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Inspector General
The Secretary

| respectfully submit our report on the quality control review (QCR) of the
Department of Transportation’s (DOT) audited consolidated financial statements
for fiscal years 2012 and 2011.

The audit of DOT’s consolidated financial statements as of and for the year ended
September 30, 2012, was completed by KPMG LLP (see Attachment) under
contract to the Office of Inspector General. The contract required the audit to be
performed in accordance with generally accepted Government auditing standards
and Office of Management and Budget Bulletin 07-04, “Audit Requirements for
Federal Financial Statements,” as amended.

KPMG LLP concluded that the consolidated financial statements present fairly, in
all material respects, DOT’s financial position as of September 30, 2012, and its
net costs, changes in net position, and budgetary resources for the year ended,
in conformity with  U.S. generally accepted accounting principles.
Clifton Gunderson LLP, under contract to the Office of Inspector General, audited
DOT’s fiscal year 2011 consolidated financial statements, and expressed an
unqualified opinion on those statements.*

DOT substantially corrected two of three significant deficiencies in internal
control reported in Clifton Gunderson LLP’s fiscal year 2011 audit report, but the
remaining significant deficiency in internal control is now a material weakness.

! Quality Control Review of Audited Consolidated Financial Statements for Fiscal Years 2011 and 2010,
Department of Transportation, Report Number QC-2012-009, November 15, 2011. OIG reports and
testimony can be found on our Web site at: www.o0ig.dot.gov.


http://www.oig.dot.gov/

KPMG LLP’s Fiscal Year 2012 Audit Report

KPMG LLP reported one material weakness and two significant deficiencies in
internal control over financial reporting. In addition, KPMG LLP reported two
instances of noncompliance with laws and regulations.

Material Weakness

Lack of Sufficient Controls over Undelivered Orders — KPMG LLP determined
that DOT had a potential material misstatement in Undelivered Orders (UDO) as
of March 31, 2012. Improperly designed internal controls contributed to this
misstatement. To address KPMG LLP’s finding, DOT conducted a review of
UDOs and found over $2 billion that needed to be deobligated. DOT performed
the necessary deobligations to correct its financial data. However, until DOT
corrects the existing control deficiencies, there is a risk that material misstatements
may occur and remain undetected.

Significant Deficiencies

1. Lack of Sufficient Controls over Grant Accruals — The Federal Aviation
Administration, Federal Highway Administration (FHWA), and Federal
Railroad Administration have weaknesses in the methodologies used to
estimate grant accruals. As a result, the grant accruals are potentially
understated.

2. Lack of Sufficient Controls over Financial Statement Preparation and
Review — DOT’s interim financial statements as of and for the period ended
June 30, 2012, had numerous material errors due to deficiencies in the
preparation and review processes. In addition, the fiscal year 2012
consolidated financial statements had errors in several note disclosures.
Until the processes are corrected, there is a risk that misstatements will
occur and remain undetected.

Instances of Noncompliance with Laws and Regulations

1. Noncompliance with the Federal Financial Management Improvement
Act of 1996 — DOT has a material weakness related to controls over UDOs
that affects DOT’s ability to prepare financial statements in accordance
with Federal accounting standards.

2. Noncompliance with the Anti-Deficiency Act — Over the past decade, the
U.S. Merchant Marine Academy, the Federal Motor Carrier Safety



Administration (FMCSA), and FHWA committed anti-deficiency
violations. For example, FMCSA issued grant awards in excess of available
funding by approximately $26 million.

We performed a QCR of KPMG LLP’s report and related documentation. Our
QCR, as differentiated from an audit performed in accordance with generally
accepted Government auditing standards, was not intended for us to express, and
we do not express, an opinion on DOT’s financial statements or conclusions about
the effectiveness of internal controls or compliance with laws and regulations.
KPMG LLP is responsible for its report dated November 15, 2012, and the
conclusions expressed in that report. However, our QCR disclosed no instances in
which KPMG LLP did not comply, in all material respects, with generally
accepted Government auditing standards.

KPMG LLP made 19 recommendations to strengthen DOT’s financial,
accounting, and system controls. DOT officials concurred with KPMG LLP’s
findings on the material weakness, significant deficiencies and instances of
noncompliance with laws and regulations. The Department also committed to
submitting to OIG, by December 31, 2012, a detailed action plan to address the
findings contained in the audit report. In accordance with DOT Order 8000.1C, the
corrective actions taken in response to the findings are subject to follow up.

We appreciate the cooperation and assistance of DOT representatives and
KPMG LLP. If we can answer any questions, please call me at 202-366-1959, or
Lou E. Dixon, Principal Assistant Inspector General for Auditing and Evaluation,
at 202-366-1427.

Attachment



Suite 12000
1801 K Street, NW
Washington, DC 20006

Independent Auditors’ Report

Secretary and Inspector General
U.S. Department of Transportation:

We have audited the accompanying consolidated balance sheet of the U.S. Department of Transportation
(DOT) as of September 30, 2012, and the related consolidated statements of net cost, and changes in net
position, and the combined statement of budgetary resources (hereinafter referred to as *“consolidated
financial statements™) for the year then ended. The objective of our audit was to express an opinion on the
fair presentation of these consolidated financial statements. In connection with our fiscal year 2012 audit,
we also considered the DOT’s internal control over financial reporting and tested the DOT’s compliance
with certain provisions of applicable laws, regulations, contracts, and grant agreements that could have a
direct and material effect on these consolidated financial statements. The consolidated financial statements
of the DOT as of September 30, 2011, and for the year then ended were audited by other auditors. Those
auditors expressed an ungualified opinion on the fiscal year 2011 consolidated financial statements in their
report dated November 11, 2011.

Summary

As stated in our opinion on the consolidated financial statements, we concluded that the DOT’s
consolidated financial statements as of and for the year ended September 30, 2012, are presented fairly, in
all material respects, in conformity with U.S. generally accepted accounting principles.

As discussed in our opinion on the consolidated financial statements, the DOT changed its presentation for
reporting the Combined Statement of Budgetary Resources in fiscal year 2012, based on new reporting
requirements under Office of Management and Budget (OMB) Circular No. A-136, Financial Reporting
Requirements. As a result, certain balances on the DOT’s Combined Statement of Budgetary Resources
for fiscal year 2011 have been reclassified to conform to the current year presentation.

As discussed in our opinion on the consolidated financial statements, the consolidated financial statements
reflect actual excise tax revenues deposited in the Highway Trust Fund and the Airport and Airway Trust
Fund through June 30, 2012, and excise tax receipts estimated by the Department of Treasury’s Office of
Tax Analysis for the quarter ended September 30, 2012.

Our consideration of internal control over financial reporting resulted in identifying certain deficiencies
that we consider to be a material weakness, and other deficiencies that we consider to be significant
deficiencies, as defined in the Internal Control Over Financial Reporting section of this report, as follows:

A. Exhibit | — Lack of Sufficient Controls over Undelivered Orders
B. Exhibit Il — Lack of Sufficient Controls over Grant Accruals

C. Exhibit Il - Lack of Sufficient Controls over Financial Statement Preparation and Review

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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The results of our tests of compliance with certain provisions of laws, regulations, contracts, and grant
agreements disclosed the following instances of noncompliance and other matter that are required to be
reported under Government Auditing Standards, issued by the Comptroller General of the United States,
and OMB Bulletin No. 07-04, Audit Requirements for Federal Financial Statements, as amended:

D. Exhibit 111 — Noncompliance with the Federal Financial Management Improvement Act of 1996
E. Exhibit 111 - Noncompliance with the Anti-Deficiency Act
We also reported an other matter related to potential compliance with the Anti-Deficiency Act in Exhibit 111.

The following sections discuss our opinion on the DOT’s consolidated financial statements; our
consideration of the DOT’s internal control over financial reporting; our tests of the DOT’s compliance
with certain provisions of applicable laws, regulations, contracts, and grant agreements, and other matter;
and management’s and our responsibilities.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheet of the U.S. Department of Transportation
(DOT) as of September 30, 2012 and the related consolidated statements of net cost, and changes in net
position, and the combined statement of budgetary resources for the year then ended.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of the DOT as of September 30, 2012 and its net costs, changes in net
position, and budgetary resources for the year then ended, in conformity with U.S. generally accepted
accounting principles. The consolidated financial statements of the DOT as of September 30, 2011, and for
the year then ended were audited by other auditors. Those auditors expressed an unqualified opinion on the
fiscal year 2011 consolidated financial statements in their report dated November 11, 2011.

As discussed in Note 1 to the consolidated financial statements, the DOT changed its presentation for
reporting the Combined Statement of Budgetary Resources in fiscal year 2012, based on new reporting
requirements under OMB Circular No. A-136, Financial Reporting Requirements. As a result, certain
balances on the DOT’s Combined Statement of Budgetary Resources for fiscal year 2011 have been
reclassified to conform to the current year presentation.

As discussed in Notes 1 and 20, the consolidated financial statements reflect actual excise tax revenues
deposited in the Highway Trust Fund and the Airport and Airway Trust Fund through June 30, 2012, and
excise tax receipts estimated by the Department of Treasury’s Office of Tax Analysis for the quarter ended
September 30, 2012.

U.S. generally accepted accounting principles require that the information in the Management’s Discussion
and Analysis, Required Supplementary Information, and Required Supplementary Stewardship
Information sections be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Federal Accounting Standards Advisory
Board who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
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of preparing the information and comparing the information for consistency with management’s responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements as a
whole. The information in the Other Accompanying Information, Forward, and Message from the
Secretary sections as listed in the Table of Contents of the DOT Agency Financial Report are presented for
the purposes of additional analysis and are not a required part of the basic financial statements. Such
information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, we do not express an opinion or provide any assurance on them.

Internal Control Over Financial Reporting

Our consideration of the internal control over financial reporting was for the limited purpose described in
the Responsibilities section of this report and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses and therefore,
there can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, in our fiscal year 2012 audit, we identified certain deficiencies in internal control over
financial reporting that we consider to be a material weakness and other deficiencies that we consider to be
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiency described in Exhibit I to be a material weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiencies described in Exhibit 11 to be significant deficiencies.

Exhibit IV presents the status of prior year significant deficiencies and instances of non-compliance.

We noted certain additional matters that we have reported to management of the DOT in a separate letter
dated November 15, 2012.

Compliance and Other Matters

The results of certain of our tests of compliance as described in the Responsibilities section of this report,
exclusive of those referred to in the Federal Financial Management Improvement Act of 1996 (FFMIA),
disclosed two instances of noncompliance or other matters that are required to be reported herein under
Government Auditing Standards or OMB Bulletin No. 07-04, and are described in Exhibit I11.
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The results of our other tests of compliance as described in the Responsibilities section of this report,
exclusive of those referred to in FFMIA, disclosed no instances of noncompliance or other matters that are
required to be reported herein under Government Auditing Standards or OMB Bulletin No. 07-04.

The results of our tests of FFMIA disclosed instances, described in Exhibit 111, where the DOT’s financial
management systems did not substantially comply with applicable Federal accounting standards.

The results of our tests of FFMIA disclosed no instances in which the DOT’s financial management
systems did not substantially comply with (1) Federal financial management systems requirements and (2)
the United States Government Standard General Ledger at the transaction level.

E R I I e

Responsibilities

Management’s Responsibilities. Management is responsible for the consolidated financial statements;
establishing and maintaining effective internal control over financial reporting; and complying with laws,
regulations, contracts, and grant agreements applicable to the DOT.

Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year 2012
consolidated financial statements of the DOT based on our audit. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America; the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Bulletin No. 07-04. Those standards and OMB Bulletin No. 07-04 require that we
plan and perform the audits to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. An audit includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the DOT’s internal control over
financial reporting. Accordingly, we express no such opinion.

An audit also includes:

. Examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements;

° Assessing the accounting principles used and significant estimates made by management; and
° Evaluating the overall consolidated financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.

In planning and performing our fiscal year 2012 audit, we considered the DOT’s internal control over
financial reporting by obtaining an understanding of the DOT’s internal control, determining whether
internal controls had been placed in operation, assessing control risk, and performing tests of controls as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the DOT’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the DOT’s internal control over financial reporting. We did not test all controls relevant to operating
objectives as broadly defined by the Federal Managers’ Financial Integrity Act of 1982.
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As part of obtaining reasonable assurance about whether the DOT’s fiscal year 2012 consolidated financial
statements are free of material misstatement, we performed tests of the DOT’s compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of the consolidated financial statement amounts, and certain
provisions of other laws and regulations specified in OMB Bulletin No. 07-04, including the provisions
referred to in Section 803(a) of FFMIA. We limited our tests of compliance to the provisions described in
the preceding sentence, and we did not test compliance with all laws, regulations, contracts, and grant
agreements applicable to the DOT. However, providing an opinion on compliance with laws, regulations,
contracts, and grant agreements was not an objective of our audit and, accordingly, we do not express such
an opinion.

The DOT’s written response to the findings identified in our audit and presented herein was not subjected
to the auditing procedures applied in the audit of the DOT’s consolidated financial statements and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the DOT’s management, the DOT’s Office of
Inspector General, OMB, the U.S. Government Accountability Office, and the U.S. Congress and is not
intended to be and should not be used by anyone other than these specified parties.

KPMe LIP

November 15, 2012
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MATERIAL WEAKNESS

A. Lack of Sufficient Controls over Undelivered Orders
Criteria

US Code Title 31 Section 1501 states that an amount shall be recorded as an obligation of the United States
Government only when supported by documentary evidence of a binding agreement between an agency
and another person (including an agency) that is (a) in writing, in a way and form, and (b) for a purpose
authorized by law, and executed before the end of the period of availability.

US Code Title 31 Section 1554 states that the head of each agency shall establish internal controls to assure
that an adequate review of obligated balances is performed to support the certification required by section
1108 (c) of this title.

The United States Standard General Ledger Supplement No. S2 Treasury Financial Manager defines an
Undelivered Order (Obligation) as the amount of goods and/or services ordered, which have not been
actually or constructively received and for which amounts have not been prepaid or advanced. This
includes amounts specified in other contracts or agreements such as grants, program subsidies, undisbursed
loans and claims, and similar events for which an advance or prepayment has not occurred.

Statement of Federal Financial Accounting Concepts (SFFAC) No 1, Objective of Federal Financial
Reporting Issued by the Federal Financial Accounting Standards Advisory Board (FASAB), Federal
financial reporting should assist report users in understanding whether financial management systems and
internal accounting and administrative controls are adequate to ensure that transactions are executed in
accordance with budgetary and financial laws and other requirements, consistent with the purpose
authorized, and are recorded in accordance with federal accounting standards.

The Standards for Internal Control in the Federal Government (Standards) issued by the Government
Accountability Office states that transactions should be promptly recorded to maintain their relevance and
value to management in controlling operations and making decisions. This applies to the entire process or
life cycle of a transaction or event from the initiation and authorization through its final classification in
summary records. In addition, control activities help to ensure that all transactions are completely and
accurately recorded.

Background

In carrying out its mission, the DOT incurs obligations by entering into contracts or agreements for the
purchase of goods and services from other Federal agencies and the public, and for the execution of grant
agreements with state and local governments and other grantees. These obligations are recorded as
undelivered orders in the DOT consolidated financial statements on the statement of budgetary resources.

Once an obligation is satisfied and/or no longer required, funds are required to be de-obligated, which
reduces the balance of undelivered orders and potentially releases the funds for other uses. As of
September 30, 2012, the DOT reported $86.5 billion in obligations, which included an adjustment in the
amount of $1.4 billion that was not properly supported by a new contract, grant agreement, or underlying
financial event.
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Internal Control over Financial Reporting EXHIBIT I
MATERIAL WEAKNESS

Condition

We noted a control deficiency in the monitoring of grant and non-grant undelivered orders, particularly
those obligations that were aged over one year and had no recent activity (aged undelivered orders).
Specifically, we noted that DOT has inadequate policies and/or does not consistently apply its policy of
timely review and de-obligation of open obligations. The following conditions were identified during our
audit:

1. Asof March 31, 2012:

e During our review of a statistical sample of 235 items, totaling $1.3 billion from a total of $7.5
billion of aged grant related undelivered orders, we noted that for 75 items, totaling $109
million, the related grant agreements’ period of performance had either ended and/or the project
funded by the grant was completed; however, the unused obligations for these items were not
properly de-obligated by management.

e In addition, during our review a statistical sample of 25 items, totaling $433 million from a
total of $816 million of aged non-grant related undelivered orders, we noted that for 13 items,
totaling $1.5 million, the related contracts/agreements had ended; however, the unused balances
for these items were not properly de-obligated by management.

Based on these reviews, we determined that a potentially material amount of undelivered orders were
reported as of March 31, 2012, which should have been deobligated. Subsequently, and as a result of our
review, DOT conducted a review of aged grant related undelivered orders as of March 31, 2012 and de-
obligated approximately $2.1 billion of grant agreements.

2. Asof August 31, 2012:

e During our review of a statistical sample of 232 items, totaling $2.3 billion from a total of $7.7
billion of aged grant related undelivered orders, we noted that for 15 items, totaling $39.3
million, the related grant agreements’ period of performance had either ended and/or the project
funded by the grant was completed; however, the unused obligations for these items were not
properly de-obligated by management.

Cause

Existing controls for the review and monitoring of grant and non-grant related undelivered orders to
determine if the obligation is still valid are not adequately designed, at the appropriate level of precision, to
timely identify all unused obligation balances that may, in the aggregate, be material to the consolidated
financial statements taken as a whole.

Specifically, under the DOT’s Federal Highway Administration’s (FHWA) existing process, the Financial
Integrity Review and Evaluation (FIRE) program, grants with unexpended obligation balances of $50,000
to $500,000 are not included in the review until the grant has been inactive for 24 months and grants with
unexpended obligation balances of less than $50,000 are not included in the review until the grant has been
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Internal Control over Financial Reporting EXHIBIT I
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inactive for 36 months. In addition, the personnel executing the existing review process do not always
properly identify amounts that should be de-obligated.

The DOT’s Federal Transit Administration’s (FTA) existing process to annually review and de-obligate
funds is not appropriately designed to timely identify unused obligation balances as the review only
includes grants that were originally obligated more than 5 years ago with no activity within 18 months.

Effect

Undelivered orders were potentially overstated as of September 30, 2012 by approximately $319.2 million
and $131.3 million for grant and non-grant related undelivered orders, respectively. Furthermore, the lack
of adequate processes to review undelivered orders increases the risk that material misstatements may
occur and not be detected.

Recommendations
We recommend that DOT perform the following:

1. Develop a department-wide requirement for the periodic operating administration certification of
the open obligation balance that is inactive for twelve or more months;

2. Develop and provide training department-wide related to grants management, including the
monitoring and close-out process;

3. Revise the FHWA FIRE program and the FTA review process to require more timely identification
and de-obligation of aged grant obligations; and

4. Implement a review process that requires all other DOT operating administrations to analyze and
monitor grant and non-grant related undelivered orders to ensure that the undelivered orders
represent goods and services ordered, but not yet received prior to the end of the reporting period,
or potential amounts yet to be claimed under the grant agreement.



U.S. Department of Transportation

Independent Auditors’ Report

Internal Control over Financial Reporting EXHIBIT Il
SIGNFICIANT DEFICIENCIES

B. Lack of Sufficient Controls over Grant Accruals
Criteria

Statement of Federal Accounting Standards (SFFAS) No. 5, Accounting for Liabilities of the Federal
Government, Issued by the Federal Accounting Standards Advisory Board (FASAB) states, a liability for
federal accounting purposes is a probable future outflow or other sacrifice of resources as a result of past
transactions or events. General purpose federal financial reports should recognize probable and measurable
future outflows or other sacrifices of resources arising from (1) past exchange transactions, (2)
government-related events, (3) government-acknowledged events, or (4) nonexchange transactions that,
according to current law and applicable policy, are unpaid amounts due as of the reporting date.

FASAB Technical Release 12: Accrual Estimate for Grant Programs states agencies must accumulate
sufficient relevant and reliable data on which to base accrual estimates. Each agency should prepare grant
accrual estimates based upon the best available data at the time the estimates are made. As part of the
agencies’ internal control procedures to ensure that grant accrual estimates for the basic financial
statements were reasonable, agencies should validate grant accrual estimates by comparing the estimates
with subsequent grantee reporting.

The DOT Financial Management Policies Manual requires that estimated accruals be carefully analyzed
and compared with subsequent actual amounts to ensure that the accrual estimation process is continuously
refined to improve accuracy. Further, the DOT Financial Management Policies Manual requires that
accruals be as accurate as possible based on actual events.

Background

At fiscal year-end, the DOT calculates and records an estimated liability for amounts owed to its grantees
for costs incurred under grant agreements (including any subcontractor costs), but not yet billed to or
reimbursed by the DOT. Seventy-eight percent of the DOT’s grant accrual balance as of September 30,
2012 is comprised of grant accruals related to the Federal Highway Administration (FHWA), the Federal
Aviation Administration (FAA), Office of the Secretary (OST), and the Federal Railroad Administration
(FRA). As the grants related to each of these operating administrations are vastly different in nature, each
operating administration develops a unique grant accrual methodology.

Condition

During our review of the estimation methodology for the DOT’s grant accruals, we noted the following
weaknesses in the grant accrual estimation methodology for FHWA (including OST), FAA, and FRA:

Federal Highway Administration and Office of the Secretary

During our review of the estimation process for FHWA’s grant accrual, we noted that while FHWA is
responsible for managing certain grants on behalf of the DOT’s OST, such as portions of the TIGER
Grants Program, FHWA did not properly include these grants in the grant accrual calculation provided to
OST for recording at period-end. In addition, we noted that FHWA had not performed an assessment to
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determine if a grant accrual was necessary for three of its grant programs with significant expense activity
during fiscal year 2012.

Federal Aviation Administation

During our review of the estimation process for FAA’s grant accrual, we noted that FAA had not
performed an adequate retrospective review or look back analysis to validate the methodology used to
calculate its grant accrual as of September 30, 2011, as required by generally accepted accounting
principles and the DOT Financial Management Policies Manual. In addition, we noted that there was not a
process in place to accumulate sufficient relevant and reliable data from grantees as a basis for preparing
grant accrual estimates.

Federal Railroad Administration

During our review of the estimation process for FRA’s grant accrual as of March 31, 2012, we noted that
FRA had not performed a retrospective review or look back analysis to validate the methodology used to
calculate its grant accrual as of September 30, 2011, as required by generally accepted accounting
principles and the DOT Financial Management Policies Manual. In addition, we noted that FRA does not
have a process in place to ensure that a complete population of grantees was included in its accrual
calculation. Specifically, we noted that thirteen treasury fund symbols, which consisted of 226 grantees,
with significant outstanding grant-related obligations, were omitted from the calculation.

FRA management subsequently updated its grant accrual methodology as of June 30, 2012 to include a
retrospective review of the prior period accrual, however it does not include a process to ensure the
completeness of the population of grantees used in the accrual calculation. Specifically, we noted that
seven grantees were omitted from its grant accrual calculation as of June 30, 2012. In addition, we noted
that data used to capture the incurred, but not yet billed costs, for nine of the twenty-five grantees selected
for review was not based on current, relevant data as these grantees had not submitted current financial
reports. Lastly, we noted that FRA did not perform an analysis to estimate the costs incurred by the
grantees, but not yet submitted for payment.

Cause

Federal Highway Administration

There are not adequate controls in place at FHWA to ensure that all significant grantees and/or overall
grant programs are properly included in the grant accrual estimate methodology.

Federal Aviation Administation

There are not adequate controls in place at FAA to require a retrospective review or look back analysis to
validate its grant accrual methodology. In addition, FAA does not have a process in place to accumulate
sufficient relevant and reliable data from its grantees that can be used as a basis for preparing future grant
accruals.

Federal Railroad Administration

There are not adequate controls in place at FRA to require a retrospective review or look back analysis to
validate its grant accrual methodology. In addition, the grant accrual methodology does not include the



U.S. Department of Transportation

Independent Auditors’ Report

Internal Control over Financial Reporting EXHIBIT Il
SIGNFICIANT DEFICIENCIES

costs incurred by the grantees, but not yet submitted for payment as of period-end. Lastly, the controls in
place at FRA are not adequate to ensure that all significant grantees are included in the grant accrual
calculation.

Effect

The grant accrual is potentially understated in DOT’s interim financial statements submitted to the Office
of Management and Budget (OMB) and on the consolidated financial statements as of September 30, 2012.

Recommendations
We recommend that FHWA (in coordination with OST, where applicable):

1. Determine the appropriate grant accrual for the related FHWA TIGER grant programs; and
2. Perform a quarterly evaluation for applicable grant programs to determine if an accrual is required.

We recommend that FRA:

1. Perform the required retrospective review or look back analysis to validate its grant accrual
methodology in accordance with generally accepted accounting principles and the DOT Financial
Management Policies Manual;

2. Update its grant accrual methodology to include a thorough supervisory review to ensure all significant
grant activity is properly included in the estimate and include an analysis for the costs incurred by the
grantee, but not yet submitted for payment; and

3. Establish additional procedures to obtain current and relevant data for grants with outdated grantee
reporting.

We recommend that FAA:

1. Perform the required retrospective review or look back analysis to validate its grant accrual
methodology in accordance with generally accepted accounting principles and the DOT Financial
Management Policies Manual; and

2. Develop a process to accumulate relevant and reliable data from grantees to use in estimating its grant
accrual.
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C. Lack of Sufficient Controls over Financial Statement Preparation and Review
Criteria

The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) requires that agencies establish internal
controls according to standards prescribed by the Comptroller General. These standards are established in
the GAQO’s Standards for Internal Control in the Federal Government (Standards). The GAO defines
internal control as an integral component of an organization’s management that provides reasonable
assurance that the following objectives are achieved: effectiveness and efficiency of operations, reliability
of financial reporting, and compliance with applicable laws and regulations.

The GAO Standards identify the control environment as one of the five key elements of control, which
emphasizes the importance of conscientiousness in management’s operating philosophy and commitment
to internal control. These standards cover controls such as human capital practices, supervisory reviews,
policies, procedures, monitoring, and segregation of duties.

Background

Financial reporting in the federal environment is a complicated and evolving process. In addition, the
complex and varied operations of the DOT and its 13 operating administrations makes consolidated
reporting, under standards issued by the Federal Accounting Standards Advisory Board (FASAB) and
OMB, a challenge for the DOT.

Condition

During our fiscal year 2012 audit, we noted several areas for improvement in the DOT’s consolidated
financial statement preparation and review. Specifically, through our review of the DOT’s interim
consolidated financial statements as of and for the period ended June 30, 2012, we noted numerous
material misclassifications in the notes to the financial statements. The misclassifications occurred within
the following note disclosures:

Fund Balance with Treasury;

Property, Plant & Equipment;

Liabilities Not Covered by Budgetary Resources;
Other Liabilities;

Earmarked Funds; and

Reconciliation of Net Cost to Budget.

In addition, through our review of the DOT’s consolidated financial statements as of and for the year ended
September 30, 2012, we noted additional misclassifications in the following note disclosures, which were
subsequently corrected:

e Earmarked Funds;
¢ Commitments and Contingencies;
¢ Combined Statement of Budgetary Resources — Available Contract Authority at Year-end;
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¢ Reconciliation of Net Cost to Budget; and
e Fiduciary Activities.

Cause

Existing controls related to the DOT operating administration preparation and the consolidated review of
the financial statements and notes are not adequately designed, at the appropriate level of precision, to
prevent a misstatement in the financial statements or notes.

Effect

Misstatements and/or misclassifications may occur and not be detected in the consolidated financial
statements and notes.

Recommendations
We recommend that DOT:

1. Develop financial statement and note disclosure preparation guidance for the operating
administrations to ensure consistency across the Department;

2. Provide training, where necessary, to the operating administrations to ensure the financial
statement and note disclosure guidance is implemented department-wide and to ensure the
operating administrations understand the requirements of each line item on the financial statements
and notes;

3. Develop a financial statement (including notes) review checklist (that includes a review of account
mapping) to be completed by the operating administrations prior to submission of their financial
statements and to be completed by the DOT after consolidation; and

4. Automate footnotes, where applicable, to ensure consistency across the Department.
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D. Noncompliance with the Federal Financial Management Improvement Act of 1996 (FFMIA)

Criteria

The Federal Financial Improvement Management Act of 1996, Section 803(a) states that Federal financial
management systems comply with (1) Federal accounting standards, (2) Federal system requirements, and
(3) the United States Government Standard General Ledger at the transaction level. FFMIA emphasizes
the need for agencies to have systems that can generate timely, reliable, and useful information with which
to make informed decisions to ensure ongoing accountability.

Condition

The DOT is required to prepare its financial statements in accordance with applicable Federal accounting
standards. As discussed in the Internal Control over Financial Reporting section of this report, we identified
a material weakness related to controls over undelivered orders that affected the DOT’s ability to prepare
its financial statements in accordance with Federal accounting standards.

Cause

There are not adequate policies and procedures over undelivered orders to establish and maintain financial
management systems that comply with Federal accounting standards.

Effect

The DOT’s financial management systems did not substantially comply with the applicable Federal
accounting standards.

Recommendation

We recommend that the DOT improve its internal controls over undelivered orders, as noted above, to
ensure that DOT’s financial management systems comply with the Federal accounting standards.

E. Noncompliance with the Anti-Deficiency Act

Criteria

Title 31 U.S. Code (U.S.C.) Section 1517 states that an officer or an employee of the United States
Government may not make or authorize an expenditure or obligation exceeding an apportionment or an
amount permitted by regulations as specified by Title 31 U.S.C. Section 1514,

Condition
Known Anti-Deficiency Act Violations:
Maritime Administration (MARAD)

During fiscal years 2003 through 2008, the U.S. Merchant Marine Academy, a component of MARAD,
committed Anti-Deficiency Act violations totaling approximately $5 million, as a result of charging user
fees above the amounts allowable under the U.S.C and using these fees to pay for the Academy’s
operations. The DOT reported this violation to the Office of Management and Budget (OMB), the
President, U.S. Senate, and U.S. Congress on July 6, 2012.
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Federal Motor Carrier Safety Administration (FMCSA)

During the fiscal years 2005 through 2010, the FMCSA committed Anti-Deficiency Act violations totaling
$25.6 million, as a result of issuing grant awards within the Commercial Vehicle Systems and Networks
(CVISN) that exceeded available funding for this program, as well as reprogramming of funds within the
CVISN, Performance Information Systems Management (PRISM), and Safety Improvement Program
(SaDIP) grant programs, which resulted in grant awards exceeding the available funding. As of the date of
our report, the DOT has drafted the final Anti-Deficiency Act report for OMB, the President, U.S. Senate,
and U.S. Congress confirming the actual Anti-Deficiency Act violations by the FMCSA.

Federal Highway Administration (FHWA)

During fiscal year 2010, the FHWA committed Anti-Deficiency Act violations totaling $11.5 million, as a
result of entering obligations in the American Reinvestment and Recovery Act (ARRA) appropriation(s)
within the Tiger Grants Program ($10M), Refuge Roads Program ($1.0M), and the Puerto Rico Highway
Program ($465K) that exceeded the amount apportioned in those program categories. As of the date of our
report, the DOT has not yet drafted the final Anti-Deficiency Act report for OMB, the President, U.S.
Senate, and U.S. Congress confirming the actual Anti-Deficiency Act violations by the FHWA.

Potential Anti-Deficiency Act Violations:

FMCSA

During fiscal years 2005 through 2010, the FMSCA may have committed further Anti-Deficiency Act
violations in relation to grant awards under the CVISN program.

Cause

At the time when the violations occurred, there were not sufficient controls in place to require an
appropriate level of oversight over fund status monitoring to prevent Anti-Deficiency Act violations.

Effect
The DOT is not in compliance with the Anti-Deficiency Act.

Recommendations
We recommend that DOT:

1. Report the known violations, in accordance with the Anti-Deficiency Act and the applicable
implementation guidance;

2. Complete the investigation into potential additional Anti-Deficiency Act violations at the FMCSA;
and

3. Implement appropriate policies and procedures to prevent future violations.
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Prior Year
Condition

As Reported as of
September 30, 2011

Status as of
September 30, 2012

Control Deficiencies

Financial and Fund
Status Monitoring
and Reporting

Significant Deficiency: The DOT has
weaknesses in the following areas:

e Over-reliance of journal entries;

e Implementation of Managerial Cost
Accounting; and

e Fund Status Monitoring and
Reporting

No longer considered a
Significant Deficiency.

Undelivered Orders

Significant Deficiency: The DOT has
weaknesses in the management and
monitoring of inactive obligations.

Elevated to a Material
Weakness (Exhibit I).

Implementation of
GrantSolutions
Grants Management
System

Significant Deficiency: The DOT (Federal
Railroads Administration and Federal Motor
Carrier Safety Administration) has
weaknesses in the implementation of
GrantSolutions.

No longer considered a
Significant Deficiency.

Compliance and Other Matters

Anti-Deficiency Act

Instance of Non-Compliance: The DOT
management reported potential ADA matters
in FY 2011.

Repeated as actual or
potential non-compliance
violations (Exhibit I11).

Federal Managers’
Financial Integrity
Act (FMFIA)

Instance of Non-Compliance: The DOT has
weaknesses in its processes and procedures
for reporting material weaknesses in its
FMFIA assurance statement as related to the
effectiveness of the DOT’s information
security program and its compliance with
FISMA requirements.

No longer considered an
instance of Non-
Compliance.
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of Transportation
November 15, 20612
MEMORANDUM TO: Calvin L. Scovell, III
Inspector General, US DOT
M. Hannah Padilla
Partner, KPMG LLP
e
FROM: Christopher P. Bertram (___ {
SUBJECT: Management’s Response to the Audit Report on the
Consolidated Financial Statements for Fiscal Year (FY)

2012

The Department of Transportation (DOT) is pleased to respond to the unqualified audit
report on our Consolidated Financial Statements for FY 2012. We take great pride in our
ability to sustain strong and vigilant financial management, as demonstrated in our
achievement of an unqualified audit opinion.

We concur with the one material weakness and two significant deficiencies contained in
your report on internal controls over financial reporting, and with two instances of non-
compliance found in certain provisions of selected laws and regulations that you
reviewed. We concur with all recommendations. Corrective actions have already begun
to address these issues. The Department plans to submit a detailed action plan along with
estimated completion dates of the actions to the Inspector General no later than
December 31, 2012, to address the findings contained in your report.

We appreciate the professionalism and cooperation exhibited by your office during the
audit. Our combined efforts and teamwork made the difference in successfully meeting
the objectives of the financial audit process. Please refer any questions to David J.
Rivait, Deputy Chief Financial Officer.
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FOREWORD

The United States Department of Transportation’s (DOT or Department]
Agency Financial Report [AFR] for fiscal year (FY) 2012 provides an

overview of the Department’s financial performance and results to
Congress, the President, and the American people.

THE REPORT DETAILS INFORMATION about our stewardship ~ ANNUAL PERFORMANCE REPORT (APR)

of the financial resources entrusted to us. Additionally, the [AVAILABLE FEBRUARY 2013]
report provides information about our performance as an organi- The APR will be produced in conjunction with the FY 2013
zation, our achievements, initiatives, and challenges. President’s Budget Request and will provide the detailed per-

formance information and descriptions of results by each key
The AFR is the first in a series of reports required under the performance measure.
Office of Management and Budget’s Program for Alternative
Approaches to Performance and Accountability Reporting. This The FY 2012 summary of performance information will be
is the third year that the Department has prepared an AFR. The found on page 16 of the AFR.
report provides readers with an overview of the Department’s
highest priorities, as well as our strengths and challenges. The APR report satisfies the reporting requirements of the
following major legislation:
The Department’s FY 2012 annual reporting includes
the following two components: » Reports Consolidation Act of 2000;

AGENCY FINANCIAL REPORT (AFR) » Government Performance and Results Act of 1993;
The following AFR report is organized into two major sections:
The Management’s Discussion and Analysis section provides » Chief Financial Officers Act of 1990;
executive—level information on the Department’s history, mis-
sion, organization, key activities, analysis of financial statements, » Government Management Reform Act of 1994;
systems, controls and legal compliance, accomplishments for the
fiscal year, and management and performance challenges facing » Federal Managers’ Financial Integrity Act of 1982;
the Department.
» Federal Financial Management Improvement Act of

The Financial Details section provides a Message From the 1996; and
Chief Financial Officer, consolidated and combined financial
statements, the Department’s notes to the financial statements, » Improper Payments Information Act of 2002.
and the Report of the Independent Auditors.

The reports will be available on the Department’s website at:
The Other Accompanying Information section provides Improper  http://www.dot.gov/budget.
Payments Information Act reporting details and other statutory
reporting requirements including a new OMB requirement, the
Schedule of Spending (SOS). The SOS presents an overview
of how and where agencies are spending their money.
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| am pleased to present the U.S. Department of Transportation’s (DOT)
annual Financial Report. Consistent with all statutory requirements,

this material provides reliable and complete information on DOT's
financial operations and performance for the fiscal year that ended
September 30, 2012,

OVERVIEW OF FY 2012 FINANCIAL RESULTS

This report is presented together with our annual Performance Report that will be released in 2013.
As we have for the past several years, | am very pleased that DOT again received an unqualified
audit opinion on its financial statements.

Of note during 2012, DOT made significant progress in addressing an internal control weakness
related to adequate monitoring of Undelivered Orders (UDOs). The UDOs are budget obligations
that have not yet been fully liquidated by making a payment. The Department undertook major
steps during the fourth quarter to review these transactions, confirm the validity of outstanding

obligations, and correct balances that needed adjustment. In addition, to ensure the reliability of

|
RAY LaHOOD

UDO reporting in the future, new Department-wide guidance concerning the periodic review of
these balances will be implemented in early 2013.

Supported by the Department’s successful financial performance, we made significant progress
toward our strategic goals and objectives during 2012. Looking forward to the coming year, the
Department will continue to lead in promoting safety and critical transportation investments that
will strengthen our nation and help the economic recovery move forward.

STRATEGIC GOALS - In a time of great challenge and opportunity, the traveling public is calling

for investment in all modes of transportation, and for policies that bring affordable housing closer
to good schools and quality jobs. People from across the political spectrum recognize that our trans-
portation system must become safer, more efficient, more outcome-based, more cost-effective, and
more environmentally sustainable. To respond to these challenges, DOT’s financial resources and
programs have been carefully structured around the following five strategic goals:

» SAFETY - Improving transportation safety is DOT’s top priority. Our goal is to bring a Depart-
ment-wide focus on reducing transportation-related fatalities and injuries. Our key initiatives
include: roadway safety for all users; combating distracted driving and other dangerous behav-
iors; pursuing a more effective Federal role in transit safety; and addressing the most serious
safety risks in other surface transportation modes and in aviation.

» STATE OF GOOD REPAIR - Recent reports on the condition of key facilities-highways, bridges,
transit systems, passenger rail and airport runways-reveal that many fall short of a state of
good repair and thus compromise the safety, capacity, and efficiency of the U.S. transporta-
tion system. The DOT programs bring a strong emphasis on improving the condition of our
infrastructure. The DOT encourages its government and industry partners to make optimal use
of existing capacity, minimize life-cycle costs, and apply sound asset management principles
throughout the system.
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» ECONOMIC COMPETITIVENESS - With demand for both freight and passenger transportation
expected to more than double by 2050, our goal is to support the U.S. economy by fostering
smart, strategic investments that will serve the traveling public and facilitate freight movement.
Our central strategies for achieving maximum economic returns on our policies and invest-
ments include leading the development of intercity, high-speed passenger rail and a competi-
tive air transportation system; increasing travel time reliability in freight-significant highway
corridors; improving the performance of freight rail and maritime networks; advancing
transportation interests in targeted markets around the world; and expanding opportunities
in the transportation sector for small businesses.

» LIVABLE COMMUNITIES - These are places where coordinated transportation, housing, and
commercial development give people access to affordable and environmentally sustainable
transportation. Our emphasis is a transformational policy shift for the Department. Over the
last 50 years, transportation spending has often been poorly coordinated with other infrastructure
investments resulting in auto-dependent residential communities where access to job
opportunities and key amenities is inadequate and expensive. Now, we will pursue coordinated,
place-based policies and investments that increase transportation choices and access to public
transportation services for all Americans.

» ENVIRONMENTAL SUSTAINABILITY - Transportation is crucial to our economy and our
quality of life, but building, operating, and maintaining transportation systems clearly have
significant environmental impacts on our air, water, and natural ecosystems. The transportation
sector is a significant source of greenhouse gas (GHG) emissions, accounting for 33 percent
of total U.S. GHG emissions in 2009. The Department’s programs address these challenges
through strategies such as fuel economy standards for cars and trucks, more environmentally
sound construction and operational practices, and by expanding opportunities for shifting
freight from less fuel-efficient modes to more fuel-efficient modes.

INFRASTRUCTURE INVESTMENTS AND MAP-21

In July, President Obama signed into law the Moving Ahead for Progress in the 21st Century Act
(MAP-21). The MAP-21 provides needed funds and represents a milestone for the U.S. economy.
This is the first multi-year transportation authorization enacted since 2005. It funds surface transpor-
tation programs at over $105 billion for FY 2013 and FY 2014, and this legislation transforms the
framework for investments to guide the growth and development of the country’s vital transporta-
tion infrastructure.

This bipartisan Act will create jobs. It builds on our aggressive safety efforts, including our fight
against distracted driving and our push to improve transit and motor carrier safety. This law also
provides States and communities with 2 years of steady funding to build the roads, bridges, and
transit systems they need.

While MAP-21 provides predictability in transportation funding in the near future, 2 years will
pass quickly. We need to begin work on a 6-year bill to provide the long-term stability needed for
transportation programs. After 56 years of steady funding increases fueled by Federal gas taxes, the
Highway Trust Fund now faces shortfalls. A long-term surface transportation reauthorization bill
with increased resources is urgently required to spur economic growth.

HIGHLIGHTS OF KEY INITIATIVES IN 2012

Our transportation infrastructure, much of which was built decades ago, is aging and in need of repair.
The growing U.S. population, particularly in metropolitan areas, increasingly demands varied,
accessible, affordable, and environmentally sustainable transportation options. Programs authorized
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under MAP-21 are a good start to achieving this new vision. The Department’s key initiatives,
formulated to support our strategic goals, have furthered these efforts in 2012 and will continue
on this path in 2013.

INNOVATIVE FINANCING

The Transportation Infrastructure Financing and Innovation Act (TIFIA) program provides Federal
credit assistance to eligible surface transportation projects. The TIFIA program includes Federal
credit assistance in the form of direct loans, loan guarantees, and standby lines of credit to finance
surface transportation projects of national and regional significance. The TIFIA credit assistance
provides improved access to capital markets, flexible repayment terms, and potentially more favor-
able interest rates than can be found in private capital markets for similar instruments. The TIFIA
program can help advance qualified, large-scale projects that otherwise might be delayed or deferred
because of size, complexity, or uncertainty over the timing of revenues. Many surface transportation
projects-highway, transit, railroad, intermodal freight, and port access-are eligible for assistance.

Since its launch, TIFIA has helped projects turn about $9 billion in DOT assistance into $36 billion
in infrastructure investment across America. Now, MAP-21 has transformed TIFIA into the largest
transportation infrastructure loan program in history. Under MAP-21, DOT can extend $1.7 billion
in capital for TIFIA. But each dollar of Federal funds can actually provide approximately $10
billion in TIFIA credit assistance, meaning $17 billion in loans. Projects can then use this credit to
leverage an additional $20 to $30 billion in investment from other sources. This means that, alto-
gether, the expanded loan program could result in up to $50 billion in public and private investment
in critical transportation infrastructure needs from coast to coast.

FUEL ECONOMY STANDARDS

In August 2012, the Administration finalized groundbreaking standards that will increase fuel
economy to the equivalent of 54.5 miles per gallon for cars and light-duty trucks by Model Year
2025. When combined with previous standards set by this Administration, this move will nearly
double the fuel efficiency of those vehicles compared to new vehicles currently on our roads. In
total, the Administration’s national program to improve fuel economy and reduce greenhouse gas
emissions will reduce U.S. oil consumption by 12 billion barrels.

These fuel standards represent the single most important step we have ever taken to reduce our
dependence on foreign oil and will strengthen our Nation’s energy security. This historic agreement
builds on the progress we have already made to save families money at the pump and cut our oil
consumption. It is great news for middle class families, and it will help create an economy built to
last.

NEXTGEN

The NextGen is an umbrella term for the ongoing transformation of the National Airspace System.
At its most basic level, NextGen represents an evolution from a ground-based system of air traffic
control to a satellite-based system of air traffic management. This evolution is vital to meeting
future demand, and to avoiding gridlock in the sky and at our nation’s airports.

The NextGen will open America’s skies to continued growth and increased safety while reducing
aviation’s environmental impact. We will realize these goals through the development of aviation-
specific applications for existing, widely-used technologies, such as the Global Positioning System,
and technological innovation in areas such as weather forecasting, data networking, and digital
communications. Hand-in-hand with state-of-the-art technology will be new airport infrastructure
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and new procedures, including the shift of certain decision-making responsibility from the ground
to the cockpit.

The NextGen will be a better way of doing business. Travel will be more predictable because there
will be fewer delays, less time sitting on the ground and holding in the air, with more flexibility to
get around weather problems. Also, these improvements will reduce aviation’s impact on the envi-
ronment. Flying will be quieter, cleaner, and more fuel-efficient. We will use alternative fuels, new
equipment, and operational procedures, which will lessen our impact on the climate. In addition,
more precise flight paths will help us limit the amount of noise that communities experience. Fur-
ther, with NextGen we will be even more proactive about preventing accidents with new technology
that will help us to predict risks and resolve hazards.

DISTRACTED DRIVING

In our current era of advancing technology and access to smartphones, many think they can use
these devices while driving, but the consequences can be dire. When someone takes his or her focus
off the road-even if just for a moment-he or she puts the lives of all those around them in danger.
Distracted driving is unsafe, irresponsible, and-in a split second-it can be devastating. Distracted
driving is any activity that could divert a person’s attention away from the primary task of driv-
ing. All distractions endanger driver, passenger, and bystander safety. These types of distractions
include: texting, using a cell phone or smartphone, eating and drinking, talking to passengers, or
using a navigation system. Because text messaging requires visual, manual, and cognitive attention
from the driver, though, it is by far the most alarming distraction. Sending or receiving a text takes
a driver’s eyes from the road for an average of 4.6 seconds, the equivalent-at 55 mph-of driving
the length of an entire football field blind. Text messaging creates a crash risk 23 times worse than
driving while not distracted.

In 2010, 3,092 people were killed in crashes involving a distracted driver, and an estimated
additional 416,000 were injured in motor vehicle crashes involving a distracted driver. The best way
to end distracted driving is to educate all Americans about the danger it poses, and DOT will remain
at the forefront of a campaign to inform the public about this hazard.

HIGH SPEED RAIL

The Administration has placed a new emphasis on building high-speed and intercity passenger

rail to connect communities and economic centers across the country. A fully developed passenger

rail system will complement highway, aviation and public transit systems. With the successful
completion of the original phases of the Northeast Corridor (NEC) Improvement Project offering
Amtrak’s maximum 150 miles per hour (mph) Acela train service between Washington, New York,
and Boston, efforts to develop high-speed intercity passenger rail service have expanded beyond
NEC. However, just as the Interstate Highway System took 50 years to complete, the true potential
of a fully integrated high-speed intercity passenger rail network will not be achieved or realized
overnight.

The DOT is working with States to plan and develop high-speed and intercity passenger rail corridors
that range from upgrades to existing services to entirely new rail lines exclusively devoted to 150
to 220 mph trains. Today, over 30 States are at work building this bold vision for 21st century rail.
Our partners are moving forward with more than 150 high-speed and higher performing passenger
rail projects. In 2012 alone, nearly $3 billion in Federal investments are scheduled to be underway
or complete. Implementing these corridor projects and programs will serve as a catalyst to promote
economic expansion (including new manufacturing jobs), create new choices for travelers
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in addition to flying or driving, reduce national dependence on oil, and foster livable urban and
rural communities.

Once track is laid and stations are constructed, high-speed rail will spur economic development. It
will generate quality jobs at small business all along its corridors. Our highways and airports simply
cannot handle the substantial growth forecast over the next several decades. A new, modem, high-
speed rail network must be an important part of the solution.

LOOKING AHEAD

This year has seen many achievements to improve our country’s transportation systems. As we
continue to move ahead in 2013, we look forward to working with the Congress and our public
and private sector stakeholders to rebuild and strengthen America’s roads, transit systems, airways,
and waterways, creating the means by which we connect with one another, grow our economy, and
pursue our dreams.

el

RAY LaHOOD
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DOT MISSION AND VALUES

MISSION

The Department’s mission is to serve the United States by ensuring
a fast, safe, efficient, accessible, and convenient transportation
system that meets our vital national interests and enhances the
quality of life of the American people, today and into the future.

VALUES

PROFESSIONALISM  As accountable public servants, DOT
employees exemplify the highest standards of excellence,
integrity, and respect in the work environment.

TEAMWORK DOT employees support each other, respect
differences in people and ideas, and work together in ONE
DOT fashion.

CUSTOMER FOCUS
meet the needs of the Department’s customers through service,

DOT employees strive to understand and

innovation, and creativity. We are dedicated to delivering results
that matter to the American people.

ORGANIZATION

Established in 1967, DOT sets Federal transportation policy and
works with State, local, and private-sector partners to promote

a safe, secure, efficient, and interconnected National transporta-
tion system of roads, railways, pipelines, airways, and seaways.
DOT’s overall objective of creating a safer, simpler, and smarter
transportation system is the guiding principle as the Department
moves forward to achieve specific goals.

HOW DOT IS ORGANIZED

DOT employs more than 57,000 people in the Office of the
Secretary (OST) and through twelve Operating Administrations
(OAs) and bureaus, each with its own management and
organizational structure.

The Office of the Secretary provides overall leadership and
management direction, administers aviation economic and
consumer protection programs, and provides administrative
support. The Office of Inspector General (OIG) and the Surface
Transportation Board (STB), while formally part of DOT, are
independent by law.
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OVERVIEW LEGISLATIVE AUTHORITY

The Secretary of Transportation, under the direction of the
President, exercises leadership in transportation matters. Section
101 of Title 49 United States Code describes the United States
Department of Transportation purposes as follows:

A. “The national objectives of general welfare, economic
growth and stability, and security of the United States
require the development of transportation policies and pro-
grams that contribute to providing fast, safe, efficient, and
convenient transportation at the lowest cost consistent with
those and other national objectives, including the efficient
use and conservation of the resources of the United States.

B. A Department of Transportation is necessary in the public
interest and to—

1. ensure the coordinated and effective
administration of the transportation programs
of the United States Government;

2. make easier the development and improvement of
coordinated transportation service to be provided
by private enterprise to the greatest extent feasible;

3. encourage cooperation of Federal, State, and local
governments, carriers, labor, and other interested
persons to achieve transportation objectives;

4.  stimulate technological advances in transportation,
through research and development or otherwise;

5. provide general leadership in identifying and solving
transportation problems; and

6.  develop and recommend to the President and Congress
transportation policies and programs to achieve trans-
portation objectives considering the needs of the public,
users, carriers, industry, labor, and national defense.”

OPERATING ADMINISTRATIONS AND
INDEPENDENT ORGANIZATIONS

OFFICE OF THE SECRETARY (0ST)

The Office of the Secretary oversees the formulation of national
transportation policy and promotes intermodal transportation.
Other responsibilities include negotiation and implementation

of international transportation agreements, assuring the fitness of
U.S. airlines, enforcing airline consumer protection regulations,
issuance of regulations to prevent alcohol and illegal drug misuse
in transportation systems, and preparing transportation legisla-
tion.

FEDERAL AVIATION ADMINISTRATION (FAA)
The Federal Aviation Administration’s mission is to provide the
safest, most efficient acrospace system in the world.

FEDERAL HIGHWAY ADMINISTRATION (FHWA)

The mission of the Federal Highway Administration (FHWA) is
to improve mobility on our Nation’s highways through national
leadership, innovation, and program delivery.

FEDERAL MOTOR CARRIER SAFETY

ADMINISTRATION (FMCSA)

The Federal Motor Carrier Safety Administration’s primary
mission is to reduce crashes, injuries, and fatalities involving
large trucks and buses.

FEDERAL RAILROAD ADMINISTRATION (FRA)

The mission of the Federal Railroad Administration is to enable
the safe, reliable, and efficient transportation of people and goods
for a strong America, now and in the future.

FEDERAL TRANSIT ADMINISTRATION (FTA)
The Federal Transit Administration’s mission is to improve
public transportation for passengers and America’s communities.

MARITIME ADMINISTRATION (MARAD)

The Maritime Administration’s mission is to improve and
strengthen the U.S. marine transportation system to meet the
economic, environmental, and security needs of the Nation.

NATIONAL HIGHWAY TRAFFIC SAFETY

ADMINISTRATION (NHTSA)

The National Highway Traffic Safety Administration’s mission is
to save lives, prevent injuries, and reduce economic costs due to
road traffic crashes, through education, research, safety standards,
and enforcement activity.
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OFFICE OF INSPECTOR GENERAL (0IG)

The Inspector General Act of 1978, as amended, established

the Office of Inspector General as an independent and objective
organization within the DOT. The OIG is committed to fulfilling
its statutory responsibilities and supporting members of Con-
gress, the Secretary, senior Department officials, and the public
in achieving a safe, efficient, and effective transportation system.

PIPELINE AND HAZARDOUS MATERIALS SAFETY
ADMINISTRATION (PHMSA)

PHMSA'’s mission is to protect people and the environment
from the risks inherent in transportation of hazardous materials
by pipeline and other modes of transportation.

RESEARCH AND INNOVATIVE TECHNOLOGY
ADMINISTRATION (RITA)

The Research and Innovative Technology Administration works
to advance DOT priorities for innovation and research in transporta-
tion technologies and concepts.

SAINT LAWRENCE SEAWAY DEVELOPMENT
CORPORATION (SLSDC)

The Saint Lawrence Seaway Development Corporation’s mission is
to serve the marine transportation industries by providing a safe,
secure, reliable, efficient, and competitive deep draft international
waterway, in cooperation with the Canadian St. Lawrence
Seaway Management Corporation.

SURFACE TRANSPORTATION BOARD (STB)

The Surface Transportation Board is charged with promoting
substantive and procedural regulatory reform in the economic
regulation of surface transportation, and with providing an
efficient and effective forum for the resolution of disputes
and the facilitation of appropriate business transactions.
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PERFORMANCE HIGHLIGHTS

This is the first year that the Department of Transportation will
report against “Transportation for a New Generation,” DOT’s
Strategic Plan for Fiscal Years 2012 — 2016. Under this Strate-
gic Plan, the Department continues to track many of the mea-
sures found in the previous plan, but as the agency builds upon
progress in improving transportation and develops new strategic
priorities, some new measures were developed.

An overview of the Department’s strategic goals is provided
below, and a complete analysis of DOT’s successes and challenges
related to FY 2012 performance targets will be included in

the Annual Performance Report. A brief discussion of the
Department’s results by strategic goal follows.

SAFETY

Improving transportation safety remains DOT’s top priority. The
Department tracks the safe movement of Americans and products
on the highways, in the air, on transit systems, on railroads, and
through pipelines. The Department has estimated or final 2012
results for 11 of the 13 safety goals that will be included in the
Annual Performance Report. Preliminary performance measure
results show that the Department is on target or exceeding the
target for all but one of the goals. DOT does not anticipate
achieving its FY 2012 target for the number of fatal general
aviation (GA) accidents per 100,000 flight hours, because the
number of fatal GA accidents continues to decline more slowly
than anticipated. Most of the fatalities occurred in the area of
experimental aircraft, which are predominately amateur-built.
These aircraft accounted for approximately 28 percent of GA

fatal accidents while contributing to slightly less than 4 percent

of GA flying hours. FAA continues to pursue multiple avenues

for addressing this issue.

STATE OF GOOD REPAIR

Recent reports on the condition of key facilities — highways,
bridges, transit systems, passenger rail, and airport runways
—reveal that many fall short of a state of good repair and thus
compromise the safety, capacity, and efficiency of the U.S.
transportation system. DOT’s role in achieving a state of good
repair is through strong programmatic emphasis and new resources
aimed at improving the condition of our infrastructure. DOT
also encourages its government and industry partners to make
optimal use of existing capacity, minimize life-cycle costs, and
apply sound asset management principles throughout the system.
In FY 2012, preliminary results show that the Department met or
exceeded the target for each of the state of good repair goals for
which data is currently available. The Department will work to
finalize results for all state of good repair performance measures
prior to the release of the Annual Performance Report.

ECONOMIC COMPETITIVENESS

DOT has established a goal to support the U.S. economy by fos-
tering smart, strategic investments that serve the traveling public
and facilitate freight movement. The Department’s central strate-
gies for achieving maximum economic returns on its policies and
investments include leading the development of intercity, high-
speed passenger rail and a competitive air transportation system;
increasing travel time reliability in freight-significant highway
corridors; improving the performance of freight rail and maritime
networks; advancing transportation interests in targeted markets
around the world; and expanding opportunities in the transporta-
tion sector for small businesses. In FY 2012, preliminary results
show that the Department met or exceeded all 18 targets for the
economic competitiveness goals.

LIVABLE COMMUNITIES

Fostering livable communities — places where coordinated trans-
portation, housing, and commercial development gives people
access to affordable and environmentally sustainable transpor-
tation — is a transformational policy shift for DOT. Through the
principles established in the livable communities strategic goal,
the Department will pursue coordinated, place-based policies
and investments that increase transportation choices and access
to public transportation services for all Americans. Based on pre-
liminary data, DOT met or exceeded FY 2012 targets for five of
six livable communities goals. The Department is awaiting final
data for the two remaining goals and results will be discussed in
the Annual Performance Report released in early 2013.

ENVIRONMENTAL SUSTAINABILITY

While the transportation sector is a significant source of green-
house gas (GHG) emissions, the Department is working to ad-
dress and mitigate this challenge through strategies such as fuel
economy standards for cars and trucks, more environmentally
sound construction and operational practices, and by expanding
opportunities for shifting freight from less fuel-efficient modes to
more fuel-efficient modes. A full discussion of the Department’s
FY 2012 environmental sustainability goals will be included in
the Annual Performance Report.
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PERFORMANCE SUMMARY TABLES

SAFETY PERFORMANCE SUMMARY

2012 2012
PERFORMANCE MEASURE TARGET ACTUAL MET/NOT MET
Highway fatality rate per 100 million vehicle-miles 1.36 1.26 1.15 1.1 1.09* 1.05 N/A Potentially Met
traveled (VMT). (NHTSA, FHWA, FMCSA) (2011)
Passenger vehicle occupant fatality rate per 100 1.08 0.97 0.89 0.84 0.83-0.89* 0.85 0.83-0.89* Potentially Met
million VMT. (NHTSA, FHWA, FMCSA)
Motorcyclist rider fatality rate per 100,000 72.48 68.52 56.36 54.82 56-58* 63 56-58* Potentially Met
motorcycle registrations. (NHTSA, FHWA, FMCSA)
Non-occupant (pedestrian and bicycle) fatality rate 0.18 0.18 0.17 0.17 0.16-0.17* 0.16 0.16-0.17* Potentially Met
per 100 million VMT. (NHTSA, FHWA, FMCSA)
Large truck and bus fatality rate per 100 million 0.169 0.155 0.123 0.131 | 0.117-0.134* 0.117 | 0.110-0.127* Potentially Met
total VMT. (NHTSA, FHWA, FMCSA)
Number of commercial air carrier fatalities per 100 N/A 0.4 6.7 0.3 0.0* 7.6 0.0* Potentially Met
million persons onboard. (FAA)
Number of fatal general aviation accidents per N/A N/A 1.16 1.10 1.13* 1.07 1.10* | Potentially Not Met
100,000 flight hours. (FAA)
Category A&B runway incursions per million 0.393 0.427 0.227 0.117 0.138 0.395 0.356 Met
operations. (FAA)
Pipeline incidents involving death or major injury. 47 40 49 39 39 43 32* Potentially Met
(PHMSA)
Hazardous materials incidents involving death or 36 24 29 19 33 34 33* Potentially Met

major injury. (PHMSA)

Transit fatalities per 100 million passenger-miles N/A N/A N/A 533 547 543 N/A Met (2011)
traveled. (FTA) (r)

Rail-related accidents and incidents per million 17.298 16.904 16.874 | 16.634 15.890 16.300 14.351* Potentially Met
train-miles. (FRA)T

Cumulative number of States and localities that N/A N/A 15 22 26 26 27 Met
adopt roadway designs that accommodate all road
users (complete streets). (OST)

(r) Revised Performance Measure; * Preliminary Estimate; 1 Actual results might differ from previous reports and are subject to change, due to subsequently obtained
information. FY 2012 actuals are based on 9 months of preliminary data.
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STATE OF GOOD REPAIR PERFORMANCE SUMMARY

2012 2012
PERFORMANCE MEASURE 2007 2008 TARGET ACTUAL MET/ NOT MET

Percent of travel on the National Highway 57 56 57 58 58 56.0 N/A** -—-
System (NHS) roads with pavement
performance standards rated “good.”

(FHWA)

Percent of deck area (i.c., the roadway 8.4 8.2 8.2 8.3 7.8 7.8 7.1% Potentially Met
surface of a bridge) on NHS bridges rated ) M ) U

structurally deficient. (FHWA)

Backlog of transit capital assets in need of N/A N/A N/A $77.7 N/AN $77.6 N/A7 -
replacement or refurbishment (as defined Billion Billion

by an estimated condition rating of 2.5 or
lower). (FTA)

Percent of runway pavement in excellent, 96.6% 96.9% 97.0% 97.2% 97.4% 93.0% 97.5% Met
good, or fair condition for paved runways
in the National Plan of Integrated Airport
Systems. (FAA)

(r) Revised; * Preliminary Estimate; ~ 2011 and 2012 Actuals Available Following Release of Conditions and Performance Report ** Results currently unavailable;will be
reported in the Annual Performance Report;
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ECONOMIC COMPETITIVENESS PERFORMANCE SUMMARY

2012 2012
PERFORMANCE MEASURE TARGET ACTUAL MET /NOT MET
Travel time reliability in urban areas as measured 1.24(r) 1.21(r) | 1.19(n) 1.21 1.21 1.21 1.21* Potentially Met
by the Travel Time Index. (FHWA)
Travel time reliability in freight significant 15.0 14.4 13.8 13.7 13.8 15.0 13.2* Potentially Met
corridors. (FHWA)
Number of corridor programs that will achieve N/A N/A N/A N/A 3 1 1 Met
initial construction. (FRA)
Number of individual construction projects that N/A N/A N/A N/A 8 14 19 Met
will achieve initial construction. (FRA)
Average daily airport arrival and departure 102,545 | 103,222 | 101,691 | 101,668 | 87,338 86,835 88,591* Potentially Met
capacity at Core Airports. (FAA)
Percent of operational availability for the 99.83% 99.82% | 99.78% | 99.79% | 99.72% 99.70% 99.80% Met
reportable facilities that support Core Airports.
(FAA)
Initial operating capability on ERAM at continental N/A N/A N/A N/A 2 7 7 Met
U.S. En Route centers. (FAA)
Percent of time the U.S. portion of the St. 99.4% 98.8% 99.4% 99.8% | 99.0% 99.0% 99.7% Met

Lawrence Seaway system and locks are
available. (SLSDC)

Ships available to meet DOD’s requirements for 60 60 59 60 60 60 60 Met
commercial sealift capacity (as measured by the
number of ships contractually enrolled in the
maritime security program). (MARAD)

Operating days in U.S. foreign commerce and N/A N/A N/A 21,436 | 21,557 19,200 21,593 Met
available to meet DOD’s requirements (as
measured by the number of ship operating days
that ships enrolled in the MSP were actually
operating in U.S. foreign commerce). (MARAD)

Number of Twenty Foot Equivalent (TEU) N/A N/A N/A N/A 1,061 3,500 8,221 Met
containers transported across America’s Marine
Highway corridors. (MARAD)

Number of U.S. Merchant Marine Academy 210 219 198 198 205 210 219 Met
(USMMA) graduates. (MARAD)

Number of State Maritime Academy graduates. N/A N/A N/A 575 545 592 607 Potentially Met
(MARAD)

Percent of NAS on-time arrivals at Core Airports. 86.96% 87.29% | 88.98% | 90.55% | 90.41% 88.00% 92.50% Met
(FAA)

Review air carriers to ensure they meet the N/A N/A 22 20 26 18 27 Met

requisite standards for obtaining or retaining
economic authority to operate. (0ST)

Reach new or expanded bilateral and multilateral 3 4 4 7 4 3 4 Met
agreements to remove market-distorting barriers
to trade in transportation. (OST)

Percent of total dollar value of DOT direct 19.30% 16.19% | 13.36% | 14.00% | 19.50% 15.00% 19.50%* Potentially Met
contracts awarded to small, disadvantaged
businesses. (0ST)

Percent of total dollar value of DOT direct 10.40% 8.12% | 10.94% 8.00% | 11.10% 6.00% 10.40%* Met
contracts awarded to women-owned businesses.
(0ST)

(r) Revised; * Preliminary Estimate
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LIVABLE COMMUNITIES PERFORMANCE SUMMARY

2012 2012 MET/ NOT

PERFORMANCE MEASURE TARGET ACTUAL MET
States with policies that improve N/A N/A N/A 21 24 26 26 Met
transportation choices for walking
and bicycling. (FHWA)
States that have developed an N/A N/A N/A N/A 13 12 17 Met
Americans with Disabilities Act (ADA)
transition plan that is current and
includes the public rights-of-ways.
(FHWA)
Number of calendar year transit 9.9 10.3 9.9 9.9 10.1 10.1 10.3 Potentially
boardings reported by urbanized area Billion Billion Billion Billion Billion Billion Billion# Met
transit providers. (FTA)
Number of transit boardings reported 118 128 131 138 144 144 TBDA Met
by rural area transit providers, (FTA) Million Million Million Million Million Million (2011)
Transit “market share” among N/A N/A N/A 0 1 4 TBDA Not Met
commuters to work in the 50 most- (2011)**
populous urbanized areas. (FTA)
Number of key rail stations verified N/A N/A N/A 513 522 531 567* | Potentially Met
as accessible and fully compliant.
(FTA)
Number of intercity rail passenger- 5.65 6.16 5.90 6.33 6.53 6.60 6.80 Met
miles traveled. (FRA) Billion Billion Billion Billion Billion Billion Billion
Percent of intercity passenger N/A N/A N/A N/A N/A 2% 0% Not Met
rail stations that comply with the
requirements of the ADA. (FRA)

* Preliminary Estimate; # Projection from Trends; ~ 2012 Actual Available Late 2013;
**2011 Interim Target Developed Prior to 2012-2016 Strategic Plan Release
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ENVIRONMENTAL SUSTAINABILITY PERFORMANCE SUMMARY

2012 MET/ NOT
PERFORMANCE MEASURE 2011 TARGET ACTUAL MET

NAS energy efficiency (measured by fuel (13.87%) (13.52%) (14.03%) (15.25%) (14.50%) (14.00%) (14.76%) Met
burned per miles flown). (FAA)

U.S. population exposed to significant N/A 383,465 291,768 317,596 315,293 386,000 319,901 Met
aircraft noise around airports. (FAA)

Hazardous liquid pipeline spills with 97 128 m 88 99 99 114* Potentially
environmental consequences. (PHMSA) Not Met

Percent reduction of vehicle fleet 11% 8% 14% 5% 4.9% 14% TBD** ---
petroleum use. (OST)

Percent improvement in water efficiency. N/A 2% 3.3% (1.2%) (9.7%) 10% TBD** ---
(0ST)

Percent recycling and waste diversion. N/A N/A N/A ## ## 6% TBD** ---
(0ST)

Percent of all applicable contracts that N/A N/A N/A ## 95% 95% TBD** ---
meet sustainability requirements. (OST)

Percent reduction in green-house gas N/A N/A N/A 7.9% 15.4% 4% TBD** ---
emissions from facilities and fleets. (OST)

Percent reduction in green-house gas N/A N/A N/A (4.7%) 0.1% 2% TBD** ---
emissions from employee business travel
and commuting. (OST)

Comepliance with the April 2010 court- N/A N/A N/A " 15 2 10 Met
ordered consent decree for removal of
Suisun Bay Reserve Fleet non-retention
ships on an annual basis. (MARAD)

Percent of alternative-fuel and hybrid 39% 42% 43% Lb% 45%* 46% TBD* Met
vehicles in the transit revenue service (2011)
fleet. (FTA)

* Preliminary Estimate; ** Results available in Jan. 2013 and reported in Annual Performance Report; ## Data unavailable; » 2012 Actual Available Late 2013
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FINANCIAL HIGHLIGHTS

DOT has chosen to produce an Agency Financial Report (AFR)
and an Agency Performance Report (APR) for FY 2012. The
DOT will include its FY 2012 APR with its Congressional
Budget Justification and will post it on DOT’s website at
www.dot.gov by February 15, 2013.

The financial statements and financial data presented in this
Report have been prepared from the accounting books and
records of the U.S. Department of Transportation in conformity
with generally accepted accounting principles (GAAP). GAAP
for Federal entities are the standards and other authoritative
pronouncements prescribed by the Federal Accounting Stan-
dards Advisory Board (FASAB). Department management is
responsible for the integrity and fair presentation of the financial
information in these statements.

The American Recovery and Reinvestment Act of 2009 (ARRA
or the Recovery Act) continues to have a significant, although
reduced, impact on the Department’s financial statements when
comparing FY 2012 amounts to FY 2011 amounts for certain
financial statement line items. Of the $48.1 billion in appropri-
ations provided by ARRA in FY 2009, the Department obligat-
ed $47.6 billion, or 99 percent of the available funding, as of
September 30, 2012, with $8 billion obligated in FY 2011 and
a remaining $46 million obligated in FY 2012. The Department
had disbursed $37 billion as of September 30, 2012, with $11.3
billion disbursed in FY 2011 and $5.3 billion disbursed in FY
2012.

Both the Airport and Airway Trust Fund (AATF) and the
Highway Trust Fund (HTF) were granted extensions of authority
to collect excise taxes and to make expenditures in FY 2012.

In February, the FAA Modernization and Reform Act of 2012,
Public Law (P.L.) 112-95, extended AATF authority through
September 30, 2015. In July, Moving Ahead for Progress in the
21% Century (MAP-21), P.L. 112-141, infused the HTF with $2.4
billion in FY 2012 and extended its authority through September
30, 2014.

OVERVIEW OF FINANCIAL POSITION

ASSETS The Consolidated Balance Sheet reports a decrease

in total assets to $76.1 billion at the end of FY 2012, compared
with $85.7 billion at the end of FY 2011. The Fund Balance with
Treasury line item decreased by $6.4 billion as ARRA funding
provided in FY 2009 continued to be disbursed in FY 2012.
Investments decreased by $4.4 billion, as greater drawdowns
decreased the HTF investment balance by $6.3 billion, offset by
an increase in the AATF investment balance of $1.9 billion from
excise tax collections.

The Department’s assets reflected in the Consolidated Balance
Sheet are summarized in the following table.

ASSETS BY TYPE
DOLLARS IN

THOUSANDS 2012 % 2011 %
Fund Balance with $33,356,274 43.8 $39,761,625 46.4
Treasury

Investments 22,330,652 29.4 26,682,058 311

General Property, 14,030,366 18.4 13,740,507 16.0

Plant & Equipment

Direct Loans and 5,022,807 6.6 4,187,635 4.9
Guarantees, Net
Inventory and Related 857,891 1.1 845,833 1.0
Property, Net
Accounts Receivable 271,457 A 266,388 3
Cash and Other 239,348 3 247,528 3
Assets

Total Assets

$76,108,795  100.0 $85,731,574 100.0

LIABILITIES The Department’s Consolidated Balance Sheet
reported total liabilities of $18 billion at the end of FY 2012, as
summarized in the table below. This represents a modest decrease
from the previous year’s total liabilities of $18.4 billion. The
largest decrease was in the Accounts Payable line item as
disbursements for ARRA programs continue to decline.

LIABILITIES BY TYPE
DOLLARS IN

THOUSANDS 2012 % 2011 %
Grant Accrual $6,315,689 35 $6,560,755 35.7
Debt 5,193,598 28.8 4,342,866 23.6
Other Liabilities 3,660,118 20.3 4,051,687 22.1
Federal Employee 1,019,076 5.6 978,918 53
Benefits Payable

Environmental and 1,010,818 5.6 1,068,076 5.8
Disposal Liabilities

Accounts Payable 643,997 3.6 1,208,245 6.6
Loan Guarantees 192,829 1.1 158,425 9

Total Liabilities

$18,036,125 100.0 $18,368,972  100.0
NET POSITION  The Department’s Consolidated Balance Sheet
and Consolidated Statement of Changes in Net Position report a
Net Position of $58 billion at the end of FY 2012, a 13.8 percent
decrease from the $67.4 billion from the previous fiscal year. The
decline is mainly attributable to a return to pre-ARRA funding
levels. Net Position is the sum of Unexpended Appropriations
and Cumulative Results of Operations.
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NET COSTS The Department’s total net cost of operations for
FY 2012 was $77 billion. Surface and air costs represent 98.4
percent of the Department’s net cost of operations. Surface
transportation program costs represent the largest investment

for the Department at 77.6 percent of the Department’s net cost
of operations. Air transportation is the next largest investment
for the Department at 20.8 percent of total net cost of operations.

NET COSTS
DOLLARS IN
THOUSANDS 2012 % 2011 %
Surface Transportation $59,762,698 77.6 | $60,319,117 77.2
Air Transportation 16,004,333 20.8 16,544,662 21.2
Maritime Transportation 493,519 .6 484,393 b
Cross-Cutting Programs 391,458 5 347,273 5
Costs Not Assigned to 384,545 15 417,558 5
Programs
Net Cost of Operations $77,036,553  100.0  $78,113,003 100.0
RESOURCES

BUDGETARY RESOURCES The Combined Statement of
Budgetary Resources provides information on how budgetary
resources were made available to the Department for the year
and their status at fiscal year-end. For the 2012 fiscal year, the
Department had total budgetary resources of $134.1 billion,
which represents a 4.8 percent decline from FY 2011 levels of
$140.8 billion. Budget Authority of $134.1 billion consisted of
$51.5 billion in unobligated authority carried over from prior
years, $19.7 billion in appropriations, $54.9 billion in borrowing
and contract authority, and $8 billion in spending authority from
offsetting collections. The Department’s FY 2012 obligations
incurred totaled $86.6 billion compared with FY 2011 obligations
incurred of $90.3 billion.

Net Outlays reflect the actual cash disbursed against previously
established obligations. For FY 2012, the Department had net
outlays of $76 billion, compared to FY 2011 levels of $78.6
billion, a decrease of 3.3 percent. As expected, disbursements
have decreased as the Recovery Act program nears completion
(i.e. as lower levels of obligations from FY 2012 and FY 2011 are
liquidated).

RESOURCES

DOLLARS IN

THOUSANDS 2011

(DECREASE)

Total Budgetary

R $134,107,279 | $140,800,746 %(4.8)
esources

Obligations Incurred 86,554,746 90,313,537 %(4.2)
Net Outlays 75,973,821 78,551,159 %(3.3)

HERITAGE ASSETS AND STEWARDSHIP

LAND INFORMATION

Heritage assets are property, plant, and equipment that are unique
for one or more of the following reasons: historical or natural
significance; cultural, educational, or artistic importance; or
significant architectural characteristics.

Stewardship land is land and land rights owned by the Federal
Government but not acquired for or in connection with items of
general property, plant, and equipment.

The Department’s heritage assets consist of artifacts, museum
and other collections, and buildings and structures. The artifacts
and museum and other collections are those of the Maritime
Administration. Buildings and structures include Union Station
(rail station) in Washington, D.C., which is titled to the Federal
Railroad Administration.

The Department holds transportation investments (stewardship
land) through grant programs, such as the Federal aid highways,
mass transit capital investment assistance, and airport planning
and development programs.

Financial information for heritage assets and stewardship land
is presented in the Financial Report section of this report in the
Notes to the Financial Statements and Required Supplementary
Information.

LIMITATIONS OF THE FINANCIAL STATEMENTS

The principal financial statements have been prepared to

report the financial position and results of operations of the U.S.
Department of Transportation, pursuant to the requirements of 31
U.S.C. 3515 (b).

These statements have been prepared from the books and records
of the U.S. Department of Transportation in accordance with
GAAP for Federal entities and in formats prescribed by OMB.
The statements are in addition to the financial reports used to
monitor and control budgetary resources, which are prepared
from the same books and records.

The statements should be read with the realization that they
are for a component of the U.S. Government.
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FY2012 FMFIA ASSURANCE LETTER TO THE PRESIDENT
THE FOLLOWING IS TEXT OF THE SECRETARY'S LETTER TO THE PRESIDENT

I am pleased to report on the effectiveness of the internal controls and financial management
systems for the U.S. Department of Transportation (DOT) during Fiscal Year (FY) 2012. This report
is based on our successful implementation of the Federal Managers’ Financial Integrity Act of 1982
(FMFIA); Office of Management and Budget (OMB) Circular A-123; Management’s Responsibility
for Internal Control; and OMB Office of Federal Procurement Policy’s Acquisition Assessment.

The FMFIA holds Federal managers accountable for establishing and maintaining effective internal
controls and financial systems. All DOT organizations are subject to Sections 2 and 4 of FMFIA,
except the Saint Lawrence Seaway Development Corporation, which reports separately under the
Government Corporations Control Act.

The DOT is able to provide reasonable assurance that the internal controls and financial manage-
ment systems in effect during the period of October 1, 2011, through September 30, 2012, met the
objectives of both Sections 2 and 4 of the FMFIA, except for two material weaknesses. One weak-
ness is related to compliance with the Federal Information Security Management Act (FISMA), and
a second weakness involves improper controls over the review and monitoring of grant “Undeliv-
ered Orders” (UDOs). The UDOs are budget obligations that have not yet been fully liquidated by
making a payment. Closely associated with this UDO issue, we also are citing a non-conformance
with accounting standards for reporting grant UDO balances. During FY 2012, DOT conducted its
assessment of internal controls and compliance with applicable laws and regulations in accordance
with OMB Circular A-123.

FISMA COMPLIANCE

In late 2011, the Office of Inspector General (OIG) issued a report on DOT’s compliance with
FISMA. The purpose of this review was to determine the effectiveness of DOT’s security program
and practices in the areas of policies and procedures, enterprise-level information security controls,
management of information security weaknesses, and system-level security controls. As a result

of this review, OIG made 5 specific recommendations, in addition to the recommendations that
remained open from previous OIG FISMA reports.

As part of our commitment to resolve these deficiencies, DOT made improvements during 2012
through the issuance of new cybersecurity guidance for the majority of its components, and new cy-
bersecurity policy specifically for the Office of the Secretary (OST). The DOT also made progress
on Administration cybersecurity priority goals, deploying continuous monitoring capabilities across
66 percent of agency assets, consolidating 91 percent of its internet bandwidth through secured
internet connections, and enabling use of Personal Identity Verification (PIV) Cards for secure
network login for more than 70 percent of non-FAA personnel. Senior management and the Depart-
ment’s Chief Information Officer (CIO) have been monitoring these corrective actions.

Although progress has been made since 2011 to resolve outstanding FISMA matters, many of these
conditions substantially existed during 2012, with corrective actions still in progress. We expect
that the OIG’s report on FISMA for 2012 will reach a similar conclusion. As a consequence, DOT’s
compliance with FISMA during 2012 again constituted a material weakness in internal control
under Section 2 of FMFIA. To remediate further the Department’s cybersecurity program issues in
the coming year, DOT’s corrective action plan contemplates additional progress in the following
critical areas:

» Improving contingency planning and testing;

» Improving the oversight of component-level security programs and weaknesses;

» Further implementation of a continuous monitoring strategy and program across the
Department; and

» Substantial progress in closing remaining open audit recommendations.
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OMB CIRCULAR A-123, APPENDIX A INTERNAL CONTROL PROGRAM

During FY 2012, DOT conducted an assessment of the effectiveness of internal controls over finan-
cial reporting, including safeguarding of assets and compliance with applicable laws and regulations
in accordance with the requirements of OMB Circular A-123, Appendix A. During FY 2012, DOT
assessed and tested controls over key identified business processes, including Budget; Inventory
Management; Human Resources, Time and Attendance; Property Plant and Equipment; and Grants
Management. The DOT used a risk-based approach to determine other material business processes
that should be included in the testing.

The major OMB Circular A-123, Appendix A activities in FY 2012 included evaluating entity level,
process level, and in-depth testing at the transaction level of internal controls over financial report-
ing for the 5 identified business processes. All deficiencies were communicated to senior manage-
ment and mitigated using existing remediation procedures.

The DOT confirmed a material weakness in internal controls related to grant UDOs. Existing con-
trols for the review and monitoring of grant UDOs needs to be strengthened to determine accurately
if balances are still valid. Specifically, DOT determined that Federal Highway Administration’s
(FHWA) Financial Integrity Review and Evaluation tier review was not appropriately designed or
operating effectively to timely identify unused obligation balances. The DOT also concluded that
the Federal Transit Administration’s (FTA) review was not appropriately designed to timely identify
unused obligation balances, as the annual review only included grants that were originally obligated
more than 5 years ago and had not recorded a disbursement within 18 months. Therefore, the DOT
is reporting a material weakness in internal control under Section 2 of FMFIA.

The DOT is in the process of implementing corrective actions to mitigate this internal control
weakness related to UDOs. Corrective actions include:

» In the fourth quarter of 2012, a clean-up effort was conducted which greatly reduced inactive
UDOs across the Department;

» DOT initiated a training effort for key Agency staff on contract and grant closeout procedures.
This should help ensure that UDO balances are reviewed timely and are accurately reflected in
the Department’s accounting records; and

» A Department-wide order is being developed, requiring all DOT components to conduct
a quarterly review of UDOs. This guidance is expected to be issued by the second quarter
of2013.

Based on the overall results of this Circular A-123 evaluation, DOT can provide reasonable
assurance that its internal control over financial reporting was operating effectively, except for the
material weakness related to grant UDOs noted above.

FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT (FFMIA)

The FFMIA states that each Agency shall implement and maintain financial management systems
that comply substantially with Federal financial management systems requirements, applicable
Federal accounting standards, and the United States Government Standard General Ledger at the
transaction level.

During FY 2012, DOT identified a non-conformance with Title 31, United States Code, Sections
1501 and 1554, and The Standards for Internal Control in the Federal Government, issued by the
Government Accountability Office. These issues are related to grant UDOs within FHWA and FTA.
Therefore, DOT is reporting a non-conformance under Section 4 of FMFIA. The DOT is in the
process of implementing several actions to correct this non-conformance with established account-
ing standards. These remediation activities are highlighted in our discussion of UDOs under the
Circular A-123, Appendix A section of this correspondence.
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FMFIA INTERNAL CONTROL PROGRAM

For FY 2012, DOT utilized its standardized and consistent FMFIA Internal Control Program
approach for managing control and compliance activities. The DOT identified and documented
meaningful Components and Assessable Units (AU). Inherent risk assessments were conducted

to classify and prioritize each AU. Management Control Reviews, leveraging the 5 standards of
internal controls, as prescribed by the Committee of Sponsoring Organizations of the Treadway
Commission and the U.S. Government Accountability Office, were conducted to identify, assess,
document, and communicate key management and programmatic internal controls and related risks
or weaknesses.

OMB A-123 ACQUISITION ASSESSMENT

In accordance with guidance from the Office of Federal Procurement Policy and OMB Circular
A-123, DOT developed a 3-year assessment reporting cycle of the DOT’s acquisition offices and
programs, and in FY 2012, DOT is conducting an entity level top-down assessment for OST, the Pipeline
and Hazardous Materials Safety Administration, and the Saint Lawrence Seaway Development Corpora-
tion. As of September 30, DOT has not identified any material weaknesses during this review.

As a result of our FMFIA reviews in FY 2012, I conclude that the Department has made substantial
progress in enhancing its internal controls and financial management program. Additional enhance-

ments are planned and underway in FY 2013.

Sincerely yours,

s,

RAY LaHOOD
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SYSTEM, CONTROLS, AND LEGAL
COMPLIANCE

FEDERAL MANAGER’S FINANCIAL INTEGRITY ACT (FMFIA)
The FMFIA requires agencies to conduct an annual evaluation of
its internal controls and financial management systems and report
the results to the President and Congress. The agency then pre-
pares an annual Statement of Assurance based on its assessment
of the effectiveness of its controls.

The Secretary of Transportation provided the President and Congress
a Statement of Assurance for the fiscal year ended September 30,
2012, stating that the Department of Transportation (DOT) is able
to provide reasonable assurance that its controls and systems met
the objectives of the FMFIA, except for two material weaknesses
and one material non-conformance. One weakness is related to
compliance with the Federal Information Security Management Act
(FISMA), and a second weakness involves improper controls over
the review and monitoring of grant “Undelivered Orders” (UDOs).
UDOs are budget obligations that have not yet been fully liquidated
by making a payment. Closely associated with this UDO issue, we
also are citing a non-conformance with accounting standards for
reporting grant UDO balances.

As a subset of the FMFIA Statement of Assurance, the DOT is
required to report on the effectiveness of internal control over
financial reporting, which includes safeguarding of assets and
compliance with applicable laws and regulations, in accordance with
the requirements of Appendix A of OMB Circular A-123. A separate
discussion on Appendix A follows at the end of this section.

FMFIA ANNUAL ASSURANCE PROCESS

The FMFIA review is an agency self-assessment of the adequacy
of financial controls in all areas of the Department’s operations —
program, administrative, and financial management.

OBJECTIVES OF CONTROL MECHANISMS

» Financial and other resources are safeguarded from
unauthorized use or disposition;

» Transactions are executed in accordance with authorizations;

» Records and reports are reliable;

» Applicable laws, regulations, and policies are observed;

» Resources are efficiently and effectively managed; and

» Financial systems conform to government-wide standards.

Managers within the DOT, being in the best position to under-
stand the nature of the problems they face, establish appropri-
ate control mechanisms to ensure Departmental resources are
sufficiently protected from fraud, waste, and abuse, and to meet
the intent and requirements of the FMFIA. The head of each Op-
erating Administration (OA) and Departmental office submits an
annual statement of assurance representing the overall adequacy
and effectiveness of management controls within the organization

to the DOT’s Office of Financial Management. Any identified
FMFIA material weaknesses and material non-conformances
are also reported, as well as milestones established to resolve
the challenges and/or accomplishments achieved. Specific
guidance for completing the self-assessment and end of fiscal
year assurance statement and reporting on deficiencies is issued
annually by the DOT’s Office of Financial Management.

CRITERIA FOR REPORTING MATERIAL WEAKNESSES AND
NON-CONFORMANCES

A material weakness under the FMFIA must fall into one or more
of the categories below plus merit the attention of the Executive
Office of the President and/or the relevant Congressional over-
sight committees.

CRITERIA FOR REPORTING A MATERIAL WEAKNESS

» Significant weakness of the safeguards (controls) against
waste, loss, unauthorized use or misappropriation of funds,
property, or other assets;

» Violates statutory authority, or results in a conflict
of interest;

» Deprives the public of significant services, or seriously
affects safety or the environment;

» Impairs significantly the fulfillment of the agency’s
mission; and

» Would result in significant adverse effects on the credibility
of the agency.

A material non-conformance under the FMFIA must fall into
one or more of the categories below plus merit the attention of
the Executive Office of the President or the relevant Congressional
oversight committees.

CRITERIA FOR REPORTING A MATERIAL NON-CONFORMANCE

» Prevent the primary accounting system from centrally
controlling financial transactions and resource balances; and

» Prevent compliance of the primary accounting system,
subsidiary system, or program system under the Office
of Management and Budget Circular A-127.

FY 2012 FMFIA MATERIAL WEAKNESSES

STATUS OF INTERNAL CONTROLS (FMFIA SECTION 2)

The DOT is reporting two material weaknesses in FY 2012. One
weakness is related to compliance with the Federal Information
Security Management Act (FISMA). The FISMA non-compli-
ance material weakness was also reported in FY 2010 and FY
2011. Senior management and the DOT’s Chief Information
Officer have been collaborating and monitoring corrective
actions. Although progress was made in FY 2011 and FY 2012,
the same conditions substantially existed during FY 2012, with
many corrective actions in progress.
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A second weakness involves improper controls over the review
and monitoring of grant UDOs. The DOT is in the process of
implementing corrective actions to mitigate this internal control
weakness related to UDOs.

STATUS OF FINANCIAL MANAGEMENT SYSTEMS

(FMFIA, SECTION 4)

The DOT is reporting one material non-conformance with
accounting standards related to the reporting of grant UDO
balances. The DOT is in the process of implementing several
actions to correct this non-conformance with established
accounting standards.

APPENDIX A, INTERNAL CONTROLS OVER FINANCIAL
REPORTING

Appendix A of OMB Circular A-123 emphasizes management’s
responsibility for establishing and maintaining effective internal
control over financial reporting. Appendix A requires agencies
to maintain documentation of the controls in place and of the
assessment process and methodology management used to sup-
port its assertion as to the effectiveness of internal control over
financial reporting. Agencies are also required to test the controls
in place as part of the overall FMFIA assessment process. The
assurance statement related to the assessment performed under
Appendix A acts as a subset of the Overall Statement of Assur-
ance reported pursuant to Section 2 of the FMFIA legislation.
Management’s assurance statement, as it relates to Appendix A,

is based on the controls in place as of June 30.

The DOT performed in-depth testing of the controls over six
focus area business processes for each OA including Budget;
Inventory Management; Human Resources, Time and Atten-
dance; Property Plant and Equipment; and Grants Management.
Additional testing of high-risk key controls from the remaining
nine non-focus area business processes was performed for

OAs whose transactions are material to the Department-wide
financial statements.

FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT

ACT (FFMIA)

The Secretary has determined that our financial management
systems were in compliance with the Federal Financial Man-
agement Improvement Act of 1996 (FFMIA) for FY 2012, with
the exception of one material non-conformance with accounting
standards for reporting grant “Undelivered Orders” (UDO) bal-
ances. UDOs are budget obligations that have not yet been fully
liquidated by making a payment. In making this determination,
management considered all the information available, including
independent auditor reports on the Department’s internal controls
and compliance with selected provisions of laws and regulations.
Also considered were the results of management’s assessment of
its internal controls and financial management systems reviews,
including the Inspector General’s most recent Federal Information

Security Management Act (FISMA) report on the effectiveness
of the Department’s security program.

The FFMIA requires that agencies’ financial management
systems routinely provide reliable and timely financial informa-
tion for managing day-to-day operations as well as to produce
reliable financial statements, maintain effective internal control,
and comply with legal and regulatory requirements. Under
FFMIA, financial management systems must substantially
comply with three requirements: Federal financial management
system requirements, applicable Federal accounting standards,
and the U.S. Government Standard General Ledger (SGL) at the
transaction level. In addition, CFO Act agencies must determine
annually whether their systems meet these requirements. This
determination is to be made no later than 120 days after the ear-
lier of (a) the date of receipt of the agency-wide audited financial
statement, or (b) the last day of the fiscal year following the year
covered by such statement.

Management conducted its assessment of the effectiveness of
internal controls over financial systems and compliance with
applicable laws and regulations in accordance with the Federal
Managers’ Financial Integrity Act of 1982 (FMFIA) guidance,
and the requirements of OMB Circular A-123, Management’s
Responsibility for Internal Control and Circular A-127, Financial
Management Systems.

The DOT is able to provide reasonable assurance that the internal
controls and financial management systems in effect during FY
2012 met the objectives of both Sections 2 and 4 of the FMFIA,
except for two material weaknesses and one material non-con-
formance. One weakness is related to compliance with FISMA,
and a second weakness involves improper controls over the
review and monitoring of grant UDOs. Closely associated with
this UDO issue, the DOT is also citing a non-conformance with
accounting standards for reporting grant UDO balances.

FEDERAL INFORMATION SECURITY

MANAGEMENT ACT (FISMA)

The Federal Information Security Management Act (FISMA)
requires federal agencies to identify and provide security protection
commensurate with the risk and magnitude of potential harm
resulting from the loss, misuse of, unauthorized access to, disclosure
of, disruption to, or modification of information collected to
maintained by or on behalf of the agency. FISMA also requires
that each agency report annually on the adequacy and effective-
ness of information security policies, procedures, and practices,
and on FISMA compliance. OMB further requires that agency
heads submit a signed letter that provides a comprehensive over-
view of these areas. This report and signed letter were delivered
to OMB November 15, 2012. In addition, FISMA requires that
agencies have an independent evaluation performed of agency
information security programs and practices. At the Department
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of Transportation (DOT), this annual evaluation is performed by
the Office of the Inspector General (OIG). This year’s (FY 2012)
annual FISMA report will be finalized no later than November
15, as now required by the Department of Homeland Security.

The DOT has 13 Operating Administrations that for FY 2012
operated a total of 431 information systems, an increase of 12
systems over the FY 2011 adjusted inventory, of which 283 belong
to the Federal Aviation Administration (FAA). The FAA’s

air traffic control system has been designated by the President as
part of the critical national infrastructure. Other systems owned
by the Department include safety-sensitive surface transportation
systems and financial systems that are used to manage and dis-
burse more than $78 billion in federal funds each year.

DOT’s cybersecurity program continues to have significant
deficiencies in its enterprise and systems controls. Specifically,
DOT still needs to make progress in critical areas, such as:
improving contingency planning and testing; improving the
oversight of component-level security programs and weaknesses;
and continued implementation of a continuous monitoring
strategy and program across the Department. Also required
is continued progress on remaining open recommendations.

As part of its commitment to resolve these deficiencies, DOT
made improvements during 2012 through the issuance of new
cybersecurity guidance for the majority of its components, and
new cybersecurity policy specifically for OST. DOT also made
progress on Administration Cybersecurity priority goals, deploy-
ing continuous monitoring capabilities across 66% of agency
assets, consolidating 91% of its Internet bandwidth through
secured Internet connections, and enabling use of PIV Cards for
secure network login for more than 70% of non-FAA personnel.
DOT has also submitted evidence and requested closure of 25
open audit recommendations. The full FY 2012 FISMA report is
anticipated to be available in early December 2012 and can be
found at www.oig.dot.gov.

SSAE-16 REVIEW ON DOT’S FINANCIAL

MANAGEMENT SYSTEM

The Statements on Standards for Attestation Engagements
(SSAE) 16 report summarized the results of a review of general,
application, and operational controls over the DOT Enterprise
Services Center (ESC). The ESC performs services including
accounting; financial management; systems and implementation;
media solutions; telecommunications; and data center services
for DOT and other Federal organizations.

This is the second year that a SSAE-16 audit has been conduct-
ed on DOT’s Delphi financial system. A Statement on Auditing
Standards (SAS) 70 audit was completed for the previous six
years. Effective for reports dated after June 15, 2011, SAS-70
was replaced with the new standard SSAE-16.

Delphi is hosted, operated, and maintained by Federal Aviation

Administration employees at the Mike Monroney Aeronautical
Center in Oklahoma City, OK, under the overall direction of the
DOT Chief Financial Officer.

ESC is one of four Federal Shared Service Providers designated
by the Office of Management and Budget to provide financial
management systems and services to other government agen-
cies. ESC supports other Federal entities, including the National
Endowment for the Arts, the Commodity and Futures Trading
Commission, the Institute of Museum and Library Services, the
National Credit Union Association, the Securities and Exchange
Commission, the Consumer Product Safety Commission, and the
Government Accountability Office. The Office of Management
and Budget requires Shared Service Providers to provide client
agencies with an independent audit report in accordance with
the American Institute of Certified Public Accountants (AICPA)
SSAE-16.

This year’s SSAE-16 audit of Delphi was conducted by KPMG
LLP. KPMG concluded that management presented its descrip-
tion of ESC controls fairly in all material respects, and that the
controls, as described, were suitably designed and operating
effectively for all stated control objectives with the exception

of controls surrounding the management of job processing errors.

ESC is in the process of implementing procedures to review,
track, and remediate job processing errors identified in Delphi.
Implementation will be completed in FY 2013.
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IMPLEMENTATION OF eINVOICING
FOR GRANTS

DOT’S ELECTRONIC INVOICING INITIATIVE

The Department is undergoing an effort to modernize and
streamline financial management policies, processes, reports,
and systems to better meet its mission and goals. The first ob-
jective of the effort is to implement electronic invoicing across
the Department. The goal of the electronic invoicing initiative
is to eliminate, as much as possible, paper invoice submissions
by allowing users to submit invoices electronically through an
online portal.

The DOT selected Oracle’s iSupplier module, labeled the Delphi
elnvoicing system, as the DOT’s new payment processing sys-
tem. Key benefits of this initiative include:

» A standard process for grant recipients to submit invoices to
the Department;

» Improved funds control;
» The ability to review and approve payment requests electronically;
» A decrease in payment request review and processing time;

» The ability to view the status of all payment requests in
real-time;

» A decrease in the volume of payment requests mailed,
faxed, or e-mailed by grantees and vendors; and

» An improvement to the accuracy, timeliness, and transpar-
ency of transactions processed through the financial system.

The first phase of the Delphi elnvoicing deployment began in FY
2012 with the rollout of Delphi elnvoicing to the Department’s
grantee community. The primary stakeholders include Grantees/
Sponsors, DOT Grant Managers, and DOT Program Managers.
The Department is scheduled to complete the initial deployment
of the Delphi elnvoicing system to grant recipients in November
2012. By offering this solution to grant recipients, the Department
estimates that approximately 900 invoices will be submitted
electronically per month, eliminating the need for grantees

to mail, e-mail, or fax invoices.

INSPECTOR GENERALS FY 2012 TOP
MANAGEMENT CHALLENGES

DEPARTMENT OF TRANSPORTATION OFFICE OF
INSPECTOR GENERAL APPROACH

The Office of Inspector General (OIG) issues an annual report
on the Department of Transportation’s top management challenges
to provide a forward-looking assessment for the coming fiscal
year. The Reports Consolidation Act of 2000 requires the OIG
to identify and summarize the most significant management
challenges facing the Department in FY 2012.

In selecting the challenges for each year’s list, the OIG continual-
ly focuses on the Department’s key goals to improve transporta-
tion safety, capacity, and efficiency. In addition to the OIG’s
vigilant oversight of DOT programs, budgetary issues, and
progress milestones, it also draws from several dynamic factors
to identify key challenges. These include new initiatives, coop-
erative goals with other Federal departments, recent changes in
the Nation’s transportation environment and industry, as well as
global issues that could have implications for the United States’
traveling public. As such, the challenges included on the OIG’s
list vary each year to reflect the most relevant issues and provide
the most useful and effective oversight to DOT agencies.

For FY 2012, the OIG identified the following nine significant
challenges:

» Enhancing the Department’s Oversight of Highway, Bridge,
and Transit Safety;

» Ensuring Effective Oversight on Key Initiatives That Can
Improve Aviation Safety;

» Ensuring Effective Oversight of Hazardous Liquid and
Natural Gas Pipeline Safety;

» Ensuring Effective Oversight of American Recovery
and Reinvestment Act (ARRA) Projects and Applying
Related Lessons Learned To Improve DOT’s
Infrastructure Programs;

» Managing the Next Generation Air Transportation System
Advancement While Controlling Costs;

» Managing DOT Acquisitions in a More Strategic Manner
To Maximize Limited Resources and Achieve Better
Mission Results;

» Improving the Department’s Cyber Security;

» Defining Clear Goals To Guide the Federal Railroad
Administration in Its Transformation; and

» Utilizing Department Credit Programs To Leverage Limited
Federal Transportation Infrastructure Resources.

The management challenges will be further discussed in the DOT
Annual Performance Report to be issued in February 2013, which
will be located on DOT’s website, http://www.dot.gov/budget.

The significant challenges identified by the OIG for FY 2013
will be discussed in the Other Accompanying Information setion
of this report.
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

I am pleased to issue the Department of Transportation’s (DOT) Fiscal Year 2012 Agency Financial
Report (AFR). In addition to this information, DOT is preparing our Annual Performance Report,
which will be published in February 2013. For the accompanying AFR, we highlight our progress
during 2012 on several fronts. We had a positive year, with notable achievements in many areas,
including efforts to modernize our financial systems, a successful financial audit, and continuing
success in limiting improper payments.

FINANCIAL SYSTEMS MODERNIZATION

DOT furthered its efforts to modernize and streamline financial management policies, processes,

reports, and systems to meet its mission and goals. During 2012, we implemented an electronic

|
CHRISTOPHER P. BERTRAM

invoicing portal and began deploying it to DOT grant recipients. The goals of this initiative are to:

» Provide a standard process for grant recipients to submit invoices to the Department;

» Eliminate as much as possible paper invoice submissions by allowing grantees to submit
invoices electronically through an online portal; and

» Offer the ability to view the status of all invoices in real time, which improves transparency.

Initial deployment of the Delphi elnvoicing system to grantees will be completed in November
2012. By offering this solution to grant recipients, the Department estimates approximately 900
invoices will be submitted electronically per month, eliminating the need for grantees to mail,
e-mail, or fax invoices.

In addition to the electronic invoicing initiative, the Department also completed an assessment to
determine whether it is feasible to upgrade the Department’s core accounting system, Delphi, to the
next release of Oracle Federal Financials. The assessment provided the Department with informa-
tion necessary to consider the resource and logistical requirements for a possible systems upgrade.
Plans are being formulated for an upgrade, and we are preparing a business case analysis detailing
the timeline and associated costs.

ANNUAL FINANCIAL AUDIT

During 2012, we continued our emphasis on improved financial management, which contributed
substantially to another unqualified audit opinion — DOT’s eleventh in the last twelve years. The
Department had a material weakness associated with the oversight and proper recording of Undeliv-
ered Orders (UDOs), which are budget obligations that have not yet been fully liquidated by making
a payment. We are already taking corrective actions to resolve this issue, which includesthe devel-
opment of a Departmental Order requiring the periodic review of UDO balances. In addition to this
step, supplemental training opportunities for Departmental personnel related to grants monitoring
and closeout was completed this fall. Overall in 2012, our annual financial audit provided a useful
independent review of our processes and system of controls. It highlighted some issues, including
UDOs and grants management, that will be a continuing focus for management in 2013. Consider-
ation of these important annual audit results remains an important component of our efforts

to continually strengthen our safeguards and stewardship of taxpayer dollars.

IMPROPER PAYMENTS

During 2012, we worked with our Operating Administrations to maintain low rates of improper
payments. We tested for improper payments in our largest grant programs, which include the
Airport Improvement Program, the Federal-Aid Highway Construction and Planning Program,

the Federal Transit Administration’s (FTA) Capital Investment Grants, and FTA’s Formula and

Bus Grants. In addition, DOT proactively expanded the scope of this review to the Federal Railroad
Administration’s High Speed Rail Program. Together, these five programs represent more than

90 percent of DOT’s grants. Our analysis found that estimated improper payment rates for these
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programs did not exceed 1 percent, which falls below the Office of Management and Budget’s 2.5
percent criterion of what would constitute “significant improper payments.” However, the estimated
improper payments for the Federal-aid Highway Constructions and Planning Program was $103
million, which meets the OMB’s criterion for “significant improper payments (greater than $100
million, regardless of error rate).” Moreover, the payments cited as improper during testing were
non-systemic improper payments, resulting from administrative or documentation errors, which
were mistakes having a low impact.

INTERNAL CONTROLS

Risk management includes monitoring our performance through indicators such as changes in the
amount and rate of improper payments, and by assessing the rate and degree of progress we make
in addressing internal control challenges. Some of these areas are brought to management’s atten-
tion through important oversight activities, such as audits by the Department’s Office of Inspector
General and our annual external financial statement audit conducted by independent public accoun-
tants. In 2012, we continued to manage a sound internal controls program for the Department that
focused on proactively identifying risks and improving our system of internal controls to meet these
challenges.

In the coming year, we expect additional progress in modernizing our financial systems. We will
build on our accomplishments, and maintain a strong program that supports the Department’s

strategic goals and critical investments.

Sincerely,

i A—

CHRISTOPHER P. BERTRAM
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PRINCIPAL STATEMENTS

CONSOLIDATED BALANCE SHEETS As of September 30:
DOLLARS IN THOUSANDS 2012 2011
ASSETS
Intragovernmental:

Fund balance with Treasury (Note 2) $33,356,274 $39,761,625
Investments, net (Note 3) 22,330,652 26,682,058
Accounts receivable (Note 4) 116,550 97,516
Other (Note 5) 164,634 123,152
Total intragovernmental 55,968,110 66,664,351
Cash 8 34,289
Accounts receivable, net (Note 4) 154,907 168,872
Direct loan and loan guarantees, net (Note 6) 5,022,807 4,187,635
Inventory and related property, net (Note 7) 857,891 845,833
General property, plant and equipment, net (Note 8) 14,030,366 13,740,507
Other (Note 5) 74,706 90,087
Total assets $76,108,795 $85,731,574

Stewardship property, plant and equipment (Note 9)

LIABILITIES (NOTE 10)

Intragovernmental:

Accounts payable $9,823 $21,451

Debt (Note 11) 5,193,598 4,342,866

Other (Note 15) 2,287,336 2,561,301
Total intragovernmental 1,490,757 6,925,618
Accounts payable 634,174 1,186,794
Loan guarantee liability (Note 6) 192,829 158,425
Federal employee benefits payable (Note 12) 1,019,076 978,918
Environmental and disposal liabilities (Note 13) 1,010,818 1,068,076
Grant accrual (Note 14) 6,315,689 6,560,755
Other (Note 15) 1,372,782 1,490,386
Total liabilities $18,036,125 $18,368,972

Commitments and contingencies (Note 17)

NET POSITION

Unexpended appropriations - earmarked funds (Note 18) $1,108,929 $1,127,600
Unexpended appropriations - other funds 21,652,656 25,654,071
Cumulative results of operations - earmarked funds (Note 18) 25,768,480 30,832,675
Cumulative results of operations - other funds 9,542,605 9,748,256
Total net position 58,072,670 67,362,602
Total liabilities and net position $76,108,795 $85,371,574

THE ACCOMPANYING NOTES ARE AN INTEGRAL

PART OF THESE FINANCIAL STATEMENTS
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PRINCIPAL STATEMENTS, CONT'D

CONSOLIDATED STATEMENTS For the Periods Ended
OF NET COST September 30
DOLLARS IN THOUSANDS 2012 2011

Program Costs (Note 19):

SURFACE TRANSPORTATION

Gross costs $60,988,807 |  $61,126,121
Less: earned revenue 1,226,109 807,004
Net program costs 59,762,698 60,319,117

AIR TRANSPORTATION

Gross costs 16,632,500 17,214,141
Less: earned revenue 628,167 669,479
Net program costs 16,004,333 16,544,662

MARITIME TRANSPORTATION

Gross costs 886,118 863,357
Less: earned revenue 392,599 378,964
Net program costs 493,519 484,393

CROSS-CUTTING PROGRAMS

Gross costs 647,327 738,477
Less: earned revenue 255,869 391,204
Net program costs 391,458 347,273
Costs not assigned to programs 396,058 421,434
Less earned revenues not attributed to programs 11,513 3,876
Net cost of operations $77,036,553 | $78,113,003

THE ACCOMPANYING NOTES ARE AN INTEGRAL

PART OF THESE FINANCIAL STATEMENTS
SR VST DR SNy NS B A S R RO S N VAN NRT{OL NI AGENCY FINANCIAL REPORT 2012



PRINCIPAL STATEMENTS, CONT'D

CONSOLIDATED STATEMENTS OF CHANGES IN NET POSITION For the Periods Ended September 30

EARMARKED ALL OTHER EARMARKED ALL OTHER
DOLLARS IN THOUSANDS FUNDS FUNDS FUNDS FUNDS

CUMULATIVE RESULTS OF OPERATIONS
Beginning balance $30,832,675 $9,748,256 $40,580,931 $37,822,289 $10,455,592 $48,277,881

BUDGETARY FINANCING SOURCES
Appropriations used 4,565,650 10,945,160 15,510,810 5,037,496 15,964,657 21,002,153
Non-exchange revenue (Note 20) 52,969,165 87,411 53,056,576 48,691,798 109,444 48,801,242

Donations/forfeitures of cash/cash

: 1224 - 1224 1212 - 1212
equivalents

Transfers-in/(out) without 2451721 5,395 2457116 58921 5196 64,117
reimbursement

Other - 2,160) 2,160) - ; -

OTHER FINANCING SOURCES (NON-EXCHANGE)

Donations and Forfeitures of Property - 158,117 158,117 - - -
s ! (924,602) 1,020,788 96,186 (782,441) 788,803 6,362
reimbursement

Imputed financing 528,664 113,118 641,782 698,858 119,923 818,781
Other (6,684) (146,260) (152,944) (31,059) (246,755) (277,814)
Total financing sources 59,585,138 12,181,569 71,766,707 53,674,785 16,741,268 70,416,053
Net cost of operations 64,649,333 12,387,220 77,036,553 60,664,399 17,448,604 78,113,003
Net change (5,064,195) (205,651) (5,269,846) (6,989,614) (707,336) (7,696,950)
Cumulative Results of Operations 25,768,480 9,542,605 35,311,085 30,832,675 9,748,256 40,580,931
UNEXPENDED APPROPRIATIONS

Beginning balance 1,127,600 25,654,071 26,781,671 1,211,520 37,001,417 38,212,937
BUDGETARY FINANCING SOURCES

Appropriations received (Note 1U) 4,592,701 7,017,825 11,610,526 5,021,360 5,299,664 10,321,024
Appropriations transferred-in/(out) 14,819 5,070 19,889 9,240 20,265 29,505
Other adjustments (60,541) (79,150 (139,691) (77,024) (702,618) (779,642)
Appropriations used (4,565,650) (10,945,160) (15,510,810 (5,037,496) (15,964,657) (21,002,153)
Total budgetary financing sources (18,671) (4,001,415) (4,020,086) (83,920) (11,347,346) (11,431,266)
Total unexpended appropriations 1,108,929 21,652,656 22,761,585 1,127,600 25,654,071 26,781,671
Net position $26,877,409 $31,195,261 $58,072,670 $31,960,275 $35,402,327 $67,362,602

THE ACCOMPANYING NOTES ARE AN INTEGRAL

PART OF THESE FINANCIAL STATEMENTS
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PRINCIPAL STATEMENTS, CONT'D

COMBINED STATEMENTS OF BUDGETARY RESOURCES For the Periods Ended September 30
DOLLARS IN THOUSANDS 2012 2011
NON-BUDGETARY NON-BUDGETARY
CREDIT REFORM CREDIT REFORM
FINANCING FINANCING
BUDGETARY RESOURCES (NOTE 21) BUDGETARY ACCOUNTS BUDGETARY ACCOUNTS
Unobligated balance, brought forward, October 1 $50,244,231 $242,978 $60,471,640 $226,795
Recoveries of prior year unpaid obligations 1,199,749 17 1,005,484 198
Other changes in unobligated balance (156,094) - (125,917) -
Unobli_gated balance from prior year budget 51287 886 242 995 41351207 226,993
authority, net L ! B !
Appropriations (Note 1U) 19,743,813 - 17,323,090 -
Borrowing authority - 1,734,768 175,000 1,181,282
Contract authority 53,108,963 - 53,306,399 -
Spending authority from offsetting collections 7,754,699 234,155 7116,258 120,517
Total budgetary resources $131,895,361 $2,211,918 $139,271,954 $1,528,792

Status of Budgetary Resources:

Obligations incurred $84,627,858 $1,926,888 $89,027,723 $1,285,814
Unobligated balance, end of year:
Apportioned 29,066,936 105,393 33,552,539 39,047
Exempt from apportionment 352,571 - 317,713 -
Unapportioned 17,847,996 179,637 16,373,979 203,931
Total unobligated balance, end of year 47,267,503 285,030 50,244,231 242,978
Total budgetary resources $131,895,361 $2,211,918 $139,271,954 $1,528,792

THE ACCOMPANYING NOTES ARE AN INTEGRAL

PART OF THESE FINANCIAL STATEMENTS
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PRINCIPAL STATEMENTS, CONT'D

COMBINED STATEMENTS OF BUDGETARY RESOURCES, Continued For the Periods Ended September 30
DOLLARS IN THOUSANDS 2012 2011
NON-BUDGETARY NON-BUDGETARY
CREDIT REFORM CREDIT REFORM
FINANCING FINANCING
CHANGE IN OBLIGATED BALANCES BUDGETARY ACCOUNTS BUDGETARY ACCOUNTS
Unpaid obligations, brought forward, October 1 $114,089,855 $3,815.207 $110,640,417 $4,194.500
(gross)
e s ey saa9
Obligated balance, start of year (net) 112,896,998 3,576,654 109,538,225 3,869,237
Obligations incurred 84,627,858 1,926,888 89,027,723 1,285,814
Outlays (gross) (85,585,176) (1,320,846) (84,595,015) (1,664,909)
Change in uncollected customer payments from (56.265) 15,847 (90.665) 86710
Federal sources
Actual transfers, unpaid obligations 10,000 - 22,214 -
Recoveries of prior year unpaid obligations (1,199,749) (17) (1,005,484) (198)

Obligated balance, end of year
Unpaid obligations, end of year (gross) 111,942,788 4,421,232 114,089,855 3,815,207

Uncollected customer payments from Federal

sources, end of year (1,249,122) (222,706) (1,192,857) (238,553)
Obligated balance, end of year (net) $110,693,666 $4,198,526 $112,896,998 $3,576,654
Budget and Authority and Outlays, Net:

Budget authority, gross $80,607,475 $1,968,923 $77,920,747 $1,301,799
Actual offsetting collections (7,726,408) (466,819) (7,043,681) (382,466)
Change in uncollected customer payments from (56.265) 15,847 (90.665) 86.710
Federal sources

Budget authority, net $72,824,802 $1,517,951 $70,786,401 $1,006,043
Outlays, gross $85,585,176 $1,320,846 $84,595,015 $1,664,909
Actual offsetting collections (7,726,408) (466,819) (7,043,681) (382,466)
Outlays, net 77,858,768 854,027 77,551,334 1,282,443
Distributed offsetting receipts (2,738,974) - (282,618) -
Agency outlays, net $75,119,794 $854,027 $77,268,716 $1,282,443

THE ACCOMPANYING NOTES ARE AN INTEGRAL

PART OF THESE FINANCIAL STATEMENTS
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NOTES TO THE PRINCIPAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

A. REPORTING ENTITY

The United States (U.S.) Department of Transportation (DOT

or Department) serves as the strategic focal point in the Federal
Government’s national transportation plan. It partners with cities
and States to meet local and national transportation needs by pro-
viding financial and technical assistance, ensuring the safety of
all transportation modes; protecting the interests of the American
traveling public; promoting international transportation treaties;
and conducting planning and research for the future.

The Department comprises the Office of the Secretary and the
DOT Operating Administrations, each having its own man-
agement team and organizational structure. Collectively, they
provide services and oversight to ensure that the best possible
transportation system serves the American public. The Department’s
consolidated financial statements present the financial data for
various trust funds, revolving funds, appropriations, and special
funds of the following organizations (referred to as Operating
Administrations):

» Office of The Secretary (OST)
[includes OST Working Capital Fund]
» Federal Aviation Administration (FAA)
» Federal Highway Administration (FHWA)
» Federal Motor Carrier Safety Administration (FMCSA)
» Federal Railroad Administration (FRA)

» Federal Transit Administration (FTA)

v

Maritime Administration (MARAD)

v

National Highway Traffic Safety Administration
(NHTSA)

» Office of Inspector General (OIG)

» Pipeline and Hazardous Materials Safety Administration
(PHMSA)

v

Research and Innovative Technology Administration
(RITA) [includes Volpe National Transportation System
Center]

» Surface Transportation Board (STB)

The U.S. Saint Lawrence Seaway Development Corporation
(SLSDC) is a wholly-owned government corporation and an
Operating Administration of the Department. However, SLSDC’s
financial data is not included in the DOT consolidated financial
statements as it is subject to separate reporting requirements un-
der the Government Corporation Control Act and the dollar value
of its activities is not material to that of the Department taken

as a whole. Condensed information about SLSDC’s financial
position is presented in Note 23.

B. BASIS OF PRESENTATION

The consolidated financial statements have been prepared to re-
port the Department’s financial position and results of operations
as required by the Chief Financial Officers Act of 1990 (CFO
Act) and Title IV of the Government Management Reform Act of
1994 (GMRA). The statements have been prepared from the DOT
books and records in accordance with Office of Management

and Budget (OMB) form and content requirements for entity
financial statements and DOT’s accounting policies and proce-
dures. Material intra-departmental transactions and balances have
been eliminated from the principal statements for presentation

on a consolidated basis, except for the Statement of Budgetary
Resources, which is presented on a combined basis in accordance
with OMB Circular A-136, Financial Reporting Requirements,
as revised, and as such, intra-entity transactions have not been
eliminated. Unless otherwise noted, all dollar amounts are pre-
sented in thousands.

The Consolidated Balance Sheets present agency assets, liabilities,
and net position (which equals total assets minus total liabilities)

as of the reporting dates. Agency assets substantially consist of
entity assets (those which are available for use by the agency).
Non-entity assets (those which are managed by the agency but not
available for use in its operations) are immaterial. Agency liabilities
include both those covered by budgetary resources (funded) and
those not covered by budgetary resources (unfunded).

The Consolidated Statements of Net Cost present the gross costs
of programs less earned revenue, to arrive at the net cost of
operations for both the programs and the agency as a whole for
the reporting periods.

The Consolidated Statements of Changes in Net Position report
beginning balances, budgetary and other financing sources, and
net cost of operations, to arrive at ending balances.

The Combined Statements of Budgetary Resources provide infor-
mation about how budgetary resources were made available, as well
as their status at the end of the reporting periods. Recognition and
measurement of budgetary information reported on these state-
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ments is based on budget terminology, definitions, and guidance
presented in OMB Circular A-11, Preparation, Submission, and
Execution of the Budget, dated August 2012.

A Statement of Custodial Activity is not presented since DOT
custodial activity is incidental to Departmental operations and is
not considered material to the consolidated financial statements
taken as a whole.

Intragovernmental transactions and balances result from
exchange transactions made between DOT and other Federal
Government entities while those classified as “with the public”
result from exchange transactions between DOT and non-Federal
entities. For example, if DOT purchases goods or services from
the public and sells them to another Federal entity, the costs
would be classified as “with the public,” but the related revenues
would be classified as “intragovernmental.” This could occur, for
example, when DOT provides goods or services to another Fed-
eral Government entity on a reimbursable basis. The purpose of
this classification is to enable the Federal Government to prepare
consolidated financial statements, and not to match public and in-
tragovernmental revenue with costs that are incurred to produce
public and intragovernmental revenue.

DOT accounts for earmarked funds separately from other funds.

C. BUDGETS AND BUDGETARY ACCOUNTING

DOT follows standard Federal budgetary accounting policies
and practices in accordance with OMB Circular A-11. Budgetary
accounting facilitates compliance with legal constraints and
controls over the use of Federal funds. Each year, the U.S.
Congress (Congress) provides budget authority, primarily in the
form of appropriations, to the DOT Operating Administrations to
incur obligations in support of agency programs. For fiscal year
FY 2012 and FY 2011, the Department was accountable for trust
fund appropriations, general fund appropriations, revolving fund
activity, borrowing authority, and contract authority. DOT recog-
nizes budgetary resources as assets when cash (funds held by the
U.S. Treasury) is made available through warrants and trust fund
transfers.

Programs are financed from authorizations enacted in authorizing
legislation and codified in Title 23 of the United States Code
(U.S.C.). The DOT receives its budget authority in the form of
direct appropriations, borrowing authority, contract authority,
and spending authority from offsetting collections. Contract
authority permits programs to incur obligations in advance of an
appropriation, offsetting collections or receipts. Subsequently,
Congress provides an appropriation for the liquidation of the
contract authority to allow payments to be made for the obliga-
tions incurred. Funds apportioned by statute under Titles 23 and
49 of the U.S.C., Subtitle III, by the Secretary of Transportation
for activities in advance of the liquidation of appropriations are
available for a specific time period.

D. BASIS OF ACCOUNTING

The Department is required to be in substantial compliance with
all applicable accounting principles and standards developed
and issued by the Federal Accounting Standards Advisory Board
(FASAB), which is recognized by the American Institute of
Certified Public Accountants (AICPA) as the entity to establish
generally accepted accounting principles (GAAP) for the Federal
Government. The Federal Financial Management Improve-
ment Act (FFMIA) of 1996 requires the Department to comply
substantially with (1) Federal financial management systems
requirements, (2) applicable Federal accounting standards, and
(3) the U.S. Government Standard General Ledger requirements
at the transaction level.

Transactions are recorded on an accrual and a budgetary account-
ing basis. Under the accrual method, revenues are recognized
when earned, and expenses are recognized when a liability is
incurred without regard to receipt or payment of cash. Budget-
ary accounting facilitates compliance with legal constraints and
controls over the use of Federal funds.

E. FUNDS WITH THE U.S. TREASURY AND CASH

DOT does not generally maintain cash in commercial bank
accounts. Cash receipts and disbursements are processed by the
U.S. Treasury. The funds with the U.S. Treasury are appropriated,
revolving, and trust funds that are available to pay liabilities and
finance authorized purchases. Lockboxes have been established
with financial institutions to collect certain payments, and these
funds are transferred directly to the U.S. Treasury on a daily
(business day) basis. DOT does not maintain any balances of
foreign currencies.

F. INVESTMENTS IN U.S. GOVERNMENT SECURITIES
Investments that consist of U.S. Government Securities are
reported at cost, and adjusted for amortized cost net of premiums
or discounts. Premiums or discounts are amortized into interest
income over the term of the investment using the interest method.
The Department also has the intent to hold investments to matu-
rity. Investments, redemptions, and reinvestments are controlled
and processed by the U.S. Treasury. The market value is calculat-
ed by multiplying the total number of shares by the market price
on the last day of the fiscal year.

G. RECEIVABLES

ACCOUNTS RECEIVABLE

Accounts receivable consist of amounts owed to the Department
by other Federal agencies and the public. Federal accounts
receivable are generally the result of the provision of goods and
services to other Federal agencies and, with the exception of
occasional billing disputes, are considered to be fully collectible.
Public accounts receivable are generally the result of the provi-
sion of goods and services or the levy of fines and penalties from
the Department’s regulatory activities. Amounts due from the
public are presented, net of an allowance for loss on uncollect-
ible accounts, which is based on historical collection experience
and/or an analysis of the individual receivables.
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LOANS RECEIVABLE

Loans are accounted for as receivables after funds have been
disbursed. For loans obligated prior to October 1, 1991, loan
principal, interest, and penalties receivable are reduced by an
allowance for estimated uncollectible amounts. The allowance

is estimated based on past experience, present market conditions,
and an analysis of outstanding balances. Loans obligated after
September 30, 1991, are reduced by an allowance equal to the
present value of the subsidy costs (resulting from the interest rate
differential between the loans and U.S. Treasury borrowing,

the estimated delinquencies and defaults net of recoveries, the
offset from fees, and other estimated cash flows) associated

with these loans.

H. INVENTORY AND RELATED OPERATING MATERIALS
AND SUPPLIES

Inventory primarily consists of supplies that are for sale or used
in the production of goods for sale. Operating materials and sup-
plies primarily consist of unissued supplies that will be consumed
in future operations. Valuation methods for supplies on hand at
year-end include historical cost, last acquisition price, standard
price/specific identification, standard repair cost, weighted aver-
age, and moving weighted average. Expenditures or expenses are
recorded when the materials and supplies are consumed or sold.
Adjustments for the proper valuation of reparable, excess, obso-
lete, and unserviceable items are made to appropriate allowance
accounts.

I. PROPERTY AND EQUIPMENT

DOT organizations have varying methods of determining the
value of general purpose property and equipment and how it

is depreciated. DOT currently has a capitalization threshold

of $200,000 for structures and facilities and for internal use
software, and $25,000 for other property, plant and equipment.
Capitalization at lesser amounts is permitted.

Construction in progress is valued at direct (actual) costs plus
applied overhead and other indirect costs as accumulated by the
regional project material system. The system accumulates costs
by project number assigned to the equipment or facility being
constructed. The straight line method is generally used to
depreciate capitalized assets.

DOT'’s heritage assets, consisting of Union Station in Washing-
ton, DC, the Nuclear Ship Savannah, and collections of maritime
artifacts, are considered priceless and are not capitalized in the
Consolidated Balance Sheets (see Note 9).

J. ADVANCES AND PREPAYMENTS

Payments in advance of the receipt of goods and services are
recorded as prepaid charges at the time of prepayment and recog-
nized as expenses or capitalized, as appropriate, when the related
goods and services are received.

K. LIABILITIES

Liabilities represent amounts expected to be paid as the result

of a transaction or event that has already occurred. Liabilities
covered by budgetary resources are liabilities incurred, which are
covered by realized budgetary resources as of the balance sheet
date. Available budgetary resources include new budget authority,
spending authority from offsetting collections, recoveries of un-
expired budget authority through downward adjustments of prior
year obligations, unobligated balances of budgetary resources at
the beginning of the year or net transfers of prior year balanc-

es during the year, and permanent indefinite appropriations or
borrowing authority. Unfunded liabilities are not considered to
be covered by such budgetary resources. An example of an un-
funded liability is actuarial liabilities for future Federal Employ-
ees’ Compensation Act payments. The Government, acting in

its sovereign capacity, can abrogate liabilities arising from other
than contracts.

L. CONTINGENCIES

The criteria for recognizing contingencies for claims are (1) a
past event or exchange transaction has occurred as of the date of
the statements; (2) a future outflow or other sacrifice of resources
is probable; and (3) the future outflow or sacrifice of resources
is measurable (reasonably estimable). DOT recognizes material
contingent liabilities in the form of claims, legal actions, admin-
istrative proceedings, and environmental suits that have been
brought to the attention of legal counsel, some of which will be
paid from the Judgment Fund administered by the U.S. Depart-
ment of the Treasury (Treasury).

M. ANNUAL, SICK, AND OTHER LEAVE

Annual leave is accrued as it is earned, and the accrual is reduced
as leave is taken. The balance in the accrued annual leave ac-
count is adjusted to reflect the latest pay rates and unused hours
of leave. Liabilities associated with other types of vested leave,
including compensatory, credit hours, restored leave, and sick
leave in certain circumstances, are accrued based on latest pay
rates and unused hours of leave. Sick leave is generally nonvest-
ed, except for sick leave balances at retirement under the terms
of certain union agreements, including the National Air Traffic
Controllers Association (NATCA) agreement, Article 25, Section
13. Funding will be obtained from future financing sources to the
extent that current or prior year appropriations are not available
to fund annual and other types of vested leave earned and not
taken. Nonvested leave is expensed when used.

N. RETIREMENT PLAN

For DOT employees who participate in the Civil Service Retire-
ment System (CSRS), DOT contributes a matching contribution
equal to 7 percent of pay. On January 1, 1987, Federal Employee
Retirement System (FERS) went into effect pursuant to Public
Law (P.L.) 99-335. Most employees hired after December 31,
1983, are automatically covered by FERS and Social Security.
Employees hired prior to January 1, 1984, could elect to either
join FERS and Social Security or remain in CSRS. A primary
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feature of FERS is that it offers a savings plan to which DOT
automatically contributes 1 percent of pay and matches any em-
ployee contribution up to an additional 4 percent of pay. For most
employees hired since December 31, 1983, DOT also contributes
the employer’s matching share for Social Security.

Employing agencies are required to recognize pensions and other
post-retirement benefits during the employees’ active years of
service. Reporting the assets and liabilities associated with such
benefit plans is the responsibility of the administering agency, the
Office of Personnel Management (OPM). Therefore, DOT does
not report CSRS or FERS assets, accumulated plan benefits, or
unfunded liabilities, if any, applicable to employees.

0. FEDERAL EMPLOYEES HEALTH BENEFIT

(FEHB) PROGRAM

Most Department employees are enrolled in the FEHB Program,
which provides current and post-retirement health benefits. OPM
administers this program and is responsible for the reporting of
liabilities. OPM contributes the ‘employer’ share for retirees via
an appropriation and the retirees contribute their portion of the
benefit directly to OPM. OPM calculates the U.S. Government’s
service cost for covered employees each fiscal year. The Depart-
ment has recognized the employer cost of these post-retirement
benefits for covered employees as an imputed cost.

P. FEDERAL EMPLOYEES GROUP LIFE INSURANCE
(FEGLI) PROGRAM

Most Department employees are entitled to participate in the
FEGLI Program. Participating employees can obtain basic term
life insurance where the employee pays two-thirds of the cost
and the Department pays one-third of the cost. OPM administers
this program and is responsible for the reporting of liabilities.
OPM calculates the U.S. Government’s service cost for the
post-retirement portion of the basic life coverage each fiscal year.
Because OPM fully allocates the Department’s contributions for
basic life coverage to the pre-retirement portion of coverage, the
Department has recognized the entire service cost of the post-re-
tirement portion of basic life coverage as an imputed cost.

Q. FEDERAL EMPLOYEE COMPENSATION ACT BENEFITS
A liability is recorded for actual and estimated future payments to
be made for workers’ compensation pursuant to the Federal Em-
ployees’ Compensation Act (FECA). The actual costs incurred
are reflected as a liability because DOT will reimburse the U.S.
Department of Labor (DOL) two years after the actual payment
of expenses. Future revenues will be used to reimburse DOL.
The liability consists of (1) the net present value of estimated fu-
ture payments calculated by the DOL, and (2) the unreimbursed
cost paid by DOL for compensation to recipients under FECA.

R. ENVIRONMENTAL AND DISPOSAL LIABILITIES

DOT recognizes two types of environmental liabilities: unfunded
environmental remediation and unfunded asset disposal liability.
The liability for environmental remediation is an estimate of
costs necessary to bring a known contaminated site into compli-

ance with applicable environmental standards. The asset disposal
liability includes both the cost to remove and dismantle an asset
when that asset is no longer in service and the estimated cost that
will be incurred to remove, contain, and/or dispose of hazardous
materials. DOT estimates the environmental remediation and
asset disposal costs at the time a DOT-owned asset is placed

in service.

Estimating the Department’s environmental remediation liability
requires making assumptions about future activities and is
inherently uncertain. Costs for estimates of environmental and
disposal liabilities are not adjusted for inflation and are subject to
revision as a result of changes in technology and environmental
laws and regulations.

S. USE OF ESTIMATES

The preparation of the principal financial statements in confor-
mity with GAAP requires management to make certain esti-
mates and assumptions that affect the reported amount of assets,
liabilities, and contingent liability disclosures as of the date of
the financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results may differ
from these estimates.

Significant estimates underlying the accompanying financial
statements include the allocation of trust fund receipts by Trea-
sury’s Office of Tax Analysis (OTA), accruals of accounts and
grants payable (including American Recovery and Reinvestment
Act funds), accrued workers’ compensation, and accrued legal,
contingent, environmental, and disposal liabilities. Additionally,
the Federal Credit Reform Act of 1990 (FCRA) requires the De-
partment to use estimates in determining the reported amount of
direct loan and loan guarantees, the loan guarantee liability, and
the loan subsidy costs associated with future loan performance.

T. ALLOCATION TRANSFERS

DOT is a party to allocation transfers with other Federal agencies
as both a transferring (parent) entity and a recipient (child) entity.
Allocation transfers are legal delegations by one Federal agency
of its authority to obligate budget authority and outlay funds

to another Federal agency. A separate fund account (allocation
account) is created in the U.S. Treasury as a subset of the parent
fund account for tracking and reporting purposes. All allocation
transfers of balances are credited to this account, and subsequent
obligations and outlays incurred by the receiving entity (child)
are charged to this allocation account as the delegated activity

is executed on the parent entity’s behalf. Generally, all financial
activity related to these allocation transfers (e.g., budget authori-
ty, obligations, outlays) is reported in the financial statements of
the parent entity, from which the underlying legislative authority,
appropriations, and budget apportionments are derived.

DOT allocates funds, as the parent agency, to the following non-
DOT Federal agencies in accordance with applicable public laws
and statutes: U.S. Bureau of Indian Affairs, U.S. Bureau of Rec-
lamation, U.S. Forest Service, U.S. National Park Service, U.S.
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Bureau of Land Management, U.S. Fish and Wildlife Service,
U.S. Department of the Army, Appalachian Regional Commis-
sion, Tennessee Valley Authority, U.S. Army Corps of Engineers,
Internal Revenue Service, U.S. Department of Housing and
Urban Development, Denali Commission, U.S. Department of
Navy, and the U.S. Department of Energy.

DOT receives allocations of funds, as the child agency, from the
following non-DOT Federal agencies in accordance with appli-
cable laws and statutes: U.S. Department of Agriculture, U.S.
Department of the Interior, U.S. Department of the Navy, U.S.
Department of the Army, U.S. Department of the Air Force, and
the U.S. Department of Defense.

U. REVENUES AND OTHER FINANCING SOURCES
EARMARKED EXCISE TAX REVENUES (NON-EXCHANGE)

DOT receives funding needed to support its programs through
non-exchange earmarked excise tax revenues related to the
Highway Trust Fund (HTF) and the Airport and Airway Trust
Fund (AATF).

Excise taxes collected are initially deposited to the general

fund of the U.S. Treasury. The Internal Revenue Service (IRS)
does not receive sufficient information at the time the taxes are
collected to determine how these payments should be distributed
to specific earmarked funds. Therefore, the U.S. Treasury makes
initial semi-monthly distributions to earmarked funds based on
estimates prepared by Treasury OTA. These estimates are based
on historical excise tax data applied to current excise tax receipts.
When actual tax receipt amounts are certified by the IRS, gen-
erally four months after each quarter-end, adjustments are made
to the estimated receipt/revenue amounts previously provided
by OTA, at which time the difference is transferred by the U.S.
Treasury to the HTF and AATF accounts.

The DOT September 30, 2012 financial statements reflect excise
taxes certified by the IRS through June 30, 2012 and excise taxes
estimated by OTA for the period July 1, 2012 to September 30,
2012 as specified by FASAB Statement of Federal Financial
Accounting Standard (SFFAS) Number 7, Accounting for
Revenue and Other Financing Sources. Actual tax collections
data for the quarter ended September 30, 2012 will not be
available from the IRS until January 2013.

APPROPRIATIONS (FINANCING SOURCE)

DOT receives annual, multi-year, and no-year appropriations.
Appropriations are recognized as revenues when related program
and administrative expenses are incurred. Additional amounts are
obtained from offsetting collections and user fees (e.g., overflight
fees and registry certification fees) and through reimbursable agree-
ments for services performed for domestic and foreign governmental
entities. Additional revenue is received from gifts of donors, sales of
goods and services to other agencies and the public, the collection of
fees and fines, interest/dividends on invested funds, loans, and cash
disbursements to banks. Interest income is recognized as revenue on
the accrual basis rather than when received.

On July 22, 2011, FAA’s authorization to collect excise taxes
expired as Congress did not approve an extension to the existing
authorization or pass a longer term reauthorization bill. This
resulted in a loss of revenues for the AATF in the approximate
amount of $419 million. A new short-term extension was passed
by Congress and signed by the U.S. President (President) on
August 5, 2011, reauthorizing FAA to again collect excise tax
revenue through September 15, 2011.

On September 16, 2011, the President signed the U.S. House
of Representatives (H.R.) 2887, P.L. 112-30, the Surface and
Air Transportation Extension Act of 2011, provided the HTF
with a temporary extension of authority to collect excise taxes
and to make expenditures through March 31, 2012 and provid-
ed the AATF with a temporary extension of authority through
January 31, 2012. The Surface Transportation Extension Act of
2012 granted the HTF another temporary extension of authority
through June 30, 2012. Effective February 18, 2012, the FAA
Modernization and Reform Act of 2012, P.L. 112-95, extended
AATF authority to collect excise taxes and make expenditures
through September 30, 2015.

On July 6, 2012, the President signed into law P.L. 112-141,
Moving Ahead for Progress in the 21st Century (MAP-21),
which extended the preceding law, the Safe, Accountable, Flex-
ible, Efficient Transportation Equity Act: A Legacy for Users,
through September 30, 2012, and provided new authorization for
surface transportation from October 1, 2012, through September
30, 2014. The law infused $2.4 billion into the HTF from the
Leaking Underground Storage Tank (LUST) trust fund in FY
2012, and provides another $6.2 billion in FY 2013 and $12.6
billion in FY 2014 from the general fund. The new and existing
programs in MAP-21 create a streamlined, performance-based,
and multimodal program to address the many challenges facing
the U.S. transportation system.

On September 28, 2012, the President signed the Continuing
Appropriations Resolution, 2013, P.L. 112-175, to continue
government operations through March 27, 2013, predominantly
at FY 2012 spending levels.

AMERICAN RECOVERY AND REINVESTMENT ACT

On February 17, 2009, the President signed into law the American
Recovery and Reinvestment Act (ARRA), which designated over
$48 billion to the DOT operating administrations. The funding
was provided to FHWA, FAA, FTA, FRA, OST, and MARAD.
These funds were designated to invest in transportation
infrastructure, including transit capital assistance, high speed
rail, pavement improvements, and bridge repair, as well as to
preserve and create jobs, and promote economic recovery that
will provide long-term economic benefits. In the final stages

of the program as of September 30, 2012, the Department had
obligated $47.6 billion and disbursed $37 billion.
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V. FIDUCIARY ACTIVITIES

Fiduciary assets and liabilities are not assets and liabilities of the
Department and, as such are not recognized on the balance sheet.
In accordance with the provisions of FASAB SFFAS Number 31,
Accounting for Fiduciary Activities, this activity is reported sepa-
rately in a note disclosure. The Maritime Administration Title XI
Escrow Fund contains fiduciary activity as detailed in Note 24 to
the Consolidated Financial Statements.

W. RELATED PARTIES

The Secretary of Transportation has possession of two long-term
notes with the National Railroad Passenger Service Corporation
(more commonly referred to as Amtrak). The first note is for $4
billion and matures in 2975 and; the second note is for $1.1 bil-
lion and matures in 2082 with renewable 99 year terms. Interest
is not accruing on these notes as long as the current financial
structure of Amtrak remains unchanged. If the financial structure
of Amtrak changes, both principal and accrued interest are due
and payable. The Department does not record the notes in its
financial statements since the present value of the notes, dis-
counted according to rates published in OMB M-11-12 Appendix
C, Discount Rates for Cost-Effectiveness, Lease Purchase, and
Related Analyses, with maturity dates of 2975 and 2082, was
immaterial at September 30, 2012.

In addition, the Secretary of Transportation has possession of all
the preferred stock shares (109,396,994) of Amtrak. Congress,
through the Department, has continued to fund Amtrak since
approximately 1972; originally through grants, then, beginning in
1981, through the purchase of preferred stock, and then, through
grants again after 1997. The Amtrak Reform and Accountabil-
ity Act of 1997 changed the structure of the preferred stock by
rescinding the voting rights with respect to the election of the
Board of Directors and by eliminating the preferred stock’s
liquidation preference over the common stock. The Act also
eliminated further issuance of preferred stock to the Department.
The Department does not record the Amtrak preferred stock in
its financial statements because, under the Corporation’s current
financial structure, the preferred shares do not have a liquidation
preference over the common shares, the preferred shares do not
have any voting rights, and dividends are neither declared

nor in arrears.

Amtrak is not a department, agency, or instrumentality of the

United States Government or the Department. The nine members
of Amtrak’s Board of Directors are appointed by the President of
the United States and are subject to confirmation by the United
States Senate. Once appointed, Board Members, as a whole, act
independently without the consent of the United States Govern-
ment or any of its officers to set Amtrak policy, determine its
budget and decide operational issues. The Secretary of Trans-
portation is statutorily appointed to the nine-member Board.
Traditionally, the Secretary of Transportation has designated the
FRA Administrator to represent the Secretary at Board meetings
(See Note 17).

X. RECLASSIFICATIONS

In FY 2012, changes to the presentation of the Combined
Statements of Budgetary Resources were made in accordance
with guidance provided in OMB Circular A-136 and as such,
activity and balances reported on the FY 2011 Combined Statement
of Budgetary Resources have been reclassified to conform to

the presentation in the current year. Certain other prior year
amounts have also been reclassified to conform with the

current year presentation.
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NOTE 2. FUND BALANCE WITH TREASURY

Fund Balances with Treasury at September 30

FUND BALANCES

Trust Funds $6,243 944 $7,142,146
Revolving Funds 1,116,895 747,954
General Funds 25,635,140 31,455,847
Other Fund Types 360,295 415,678
Total $33,356,274 $39,761,625
STATUS OF FUND BALANCE
WITH TREASURY

Unobligated balance:

Available $14,384,053 $16,979,464
Unavailable 2,750,400 2,313,572
Obligated balance not yet disbursed 15,608,159 20,360,093
Non-Budgetary Fund Balance with 613,662 108,496
Treasury
Total $33,356,274 $39,761,625

Fund Balances with Treasury are the aggregate amounts of the
Department’s accounts with Treasury for which the Depart-
ment is authorized to make expenditures and pay liabilities.
Other Fund Types include uncleared suspense accounts, which
temporarily hold collections pending clearance to the applica-
ble account, and deposit funds, which are established to record
amounts held temporarily until ownership is determined.

The U.S. Treasury processes cash receipts and disbursements.
DOT receives appropriations as budget authority, which permits
it to incur obligations and make outlays (payments). In addition,
DOT also receives contract authority to permit the incurrence of
obligations in advance of an appropriation. The contract authority
is subsequently replaced with the appropriation or the spend-
ing authority from offsetting collections to first cover and then
liquidate the obligations. As a result, DOT does not have typical
Fund Balance with Treasury amounts as funds remain invested
in securities until needed to make payments. These investments
and contract authority amounts offset the Obligated balance not
yet disbursed, therefore the unobligated and obligated balances
presented above may not equal related amounts reported on the
Combined Statements of Budgetary Resources.
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NOTE 3. INVESTMENTS:

INTRAGOVERNMENTAL SECURITIES:

COST AMORTIZED DISCOUNT

INVESTMENTS (NET)

MARKET VALUE

Investments as of September 30, 2012

Marketable $28,735 $179 $28,914 $28,950
Non-Marketable Par Value 20,395,163 - 20,395,163 20,395,163
Non-Marketable Market-Based 1,818,209 28,377 1,846,586 1,860,331
Subtotal 22,242,107 28,556 22,270,663 22,284 444
Accrued Interest Receivable 59,989 - 59,989
Total Intragovernmental Securities $22,302,096 $28,556 $22,330,652 $22,284,444
INTRAGOVERNMENTAL SECURITIES: Investments as of September 30, 2011
Marketable $44,121 $116 $44,237 $44,359
Non-Marketable Par Value 24,942,797 - 24,942,797 24,942,797
Non-Marketable Market-Based 1,630,564 11,685 1,642,249 1,669,632
Subtotal 26,617,482 11,801 26,629,283 26,656,788
Accrued Interest Receivable 52,775 - 52,775
Total Intragovernmental Securities $26,670,257 $11,801 $26,682,058 $26,656,788

Investments include non-marketable par value and market-based Treasury securities are an asset of DOT and a liability of the
U.S. Treasury. Because the DOT and the U.S. Treasury are both
a part of the Government, these assets and liabilities offset each
other from the standpoint of the Government as a whole. For
this reason, they do not represent an asset or liability in the U.S.
sively through Treasury’s Federal Investment Branch. Non-mar- Government-wide financial statements.

Treasury securities and marketable securities issued by the
Treasury and other Federal entities. Non-marketable par value
Treasury securities are issued by the Bureau of Public Debt to
Federal accounts and are purchased and redeemed at par exclu-

ketable market-based Treasury securities are also issued by the
Bureau of Public Debt to Federal accounts. They are not traded
on any securities exchange, but mirror the prices of particular
Treasury securities trading in the Government securities market.
Marketable Federal securities can be bought and sold on the open
market. The premiums and discounts are amortized over the life
of the non-marketable market-based and marketable securities
using the interest method.

The Federal Government does not set aside assets to pay future
benefits or other expenditures associated with earmarked funds.
The cash receipts collected from the public for an earmarked fund
are deposited in the U.S. Treasury, which uses the cash for Gov-
ernment purposes. Non-Marketable par value Treasury securities
are issued to DOT as evidence of these receipts. These securities
provide DOT with authority to draw upon the U.S. Treasury to
make future expenditures. When DOT requires redemption of
these securities to make expenditures, the Government finances
those expenditures out of accumulated cash balances by raising
taxes or other receipts, by borrowing from the public or repaying
less debt, or by curtailing other expenditures. This is the same
way that the Government finances all other expenditures.
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NOTE 4. ACCOUNTS RECEIVABLE

ALLOWANCE FOR
GROSS AMOUNT DUE  UNCOLLECTIBLE AMOUNTS NET AMOUNT DUE

Accounts Receivable at September 30, 2012

INTRAGOVERNMENTAL
Accounts Receivable $116,545 $- $116,545
Accrued Interest 5 - 5
Total Intragovernmental 116,550 - 116,550
PUBLIC
Accounts Receivable 174,794 (22,205) 152,589
Accrued Interest 2,395 (77) 2,318
Total Public 177,189 (22,282) 154,907
Total Receivables $293,739 $(22,282) $271,457
Accounts Receivable at September 30, 2011
INTRAGOVERNMENTAL
Accounts Receivable $97,511 $- $97,511
Accrued Interest 5 - 5
Total Intragovernmental 97,516 - 97,516
PUBLIC
Accounts Receivable 193,439 (24,745) 168,694
Accrued Interest Lk (266) 178
Total Public 193,883 (25,011) 168,872

Total Receivables $291,399 $(25,011) $266,388

Other assets consist of the following at September 30

NOTE 5. OTHER ASSETS T s

Intragovernmental Other Assets are comprised of advance INTRAGOVERNMENTAL

payments to other Federal Government entities for agency Advances and Prepayments $164,634 $123,152

expenses not yet incurred and for goods and services not yet Total Intragovernmental other assets $164,634 $123,152

received and undistributed assets and payments for which DOT — —

is awaiting documentation. Public Other Assets are comprised PUBLIC

of'advances to States, employees, and contractors. Advances to States for Right of Way $19,363 $43,956
Other Advances and Prepayments 54,784 46,031
Other 559 100
Total Public other assets $74,706 $90,087
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NOTE 6. DIRECT LOANS AND
LOAN GUARANTEES, NON-FEDERAL
BORROWERS

The Federal Credit Reform Act of 1990 divides direct loans and
loan guarantees into two groups:

» Pre-1992 - Direct loan obligations or loan guarantee com-
mitments made prior to FY 1992 and the resulting direct
loans or loan guarantees; and

» Post-1991 - Direct loan obligations or loan guarantee com-
mitments made after FY 1991 and the resulting direct loans
or loan guarantees.

The Act, as amended, governs direct loan obligations and loan
guarantee commitments made after FY 1991, and the resulting
direct loans and loan guarantees. Consistent with the Act, State-
ment of Federal Financial Accounting Standards 2, Accounting
for Direct Loans and Loan Guarantees, requires Federal agencies
to recognize the present value of the subsidy costs (which arises
from interest rate differentials, interest supplements, defaults [net
of recoveries], fee offsets, and other cash flows) as a cost in the
year the direct or guaranteed loan is disbursed. Direct loans are
reported net of an allowance for subsidy at present value, and
loan guarantee liabilities are reported at present value. Foreclosed
property is valued at the net realizable value. The value of assets
for direct loans and defaulted guaranteed loans is not the same as
the proceeds that would be expected from the sale of the loans.
DOT has calculated the allowance for pre-1992 loans using the
allowance for loss method.

Interest on the loans is accrued based on the terms of the loan
agreement. DOT does not accrue interest on non-performing
loans that have filed for bankruptcy protection. DOT manage-
ment considers administrative costs to be insignificant.

DOT administers the following direct loan and/or loan
guarantee programs:

» The Railroad Rehabilitation Improvement Program is used
to acquire, improve, or rehabilitate intermodal or rail equip-
ment or facilities, including track, components of tract,
bridges, yards, buildings, and shops; refinance outstanding
debt incurred; and develop or establish new intermodal or
railroad facilities.

» The Transportation Infrastructure Finance and Innova-
tion Act (TIFIA) Loan Program provides Federal credit
assistance for major transportation investments of critical
national importance such as highway, transit, passenger
rail, certain freight facilities, and certain port projects with
regional and national benefits. The TIFIA credit program
is designed to fill market gaps and leverages substantial
private co-investment by providing supplemental and sub-
ordinate capital.

» The Federal Ship Financing Fund (Title XI) offers loan
guarantees to qualified ship owners and shipyards. Approved
applicants are provided the benefit of long-term financing
at stable interest rates.

» The OST Minority Business Resource Center Guaranteed
Loan Program helps small businesses gain access to the
financing needed to participate in transportation-related
contracts.

An analysis of loans receivable, allowance for subsidy costs,
liability for loan guarantees, foreclosed property, modifications,
and re-estimates associated with direct loans and loan guarantees
is provided in the following sections:

DIRECT LOANS

OBLIGATED
PRIOR TO FY 1992

2012 LOANS
RECEIVABLE, GROSS

(ALLOWANCE FOR
LOSS METHOD)

INTEREST
RECEIVABLE

ALLOWANCE FOR
LOAN LOSSES

VALUE OF ASSETS RELATED
TO DIRECT LOANS, NET

DIRECT LOAN PROGRAMS

(1) Railroad Rehabi