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Mr. Robert Emerson
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Dear Mr. Emerson:

In accordance with the State of Michigan, Financial Management Guide, Part VI, Chapter 4,
Section 100, enclosed is a summary table identifving our responses and corrective action plan to
address the recommumendations the Office of the Auditor General's Performance Audit of the
Burean of Passenger Transportation (BPT), covering the period of Outober 1, 2004 through hune
3, 2007, The Office of Financial Management approved distribution of the plan.

(Questions regarding the ssmmary fable or comective action plan should be directed to
Sharon Edgar, Burean of Passenper Transportation, at $17-373.06471, or Jerry i Jones,
Commission Auditor, at 517-373-2384.

Sincerely,
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Director
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Performance Audit of the Bureau of Passenger Transportation
Michkigan Depastment of Transporiation
Summary of Agency Responses to Recommendations
Audit Period: October 1, 2004 to fune 306, 2007

U BL.E

FINDING
3. Cost Allocation Plans {CAPs)

RECOMMENBATION

We recoramend that BPT develop a process to verify that public traasportation providers
aliocate expenditures in accordance with an approved CAP.

sEN SPONSH

As discussed in detail below, BPT implemented a process to verify that public fransportation
providers allocate expenditizes in accordance with their approved CAPs in July 2007, The five
instances of noncompliance cited in the andit finding were in audits performed prior to July 1,
207,

On Raly 1, 2007, In coordination with efforts of the BPT, the Michigan Department of Treasury
promutgated a revised Audit Guide for Transportation Authorities in Michigan, Page 13 of the
revised Audit Guide provides guidance that requires: (1} all BPT approved CAPs used in the
preparation of the financial statements be identified by name, and (2} inclusion of a statement
that the approved CAPs listed were used in the prepasation of the annual audit,

The BPT recedved all the 2007 annual audits that were required fo be performed in accordance
with the revised audit guide. With regard to noncompliance of the CAP requirements for the
2007 annual audits (the first year for the new reguirements), & noncompliance letter was
writien 1o fransit agency managess, and their auditors, requesting full compliance by a specified
date. The BPT will follow Intemal Division Instruction, 1DI 70206, Mentification, Review,
and Follow up of Audit Findings to enswre complHance of the CAP requirements for fiture

years,

Corrective action has been fully implemented.
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FINDING
4. Continuons Quality Improvement (CQI)
RECOMMENDATION

We recommend that BPT improve its CQE processes by establishing performance indicators o
meusure the owputs and outeomes related to its goals and objectives.

AGENCY RESPONSE

The arnual “Goals and Objectives™ document reviewed by the auditors did not inchude
performance indicators. The BEY’s annual Goals and Objectives document has served several
purpases, Tts primary purpose was fo ¢siablish an {ssue agenda for BPT management and
staff that identified key activities and issues the BPT would- focus on in the coming
year, If a specific BPT program area did not have an activity or issue that was of special
or anigue focus for the coming vear, it was not covered in the document In addition,
the annual goals and objectives were organized acvording to the vision statements in the
MBOT Strategic Plan.  As such, the document reinforced the MDOT vision statements.

The BPT's “2008 Goals and Objectives” document covers all of BFT's ongoing prograrm areas
and the BPT has established one or more annusl goal statements for each ongoing program
area, With this change, the docunent is now more comprehensive. For each annual goal
staternent the BPT identified performance indicators and specified the monitoring levels for
each indicator. Supervisors aiso helped each person understand his or her individual role
i meeting and monitoring the performance indicators that are relevant to their job. This new
format wili be used each year, o ensure perfurmance indicators are established for each annual
goal statement and are then reflected in individual performance plans.

Corrective action has been fully implemented,

2. Audl Recommendations the agencv a with a i mply:

FINDING
1. Monitoring of Budgeted and Actual Expenditures
RECOMMENDATION

We recommend that BPT improve its budget review process and its monitoring of actual
expenditures made by public transportation providers so that unspent funds can be returned and
wedistributed by BPT on a timely basis.

AGENCY RESPONSE
BPT concurs there are opportunities to strengthen our budget review process and monitoring of

actual expenditures made by public fransportation providers under the state operating
assistance program the! may result i unspent funds being returned and redistributed by the
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Bureau in shorter tme fremes. However, BPT does not fully apree with sl of the auditor’s
conciugions or with the impression of the magnitude of the problem a report reader may be left
with upon reading this finding, as discussed in more detail below.

BPYT believes it is important for the report reader to understand the overall context of the
process being evaluated. The state operating assistance program as defined in Act 51 of the
Public Acts of 1951 requires MDOT to provide financial assistance fo loeal public
transportation providers as a percentage of cach provider®s eligible operating expenses for the
fiscal year. Funds are paid out on a provisional basis in the same fiscal year that expenses are
being incurred. The provisional payments are based on an estimated budget submitied prior to
the start of the fiscal year. BPI's processes are aimed at ensuring each provider receives the
correct amourd, however, since the provisional payments are based on budget estimaies,
provisional payments to some providers will be groater than thelr actual eligible operating
expenses during the fiscal year; while the provisional payments o other providers will be less
than their actual eligible expenditures during the fiscal year, Reconeiliation and redistribution
of funds is inevitable, State operating sssistance is a critical component of each provider's
nanudi operating budget and cash flow. These funds support ossential fransit services.
Provisional payments to a provider that are based on budgeted estimates which are
significantly less than actual expenses during a fiscal year, could result in service interruptions.
Therefore, in its approach to this process, BPY leans toward maximizing the operational funds
svailable to each provider, rather than minimizing funds, Since BPT provides operating
assistance 1o sach provider year afier year, there are bulltin safeguards, with opporiunity to
recoutp and redistribute the excess provisional payments,

With regard to the specific findings in the report under 1.a., corrective sction was knplemended
- as follows, to document the validity of budget increases,

First, project managers will be instructed to ensure that explanations received from local
transportation providers regarding any incresse that is above the standard have been
entered inte PTMSE and approved by the project manager.

Second, prior to completing the draft budget distribution in June for the following fiscal
veay, BPT unit supervizors will conduet a comparison between the current year budget and
prior year budget and reconciliation report to confirm that an explanation has been entered
into PTMS where needed. A report will be provided to the Section Manager for review,

* This clarification to existing procedures was outlined in an email from the Section Manager
to unit supervisors and project managers on March 27, 2009, Compliance with the
procedure will be monitored by the Section Manager. This corrective action has been fully
implemented,

BPT agrees with part 1.b, of the finding in that BPT missed some opportunities to adjust
pavments during the fiscal year, However, BPT belleves the report overstates the magnitude of
the problem and overcstimates the opportunity for improvement. Provisional payments are
based on budget estimates peneraily developed by 2 provider based on historical experience
and anticipated current year's cost. BPT does not believe adequate information in regard to a
current year's actual costs is available to begin reducing payment unti} the third guarter of the
fiscal year. Reducing payments after only two quarters of reported expenses could resuit in an
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unnecessary shortfail in & provider’s cash Sow and could endanper eritical transit services
available 1o the public. Under Act 51 of PA 1951, local provider’s reports are not due to
MDOT until 48 days afler the end of each quarter; therefore, it Is mid-Aungust before BPT has
access o the third quarter report. If it is evident at that point that the local provider is nunning
significantly below budpet, BPT adjusts the final payment.

I addition, there are aiso times when a local provider makes adjustments in the last quarter,
such as shifting costs from their state operating budget to & federal preventative maintenance
grant, or other year-end adjustments that have a major impast on their total eligible expenses.
in these situations, BPT does not have the opporhunity 1o adiust payments,

The audit report noted that there were 27 occasions whete the annual distributions to providers
exceeded actual expenditures (however, the list the auditors provided to BPT only inciuded 26
instances). BPT reviewed the infommation provided by the auditors. In 12 instances, BPT
agrees that it had information available within the fiscal vear that should have jead to 2
discussion between BPT and the local provider, and if there was net an explanation that
expenses wounld increase in the fowth quarter, BFT should have reduced the final payment to
the provider, However, in regard to the other 14 instances, BFT does not believe they
represent the lack of BPT evaluation and appropriate action. As indicated in the list below, in
the first on instances, the information available to BPT at the end of the third quarter did not
indicate the payment should be reduced. In the iast three instances on this Hst, BPT had
reduced the final payment and the amount overpaid as of recorciliation was negligible,

1. 2003 - Interurban Transit Partnership: 3" quarter at 73% of budgeted expenses.

2. 2003 - Kalamazoo Metro: 37 Quartes at 74% of budgeted expenses.

2003 - Kalamazoe County; 3 quarter at 831% of budgeted expenses.

2003 - Manistee County: 3™ guarter at 71% of budgeted expenses.

2603 « Bay Arca; 3% quar!ﬂr at 76% of budgeted expenses.

2003 - SMT Lake Erie: 3™ quarter at 73% of budgeted expenses.

2005 - Fiint: 3" quarter at ?3% of budgeted expenses.

2605 - SMART Lake Erie: 3 quarter at 72% of budgeted expenses.

2006 - Ralamazoo Mstro: 3" guarier at 88% of budgeted expenses.

1. 2006 - St Joseph: 3™ quartér at 76% of budgeted expenses. _

11,2004 - Interurban Transit Partnership: The Burca: did reduce monthly payments. The
provider only owed 2% of budgeted amount at reconciliation.

12. 2004 - 5t, Joseph: The Bureau did reduce monthly payments. The provider owed less than
1% of budgeted amount at recongiliation.

13. 2003 - Bay Area: The Bureau did reduce monthly payments. The provider owed 5% of
budgeted amount at reconciliation,

O B e

The 14" instance is 2004 Kalamazoo Metro. They earned 103% of budgeted expenses for both
urban and rural combined and MDOT owed XKalamazoo at reconciiiation,

Te strengthen jis review process during the fiscal year as payments are being made, MDOT
wiil nndertake the foliowing steps,

In August of cach year, after the third quarter reports have been submitted to MBOT, each
project manaper will analyze the expenses {o date in comparison with the provider's
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budget. If fess than 70% of the budget has been eamed as of the third quarter, the project
manager will discuss with the loval provider and then discusy with thelr supervisor whether
the September payment should be reduced.

MDOT wili maintain a spreadsheet showing the rosults of this analysis for each local
provider. MDOT will use the spreadsheet to determine if patterns emerge for 4 specific
provider over several yesrs, and i so, MDOT will consider that information as part of our
anniyal analysis. MDOT believes it is the emerpence of patterns over time that holds the
greatest opportunity for reducing some overpayments, .

This clarification to existing procedures way cutlined in an email from the Section Manager
to unit supervisers and project managers on March 27, 2009, This corrective action has
been fuily implemented.

BPT agrees with the underlying infent of part 1.e. of the finding, in that timely reconciliation is
importamt. However, BPT doss not believe there are significant opportunities to shorten the
year-end reconciliation process. BPT has & detailed procedure in place for the reconciliation
process with the goal of completing the entire process within nine months afier the close of the
fiscal year, Within this nine months, the first 40 days are spent waiting for the local year-end
reports and the last 30 days are used to issue BPs drafi reconcilistion for provider review and
comment. This leaves approximately 26 wecks to complete the reconeiliation process for 99
reports from 78 providers.

During the reconciliation process, the BPT accountant reviews each report for variances from
prior year reconciied reporis as well as the reesonableness of the information reported, [fthe
accountant notes areas of concern they are referred to the project managers. BPT's project
managers thett confer with the local provider and foliowup wntil & satisfactory resolution is
reached on any concerns or variances noted. For complex issues the accountant may work
directly with the local provider 1o resolve the issue and correct the report, 1f BPT has received
the audit report from any local provider during this time, the accountant compares the audit to
the reconciled report and makes further adjustments if necessary (which may again, require
consultation with the project manager and local provider). This is an interactive process that
inclades ongeing dislogue between BPT and esch provider. Only afler the accountant i
safisfied that the report reflects the most acowrate information available, it is placed into
“Approved” statug in PTMS.

The BPT accountant responsible for the process works 32 houre per week and has other related
responsibilities, Assuming the acoountant is never on sick or annual leave and assuming they
performed no other duties during this thme; they would have an average of 10.6 hours to
complefe each provider review. This is not an unreasonable or inappropriate time frame.

The accuracy of the reconciliation process is critical. The ongoing dialogue between BPT and
gach ioca] provider and the analysis/re-analysiz done as a resuit of this dialogue can be very
time consuming for some providers. However, for the reconcilistion process to be successfid,
BPY needs to have the best possible information and should be in agreement with each local
provider, Thoroughly identifying and addressing problems during the reconciled review
avoids large corrections during the audit closvout process and allows for earlier redistribution
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of funds. Based on the imporntance and value of this review, and the need for there to be back
and forth discussions and re-analysis, BPT does not feel the time frame Is unreasonable.

BPT alse concurs with the underlying intent of the finding in 1.d. BPT devalops a payback
schedule for each focal provider with the goal of having ali funds paid back to MDOT within
12 months afier the redistribution amounts have been determined. This was not so for one of
the years the audiors fooked at because of unique circumstances. Redistribution for the 2083~
2004 reconcilistion was significantly longer than nomel for two reasons: 1) the year-end
redistribution was combined with two audit redistributions and a single provider owed a larger
amount back to MDPOT under the aundil redistributions and was given {18 months fo complete
the payback.

In redistributing fimds, BPT balances the needs of providers. that have to pay fands back with
the aeeds of the providers that are due finds, As funds are paid back, BPT diswibutes the
cotlected fimds to the providers that are due fimds - first when 30% of the fimds have been
collected and again when the remainder of the funds have been coliected. BPT alse avoids
making muitiple small paymenis to each local provider, since many providess find it
curnbersome 10 frack and account for multiple checks from the state,

The BPT has developed and is in the process of testing new procedures for redistribution,
which may be more effective in meeting the goals of guick payback fo each individual provider
without having such frequent payments that the providers have trouble fracking them.

The non-financial information on the provider's report will be reviewed by another stafl
person (who was trained by owr accountant} beginning with the FY 2009 reconciiiation
provess. The staff person will look for variances from previous years and report significant
1ssues fo the project manager for Hllow-up and resolution. This procedural change will
save the accountan: time not only on the reconcilintion review but also on a legislatively
sequired report on ridership.

For the FY 2008 reconcited distribution, BPT fested new procedures for redisiribution,
which may prove to be more effective in meeting the poals of guick payback to each
individual provider withomt having such freguent payments that the providers have trouble
fracking them. BPT is testing the following:

A schedule for payback (achieved through withholding from current year payments)
is detertnined for each Jocal provider based on the percent of monthly withholdings
compared to monthly payowt (i.e., current year monthly payments), The goals for
payback are the following:

» Monthly payback (withholding) amounts are set at an amount not fo exceed 15% of
the total monthly payout unless the provider requests a larger withholding.

« Compiete alf paybacks in nine months. Any payback schedule requiring more than
nine months to complete will require approval by Burean management,

» Any provider-requested exception which extends the propesed payback schedule
will require justification showing hardship and must be approved by Burean
matagement,
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Paymenis are made ocut quarterly uniess the amount recovered fo MDOT is
determined o be too smail to justify the administrative expense of generating
wartants,

The first redistribution will be no later than the second quarter after coliections began,
For each rediswibution, 2 payment schedule is determined based on the following
principles:

o Every local provider that is owed money will receive at least 30% of the funds due
them.

» Fall repayment wiil be made to as many providers as possible,

s Full repayment will be made to each local provider within F5 months of initial
coilection unless prevented by extennating circumstances.

The BPT will continue to refine this process based on the results of twe subsequent
redistributions. The first redistribution using this process was very successful and resuited in
close to & five-month reduction in the cycle time.  After the second redistribution is complate
any needed improvements will be implemented and 4 permanent procadure wiil be finalized by
Fanuary 2610,

EINDING
2. Maintenance and Comylisnce Reviews

FCOMMENDATION

We recommend that BPT conduct timely mainienance and compliance reviews of the public
transportation providers,

AGENCY P

MDOT concurs with the recommendation. A process was put in place in April 2008 (whes
this finding was initiaily released to MDOT), to track our progress at the unit supervisor
leved, with additional oversight by the Section Manager and Burean Adminisirator. The
majority of the backicgged reviews were completed in calendar yesr 2008 and the remainder
will be compietad in 2009,

This corrective action will be fully implemented by December 2009.

udit Hecommendations the agency disa with:

Hone,






