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Dear Mr. Boardman: 
 

Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the State 
Constitution, and Article II, Section 8 of the State Finance Law, we have audited the Department of 
Transportation’s payments to Super Steel Schenectady, Incorporated for work performed on the 
Turboliner Modernization Project for the period February 3, 1998 through June 30, 2002 (the most 
current period for which payment data was available at the time of our audit field work).  This report 
is the third in a series of reports addressing activities related to the Turboliner Modernization 
Project. Our first report (2002-S-52) addressed project delays and our second report (2002-S-54) 
addressed the monitoring and inspection activities performed and overseen by the Department of 
Transportation on the Turboliner Modernization Project. 
 
A. Background 
 

In September 1998, the Governor and Amtrak officials publicly announced a five-year, $185 
million High Speed Rail Improvement Program to improve passenger rail transportation in the 
Empire Corridor (New York City to Buffalo).  This program, which is administered by the 
Department of Transportation (Department), is to be jointly funded by the Department, Amtrak and 
the Federal Railroad Administration (FRA).  A key component of this program is the Turboliner 
Modernization Project: the remanufacture of seven 30-year old Amtrak trainsets to diesel-powered 
trains so that they would be capable of traveling 125 miles per hour and meet current Federal safety 
and accessibility standards.  A trainset consists of five cars: a power car at each end, two passenger 
coach cars and one food service car. 
 

The seven trainsets are to be remanufactured by a private company Super Steel Schenectady, 
Inc. (SSSI) in a contract administered by the Department.  The original contract with SSSI, which 
was approved in February 1998, addressed only two trainsets.  These two trainsets (called the 
prototype trainsets) were to be ready for revenue service early in 1999, but as is described in our 
Report 2002-S-52, the remanufacturing process was subject to extensive delays.  Department 
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officials maintain that despite Amtrak’s objection, the first trainset was ready for revenue service in 
November 2002 and the second trainset was ready for revenue service in December 2002.  
Department officials advised us that Trainset 2 passed its testing in January 2003.  SSSI’s contract 
was amended in September 2000 (the first supplemental agreement) to include the remanufacturing 
of the remaining five trainsets (the production trainsets) and to add change orders on the two 
prototype trainsets.  The contract was amended again in November 2001 (the second supplemental 
agreement) to add change orders for all seven trainsets.  Initially, the five production trainsets were 
to be ready for revenue service between June and December of 2002, but the completion of these 
trainsets has also been delayed and none of the production trainsets were completed by December 
31, 2002.  Trainset 1 was placed in service on April 14, 2003.  

 
According to the contract budget, which has been revised twice and may be revised again, 

SSSI is to be paid a total of $74.4 million for its remanufacturing work.  These costs will be shared 
by the Department, Amtrak, and the FRA.  The Department and the FRA will share equally in the 
remanufacturing cost of the two prototype trainsets, up to a total cost of $25 million ($12.5 million 
each).  The Department will pay all costs in excess of $25 million for these two trainsets, which as of 
June 30, 2002 totaled $1.8 million.  The Department and Amtrak will share equally in the 
remanufacturing costs of the five production trainsets. 
 

The contract with SSSI is expected to account for most, but not all, of the costs related to the 
Turboliner Modernization Project.  The Department also contracted with two engineering firms.  
One firm (Chambers, Conlan and Hartwell) developed the original proposal for the Turboliner 
Modernization Project, while the other firm (TLEngineering Services or TLE) developed technical 
aspects of the Request for Proposal for the remanufacturing contract and helps the Department 
monitor the work performed under the contract.  At the time of our audit, the cost of these consultant 
contracts totaled about $3.5 million.  In addition, as part of another contract, Amtrak and the 
Department will purchase new turbines and transmissions for the remanufactured power cars, at a 
cost that is expected to total about $12.2 million.  Therefore, at the time of our audit, the total costs 
related to the Turboliner Modernization Project were expected to exceed $90 million. 
 

The original agreement with SSSI for the remanufacturing of the two prototype trainsets 
authorized payments of up to $21.4 million, the first supplemental agreement for change orders on 
the two prototype trainsets and the remanufacturing of the five production trainsets authorized 
payments of up to $50.4 million, and the second supplemental agreement for change orders on all 
seven trainsets authorized payments of up to $2.6 million.  In the original agreement, SSSI was to be 
paid on a time and material basis: SSSI’s direct labor costs were to be reimbursed at approved rates 
that included related overhead, and direct materials were to be reimbursed with a certain amount for 
overhead based on the type of material.  In addition, other direct costs, such as the costs of 
manufacturing equipment and consumables, were to be reimbursed with no overhead, and 
subcontracting costs were to be reimbursed with 8 percent for overhead.  For the first supplemental 
agreement, SSSI is to be paid certain amounts when specified remanufacturing activities 
(milestones) are completed on each train car, and is to be reimbursed for the purchase of high-cost 
material and equipment.  For the second supplemental agreement, SSSI is to be paid an agreed upon 
amount when the work specified by the Department’s change orders is satisfactorily completed. 
 

Payment is initiated when SSSI submits a payment request to the Department.  As of June 30, 
2002, SSSI had submitted 57 payment requests totaling $45.7 million: 24 payment requests totaling 
$22.7 million were submitted under the original agreement (payment for start-up mobilization costs 
and 23 monthly payment requests); 28 payment requests totaling $21.4 million were submitted under 
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the first supplemental agreement; and five payment requests totaling $1.6 million were submitted 
under the second supplemental agreement.  As of June 30, 2002, the Department had paid SSSI a 
total of $41.7 million. 
 

SSSI had been paid $4 million less than it requested because three payment requests totaling 
about $500,000 were in the process of being reviewed by the Department, $1.3 million in payment 
requests from the original agreement had not been paid since SSSI’s payment requests under that 
agreement ($22.7 million) exceeded the amount authorized for payment ($21.4 million), and $2.2 
million had been retained by the Department in accordance with the 5 percent retainage that the 
Department is allowed under the contract.  This retained amount will be released after SSSI 
satisfactorily completes the work. 
 

The following table summarizes the contract payments as of June 30, 2002: 
 

Summary of Contract Payments 
As of June 30, 2002 

(In Millions) 
 Contract 

Value  
Payments 
Requested 

Payments 
Made 

Original Agreement $21.4 $22.7 $20.3
First Supplemental Agreement 50.4 21.4 19.9
Second Supplemental Agreement 2.6 1.6 1.5
Totals $74.4 $45.7 $41.7

 
B. Audit Scope, Objective and Methodology 
 

We audited the Department’s payments to SSSI for work on the Turboliner Modernization 
Project for the period February 3, 1998 through June 30, 2002.  The objective of our financial-
related audit was to determine whether the payment requests submitted by SSSI and the payments 
authorized by the Department were accurate and in compliance with the contract. 
 

To accomplish our objective, we compared all 57 payment requests submitted by SSSI to the 
payments that were approved and paid.  We also selected 20 of the 57 payment requests for detailed 
examination.  In the course of this examination, we reviewed and analyzed records maintained by 
the Department, SSSI and TLE, and interviewed managers and staff of the Department, SSSI and 
TLE.  We also visited SSSI’s remanufacturing plant and attended several meetings of Department, 
SSSI, TLE and Amtrak officials. 
 

The 20 payment requests that we selected for detailed examination totaled $14.1 million.  In 
selecting our sample, we chose the first and last payment request under the original agreement, the 
payment request for start-up mobilization costs under the original agreement, the first and last 
payment request under the first supplemental agreement, and all five payment requests under the 
second supplemental agreement.  We also randomly selected two other payment requests from the 
original agreement and eight other payment requests from the first supplemental agreement.  Our 
sample contained 5 of the 24 payment requests from the original agreement, accounting for $4.3 
million (19 percent) of the $22.7 million requested under that agreement; 10 of the 28 payment 
requests from the first supplemental agreement, accounting for $8.2 million (38 percent) of the $21.4 
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million requested under that agreement; and all five payment requests from the second supplemental 
agreement, accounting for all $1.6 million requested under that agreement. 
 

We examined most (94 percent), but not all, of the costs claimed by SSSI on the 20 payment 
requests in our sample.  For the original agreement we audited all invoices for materials and other 
items on these payment requests; however, we did not verify that SSSI received the goods or paid 
the vendor for items less than $10,000.  We audited all milestones payments and all invoices and 
verified payment to vendors and receipt of materials for items in excess of $10,000 for the first 
supplemental agreement.  In addition, we audited all milestone payments for the second 
supplemental agreement.  In total, we examined $4.1 million of the $4.3 million from the original 
agreement, $7.6 million of the $8.2 million from the first supplemental agreement, and all $1.6 
million from the second supplemental agreement.  The five payment requests from the second 
supplemental agreement related to a total of 31 change orders. 
 

We conducted our audit in accordance with generally accepted government auditing 
standards.  Such standards require that we plan and do our audit to adequately assess those 
procedures and operations included within the audit scope.  Further, these standards require that we 
understand the Department’s internal control systems and compliance with those laws, rules and 
regulations that are relevant to the Department’s procedures and operations that are included in our 
audit scope.  An audit includes examining, on a test basis, evidence supporting transactions recorded 
in the accounting and operating records and applying such other auditing procedures as we consider 
necessary in the circumstances.  An audit also includes assessing the estimates, judgments and 
decisions made by management.  We believe our audit provides a reasonable basis for our findings, 
conclusions and recommendations. 
 

We use a risk-based approach when selecting activities to be audited.  This approach focuses 
our efforts on those procedures and operations identified through our preliminary survey as having 
the greatest probability for needing improvement.  Consequently, by design, we use our finite audit 
resources to identify where and how improvements can be made.  Thus, we devote little audit effort 
to reviewing procedures and operations that may be relatively efficient or effective.  As a result, our 
audit reports are prepared on an “exception basis.”  This report, therefore, highlights those areas 
needing improvement and does not address activities that may be functioning properly. 
 
C. Internal Control and Compliance Summary 
 

Our consideration of the Department’s internal control structure focused on the controls over 
payments made to SSSI.  We identified certain weaknesses in these controls, which are discussed in 
detail in the sections of this report entitled Payment Approval Process, Payments for Direct 
Materials, and Compliance with Contract Payment Provisions. 

 
D. Results of Audit 
 
Based on additional information provided by the Department, we revised the questioned 

amount to $1.6 million of the $14.1 million, or 11.3 percent of the amount that was claimed by SSSI 
in the payment requests included in our sample.  We questioned this amount mainly because certain 
costs claimed by SSSI were not documented; and some of the work performed through change 
orders may have been included in the original project scope and, as a result, may have been covered 
by other payments that were previously made to SSSI.  (See table on page 6 of this report.) 
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We recommend the Department evaluate the validity of the questioned claims, and recover 
any payments to SSSI that cannot be justified.  We also recommend the Department re-evaluate the 
validity of the claims not included in our sample, and recover additional payments as appropriate.  
We further recommend that the Department institute a process in which long-term, high-risk 
contracts such as the contract with SSSI are subject to interim audits by the Department.  Such audits 
would provide better assurance that the costs claimed by the contractors are documented and valid. 

 
(In response to our draft audit report, Department officials state that we limited their ability 

to prepare a fair and thorough response to this report because we issued our draft report before 
completing our fieldwork, and they did not have the opportunity to review and comment on written 
audit findings before we issued the draft audit report.) 

 
Auditor’s Comments:  Contrary to their assertions, we gave them written results of our audit 

at the completion of our fieldwork.  As a result, Department and SSSI officials provided some 
additional information to us after we completed fieldwork.  Some of the changes made in preparing 
this final audit report were based on this information, while other changes were based on 
information provided subsequent to the issuance of the draft report.  Therefore, we believe the 
process we used ensured an accurate audit report. 
 

We also identified weaknesses in the Department’s controls over payments for change orders 
and direct materials in the contract with SSSI, and identified a number of discrepancies in the 
schedules and exhibits contained in the contract.  Since a significant portion of the work required by 
the contract has yet to be completed, we recommend that the controls be strengthened and the 
discrepancies be eliminated.  Subsequent to the completion of our fieldwork, the Department’s 
Project Manager provided us with a draft copy of the guidance to be provided by him to the 
Department’s inspector and consultant for verifying work performed under change orders. 

 
During our fieldwork, SSSI provided a letter stating that the payroll records requested were 

lost.  However, subsequent to the completion of our fieldwork, Department officials advised us that 
SSSI was trying to locate records to support the direct labor claimed costs that were questioned by 
the audit.  We reviewed the information provided by SSSI subsequent to our fieldwork but we were 
not able to determine the reliability of the information because of weaknesses in SSSI’s computer 
system. 
 

1. Verification of Payment Requests 
 

When we attempted to verify the costs claimed on the 20 payment requests in our sample, we 
found that significant portions of the start-up costs and sampled direct labor costs from the original 
agreement were not documented by SSSI.  We noted that 8 of the 31 change orders from the second 
supplemental agreement may not have been true change orders, as they appear to relate to the 
performance or correction of work that was included in the original project scope.  Subsequently, we 
were able to validate that six of the change orders questioned were for additional work.  We also 
identified minor errors on two other payment requests that resulted in small overpayments to SSSI.  
In total, we determined that nearly $1.6 million of the costs claimed by SSSI that we audited were 
undocumented, questionable or unallowable, as follows: 
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Type of Cost Original 
Amount 

Revised 
Amount Note 

Undocumented Direct Labor Charges $1,138,561 $1,138,561 A 
Undocumented Start-Up Costs 530,236 343,695 B 
Questionable Change Orders 374,073 112,341 C 
Unallowable Overhead on Misclassified Cost 440 440 D 

Total $2,043,310 $1,595,037  
 
Note A -  Our sample of payment requests included five payment requests from the original 

agreement, and these five requests included direct labor charges of $1,654,789.  
According to the terms of the contract with SSSI, these charges were to be documented 
by employee time sheets or other such records.  However, $1,138,561 of the direct labor 
charges in our sample (69 percent) were not documented by time sheets or other such 
records.  SSSI used time sheets to record the direct hours of its salaried employees and a 
computerized job order system to record the work performed by its hourly manufacturing 
employees.  These two sources of information were used by SSSI’s Project Accountant 
to determine the total hours chargeable to the Turboliner Modernization Project.  
However, many of the time sheets relating to the direct labor hours in our sample were 
not available for review (SSSI officials stated that the time sheets were lost in early 
2001), so we were unable to verify these hours.  We were also unable to verify the 
charges for the hourly manufacturing employees, because the records that were available 
could not be related to the charges in the payment requests.  Subsequent to our fieldwork, 
SSSI gave us some additional documentation, including hourly employee time sheets 
from SSSI’s computer system.  However, due to weaknesses in the general controls over 
the system and SSSI’s inability to provide complete information regarding the computer 
system within our timeframes, we could not determine that this information is reliable.  
The process used by the Project Accountant in determining these charges was not 
documented and the Project Accountant was no longer employed by SSSI; as a result, 
current SSSI staff could not provide a full explanation of the process used. 

 
Note B -  SSSI’s payment request for start-up mobilization costs totaled $534,650.  According to 

the request, all the costs claimed represented direct non-salary charges.    During our 
fieldwork, we were unable to verify $530,236 in start-up mobilization costs.  Subsequent 
to our fieldwork, SSSI provided additional documentation to support mobilization costs. 
In total, $343,695 in start-up costs were not documented. 

 
Note C -  Change orders should relate to new work that was not anticipated in the original project 

scope.  However, 8 of the 31 change orders from the second supplemental agreement 
appear to relate to work that was included in the original project scope.  Subsequent to 
our fieldwork, the Department was able to show that 6 of these change orders were for 
additional work not included in the original scope of the contract.  However, 2 of the 31 
change orders remain questionable.  In one change order, SSSI was paid $86,638 to 
repair cracks between the exterior panels of a train car, and in another change order, 
SSSI was paid $25,703 to relocate the cab signal.    In both these instances, it appears 
SSSI was correcting work that was not performed satisfactorily the first time or was not 
done at all.   
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Note D - According to the terms of original agreement, payments to SSSI for direct materials 
included an amount for overhead, but payments for direct non-salary costs included no 
overhead.  We determined that, in one instance, SSSI misclassified a direct non-salary 
cost as a direct material cost.  As a result, SSSI was inappropriately paid $440 for 
overhead on the item. 

 
We recommend the Department evaluate the validity of the costs questioned by our audit, 

and recover any payments that cannot be justified.  In addition, since 37 of the 57 payment requests 
submitted by SSSI were not included in our sample, it is possible that some of these payment 
requests also contain undocumented, questionable or unallowable costs.  We therefore recommend 
the Department re-evaluate the validity of the costs claimed on these requests, and recover additional 
payments as appropriate. 
 

We also note that, normally, the costs claimed by a Department contractor may be audited by 
the Department when the contract has been completed.  While this process may be appropriate for 
short-term, low-risk contracts in which the contractor is known to the Department from prior 
contracts, it may not be appropriate for long-term, high-risk contracts such as the contract with SSSI. 
In this instance, the contractor had not worked on a Department project prior to the Turboliner 
Modernization Project and did not have experience in the type of work required for the Turboliner 
Modernization Project.  Furthermore, the contract with SSSI was scheduled to last about four years.  
Under these circumstances, it may not be prudent to wait for the contract to be completed before 
initiating an audit of contract costs.  Rather, the Department should consider performing an interim 
audit, or a series of interim audits, while the contract is still ongoing. 
 

2. Payment Approval Process 
 

The Department and TLE, an engineering firm that is contracted by the Department to serve 
as a technical advisor on the Turboliner Modernization Project, review SSSI payment requests.  The 
requests are reviewed to assess the completeness of the work claimed by SSSI (this completeness is 
also assessed in physical inspections conducted by the Department and TLE), and to determine 
whether the amounts requested by SSSI should be paid.  In making these determinations, the 
Department relies on TLE’s technical assessments of SSSI’s work, compares the work to the 
requirements specified in the contract, and verifies claimed costs against supporting documentation.  
If the Department determines that the work is not completed in accordance with contract 
requirements, or costs are not claimed in accordance with these requirements, or costs are not 
adequately documented, the Department should not approve the payment requested by SSSI. 
 

The Department’s Inspector, who is on site daily at SSSI, and the Project Manager, who is 
responsible for overseeing all aspects of the Turboliner Modernization Project, review all payment 
requests.  The Project Manager has the final authority in all such matters and must authorize any 
payments that are made. 
 

When we compared the 57 payment requests submitted by SSSI to the payments that were 
approved by the Department, we found that the payments approved by the Department were 
generally consistent with the payments requested by SSSI.  In some instances, the Inspector reduced 
or denied payments because work was not satisfactorily completed.  The Department’s inspection 
records supported these adjustments to the payments.  In a number of other instances, the Inspector 
recommended reductions in payments, that were overruled by the Project Manager and full payments 
were made.  Subsequent to the completion of fieldwork, Department officials provided us with 
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additional documentation that stated the reasons for the Project Manager overruled the Inspector and 
made full payment.  The work in question was substantially but not fully completed and full 
payment was made with the understanding that SSSI would complete the work prior to the 
submission of the next payment request.  In January 2002, the Department adopted a process of 
making partial payments because SSSI was not honoring that understanding.  This matter is 
discussed more fully in Report 2000-S-54, which addresses the Department’s inspection process. 
 

When we attempted to verify the costs claimed on 20 of the 57 payment requests, we 
identified nearly $1.6 million in costs that were undocumented, questionable or not allowed.  To 
some extent, these costs were paid because of weaknesses in the Department’s payment approval 
process.  For example, when SSSI submitted its payment request for start-up mobilization costs, it 
included a list describing the various types of costs.  The Department approved the request for full 
payment because the costs on the list appeared reasonable, and that SSSI maintain documentation to 
account for these changes. 
 

Sometimes additional work is needed that was not originally anticipated.  In these instances a 
change order authorizes the additional work and related payment for work.  The first supplemental 
agreement authorized payment for a significant amount of change orders to Trainsets 1 and 2.  TLE 
was supposed to review and approve all of these change orders for technical aspects; the Department 
only reviewed and approved those with a dollar impact.  Payment requests relating to change orders 
are to be reviewed by both TLE and the Department.  However, we found that change orders in the 
second supplemental agreement were reviewed and approved by the Project Manager alone; TLE’s 
review was limited to a preliminary review of the draft change orders.  Moreover, as is discussed in 
Report 2002-S-54, the Project Manager’s review of the change orders was neither thorough nor 
independent, and as a result, did not provide assurance that all required work was actually 
completed.  In that report, we recommended SSSI’s change order work be subject to thorough and 
independent review.  In this report, we add that the independent review of change orders should 
include an assessment of whether the additional work claimed is actually within the original scope of 
work.  As was previously noted, 2 of the 31 change orders in the second supplemental agreement 
may not have been appropriate, because the work paid through the change orders may not have been 
new work. 
 

We also noted that documentation showed that the Department’s Project Manager approved 
28 of the 31 change orders in the second supplemental agreement before they were signed by SSSI.  
The Department’s Project Manager acknowledged that he signed the final version of the change 
orders and returned them to SSSI for signature based on revisions to previously submitted drafts of 
the change orders.  In addition, one of the 31 change orders the Department’s Project Manager 
approved did not have all the required information and should have not been authorized until SSSI 
completed the required documentation. 
 

We further note that it is difficult for the Department to verify whether the change order 
work in the second supplemental agreement is complete when the payment request is submitted, 
because there are no separate shop orders for the work done under these change orders.  Instead, the 
work is incorporated into the standard manufacturing process and may be covered by multiple shop 
orders.  We recommend that all change order work be separately documented.  Subsequent to the 
completion of our fieldwork, the Department’s Project Manager provided us with a draft copy of the 
guidance to be provided by him to the Department’s Inspector and consultant for verification of 
work performed under change orders. 
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Our examination of the 20 selected payment requests also identified about $1.1 million in 
undocumented direct labor charges.  These charges relate to the original agreement involving the 
two prototype trainsets, and were reportedly incurred in 1998 and 1999.  According to Department 
officials, the documentation they reviewed at the time the payment requests were submitted provided 
adequate assurance that the charges were valid.  However, we were unable to verify the validity of 
the charges, because complete documentation was not available at the time of our audit fieldwork in 
2002.  While the Department is not required to maintain such documentation, SSSI is required by the 
terms of its contract to maintain such documentation for audit purposes.  To help prevent the loss of 
such documentation, we recommend that the Department monitor the maintenance of such 
documentation by its contractors, and in long-term, high-risk contracts, periodically confirm that the 
documentation has been maintained.  As previously noted, SSSI provided information on the direct 
labor charges subsequent to our fieldwork but was unable to provide all necessary documentation 
within our timeframe in order to determine the reliability of its computerized labor system. 
 
 3. Using the Payment Process To Control the Completion of Work 
 

In the first supplemental agreement, SSSI is to be paid certain amounts when certain 
milestones are completed on each train car.  This approach gives the contractor a financial incentive 
to complete the required work in a timely manner.  The first payment made to SSSI under the first 
supplemental agreement was a lump sum payment of $2.1 million for change order work, which was 
made in September 2000.  This lump sum payment was to be made upon “delivery of the first 
trainset” to the Department and Amtrak. However, this trainset was not considered ready for revenue 
service until November 2002, more than two years after the Department paid SSSI for delivery. 
 

The first supplemental agreement does not define “delivery,” but Department officials told us 
it means “sent to Amtrak for dynamic testing.”  Trainset 1 was sent to Amtrak for dynamic testing in 
August 2000.  During the testing, several problems were uncovered and Amtrak returned the trainset 
to SSSI for repairs.  As is discussed in detail in Report 2002-S-52, which addresses delays in the 
remanufacturing process, SSSI was slow to complete the repairs on Trainset 1 and focused its 
remanufacturing effort on Trainset 3 through 6, because it was already paid for delivering Trainset 1 
and could receive additional payments for work on Trainsets 3 through 6.  We believe the 
Department would have had better control over the remanufacturing process if it paid SSSI for 
delivery of Trainset 1 in two installments: one payment when the trainset was ready for dynamic 
testing and the other payment when the trainset was ready for revenue service.  This would have 
given SSSI a financial incentive to promptly finish the repairs on Trainset 1.  Payment could have 
been made in two installments if “delivery” had been more clearly defined in the contract to include 
two separate activities: the delivery of the trainset for testing and the successful completion of the 
testing. 
 
 4. Payments for Direct Materials 
 

In the first supplemental agreement, SSSI is to be reimbursed for the purchase of high-cost 
material and equipment.  It is expected that a significant amount of high-cost materials will be 
purchased, as $21.5 million of the $50.4 million budgeted for the first supplemental agreement is 
budgeted for such purchases.  As of June 30, 2002, the payment requests submitted by SSSI had 
claimed a total of $10.2 million in high-cost materials. 
 

According to the budget for the first supplemental agreement, it was expected that SSSI 
would purchase 81 different categories of high-cost materials.  A separate dollar amount is budgeted 



– 10 – 
 

for each category.  Initially, the Department denied payment requests for these materials once the 
budgeted dollar amount was exceeded for a category.  However, the Department subsequently paid 
these requests and treated the budgeted dollar amounts for each category as estimates, as is allowed 
by the contract.  According to Department officials, they will deny payment requests for direct 
materials only when the total dollar amount claimed exceeds the total amount budgeted ($21.5 
million). 
 

We question whether a sufficient level of control is provided by this approach.  As of June 
30, 2002, the payments to SSSI for high-cost materials exceeded the budgeted dollar amounts in 15 
of the 81 categories, and in aggregate the payments for these 15 categories were nearly $553,000 
over budget.  However, the Department is not able determine whether SSSI is at risk of incurring 
significant cost overruns for materials, because neither the Department nor SSSI has estimated how 
much additional materials are likely to be needed to complete the remanufacturing process.  If no 
action is taken until the total budgeted dollar amount is exceeded, it could be too late for any 
corrective action, because at that point, a significant amount of materials may still be needed for the 
completion of one or more entire trainsets.  We therefore recommend that the Department work with 
SSSI to estimate the quantities of materials needed to complete the remanufacturing process, 
develop materials budgets based on these quantities, and monitor SSSI’s acquisition of materials 
against these quantity budgets. 
 

If a payment request includes a claim for direct materials, the Department’s Inspector is 
supposed to verify that the materials were delivered to SSSI prior to approving the payment request. 
 In our sample of payment requests, we reviewed a total of 83 invoices for direct materials.  We 
found that, in 3 of the 83 invoices, totaling $168,093, the delivery of the materials had not been 
verified.  In all three instances, the Project Manager reviewed the payment request because the 
Inspector was absent at the time.  Subsequent to the completion of fieldwork, the Project Manager 
provided evidence that he had verified the receipt of materials for these three invoices. 
 

In the first supplemental agreement, SSSI is to be reimbursed for the purchase of high-cost 
materials.  The Department approves payment for these materials if they have been delivered to 
SSSI.  However, we found that SSSI does not always pay its vendors promptly for the materials.  As 
a result, the Department’s payments may represent advances to SSSI. 

 
For example, in March 2002, the Department approved a payment request that included 

direct materials of more than $39,000 that had been obtained from a single vendor.  SSSI did not pay 
this vendor until November 2002, and even then made only a partial payment.  Such payment 
practices may make it difficult for SSSI to obtain needed materials in the future.  Moreover, vendors 
that are not paid promptly are more likely to file liens against SSSI, which could further delay the 
remanufacturing process. 
 

We therefore recommend that the Department modify its payment practices for high-cost 
materials, and not approve payment to SSSI until SSSI has paid the vendor for the materials.  This 
practice would be consistent with the contract, as it requires only that SSSI be reimbursed for such 
materials. 
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 5. Compliance with Contract Payment Provisions 
 

The payments authorized by the Department should comply with the contract provisions 
governing the payments.  However, several of the payments authorized by the Department were not 
consistent with these provisions, as follows: 
 

• The original agreement had three different categories of direct materials, each with 
its own overhead rate.  SSSI had difficulty correctly classifying each material 
purchase and unilaterally decided to use a blended overhead rate of 10.5 percent.  
While it appears that this practice benefited the Department (we estimate the use of 
the blended overhead rate may have saved the Department almost $418,000 in 
overhead costs), the agreement was not modified to reflect the use of the blended 
overhead rate. 

 
• The original agreement did not specifically allow SSSI to charge overhead on 

subcontractor costs, but had a cost category for “Supplies & Purchased Engineering 
Services” that had an allowable overhead rate of 8 percent.  SSSI charged overhead 
to the costs of each of its four subcontractors, but only two provided engineering 
services.  The other two were an interior design consultant and a consultant on 
accessibility for the disabled.  The Department paid the overhead on the two non-
engineering consultants, even though it was not specifically allowed by the contract. 
 If the Department believed overhead should have been allowable for these two 
consultants, it should have modified the contract accordingly. 

 
• In the first supplemental agreement, SSSI is to be paid certain amounts when certain 

milestones are completed on each train car.  In January 2002, the Department began 
to approve partial payments to SSSI if it had substantially completed the work for a 
milestone.  While this may be an appropriate payment practice for such contracts, the 
terms of the first supplemental agreement were not modified to reflect this change in 
payment practices. 

 
In making these observations, we do not intend to discourage the Department from making 

beneficial changes in State contracts.  However, in such cases, contract provisions should be 
modified so that the practices comply with the contract. 
 

In addition, the two supplemental agreements have a number of attached schedules and 
exhibits, some of which amend prior exhibits and others that are new.  When SSSI submits a 
payment request, the Department is supposed to determine whether the request is consistent with 
certain of these schedules and exhibits.  However, when we compared the exhibits for each 
agreement with the other exhibits for that agreement and with the text of the agreement, we 
identified a number of inconsistencies. 
 

For example, the second supplemental agreement, which authorizes an additional $2,645,436 
in costs, includes six exhibits: one project schedule, two project cost summaries, two listings of 
approved change order work, and one payment schedule.  However, there is no summary exhibit that 
reconciles the six separate exhibits.  When we compared the exhibits to each other and to the text of 
the agreement, we identified discrepancies.  For example, while the payment schedule does not have 
a total amount, the component parts add up to $2,637,301, which is $8,135 less than the amount 
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stated in the text of the document.  Department officials acknowledge this discrepancy, and consider 
the listings of approved change order work as the correct schedule. 
 

Because of the various inconsistencies throughout the two supplemental agreements, it is 
more difficult for the Department to monitor the appropriateness of the payments made to SSSI 
under these agreements.  We provided Department officials with a list of the inconsistencies, some 
of which are caused by mathematical errors, and recommend they make corrections that eliminate 
the inconsistencies.  Department officials stated that they have or will correct the discrepancies in 
supplemental agreements. 
 
 6. Allocation of Contract Costs 
 

The Department and the FRA will share the contract costs relating to the two prototype 
trainsets.  Amtrak and the Department will share the costs of the five production trainsets.  To 
facilitate the proper allocation of costs between the two types of trainsets, the Department uses 
different Project Identification Numbers (PINs) to distinguish prototype trainset costs from 
production trainset costs.  If costs are not properly allocated between the two types of trainsets, the 
Department could incur additional expenses, because the FRA will not share any prototype trainset 
costs in excess of $25 million; rather, all costs in excess of $25 million are to be borne entirely by 
the Department.  In comparison, Amtrak is supposed to share all remanufacturing costs allocated to 
the production trainsets. 
 

To determine whether contract costs were properly allocated between the two types of 
trainsets, we reviewed the allocation of PINs in our sample of 20 payment requests.  We found that, 
in four instances, costs were allocated to the wrong type of trainset.  Department officials had 
already identified and corrected three of these errors, and corrected the fourth error (totaling $1,654) 
after we brought it to their attention.  We recommend the Department verify the allocation of costs 
in the payment requests not included in our audit sample.  (Department officials replied to the draft 
report that this issue is not material and therefore, does not warrant any corrective action.) 
 

As of June 30, 2002, a total of $26.8 million in contract costs had been allocated to the two 
prototype trainsets, and $47.6 million had been allocated to the five production trainsets.  Therefore, 
as of that date, the Department was tentatively responsible for $14.3 million in prototype trainset 
costs, and $23.8 million in production trainset costs.  Since the $25 million cost-sharing ceiling has 
been reached for the prototype trainsets, any additional costs allocated to these two trainsets will be 
borne entirely by the Department.  We will examine the settlement of contract costs by the 
Department and Amtrak in a subsequent audit report. 
 
 7. Amount of Contract Bonding 
 

SSSI’s original agreement requires it to buy a performance bond and a labor-and-materials 
payment bond, each for 100 percent of the $21.4 million contract amount.  In such bonds, which are 
a form of insurance, the contracting agency (in this case, the Department) is compensated by an 
insurance company if the contractor fails to fulfill the terms of the contract.  The first supplemental 
agreement required that these two bonds be increased to 100 percent of the increased agreement 
amount of $71.7 million.  The second supplemental agreement increased the overall contract amount 
to $74.4 million, but did not specifically require SSSI to increase the amount of either bond.  
However, the second supplemental agreement states that all terms of the original contract should 
apply; therefore, both the performance bond and the labor-and-materials payment bond should have 
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been increased to cover the full value of the contract.  In the absence of this increase, the Department 
is not fully protected against financial losses. 
 

Recommendations 
 
1. Evaluate the $1,595,037 in questioned costs and recover any payments that cannot be 

justified.  On the basis of this evaluation, re-evaluate the validity of the claims not included 
in our sample, and recover additional payments as appropriate. 

 
(Department officials replied to the draft report that they will conduct an audit of the 
remaining costs that were not included in our sample.  Based on the audit results, payments 
will be adjusted, as appropriate.) 

 
2. In long-term, high-risk contracts, perform interim audits of the costs claimed by the 

contractor and monitor the contractor’s maintenance of the documentation required for 
audit purposes. 

 
(In response to the draft report, Department officials indicated they will develop criteria to 
identify those projects for which interim audits are appropriate.) 

 
3. Do not approve the payment requests submitted by SSSI unless the costs claimed by SSSI are 

documented. 
 

(Department officials replied that given the large dollar value and volume of payments it is 
not cost effective to review supporting documents for each item on a pre-payment basis.  
Instead, they review the payment requests for reasonableness, require documentation for 
items over a certain threshold, and then conduct a post-audit of contract costs.) 
 
Auditor’s Comments:  Our audit sample determined that about 11 percent of the costs were 
not properly documented.  While we can appreciate that the SSSI contract has a large 
volume of items, the Department needs to reassess its decision to continue business as usual. 

 
4. Do not approve payment for change order work under the contract with SSSI unless the work 

is fully supported by separate change order documentation and has been independently 
reviewed to determine whether the additional work claimed is within the original scope of 
work. 

 
(The Department replied that in February 2003 it issued instructions to its Inspector detailing 
how to verify the completion of change order work.) 

 
5. Clearly define contract terms that are used to determine when the contractor should be paid. 

 
(Department officials replied to our draft report that they will include clear payment terms in 
Supplemental Agreement Number 4 to reflect when and how the contractor should be paid 
for partial payment.) 
 
Auditor’s Comments:  The Department’s response does not fully address the 
recommendation because it is limited to partial payments.  Our recommendation directs the 
Department to define all contract terms used to determine when the contractor should be 
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paid.  In addition, as of May 28, 2003, Supplemental Agreement Number 4 has not been 
submitted for approval. 
 

6. Work with SSSI to estimate the quantities of high-cost materials needed to complete the 
 remanufacturing process, develop materials budgets based on these quantities, and monitor 
 SSSI’s acquisition of materials against these quantity budgets.   

 
 (Department officials replied to our draft report that material expenditures are capped and 
 SSSI is responsible for costs in excess of the cap.  However, they will continue to monitor 
the  procurement process against budgets established in the contract.) 

 
7. Do not approve SSSI’s payment requests for materials until the vendor has been paid by 

SSSI and the payment has been verified by the Department. 
 

(Department officials replied that they agree with our recommendation  Number 7, and they 
have modified Supplemental Agreement Number 3 to reflect this agreement.) 

 
8. Identify practices that are not in compliance with the terms of the contract with SSSI, and 

assess the need to modify the contract terms accordingly. 
 
(Department officials replied to our draft audit report that they have taken corrective action 
to address the modifications they are aware of, and will monitor this area.) 

 
9. Correct the identified discrepancies in the schedules, exhibits and text of the contract with 

SSSI. 
 

(Department officials replied to the draft report that some of the discrepancies were 
addressed in Supplemental Agreement Number 3, which has been submitted for approval.  
They added that the remaining discrepancies will be fixed in future agreements.) 
 
Auditor’s Comments:  A review of Supplemental Agreement Number 3 did not support that 
these corrections were made. 

 
10. Verify that costs are appropriately allocated between the prototype and production trainsets 

in the payment requests not included in our audit sample. 
 
(Department officials replied that they have a process in place to review the allocation of 
costs and do not plan to make any changes because the audit findings are not material.) 
 
Auditor’s Comments:  We reviewed a sample of 20 payment requests and noted that in four 
instances (20 percent) costs were allocated to the wrong Trainset.  Although, the Department 
had located and corrected three of them, they should re-assess whether they can accept that 1 
out of five payment requests may have been incorrectly allocated. 
 

11. Obtain updated contract bonds from SSSI that reflect the full amount of the contract, and 
obtain additional updates if the contract amount is increased in the future. 
 
(Department officials replied that they are in the process of obtaining an increased bond.)  
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A draft copy of this report was provided to Department of Transportation officials for their 
review and comment.  Their comments have been considered in preparing this final report, and are 
included as Appendix A.  In addition, the State Comptroller’s Notes to the Department’s response 
are included as Appendix B. 

 
Department officials indicate that they agree with most of these recommendations and have 

or will take corrective action to implement them.  However, regarding Recommendation Number 6, 
Department officials state that reimbursements for materials are already capped.  Regarding 
Recommendation Number 10, officials disagree maintaining that the impact of the related finding is 
not material. 
 

Within 90 days after final release of this report, as required by Section 170 of the Executive 
Law, the Commissioner of the Department of Transportation shall report to the Governor, the State 
Comptroller, and the leaders of the Legislature and its fiscal committees, advising what steps were 
taken to implement the recommendations contained herein, and where recommendations were not 
implemented, the reasons therefor. 
 

Major contributors to this report were Gerald Tysiak, Roger C. Mazula, Deb Spaulding, Lisa 
Dunleavy, Jennifer Paperman and Dana Newhouse. 

 
We wish to thank the management and staff of the Department of Transportation for the 

courtesies and cooperation extended to our auditors during this audit. 
 
 Very truly yours, 
 
 
 
 Carmen Maldonado 
 Audit Director 
cc:  Deirdre Taylor 
 John Samaniuk 
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State Comptroller’s Notes 

Appendix B 

 
1. The Department’s response that we are attempting to do our audit work after the 

draft report is issued is an inaccurate recollection of the events.  Specifically, SSSI is 
under contract to the Department and did not have the records to support the 
expenses claimed.  In fact, we have a letter from SSSI officials that clearly state 
these records cannot be located and that the employee responsible for these 
records is no longer employed by SSSI.  We advised the Department of this situation 
on January 10, 2003, prior to the issuance of the draft report.  However, it was not 
until the draft report was issued on March 31, 2003, that an effort to locate these 
records was made.  We agreed to review the information if it is located.  We have 
kept Department employees up-to-date on the progress during the entire audit.  
 

2. This report has been revised to reflect additional information provided in the 
agency’s response. 
 

3. The comments in response to Recommendation Number 10 address this issue and 
the reason why it remains in the report.  
 

4. Recommendation Number 1 was revised to reflect $1,595,037 of questioned costs 
based on information provided by the Department and SSSI after our audit fieldwork. 


