ISSUE PAPER

CLOSING PROJECTS AND RELEASING EXCESS FUNDS

ISSUE

The Department of Transportation Office of Inspector General (OIG) issued a report on inactive obligations, dated March 31, 2004.  The report identified $284 million of unneeded obligations on Federal-aid highway projects.  The OIG recommends that FHWA establish policies and procedures requiring States to implement an effective process to identify and deobligate unneeded funds.

ACTION NEEDED

The Federal Highway Administration (FHWA) is seeking input from interested parties regarding the most effective methods for addressing this issue.  Working with the States and the OIG, FHWA will establish a process that identifies excess funds on inactive projects and assures that the funds are promptly deobligated.  FHWA will also be looking for ways to expedite the closing of completed projects.

In July 2004, FHWA and the OIG met with State transportation representatives attending the American Association of State Highway and Transportation Officials’ (AASHTO) financial management and audit subcommittee meetings.  The following are some ideas presented at these meetings.

Objectives:

Closeout completed projects in a timely manner.

Promptly release excess obligations on inactive projects.

Major issues:  
Top management support is needed.

Staff and financial resources are limited.

Better coordination among finance, program, and engineering functions is required.

Closing projects often requires actions by third parities such as local governments, utility companies, railroads, etc. 

There is little incentive to close projects that result in a loss of Federal funds due to an expired appropriation.
Possible Solutions:

1 -
Dedicate resources specifically to project closeout.  Consider using retirees, etc. to assist State employees.  Make Federal funds available to hire staff to help closeout old projects.

2 -
Fund costs of project closeout efforts from funds that are released from the projects. 

3 -
Consolidate the responsibility for project financing within the State transportation agency’s finance office.

4 -
Establish a memorandum of understanding between FHWA and the State describing the responsibilities and actions to be taken to manage project funds.

5 -
Formalize the “internal process” within the State transportation agency.

6 -
Set up a “collector project” where dollars from small project closeouts can be aggregated.

7 -
Provide incentives to closeout transit projects when highway monies have been used.

8 -
Establish a “platform” that will incorporate the database of inactive projects into a central “user friendly” web based tool.

9 -
Place “statute of limitations” in contracts between the State and third parties.  For example, the third party would be required to submit its final billing within a specified time.  Late billings would not be paid.  FHWA involvement will be needed to address utility and railroad closeouts.

10 -
If the excess funds cannot be used on another project, the State should be required to release the funds immediately.  

11 -
FHWA should not authorize new funds for modified project agreements on active projects if the State is holding excess funds on inactive projects.

12 -
States may adopt a policy to allow local governments to swap Federal funds for a lower percentage of State funds.  For example, a local government could replace its allocation of Federal funds for 95 percent of that amount in State funds.  This might reduce problems with closing out locally administered projects.

13 -
The amount of the unexpended obligation would automatically be reduced to $1,000 on projects inactive for more than a specified number of months.

14 -
Identify different processes for big projects versus small projects, such as transportation enhancement projects.

15 -
Create incentives to close projects (carrot rather than stick approach).

16 -
Define a period of time for States to close projects and provide the flexibility to move funds to active projects.

17 - 
Identify some way to deal with old demonstration projects.

18 -
Establish a project completion date in the Federal-aid project agreement.  On that date the project automatically closes or reduces the obligation.

19 -
States not in compliance with obligation requirements would not qualify for the August redistribution of obligation authority.

20 - 
The FHWA Administrator should raise the issue with the AASHTO Board of Directors.

