part 121,
"Aircraft Ground Deicing and Anti-Icing
Program,"” improved air safety during icing con-
ditions. OIG found FAA: (i) has not systemat-
ically analyzed air carrier deicing programs to
ensure “best practices” are widely implement-
ed; (ii) does not adequately analyze results of its
deicing inspections to improve the safety of air
carrier deicing operations; (iii) has shortfalls in
its airport operator regulations and in its method
of identifying which airports need special deic-
ing programs; (iv) has little impact on facilitat-
ing the construction of deicing facilities; and
(v) lacks technical, in-house icing expertise.
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In a followup review of deicing operations
during the 1995-1996 winter season, OIG
observed aircraft activity during snow events
at the LaGuardia Airport in New York, New
York, and at the O'Hare International Airport
in Chicago, Illinois. OIG found: (i) air carri-
ers canceled or delayed flights because of the
weather; (ii) aircraft appeared to be free of
snow and ice at takeoff; (iii) air carriers at
O'Hare were using new, longer lasting, anti-
icing fluids that increase holdover times (i.e.,
the elapsed time before an aircraft must repeat
deicing fluid applications); and (iv) FAA, air-
port operators, and air carriers were working
together to avoid expiring holdover times on
deiced aircraft.
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Deicing an Aircraft.

OIG Recommendations

OIG recommended FAA: (i) review air car-
rier deicing programs to ensure "best practices"
are adopted within air carrier deicing pro-
grams; (ii) take steps to ensure FAA inspectors
analyze inspection results, plan future inspec-
tions, and seek necessary air carrier Deicing
Program changes; (iii) develop and apply crite-
ria to identify airports needing “special empha-
sis” under the Deicing Program and require
these airports to develop deicing plans;
(iv) revise the regulation (FAR Part 139) to
include airport operator responsibilities in icing
conditions, including developing and provid-
ing deicing plans to FAA; (v) aid airport oper-
ators in resolving environmental issues; and
(vi) establish an icing expert oversight position.

Corrective Actions

FAA concurred with recommendations
(i1) and (v), partially concurred with recom-
mendations (i) and (vi), and did not concur
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with recommendations (iii) and (iv). In its
response to the nonconcurred recommenda-
tions, FAA saw no reason to develop and pub-
lish criteria to define airports given “special
emphasis” under the FAA Deicing Program,
because the selection of airports has since
been expanded to include all airports which
might be subject to icing conditions. In addi-
tion, FAA did not agree to revise FAR Part
139 because deicing plans are outside the con-
trol and jurisdiction of the airport operator.

OIG agreed there was no reason to define
“special emphasis” airports if the selection of
airports has been expanded to include all air-
ports which might be subject to icing condi-
tions. However, OIG did not agree with the
other FAA responses and subsequently
requested that FAA: (i) require selected air-
ports to develop local deicing plans and pro-
vide a listing of these airports to OIG;
(if) reconsider revising the regulation to
address the responsibilities of airport opera-
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tors; (iii) provide air carriers and aviation
safety inspectors with "best practice™ infor-
mation on deicing procedures; (iv) provide
instructions to inspectors on using surveil-
lance data to perform followup inspections or
to change air carriers’ deicing programs; and
(v) provide a listing of enforcement actions

taken in the 1993-1994 and 1994-1995 winter
seasons. In response to request (v), FAA has
provided a listing of enforcement actions; but
OIG is still seeking backup information on
specific air carrier violations and FAA sanc-
tions. OIG is awaiting FAA’s response to the
other five requests for further action.

FAA DivisioNs ALLEGEDLY COORDINATED UNSATISFACTORILY ON OCCUPATIONAL SAFETY AND

HEALTH PROGRAMS.
(Report No. E5-FA-7-006)

OIG Findings

OIG reviewed allegations of unsatisfactory
program coordination and improper budget
control activities between two FAA divisions
responsible for overseeing and implementing
FAA’s occupational safety and health pro-
grams. While finding coordination efforts
between the two divisions were unsatisfacto-
ry, OIG did not substantiate a second allega-
tion that program funds of one division were
being used on functions of another division.

OIG Recommendations

OIG recommended: (i) FAA revise the
Office of Environment and Energy, Facility
Environment and Safety Division (AEE) and
the National Airspace System Transition and
Implementation Office, Engineering and
Environmental Safety Division (ANS) mis-
sion and function (M&F) statements to elimi-
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nate any overlap and/or duplication of func-
tions; and (ii) AEE and ANS issue supple-
mental guidance, such as Memoranda of
Understanding (MOU) or Standard Operating
Procedures, to clarify any remaining issues
not addressed in the AEE and ANS revised
M&F statements.

Corrective Actions

FAA concurred with the recommendations.
In a meeting between AEE and ANS man-
agers on February 26, 1997, they agreed on
revisions to M&F statements to clarify
responsibilities and eliminate overlap. The
managers also indicated their commitment to
develop a MOU by May 31, 1997, on policy
and implementation guidance development,
oversight and evaluation, and budget develop-
ment. OIG has requested that FAA provide
OIG with a copies of the final M&F state-
ments and MOU.
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FAA ALLEGEDLY PROCURED RAISED ACCESS FLOORING IMPROPERLY IN ITS SOUTHWEST

REGION.
(Report No. E5-FA-7-007)

OIG Findings

OIG reviewed an allegation that FAA’s
Southwest Region unnecessarily restricted
procurement of aluminum raised access floor-
ing at two Texas air traffic facilities, potential-
ly wasting more than $150,000. OIG found
that aluminum flooring was specified in only 3
of 12 bid solicitations for FAA’s air traffic
facilities constructed since January 1993. In
addition, OIG found that FAA’s Southwest
Region engineers overstated the benefits and
understated the extra cost of aluminum floor-
ing versus concrete/steel panels.

OIG Recommendation

OIG recommended FAA require that
future procurements of raised access flooring
for air traffic facilities in the Southwest
Region do not include unnecessary, restric-
tive specifications.

Corrective Actions

FAA partially concurred with the recom-
mendation. In response to OIG’s draft report,
FAA had begun to collect information from its
engineers on the cost and value of aluminum
flooring panels. FAA engineers will further
discuss this issue at a national meeting. In the
meantime, FAA will advise its nine regions to
ensure that restrictive specifications for raised
access flooring are used only when necessary.

FAA ALLEGEDLY MISMANAGED A PROJECT TO UPGRADE ELECTRICAL POWER AT AIR TRAFFIC

FaciLITIES.
(Report No. E5-FA-7-003)

OIG Findings

In response to a congressional inquiry on
behalf of a constituent, OIG reviewed allega-
tions of waste and mismanagement in FAA’s
Air Route Traffic Control Centers Critical and
Essential Power Systems (ACEPS) Project.
Specifically, the constituent alleged FAA
failed to provide adequate oversight of design
specifications, test procedures, and overtime
and warehouse costs, resulting in unnecessary
delays and costs. OIG found FAA: (i) failed
in its review of technical specifications to
identify both a power system wiring deficien-
cy and a floor density problem, resulting in
schedule delays and extra costs; (ii) approved
deficient equipment testing and failed to spec-
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ify requirements for detailed test procedure
documentation, causing unnecessary delays;
and (iii) paid for equipment rewiring and
retesting work that resulted from deficient
FAA oversight.

OIG Recommendation

Because the ACEPS installation work was
largely complete at the time of OIG’s review,
no recommendations were made correspond-
ing to the above findings.

Corrective Actions

The issues identified in this review will be
considered on any future ACEPS installation
work.
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D. APPLICATION OF EVALUATIONS Headquarters, Washington, DC, and the
RESOURCES remaining 19 (86 percent) were located at
two regional offices. The organizational
structure and the distribution of OIG evalua-
tions staffing authorizations are shown in
Table 7.

At the end of the reporting period, OIG had
an authorized staffing level of 22 full-time
positions involved in evaluations operations,
of which 3 (14 percent) were located in

Table 7
Evaluations Staffing Authorizations as of March 31, 1997

Office Total Personnel
Assistant Inspector General (AIG) for Evaluations 2
Deputy AIG for Evaluations 1
Region | (Washington) 14
Region V (Chicago) 5
TOTAL 22

The application of OIG evaluations resources by OA during this reporting period is shown in
the following graph:

APPLICATION OF EVALUATIONS RESOURCES
BY OPERATING ADMINISTRATION
OCTOBER 1, 1996 TO MARCH 31, 1997

FAA (81%

RSPA (1%

OST (18%
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A. INTRODUCTION

This section summarizes OIG’s investiga-
tive activities for the 6-month period ended
March 31, 1997.

The Office of AIG for Investigations
conducts four types of investigations: reactive;
proactive; preliminary inquiries; and hotlines.
Reactive investigations focus primarily on
individuals or companies identified as subjects
at the outset of the investigation. Proactive
investigations are OlG-initiated efforts which
focus on DOT operations or activities
vulnerable to fraud, waste, and abuse.
Preliminary inquiries are limited reviews where
factual bases for full investigations do not yet
exist.  Hotlines consist of the receipt,
evaluation, and referral of complaints provided
through various sources and offer anonymity
to the complainant. Hotline activity is outlined
in Section 1V. During this 6-month period,
77 percent of direct investigative staff hours
was devoted to reactive investigations,
21 percent to proactive investigations, and
2 percent to hotline activities.

B. INVESTIGATIVE ACCOMPLISHMENTS

OIG investigations during this reporting
period resulted in $7,473,642 in monetary
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recoveries which included fines, court-ordered
restitutions, civil judgments/settlements, and
Federal and state recoveries. Monetary recov-
eries are collected by the Federal treasury and,
in some instances, are returned to the
Department. State monetary recoveries are
retained by the states.

OIG investigations were directed toward
specific individuals or companies based on
alleged or suspected violations of law.
Statistical summaries of investigations and
synopses of selected significant investigations
are presented as follows:

1. Investigation Activity

The pending inventory of investigations as
of October 1, 1996, was 454. Seventy-
five cases were opened and 73 cases were
closed during the reporting period, resulting in
a pending caseload of 456 as of March 31,
1997. Table 8 shows the types of cases pend-
ing and the affected OAs.

2. Prosecutive Referrals

During this 6-month period, 149 cases were
accepted and 16 were declined for prosecution.
The number of cases pending before prosecu-
tive authorities as of March 31, 1997, was 88.
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Table 8
Profile of Pending Investigations
DOT Operating Number of Types of Cases
Administrations Cases Contracts Employees Grants Other*
FAA 209 21 65 8 115
FHWA 121 8 8 24 81
FRA 5 0 5 0 0
FTA 29 5 3 16 5
MARAD 14 4 7 1 2
NHTSA 6 1 2 0 3
OST 16 1 11 1 3
RSPA 14 2 3 0 9
SLSDC 1 0 1 0 0
USCG 41 9 18 1 13
TOTALS 456 51 123 51 231
Percent of Total 100% 11% 27% 11% 51%
* Includes companies and individuals making false statements to departmental program elements.
3. Judicial and Administrative Actions
Table 9 shows judicial actions during the reporting period ended March 31, 1997.
Table 9
Judicial Actions
October 1, 1996 to March 31, 1997
Judicial Action Number
Indictments 61
Convictions 27
Years Sentenced 18
Years Probation 80
Fines $1,900,030
Court-ordered Restitutions/Civil Judgments $681,434
Federal Recoveries $4,892,178
State Recoveries 0
TOTAL $7,473,642

During this reporting period, OIG was tigative activity. Shown in Table 10 are
advised of 35 administrative actions taken by  administrative actions, including debarments,
the various DOT elements as a result of inves-  taken during this reporting period.
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Table 10
Administrative Actions
October 1, 1996 to March 31, 1997

Administrative Actions

Number

Employee Suspensions

Employee Reprimands

Employee Resignations/Retirements
Employee Restitutions

Employee Terminations
Counseling/Other Employee Actions
Debarment/Suspension of Individuals

Debarment/Suspension of Corporations/Companies

Not Substantiated

Other Remedial Actions

Investigations Initiated
TOTAL

[2=Y
AW NONNNPFPONONPE
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C. SELECTED INVESTIGATIONS

The investigations described below reflect the wide range of investigative efforts during this

reporting period.

HazarDOUS MATERIALS (HAZMAT) TRANSPORT COMPANY FINED $1 MILLION IN

CONNECTION WITH FATAL ACCIDENT.

In a previously reported case, a fatal motor
carrier accident occurring in the State of New
York resulted in an investigation being con-
ducted jointly with FHWA's Office of Motor
Carriers and the FBI. As a result of the ensu-
ing investigation, a felony Information was
filed in Federal court against a corporation
engaged in the business of transporting and
selling propane gas.

The Information charged the company with
making approximately 93 false driver daily
logs in violation of Federal motor carrier safe-

29

ty regulations applicable to carriers of HAZ-
MAT. A number of those false logs were pre-
pared by the driver who was Kkilled in
July 1994 when the propane transport trailer
he was driving struck a guard rail and explod-
ed. The Information charged that, at that time
of his death, the driver had been on duty
approximately 35 hours without the required
8 consecutive hours off duty. On March 12,
1997, the company was sentenced to 5 years
probation, 2,500 hours of community service
focused on drivers educating the public on the
effects of driver fatigue, and a $1 million fine.
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NATIONWIDE TEXAS TRUCKING FIRM AND OWNER PLEAD GUILTY TO FALSIFYING DRIVER LOGS.

As a result of joint investigative work
between OIG, the FBI, and FHWA'’s Office of
Motor Carriers, a Federal grand jury in the
Northern District of Texas returned a 12-count
indictment against a nationwide trucking
company, headquartered in Texas, and three
corporate officials for conspiring to defraud
the Federal government and submitting false
statements. The defendants were charged
with falsifying drivers’ logs, used by FHWA
to monitor the activities of interstate truck dri-
vers and to prevent accidents caused by
fatigued truck drivers. The indictment alleged
the defendants encouraged its drivers to drive
in excess of the number of hours allowed by
Federal law and, in an effort to conceal this
from FHWA officials, falsified the driver logs
with names of "ghost™ drivers who either did
not exist or who had left the company.

This motor carrier operator had a history of
compliance problems with FHWA, and its dri-
vers had been involved in a number of inci-
dents over the past year. One of those inci-
dents involved an April 1996 crash with a
school bus in Terrell, Texas, where the driver
was cited by the police for fatigue and/or
falling asleep at the wheel as a contributing
factor to the crash. The school bus driver, who
was seriously injured, was driving an empty
bus enroute to his first stop. His route entailed
the transportation of 50 school children.

On February 6, 1997, the company and the
owner pled guilty to charges of conspiracy to
defraud FHWA by making false statements
regarding the drivers’ logs, to include instruct-
ing drivers to violate DOT highway safety
regulations by using non-existent names in
drivers’ logs. Sentencing is pending.

This accident, involving a truck owned by the convicted company, highlights the safety threat cre-
ated when DOT safety regulations and programs are defrauded. The convicted company had an
accident rate three times worse than the average carrier of its size.
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WANT TO KNOow MORE ?

To meet the needs of readers who wish to know more about a particular audit, inspection, or
evaluation discussed in this report, OIG has provided a tear-out card at the bottom of this page
that folds into a self-mailer (postage required). Please identify those reports (by report number)
you would like to receive and include your name and mailing address. The reports will be sent
to you as soon as possible.

Thank you for your interest in the work of OIG. OIG will continue to explore ways to make
these reports responsive to the readers’ needs within the parameters of OIG’s statutory require-
ments. Please address any questions or comments to OIG, U.S. Department of Transportation,
Room 7422, 400 Seventh Street, S.W., Washington, DC 20590.

Please send me the following report(s):

____AS-FA-7-002 ____E5-FA-7-003 ___R3-FT-7-001
____AS-FA-7-003 ____E5-FA-7-006 ____R5-CG-7-002
____AS-FA-7-004 ____E5-FA-7-007 ____R5-FA-7-001
___AS-FH-7-001 ____RO-FA-7-004 ____R6-FH-7-002
____AS-FH-7-006 __R2-FA-7-001 ___R9-FA-6-001
____AS-FH-7-007 ____R2-FH-7-007 ___R9-FH-7-002
____E5-FA-7-001 ____R2-FT-7-008 ____R9-0s-7-004
__ E5-FA-7-002 _ R3-FA-7-004
Name:

Address:




Office of Inspector General

U.S. Department of Transportation
Room 7422

400 Seventh Street S.W.
Washington, DC 20590
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