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April 28, 1987

The Honorable Elizabeth H. Dole
The Secretary of Transportation

Dear Madam Secretary:

As part of our continuing effort to determine whether federal agencies
are improving internal controls pursuant to theA'ederal Managers’
Financial Integrity Act of 198% (FMFIA), we reviewed the Urban Mass '
Transportation Administration’s (UMTA’s) actions to correct a material
weakness in 1ts bus grant program. FMFIA requires that agency heads
report to the President and the Congress annually on the adequacy of
their internal controls and identify areas of material weakness, along
with their plans to correct them

had a material weakness in its bus grant program because it lacked
policy guidance on grantees’ management of their bus fleets and did not
sufficiently encourage or direct grantees to properly maintain and reha-
bilitate their buses. You also stated that uUMTA should require grantees to
identify all spare, stockpiled, and scrapped buses and dispose of those in
excess. In 1985 you reported that UMTA acted to correct the weakness by
issuing policy guidance on bus stockpiling! and rehabilitation and by
monitoring grantee activities. Our objective in this review was to deter-
mine whether UMTA is implementing the corrective actions you cited in
your 1985 FMFIA statement.

In summary, we found that UMTA regional offices included in our review
are following UMTA’s headquarters policy guidance on bus stockpiling
and rehabilitation Our review found examples of grant processing and
administrative actions by these regions which demonstrate such adher-
ence. We also found that the regional offices are reviewing grantee com-
pliance with program requirements on a triennial basis. Although we
found that UMTA’s regions are adhering to its policy guidance, we noted
that some transit systems did not satisfy the service-life requirement for
buses contained in UMTA’s policy. Full federal funding of replacement
buses can depend on the operation of the buses for a minimum service
life. UMTA needs to clarify how it wants transit systems to calculate the
service lives of buses. Further, we found that some of the regions we
visited did not collect sufficient information to determine the service

ncludes buses permanently removed from service and those held for contingencies

Page 1 GAO/RCED-87-97 Bus Program Internal Controls



B-226204

'
1
1
1
i

Efforts to Correct the
Bus Management
Weakness

lives of buses when the transit systems stockpiled or replaced them.
These issues are discussed below and are presented 1n more detail in the
appendixes.

In obtaining information for this report, we contacted officials and
reviewed documents and records from UMTA headquarters in Wash-
ington, D.C., and the UMTA Region I, Region III, and Region V offices (1n
Boston, Philadelphia, and Chicago, respectively). We also met with offi-
cials of the Massachusetts Bay Transportation Authority (MBTA), the
Maryland Mass Transit Administration (MTA), and the Washington Met-
ropolitan Area Transit Authority (WMATA), all recipients of bus program
grants. A more complete description of our objective, scope, and method-
ology appears as appendix I, Our review was conducted in accordance
with generally accepted government auditing standards.

As previously stated, in 1983 and 1984 the Secretary of Transportation
reported a material weakness in UMTA’s bus grant program because of a
lack of policy guidance and msufficient focus on bus maintenance, reha-
bilitation, and identification of spare, stockpiled, or scrapped buses. The
bus grant program provides state and local authorities with up to 80
percent of the acquisition costs of buses and bus-related equipment.
UMTA obligated about $336.5 million in grant funds for fiscal year 1986.

According to UMTA officials, the weakness reported resulted in some
transit systems having more buses than they needed to provide service
while UMTA continued to approve funds for additional buses. The offi-
cials told us that during the 1970’s, the energy crisis raised industry
expectations for a significant rise in ridership, and transit authorities
purchased many new buses. However, the increased ridership did not
materialize, and newly designed buses purchased during this time were
initially unreliable due to inherent design problems. The transit systems
continued to purchase additional buses so that they would not have to
keep in service the older buses that had the design problems resulting in
high maintenance costs. This situation increased federal costs to fund
additional buses for the transit systems.

In June 1985 uMTA issued written guidelines governing federal assis-
tance for the purchase, rehabilitation, and stockpiling of buses in order
to ensure that grantees (1) do not acquire or keep buses that exceed
their needs and (2) properly maintain their bus fleets. The guidelines
define an acceptable level of spare buses that grantees may keep and
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establish 12 years or 500,000 miles (for standard-size buses) as a min-
imum service-life requirement for buses that they may stockpile or
replace. The guidelines also provide criteria for reducing federal funding
for the early replacement of buses.

UMTA has also recovered funds from some grantees for the federal share
in the value of the remaining useful life of buses that grantees retired
early. (See app. II.)

In addition, uMTA has increased monitoring of grantee bus management
practices through triennial reviews that it conducts of grantee compli-
ance with program requirements.

In the 1985 FMFIA statement, the Secretary said that UMTA believes that
its actions and the Department of Transportation’s (por’s) Office of the
Inspector General (01G) monitoring of 1ts regional offices provide 1t with
adequate controls for the program.

1 : We collected information on grant application actions from three UmMTA
UMTA Reg}ons AI,‘e regions. We found examples of how UMTA regional offices had imple-
Implementing Policy mented UMTA’s policy guidance on bus purchases, rehabilitation, and
Guidance stockpiling during grants processing and administration by

« withholding or denying funds for the acquisition of buses by grantees
with excess buses and/or

» documenting grantee compliance with the policy guidance or extenu-
ating circumstances for noncompliance.

For example, we found that

» UMTA’s Region I office did not approve an MBTA request for about $25
million to fund its acquisition of 158 buses in 1986 because MBTA had an
excess number of spare buses and planned to replace buses before they
were 12 years old and

« UMTA’s Region V office placed a moratorium on approving new bus
replacement grants in 1986 for three transit systems because they had
an excess number of buses.

| We also reviewed 7 of 16 grant actions approved by uMTA’s Region 111

office for bus acquisition and rehabilitation between June 1985 and
June 1986. We found that the office documented whether the grant
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applicant complied with UMTA policy or noted any extenuating circum-
stances that it believed supported exemption from the policy.

_
Controls to Enforce

Minimum Service-Life
Requirements Not

(Camnlata: Pnalinyy
VULILPICLWE, TOUNLY

Clarification Needed

Although we found that the UMTA regions we visited are following its
policy guidance during grants processing, we also found indications that
if UMTA is going to effectively enforce the minimum service-life provi-
sions of its policy guidance, it (1) needs to clarify what 1t means by a 12-
year minimum service life and (2) needs stronger controls to assure that
grantees, in replacing, stockpiling, or disposing of buses, are satisfying
UMTA's service-life provision.

Although uMTA officials consider service life as the number of years a
bus is employed in actual service, the UMTA policy does not specifically
state how transit systems should calculate the service lives of buses. We
found examples where transit systems’ actions indicate that they do not
understand how UMTA intends for them to calculate service life. For
example, in determining its compliance with UMTA’s policy that buses
should be 12 years old before they are replaced, one of the three sys-
tems we visited calculated the chronological age of buses from the model
year of the buses to the year that it planned to dispose of them. These
buses had actually been in service for periods ranging from 9 to 11
years.

During our review we found that 70 buses that MBTA had stored pending
disposal had not completed their service-life requirements as defined by
UMTA policy. UMTA’s Region I office was not aware of the service life of
these buses prior to audits by the 0I1G and by us because it did not obtain
data from MBTA that specifically detailed the service life of each of the
buses that MBTA stored.

Furthermore, MBTA continued to depreciate buses while they were in a
stored category until October 1986. This practice reduced the residual
value of the buses and, consequently, the amount of payment MBTA
would calculate it owed UMTA when it disposed of the buses. In October
1986, the MBTA Supervisor of Fixed Assets told us that MBTA changed 1ts
method of calculating the residual value of stored buses so that it calcu-
lates the value from the date it took the buses out of service to the end
of a 12-year expected life. MBTA changed its method in response to a
1985 01G audit report that concluded that umMTA should recover funds for
the undepreciated value of buses that MBTA removes from service before
the end of their useful life
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UMTA Acts to Improve
Grantee Monitoring
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In another case, we noted that the responsible UMTA region was not
aware that the Maryland Mass Transit Administration is replacing 24
buses that do not have 12 years of actual service. Although the regional
office obtained information on the age of the buses to be replaced, it did
not obtain data on the actual service lives of the buses. We found that
these buses had actual service lives ranging from 9 to 11 years. UMTA’s
policy conditions full federal participation in bus replacement on buses
being replaced having 12 years of service. According to UMTA officials,
the 12-year service-life criterion is determined on the basis of the time a
bus is actually in service. MTA officials believed that the 24 buses satis-
fied UMTA's criterion for a 12-year service life because the buses would
be chronologically 12 years old when disposed of.

We believe these examples demonstrate a need for UMTA to clarify its
policy guidance regarding how grantees should calculate the service life
or residual value of buses to be replaced or stockpiled. We also believe
these examples demonstrate that UMTA’s regional offices need stronger
controls to effectively enforce the mimimum service-life provisions of its
bus stockpiling and replacement policy guidance. Specifically, we believe
that UMTA should (1) require grantees to certify that buses they are
stockpiling, disposing of, or replacing satisfy UMTA’s service-life provi-
sions and (2) on an exception basis, require that grantees provide actual
service-life data on buses to be stockpiled, disposed of, or replaced. uMTA
should determine when it needs actual service-life data from grantees
based on audit and triennial review findings or other available
information.

UMTA is making progress in monitoring grantees’ management of their
bus fleets during triennial reviews at transit authorities and is acting to
improve the review process. UMTA estimates that it has recovered or will
recover $3.8 million as a result of 250 triennial reviews conducted
during the first 2 years of the program. The recoveries resulted, in part,
from grantee actions, such as disposals of excess buses, required by
UMTA as a result of the triennial reviews.

UMTA is aware of and is acting to correct problems within the triennial
review process, including a lack of documentation and delays in issuing
final reports. It is developing procedures to uniformly document work
performed and the level of verification used during the triennial
reviews. In addition, UMTA is providing resource assistance to regional
offices experiencing delays in issuing final reports.
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We also found that DOT’s 0IG actively monitors grantees and UMTA
regional offices. As an example, in 1987, the 0I1G plans work to determine
regional office and grantee compliance with UMTA policies related to
excess buses, grant review and approval, program income and sales pro-
ceeds, and bus maintenance policies.

Conclusions

UMTA regional offices included in our review have acted to implement
the actions cited by the Secretary of Transportation in her FMFIA state-
ments as necessary to correct a material weakness in UMTA’s bus grant
program. Specifically, these offices have followed UMTA’s policy guid-
ance on bus purchases, rehabilitation, and stockpiling during grants
processing. The regional offices have also made progress in monitoring
grantees’ activities during triennial reviews.

While UMTA has made progress toward implementing corrective actions,
two offices we visited did not collect sufficiently detailed information
from grantees about the actual service life of buses being replaced or
stockpiled to ensure compliance with standards for minimum service life
contained in UMTA policy. In addition, grantees may not be fully aware of
how UMTA wants them to calculate the actual service life of buses being
stockpiled, replaced, or disposed of. As a result, UMTA may expend more
funds than provided for by its policy to replace buses before the end of
their normal service life or may not recover from grantees all funds rep-
resenting the federal interest in the remaining useful life of buses dis-
posed of early.

Recommendations

We recommend that the Secretary of Transportation direct the Adminis-
trator, UMTA, to clarify its policy guidance regarding how grantees
should calculate the service life or residual value of buses being stock-
piled, replaced, or disposed of. We also recommend that the Secretary
direct the Administrator, UMTA, to

require that transit authorities certify to UMTA that buses they propose
to stockpile, dispose of, or replace satisfy UMTA’s service-life provision

and

on an exception basis, require that grantees provide actual service-life

data on buses to be stockpiled, disposed of, or replaced.

e
Agency Comments

UMTA officials, including the chief of the Program Guidance Division,
generally agreed that uMTa should act to strengthen controls to ensure
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compliance with the policy guidance service-life provisions. Specifically,
the officials agreed that UMTA should clarify 1its policy on calculating ser-
vice life and said it would be practical to require grantees to certify their
compliance with this policy and to obtain actual service-life data from
grantees if warranted.

As you know, the head of a federal agency is required by 31 U.S.C. 720
to submit a written statement on actions taken on our recommendations
to the Senate Committee on Governmental Affairs and the House Com-
mittee on Government Operations not later than 60 days after the date
of this letter and to the House and Senate Committees on Appropriations
with the agency’s first request for appropriations made more than 60
days after the date of this letter.

[

We are sending copies of this report to the House and Senate Committees
mentioned above, the House Committee on Public Works and Transpor-
tation; the Senate Committee on Banking, Housing and Urban Affairs;
and the Director, Office of Management and Budget. Copies will also be
made available to others upon request.

This work was performed under the direction of Sarah P. Frazier, Asso-
ciate Director. Other major contributors are listed in appendix VII.

/\

Sincerely yours,

'

J. Dexter Peach
Assistant Comptroller General
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Appendix |

Objective, Scope, and Methodology

Our objective in this review was to determine whether the Urban Mass
Transportation Administration (UMTA) was implementing the actions
cited by the Secretary of Transportation in her Federal Managers’
Financial Integrity Act (FMFIA) statements as necessary to correct a
material weakness in its bus grant program.

We collected information from UMTA’s headquarters and Regions I, III,
and V. We also collected information from the Washington Metropolitan
Area Transit Authority (WMATA), the Massachusetts Bay Transportation
Authority (MBTA), and the Maryland Mass Transit Administration (MTA).
The UMTA regions accounted for approximately 41 percent of proposed
bus purchases in fiscal year 1986.

At UMTA headquarters we discussed the causes and effects of the mate-
rial weakness and the corrective actions, including the intended purpose
of the policy guidance affecting bus rehabilitation and stockpiling. We
did not evaluate the appropriateness of service-life or spare bus criteria
contained in UMTA'’s policy guidance because such an evaluation was
beyond the scope of our review. We reviewed policy guidance on trien-
nial reviews and UMTA’s progress and problems in completing these
reviews. We reviewed pertinent Office of the Inspector General (0IG)
reports and discussed with headquarters and regional 01G staffs their
plans to review UMTA’s implementation of corrective actions.

We determined whether UmMTA’s Regions I and III offices considered uMTA
policy on spare buses and rehabilitation before approving grant applica-
tions by reviewing

+ Region III's approval of 7 of the 16 bus grant applications in 1985 and
1986 and
« Region I's handling of MBTA's grant application request for funds in 1986
to acquire 168 buses. MBTA provides bus service to the most populated
; urban area in the region.

We also verified, through discussions with region V officials, the

| region’s moratorium on grant funds to three grantees having an excess
number of buses.
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Objective, Scope, and Methodology

b m

In order to evaluate UMTA’s triennial reviews as a control mechanism for
identifying excess buses and improper maintenance, we ei:amined docu-
mentation supporting the 11 draft or final reports of reviews conducted
by UMTA’s Region I as of July 1986 and three reviews conducted by
UMTA's Region III that covered the transit systems we visited in that
region.
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UMTA'’s Bus Grant Material Weakness

The Secretary of Transportation identified UMTA’s bus grant program as
an area of material weakness in her 1983 and 1984 FMFIA statements.
Through the bus grant program, UMTA provides to state and local author-
ities up to 80 percent of the funds they need to acquire buses and bus-
related equipment. According to UMTA’s Chief, Resource Management
Division, UMTA provided about $336.5 million in assistance to fund the

acauisition of 3,053 buses, vans, and related eguipment in fiscal year

S aalatsan Sa LHULIR RINROUIDy ViRALDy RANA L TAGRUIAR TRqieapsaiitasy Aan 2ASLRA

1986 to approximately 350 grantees.

The Secretary described UMTA’s bus grant material weakness in her 1983

PP W N, | [

FMFiA statement as 1011()Wb

“There is a lack of policy guidance within the Urban Mass Transportat
L0ere 18 8 1aCK O pOicy guigance witnin tne uroan Mass iransporiat

tration regarding transit authorities’ management of their bus fleets. Urban Mass
Transportation Administration does not suffictently direct ana/or encourage transit
authorities to properly maintain and rehabilitate their buses. In addition, Urban
Mass Transportation Administration grantees should be required to identify all
spare, stockpiled, and scrapped buses on hand. Those determined to be excess
should be disposed of "

The Secretary stated that UMTA planned to correct the weakness by
issuing policy guidance on bus rehabilitation and stockpiling and policies
and procedures to assure effective bus maintenance,

UMTA officials told us that this weakness resulted in some transit s

tems having more buses than they needed to provide service and ¢ ntm-
nnnd to npﬁlv to 1IMTA for f'nnrhng of additional buses. This sitnation
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ex1sted because

+ transit systems purchased many new buses in the 1970’s to service an
expected increase in bus ridership caused by energy shortages,

+ the expected increase in ridership did not materialize,

» new bus designs were a problem and initially proved to be unreliabie,
and

+ the transit systems wanted to buy additional buses instead of incurring
the high maintenance costs associated with keeping the newly designed

| buses in service.

| This situation resulted in increased federal costs to fund additional
buses for the transit systems.

rohlam in Tune 10858 11MTA iscuied farmal dgnidalineaa
A NIAT AN, A vy N\ &uvu’ LAYA AL luuu\/u J-v‘ ANAL A D At b T

governing federal assistance for the purchase, rehabilitation, and stock-
e
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Appendix I
UMTA's Bus Grant Material Weakness

of spare buses a grantee has in its active fleet should not normally
exceed 20 percent of the vehicles operated during the peak period of
demand for bus service. UMTA intended this provision to ensure that
grantees did not acquire or keep buses that exceeded their needs.

UMTA officials also told us that previous 01G and General Accounting
Office audits had shown that some grantees did not properly maintain
their buses. These officials attributed improper maintenance to grantees
not having the operating funds to properly maintain their buses. As a
result, grantees would seek UMTA funding to replace or rebuild the buses
before the end of their normal service life, thus increasing federal costs.

According to UMTA officials, UMTA has provided incentives to grantees to
maintain their buses by stating in its policy guidance that buses grantees
propose to replace or rebuild should be at the end of a minimum normal
service life of 12 years, or 500,000 miles, for standard-size buses. UMTA
policy guidance also states that grantees may replace or rebuild buses if
they have reached at least one-half the minimum normal service life but
that federal participation in early replacement or rebuilding will be at a
reduced share.

Another provision of the guidelines intended to ensure that buses are
maintained and remain in revenue service prohibits grantees from stock-
piling buses in inactive fleets prior to the end of their n¢mal service
life. UMTA officials said that they have recovered funds from some
grantees for the federal share in the value of the remaining normal ser-
vice life of buses that grantees retired early.

According to UMTA officials, UMTA has also increased monitoring of
grantees’ bus management practices through triennial reviews of
grantee compliance with program requirements. The Surface Transpor-
tation Assistance Act of 1982 requires UMTA to conduct these reviews.

In 1986 the Secretary of Transportation stated in her FMFIA statement
that UMTA believes that its policy guidance, increased monitoring of
grantees, and 0IG monitoring of its regional offices provide it with an
adequate level of internal control for the program.
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UMTA'’s Regional Implementation of Bus
Management Policy

During our review, we found examples of how UMTA offices acted to
implement UMTA’s policy guidance on bus purchases, rehabilitation, and
stockpiling during grants processing and administration by

» withholding or denying funds for the acquisition of buses by grantees
with excess buses and/or

» documenting grantees’ compliance with the policy guidance or extenu-
ating circumstances for noncompliance.

In October 1985 MBTA sent a grants application package to UMTA’s Region
I that included a request for funds for the acquisition of 1568 buses 1n
1986 at an estimated cost of about $25 million. We found that region I
informed MBTA in 1986 that it could not provide funds for additional
buses for that system because (1) MBTA’s ratio of spare buses to the
| number of buses it needed for maximum service exceeded the 20-percent
standard contained in UMTA’s policy and (2) MBTA was planning to
replace buses before they were 12 years old. UMTA consequently did not
fund the bus acquisition. In addition, the region required that MBTA
submit a plan to dispose of its excess buses, MBTA originally submitted a
plan to region I in January 1986, with revised versions in February and
June. If MBTA adheres to its plan, it should reduce its fleet size to a level
complying with uMTA’s guidelines that will require MBTA to dispose of
approximately 400 buses.

Similarly, we noted that uMTA’s Region V placed a moratorium on
approving new bus replacement grants in 1986 for three transportation
systems because they had an excess number of buses. According to
region V officials, region V withheld approximately $29 million
requested by three transit systems to acquire 216 buses in 1986 because,
among other reasons, the systems had buses in excess of their needs. For
example, the region V official responsible for processing grants for the
bus authority in Cleveland, Ohio, said that uMTA withheld approval of
Cleveland’s 1986 request for about $10.3 million to fund the acquisition
! of 77 buses because that transit system had too many spare buses. Simi-
larly, the region V official responsible for processing grants for the Min-
neapolis/St. Paul transit authority said that umTa was holding back
approval of that transit system’s 1986 application for' $11 million to
fund the replacement of 83 buses because of excess spare buses and the
need to adequately maintain stockpiled buses.

The region V director of grants management said that the office has

worked with the three transportation systems to develop plans to bring
them into compliance with UMTA’s policy on spare buses. For example,
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UMTA's Regional Implementation of Bus
Management Policy

the officials responsible for the Cleveland and the Minneapolis/St. Paul
transit systems said that each of these systems provided UMTA with
information on their plans to dispose of buses. According to these offi-
cials, the Cleveland transit system is near UMTA’s 20-percent spare bus
ratio provision, while the Minneapolis/St. Paul system reached a 20-per-
cent spare bus ratio in October 1986.

In UMTA’s Region III, we reviewed 7 of 16 grant actions approved for bus
acquisition and rehabilitation by that office between June 1985 and
June 1986. We found that the office had documented whether the grant
applicant complied with the policy provisions or if any extenuating cir-
cumstances existed that justified exceptions from the guidance. For
example, in September 1985 the region approved an amendment to a
WMATA grant for the purchase of 49 buses. In his grant approval memo-
randum to the Region III Administrator, the UMTA official handling
WMATA'S case noted that

WMATA'S ratio of spare buses to maximum service needs was 15 percent
and

the newly acquired buses would replace buses manufactured in 1974,
which would have reached their useful life of 12 years upon delivery of
the new buses.

Although UMTA’s guidelines for bus rehabilitation projects state that the
rate of federal participation will be reduced in grants to fund the
rebuilding of buses before the end of their minimum normal service life
(12 years or 500,000 miles), we found one case where the region
approved the maximum 80 percent funding of a project to rehabilitate
eight buses before they had reached their minimum service life. The pro-
Jject involved replacing engines and related exhaust and cooling systems
on eight buses that had reached about one-half the minimum normal ser-
vice life at the time UMTA approved the grant. The UMTA official who
processed the grant justified the early rehabilitation project with full
federal participation because

the buses were originally underpowered and were uneconomical and

it was cost-effective for the government to fund 80 percent of the reha-
bilitation project, as opposed to funding the early replacement of the
buses at a reduced rate.
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Appendix IV

Examples of Buses Being Stored or Replaced
Before Satisfying Service-Life Requirements

Although UMTA's policy guidelines require that standard-size buses have
a minimum service life of 12 years, or 500,000 miles, before they are
replaced (with full federal participation) or are stockpiled, we found
that

+ one grantee stored buses before the end of their normal service life as
defined in UMTA’s policy guidance and

» another grantee was replacing buses that it believed satisfied UMTA’s
minimum service-life criterion because the buses were chronologically
12 years old although they had not been in service since they were 9, 10,
or 11 years old.

| UMTA regional offices, in both cases, were not aware of the service lives
; of these buses because they did not obtain actual service-life data from
[ the grantees on buses that are stored or being replaced.

: For example, in August 1985 the 0iG reported that MBTA had removed
buses from service for extended periods of time before the expiration of
| their normal useful life. During our review, we found that MBTA had
| stored 21 buses that the 016G had previously identified as removed from
service and an additional 49 buses pending disposal before the end of
their normal service life as defined in UMTA’s guidance. UMTA’s guidance
prohibits grantees from stockpiling buses before the end of their normal
service life. The UMTA regional office was not aware of the service lives
of these stored buses because it did not, prior to the audits, obtain data
from MBTA that specifically detailed the service life of each of the buses
that MBTA stored.

We also found that MBTA continued to depreciate buses while they were
in a stored category. This practice reduced the residual value of the
buses and consequently the amount of payment MBTA would calculate it
owed UMTA when it disposed of the buses. UMTA has recovered funds
from other grantees for the federal share in the value of the remaining
normal service life of buses that grantees retire early.

In October 1986, however, MBTA’s Supervisor of Fixe,fd Assets told us
that the MBTA changed its method of calculating the residual value of
stored buses. According to the MBTA official responsible for fixed assets,
MBTA changed its method of calculating residual values in response to
the 1985 016 audit report. The report recommended that UMTA recover
funds from MBTA for the undepreciated value of buses removed from ser-
vice before the end of their useful life. As of October 1986, MBTA calcu-
lates the residual value from the date it took the buses out of revenue
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Appendix IV
Examples of Buses Being Stored or Replaced
Before Satisfying Service-Life Requirements

service to the end of a 12-year expected life (i.e., the residual value of a
bus taken out of service after 9 years would be calculated as 3 years
times annual depreciation based on a 12-year straight-line depreciation
schedule).

MBTA’s revised method of calculating residual value recognizes UMTA’s
current policy intent of obtaining 12 years of service from a standard-
size bus. In October 1986 the MBTA Supervisor of Fixed Assets provided
us with a depreciation schedule-—~which used the revised calculation
method—that showed MBTA would owe umTA $8743,847 for buses that 1t
is storing for a proposed sale. This amount is higher than it would have
been under MBTA's previous method of calculating residual values (usu-
ally calculated up to the time it was considering them for disposal).

Subsequent to our review, the MBTA Acting Treasurer-Controller ques-
tioned the accuracy of the $743,847 as the amount that MBTA would owe
UMTA for the buses. He advised us that MBTA is undertaking an audit of
the entire bus disposition issue. We plan to look at this issue after MBTA
and UMTA agree on the amount of the payback.

In another case, we noted that Maryland’s MTA—as part of its bus-
replacement program—reported 38 buses as retired, pending disposal in
its July 1986 bus inventory. We noted, however, that 24 of the buses
were last in service when they were 9, 10, or 11 years old. Although the
responsible UMTA regional office official asked MTA for information on
the age of the buses to be replaced, the office did not become aware that
these buses did not have a 12-year service life because it did not collect
information on the specific service lives obtained by the buses.

MTA officials said that, chronologically, all 38 buses will be 12 years old
when they are disposed of and will therefore satisfy UMTA’s criterion for
a 12-year service life. According to umTa officials in the Program Guid-
ance Division, however, the 12-year service-life criterion is not deter-
mined by the chronological age of a bus but by the time a bus is in actual
service, allowing for periods of maintenance and repair.
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Appendix V

UMTA'’s Triennial Reviews of Grantees

The Surface Transportation Assistance Act of 1982 requires UMTA to
review grantee compliance with program requirements every 3 years.
These reviews consist of desk reviews of grantee information available
in the regional offices and site visits by UMTA grants management offi-
cials to grantees. The reviews concentrate on grantee compliance with
pertinent statutory and administrative requirements, including the 1985
policy guidance on spare buses and stockpiling. According to UMTA, the
process has most frequently uncovered problems in maintenance and
“satisfactory continuing control,” which includes problems in managing
excess spare bus ratios.

We examined triennial reviews conducted in regions I and III and found
that each review included a desk and/or on-site review of the transit
system'’s spare bus ratios and maintenance plans. In each case, the trien-
nial review report included actions taken by the grantee as a result of
issues raised during the review. For example, as a result of UMTA’s
review, Maryland’s MTA submitted to UMTA a fleet management plan.

Although UMTA has made progress in monitoring grantee performance
through triennial reviews, it acknowledges that problems with the pro-
cess persist, including a lack of documentation and delays in issuing
final reports. For example, in a recent review of the implementation of
the triennial review process (dated July 30, 1986), the 01G reported that
UMTA did not adequately document the work done during triennials.

During our review we found that UMTA does not consider the triennials
to be an audit and, therefore, the reviews include only limited testing of
grantee records. For example, reviewers said that they do not verify
inventory records and may only examine one or two bus maintenance
records to verify compliance with maintenance plans.

UMTA has taken steps to correct problems within the triennial review

process. While UMTA does not foresee requiring strict audit standards for

verification during triennial reviews, it is developing procedures, such

| as pro forma worksheets, to uniformly document work performed

% during triennial reviews and the level of verification used. To expedite
the triennial review process, UMTA is providing resource assistance, from
headquarters and other regions, to regions that are having problems in
writing reports. UMTA also has a pilot project in place to contract out
triennial reviews.
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Am‘)endi.x Vi

Agency and Transit Authority Comments

We provided a draft copy of this report to the agency for review and
comment. UMTA officials, including the chief of the Program Guidance
Division, provided us with oral comments. The officials agreed that
UMTA should act to strengthen controls to ensure compliance with the
1985 policy’s service-life provisions. The officials agreed that umMTA
should clarify its policy on service life for grantees. With regard to a
proposal in our draft report that UMTA regions collect and analyze ser-
vice-life data from grantees, the officials said that the regions do not
always have the resources to do this. uMTA officials believed that it
would be practical, however, to require that grantees certify that they
are in compliance with UMTA’s service-life provisions when they propose
to stockpile, dispose of, or replace buses, and to obtain detailed service-
life data from grantees if 0IG audit findings, triennial review findings, or
! other significant information dictated the need for more in-depth
review. This is consistent with the intent of our proposals, and we have
! modified our recommendation accordingly.

The Program Guidance chief emphasized that while the guidelines
issued in June 1985 provided controls over several areas of bus manage-
ment, UMTA considered the 20-percent spare bus ratio as the most com-

' prehensive and critical control and believes that UMTA has achieved a
significant level of compliance from grantees.

MBTA and MTA officials reviewed excerpts of a draft of this report that
discussed their activities. MTA officials voiced no exceptions or
objections to the information. As previously mentioned, the MBTA
Acting Treasurer-Controller questioned the amount of payback MBTA
would owe UMTA for buses it is storing pending disposal.
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