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FOREWORD

The United States Department of Transportation’s (DOT or Department) Agency Finan-
cial Report (AFR) for fiscal year (FY) 2010 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 over the financial resources en-
trusted to us. Additionally, the report provides information about our performance as an
organization, our achievements, initiatives and our challenges.

The AFR is the first in a series of reports required under the Office of Management and
Budget’s Program for Alternative Approaches to Performance and Accountability Report-
ing. This is the first year that the Department has participated in this voluntary program
in an effort to strengthen its annual reporting documents and to present more stream-
lined and timely information to clarify the relationship between performance, budgetary
resources and financial reporting. The Department intends to provide a more meaningful,
transparent and easily understood analysis of accountability over its resources. The re-
port provides readers with an overview of the Department’s highest priorities, as well as
our strengths and challenges.

The Department’s FY 2010 annual reporting includes the following three components:

Agency Financial Report (AFR) [available November 2010]
The AFR, the following report, is organized into three major sections:

e The Management’s Discussion and Analysis section provides executive-level infor-
mation on the Department’s history, mission, organization, key activities, analysis of
financial statements, systems, controls and legal compliance, accomplishments for
the fiscal year and management and performance challenges facing the Department.

e The Financial Details section provides a Message From the Chief Financial Officer,
consolidated and combined financial statements, the Department’s notes to the finan-
cial statements and the Report of the Independent Auditors.

e The Other Accompanying Information section provides Improper Payments Infor-
mation Act reporting details and other statutory reporting requirements.




Annual Performance Report (APR) [available February 2011]

The APR will be produced in conjunction with the FY 2011 President’s Budget Request
and will provide the detailed performance information and descriptions of results by
each key performance measure.

FY 2010 Summary of Performance and Financial Information [available February 2011]

This document will provide an integrated overview of performance and financial infor-
mation that integrate the AFR and the APR into a user-friendly consolidated format.

This report satisfies the reporting requirements of the following major legislation:
e Reports Consolidation Act of 2000
¢ Government Performance and Results Act of 1993
e Chief Financial Officers Act of 1990
e Government Management Reform Act of 1994
e Federal Managers' Financial Integrity Act of 1982
¢ Federal Financial Management Improvement Act of 1996
e Improper Payments Information Act of 2002

All three reports will be available on the Department’s Web site at:
http://www.dot.gov/about.html#perfoudgplan
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Message from the Secretary

MESSAGE FROM THE SECRETARY

I am pleased to present the U.S. Department of Trans-
portation’s (DOT) Agency Financial Report. As
required by statute, this material provides reliable
and complete data on DOT’s financial operations and
performance for the fiscal year (FY) that ended Sep-
tember 30, 2010 (FY 2010). Together with our Annual
Performance Report that will be released in February
2011, these two documents are presented this year as
an alternative to the consolidated Performance and
Accountability Report that was prepared and submit-
ted in the past. Our nearly $77 billion budget, summa-
rized below, focuses on DOT’s many efforts over the
past year to improve safety and reduce congestion in
each of the Nation’s major transportation systems. We
have made significant progress in these areas.

RECOVERY ACT IMPLEMENTATION

Fiscal Year 2010 marks the second year of DOT’s implementation of the American Recov-
ery and Reinvestment Act of 2009, and DOT’s programs continue to generate worthwhile
jobs through careful investments in useful transportation infrastructure. The $48.1 bil-
lion appropriated to DOT has been used to support more than 15,000 infrastructure proj-
ects. These investments have improved the safety and efficiency of the Nation’s system
of highways, transit, ports, and airports. Just as important, these projects generated
tens of thousands of jobs in transportation and related sectors, in a difficult economic
environment.

INCREASE SAFETY

The most important issue DOT addresses is public safety. We have made tremendous
strides over the decades through a variety of solutions, such as auto manufacturing safe-
ty standards, commercial driver regulations, and public awareness. Our most pressing
concern, highway fatalities, accounts for about 95 percent of transportation deaths each
year; therefore, we have devoted substantial attention in 2010 to targeted highway safety
initiatives. Through these efforts, traffic fatalities in the United States have fallen to a
historic 60-year low. The record-breaking decline occurred even while estimated vehi-
cle-miles traveled increased. The data show that the number of people who died on the




nation’s roads fell nearly 10 percent from 2008 to 2009, the latest year of available data.
This is the lowest total since 1950, when over 33,000 people were killed, with only one-fifth
of the number of vehicles on the road. In support of this notable success, some of DOT’s
initiatives in 2010 included major steps to reduce distracted driving, the development of
a new five-star vehicle safety system to assist consumers, and the establishment of a new
Transportation Safety Council.

Action to Stop Distracted Driving - Building on the ground-breaking 2009 Distract-
ed Driving Summit, I launched a second Distracted Driving Summit in 2010 with the
announcement of several new programs, including regulations to stop commercial
truck and bus operators from texting behind the wheel, pilot programs to enforce
cell phone bans, and new rules to revoke commercial licenses for school bus driv-
ers convicted of texting while driving. Further, the Department developed tough
model distracted driving legislation for States to use in crafting their own bills. I
also announced the creation of FocusDriven, the first national nonprofit organiza-
tion devoted specifically to raising awareness about the dangers of distracted driv-
ing.

Tougher Five-Star Safety System - The DOT announced a significant improvement
to its five-star vehicle rating system in 2010, which now includes ratings on a ve-
hicle’s ability to withstand a frontal crash and a side crash, as well as its resistance
to roll-overs during a crash. The new system, which will provide an overall rating
score, will be applied to model year 2011 vehicles and beyond. New tests, better
crash data, and higher standards are making the ratings tougher and more mean-
ingful for consumers.

New Safety Council - In October 2009, I convened the first DOT Safety Council
to address the top safety issues that cut across all modes of transportation. I cre-
ated this council to serve a broad-based safety leadership role and help break down
organizational stovepipes, enabling an even stronger safety culture. Sharing data,
research, and best practices among the 10 agencies on the council will result in new
ideas and new perspectives on safety issues.

REDUCE CONGESTION

Over many years, we have seen increased mobility among Americans, and we now are
seeing the effects of our very mobile society, namely increased congestion. Our ability
to move people and goods across the domestic transportation system has become insuffi-
cient for modern transportation patterns. Americans already lose over four billion hours
and nearly three billion gallons of fuel sitting in traffic jams annually, yet highway vehi-
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cle-miles traveled have been projected to grow substantially by 2030. This increases the
likelihood of greater congestion. As challenging as the issue of highway congestion is,
we see similar issues in air transportation. We know that we are not meeting our targets
for on-time performance in air travel, although approximately 70 percent of the delays
are caused by weather. By 2025, air traffic is projected to increase at least twofold, plac-
ing additional demands on the system. In 2010, DOT has continued to implement several
initiatives to address congestion throughout the Nation’s transportation system, including
the Federal Aviation Administration’s (FAA) NextGen program, which is modernizing the
air traffic control system, new high-speed rail projects, and a program to promote livable
communities around urban transportation hubs.

Next Generation Air Transportation System (NexGen) - Over the next 20 years,
NextGen is being deployed to improve our air traffic management procedures so
that aircraft can choose more efficient routes and make quicker in-flight decisions
to avoid other traffic and weather by replacing World War II-era, ground-based ra-
dar technology with satellite operations. As part of this long-term modernization
project, in 2010 FAA launched a full-scale, nationwide deployment of the satellite-
based surveillance system called Automatic Dependent Surveillance - Broadcast
(ADS-B), following its successful roll-out at four key sites. The new system tracks
aircraft with greater accuracy, integrity, and reliability than the current radar-
based system.

High-Speed Rail - President Obama’s bold vision for high-speed rail is a game
changer for the U.S. transportation system. With an initial $8 billion investment,
the Department laid the groundwork for development of an efficient, high-speed
passenger rail network of 100 to 600 mile intercity corridors that represent an es-
sential component of a modernized, nationwide system. The popularity of the pro-
gram was evident in the 2010 grant announcements, where demand for funding
greatly exceeded the money available.

Livable Communities - During 2010, the Administration announced the Nation’s
first Livable Communities initiative, which will measurably enhance the quality
of life for families, workers, and communities across America. This translates
into Federal support for more transportation choices, more public transportation,
and more commercial and residential development around transportation hubs. In
August, DOT and the U.S. Department of Housing and Urban Development jointly
announced the availability of $75 million for Community Challenge and Transpor-
tation Planning Grants. Communities will use the funds to integrate planning and
design for livable communities and the surface transportation systems that are es-
sential to achieving the desired level of livability.




In addition to DOT’s programs to enhance safety and reduce congestion, I want to high-
light our success during 2010 in taking a significant step toward cleaner air and energy
efficiency. Responding to one of the first major directives of the Obama Administration,
DOT and the Environmental Protection Agency jointly established a historic new corpo-
rate average fuel economy (CAFE) standard that requires cars and light trucks to average
34.1 miles per gallon by 2016. The new standard will conserve about 1.8 billion barrels of
oil over the lifetime of the vehicles regulated.

In conclusion, I am proud of the work we are doing at the U.S. Department of Transpor-
tation. We have made significant progress in 2010 on some of the most important issues
facing our transportation system. As we look to 2011, the Department and its dedicated
employees embrace the challenge of continuing this year’s record of achievement in
address_+ing the Nation’s most pressing transportation and infrastructure needs.
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November 8, 2010




Management’s
Discussion and Analysis







Agency Financial Report FY 2010

UNITED STATES
DEPARTMENT OF TRANSPORTATION

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, we exemplify the highest standards of excellence, integ-
rity, and respect in the work environment.

Teamwork

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

Customer Focus

We strive to understand and meet the needs of our customers through service, innovation,
and creativity. We are dedicated to delivering results that matter to the American people.
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ORGANIZATION

HISTORY

Establishedin 1967, DOT sets Federal transportation policy and works with State, local, and
private sector partners to promote a safe, secure, efficient, and interconnected National
transportation system of roads, railways, pipelines, airways, and seaways. DOT’s overall
objective of creating a safer, simpler, and smarter transportation program is the guiding
principle as we move forward to achieve specific goals.

HOW WE ARE ORGANIZED

DOT employs almost 60,000 people across the country, in the Office of the Secretary of
Transportation (OST) and through twelve Operating Administrations (OAs) and bureaus,
each with its own management and organizational structure.

The Office of the Secretary of Transportation provides overall leadership and manage-
ment direction, administers aviation economic 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.

SECRETARY/
DEPUTY SECRETARY

ASSISTANT
SECRETARY FOR
TRANSPORTATION
POLICY

UNDERSECRETARY
FOR POLICY
ASSISTANT SECRETARY
FOR AVIATION AND
INTERNATIONAL
AFFAIRS

ASSISTANT SECRETARY THIEEGE
ASSISTANT BOARD OF FOR BUDGET AND S OFFICE OF OFFICE OF EXECUTIVE
SECRETARY FOR CONTRACT PROGRAMS & T CVILRIGHTS DRUG & ALCOHOL SECRETARIAT
ADMINISTRATION APPEALS CHIEF FINANCIAL o POLICY & COMPLIANCE
OFFICER

GENERAL SEeeoAN OFFICE OF OFFICE OF OFFICE OF SMALL&
COUNSEL INTELLIGENCE PUBLIC
GOVERNMENTAL INTELLIGENCE UBLIC BUSINESS

AFFAIRS UTILIZATION

FEDERAL FEDERAL FEDERAL MOTOR FEDERAL FEDERAL
AVIATION HIGHWAY CARRIER SAFETY RAILROAD TRANSIT MARITIME
ADMINISTRATION ADMINISTRATION ADMINISTRATION ADMINISTRATION ADMINISTRATION ADMINISTRATION

NATIONAL OFFICE OF PIPELINE AND RESEARCH AND SAINT LAWRENCE SURFACE
HIGHWAY TRAFFIC INSPECTOR HAZARDOUS INNOVATIVE SEAWAY TRANSPORTATION
SAFETY GENERAL MATERIALS SAFETY TECHNOLOGY DEVELOPMENT BOARD

ADMINISTRATION ADMINISTRATION ADMINISTRATION CORPORATION
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OVERVIEW OF LEGISLATIVE AUTHORITIES

The DOT strategic plan summarizes the legislative authorities of each Operating Admin-
istration. To provide a context for the reader, highlights of the responsibilities of each
Operating Administration are listed below.

Office of the Secretary. The Office of the Secretary (OST) oversees the formulation of
national transportation policy and promotes intermodal transportation. Other responsi-
bilities range from negotiation and implementation of international transportation agree-
ments, assuring the fitness of U.S. airlines, enforcing airline consumer protection regu-
lations, issuance of regulations to prevent alcohol and illegal drug use in transportation
systems and preparing transportation legislation.

Federal Aviation Administration. The Federal Aviation Administration’s (FAA) mission
is to promote aviation safety and mobility by building, maintaining, and operating the
Nation’s air traffic control system; overseeing commercial and general aviation safety
through regulation and inspection; and providing assistance to improve the capacity and
safety of our airports.

Federal Highway Administration. The mission of the Federal Highway Administration
(FHWA) is to enhance mobility through innovation, leadership, and public service.

Federal Motor Carrier Safety Administration. The Federal Motor Carrier Safety Adminis-
tration’s (FMCSA) primary mission is to prevent commercial motor vehicle-related fatali-
ties and injuries.

Federal Railroad Administration. The Federal Railroad Administration’s (FRA) mission is
to ensure that our Nation has safe, secure, and efficient rail transportation that enhances
the quality of life for all.

Federal Transit Administration. The Federal Transit Administration (FTA) provides lead-
ership, technical assistance, and financial resources for safe, technologically advanced
public transportation that enhances mobility and accessibility, improves America’s com-
munities, preserves the natural environment, advances economic growth, and ensures that
transit systems are prepared to function during and after criminal or terrorist attack.

Maritime Administration. The Maritime Administration’s (MARAD) mission is to promote
the development and maintenance of an adequate, well-balanced U.S. merchant marine
that is sufficient to carry the Nation’s domestic waterborne commerce and a substantial
portion of its waterborne foreign commerce, and to serve as a naval and military auxil-
iary in time of war or national emergency.

13




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

Office of Inspector General. The Inspector General Act of 1978, as amended, established
the Office of Inspector General (OIG) as an independent and objective organization within
the DOT. The OIG’s mission is to promote economy, effectiveness, and efficiency and to
prevent and detect fraud, waste, and abuse in DOT operations and programs by conduct-
ing and supervising independent and objective audits and investigations.

Pipeline and Hazardous Materials Safety Administration. The Pipeline and Hazardous
Materials Safety Administration (PHMSA) is dedicated to safety and security by working
toward the elimination of transportation-related deaths and injuries in hazardous materi-
als and pipeline transportation, and by promoting transportation solutions that enhance
communities and protect the natural environment.

Research and Innovative Technology Administration. The Research and Innovative Tech-
nology Administration (RITA) is dedicated solely to the advancement of DOT priorities
for innovation and research in transportation technologies and concepts. Innovations that
will improve our mobility, promote economic growth, and ultimately deliver a better inte-
grated transportation system.

Saint Lawrence Seaway Development Corporation. The U.S. Saint Lawrence Seaway
Development Corporation (SLSDC), a wholly owned government corporation and an OA
of DOT, is responsible for the operations and maintenance of the U.S. portion of the St.
Lawrence Seaway between Montreal and Lake Erie.

Surface Transportation Board. The Surface Transportation Board (STB) 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 resolu-
tion of disputes and the facilitation of appropriate business transactions.

14
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PERFORMANCE HIGHLIGHTS

The Department of Transportation (DOT) achieved an historic milestone this year: traffic fatali-
ties in the U.S. have fallen to an historic 60-year low. Highway fatalities for 2009 (the latest data
available) fell 10% from the previous year to a total of 33,808. Not since 1950, when our roads
carried far less traffic, have traffic fatalities been this low.

The Department met nearly 80% of its performance targets for the year. Like every govern-
ment agency, however, there are areas that we can improve upon. A brief discussion of our
results by strategic objective follows.

SAFETY

DOT tracks the safety of Americans on the highways, in the air, on transit systems, and on rail-
roads. In FY 2010 we met 9 out of 10 safety goals. Fatalities in general aviation, particularly
from amateur-built aircraft, however, did not decline as quickly as anticipated. To address this
issue, FAA has established a Flight Standardization Board for Experimental Amateur-built Air-
craft.

REDUCED CONGESTION

One of DOT’s strategic objectives is to reduce congestion across the modes of transportation.
We do this in a variety of ways, from providing funds that keep our highways in a state of good
repair, managing air traffic efficiently, and encouraging the use of mass transit in order to re-
duce traffic on roadways. For the first time in many years, the Department saw a contraction
this year in the number of people across the country using mass transit. Ridership fell for sev-
eral reasons: a general decline in the economy, relatively high unemployment, and a decline in
state and local tax revenues used to support transit. Ridership levels, however, are expected to
improve as the economy advances and transit agencies begin to restore services and routes cut
during the recession.

GLOBAL CONNECTIVITY

DOT contributes to the economy and American businesses’ connection with markets across the
world by moving products, goods and vehicles with as little delay as possible. In FY 2010, the St.
Lawrence Seaway, which is a vital waterway between the upper Midwest and global markets,
was open 99.8% of the shipping season. On the roadways, we continue to make progress in limit-
ing delays at border crossings and improving the flow of traffic in freight corridors.
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ENVIRONMENTAL STEWARDSHIP

The transportation system has a significant impact on the environment and DOT mitigates
that impact whenever possible. For the third year in a row, there were no violations of air
pollution standards in major metropolitan areas. Streamlining the process for complet-
ing environmental impact statements, however, continues to be a challenge.

SECURITY, PREPAREDNESS AND RESPONSE

While the Department of Homeland Security has primary responsibility for the security
of the transportation system, DOT must ensure it is prepared to continue operating dur-
ing a crisis. To this end, DOT tracks the readiness of key staff and member agencies.
DOT has a role in supporting the Department of Defense during military mobilization.
For the third year in a row we have exceeded the readiness requirements for shipping
capacity and commercial ports.

ORGANIZATIONAL EXCELLENCE

Mindful of the need to wisely use taxpayer money, DOT tracks the cost and scheduling
associated with major system purchases and major infrastructure projects. Although we
did not make our cost and schedule targets for major infrastructure projects as a whole,
we are seeing improvements within individual projects. DOT agencies will continue to
review the finance plans, project management plans, and cost estimates that are required
for each major project, and will continue to offer training to engineering and financial

management staff on these specific responsibilities.
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PERFORMANCE SUMMARY TABLES
SAFETY PERFORMANCE SUMMARY

2010 2010 Met/

Performance Measure 2004 2005 2006 2007 2008 2009 Actual Target Not Met

Passenger vehicle occupant 117 1.15 1.10 1.04 1.03 .98 — 87# .99 Met
highway fatality rate per 100 1.04#
million passenger vehicle-
miles traveled (VMT).

Large truck and bus fatality N/A 0.185 | 0.177 | 0.169 | 0.155 | 0.140 - .108 - .164 Met
rate per 100 million total 0.154# 119#

VMT.

Motorcyclist fatality rate 69.83 | 73.48 | 7242 | 7248 | 71.30 | 73.75- 65# 78 Met
per 100,000 motorcycle 74.96#

registrations.

Non-occupant fatality rate 0.19 0.20 0.19 0.18 0.18 0.18 - 16# .19 Met
per 100 million VMT 0.19#

Number of commercial air N/A N/A N/A N/A 0.4 6.8* 0.3* 8.1 Met

carrier fatalities per 100
million persons onboard

Fatal Accidents per 100,000 N/A N/A N/A N/A N/A 1.17* 1.17# 1.10 Not Met
Flight Hours in General
Aviation

Rail-related accidents and 19.03r | 18.09r | 17.59r | 17.36r | 16.88r 16.71r 15.90* 16.40 Met
incidents per million train-
miles

Transit fatalities per 100 0.467 | 0.428 | 0.389 | 0.437 | 0.332 | 0.243* 0.188 0.458 Met
million passenger-miles
traveled

Number of serious incidents 48 41 35 47 41 50 38# 30-43 Met
for natural gas and
hazardous liquid pipelines

Number of serious hazardous 35 49 32 36 23 29 16# 22-36 Met
materials transportation
incidents

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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Performance Measure

2004

2005

2006

2007

2008

REDUCED CONGESTION SUMMARY

2009

2010
Actual

2010
Target

Met/
Not Met

Percentage of travel on the
National Highway System
(NHS) meeting pavement
performance standards for
"good" rated ride.

52

52

54

57

56

57

Data
Available
December

2010

58

TBD

Percentage of deck area on
National Highway System
(NHS) bridges rated as
deficient, adjusted for
average daily traffic.

32.0

29.9

29.2

29.7

29.5

29.2

28.7

28.9

Percentage of total annual
urban area travel occurring in
congested conditions

284

27.8

26.6#

26.8#

271

Average percent change in
transit boardings per transit
market (150 largest transit
agencies)

4.3

Not Met

Percent of bus fleets
compliant with the Americans
with Disabilities Act (ADA)

Percent of key rail stations
compliant with the ADA.

95.2

94.5

Percent of all flights arriving
within 15 minutes of schedule
at the 35 Operational
Evolution Partnership airports
due to National Airspace
System related delays.

79.07

88.44

88.36

86.96

87.29

88.98(r)

90.56#

88.00%

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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GLOBAL CONNECTIVITY PERFORMANCE SUMMARY

2010 2010 Met/

Performance Measure 2004 2005 2006 2007 2008 2009 Actual Target Not Met

Percent of days in the 99.1 99.7 99.0 994 98.8 99.4 99.8 99.0 Met
shipping season that the U.S.
portion of the St. Lawrence
Seaway system is available.

Number of freight corridors N/A N/A 3 5 21 19 14 13# Met
with an annual decrease
in the average buffer index
rating.

Number of National Highway N/A N/A N/A 4 3 3 5 5 Met
System border crossings with
a decrease in unexpected
delay.

Percent share of the total 3.8 6.6 8.4 10.4 7.0 9.0 8.0* 5.1 Met
dollar value of DOT direct
contracts that are awarded to
women-owned businesses.

Percent share of the total 15.6 12.7 16.2 18 16 156.5 14.57* 14.5 Met
dollar value of DOT direct
contracts that are awarded
to small disadvantaged
businesses.

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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ENVIRONMENTAL STEWARDSHIP PERFORMANCE SUMMARY

2010 2010 Met/

Performance Measure 2004 2005 2006 2007 2008 2009 Actual Target Not Met

Number of areas in 6.3 5.8 1.3 0.0 0.0 0.0 0 3 Met
conformity lapse

Number of hazardous 138 127 106 97 128 110 93# 89-108 Met
liquid pipeline spills with
environmental consequences

Number of Exemplary N/A N/A N/A N/A 11 16 10 10 Met
Human Environmental
Initiatives undertaken

Median time in months to N/A 56 57 67 63.5 79.3 63.9 48 Not Met
complete environmental
impact statements for DOT
funded infrastructure projects

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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SECURITY PERFORMANCE SUMMARY

2010 2010 Met/

Performance Measure 2004 2005 2006 2007 2008 2009 Actual Target Not Met

Percentage of DoD-required 94 95 93 97 97 96* 96 94 Met
shipping capacity complete
with crews available within
mobilization timelines.

Percentage of DoD- 93 87 100 100 100 100* 100 93 Met
designated commercial
ports available for military
use within DoD established
readiness timelines.

Percent of DOT personnel N/A N/A N/A N/A N/A 100 100 100 Met
with emergency management
responsibilities who are
prepared to respond to
disasters and emergencies.

Percent of DOT agencies N/A N/A N/A N/A N/A 96 96 100 Not Met
meeting annual response
requirements.

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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ORGANIZATIONAL EXCELLENCE PERFORMANCE SUMMARY

2010 2010 Met/

Performance Measure 2004 2005 2006 2007 2008 2009 Actual Target Not Met

Percent of major federally 73 89 89 89 79 78 84 90 Not Met
funded transportation
infrastructure projects

with less than 2 percent
annual growth in the project
completion milestone as
reported in the finance plan.

Percent of finance plan cost 75 81 84 83 82 84 84 90 Not Met
estimated for major federally
funded transportation
infrastructure projects with
less than 2 percent annual
growth in project completion
cost.

For major DOT aviation 100 97.00 100 100 96.08 100 97.06 90 Met
systems, percentage of cost
goals established in the
acquisitions project baselines
that are met.

For major DOT aviation 91.50 | 92.00 | 97.44 | 97.00 | 93.88 93.75 90.74 90 Met
systems, percentage of
scheduled milestones
established in acquisition
project baselines that are
met.

(r) Revised; * Preliminary estimate; # Projection from trends; Met; Not Met
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FINANCIAL HIGHLIGHTS

The presentation of the financial statements represents the Department’s cumulative
efforts to improve financial management and to provide accurate and reliable finan-
cial information that is useful for assessing performance. Department management
is responsible for the integrity and fair presentation of the financial information pre-
sented in these statements.

The financial statements and financial data presented in this Report have been prepared
from the accounting books and records of the Department of Transportation in confor-
mity with generally accepted accounting principles (GAAP). GAAP for Federal enti-
ties are the standards prescribed by the Federal Accounting Standards Advisory Board
(FASAB).

The Hiring Incentives to Restore Employment (HIRE) Act of 2010, the American Recov-
ery and Reinvestment Act of 2009 (ARRA or the Recovery Act) and the Car Allowance
Rebate System (CARS) program of 2009 have each had a significant impact on the finan-
cial statements of the Department and caused significant fluctuations when comparing
FY 2010 to FY 2009 amounts for certain financial statement line items. The HIRE trans-
ferred $19.5 billion from the General Fund to the Highway Trust Fund, which is primar-
ily reflected in increased Investments. ARRA provided the Department an additional
$48 billion in appropriations in FY 2009, of which $39.6 billion has been obligated and
$20.5 billion has been disbursed as of September 30, 2010. The Department received
and disbursed an additional $3 billion for the CARS program in FY 2009.

OVERVIEW OF FINANCIAL POSITION

Assets

Overall, the Consolidated Balance Sheet shows Department total assets of $103.8 billion at
the end of FY 2010 have remained relatively level with FY 2009. The Fund Balance with
Treasury line item decreased by $10.2 billion as ARRA funding provided in FY 2009 con-
tinued to be spent down in FY 2010. Conversely, Investments increased by $12.4 billion as
a result of new funding provided by HIRE.

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

Dollars in Thousands 2010 % 2009 %
Fund Balance with Treasury $52,504,709 50.6 $62,685,783 61.7
Investments 33,050,889 31.9 20,684,481 20.4
General Property, Plant & Equipment 13,907,474 134 14,439,603 14.2
Inventory and Related Property, Net 823,603 0.8 797,310 0.8
Direct Loans and Guarantees, Net 2,892,100 2.8 2,219,298 2.2
Accounts Receivable 244,316 0.2 384,754 0.4
Cash and Other Assets 329,250 0.3 294,830 0.3
Total Assets $103,752,340 100.0 $101,506,059 100.0

Liabilities

The Department’s Consolidated Balance Sheet reported total liabilities of $17.3 billion at
the end of FY 2010, as summarized in the table below. This represents a slight 2 percent
increase from the previous year’s total liabilities of $16.9 billion. The largest increase

was on the line item Debt and was the result of additional loans made through the Trans-
portation Infrastructure Finance and Innovation Act (TIFIA) program.

LIABILITIES BY TYPE

Dollars in Thousands 2010 % 2009 %
Grant Accrual $6,965,999 40.4 $6,769,814 40.0
Other Liabilities 4,159,702 241 4,444,553 26.3
Accounts Payable 1,717,081 10.0 1,732,169 10.2
Environmental and Disposal Liabilities 1,103,562 6.3 1,195,249 71
Debt 3,077,439 17.8 2,478,348 14.6
Loan Guarantees 237,739 1.4 310,710 1.8
Total Liabilities $17,261,522 100.0 $16,930,842 100.0
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Net Position

The Department’s Consolidated Balance Sheet and Consolidated Statement of Changes in
Net Position report a Net Position of $86.5 billion at the end of FY 2010, a modest 2.3 per-
cent increase from the $84.6 billion from the previous fiscal year. Net Position is the sum
of Unexpended Appropriations and Cumulative Results of Operations.

RESULTS OF OPERATIONS

The results of operations are reported in the Consolidated Statement of Net Cost and the
Consolidated Statement of Changes in Net Position.

Net Costs
The Department’s total net cost of operations for FY 2010 was $78.8 billion.

NET COSTS
Dollars in Thousands 2010 % 2009 %
Surface Transportation $60,769,477 771 $57,597,654 76.4
Air Transportation 16,775,815 213 16,288,922 21.6
Maritime Transportation 568,602 0.7 728,687 1.0
Costs Not Assigned to Programs 394,503 0.5 366,041 0.5
Less Earned Revenues Not Attributed to Programs 471 0.001 10,708 0.001
Cross-Cutting Programs 336,506 0.4 327,208 0.4
Net Cost of Operations $78,844,429 100.00 $75,297,804 100.00

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 Depart-
ment at 77.1 percent of the Department’s net cost of operations. Air transportation is the
next largest investment for the Department at 21.3 percent of total net cost of operations.
The increases in Net Cost are attributed to the Surface and Air Programs.
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RESOURCES

Budgetary Resources

The Combined Statement of Budgetary Resources provides information on how budget-
ary resources were made available to the Department for the year and their status at fis-
cal year-end. For the 2010 fiscal year, the Department had total budgetary resources of
$174.5 billion, which remained on par with FY 2009 levels of $175.6 billion.

RESOURCES
Dollars in Thousands 2010 2009 % Change
Total Budgetary Resources $174,546,066 $175,644,291 (0.6)
Obligations Incurred $113,847,631 $117,386,471 (3.0)
Net Outlays $97,943,743 $80,881,011 211

Budget Authority of $164.9 billion consisted of $97.4 billion in appropriations received
and $67.5 billion in borrowing and contract authority. The Department’s FY 2010 obliga-
tions incurred of $113.8 billion were slightly less than FY 2009 obligations incurred of
$117.3 billion.

Outlays reflect the actual cash disbursed against previously established obligations. For
FY 2010, the Department had net outlays of $97.9 billion, compared to FY 2009 levels of
$80.9 billion, an increase of 21.1 percent. As expected, disbursements have increased as
the Recovery Act program matures (i.e. as higher levels of obligations from FY 2010 and
FY 2009 are liquidated).

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.
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The Department holds transportation investments (Stewardship Land) through grant pro-
grams, 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 under
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 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 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 con-
trol 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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SYSTEMS, CONTROLS, AND LEGAL COMPLIANCE

FEDERAL MANAGERS’ FINANCIAL INTEGRITY ACT (FMFIA)

The FMFIA requires agencies to conduct an annual evaluation of its management con-
trols and financial systems and report the results to the President and Congress. The Sec-
retary of Transportation then prepares an annual Statement of Assurance based on these
internal evaluations.

As a subset of the FMFIA Statement of Assurance, 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 is located at the end of this section.

The Secretary of Transportation has provided the President and Congress a qualified State-
ment of Assurance for FY 2010, based on FISMA results. The Department evaluated its
management control systems and financial management systems for the fiscal year ending
September 30, 2010. Aside from FISMA results, this evaluation provided reasonable assur-
ance and formed the basis of the Secretary’s Statement of Assurance that the objectives of
the FMFIA were achieved in FY 2010.

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.

Uk N E

Financial systems conform to government-wide standards.

Managers within the Department, being in the best position to know and understand the
nature of the problems they face, establish appropriate control mechanisms to ensure
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Departmental resources are sufficiently protected from fraud, waste, and abuse, and to
meet the intent and requirements of the FMFIA. The head of each Operating Adminis-
tration and Departmental office submits an annual statement of assurance representing
the overall adequacy and effectiveness of management controls within the organization
to the Department’s Office of Financial Management. FMFIA material weaknesses and
material nonconformances are also reported, citing milestones and/or accomplishments.
Specific guidance for completing the end of fiscal year assurance statement and report-
ing on material deficiencies is issued annually by the Department’s Office of Financial
Management.

CRITERIA FOR REPORTING MATERIAL WEAKNESSES AND
NONCONFORMANCES

A material weakness under 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 Congres-
sional oversight committees.

Criteria for Reporting a Material Weakness

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

2. Violates statutory authority, or results in a conflict of interest.

3. Deprives the public of significant services, or seriously affects safety or the
environment.

4. Impairs significantly the fulfillment of the agency’s mission.
S. Would result in significant adverse effects on the credibility of the agency.

A material nonconformance under 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 Nonconformance

1. Prevent the primary accounting system from centrally controlling financial transac-
tions and resource balances.

2. Prevent compliance of the primary accounting system, subsidiary system, or program
system under the Office of Management and Budget Circular A-127.
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SUMMARY OF FY 2010 FMFIA MATERIAL WEAKNESSES

Status of Internal Controls (FMFIA Section 2)

The DOT is reporting one material weakness in FY 2010, based on the FY 2009 Federal
Information Security Management Act (FISMA) report (the FY 2010 report has not yet
been finalized), due to non-compliance with FISMA standards and OMB requirements for
information security program and enterprise-level controls.

Status of Financial Management Systems (FMFIA, Section U)

The DOT is reporting no material weaknesses for FY 2010.

APPENDIX A, INTERNAL CONTROLS OVER FINANCIAL REPORTING

Appendix A of OMB Circular A-123 emphasizes management’s responsibility for estab-
lishing and maintaining effective internal control over financial reporting. Appendix A
requires agencies to maintain documentation of the controls in place and of the assess-
ment process and methodology management used to support its assertion as to the effec-
tiveness 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 Assurance 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 assurance statement is located in the following section of this
report.

DOT is reporting a qualified assurance statement on internal controls over financial
reporting based on the Department's compliance with FISMA standards. DOT performed
in-depth testing of the controls over six focus area business processes for each Operat-
ing Administration (OA) including Cost Accounting, Credit Reform and Loans, Financial
Reporting, Revenue and Receivables, Environmental Liabilities and Grants Management.
Additional testing of high-risk key controls from the remaining eight non-focus area busi-
ness processes was performed for OAs whose transactions are material to the Depart-
ment-wide financial statements.
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MANAGEMENT ASSURANCES - OMB CIRCULAR A-123

THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590
November 8, 2010

The President
The White House
Washington, DC 20500

Dear Mr. President:

I am pleased to report on the effectiveness of the internal controls and financial manage-
ment systems for the U.S. Department of Transportation (DOT) during Fiscal Year (FY)
2010. This report is based on our successful implementation under the Federal Manag-
ers’ Financial Integrity Act of 1982 (FMFIA); Office of Management and Budget (OMB)
Circular A-123; Management’s Responsibility for Internal Control; OMB Office of Federal
Procurement Policy’s (OFPP) Acquisition Assessment; and the 2009 American Recovery
and Reinvestment Act (ARRA).

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

With the exception noted for compliance with the Federal Information Security Manage-
ment Act (FISMA), DOT is able to provide reasonable assurance that the internal controls
and financial management systems in effect during the period of October 1, 2009 through
September 30, 2010 met the objectives of both Sections 2 and 4 of the FMFIA. During FY
2010, 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 2009, the Inspector General (IG) 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 secu-
rity controls, management of information security weaknesses, and system-level security
controls. As aresult of this review, the IG made 27 specific recommendations. During the
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year, corrective actions were underway, but at September 30, 2010, many of these actions
had not been completed. As a consequence, the Department’s compliance with FISMA
during 2010 constituted a material weakness in internal controls. A corrective action
plan to complete all outstanding FISMA recommendations is being developed and will be
implemented.

FMFIA Internal Control Program

For FY 2010, DOT enhanced its standardized and consistent FMFIA Internal Control Pro-
gram approach for managing control and compliance activities. The DOT identified and
documented meaningful Components and Assessable Units (AU). Inherent risk assess-
ments were conducted to classify and prioritize each AU. Management Control Reviews,
leveraging the five standards of internal controls, as prescribed by the Committee of
Sponsoring Organizations of the Treadway Commission and the U.S. Government Ac-
countability Office, were conducted to identify, assess, document, and communicate key
management and programmatic internal controls and related risks or weaknesses.

OMB Circular A-123, Appendix A Internal Control Program

During FY 2010, DOT conducted an assessment of the effectiveness of internal controls
over financial reporting, including safeguarding of assets and compliance with applicable
laws and regulations in accordance with the requirements of OMB Circular A-123, Ap-
pendix A. During FY 2010, DOT assessed and tested controls over key identified business
processes, including Cost Accounting, Credit Reform and Loans, Environmental Liabili-
ties, Financial Reporting, Grants Management, and Revenue and Receivables.

The major OMB Circular A-123, Appendix A activities in FY 2010 included evaluating en-
tity level, process level, and in-depth testing at the transaction level of internal controls
over financial reporting for the five identified business processes. All deficiencies were
communicated to senior management and mitigated using existing remediation proce-
dures.

OMB A-123 Acquisition Assessment

In accordance with guidance from the Office of Federal Procurement Policy and OMB
Circular A-123, the DOT Office of Senior Procurement Executive (OSPE) developed a
three year assessment reporting cycle of the DOT’s acquisition offices and programs, and
in FY 2010, OSPE conducted an entity level top-down assessment of 30 percent of compo-

nent acquisition offices of the Operating Administrations.
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American Recovery and Reinvestment Act (ARRA)

The ARRA was signed into law on February 17, 2009. To ensure that ARRA funds are
in compliance and meet the objectives of the program, and to ensure that this spending
meets unprecedented standards for transparency and accountability, DOT management
devised robust risk mitigation strategies for this program. Additionally, DOT manage-
ment updated key business process documentation and conducted subsequent testing of
ARRA transactions as part of OMB A-123 assessment activities to reflect new or modified
business processes.

As a result of our FMFIA reviews in FY 2010, I conclude that the Department has made
substantial progress in enhancing its internal controls and financial management pro-
gram. Additional enhancements are planned and underway in FY 2011.

Respectfully,
,."l. ; . .,-'
i ) = _.-'l r'
..-.- { |'I
.‘f':-" \ IFIIJ-H S
F \ l.‘l
W

Ray LaHood
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FFMIA OF 1996 FINANCIAL
MANAGEMENT SYSTEMS STRATEGY

The Secretary has determined that our financial management systems were in substan-
tial compliance with the Federal Financial Management Improvement Act for FY2010.
In making this determination, he considered all the information available, including the
auditor’s opinion on our FY 2010 financial statements, the report on management’s asser-
tion about the effectiveness of internal controls, and the report on compliance with laws
and regulations. He also considered the results of the management control reviews and
financial management systems reviews conducted by the agency and its independent
contractors.

The Federal Financial Management Improvement Act of 1996 (FFMIA) requires that
agencies’ financial management systems routinely provide reliable and timely financial
information 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 earlier of (a) the date of receipt of the agency-wide audited financial state-
ment, 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 finan-
cial systems and compliance with applicable laws and regulations in accordance with
FMFIA guidance, OMB Circular A-127, Financial Management Systems, results of OIG
and GAO audit reports, annual financial statement audits, the Department’s annual Fed-
eral Information Security Management Act (FISMA) Report, and other relevant informa-
tion. Based on the results of DOT’s internal control assessment, one material weaknesses
was identified in 2010 based on FISMA results.

The Department of Transportation (DOT) uses Oracle Federal Financials software as
its agency-wide financial management and accounting system of record (called Delphi).
DOT was the first cabinet agency to migrate all of its Operating Administrations (OAs) to
a Financial Systems Integration Office (FSIO)-certified, commercial off-the-shelf based
financial system. The Oracle system provides real time access to accounting information
and fund availability. The consolidation of accounting activities using one financial sys-
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tem improves internal controls, reduces redundant processes, improves communications,
gains efficiencies, as well as provides monitoring and control of Federal accounting stan-
dards and financial policies.

DOT continues to make progress on the financial management modernization initiative
to upgrade its current financial management system software from Oracle Release 11i
to Oracle Release 12. In order to take advantage of the enhanced functionality offered in
Release 12, DOT’s Office of Financial Management, in partnership with the Departmental
financial community, has decided to use this opportunity to upgrade the system soft-
ware and to achieve business process improvements and standardizations as well. This
multiple-year, Department-wide program has been established to maximize the capabili-
ties of the upgrade and to efficiently and effectively meet internal and external require-
ments, such as transparency and government-wide accounting structure requirements.
This program is led by the Office of the Assistant Secretary for Budget and Programs/
CFO, includes participation and support from each Operating Administration (OA) and
includes Department-wide executive sponsorship.

In FY 2010, DOT began executing a plan to upgrade Delphi’s servers, operating system
and database to Intel servers running on a Linux platform which will support the Oracle
11g database. The Oracle 11g database is a requirement for Oracle Federal Financials
Release 12; however, certain benefits of the upgrades will be realized before the Release 12
implementation is completed. The new servers will improve Delphi’s response times for
reports and workflows. Nightly, monthly and year-end processing times will be decreased
as well. Additionally, the upgraded system will support clustered computers which allow
the Department to run multiple computers on the database. The clustered computers will
allow operations to continue if one of the computers in the cluster experiences problems
and will also allow additional computers to be added to increase capacity as needed.

In FY 2010, DOT began executing a plan to improve the timeliness of the Delphi instance
management process. Completing the full Delphi backup cycle to apply major upgrades or
accomplish routine backups currently takes approximately between 14 and 16 hours. The
Department is moving to NetApp storage appliances that will reduce the backup cycle to
less than 4 hours. This will help reduce system down time due to patches, enhancements
and upgrades and will also make the system available to end users much faster during
critical times such as month and year end.
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FEDERAL INFORMATION SECURITY MANAGEMENT ACT

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 an agency. FISMA requires that Inspectors General evaluate agency information
security programs and practices. The DOT FISMA report for FY 2010 will not be finalized
until after November 15.

The DOT has 13 Operating Administrations that for Fiscal Year 2010 supported a total
of 465 information systems, of which 291 belong to the Federal Aviation Administration
(FAA). The FAA 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 disburse over $77 billion in federal funds each year.

Last year, the DOT OIG reported that the DOT’s information security program did not
meet Federal IT security standards and made 27 specific recommendations to improve
DOT’s controls. At September 30, corrective actions associated with many of these rec-
ommendations remain incomplete. However, DOT has made improvements this year by
issuing a security policy that addresses all of National Institute of Standards and Tech-
nology (NIST) information security control areas. Also, DOT significantly improved its
common operating environment’s compliance with Federal Desktop Core Configuration
(FDCC) which complies with an OMB mandate that requires all federal agencies stan-
dardize their desktop and laptops computers configuration settings.

DOT still needs to make progress in other critical areas, e.g., that all operating and data-
base systems have security baseline configurations. Also required is the need for better
identification and prioritization of DOT’s security weaknesses. Additionally, DOT needs
to ensure that all systems and their interfaces have proper certification and accreditation
and system recovery controls in the event of a disruption. Completion of protections for
sensitive privacy information is the last remaining critical area.

The full FY 2010 FISMA report will be available in early December 2010 and can be found
at www.oig.dot.gov.
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SAS-70 REVIEW ON DOT'S FINANCIAL
MANAGEMENT SYSTEM

The Statement on Auditing Standards (SAS) 70 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 sixth year that a SAS-70 audit has been conducted on DOT’s Delphi financial
system. 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 Manage-
ment and Budget to provide financial management systems and services to other govern-
ment agencies. 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 Consumer Product
Safety Commission and the Government Accountability Office. The Office of Manage-
ment 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) SAS-70.

This year’s SAS-70 audit of Delphi was conducted by Clifton Gunderson, LLP of Calver-
ton, MD. Clifton Gunderson concluded that management presented its description of ESC
controls fairly in all material respects, and that the controls, as described, were suitably
designed for all stated control objectives.

Clifton Gunderson made additional recommendations to DOT management for improv-
ing access controls. We agree that implementing these recommendations will further
enhance controls over ESC operations. In accordance with DOT Order 8000.1C, the cor-
rective actions taken in response to Clifton Gunderson’s recommendations are subject to
audit follow-up. Clifton Gunderson performed additional testing and provided a follow-up
management letter to OIG on September 30, 2010, reporting no significant changes to the
control environment between July 1, 2010, and September 30, 2010.
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Effective for reports dated after June 15, 2011, SAS-70 will be replaced the new standard
Standards for Attestation Engagements (SSAE) 16. More information can be found at
http://www.aicpa.org/Research/Standards/AuditAttest/Pages/SSAE.aspx
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DOT'S FINANCIAL MANAGEMENT
SYSTEMS IMPROVEMENTS

The Department of Transportation (DOT) continues to forge ahead with a major finan-
cial management improvement and modernization effort. This multi-year project, begun
in FY 2009, supports the Organizational Excellence strategic goal by transforming and
streamlining financial management policies, processes, and systems in an effort to better
meet the growing and dynamic mission of the Department in this decade and beyond.

This collaborative effort focuses on three primary goals:

e Comprehensive business process reengineering to improve standardization and
consistency across the Department.

e Improving financial data management, including standardization of our account-
ing classification structure, introduction of business intelligence capabilities,
and improved reporting.

e Modernizing DOT’s financial management system to better meet financial sys-
tem standards, transparency requirements, and improved functionality pro-
vided by the next Oracle Core Financials release.

This initiative is led by the Office of the Assistant Secretary for Budget and Programs/
CFO and includes full participation and support from each Operating Administration (OA)
to ensure success of the project. The effort has been structured around “waves” which
consist of major targeted solution milestones. As such, the initiative will attain tangible
modernization throughout the project, rather than at the end of the project lifecycle, as
many projects do. FY 2010 and prior years form the foundation for the effort, with an
emphasis on long-term strategic planning. FY 2011 and FY 2012 will focus on realiz-
ing strategic planning efforts with the acquisitions of major system applications, analyt-
ics (business intelligence), reporting, and hardware components. During this period the
project will also implement the first three solution waves: grants payment solution, ven-
dor payment solution, and business intelligence/financial analytics.

DOT has coupled financial management modernization with the transition to Oracle Core
Financials Release 12 because the Department has learned through past experience that
process improvement and standardization exercises achieve optimal results when done
ahead of a major system release. The initiative is a paramount priority for DOT because
it will provide a financial management infrastructure (procedures, systems, and reporting
capabilities) that will assist the Department in more effectively and efficiently meeting
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internal and external requirements, such as transparency and government-wide account-
ing structure requirements. Additionally, cleaning up aging, non-standard or ineffective
processes establishes a better internal control environment, reduces audit findings, limits
timely reconciliations, and eradicates the need for costly “work-arounds.”

This project uses a collaborative approach to defining and establishing global process and
system standardization, with the expectation that optimal standardization will reduce the
number and redundancy of ancillary systems and processes.
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INSPECTOR GENERAL'S FY 2010 TOP
MANAGEMENT CHALLENGES

DEPARTMENT OF TRANSPORTATION OFFICE OF INSPECTOR
GENERAL APPROACH

The Office of Inspector General (OIG) issues its annual report on the Department
of Transportation’s top management challenges to provide a forward-looking assess-
ment for the coming fiscal year. The purpose of the report is to aid Department of
Transportation (DOT) agencies in focusing attention on and mapping work strategies
for the most significant management and performance issues facing the Department.

In selecting the challenges for each year’s list, the OIG continually focuses on the
Department’s key strategic goals to improve transportation safety, capacity, and
efficiency. In addition to the OIG’s vigilant oversight of DOT programs, budget-
ary issues, and progress milestones, it also draws from several dynamic factors to
identify key challenges. These include new initiatives, cooperative 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.

As required by OMB Circular A-136, the OIG’s report briefly assesses DOT’s progress
in addressing the challenges identified. To track management challenges identified
from year to year, the OIG provides an exhibit to the report that compares the current
list of management challenges with the list published the previous fiscal year. In addi-
tion, the OIG may refine the scope of the management challenge from year to year
based on program developments, external factors, or other information that becomes
available.

The OIG has not reviewed all of the actions included in this summary.
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AFR 2010 MANAGEMENT CHALLENGES

1. Maximizing the Department’'s Economic Recovery Investments

Issue: Implementing the Office of the Secretary's (OST) $1.5 Billion Dollar TIGER
Discretionary Grants Program

I. Why is this an issue?

A new discretionary grants program under the American Recovery and Reinvestment
Act of 2009 (ARRA) includes $1.5 billion under the Office of the Secretary (OST). Imple-
menting the program was identified due to a concern over the adequacy of available man-
agement resources. To better ensure this program meets its objective, OST was required
to develop comprehensive and sound program plans and criteria.

II. Actions taken to date

The Office of Policy within OST is primarily responsible for providing policy direction
related to the implementation of infrastructure grant programs, credit programs and
regulations that impact infrastructure development and operation. The Office of Infra-
structure Finance and Innovation plays the lead role in the implementation, management
and administration of the TIGER Discretionary Grant Program. For the application re-
view and selection process, staff was supplemented by over 70 experts drawn from the
Department’s operating administrations (OAs). Additionally, the Office of Infrastructure
Finance and Innovation has partnered with the Federal Highway Administration (FHWA),
the Federal Transit Administration (FTA), the Federal Railroad Administration (FRA),
Federal Aviation Administration (FAA) and the Maritime Administration (MARAD), to
utilize existing grant management staff and resources to appropriately administer the
grants and supplement OST grant administration responsibilities.

The OST developed and published project selection criteria and a solicitation for applica-
tions. The criteria for TIGER were published in the Federal Register on June, 17, 2009.
The criteria are merit-based and address statutory requirements. The OST leads a De-
partment-wide task force charged with evaluating applications and making funding rec-
ommendations. The evaluations teams comprised of technical and professional experts
from OST and the Department’s relevant operating administrations (OAs).

III. Actions remaining and expected completion date

Each project has been assigned to the most appropriate Operating Administration to se-
cure the grant agreement and provide oversight. The OST Office of Policy also concurs
on the grant agreement, and will continue to provide guidance on performance measures.
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IV. Results or expected results

Successful execution of all project grant agreements.

Issue: Enhancing Oversight of ARRA Spending on Existing and New Programs

I. Why is this an issue?

Enhanced oversight of ARRA spending is necessary to ensure the adequacy of available
management resources to administer spending activities.

II. Actions taken to date

In addition to partnering with the FHWA, FTA, FRA, FAA and MARAD, to utilize existing
grant management staff and resources, the Office of Infrastructure Finance and Innova-
tion within OST has developed a programmatic structure that is designed to enhance the
oversight of ARRA spending activities. The structure includes: (1) Regular reporting
requirements from the grantees to the Operation Administrations and from the Operating
Administrations to OST; (2) Clear procedures for escalation of issues; and (3) Promoting
consistency across relevant Operating Administrations in the management of projects.

III. Actions remaining and expected completion date

The Office of Infrastructure Finance and Innovation, has done the following: (1) Promptly
reconciled grantee reported data with internal records; (2) Ensured that the grantee’s
performance is adequate and properly reported; (3) Worked closely with each of the rel-
evant modal administrations to ensure that the TIGER grants are administered properly;
(4) Analyzed and compare the performance of the TIGER program(s) with each appro-
priation as well as against similar discretionary grant programs.

IV. Results or expected results

Continued reporting and adherence to procedures under the programmatic structure.

Issue: Reporting Accurate and Consistent Job Creation Data

I. Why is this an issue?

Reporting accurate and consistent job creation data on the Department’s ARRA program
was identified as an issue because the Department did not have a functional system in
place designed to capture and report job creation data.
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II. Actions taken to date

To coordinate the Department’s role in ARRA, the Secretary created a team at DOT. The
team ensures that economic recovery act funding is rapidly made available for trans-
portation infrastructure projects and that project spending is monitored and transpar-
ent. The team, known as the Transportation Investment Generating Economic Recovery
(TIGER) team, is composed of officials from across the Department’s Operating Admin-
istrations and offices. Early in 2009, the TIGER Team provided guidance to all of the rel-
evant operating administrations - FHWA, FTA, FRA, FAA and MARAD -- on how grantees
are required to report the number of paid jobs created by prime recipients, subprime
recipients, and vendors (where applicable) as required under Section 1512 of ARRA. The
grantees were directed to calculate and report created jobs as “Full-Time Equivalents
(FTE)” to http://www.federalreporting.gov. All operating administrations closely moni-
tored the jobs reporting by the recipients to ensure that the data was accurate.

According to data from the Recovery Accountability and Transparency Board, the respon-
sible entity for recipient reports monitoring, DOT has one of the best records for recipi-
ent reporting government-wide. DOT has the second largest number of grantees and
one of the lowest instances of non-reporting or reporting errors. The TIGER team has
monitored and will continue to monitor the collection of jobs data for all ARRA projects
administered by the Operating Administrations, as well as for the TIGER Discretionary
Grant Program administered by OST.

Department-wide guidance was revised to comply with Office of Management and Bud-
get standards once they were developed for all agencies. The TIGER Team also provided
guidance for job reporting under Section 1201 of ARRA, and directed grantees to report
direct job-hours for each ARRA grantee. The Department would then use data on direct
jobs and expenditures to estimate indirect jobs and total employment, as required by Sec-
tion 1201 of ARRA.

III. Actions remaining and expected completion date

OST will work closely with each of the relevant modal administrations to ensure that
accurate and consistent job creation data are collected, analyzed, and reported for TIGER
grants.

IV. Results or expected results

Successful execution of all Recovery Act projects with accurate and complete job
reporting.
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2. Enhancing Surface Safety Programs to Reduce Injuries and Fatalities While
Defining a New Federal Role in Transit Safety

Issue: Promoting Meaningful Performance Indicators to Consistently Measure
States' Progress in Improving Safety

I. Why is this an issue?

States and the Federal Government spend large sums of money on highway safety pro-
grams and activities. As a data driven organization, the National Highway Traffic Safety
Administration (NHTSA) should ensure that states spend money wisely, with a focus on
key issues and a positive impact on reducing the number and severity of crashes.

II. Actions taken to date

All states have included core performance measures in their 2010 Highway Safety Plans
(HSPs), which outline programs the states will implement and show how they will spend
Federal funds. NHTSA and the Governors Highway Safety Association (GHSA) have
developed additional attitude and awareness performance measures. NHTSA also con-
vened a working group which developed a consensus speed monitoring performance mea-
sure. Additionally, in July 2009, NHTSA’s National Center for Statistics and Analysis
(NCSA) made fatal crash maps available to the public; these maps use 2007-2009 Fatality
Analysis Reporting System (FARS) data to show fatal crash locations within a state via
a Google Earth plug-in download. The crash-location maps serve as an extension to the
county maps that the State Traffic Safety Information website already delivers.

III. Actions remaining and expected completion date

NHTSA is reviewing the HSPs to assure that they include the requisite performance
measures, and continues to work with GHSA on developing guidelines and implementa-
tion material for the measures. NHTSA is considering drafting additional developmental
measures for enforcement activities.

IV. Results or expected results

During FY 2010, states began to use core performance measures in designing their FY
2010 safety programs. NHTSA and the States will use these data, collected during FY
2010 and out years, to measure the impact of their safety programs, to evaluate safety
problems, and to make appropriate modifications to their programs. In future years,
States will collect improved speed and injury data, as well as new performance measures
(including law enforcement measures, and attitude and awareness surveys). As more
years of data become available, States will be able to evaluate the long-term impact of
their programs, determine changes in the magnitude of specific safety problems, and
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adapt their programs to address the most significant issues. Furthermore, as States mea-
sure and report on performance measures, NHTSA will work collaboratively with them
to ensure that States meet or exceed their targets. This will include using demonstration
projects, technical assistance, and sharing best practices.

Issue: Targeting Unsafe Motor Carriers and Commercial Drivers for Enforcement
and Enhancing the Commercial Driver's License (CDL) Program

I. Why is this an issue?

Approximately 1 in 8 overall fatalities in 2008 were related to crashes involving large
trucks or buses. The Department must take stringent action against repeat violators of
safety regulations, improve its enforcement and data systems, and identify and stop Com-
mercial Drivers License (CDL) holders who are not properly licensed.

II. Actions taken to date

The Agency addressed 73 percent of the total number of recommendations (26) issued
by the OIG that pertain to this top management challenge. In FY 2010, the Federal Mo-
tor Carrier Safety Administration (FMCSA) closed or requested closure on 12 of the 19
remaining open recommendations pertaining to the OIG’s 2010 Top Management Chal-
lenges report. FMCSA has several initiatives underway to address the remaining issues
identified by the OIG and has taken vigorous action in FY 2010 to target unsafe motor car-
riers and commercial drivers for enforcement and to enhance the CDL program. FMCSA
is committed to resolving and implementing open audit recommendations issued by the
OIG.

The OIG recommended that FMCSA take stringent enforcement action against carriers
that repeatedly violate safety regulations and improve enforcement and data systems
used to oversee the motor carrier industry and commercial motor vehicle drivers. With
regards to the OIG recommendation to satisfy the Motor Carrier Safety Improvement
Act of 1999 (MCSIA) enforcement requirements and close loopholes for repeat violators,
FMCSA closed six of seven recommendations highlighted by the publishing of a very
stringent enforcement policy on March 30, 2009, which changed how the Administration
assessed maximum fines under section 222 of MCSIA and strengthened the criteria for
taking enforcement action against repeat violators.

FMCSA is also establishing quality control procedures to ensure states are reporting
Mexican-domiciled Commercial Motor Vehicle (CMV) driver convictions occurring in
the United States. This data ensures that the appropriate action is taken against Mexi-
can drivers convicted of disqualifying offenses. Additionally, in response to the OIG’s
2009 report, Audit of the Data Integrity of the Commercial Driver's License Information

46




Agency Financial Report FY 2010

System (CDLIS), FMCSA issued in the Federal Register (July 2, 2010) guidance to state
driver licensing agencies (SDLAs) in support of their efforts to comply with the Federal
Commercial Driver's license (CDL) regulations including timely reporting and posting of
convictions for traffic offenses. Regarding data security, FMCSA provided grant funds
to the States in FY 2010 to implement a new modernized CDLIS, and closed a comprehen-
sive OIG recommendation requiring improved CDLIS information technology security
standards.

A program initiated in FY 2010 to ensure that unsafe motor carriers are placed out-of-
service and not re-issued authority under new identities includes a robust New Applicant
Screening program. The program detects prior unsafe carriers that disband operations
before they can reincarnate as new entities in an attempt to avoid their previous safety
records. FMCSA also launched a Pre-Employment Screening program in FY 2010, which
allows companies to access driver inspection and crash records as part of the hiring pro-
cess. This program gives companies tools to make informed hiring decisions, which lead
to hiring the safest drivers.

In FY 2010, FMCSA also issued a final rule on Electronic On-Board Recorders (EOBRSs)
that significantly contributes to targeting unsafe motor carriers. The final rule on EOBRs
requires carriers with serious patterns of hours of service violations to install EOBRs.
The Administration is also proposing stronger CDL standards and testing requirements
and anticipates issuing a final rule that will establish revisions to the CDL knowledge and
skills testing standards, implement fraud detection and prevention initiatives at SDLASs,
and establish new minimum Federal standards for commercial learners permits.

FMCSA also strengthened the New Entrant Safety Assurance program to identify start-
up truck and bus companies deficient in key areas that must be addressed in order to con-
tinue operations. By the end of calendar year 2010, FMCSA will implement Comprehen-
sive Safety Analysis (CSA) 2010 by replacing the Administration’s current motor carrier
measurement system, SAFESTAT, with the CSA 2010 Safety Measurement System. Other
initiatives to remove truly unfit and unsafe drivers and carriers from the Nation’s roads
include virtual weigh and inspection stations at the roadside and tools like infrared brake
warning detection.

III. Actions remaining and expected completion date

In FY 2011, the Administration anticipates developing and implementing a revised policy
on the census updating requirement; fully executing CDLIS modernization and resolv-
ing information technology security and data issues; issuing proposed rules on carrier
safety fitness determination and the Driver Positive Controlled Substances and Alcohol
Test Results Database; and, issuing final rules on restricting the use of cellular phones,
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CDL testing and commercial learner's permit standards, and minimum training require-
ments for entry level commercial motor vehicle operations.

IV. Results or expected results

The safety initiatives implemented in FY 2010 and planned for FY 2011 will improve
safety and increase efficiency. These initiatives contribute to the Department of Trans-
portation’s overall safety strategic goal and performance target to reduce highway fatali-
ties and support critical motor carrier program activities that will reduce crashes, save
lives, and prevent injuries on the Nation's highways.

Issue: Defining a New Federal Role in Transit Safety

I. Why is this an issue?

Historically, rail transit is a safe mode of public transportation. However, recent accidents
at major rail transit systems have caused nationwide concern regarding rail transit safety.
Secretary LaHood reviewed the existing legal authorities and believes that the current Fed-
eral oversight role for rail transit safety should be reformed. The current State Safety
Oversight (SSO) structure (with few exceptions) lacks sufficient authority to provide a uni-
form approach to transit system safety. A multi-modal safety work group chaired by the
Deputy Secretary recommended a number of reforms to improve public transportation
safety, including submitting a legislative proposal to Congress to enhance the Federal Tran-
sit Administration’s (FTA) oversight of rail transit safety.

II. Actions taken to date

FTA convened the initial Transit Rail Safety Advisory Committee (TRACS) meeting Sep-
tember 9-10, 2010. The initial focus for TRACs will be recommendations to implement/
improve the safety management systems of rail transit systems and improve organization
models for SSO agencies. FTA has increased funding for the SSO program and the Bus
Safety program to include additional capacity to support an expanded role based on the
proposal and to provide additional bus regulatory oversight. FTA increased the number
of SSO agency program managers that are certified by the Transportation Safety Institute
and decreased the average time to complete SSO agency audit findings.

III. Actions remaining and expected completion date

FTA will integrate safety and security into the New Starts project development phase
through more effective use of the Safety and Security Readiness Review process. FTA
has worked with transit systems to increase the number of chief safety officers report-
ing directly to transit agency general managers. FTA continues to provide financial sup-
port to the American Public Transportation Association (APTA) in developing voluntary
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industry consensus safety, security and emergency management standards. FTA has also
provided funding to research rail car crash performance to support the development of
future rail car design standards.

Regarding training, FTA is developing a course for rail safety to provide SSO managers,
transit personnel and rail safety inspectors with the knowledge of rail transit systems
and how safety design, inspections and standards contribute to overall system safety.
It is also developing a Training Curriculum for Rail Safety Inspectors that will result in
certification. FTA is delivering eight (8) two-day training sessions on track inspection at
selected rail transit agencies that will provide instruction on track worker and mainte-
nance safety. This training was developed as a result of recent increases in track worker
fatalities. FTA is developing a Safety and Security Strategic Training Plan to promote
development and improvement of transportation safety and security, technology manage-
ment, and operational procedures for educational and training programs that are respon-
sive to modal and intermodal requirements.

TRACS is currently working to provide recommendations for transit systems to imple-
ment the best safety planning model, to include but not limited to, Safety Management Sys-
tem (SMS) principles and how those principles might be incorporated into transit safety
plans to enhance rail transit safety. It will also provide recommendations for the best
State oversight agency organization model, to include identifying the ideal state safety
partner and identify the challenges that may be faced in implementing this model along
with potential ways the challenges may be overcome. Each of the TRACS recommenda-
tions has a projected delivery date of May 2011.

FTA has begun the initial phase of program/project planning to implement elements of
the proposed transit rail safety legislation. The initial phase will identify program objec-
tives, resource allocation, and implementation milestones. The initial plans are sched-
uled for delivery in December 2010.

FTA continues to pursue legislation to strengthen its safety oversight function.

IV. Results or expected results

FTA is projecting improvement in safety based on several actions taken in FY 2010.

The increase in number of Transportation Safety Institute certified SSO agency staff will
provide enhanced technical capacity and consistent program capabilities of SSO program
management by increasing the number of SSO program managers trained in broad-based
knowledge of safety and security principles applicable to transit safety, operations and
management. The decrease in the number of days to close out audit findings by 5% of the
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2009 average of 219.8 days is a responsive risk reduction process and a tangible means
to emphasize commitment to an organizational safety culture. The increase in the num-
ber of rail transit agency chief safety officers reporting directly to general managers is
anticipated to improve system safety through enhanced senior management leadership
and strengthened inter-departmental coordination. The training initiatives underway for
transit system employees were developed to promote and improve transportation safety
and security, technology management, and operational procedures and should lead to
increased safety and security awareness.
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3. Maximizing Federal Surface Infrastructure Investments by Helping States Better
Allocate Resources and Providing Effective Oversight

Issue: Developing Improved Tools and Techniques to Help States Better Allocate
Scarce Resources and Providing Effective Oversight of Federal Investments

I. Why is this an issue?

According to a 2009 report from the American Society of Civil Engineers, one-third of
the Nation’s major roads are in poor or mediocre condition and more than one-quarter
of our bridges are deficient. Maximizing federal investment in surface transportation
infrastructure is particularly challenging because the majority of the federally-assisted
highway programs are administered by States, which have broad flexibility in deciding
how to use their funds, which projects to pick, and how to implement them.

The Department faces the following key challenges:

e Developing improved tools and techniques to help states better allocate scarce
resources; and

e Providing effective oversight of Federal investments through better use of data,
management tools, and performance measures

II. Actions taken to date

During FY 2010, FHWA developed a Bridge Management Systems (BMS) questionnaire
that was used by the FHWA Division Office Bridge Engineers in coordination with their
State DOT counterparts to assess the state-of-practice. Based on the questionnaire
responses, preliminary results show that 40 States are using their BMS to store bridge
information.

Also in FY 2010, FHWA initiated a process to include more detailed project information
within bridge projects in the Fiscal Management Information System (FMIS). FHWA
drafted detailed criteria that include more than 20 specific metrics linked to the National
Bridge Inspection Standards (NBIS) regulatory provisions, such as inspection frequency
and inspector qualifications, with defined risk tolerance levels for compliance, substan-
tial compliance, and non-compliance determinations. Application of the defined criteria
will improve the consistency in determining compliance with the NBIS. In May, FHWA
concluded a pilot evaluation of these criteria and procedures in 12 division offices. The
results of the pilot test were evaluated with regard to effectiveness and resource impact.
The schedule calls for full implementation in 2011.
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FTA is in the process of publishing a notice of proposed rulemaking (NPRM) on project
management in the Federal Register for comment. The NPRM will codify FTA’s expecta-
tions for grantee core project management principles, FTA’s risk assessment approach,
and enhanced oversight for major capital projects of particular size and complexity. FTA
is updating the Project and Construction Management Guidelines, which is a general guid-
ance manual for implementation of New Starts projects. The updated version emphasizes
project management principles and risk management concepts. The updated Guidelines
will be published by the end of calendar year 2010.

FTA has revised and enhanced its Project Management Oversight Operating Procedures
with a special focus on risk management so as to provide better guidance to its staff and
oversight contractors in risk assessment and other reviews. FTA developed a new proj-
ect management course which teaches project sponsors the principles of successful proj-
ect management. In FY 2010, FTA offered 24 project management courses around the
country. The agency initiated an annual conference (New Starts Engineering Workshop)
where sponsors of New Starts projects get together to share, among other things, best
practices in managing projects successfully with a focus on addressing project scope,
schedule, cost and risk.

FTA developed and published a historical database of light and heavy rail project capital
costs. This database provides project sponsors with enhanced cost data that supports
cost estimation early in project development. This 