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Enclosed is our final report entitled, On-Time-Performance Incentives: Inaccurate Invoices
Were Paid Due to Weaknesses in Amtrak’s Invoice-Review Process. This report provides the
results of our audit of charges incurred by BNSF for Amtrak trains operating over its
tracks. BNSF billed nearly $55 million for operating Amtrak trains over its rail lines
from May 2002 through June 2006. This report contains a recommendation that you
collect the over $9.1 million in overpayments we identified. We conducted this audit
because of previously identified control weaknesses and the significant amount of
money Amtrak expends to use BNSF tracks. This report is part of a series of Office of
Inspector General (OIG) audits of Amtrak’s payments to host railroads.

The objectives of our audit were to (1) determine whether BNSF Railway complied with
the operating agreement in calculating on-time-performance incentives invoiced to
Amtrak from May 2002 through June 2006, and (2) evaluate the adequacy of Amtrak’s
controls and processes for reviewing on-time-performance incentive invoices.

Your response to our draft report can be found in Appendix V of the report.

We appreciate the courtesies and cooperation that Amtrak representatives extended to
us during the course of this review. If you have any questions, please contact me (David



Warren, (David.Warren@amtrakoig.gov) 202 906-4742, or Dan Krueger, Senior Director,
(Daniel. Krueger@amtrakoig.gov) 312 383-5303).

cc:  DJ Stadtler, Acting Vice President, Operations
Paul Vilter, Assistant Vice President, Host Railroads
William Herrmann, Managing Deputy General Counsel
Jessica Scritchfield, Senior Director, Internal Controls/Audit
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The Amtrak Office of Inspector General (OIG) conducted this audit because of
previously identified control weaknesses and the significant dollars associated with
Amtrak’s on-time-performance incentive payments. Under an operating agreement
with BNSF Railway, Amtrak pays them incentives to facilitate the on-time-performance
of Amtrak trains. This report is part of a series of OIG audits of Amtrak’s on-time-
performance incentive payments.

The objectives of this audit were to (1) determine whether BNSF Railway complied with
the operating agreement in calculating on-time-performance incentives invoiced to
Amtrak from May 2002 through June 2006, and (2) evaluate the adequacy of Amtrak’s
controls and processes for reviewing on-time-performance incentive invoices. For a
detailed discussion of our audit scope and methodology, see Appendix L.
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SUMMARY OF RESULTS

BNSF inconsistently or inappropriately applied provisions of the operating agreement
with Amtrak, causing invoices to be overstated. Our review of 50 months of BNSF
incentive invoices from May 2002 through June 2006 found that BNSF overbilled
Amtrak $9,151,451, almost 17 percent of the nearly $55 million on-time performance
(OTP) incentives invoiced and paid. See Appendix II for a summary of our analysis. In
each of the 50 monthly invoices submitted to Amtrak, BNSF applied operating
agreement performance payment and penalty provisions inconsistently or
inappropriately.

The billing errors went undetected because, as previously reported,’ Amtrak did not
have in place an adequate review process during that period. Amtrak is, however,
making progress in developing its capabilities for reviewing host railroad invoices and
addressing our prior recommendations. For example, Amtrak established the Host
Railroad Invoice Administration group, which is reviewing select invoices using a
limited set of factors. The Law Department is also working to negotiate settlements on
overpayments that we previously identified. Amtrak plans to further improve the
invoice review process through several initiatives, including developing policies and
procedures for reviewing all invoices, creating job aids to facilitate invoice processing,
and collecting outstanding overpayments identified in prior audit reports. While
Amtrak continues to make progress in developing policies and procedures, training,
and invoice reviews, the company has not yet implemented all of our
recommendations.

Over time, our office has identified approximately $36 million in overpayments and
potential recoveries for audit periods ranging between 1993 and 2006, including over
$9.1 million identified in this report. The $36 million includes at least $5.7 million in
overpayments that have already been collected.

We are encouraged by the progress that has been made and the plans that are in place
for further action. Accordingly, we are not making any new recommendations for
improving invoice-review capabilities at this time. However, we do recommend that

' On-Time-Performance Incentives: Inaccurate Irvoices were Paid Due to Longstanding Weaknesses in Amtrak’s
Invoice-Review Process (O1G Audit Report 403-2010, April 21, 2011).
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Amtrak’s Chief Financial Officer take action to recover the $9,151,451 that Amtrak
overpaid BNSF.

In commenting on a draft of this report, Amtrak’s management stated it concurred with
the recommendation to take action to recover amounts with respect to overpayments
made to BNSF. Management committed to have the Managing Deputy General
Counsel, on behalf of Amtrak’s Transportation and Finance departments, pursue any
amounts that are recoverable under the law and within the terms of the agreement.

OPERATING AGREEMENT

The Rail Passenger Service Act of 1970 created the National Railroad Passenger
Corporation, commonly known as Amtrak, to operate a national rail passenger system.
The Act allowed Amtrak to contract with host railroads “for the use of tracks and other
facilities and the provision of services on such terms and conditions as the parties may
agree.”

Effective September 1, 1996, Amtrak entered into an operating agreement with the
Butlington Northern Railroad Company and the Atchison, Topeka and Santa Fe
Railway Company. The Burlington Northern and Santa Fe Railway was formed in
December 1996 as these two railways merged. In January 2005, the Burlington Northern
and Santa Fe Railway was renamed BNSF Railway.

The operating agreement was developed between Amtrak and BNSF to serve as a basis
for determining costs associated with the services, equipment, and facilities provided to
Amtrak. The agreement includes incentives to encourage BNSF to facilitate Amtrak
passenger train on-time operations.? The incentives relate to mutually agreed-upon
running times between established checkpoints® during a passenger train trip.
Generally, service performance payments and related incentives ate caleulated using

' When an Amtrak train operates on tracks owned or operated by BNSF, the host's dispatching center has
sole control over the Amirak train’s movement,

3 A checkpoint is a term used in an operating agreement to identify the initial starting point and endpoint
of a trip or partial segment of a trip, used to calculate on-time-performance incentives. There may be up
Eo. checkpoirits on a long-distance train route such as the Enipire Builder which travels between
Minneapolis and Seatile or Portland, splitting at Spokane. Conversely, a route from Ft. Worth to
Oklahoma City has only Fig L SR




Amirak Office of inspector General
On-Time-Performance Incentives:
Inaccurate Invoices Were Paid Due to Weaknesses in Amtrak’s Invoice-Review Process
Audit Report No. OIG-A-2012-004, February 15, 2012

provisions described in the operating agreement (appendix V of the agreement—
Performance Payments and Penalties).

Under the September 1996 operating agreement, Amtrak trains are perrnitted to operate
on BNSF routes, Table 1 summarizes the BNSF routes used by Amtrak trains.

Table 1. BNSF Routes Used by Amfrak Trains under the
Operating Agreement, May 2002-June 2006

Amtrak Route Number of
Name Train Numbers BNSF Route Checkpoints _

Empire Builder 7,27,8,28 Minneapolis—Seattle

SouthwestChief 3,4 Chicago-Los Angeles

CaliforniaZephyr 5,6 Chicago-Denver

Coast Starlight 11,14

Seattte—Portland, OR

Cascades 500, 501, 503, 506-510, 513, Seattie—Portland, OR and
516, 817 Vancouver, WA _
Texas Eagle 21,22 Ft. Woith—Opal Junction, TX B
lHlinois Zephyr 347, 348 Chicago-Quincy, IL B
Sunset Limited 1,2 Live Qak, LA-towa Junction,
LA
Pacific Surfliners 800 series, 700 series® Soto, CA-Fullerton Junction, I—
CA
San Joaquins 701-704, 711-718 Bakersfield, CA—Port F
Chicago, CA _
Heartland Flyer 821, 822 Oklahoma City-Ft. Worth '_ﬂ

9 The Pacific Surfiiner route included 31 trains.
Source; Amendment Agreement Ghange Record to the 1998 operating agresment and Amtrak System Timetable
dated April 24, 2006 :

The agreement authorizes BNSF to present monthly invoices for the services provided
to Amitrak. The agreement includes article V, section 5.1 (c), which gives BNSF the right
to bill for additional payments for schedule adherence.! The agreement also authorizes
on-time-performance (OTP) incentive payments and penalties.

Performance payments will be paid for a train at each performance checkpoint where
the train attains an on-time perforntance greater tkmzi% during a month,
Performance penalties will be assessed against the train at performance checkpoints
where the on-time performance is less ﬂmn.% during a month.

1 Schedule adherence refers to the ability of the host railroad to facilitate an Amtrak passenger train’s on-
time operation, defined as a train that operates within the run time specified in the operating agreement,
plus the aggregate amount of time of other excused delays (tolerances).
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The operating agreement (appendix V) sets forth the specific criteria, generally referred
to as tolerances to be used to determine a train’s on-time-performance percentage. The
operating agreement also shows how the provisions should be applied and how the
OTP incentives should be calculated. For purposes of calculating OTP incentives, a train
is considered on time if it completes its trip between checkpoints in the number of
minutes {or fewer) shown in table 1 of appendix V plus the aggregate amount of time of
other tolerances listed (see Appendix IV of this report for table 1 of appendix V of the
operating agreement and Appendix III for the criteria we used for OT? incentive
analysis of tolerances).

During the audit period, the group responsible for reviewing and approving payment
of monthly host railroad invoices reported to the Vice President of Transportation. In
October 2010, this group—now called the Host Railroad Invoice Administration
group —was moved, and now reports to the Chief Financial Officer.

Amtrak also pays BNSF to prepare and provide it with an OTP report showing its
calculations for each Amtrak train’s monthly on-time operating performance. These
summary reports show the total number of trains operated by Amitrak, total number of
trains that arrived on time, the monthly on-time percentage, and the incentive payment
amount. BNSF determines the monthly on-time percentage by dividing the number of
days the train arrived on time at the checkpoint by the number of days the train
operated to the checkpoint. BNSF submits a bill to Amirak for incentive payments
based on this analysis. See Appendix II for a summary of our analysis,

Many Billing Errors Went Undetected

The department responsible for reviewing host railroad invoices performed only a
cursory review of BNSF invoices before paying them. During its review, if Amtrak
disagreed with any portion of the invoice, it made adjustments to the invoice and
reduced or increased the payment by the amount of the error, Table 2 shows that from
May 2002 through June 2006, Amirak made adjustments to BNSF invoices for seven of
the 50 months reviewed, saving Amtrak $41,533. While Amtrak did detect over $40,000

5 Tolerances are allowances given to the host railroad for delay minutes that permit an Amtrak train to be
late at a checkpoint and stili be considered on time so the host railroad can earn performance incentives.
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in overbilling by BNSF over 50 months, it did not detect over $9,1 million in overbillings
during the same period. See Appendix Il for a summary of our analysis,

Table 2. Adjustments to BNSF Invoices
Made by Amtrak

Month Increased (Reduced) Invoice
January 2603 ($3,976)
August 2003 {8,208)
September 2003 {8,218)
Qctober 2003 (19,621)
January 2004 20,276
February 2005 (21,447)
September 2005 (439)

Total {$41,533)
Source! Amtrak 013 analysis of BNSF and Amirak data for the period
May 1, 2002 through June 30, 2006

As shown in Figure 1, the inaccurate invoices resulted from three categories of
calculation errors: (1) incorrect scheduled run times, (2) claims for inappropriate
tolerances for trains arriving late, and (3) clerical errors. The following sections disctiss
the three error categories based on the percentage of total occurrences (not the amount
overbilled).s '

&6 The amount overbilled for an individual error category could not be delermined in all instances for two
reasons: First, more than one error category resulted in making the train late; therefore, we could not
determine which error category was responsible for the overcharges. Second, the BNSF invoices
contained enough errors to result in an OTP percentage belowBl percent for the month, Performance
payments are not earned for OTP belowiil] percent based on the operating agreement. In this scenario, it
is not possible to determine which days were responsible for the overcharges.
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Figure 1. Three Error Categories by Percentage of Occurrences,
May 2002-June 2006

11 Incorrect scheduled run
times

1 Inappropriate tolerances for
trains arriving late

23%

~ Clerical errors

Source: Amtrak OIG analysis of BNSF and Amtrak data for the period May 1, 2002 through June 30, 2006

Invoices Contained Incorrect Scheduled Run Times

BNSF used scheduled run times other than those contained in the signed amendment
agreement changes (AACs); this practice caused about 70 percent of the errors. The
September 1996 operating agreement, appendix V, item A— Performance Calculation
states:

For purposes of this Appendix V, the scheduled arrival time at a checkpoint on the
BNSF for a particular train shall be determined by adding the amount of Scheduled
Time From Origin? for that train shown in Table 1 to the scheduled departure tinte for
such train from the Origin point on the BNSF identified in Table 1.

We calculated the OTP incentives based on the scheduled run time from the signed
AACs effective April 29, 2002 through April 24, 2006. The run time inaccuracies in the
BNSF invoices are detailed in Table 3. As shown below, these run time errors were not
identified for up to 2 years during the audit period.

7 The scheduled time from origin is also referred to as the scheduled run time and is equal to the amount
of time (in minutes) it takes for the train to travel betwveen checkpoints,
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Table 3. Inaccurate Run Times, November 2002-June 2006

(in minutes)

Run

Time Run Time Period
per Time Variance  Variance Resulted
Train Train BNSF per in i Overstated
Name Number Raute Invoice  AAG  Minutes Involces
Texas 1 Fort Worth~Opal Junction, TX 10 MNov 2002-Sep 2003
Eagle 22 Opal Junction, TX-Fort Worth . 12 Nov 2002-Sep 20903
Heartland 821, Qklahoma City-Fort Worth Fort 8  Jan 2004-Jun 2006

Flyer 822 Worth-Okiahoma City
Coast 11 Seatlle~Portfand, OR B E 16 Jul2004-Jun 2006

_Starlight o
513 Bellingham, WA-Seatlle 5 Jul 2003-0ct 2003
500, 501, Portiand, OR-Seatlle 23 Jul 2004—-Jun 2008
Cascades ggg 506-

509 Sealtie-Portlang, OR 26 Jud 2004-Jun 2008
516 Sealtle-Ballingham, WA - 5 Jul 2004—Jun 2008
701 Bakarsfield, CA~Stockton, CA 14 Jul 2004-Apr 2005
703 Bakersfield, CA-Stockion, CA 14 Jul 2004-Apr 2005
San 711 Bakersfield, CA-Port Chicago, CA 11 Jul 2004-Aps 2005
Joaquins 713 Bakersfield, CA-Port Chicagoe, CA 10 Jul 2004-Apr 2005
716 Bakersfield, CA—Port Chicage, CA 8 Jul 2004-Apr 2005
77 Bakersfield, CA—Fort Chicago, CA 13 Jul 2004-Apr 2005

Source: Amendment Agreement Changes to the 1996 oparating agreement and Amtrak OIG analysis of BNSF and

Amirak data for the period November 1, 2002 through June 30, 2006

Table 4 illustrates four examples of the dollar impact® of using inaccurate run times.

These examples show the impact one error can have on invoices,

Table 4. Examples of the Dollar Impact of Using Inaccurate Run

Times, June 2006 (in minutes)

Run Time Invoice

per BNSF Run Time Variance Overstatement

Train Number Invoice per AAC {Minutes) Amount
e 6 $14 334
23 27,076

26 28,702

8 16,380

Source: Amirak OIG analysls of BNSF and Amirak data, sffective as of June 2000

& The amount of overstatement in the invoice could be determined for these four trains because the
inappropriate scheduled run time was the only error category affecting the OTP incentives for the trains

during this month.
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We concluded that BNSF used incorrect run times for two reasons: it failed to adjust the
invoice based on changes made to new AACs and, more commonly, it erroneously
added the number of minutes shown in the “Additional Recov. Time” (ART) column in
appendix V, table 1, of the AAC to the scheduled run time.

According to the senior director of Amtrak’s Host Railroad Departient on

January 4, 2011, ART should not be considered as an addition to the scheduled run
time, and this column is not to be used for OTP calculations. The column is there to
show that a change was made to the scheduled run time, but the changes were already
reflected in the run time shown in the “Scheduled Time From Origin” column.

The run time errors went undetected by Amtrak due to weaknesses in its invoice-
review process.

Invojces Contained Claims for inappropriate Tolerances for Trains Arriving Late

For about 23 percent of the errors, BNSF claimed inappropriate tolerances for trains
arriving late. Tolerances are allowarnces given to the host railroad for delay minutes
incurred by Amtrak trains but that still allow the host railroad to earn performance
incentives. Figure 2 details the error categories for invoices claiming inappropriate
tolerances,
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Figure 2. Error Categories for Invoices Claiming
Inappropriate Tolerances, May 2002-June 2006

Clerical errars
7%
1

Delays nol covered by
the agreement 7%

Inappropriate _ 5%

folerances 23%
[ |
K

Miscellaneous 1%
E K
]

-Basic 1%

Incorrect scheduled
run times

70%

f Station dwell is defined as the number of minutes the train is stopped at the station, usually for loading or unloading
passengers, crew, or baggage.
Source: Amtrak OIG analysis of BNSF and Amtrak data for the period May 1, 2002 1o June 30, 2006

BNSF claimed tolerances for delays that were not allowed by the operating agreement.
The most recent invoices reviewed, January through June 2006, contained the following
claimed tolerances that were not contained in the operating agreement:

9 The Code of Federal Regulations (49 CFR Part 238.5) defines a private car as rail rolling equipment that
is used only for excursion, recreational, or private transportation purposes, A private car is not a

passenger car.
10 ]f the tracks are not aligned in the direction of the Amtrak train’s route, the Amtrak train crew must

stop the train and line a switch.
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Eor example, for Train 3 on February 1, 2006, BNSF's invoice showed a. -minute
tolerance for |NNNEREREIRIREINNE Y 110w ever, the operating agreement does not list
this situation in appendlx V and it does not allow a tolerance for delays attributable to
SR S 'I'he. minute tolerance should not have been used and the
correct calculahon showed the train arrived at the checkpoint 32 minutes late. This
invoice error resulted in an overpayment of over $10,000.

In another example, for Train 4 on Marc.'h 25, 2006, BNSF's invoice showed a. -minute

e a B A ppendix V does not allow a tolerance for
delays atmbutable to P s B8-ninute tolerance should not have been
used, and the correct calculanon showed the train arrived at the checkpoint 8 minutes
late. This invoice error resulted in an overpayment of over $9,000.

BNSF’s claims for inappropriate tolerances went undetected because of Amtrak's

inadequate invoice-review process, Amtrak should not allow claims for tolerances that
are not contained in the agreement because the scheduled run txmes contamed in the
s1gned AACs mclude - B SR ' . :

- - 3 are 1eferred to as recovery time; i.e., to recover the
zrunutes of delay enco1.mte1ed during the trip. According to Amirak’s Director of
Scheduling, recovery time is generally

Appendix V of the agreement states “There will be no other allowable delays or
tolerance in determining whether a train is on-time or late.” Therefore, based on the
agreement, we identified these claims for tolerances as errors resulting in
averpayments,

Additionally, BNSF invoices contained inappxopriate— tolerances.
According to appendix the agreement, BNSF is allowed to claim SRS

BRIt lso state

" Pyre run time is the amount of lime required to operate the train at authorized track speeds without
delay, including acceleration and deceleration for curves or station stops, from one checkpoint to the next.
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We calculated the allowed [ SEREEEE tolerance for a segment between checkpoints
using the net amount of time the actual B IR (.05 oxceeded the allowed

time less any early arrival tune We found instances in which BNSF did
not net the amount of time and in which it failed to deduct time for early arrival.

For example, for Train 5 on Aptil 29, 2006, BNSF's invoice showed an.—minute
tolerance for a station stop at Ottumwa, IA. The train was scheduled to arrive in
Ottumwa at 6:37 p.m.; however, it arrived at 6:30 p.m., 7 minutes early. The train
departed the station at 6:47 p.m. for a fotal "" B 1inutes. As shown in
Table 5 we caiculated an allowed o "' I

B This exror

resulted in an vepamnt of almost $,000 to BNSE.

Calculation Error

Table 5. Example of am
(Train 5, April 29, 2006)

Scheduled Actual QIG-  Invoice

Arrival Arrival Departure in minutes Determined Showed

Time Time Time m & BNSF

Station {p.m.) (p.m.) {p.n.} owed Claimed

Otturnwa, A 6:37 6:30 5:47 . E [ ]
* IR -rc d<tailed in appendix V, table 2, of the operating agreement.
Source: Aratrak O1G analysis of BNSF and Amtrak data

Invoices Conftained Clerical Errors

Clerical errors caused about 7 percent of the overstated invoice errors. The most
common type of clerical error, about 5 percent of the total, was BNSF’s using the
incorrect checkpoint performance rate' to calculate performance payments. BNSF also
calculated the OTP incentive payments based on incorrect train arrival and departure

times,

In May 2006, BNSF’s invoice for Train 7 at Spokane showed that OTP incentive
payments were calculated based on the checkpoint performance rate of u We
calculated the performance payments based on the checkpoint performance rate of
S, 2 indicated in the applicable AAC. As shown in Table 6, BNSF used the

12 The checkpeint performance rate is also referred to as the trip performance rate in appendix V, table 1
{as shown in Appendix IV of this report). These rates are used to calcylate OTP performance payments.
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checkpoint performance rate effective July 1, 2005 to calculate the May 2006
performance payment, instead of the rate effective May 1, 2006. This error was made in
three of the four segments for Train 7, resulting in overpayments of almost $12,000.

Table 6. From Appendix V, Table 1, Train 7
From the AAC effective April 24, 2006

Trip TPR Effective
Scheduled Performance 51106 for Extended
Train Arrival Departure Time From Rate (TPR} Summer
No  Origin Time RN Time Origin off TMI06 ($) Schedules ($)
7/27 Minneapolis  8:31 8:51
17147 17:22
1:40 2:15
2:45
10:20 : ;
10:25 oo .

Source: Appendix V., lable 1 of the AAC effective April 24, 2006

In another example, on April 16, 2006, BNSF inaccurately calculated the on-time-
performance for Train 517 based on the train’s arrival in Seattle at 2023 hours

(8:23 p.m.). The Amtrak Delay Repozt for this train shows it arriving in Seattle at 2223
hours (10:23 p.m.). The accurate calculation would have used the 2223 hours arrival
time, showing the train as late,

PROGRESS BEING MADE TO DEVELOP A PROCESS FOR
THOROUGHLY REVIEWING INVOICES

Weaknesses in the invoice-review process have been long-standing, but over the last
year, Amirak has made progress in addressing the issue. Weaknesses in oversight and
controls for reviewing invoices were the main causes of overpayments to BNSF. In
August 2008, we pointed out™ that Amtrak’s management controls over the review of
invoices were inadequate and ineffective, and that host railroads had consistently
overbilled Amtrak. We made recommendations to improve Amtrak’s invoice-review
process, Since March 2010, we have reported that Amtrak overpaid three host railroads

13 Host RRCA &QOperations Management Controls (OIG Audit Report 401-2008, August 21, 2008).
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for OTP incentives." In all three reports, we concluded that the company had not taken
adequate steps to improve its management controls and review process for these
invoices, In response to the March 2010 report, Amirak agreed to apply additional
resources and establish a process to thoroughly review invoices for OTP incentives and
other costs before making payments. It also provided us with a plan showing tasks to
be completed, with milestone dates, The invoice-review process was to be completed by
December 31, 2010, but the original milestone dates were not met, Amtrak revised its
goal and expected improvements to the invoice-review process to be complete by the
end of December 2011. However, that goal was also not met.

These missed milestones are not without other progress. Over the last year, Amtrak has
made progress in addressing our recornmendations. The Law Department is actively
working to negotiate settlernents on overpayments we identified, The Host Railroad
Invoice Administration group was established and has started reviewing selected
invoices using a limited set of factors, which are documented in eTrax.!” In at least one
case, the group has withheld payment on an invoice where errors were identified. Also,
according to a senior director in the Finance Department, a policy and procedures
manual for the Host Railroad Invoice Administration group is currently being drafted.
Further, Finance Department officials continue to work with the IT Department to
develop reports to facilitate the review and have met with us to discuss business
practices for reviewing invoices. Additional activities include creating an e-mail box for
streamlined routing of communications, invoices, and supporting documentation; and
developing a monthly invoice-review checklist detailing invoice-review procedures.

To fully address our prior recommendations, Amtrak has committed to improving its
process to perform complete and thorough reviews of all host railroad invoices prior to
approving them for payment. Specifically, Amtrak plans to develop policies and
procediues for reviewing all invoices, create job aids detailing audit procedures and
required supporting documentation to facilitate invoice processing, level out
responsibilities among Host Railroad Invoice Administration officers, cross-train

1+ CSX Ou-Tisste-Performance Incentives: Inaccurate Invoices and Lack of Amitrak Managemenl Review Lead to
Overpayment (OIG Audit Report 406-2005, March 30, 2010); BNSF On-Time-Performance Incentives:
Inaccurate hivoices and Lack of Antbrak Management Review Lend fo Overpayments (OIG Audit Report 407-
2003, September 24, 2010); and On-Time-Performance Incentives: Inacenirate Invoices were Paid Due fo
Longstanding Wenknesses in Antitak’s Invoice-Review Process (OIG Audit Report 403-2010, April 21, 2011).
15 gTrax is a software system, used by Amtrak, to document the receipt, approval, and payment of
invoices.
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officers, develop a training program, and take action to collect the outstanding
overpayments identified in prior audit reports. The senior director informed us that a
major hurdle that Amirak deals with is that the contract agreement and amendment
agreement changes are not up to date.

Over time, we have identified approximately $36 million in overpayments and potential
recoveries for audit periods ranging between 1993 and 2006, including over $9.1 million
in this report. The $36 million includes at least $5.7 million in overpayments that have
already been collected. This significant amount of overpayments affects Amtrak’s cash
flow and ability to effectively manage its activities. Further, these funds, had they been
available, might have been used in other areas or to reduce reliance on federal
subsidies,

CONCLUSIONS

Amtrak made over $9 million in overpayments on invoices reviewed during this audit.
This occurred due to weaknesses in the invoice-review process. However, over the last
year, Amtrak has made progress in improving its capabilities for reviewing host
railroad invoices. Until these process improvements are completed and successfully
implemented, the company remains at risk of making overpayments that negatively
impact its cash flow and that cause the company time and resources to recover.
Consequently, Amtrak’s continued focus on improving and developing its full
capabilities remains key, We are encouraged by the progress that has been made and
the plans that are in place for further actions. Accordingly, we are not making any new
recommendations for improving invoice-review capabilities at this time. We will
continue to monitor Amtrak’s progress in this area.

RECOMMENDATION

We recommend that Amtrak’s Chief Financial Qfficer take action to recover the
$9,151,451 that Amtrak overpaid BNSF Railway in OTP incentives,
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MANAGEMENT COMMENTS AND OIG RESPONSE

In commenting on a draft of this report, management agreed with our recommendation
and committed to tasking the Managing Deputy General Counsel, on behalf of
Amtrak’s Transportation and Finance Depaitments, with pursuing any amounts that
are recoverable under the law and within the terms of the operating agreement between
Amtrak and BNSF, We support this approach. Additionally, we made technical
changes to this final report to incorporate the most recent information on progress in
improving the invoice-review process.

Amtrak’s letter commenting on the draft report is reprinted as Appendix V,
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Appendix |

SCOPE AND METHODOLOGY

This report provides the results of an Amtrak OIG review to (1) determine whether
BNSF Railway complied with the operating agreement in calculating on-time-
performance incentives invoiced to Amtrak from May 2002 through June 2006, and (2)
evaluate the adequacy of Amtrak’s controls and processes for reviewing on-time-
performance incentive invoices. We conducted this audit between September 2007 and
December 2011 in Chicago and Washington, D.C. We provided a draft of this report to
Amtrak management on April 28, 2011, and requested a written response within 30
calendar days. Amtrak requested and we approved extensions to the comment period
to avoid any negative impact on ongoing negotiations for overpayments that we
identified in a previous audit report issued in September 2010, BNSF On-Tinte-
Performance Incentives, report number 407-2003. Also during that time, we updated our
information on progress in improving the invoice-review process.

To determine whether BNSF complied with the operating agreement in calculating on-
time-performance incentives, we reviewed the operating agreement and its
amendments, focusing on sections that relate to the billing of O'TP incentive payments.
We also obtained Amtrak delay reports for analysis of OTP incentives claimed,
reviewed the detailed support of OTP invoices submitted to Amtrak, and compared
Amtrak delay reports with BNSF OTP detail data, including departure and arrival
times, tolerances claimed, delay minutes, and reasons for delays. Further, we compared
OTP invoices with all available supporting documentation and compared the
checkpeint performance rate used to calculate OTP incentive payments with the
applicable AAC. Lastly, we calculated the overbilled and/or underbilled amounts
resulting from inaccurate BNSF invoices and communicated with host railroad groups
for interpretation of agreement provisions.

The audited amount totaled neatly $55 million in OTP incentives billed to Amtrak for
the 50-month audit period from May 1, 2002 through June 30, 2006. The operating
agreement that was applicable during the audit period was effective September 1,
1996. The agreement was further amended through Amendment Agreement
Changes. We reviewed and used this agreement as the basis for determining the
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accuracy and validity of BNSF’s monthly invoices for OTP incentives and to verify the
compliance of BNSF invoices with appendix V of the operating agreement with Amtrak,

To evaluate the adequacy of Amtrak’s controls and processes for reviewing on-time-
performance incentive invoices, we reviewed our prior audit reports 407-2003
(regarding OTP incentive payments) and 401-2008 (regarding management’s internal
controls), reviewed adjustments to BNSF invoices made by Amtrak, and communicated
with a senior director in the Finance Department to obtain an update on progress made
in reviewing the bills before payment.

Our work was performed in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit
objectives.

Use of Computer-processed Data

To achieve the assignment's objective, we used computer-processed data contained in
Amtrak’s electronic records of BNSE invoices. To test the validity of the data, we
compared Amtrak’s electronic data with BNSF’s hard-copy invoices. We also compared
total amounts paid on the electronic invoices against the total amounts paid in Amtrak’s
accounts-payable system for all 50 sample months. The data in the accounts payable
system were not verified, but we consider the data sufficiently reliable for purposes of
the audit objective, Based on these tests, we conclude that the data are sufficiently
reliable to be used in meeting the assignment’s objective.

Internal Controls

As discussed in the report, we updated Amirak’s progress in improving its controls and
processes in its review of monthly invoices, However, we did not review BNSF's
internal control structure; rather, we performed and relied on substantive testing to
determine the dollar amount attributable to errors invoiced by BNSF. In addition, we
did not assess Amtrak’s internal controls in its monthly invoice reviews; however, our
analysis indicated that weaknesses still exist,
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Prior Audit Review

We reviewed the following prior OIG audit reports, which identified control
weaknesses and significant dollars associated with Amtrak’s on-time-performance
incentive payments. We used information from those reports in conducting our analysis
of issues.

On-Time-Performance Incentives: Inaccurate Inrwoices were Paid Due to Longstanding
Weaknesses in Amtrak’s Invoice-Review Process (Amtrak OIG Audit Report No. 403-2010,
April 21, 2011). Over $500,000 in overpayments found.

BNSF On-Time-Performance Incentives: Inaccurate Invoices and Lack of Amtrak Management
Review Lead to Overpayments (Amtrak OIG Audit Report No. 407-2003, September 24,
2010). Over $1 million in overpayments found.

CSX On-Time-Performance Incentives: Inaccurate Invoices and Lack of Amtrak Management
Review Lead to Overpayments (Amirak OIG Audit Report No, 406-2005, March 30, 2010).
Over $20 million in overpayments found.

Host RRCA & Operations Management Controls (Amtrak OIG Audit Report No. 401-2008,
August 21, 2008).
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Appendix il

QIG Analysis of Monthly BNSF Invoices,
May 2002-June 2006

OlG-determined Over-paid
Year Month Amtrak-paid Amount Correct Amount Amount
$1,566,116 $87,7569
2002
2003
2004 b2

Jut 548,882 279,471
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X OIG-determined Over-paid
Year Month Amtrak-paid Amount Correct Amount Amount
Jan 782,367 460,427 321,940

2005

2006

Total $54,987,752 $45,836,301 $9,151,451
Source; Amtrak QIG analysis of BNSF and Amtrak data for the period May 1, 2002 throuah June 30, 2006
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Appendix Il

TOLERANCES

We used the following criteria from the performance payments and penalties provision
of the operating agreement to calculate OTP incentives for Amtrak trains operating over
BNSF routes:

Tolerance Description

(a) A basic tolerance'® at each checkpoint.

(b) The amount of time a train

(c) The net amount of time b

e amount or ume

The amount of time by which

(1) The amount of time a train

(d)

(2) The amount of time a train

(@) The amountof ime a v I

(4) The amount of time a train

(e) The amount of time siecified in aiiendix V, table 4,F

16 Basic tolerance is generallyl or. minutes as specified in appendix V., table 1 of the operating
agreement.
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(f) the amount of time

(9) The amount of time

(h) the amount of time

(i) the amount of time

1)} The amount of time

(k) The amount of

For purposes of items (b) through (k) above

There will be no other allowable delays or tolerance in determining whether a train is
on-time or late, except as provided in

Source: BNSF's Operating Agreement with Amirak, September 1, 1996, and subsequent Amendment Agreement
Change records from September 1, 1996, through April 24, 2006

' Appendix V, item 2, refers to maintenance of way work. It allows BNSF to purchase up lo. minutes in
additional tolerances at a checkpoint in return for
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Appendix IV

TABLE 1, APPENDIX V, OF THE OPERATING AGREEMENT
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Appendix V

COMMENTS FROM AMTRAK’S FORMER CHIEF FINANCIAL
OFFICER

NATIONAL RAILROAD PASSENGER CORPORATION
B0 Massachusolis Ava,, ME., Washnplon DG 20002

Memo YIFE AMTRAK

Date  Augusl 26, 2011 Prom %Smdfﬂcr, Chio;Financial Officer

To  David Watren, Assistant Inspeetor Ixpartent  Finanee
CGeneral, Audits
Subject  On-Time Performance Incentives

w Richard Pliclps, Vice President,
Transportation

Paut Vilter, Assistant Vice President,
1fost Raflroads

Williom Herrmpnn, Monuging Deputy
Genertal Counsel

Jession Seritehfield, Senjor Diveator,
Intemal Controls Audit

-

This tetter is In response to the Office of Inspector General's (“OIG™) draft nudit report number
A401-2010 "On-Time Performance Ingentives: Inacourate Invoices Were Paid Duo to
Longstanding Weakneazes in Amtrak’s involee-Review Process,” dated Aprll 28, 2011,

In response Lo the drafl report, Managemeat concurs with the 01G's recommendation to take
action lo Tecover amaunts with respect b averpaid oninte performanco payment incentives and
Is currently reviewing and analysing OIG's records on which the findings of the draft reporl are
based, With this information, the Muanaging Deputy Genernl Counsel, on bebulf of Amtrak’s
Trunsporiation and Finance Departments, will pursuc any smounts thal ore recoverable under
the low and within the terms of the applicable September 1, 1996 Operating Agreement between
Amtrak and BNST, as arended.

Management remains stcangly conanitled to improving the company’s invoice roview process
and has completed several stages of a very significant project, Due to the size and scope of the
required project, an exact fimeline or governing completion date has not been determined.
Towaver, Managoment is aware of the imporfance of the subject improvements.

1z continuation of Amtrak’s move to enhance organizational support of its host railroads billing
operations, in addiflon to the Mavch 2009 realigament of the Host Railroads Greup to the
‘I'ransportation Pepartment, n now Host Railroads Contract Compliance group has sinee been
added to Transporintion. Further, a Host Railroads Invelce Administmtion group (“HRR.
Invoice Adminisiration”) has been added (o the Finance Dopartment as a dedicated resoures to
oversveing the improvement efYort, Reinforeing the separation of all of these duties assoeinted
with Amtrek’s host mil operations witl fasilitate a more effective Invelee coview process.
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To date, ali of the following have been accomplished under Amtrak’s inveice-review process
improvement plan:

L]

L]

Contracted with outside information technology consultant to review Amitrak's current
review process

Hired two additiona! Host Railroad Invoice Administration Officers

Hired 8 Host Railroad Invoice Administration Manager

Created n separate on-time performance penalty general fedger acoount for financial
reposting

Defined payment process for entry into Amirak’s general billing system doring the
month-end close and reduced non-entry time (o one day

Pocumented Amteak’s Special Refief Request Policy

Gained access o all Authorization Notice (AN} logs

Updated summary of perlodic cost index inoreases by Host Railroads {0 faoilitate review
and approval of invoices and accrued expenses

Created a Host Roilroad Invoice Adminislration e-mail box for stecamlined ronting of
communications, invoices and supporting documentation

Strengthened policies relating Lo submission of supporting documentation and
communicated such to Host Railroads

Developed a monthly invoice audit checklist detailing sudit procedures rnd required
supporting documentation to facililate accurate invaice processing,

Increased scope of each reftroad invoice audit

The following represents additional steps schednled nto Amtrak’s plan for an improved
involce-review process:

[

Develop polivies und procedures for reviewing all invoices to inchide incteased focus
on on-time performanee ineentives, incrementsl irack mainlensnce, speeiad trains, relief
requosts, special work requiring authorization notices, cte.

Level out responsibilitics between Host Railroad Invoice Administration Officers,
cross-lrain Officers, and develop and oxecute an Officer training program

Create job aids detailing audit procedures and required supporting documentation to
faoititate invoice processing

Devolap electronle reports lo allow comparison and analyses of en-time performunce,
mileage, and checkpoint data

Re-cvaluate current opemling u'grecméms and execute agreement amendment changes,
ag approprinto, to clarify certuin contract provisions

Make ANs an clectronic process
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BNSE
CA
IA

1L
LA
OI1G
OR
oT1P
TPR
X
WA
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Appendix Vi

ABBREVIATIONS

amendment agreement change
BNSF Ratlway

California

Iowa

Ilinois

Louisiana

Office of Inspector General
QOregon
on-time-performance

trip performance rate
Texas

Washington
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Appendix VII

OIG TEAM MEMBERS

David R. Warren Assistant Inspector General, Audits
Dan Krueger Senior Director, Audits

Jana Brodsky Senior Auditor

Satish Parikh Senior Auditor

Raymond Zhang Senior Auditor

Rich Bohne Audit Manager
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OIG MISSION AND CONTACT INFORMATION

Amtrak OIG’s Mission

The Amtrak OIG’s mission is to

= conduct and supervise independent and objective audits,
inspections, evaluations, and investigations relating to
agency programs and operations;

= promote economy, effectiveness, and efficiency within
Amtrak;

= prevent and detect fraud, waste, and abuse in Amtrak’s
programs and operations;

= review security and safety policies and programs; and
»  review and make recommendations regarding existing

and proposed legislation and regulations relating to
Amtrak's programs and operations.

Obtaining Copies of OIG
Reports and Testimony

Available at our website: www.amtrakoig.cov.

To Report Fraud, Waste,
and Abuse

Report suspicious or illegal activities to the OIG Hotline
(you can remain anonymous):

Web: www.amtrakoig.esov/hotline
Phone: 800-468-5469

Congressional and
Public Affairs

E. Bret Coulson, Senior Director
Congressional and Public Affairs

Mail:  Amtrak OIG
10 G Street, N.E., 3W-300
Washington, D.C. 20002

Phone:  202.906.4134

Email:  bret.coulson@amtrakoig.gov




