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What We Found  
This statement has been prepared pursuant to the Reports 
Consolidation Act of 2000 and the requirements of Office of 
Management and Budget (OMB) Circular A-136, which require 
that the Inspectors General identify what they consider the 
most serious management challenges facing its respective 
agency and briefly assess the agency’s progress in addressing 
those challenges. 

For the 2018 Performance and 
Accountability Report (PAR), we 
present the following seven major 
management and performance 
challenges facing the Railroad 
Retirement Board (RRB): 

 Program Integrity to Strengthen Disability Programs  

 Information Technology Security and System 
Modernization 

 Management of Railroad Medicare 

 Assessing Payment Accuracy and Transparency 

 Human Capital Management 

 Material Weaknesses Related to Financial Statement 
Reporting and the Control Environment 

 RRB Oversight of the National Railroad Retirement 
Investment Trust 

What We Did  

Our identification of challenges 
facing RRB management is based 
on recent audits, evaluations, 
investigations, and current issues 
of concern to the Office of 
Inspector General (OIG). RRB OIG 
identified seven major 
management challenges facing RRB 
during fiscal year 2018. 

We provided RRB these seven 
management challenges for 
inclusion in its fiscal year 2018 
Performance and Accountability 
Report. Subsequently, the RRB 
provided written comments, which 
are reprinted in Appendix I. In its 
written comments, RRB described 
actions implemented and 
approaches taken to improve the 
functions and operations of the 
agency to address the challenges 
identified. 
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INTRODUCTION 

This statement has been prepared pursuant to the Reports Consolidation Act of 2000 and the 
requirements of Office of Management and Budget (OMB) Circular A-136, which requires that 
the Inspectors General identify what they consider the most serious management challenges 
facing their respective agencies and briefly assess the agency’s progress in addressing those 
challenges.  

Congress created the railroad retirement system more than 80 years ago. The Railroad 
Retirement Act (RRA) created a nationwide retirement system for railroad workers to provide 
income security in their old age. Over the years, the program has been expanded to include 
disabled workers, spouses and divorced spouses of retired workers, widows, children, and 
parents of deceased railroad workers. In 1938, Congress enacted the Railroad Unemployment 
Insurance Act (RUIA) which added a nationwide system of unemployment insurance, and later a 
program of sickness insurance. During fiscal year 2017, the Railroad Retirement Board (RRB) 
paid about $12.5 billion in retirement and survivor benefits to approximately 548,000 
beneficiaries, and approximately $106 million in unemployment and sickness benefits to 
approximately 28,000 claimants.1 

RRB also administers aspects of the Medicare program and has administrative responsibilities 
under the Social Security Act and the Internal Revenue Code. 2 In fiscal year 2017, RRB enrolled 
more than 26,400 beneficiaries for Medicare. At the end of 2017, approximately 465,900 
persons were enrolled in the Part A plan, and 446,400 of those persons were also enrolled in 
Part B.3 
 
 
 
 

  

                                                      
1 United States Railroad Retirement Board (RRB), An Agency Overview (Chicago, IL: January 2018). 
2 RRB, 2018 Annual Report (Chicago, IL). 
3 RRB, An Agency Overview. 
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Our identification of challenges facing RRB management is based on recent audits, evaluations, 
investigations, and current issues of concern to the Office of Inspector General (OIG). RRB OIG 
identified the following seven major management challenges facing RRB during fiscal year 2018. 

Table 1.    Most Serious Management and Performance Challenges Facing RRB as of 
October 1, 2018 (as identified by the Inspector General) 

Challenge 1 Program Integrity to Strengthen Disability Programs 

Challenge 2 Information Technology Security and System Modernization 

Challenge 3 Management of Railroad Medicare  
Challenge 4 Assessing Payment Accuracy and Transparency  

Challenge 5 Human Capital Management  

Challenge 6 Material Weaknesses Related to Financial Statement Reporting and the 
Control Environment  

Challenge 7 RRB Oversight of the National Railroad Retirement Investment Trust 

 

Management’s Comments and Our Response 

These management challenges were provided to RRB for inclusion in its fiscal year 2018 
Performance and Accountability Report. Subsequently, RRB management provided written 
comments, which are provided in Appendix I. In the response, RRB management described 
actions implemented and approaches taken to improve the functions and operations of the 
agency to address the challenges identified.  

Throughout the management and performance challenges, we included various actions the RRB 
has taken as they relate to these challenges. However, these actions do not always meet the 
intent of OIG recommendations nor do they always address the weaknesses that remain. As 
responsible public stewards, RRB management must implement an effective control system to 
ensure that all agency programs are managed efficiently.  

While RRB management provided expansive comments and rebuttals, our assessment of the 
major challenges facing RRB remains unchanged. OIG stands by our audit and investigative 
work and external peer reviews have found our audits and investigations to be in compliance 
with all applicable professional audit and investigative standards. 
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Challenge 1 – Program Integrity to Strengthen Disability Programs  

There are two types of disability awards administered by RRB, the occupational disability 
annuity and the total (and permanent) disability annuity. A railroad employee is considered to 
be occupationally disabled if a physical or mental impairment permanently disqualified them 
from performing his or her regular railroad occupation (even though the employee may be able 
to perform other kinds of work). Occupational disability annuities are payable to qualified 
applicants at or after the age of 60 with 10 years of service, or at any age if the employee has at 
least 20 years of service. According to RRB’s 2018 Annual Report, in fiscal year 2017, 
occupational disability annuities totaling approximately $772 million were paid to 
approximately 18,300 annuitants. The approval rate for occupational disabilities was 
approximately 98 percent in fiscal year 2017 and has remained relatively consistent for the 
months in fiscal year 2018 for which rates have been reported. A total disability annuity is 
payable, regardless of age, to employees with at least 10 years of service but requires that the 
applicant not be able to perform any substantial gainful activity in the U.S. economy. In fiscal 
year 2017, total disability annuities worth over $243 million were paid to approximately 9,600 
railroad annuitants. 4 

The occupational disability program remains the subject of sustained scrutiny by the Congress, 
OIG, and the Government Accountability Office (GAO) as a result of continued program 
vulnerabilities and ineffective oversight from RRB. The inability of RRB to effectively manage 
the disability program leaves over $1 billion in annuity payments at increased risk. 

In 2007, OIG initiated a joint investigation with the Federal Bureau of Investigation that 
identified a far reaching occupational disability fraud scheme perpetrated by a number of Long 
Island Rail Road (LIRR) retirees, doctors, and disability facilitators. This case was prosecuted by 
the U.S. Attorney’s Office for the Southern District of New York. All 33 people charged in 
connection with the LIRR disability fraud scheme have either pled guilty (28 individuals) or been 
convicted at trial (5 individuals). OIG estimates that approximately 700 individuals may have 
been involved in this fraud scheme and investigations are ongoing. 

Through the LIRR investigation and subsequent work, significant deficiencies were identified 
within the occupational disability program and OIG has made numerous recommendations for 
improvement through audits, OIG Alerts, and investigative activity. Further, according to a 2009 
GAO audit of RRB’s occupational disability program, “a nearly-100 percent approval rate in a 
federal disability program is troubling, and could indicate lax internal controls in RRB’s decision-
making process weaknesses in program design, or both.”5 

                                                      
4 RRB, 2018 Annual Report (Chicago, IL). 
5 United States Government Accountability Office (GAO), Railroad Retirement Board: Review of Commuter Railroad 
Occupational Disability Claims Reveals Potential Program Vulnerabilities, GAO-09-821R  
(Washington, D.C.: September 2009). 
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The OIG remained so concerned by RRB’s failure to address deficiencies in its occupational 
disability program that in February 2014, the Inspector General (IG) issued a seven-day letter to 
Congress alerting RRB and Congress of its concerns and outlined particularly serious or flagrant 
problems, abuses, and deficiencies relating to the occupational disability program.6 The IG 
urged the agency to institute substantial and meaningful corrective actions. 

In May 2015, the U.S. House of Representatives Committee on Oversight and Government 
Reform’s Subcommittee on Government Operations convened a hearing to examine if RRB was 
doing enough to prevent fraud in its occupational disability program and to assess RRB’s 
process for determining which workers are eligible for benefits.7 In testimony, the IG detailed 
the systemic deficiencies within RRB’s occupational disability program, as well as several key 
OIG recommendations aimed at addressing these deficiencies.  

Additionally, in August 2015, an RRB contractor issued a report titled, Benefit Payment Program 
Fraud Prevention/Detection Assessment/Advisory Services, which provided an overview of 
RRB’s control procedures for its four major benefit paying programs, including disability. This 
report outlined vulnerabilities related to the disability program that could limit RRB’s ability to 
identify and prevent fraud and payment errors in the program, such as lack of monitoring of 
providers who submit medical evidence; lack of analytic monitoring and screening of applicants; 
limited electronic data collection; limited use of continuing disability reviews; reviews for 
occupational disability only cases; gaps in employer provided vocational information; and 
inadequate accountability and information for medical providers. Although this report did not 
make recommendations, the vulnerabilities listed are similar to concerns outlined in OIG and 
GAO reports.  

As a result of the IG’s seven-day letter, congressional hearing, the contractor’s report, oversight 
by the OMB, and recommendations by GAO and OIG, RRB established a Disability Program 
Improvement Plan (DPIP) to track improvements to its disability program. RRB’s DPIP consists of 
18 initiatives with related tasks assigned, aimed at improving program integrity within RRB’s 
disability program.  

As part of the DPIP, RRB hired a Chief Medical Officer, to assist in providing medical guidance to 
the disability program’s adjudication staff. However, the position of Chief Medical Officer is 
currently vacant after being filled for only ten months. 

These enhancements to the disability program, if thoroughly implemented, could have 
generated improvements in program integrity. However, foundational flaws and a culture 
seemingly entrenched in defending its disability program at the expense of strengthened 
program integrity have resulted in little significant improvement or change.  

                                                      
6 RRB Office of Inspector General (OIG), Seven-Day Letter to Congress (Chicago, IL: February 10, 2014). 
7 U.S. House of Representatives Committee on Oversight and Government Reform’s Subcommittee on 
Government Operations Hearing, Is the Railroad Retirement Board Doing Enough to Protect Against Fraud? 
(Washington D.C.: May 1, 2015). 
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While the current DPIP indicates progress being made in its implementation, further review of 
the plan indicates that due dates are being changed without the original due date being noted 
and, more concerning, tasks are being labeled as closed when no more action is anticipated on 
the task and not necessarily when the task has been implemented.  

The current DPIP, dated August 31, 2018, indicates that many of the initiatives were closed and 
specifies they were closed timely. From an oversight and program improvement perspective, 
the DPIP does not accurately reflect definite implementation of program improvements, which 
present a challenge for the Congress, as well as other oversight entities that rely on the DPIP to 
reliably identify which tasks have been implemented.  

The OIG also remains concerned that RRB has not taken adequate steps to assure the collection 
of information on disability applicants’ job duties from their railroad employers. In May 2016, 
the IG issued an alert to the Board revisiting a critical program vulnerability previously 
identified by OIG. Specifically, the alert reiterated that RRB’s continued failure to verify self-
reported job information with a third party (i.e., railroad employers) during the occupational 
disability adjudication process jeopardizes program integrity and does not comply with RRB 
regulations.8  In 2016, RRB published their intent to replace the current job verification forms 
(G-251a and G-251b) with a singular version.9 While this form has undergone extensive 
revisions as part of the DPIP, language in the Federal Registrar stated twice that completion of 
this form is voluntary. This is incongruent with RRB regulations that state RRB “shall also 
consider the employer’s description of the physical requirements and environmental factors 
relating to the employee’s regular railroad occupation, as provided by the employer on the 
appropriate form.” This, among other third party verifications, is an important program 
integrity step that RRB has not fully implemented. In 2017, about 35 percent of disability 
determinations included an employer provided form. From January through August 2018, 
employers provided job description information in approximately 54 percent of cases, with 
about 54 percent also doing so in August 2018 (the month with most recently reported data).10 
An increase in submission of this information is promising but until RRB makes this information 
mandatory and based on the individual’s specific job duties, it cannot fully assess an applicant’s 
eligibility. 

 

 

 

                                                      
8 OIG Alert Number 16-03, Systemic Vulnerability within the Railroad Retirement Board’s Occupational Disability 
Program (Chicago, IL: May 11, 2016). 
9 Form G-251 is the “Vocational Report” where the disability applicant self reports all information related to their 
disability. Forms G-251a and G-251b are the “Job Information” forms that are sent to the employer to verify the 
job information submitted by the applicant on form G-251. In 2016, RRB proposed to combine the G-251a and 
G - 251b into one form, a revised G-251a, to be sent to the railroad employer to verify the job information 
reported by the applicant on Form G-251. 
10 The 54 percent includes submission of the G-251a and “Other (Employer Job Description)”, as reported by RRB.  
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In addition, in September 2017, the IG issued an alert to the Board regarding the Occupational 
Disability Certification Form RL-8A.11 This alert restated the IG’s concerns with the Board’s 
inaction to enact an annual eligibility questionnaire that requires a certified response from all 
disability annuitants. In August 2017, RRB’s Office of Programs issued Procedure Transmittal 
17-65, New Disability Forms RL-8/RL-8A and Revised Form G-254, which detailed RRB’s newly 
enacted annual occupational disability certification procedure. Subsequently, the Office of 
Programs issued Informational Bulletin 17-27, Form RL-8A – Occupational Disability 
Certification Annual Release Notification, stating that it has, based on very specific and limited 
RRB developed criteria, identified 229 occupational disability cases that will be subject to RRB’s 
new procedure. Out of these 229 cases, 77 will receive Continuing Disability Reviews (CDR) and 
152 will receive the new Occupational Disability Certification (Form RL-8A).  

RRB indicated that they’ve completed 72 out of the 77 CDRs and all but one were continuances. 
The remaining five CDRs were not completed because the high-risk CDR program was 
terminated in August 2018 based upon a recommendation from GAO “to reallocate resources 
used for high-risk CDRs to other CDR efforts that produce more effective outcomes.” The 
152 RL-8As resulted in one termination.  

OIG contends that RRB’s high-risk CDR program was cursory at best and OIG is not surprised by 
its lackluster results. Prior to implementation, OIG recommended a more robust disability 
certification program including a more comprehensive Form RL-8A; however, RRB did not agree 
and implemented the high-risk program as designed. OIG believes that, if implemented 
effectively, this program would have provided much needed oversight and increased program 
integrity. 

In February 2018, GAO issued a report in which it concluded that “RRB’s continued reliance on 
outdated earnings information to identify beneficiaries who, at the time a CDR is conducted, 
may no longer be eligible for benefits, increases the likelihood of making improper benefit 
payments and having to try to recover the money in the future. In addition, even for those 
overpayments that RRB identifies, it lacks a standard for processing them in a timely manner, 
which increases the potential loss of federal dollars.” It further stated that “RRB’s lack of 
routine data collection and analysis hampers its ability to monitor program performance and 
determine what changes, if any should be made to improve the CDR program, including 
determining the number of beneficiaries in each medical improvement category and the costs 
and benefits of conducting the various types of reviews. 

 

 

                                                      
11 In November 2016, OIG recommended that proposed Form RL-8A be amended to gather additional information 
regarding medical improvement including whether the annuitant requires continued treatment/medications. This 
recommendation was not implemented despite the fact that 20 CFR § 220.179, Exceptions to Medical 
Improvement, lists an annuitant’s failure to follow, without good cause, prescribed treatment which would be 
expected to restore their ability to engage in substantial gainful employment as a potential reason to terminate an 
annuitant’s disability.  
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While paper files and disparate data systems present challenges to collecting and analyzing 
program data and may hinder its oversight efforts, RRB could be doing more with the data it 
has to identify potential gaps in oversight.”12 

Another program improvement that has not been fully implemented is action to prevent 
occupational disability adjudications based on the simple task standard or one job aspect for 
railroad employees. In May 2015, OIG issued an alert to RRB’s Office of the Chairman 
recommending improvements to the disability program. One of the recommended 
improvements was that RRB should formalize and implement procedures clarifying that an 
occupational disability application should be assessed against an applicant’s permanent 
inability to perform the essential functions of their regular railroad occupation and not just a 
single task or function.13 RRB implemented a portion of the recommendation by agreeing to 
provide refresher training to disability examiners to clarify that occupational disabilities should 
be awarded only to applicants whose conditions are such that they are unable to perform their 
regular railroad occupation. However, the portion of the recommendation pertaining to 
formalizing procedures so that an occupational disability application is not assessed based on 
inability to perform just a single task or function, was not fully implemented.  

The action taken—to review the disability procedures and verify that they do not include 
allowing an individual to be found occupationally disabled for an inability to perform a 
nonessential job task or function—rather than formalizing and implementing procedures clearly 
stating this, did not effectively address the IG’s recommendations and does not leave claims 
examiners unequivocal guidance should they face such a situation. 

OIG remains significantly concerned with RRB’s inaction regarding the recovery of potentially 
fraudulent payments made to LIRR annuitants. Specifically, OIG has recommended RRB use its 
fraud or similar fault authority to collect payments made to annuitants based on fraudulent or 
misleading information. After the LIRR fraud was uncovered and prosecutions were ongoing, 
RRB terminated benefits of annuitants who applied using medical documentation supplied by 
specific healthcare providers convicted of fraud. The annuitants were subsequently allowed to 
reapply with new medical information and more than 80 percent did. This resulted in an 
approval rate of over 90 percent for the terminated LIRR beneficiaries who refiled.  

According to RRB, as of September 2018, $1,593,668 of the approximately $5.9 million in 
outstanding court ordered restitution related to the LIRR convictions had been returned to RRB. 
This amount ($5.9 million), however, is not an accurate reflection of the LIRR related court 
ordered restitution. It appears that RRB still has not established account receivables on some of 
the criminally convicted LIRR defendants, which represents more than $150 million in 
additional court ordered restitution. It remains imperative that RRB use every avenue to 
recover payments lost due to fraud or similar fault and to prevent the continued abuse of its 
occupational disability program. 

                                                      
12 GAO, Railroad Retirement Board, Actions Needed to Improve the Effectiveness and Oversight of Continuing 
Disability Reviews, GAO-18-287 (Washington, D.C.: February 2018). 
13 OIG Alert Number 15-05, Recommended Improvements to the Disability Program (Chicago, IL: May 8, 2015). 



OFFICE OF INSPECTOR GENERAL - RAILROAD RETIREMENT BOARD 
 

 

Management and Performance Challenges Facing the RRB - Report No. 19-02    8 

Allowing individuals to commit fraud against the program, with no repercussions, only 
encourages future fraud and abuse of the program. 

As responsible public stewards, RRB management must effectuate comprehensive and 
meaningful procedural and cultural change to ensure that disability benefits are adjudicated 
accurately; awarding benefits only to those who are eligible after an independent and thorough 
review of the application and all required supporting documentation. RRB should not simply 
take applications at face value, but assess the veracity of the information by validating with 
appropriate third parties. Further, RRB must work to ensure programmatic improvements, even 
those requiring legislative changes, are made expeditiously. If implemented properly, the OIG’s 
prior recommendations provide valuable steps to improve program integrity. Without these 
changes, RRB's propensity to inaccurately adjudicate disability applications will continue to cost 
taxpayers millions in unwarranted expenses annually. RRB’s culture has been to focus on paying 
benefits, which increases the likelihood of abuse in the disability program and creates an 
environment that leaves the program susceptible to fraud and abuse. This type of culture can 
result in weakened internal controls, which allows fraud and abuse to continue and fails to 
protect the program for those who may truly need it in the future. 

To prioritize paying benefits quickly, rather than paying benefits accurately, does not support 
RRB’s fiduciary responsibility to the railroad community, in ensuring the correct benefit 
amounts are being paid to the right people. 

Challenge 2 – Information Technology Security and System 
Modernization 

With information technology (IT) security risks developing constantly, federal agencies, 
including RRB, are challenged as to how to modernize and maintain their systems in a secure 
environment. RRB is incorporating new technologies and enhancing existing ones, as well as 
implementing new systems, to effectively strengthen and improve IT security projects and their 
overall modernization efforts.  

While OIG acknowledges RRB’s efforts, there are still concerns that these efforts are not robust 
enough to adequately address innate risks involving IT security and developments. 

In the RRB’s Fiscal Year 2019 Budget Justification, RRB states that the RRB is continuing the 
effort and the process of undertaking major IT initiatives. The initiatives that RRB considers 
most critical are the implementation of the Enterprise Infrastructure Solutions (EIS) contract 
and Legacy Systems Modernization Services (LSMS). 

In the budget justification, RRB states that successful implementation of EIS will allow RRB to 
consolidate network services, as well as re-architect and modernize RRB’s network 
infrastructure. RRB states that the agency considers the LSMS project critical because the cost 
and resources needed to maintain RRB systems in the legacy environment are unsustainable. 
The LSMS implementation will modernize RRB’s systems in order to mitigate cybersecurity risks; 
improve fraud prevention and detection abilities; and support a more effective, efficient, and 
leaner workforce. 
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Because of the difficulty in managing IT projects, acquisitions, and modernization, GAO has 
continually included IT in its High Risk Series Report.14 GAO reports that federal IT investments 
too frequently fail or incur cost overruns and schedule slippages, while contributing little to 
mission related outcomes; often suffering from a lack of disciplined and effective management, 
such as project planning, requirements definition, and program oversight and governance. In 
addition, GAO testified that the federal government has spent billions of dollars on these failed 
IT investments. In GAO testimony, GAO reported that “IT projects have also failed due to a lack 
of oversight and governance. Executive-level governance and oversight across the government 
has often been ineffective, specifically from Chief Information Officers (CIOs).”15 

Most recently, on May 15, 2018, the President signed Executive Order 13833, Enhancing the 
Effectiveness of Agency Chief Information Officers.16 Among other things, this executive order is 
intended to better position agencies to modernize their IT systems, execute IT programs more 
efficiently, and reduce cybersecurity risks. 

RRB has embarked on a legacy systems modernization that is one of the largest IT projects ever 
undertaken by RRB and estimates the project to cost approximately $15.7 million. This 
modernization is essential to sustaining agency operations. This project is expected to take 
several years during which approximately 12 million lines of code are to be translated to more 
modern computer language, followed by a systems reengineering project. However, based on a 
review of the Fiscal Year 2018 Capital Plan, the existing mainframe at RRB will reach the end of 
its useful life before the legacy systems modernization project is complete. The Capital Plan 
states that RRB is to utilize the National Information Technology Center for its mainframe 
operations, temporarily, until the legacy systems modernization project is completed.  

RRB “Office in the Cloud Plan,” cloud technology for a mobile workforce, has long term 
considerations of cost and data access, as well as the risks involved in operating in a cloud 
environment. In fiscal year 2018, the RRB reported that the tax system was successfully moved 
from the mainframe environment to the new platform. These types of projects of such size, 
length, security, and costs can come at significant risks of cost overruns and can result in 
project failure, which are concerns to OIG.  

In a June 2018 audit report, OIG reported on information security at RRB.17 The audit included 
testing the effectiveness of the information security policies, procedures, and practices of a 
representative subset of the agency’s information systems; assessing the effectiveness of RRB’s 
information security policies, procedures, and practices; and preparing a report on selected 
elements of the agency’s information security program in compliance with OMB’s fiscal year 
2017 Federal Information Security Management Act (FISMA) reporting instructions.  

                                                      
14 Government Accountability Office (GAO), High Risk Series: Progress on Many High-Risk Areas, While Substantial 
Efforts Needed on Others, GAO-17-317 (Washington, D.C.: February 2017). 
15 GAO, INFORMATION TECHNOLOGY: Continued Implementation of High-Risk Recommendations Is Needed to 
Better Manage Acquisitions, Operations, and Cybersecurity, GAO-18-566T (Washington, D.C.: May 2018). 
16 Executive Order No. 13833, Enhancing the Effectiveness of Agency Chief Information Officers (May 15, 2018). 
17 RRB OIG, Fiscal Year 2017 Audit of Information Security at the Railroad Retirement Board,  
Report No.18-06 (Chicago, IL: June 5, 2018). 
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The audit determined that although RRB implemented changes in the information security 
program, a security program that meets the requirements of FISMA has not been achieved. RRB 
has not produced a fully effective security program with related information security policies, 
procedures, and practices. OIG issued 21 detailed recommendations for improvement. 

For fiscal year 2017, OIG completed an evaluation of RRB’s Cybersecurity Framework and rated 
each of the framework functions as “Not Effective.” 

Our FISMA audits will continue to assess RRB’s efforts, and this will remain a management 
challenge until our work corroborates that RRB’s system of controls achieves expected 
outcomes. To that end, RRB needs to effectively address information technology security 
deficiencies, continue to provide mitigating controls for vulnerabilities, and implement planned 
actions to correct system weaknesses.  

RRB reported significant progress towards addressing longstanding information technology 
security weaknesses. However, we continue to identify significant weaknesses in our annual 
FISMA audits—despite RRB’s reported corrective actions to address our prior 
recommendations. 

Challenge 3 – Management of Railroad Medicare 

Social Security Administration legislation gave RRB direct legislative authority to administer 
certain provisions of the Medicare program for Qualified Railroad Retirement Beneficiaries and 
active Railroad employees.18 These provisions included enrollment, premium collection, and 
selection of a carrier to process Medicare Part B claims nationwide. RRB is responsible for 
administering its contract with Palmetto GBA, its Part B carrier. In fiscal year 2017, RRB 
withheld approximately $671 million in premiums, and Palmetto processed about $850 million 
in payments for services covered by Medicare Part B. Since 1983, the Centers for Medicare and 
Medicaid Services (CMS) has reimbursed RRB for Medicare program related work performed. 
This reimbursement was approximately $27.2 million in fiscal year 2017.19  

In 2016, OIG conducted an audit to determine if RRB’s cost allocation plans and Medicare 
reimbursement calculations were accurate and supported in accordance with federal 
requirements. The audit determined that the controls to ensure the plans and reimbursement 
calculations were accurate and supported were not adequate and RRB’s Medicare cost 
allocation policies and procedures were not effective in preventing errors. Labor costs were 
reimbursed based on RRB management’s professional judgment and indirect costs had not 
been formally approved by CMS. These weaknesses resulted in unsupported Medicare direct 
costs totaling approximately $30.4 million and unsupported indirect costs ranging from $9.5 
million to $33.8 million for fiscal years 2010 through 2014.20 

                                                      
18 The Centers for Medicare & Medicaid Services (CMS), a branch of the Department of Health and Human 
Services, is the federal agency that runs the Medicare Program. 
19 RRB, 2018 Annual Report. 
20 RRB OIG, Railroad Retirement Board Did Not Calculate Reimbursed Medicare Costs In Accordance With Federal 
Requirements, Report No. 16-10 (Chicago, IL: August 22, 2016). 
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The audit resulted in 26 recommendations to address the weaknesses identified. RRB’s 
management concurred with 10 of the 26 recommendations. OIG was concerned by the 
significant nonconcurrence from RRB management and conducted subsequent discussions, but 
RRB management made no revisions in its official responses to the audit report. 

Most of RRB’s nonconcurrence was with recommendations that would require retroactive 
assessment of the accuracy of reimbursements received from CMS and one that called for an 
assessment to determine whether the Antideficiency Act had been violated.21 OIG and RRB also 
have a fundamental disagreement on the applicability of and RRB’s compliance with OMB 
Circular A-87.22 This circular established principles and standards for allowable cost 
reimbursements between governmental units that RRB was required to follow, based on its 
agreement with CMS. OIG believes that RRB should take all necessary steps to implement these 
recommendations in order to assure the accuracy of prior and future reimbursements. 

In 2018, RRB completed corrective actions resulting in the closure of four recommendations. 
RRB officials have since attended training on OMB Circular A-87 and in February 2018, 
submitted a revised draft cost allocation plan for fiscal years 2015 and 2016. However, CMS has 
not approved the use of RRB’s cost allocation plan for future reimbursements. 

In May 2018, OIG informed CMS that RRB had received $7.9 million in Medicare contract 
overpayments during the period of fiscal year 2013 through fiscal year 2017. OIG estimated 
that an additional $20 million, for a total of $27.9 million, in overpayments may be owed to 
CMS since the contract’s inception. 

In addition, OIG is concerned that Railroad Medicare is not using the CMS Fraud Prevent System 
(FPS). Implemented in July 2011 by CMS, FPS is utilized by CMS to assist in reducing improper 
Medicare payments.23 While FPS has been integrated with CMS contractor systems that process 
claims, it has not been integrated with the payment processing system used for Railroad 
Medicare claims. In 2016, Railroad Medicare was approved for onboarding to FPS, with 
implementation planned for December 2016 or January 2017. In August 2018, we were notified 
that onboarding was in process and FPS was expected to be functional by the end of 
September 2018. 

OIG is concerned that RRB’s Medicare program modernization plan has not been effective and 
recommends that RRB continue to improve controls and provide effective oversight over 
approximately $850 million in Railroad Medicare payments made on behalf of its beneficiaries. 

 

                                                      
21 The Antideficiency Act is codified in several sections of title 31 of the United States Code (USC) including  
31 USC 1341(a), 1342, 1349-1351, 1511(a), and 1512-1519.  
22 Federal Management Circular 74-4 was reissued in 1981 as OMB Circular A-87 and codified as 2 Code of Federal 
Regulations (CFR) Part 225 in 2005. OMB has consolidated and streamlined its guidance located at 2 CFR Part 200.   
23 GAO, Medicare Fraud Prevention: CMS Has Implemented a Predictive Analytics System, but Needs to Define 
Measures to Determine Its Effectiveness, GAO-13-104 (Washington, D.C.: October 2012).  
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Challenge 4 – Assessing Payment Accuracy and Transparency  

In 2015 through 2017, OIG reported that RRB was not in compliance with the Improper 
Payments Elimination and Recovery Act of 2010 (IPERA), which amended the Improper 
Payments Information Act of 2002 (IPIA).24 In May 2015, OIG issued an audit report to assess 
RRB’s fiscal year 2014 compliance with IPERA. The audit determined that RRB was not in full 
compliance with IPERA reporting requirements.25 Specifically, RRB did not comply with the risk 
assessment requirements because it did not assess risks for all of the programs that it 
administers. As a result, OIG was unable to assess compliance for the publication requirement 
for improper payment estimates for all of the programs and activities identified as susceptible 
to significant improper payments under the risk assessment. The audit also reported that 
improvements were needed for the RRA program and the RUIA program, to ensure 
completeness of reported amounts for the RRA, as well as the accuracy of the reported 
improper payment amounts for the RRA and the RUIA programs. This includes the 
understatements and insufficient supporting documentation. RRB developed a risk assessment 
plan in response to the OIG’s determination that RRB was not in compliance with IPERA.  

In May 2016, OIG determined that RRB remained noncompliant with IPERA for the second 
consecutive year, for the risk assessment requirement.26 Specifically, risk assessment 
documentation did not meet the minimum requirements specified in OMB guidance. OIG also 
determined that improvement was still needed to ensure the accuracy of reported improper 
payment amounts for RRA and RUIA programs because both programs reported understated 
amounts of approximately $12 million and $904,000. In addition, OIG identified other improper 
payment reporting deficiencies, which made RRB’s improper payments report incomplete. 

In May 2017, OIG issued a report on RRB’s compliance with the IPERA that resulted in six 
recommendations.27 Because it was the third year of noncompliance with IPERA, OIG 
recommended corrective actions needed for improvement and implementation to ensure 
proper compliance with IPERA guidance. 

 

 

 

                                                      
24 Public Laws 111-204 and 107-300. 
25 RRB OIG, Audit of the Railroad Retirement Board’s Compliance with the Improper Payments Elimination and 
Recovery Act of 2010 in the Fiscal Year 2014 Performance and Accountability Report, Report No. 15-06  
(Chicago, IL: May 15, 2015).  
26 RRB OIG, Audit of the Railroad Retirement Board’s Compliance with the Improper Payments Elimination and 
Recovery Act of 2010 in the Fiscal Year 2015 Performance and Accountability Report, Report No. 16-07  
(Chicago, IL: May 13, 2016).  
27 RRB OIG, Audit of the Railroad Retirement Board’s Compliance with the Improper Payments Elimination and 
Recovery Act of 2010 in the Fiscal Year 2016 Performance and Accountability Report, Report No. 17-05  
(Chicago, IL: May 12, 2017). 
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In May 2018, OIG reported that RRB remains challenged to complete improper payment 
initiatives intended to reduce improper payments and to intensify its efforts to successfully 
prevent and identify improper payments.28 RRB was compliant with IPERA requirements, when 
applicable, for the RRA and RUIA programs for its fiscal year 2017 reporting.29 OIG determined 
that RRB was compliant with IPERA because risk assessments that addressed all of the factors 
required by OMB guidance were completed for two programs that RRB administers: vendor 
payments and employee payments.  

RRB did not report improper payment amounts for the Medicare Part B program in the 
payment integrity section of RRB’s fiscal year 2017 Performance and Accountability Report 
(PAR). However, the PAR stated that CMS established the Comprehensive Error Rate Testing 
(CERT) program to estimate improper payment error rates. CMS uses the error rates from the 
CERT program to reduce or eliminate improper payments through various corrective actions. It 
was also stated that the Medicare error rate was not available when the payment integrity 
report was published. RRB plans to begin reporting Medicare Part B improper payment data in 
the fiscal year 2018 PAR. 

Although noncompliance was no longer cited, RRB had not yet taken the corrective actions 
required by IPERA to address the OIG’s determination of noncompliance for three consecutive 
years for its risk assessments. IPERA requires an agency to submit reauthorization proposals for 
each discretionary program or activity that has not been in compliance for three or more 
consecutive years; or submit proposed statutory changes to bring the program or activity into 
compliance, when its Inspector General determines it is noncompliant with IPERA for three 
consecutive years. Because RRB management did not concur with our recommendation for 
third year noncompliance, they did not make the corrective actions required by IPERA. By not 
taking the required corrective actions, RRB management neither afforded the Congress an 
opportunity to address RRB noncompliance for the third consecutive year, nor complied with 
IPERA.  

We found that improvements were needed to ensure that improper payment amounts are 
accurate and complete for the RRA and RUIA programs. We determined that the reported 
improper payment amounts were understated by approximately $20.8 million and $1.6 million 
for the RRA and RUIA programs, respectively. We also found that the reported recaptured 
payments were understated by an estimated $5.5 million for the RRA program. In addition, we 
determined that RRB improper payment methodologies used for the RRA and RUIA programs 
result in inaccurate improper payments reported for both programs. This impacts the 
completeness of the reported data for both programs. 

 

 

                                                      
28 RRB OIG, Audit of the Railroad Retirement Board’s Compliance with the Improper Payments Elimination and 
Recovery Act of 2010 in the Fiscal Year 2017 Performance and Accountability Report, Report No. 18-05  
(Chicago, IL: May 9, 2018). 
29 RRB OIG, Report No. 18-05. 
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A reliable and accurate program evaluation process is imperative for identifying improper 
payments and their root causes, so action may be taken to prevent improper payments in the 
future. 

Transparency 

The Digital Accountability and Transparency Act of 2014 (DATA Act) amended the Federal 
Funding Accountability and Transparency Act of 2006 (FFATA), which required OMB to ensure 
the existence and operation of a single searchable website of federal award information, 
accessible by the public at no cost. 30  

The DATA Act expanded FFATA and: 

 required disclosure of direct federal agency expenditures and linkage of federal 
contract, loan, and grant spending information to federal programs so taxpayers and 
policy makers can more effectively track federal spending; 

 established governmentwide data standards for financial data to provide consistent, 
reliable, and searchable governmentwide spending data that are displayed accurately 
for taxpayers and policy makers; 

 simplified reporting for entities receiving federal funds by streamlining reporting 
requirements and reducing compliance costs while improving transparency; 

 improved the quality of data submitted by holding federal agencies accountable for the 
completeness and accuracy of the data submitted; and 

 applied approaches developed by the Recovery Accountability and Transparency Board 
to spending across the Federal Government. 

 
The DATA Act charged OMB and the U.S. Department of the Treasury (Treasury) with issuing 
guidance on the data standards needed to implement the DATA Act and required full disclosure 
of federal funds on the public website USASpending.gov (or a successor system) no later than 
May 2017.31 The DATA Act further required the Secretary of the Treasury, in consultation with 
the Director of OMB, to ensure that the information is posted to the public website at least 
quarterly, but monthly when practicable. The DATA Act did not provide any additional funding 
dedicated to its implementation. 

 

 

 

                                                      
30 Public Law, 113-101 (May 9, 2014) and 109-282 (September 26, 2006). 

31 Office of Management and Budget (OMB), Increasing Transparency of Federal Spending by Making 
Federal Spending Data Accessible, Searchable, and Reliable, OMB Memorandum 15-12 
(Washington, D.C.: May 8, 2015).  
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OIGs were encouraged to undertake DATA Act readiness reviews at their respective agencies, 
well in advance of the first November 2017 report. In 2016, OIG conducted a review of RRB’s 
readiness for the implementation of the DATA Act, and reported it findings in a memorandum 
to RRB’s three member Board on October 4, 2016.32  

In the October 2016 memorandum outlining the results of its readiness review, the OIG raised 
concerns to RRB management related to RRB’s heavy reliance on its contractor as its solution 
for implementing the DATA Act. In that memorandum, OIG made four recommendations to the 
Bureau of Fiscal Operations to take action to ensure that RRB would be ready to meet the 
requirements for their first DATA Act submission in May 2017. The recommendations included: 
developing milestones to facilitate better oversight of the contractor; holding regular status 
meetings; forming a formal DATA Act work group with appropriate levels of management; and 
expediting system changes to prepare for DATA Act implementation. In response to the 
readiness review, RRB management only partially concurred with OIG’s recommendations, and 
did not submit any corrective actions for review. 

In November 2017, OIG reported on the status of RRB’s implementation of the DATA Act.33 In 
this report, OIG determined that RRB made its initial certified DATA Act submission by the 
required due date and implemented the required data standards. However, the data files were 
not complete or accurate and did not agree to RRB’s source systems. 

Because RRB’s initial DATA Act submission was not accurate or complete, OIG is concerned that 
it did not meet the intent of providing transparent, consistent, reliable, and searchable 
spending data for which taxpayers and policy makers can base their decisions. 

Challenge 5 – Human Capital Management 

Human capital management is the process to acquire, train, and manage the skills of the 
workforce to advance an organization’s mission and goals. As part of its human capital 
management process, an agency must continually review its plans to retain employees and 
elevate the skills of the existing employees allowing them to effectively contribute to the 
organization. Succession planning is key to the continuing and uninterrupted operations of an 
agency. 

In July 2017, Office of Personnel Management (OPM) issued a human capital (HC) management 
evaluation of RRB.34 The evaluation was conducted because of two critical human capital 
challenges that RRB is facing; an increasing retirement eligibility rate due to an aging workforce 
and high field office turnover rates. In April 2018, OPM reported that RRB had taken corrective 
action to close the remaining open recommendations from the 2017 OPM evaluation. 

                                                      
32 RRB OIG, Memorandum: Digital Accountability and Transparency Act of 2014 Readiness Assessment for the 
Railroad Retirement Board (Chicago, IL: October 4, 2016). 
33 RRB OIG, Audit of the Railroad Retirement Board’s Initial DATA Act Submission, While Timely, Was Not Complete 
or Accurate, Report No. 18-01 (Chicago, IL: November 8, 2017). 
34 U.S. Office of Personnel Management, Human Capital Management Evaluation Railroad Retirement Board 
(Washington D.C.: July 19, 2017). 
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However, human capital management remains a challenge for RRB. 

RRB has an aging workforce, with about 50 percent of its employees having 20 or more years of 
service. Additionally, as of November 2017, RRB reported that about 30 percent of the agency’s 
current workforce will be eligible for retirement by the end of fiscal year 2019.35 

In addition to retirement among personnel, RRB has experienced high turnover in its 
leadership. The agency is overseen by a three member Board (the Board), including a Chairman. 
The Office of Chairman has been vacant for three years, since the retirement of the Chairman in 
August 2015. In addition, in August 2018, the Management Member of the Board’s term 
expired and the Labor Member of the Board expressed his intention to retire. 

Lastly, RRB has experienced multiple retirements and separations of its senior executive staff. 
One major priority for the agency’s leadership will be to ensure the transfer of knowledge to 
guarantee continuing and uninterrupted operations of the agency. 

In June 2017, the RRB filled the position of General Counsel. In March 2018, the RRB named a 
Chief Financial Officer and a Director of Equal Opportunity.36 On July 27, 2018, The President 
issued his intent to nominate an individual for the position of Chairman of RRB, for a five-year 
term expiring on August 28, 2022. However, this nominee has not yet been confirmed by the 
Senate. 

With succession planning, an agency can identify potential leaders with the skills and abilities to 
fill vacant positions or develop them for advancement to vital roles in the organization. In 
developing a successful succession plan, the strategy must ensure that employees are 
consistently being developed to move into key roles. 

In September 2011, OIG reported that RRB had identified staff attrition as an ongoing 
concern.37 The report also stated that these changes would impact every aspect of the agency’s 
operations, to include senior level management. While RRB has a Human Capital Management 
Plan and Succession Plan, historically it has not been funded. Also, while the plan identified 
RRB’s need to maintain and replace employees, the impact of declining budgetary resources 
was not considered. OIG concluded that RRB management should enhance the plan by 
evaluating the possibility of staff and financial reductions and then by establishing a 
contingency plan to address staff and funding necessities for plan readiness.  

RRB should take advantage of its attrition and turnover to recruit and train new employees to 
assist the agency in promoting new perspectives. With the incorporation of new employees, the 
addition of innovative and different viewpoints are presented along with new skills and 
approaches, which can alter the agency’s culture.  

 
                                                      
35 RRB, 2018 Annual Report. 
36 RRB, 2018 Annual Report. 
37 RRB OIG, Office of Inspector General’s Proposal to Improve Business Efficiency at the Railroad Retirement Board, 
(Chicago, IL: September 21, 2011). 
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In addition to the human capital management issues already identified, OIG has become aware 
of an additional area of concern related to staffing. 

Audit and Compliance Section 

Within RRB, the Audit and Compliance Section (ACS) conducts external audits of employers to 
ensure compliance under the RRA and RUIA, and verifies the accuracy of reported 
compensation and contributions. Although the section does not have the authority to audit 
taxes under the Railroad Retirement Tax Act, its staff reviews the compensation amounts on 
which these payroll taxes are based. According to BFO’s Fiscal Year 2018 Audit Plan, the ACS 
audit universe consists of 712 railroad employers and labor organizations. Also according to this 
audit plan, as of February 2017, railroad employers and labor organizations submitted 
approximately 272,000 employee reports valued at nearly $18 billion in Tier I creditable 
compensation for 2016. According to RRB statistical data, the total Tier I and Tier II 
compensation for fiscal year 2016 was approximately $35 billion. 38 The RRA program has a 
two- tiered benefit payment structure.  

ACS also gathers, verifies, and analyzes activities of employers and employees in support of the 
Board’s coverage determinations under the RRA and the RUIA. ACS submits coverage cases to 
the Office of General Counsel, which drafts a preliminary decision that is forwarded to the 
Board for a formal determination.  

Prior to 1991, the OIG had developed and implemented a program to audit the payroll records 
of railroad employers. During the course of litigation to enforce an OIG subpoena to a railroad 
employer, the OIG had been advised that railroad audits could be justified as spot checks by the 
OIG to evaluate the efficiency of procedures used by RRB. However, the U.S. District Court for 
the Northern District of Texas ruled that the OIG railroad employer audits went beyond spot 
checks and oversight, and refused to enforce the subpoena. As a result of this ruling, OIG 
ceased doing audits of railroad employers. Therefore, ACS remains the only RRB organization 
conducting external audits of railroad employers at this time. 

Recently, OIG has become concerned about the ACS’s ability to meet their mission of 
conducting railroad employer audits due to sustained staffing shortages. For example, in 
fiscal year 2010, ACS completed 12 audits, in fiscal year 2013, they completed only 4 audits, and 
by fiscal year 2016, although 3 audits were in progress, none were completed.  

According to RRB’s most recent Federal Managers’ Financial Integrity Act report for ACS: 

 The annual staffing and administrative budget for personnel compensation was 
$312,605 for fiscal year 2016. The unit was staffed with 2.36 full time equivalents. 

 

                                                      
38 Tier I is based on a combined railroad retirement and social security earnings, using social security benefit 
formulas. 
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 Status of Workloads and Backlogs - ACS's fiscal year 2017 Audit Plan was submitted to 
the Board on September 2, 2016. It outlined that due to sustained reduction in audit 
staff, audit projects were reprioritized to focus on completing backlog audits. It also 
stated that a fiscal year 2016 audit assignment was re-characterized as a fiscal year 2017 
audit. 

 The most recent Management Control Certification for Employer Audits dated 
October 20, 2017 included the following statement that was made by the responsible 
certification official: 

“Due to sustained staffing shortages and inadequate coverage of the 
entities which we are responsible for auditing, I cannot state that the 
unit's mission is being effectively accomplished. However, I do believe that 
the quality of the audits conducted is excellent.” 

RRB is not prioritizing audits of employer compensation reporting. RRB has decreased the 
number of staff assigned to employer audits and has also decreased the budget for these 
audits. As a result, RRB is not giving sufficient audit coverage to employer compensation 
reporting. 

Challenge 6 – Material Weaknesses Related to Financial Statement 
Reporting and the Control Environment  

OIG is mandated to audit RRB’s consolidated balance sheet, as well as the related statements of 
net cost, changes in net position, budgetary resources, the statement of social insurance, the 
statement of changes in social insurance, and the related notes to the financial statements. RRB 
management’s responsibility is the preparation and fair presentation of said financial 
statements in accordance with accounting principles generally accepted in the United States of 
America. Upon RRB’s completion of these financial statements, OIG is responsible for 
expressing an opinion on the financial statements, which are based on the audit being 
conducted in accordance with the auditing standards generally accepted in the United States of 
America. 

OIG reported a material weakness for financial reporting for fiscal years 2014, 2015, 2016, and 
again in 2017. To address our audit recommendation for development and implementation of 
new controls for financial reporting, RRB management stated that they developed new 
controls, conducted training, and updated procedures. During our fiscal year 2017 financial 
statement audit, we found that although these actions were taken, additional internal control 
improvements were needed because we identified approximately $503.2 million of recorded 
and approved financial transactions that lacked adequate supporting documentation in the 
agency’s official records for these transactions. 
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The material weakness for financial reporting also includes the lack of communication with the 
National Railroad Retirement Investment Trust’s (NRRIT) auditor. The lack of communication 
with NRRIT’s auditor has resulted in the OIG’s continuous rendering of a disclaimer opinion for 
RRB’s financial statements since 2013. This lack of cooperation and communication has 
prevented OIG auditors from obtaining sufficient appropriate audit evidence regarding RRB’s 
financial statements. 

In fiscal year 2016, OIG reported a new material weakness which continued in fiscal year 2017. 
We reported that RRB management had not taken corrective actions to address high level, 
monetarily significant matters that were not in accordance with authoritative guidance, 
previous agreements, and laws and regulations regarding matters that could have a detrimental 
effect on the reliability of financial reporting at RRB and at governmentwide levels. OMB issued 
guidance defining management’s responsibility for ensuring that an organization is committed 
to sustaining an effective control environment.39 This finding provided examples of our audit 
concerns regarding the control environment. 

One of the most significant concerns involves ownership of NRRIT net assets. NRRIT was 
established in 2001 by the Railroad Retirement and Survivors’ Improvement Act 2001 (RRSIA). 
NRRIT’s sole purpose is to manage and invest railroad retirement assets. The RRSIA authorizes 
NRRIT to invest railroad retirement assets in a diversified investment portfolio in the same 
manner as those of private sector retirement plans. NRRIT’s net assets represented $26.5 
billion or approximately 80 percent of the total assets reported for fiscal year 2017. 
Approximately $1.8 billion was transferred in fiscal year 2017 from NRRIT to the U.S. Treasury 
for the payment of railroad retirement benefits throughout the year.  

RRB indicated that it has no ownership interest in NRRIT in its assertion that NRRIT should be 
classified as a disclosure entity for financial statement reporting purposes under Federal 
Accounting Standards Advisory Board’s Statement of Federal Financial Accounting Standards 47 
(SFFAS 47), Reporting Entity. Based on RRB’s classification of NRRIT as a disclosure entity, NRRIT 
net assets would not be included in RRB or governmentwide financial statements beginning in 
fiscal year 2018.  

OIG disagreed with RRB’s assertion and determined that NRRIT should be classified as a 
consolidating entity, which would result in NRRIT net assets remaining in RRB and 
governmentwide financial statements. When the U.S. Department of the Treasury (Treasury) 
finalized its SFFAS 47 determinations, Treasury guidance classified the NRRIT as a consolidating 
entity, which will result in NRRIT net assets remaining in RRB and governmentwide financial 
statements. 

 

 

                                                      
39 OMB, Management’s Responsibility for Enterprise Risk Management and Internal Control, Circular A-123,  
M-16-17 (Washington, D.C.: July 15, 2016). 
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Other OIG concerns regarding the control environment included (1) lack of corrective action 
and acknowledgement for inaccurate Medicare cost reimbursements and nonadherence with 
applicable authoritative guidance, and (2) RRB management’s inaccurate improper payment 
definitions, which continue to result in understated reported improper payments.  

The material weakness in control environment does not only apply to financial statement 
reporting, but is found in other areas. In April 2017, OIG issued a report related to RRB’s 
compliance with the Federal Travel Regulation (FTR).40 This audit was conducted to determine if 
RRB was in compliance with the FTR and implemented and enforced adequate internal controls. 
The audit revealed that RRB did not always comply with the FTR because internal controls were 
not always enforced or adequate. OIG made 19 recommendations that related to improving, 
strengthening, enforcing, and conducting training on RRB’s travel policies and the travel 
management system. 

In this report, there were several significant findings related to the Board whose travel policies 
and procedures for their staff tend to be less stringent and much less likely to be enforced. 
These policies and procedures, called “Board Orders,” allowed Board Members and subordinate 
staff to approve travel for themselves, their respective staff, and to authorize their own travel 
vouchers. Agencies are permitted to establish their own travel policies and procedures as long 
as they are compliant with the FTR. However, because so many of these findings related to the 
Board’s travel, it further brings into question the agency’s leadership and their contribution to 
RRB’s weakened control environment. 

GAO’s internal control standards state that the oversight body and management should 
demonstrate a commitment to integrity and ethical values. One attribute of this principle is 
“Tone at the Top,” which contributes to the design, implementation, and operating 
effectiveness. This principle conveys that management should demonstrate the importance of 
integrity and ethical values through their directives, attitudes, and behavior. Agency 
management, who is ultimately responsible for setting the tone at the top, should demonstrate 
and communicate these values that will create a culture by which all employees will adhere.  

Challenge 7 – RRB Oversight of the National Railroad Retirement 
Investment Trust 

NRRIT was established by the RRSIA to manage and invest railroad retirement assets. As a tax-
exempt entity, NRRIT is independent of the federal government and authorized to invest the 
federal assets entrusted to it in a diversified investment portfolio in the same manner as private 
sector retirement plans. NRRIT is also responsible for transferring funds to RRB to pay benefits 
that are not funded through current tax receipts from railroad employees or employers. 
Approximately $26.5 billion in assets were invested by NRRIT on behalf of railroad retirees and 
their families at the end of fiscal year 2017.41  

                                                      
40 RRB OIG, Audit of the Railroad Retirement Board Did Not Always Comply with the Federal Travel Regulation, 
Report No. 17-04 (Chicago, IL: April 11, 2017). 
41 RRB, Performance and Accountability Report, Fiscal Year 2017 (Chicago, IL: November 2017). 
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OIG continues to express concerns that the oversight of NRRIT is inadequate. OIG contends that 
oversight and transparency of NRRIT could be improved if independent performance audits 
were conducted in full compliance with Generally Accepted Government Accounting Standards, 
(GAGAS) along with IT audits, independent investigations, financial evaluations, and risk 
assessments, as appropriate and equivalent with Employee Retirement Income Security Act 
covered plans. 

The following outlines the specific challenges related to NRRIT. 

RRB Component Auditor Deficiencies Have Resulted in a Disclaimer of Opinion on RRB 
Financial Statements 

As a result of OIG’s lack of access to NRRIT’s auditor, OIG issued a disclaimer of opinion for fiscal 
years 2013 through 2017. OIG is required by law to audit the financial statements of RRB, and 
NRRIT is a significant component of RRB. In order to comply with the AICPA group financial 
statement auditing standard, OIG contacted NRRIT requesting direct communication with, and 
cooperation from, their auditor. To date, there has been no communication or cooperation 
from NRRIT’s auditor, directly or indirectly. 

Because OIG cannot obtain sufficient appropriate audit evidence with respect to NRRIT, we 
cannot issue an opinion on RRB’s financial statements. To prevent future disclaimers of opinion, 
it is imperative that RRB management counsel NRRIT regarding its auditor’s responsibilities to 
comply with the AICPA’s group financial statement requirements.  

Performance Audits 

NRRIT had commissioned four external reviews since its creation, with the first in 2004 and the 
most recent in 2012, but had not established an objective and independent policy for 
conducting performance audits. There is no indication that the reviews commissioned by NRRIT 
were performed in accordance with GAGAS, which provides a framework for conducting high 
quality audits. NRRIT also self-selects the areas to be audited, which is a major concern. Other 
comparable federal programs, such as the Pension Benefit Guaranty Corporation's single-
employer insurance program and the Thrift Savings Plan, are subjected to externally initiated 
and conducted performance audits by one or more independent oversight organizations. In 
contrast, to these entities, NRRIT selects the objective and scope of its reviews. 

OIG believes NRRIT’s self-selection of review decreases the independence of the reviews and 
prevents thorough oversight to fully protect RRB assets held by NRRIT. OIG opposes any 
arrangement that allows NRRIT to control the performance audits. It is also the OIG’s opinion 
that a statutory amendment requiring performance audits would have greater effectiveness, 
since NRRIT could not opt to alter the policy without legal justification. 
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In October 2014, in response to a May 2014 GAO report, NRRIT signed a Memorandum of 
Understanding (MOU) with RRB to delineate responsibilities and procedures for (i) Financial 
Audits and (ii) Performance Assessment Evaluations with respect to assets held by NRRIT. This 
MOU states that “performance reviews should be regularly scheduled every three years 
beginning in calendar year 2015, with the understanding that additional reviews could be 
scheduled, if warranted.”42  

Although the MOU clearly states that NRRIT has agreed to these performance reviews, the 
MOU does not require them to be performed and continues to permit self-selection. As of 
November 2017, RRB management disclosed that in December 2015, the NRRIT engaged the 
independent firm of KPMG to conduct the first audit addressing the October 2014 performance 
review agreement, on the topic of Corporate Governance Framework. In September 2016, 
NRRIT provided RRB with a copy of the report and advised that the audit had identified no 
significant gaps in the corporate governance framework of the NRRIT. The NRRIT noted that it 
agreed with several auditor recommendations to strengthen the existing governance policies 
and procedures. 

OIG plans to continue oversight in all areas emphasized in this letter through audits, 
investigations, and other follow-up activities. We encourage RRB to take meaningful action on 
these challenges in order to prevent fraud, waste, and abuse in the programs and operations of 
RRB, and to reduce improper payments in all of its programs.  

Original Signed By: 

 

Martin J. Dickman  
Inspector General 

                                                      
42 Memorandum of Understanding between National Railroad Retirement Investment Trust and the Railroad 
Retirement Board signed in October 2014. 
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