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Washington D.C. 20250
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ATTN OF:  08401-3-FM

SUBJECT:  U.S. Department of Agriculture Forest Service’s
Financial Statements for Fiscal Years 2003 and 2002

TO: Dale Bosworth
Chief
Forest Service

ATTN: Sandy Coleman
Agency Liaison Officer
Forest Service

This report presents the auditors’ opinion on the Forest Service’s principal financial statements
for the fiscal years ending September 30, 2003 and 2002. The report also includes an assessment
of Forest Service’s internal control structure and compliance with laws and regulations.

KPMG, LLP (KPMG), an independent certified public accounting firm, conducted the audit.
KPMG is responsible for the auditors’ report dated December 18, 2003. We monitored the
progress of the audit at all key points, reviewed KPMG’s report and reviewed selected working
papers and performed other procedures, as we deemed necessary. Our review, as differentiated
from an audit in accordance with the Government Auditing Standards, was not intended to
enable us to express, and we do not express, an opinion on Forest Service’s financial statements,
conclusions about the effectiveness of internal controls, conclusions on whether Forest Service’s
financial management systems substantially complied with the three requirements of the Federal
Financial Management Improvement Act of 1996, or conclusions on compliance with laws and
regulations. Our review to date has disclosed no instances where KPMG did not comply, in all

material respects, with the Government Auditing Standards.

It is the opinion of KPMG that the financial statements present fairly, in all material aspects, the
Forest Service’s financial position as of September 30, 2003 and 2002, and its net costs, changes
in net position, budgetary resources, and reconciliation of net cost to budgetary obligations for
the years then ended, in conformity with generally accepted accounting principles. KPMG’s
report on Forest Service’s internal control structure over financial reporting identified four
material internal control weaknesses. Specifically, KPMG identified material weaknesses in
Forest Service’s:

¢ Financial Management and Accountability;

e Yearend Accrual Methodology;



e Controls in its Purchasing Applications over Data Input, Reconcihation, Integrity, and
Segregation of Duties; and

e General Controls Environment.

KPMG'’s report on Forest Service’s laws and regulations contains one instance of noncompliance
with the Federal Financial Management Improvement Act.

These weaknesses in controls over the financial reporting process resulted in Forest Service not
(1) being able to prepare timely and reliable financial statements without extensive manual
procedures and (2) having current and reliable ongoing information to support management
decisions. Also, the weaknesses in computer security controls resulted in an increased risk of
unauthorized individuals being allowed to access, alter, or abuse proprietary Forest Service
programs and electronic data. These material weaknesses in internal controls may adversely
affect any decision by Forest Service’s management and other decision makers that is based, in
whole or in part, on information that is inaccurate because of these weaknesses.

Most of the issues identified by KPMG are longstanding and pervasive weaknesses impacting the
Forest Service’s ability to accurately and timely report to the Congress and the public what it
accomplishes with appropriated funds and to be fully accountable for those funds. As discussed
in Note 12 to the financial statements, Forest Service restated its fiscal year 2002 financial
statements as a result of errors in the underlying accounting records or errors in the application of
accounting standards. The Forest Service corrected its fiscal year 2002 financial statements to:

e Record $18 million of property, plant and equipment received but not accrued for as of
September 30, 2002;

o properly align budgetary and proprietary account relationships and correct certain related
budgetary and proprietary posting errors in the Wildland Fire Management fund, the
Knutson-Vandenberg fund and other various funds;

e account for budgetary resources received by the Trust & Special funds and Deposit &
Clearing funds that had previously been accounted for as General funds;

e properly record the prior year $110 million expenditure transfer to the Wildland Fire
Management fund and the subsequent payback during fiscal year 2002;

e correct $22 million of errors in recording obligations for the Wildland Fire Management
fund;

e exclude certain funds received from the Department of Labor-Job Corps that had
previously been included in the Statement of Financing;

o adjust offsetting receipts by approximately $412 million to reflect only those offsetting
receipts determined to be distributed as required by Office of Management and Budget
Bulletin 01-09, Form and Content of Agency Financial Statements;



e record $79 million of revenue from the National Recreation Reservation System and Map
sales that had not been recognized during the fiscal year ended September 30, 2002;

e record liabilities of $120 million that had been incorrectly recognized as reductions of
operating cost during the fiscal year ended September 30, 2002; and

o adjust for certain other errors noted in the Statement of Financing.

The Forest Service does not operate as an effective, sustainable, and accountable financial
management organization, as evidenced by the restatement of the fiscal year 2002 financial
statements and the extensive ad hoc effort to achieve the fiscal year 2003 unqualified audit
opinion. For the Forest Service to make meaningful progress in correcting its weaknesses, major
changes are needed in its financial management infrastructure. These changes include (1)
developing Forest Service-wide financial policies that all finance and program offices are
required to implement, (2) ensuring that sufficient resources are available to monitor compliance
with the policies and that responsible individuals/offices are held accountable for non-
compliance, (3) providing training to finance and program personnel to ensure they understand
and effectively implement the Federal Government’s and Forest Service’s financial management
policies and procedures. These changes in Forest Service’s financial management infrastructure
are essential and critical for Forest Service and the U.S. Department of Agriculture to meet the
mandatory accelerated reporting deadlines for fiscal year 2004 and also to provide agency
managers with meaningful and accurate financial data throughout the year when it is needed to
administer its programs and operations.

In accordance with Departmental Regulation 1720-1, please furnish a reply within 60 days
describing the corrective actions taken or planned, including the timeframes, on the
recommendations in this report. Please note that the regulation requires a management decision
to be reached on all findings and recommendations within a maximum of 6 months from report
issuance.

obert W. Young
Assistant Inspec
for Audit
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INDEPENDENT AUDITORS’ REPORT



KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

Chief, USDA Forest Service and
Office of Inspector General, United States Department of Agriculture:

We have audited the accompanying consolidated balance sheets of the United States Department of
Agriculture (USDA) Forest Service as of September 30, 2003 and 2002 and the related consolidated
statements of net costs, changes in net position, and financing and combined statements of budgetary
resources for the years then ended, hereinafter referred to as the “financial statements”. The objective of
our audits was to express an opinion on the fair presentation of these financial statements. In connection
with our audits, we also considered the USDA Forest Service’s internal control over financial reporting and
tested the USDA Forest Service’s compliance with certain provisions of applicable laws and regulations
that could have a direct and material effect on its financial statements.

SUMMARY

As stated in our opinion on the financial statements, we concluded that the USDA Forest Service’s
financial statements as of and for the years ended September 30, 2003 and 2002 are presented fairly, in all
material respects, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 12 to the financial statements, the USDA Forest Service restated its fiscal year 2002
financial statements.

Our consideration of internal control over financial reporting resulted in the following reportable
conditions. The first four are considered material weaknesses.

m  The USDA Forest Service Needs to Improve its Financial Management and Accountability

= [mplementation of the USDA Forest Service Accrual Methodology Needs Strengthening

m  Controls Over PONTIUS and PRCH Data Access, Input, Integrity, and Segregation of Duties Need
Improvement

m  The USDA Forest Service Needs to Improve Its General Controls Environment

m  The USDA Forest Service Needs to Continue to Improve its Internal Controls over its Reconciliation
and Management of Fund Balance with Treasury

m  The Design and/or Implementation of Controls Related to the Accurate Recording of Personal Property
Transactions Need Improvement

m  Controls Related to Physical Inventories of Capitalized Assets Need Improvement
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m  Posting of Certain Transactions Needs to Contain the Proper Reference Data to Link Related
Transactions

m  Compilation of the USDA Forest Service’s Required Supplementary Information and Required
Supplementary Stewardship Information Needs Improvement

m  The USDA Forest Service Application System Controls Need Improvement

The results of our tests of compliance with certain provisions of laws and regulations, exclusive of the
Federal Financial Management Improvement Act of 1996 (FFMIA), disclosed no material instances of
noncompliance that are required to be reported herein under Government Auditing Standards, issued by the
Comptroller General of the United States, or Office of Management and Budget (OMB) Bulletin
No. 01-02, Audit Requirements for Federal Financial Statements.

The results of our tests of FFMIA disclosed instances where the USDA Forest Service financial
management systems did not substantially comply with Federal financial management systems
requirements, applicable Federal accounting standards, or the United States Government Standard General
Ledger at the transaction level.

The following sections discuss our opinion on the USDA Forest Service’s financial statements, our
consideration of the USDA Forest Service’s internal control over financial reporting, our tests of the
USDA Forest Service’s compliance with certain provisions of applicable laws and regulations, and
management’s and our responsibilities.

OPINION ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the USDA Forest Service as of
September 30, 2003 and 2002 and the related consolidated statements of net costs, changes in net position,
and financing and combined statements of budgetary resources for the years then ended.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the USDA Forest Service as of September 30, 2003 and 2002 and its net costs,
changes in net position, budgetary resources, and reconciliation of net costs to budgetary obligations for
the years then ended, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 12 to the financial statements, the USDA Forest Service restated its fiscal year 2002
financial statements.

The information in the Management Discussion and Analysis, Required Supplementary Stewardship
Information, and Required Supplementary Information sections is not a required part of the financial
statements, but is supplementary information required by accounting principles generally accepted in the
United States of America or OMB Bulletin No. 01-09, Form and Content of Agency Financial Statements.
We did not audit this information and, accordingly, express no opinion on it. However, we have applied
certain limited procedures, which consisted principally of inquiries of management regarding methods of
measurement and presentation of the supplementary information. As a result of such limited procedures,
we believe that the Required Supplementary Stewardship Information and the Required Supplementary
Information related to deferred maintenance is not in accordance with guidelines established by the Federal
Accounting Standards Advisory Board because the information is not presented as of September 30, 2003.
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INTERNAL CONTROL OVER FINANCIAL REPORTING

Our consideration of internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be reportable conditions. Under standards issued by
the American Institute of Certified Public Accountants, reportable conditions are matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgment, could adversely affect the USDA Forest Service’s ability to record,
process, summarize, and report financial data consistent with the assertions by management in the financial
statements.

Material weaknesses are reportable conditions in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements, in
amounts that would be material in relation to the financial statements being audited, may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.

In our fiscal year 2003 audit we noted certain matters, described in Exhibits I and I, involving internal
control over financial reporting and its operation that we consider to be reportable conditions. We believe
that the reportable conditions presented in Exhibit I are material weaknesses. Exhibit II presents the other
reportable conditions.

A summary of the status of prior year reportable conditions is included as Exhibit III.

We also noted other matters involving internal control over financial reporting and its operation that we
will report to the management of USDA Forest Service in a separate letter.

INTERNAL CONTROL OVER REQUIRED SUPPLEMENTARY
STEWARDSHIP INFORMATION

We noted certain significant deficiencies in internal control over Required Supplementary Stewardship
Information that, in our judgment, could adversely affect the USDA Forest Service’s ability to collect,
process, record, and summarize Required Supplementary Stewardship Information. Specifically, we
determined that preparation controls had not been effectively designed to ensure the timeliness of the
reported information. The information related to stewardship property, plant and equipment is not
presented as of September 30, 2003.

COMPLIANCE WITH LAWS AND REGULATIONS

The results of our tests of compliance with certain provisions of laws and regulations described in the
Responsibilities section of this report, exclusive of those referred to in FEMIA, disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards and OMB Bulletin
No. 01-02.

The results of our tests of FFMIA disclosed instances, described in Exhibit IV, where the USDA Forest
Service’s financial management systems did not substantially comply with Federal financial management
systems requirements, applicable Federal accounting standards, or the United States Government Standard
General Ledger at the transaction level.
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RESPONSIBILITIES

Management’s Responsibilities
Management is responsible for the financial statements, including:

m  Preparing the financial statements in conformity with accounting principles generally accepted in the
United States of America;

m  Establishing and maintaining internal controls over financial reporting, and preparation of the
Management’s Discussion and Analysis (including the performance measures), required supplementary
information, and required supplementary stewardship information; and

m  Complying with laws and regulations, including FFMIA.

In fulfilling this responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal control policies. Because of inherent limitations in internal control,
misstatements due to error or fraud may nevertheless occur and not be detected.

Auditors’ Responsibilities

Our responsibility is to express an opinion on the fiscal year 2003 and 2002 financial statements of the
USDA Forest Service based on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained in
Government Auditing Standards, and OMB Bulletin No. 01-02. Those standards and OMB Bulletin No.
01-02 require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.

An audit includes:
m  Examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements;

m  Assessing the accounting principles used and significant estimates made by management; and

m  Evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In planning and performing our fiscal year 2003 audit, we considered the USDA Forest Service’s internal
control over financial reporting by obtaining an understanding of the USDA Forest Service’s internal
control, determining whether internal controls had been placed in operation, assessing control risk, and
performing tests of controls in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements. We limited our internal control testing to those controls necessary to
achieve the objectives described in OMB Bulletin No. 01-02 and Government Auditing Standards. We did
not test all internal controls relevant to operating objectives as broadly defined by the Federal Managers’
Financial Integrity Act of 1982. The objective of our audit was not to provide assurance on internal control
over financial reporting. Consequently, we do not provide an opinion thereon.

OMB Bulletin No. 01-02 requires auditors to consider the USDA Forest Service’s internal control over
Required Supplementary Stewardship Information by obtaining an understanding of the USDA Forest
Service’s internal control, determining whether these internal controls had been placed in operation,
assessing control risk, and performing tests of controls. We did not perform these procedures on the
Required Supplementary Stewardship Information because, as discussed in our opinion on the financial
statements, the information is not presented as of September 30, 2003.
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As further required by OMB Bulletin No. 01-02, with respect to internal control related to performance
measures determined by management to be key and reported in the Management Discussion and Analysis,
we obtained an understanding of the design of significant internal controls relating to the existence and
completeness assertions. Our procedures were not designed to provide assurance on internal control over
performance measures and, accordingly, we do not provide an opinion thereon.

As part of obtaining reasonable assurance about whether the USDA Forest Service’s fiscal year 2003
financial statements are free of material misstatement, we performed tests of the USDA Forest Service’s
compliance with certain provisions of laws and regulations, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts, and certain provisions of other
laws and regulations specified in OMB Bulletin No. 01-02, including certain provisions referred to in
FFMIA. We limited our tests of compliance to the provisions described in the preceding sentence, and we
did not test compliance with all laws and regulations applicable to the USDA Forest Service. Providing an
opinion on compliance with laws and regulations was not an objective of our audit and, accordingly, we do
not express such an opinion.

Under OMB Bulletin No. 01-02 and FFMIA, we are required to report whether the USDA Forest Service’s
financial management systems substantially comply with (1) Federal financial management systems
requirements, (2) applicable Federal accounting standards, and (3) the United States Government Standard
General Ledger at the transaction level. To meet this requirement, we performed tests of compliance with
FFMIA Section 803(a) requirements.

DISTRIBUTION

This report is intended for the information and use of USDA’s Forest Service’s management, USDA Office
of the Inspector General, OMB, General Accounting Office and the U.S. Congress, and is not intended to
be and should not be used by anyone other than these specified parties.

KPMa LLP

December 18, 2003



Exhibit I
INTRODUCTION

The internal control weaknesses discussed in this report, and the progress made by the United States Department
of Agriculture (USDA) Forest Service toward correcting these weaknesses, are discussed in the context of the
USDA Forest Service’s existing decentralized organizational structure. Although USDA Forest Service has
made some progress in correcting prior year weaknesses, we believe the decentralized nature of the existing
organizational structure makes it difficult to implement sustainable corrective action for certain weaknesses due
to the large number of separate reporting units.

For each weakness identified, we believe we have performed appropriate substantive procedures as applicable to
enable us to issue our unqualified opinion. In addition, we recognize that any recommended information
technology (IT) control enhancements pertaining to the USDA Forest Service’s operations cannot be
implemented solely by the USDA Forest Service, because the USDA Forest Service’s applications are in many
cases hosted on systems managed by the USDA. As a result, several of the IT control weaknesses identified in
this report will require the combined effort of USDA and the USDA Forest Service management.

Exhibits T and II describe the material weaknesses and reportable conditions, respectively, as of and for the year
ended September 30, 2003, and our recommendations. Exhibit III summarizes prior year reportable conditions
and Exhibit IV describes instances of noncompliance with laws and regulations.

MATERIAL WEAKNESSES

Material Weakness Number 1: The USDA Forest Service Needs to Improve its Financial Management
and Accountability

The USDA Forest Service continues to make progress in improving its financial management and reporting
activities. However, significant weaknesses continue to exist in its ability to provide accurate and timely
information. During the fiscal year (FY) 2003 audit, the USDA Forest Service made a significant number of
closing adjustments to its financial data. In addition, delays were encountered during the USDA Forest Service’s
closing process that specifically resulted from inadequate data quality. This material weakness will have a
significant impact on the USDA Forest Service’s ability to meet the earlier mandatory OMB reporting deadline
in fiscal year 2004. '

Excessive Adjusting Journal Vouchers Delayed Year-end Close

The USDA Forest Service prepared excessive adjusting journal entries (AJV’s) during its fiscal year 2003 year-
end closing process. The number of entries processed contributed significantly to delays in the completion of the
audit. The table on the next page summarizes the number of AJ'V’s by accounting period and the absolute dollar
value of the AJV’s processed for each period.
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Accounting Approximate Absolute Dollar Value of Absolute Dollar Value
Period Number of AJV’s Affecting Budgetary of AJV’s Affecting
‘ AJV’s Accounts Proprietary Accounts
13 610 $25.2 Billion $5.8 Billion
14 130 $11.5 Billion $16.4 Billion
CSXE (On-Top) | 60 $5.7 Billion $2.9 Billion

These adjustments corrected general ledger accounts with abnormal balances, previously posted erroneous AJVs,
GL posting model inaccuracies, financial information system generated errors, and enabled the USDA Forest
Service to pass its required year-end reporting to Treasury.

These numerous closing entries were required for the following primary reasons:

m  (Certain USDA Forest Service business operations do not occur as planned causing certain initial transactions
that should have been recorded to not exist in the system.

m  Some AJV entries were entered twice or incorrectly, which created additional anomalies (e.g., abnormal
general ledger account balances).

m  The USDA Forest Service personnel who prepare adjusting journal entries do not always prepare the entries
correctly due to inadequate research or the preparers’ inadequate knowledge of USSGL guidance.

m  The approval of AJV’s is performed by a myriad of individuals, who also sometimes lack detailed knowledge
of the subject matter that would prevent inaccuracies.

OMB Circular Number (No.) A-127, Financial Management Systems states that an agency’s financial
management system shall be able to provide financial information in a timely and useful fashion to (1) support
management's fiduciary role; (2) support the legal, regulatory and other special management requirements of the
agency; (3) support budget formulation and execution functions; (4) support fiscal management of program
delivery and program decision making, (5) comply with internal and external reporting requirements, including,
as necessary, the requirements for financial statements prepared in accordance with the form and content
prescribed by OMB and reporting requirements prescribed by Treasury; and (6) monitor the financial
management system to ensure the integrity of financial data.

The USDA Forest Service personnel are required to develop and manually post AJVs into the general ledger.
Due to human error and the potential lack of understanding, incorrectly posted AJVs could result in significant
misstatements to the general ledger. Incorrect AJVs is one of the primary causes for the restatement of the FY
2002 financial statements. In addition, the excessive number of AJVs caused significant delays in the completion
of the USDA Forest Service’s FY 2003 audit.

Recommendation Number 1:

We recommend that the USDA Forest Service provide Standard General Ledger (SGL) training to selected
employees and appoint them to be “resident” SGL experts responsible for preparing as well as reviewing and
approving the AJVs.

Recommendation Number 2:

We recommend that the USDA Forest Service modify its AJV form to specifically identify management
personnel responsible for reviewing and approving certain aspects of each AJV.
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Recommendation Number 3:

We recommend that the USDA Forest Service identify those business processes that are causing irregularities in
the general ledger and develop an expedited corrective action plan to resolve and correct any deficiencies
identified.

Recommendation Number 4:

We recommend that the USDA Forest Service strive to limit the use of AJVs to only those accounting situations
that require their use.

The Management of the Budget Clearing Accounts Needs to be Improved

The USDA Forest Service maintains budget clearing accounts (i.e., U.S. Treasury accounts 12F3875 and
12F3885) as part of its Fund Balance with Treasury (FBWT). These accounts are used to temporarily record
cash collections, as well as, revenue and expense transactions that have not been researched and resolved for
final disposition in its general ledger. Transactions recorded in these FBWT budget clearing accounts have an
off-setting amount recorded in a liability account (i.e., general ledger account 24XX). Depending on the nature
of the recorded transaction, amounts may or may not legitimately reside in the budget clearing account and the
corresponding liability account at period-end.

During our analysis of the USDA Forest Service’s propriety of its budget clearing accounts and the
corresponding liability account, we noted that the USDA Forest Service did not timely research and transfer
amounts nor did they timely recognize (i.e., a revenue or expense) the transaction in the correct general ledger
accounts.

Treasury symbol 12F3875 contained the following balances at September 30, 2003:

Treasury | Fund Job Job Code Description Net Revenue/Deferred
Symbol Code Code Amount Revenue or Expense
($ Million) | Recognized
12F3875 BCBC | Blank None $109 No
BCBC | 879### IPAC - should be in ) Yes
12F3885
BCBC 884+### PRV  Hauling/Damages 14 No
Awaiting Litigation
BCBC | 887### NRRS 18 Yes
BCBC 8O0#H## Map Sales 6 Yes
LXBX | LXB### | Lockbox 1 Yes
TDTD | Various Timber Sale Deposit 65 Yes
Various | Various Misc. Amounts 1 Yes

All balances in cash and the corresponding liability were supported by appropriate documentation, except for the
first and third amounts.
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For Treasury account 12F3875, the USDA Forest Service recorded $120 million of FBWT as of September 30,
2002 to agree with Treasury and the USDA Forest Service has not researched, determined the proper disposition,
nor transferred the funds out as of September 30, 2003. Such amounts are included in the $109 million in the
above table.

Also, for Treasury account 12F3875, the USDA Forest Service recorded during FY 2003, but not timely:

m 318 million of revenue for the National Recreation Reservation System (NRRS) for the USDA Forest Service
and concessionaries proceeds, United States Army Corp of Engineers contractor (Reserve America) customer
refunds, and fees and taxes collected for other government agencies;

m  $9.5 million of Interagency Payment and Collection (IPAC) expense transactions in 12F3875 which should
have been recorded in 12F3885; and

m  $5 million of revenue for map sales.

For Treasury account 12F3885, the USDA Forest Service did not timely adjust $33 million of expenses for IPAC
transactions.

OMB Circular No. A-123, Management Accountability and Control, states that transactions should be promptly
recorded, properly classified and accounted for in order to prepare timely accounts and reliable financial and
other reports. The documentation for transactions, management controls, and other significant events must be
clear and readily available for examination.

The TFM Sections 2-3100 and 2-3300 state that the records of a Federal agency (i.e., the USDA Forest Service’s
general ledger) must agree with the records of the U.S. Treasury. Any differences must be identified, reclassified
into a budget clearing account, and resolved timely. In addition, the TFM Volume I, Section 4, Chapter 7000,
states that reconciling items in budget clearing accounts must be resolved expeditiously.

The USDA Annual Close Guide, Section 10, states that all budget clearing accounts must reflect a zero balance
in the general ledger at year-end.

The USDA Forest Service has not devoted substantial resources to resolving and clearing items in its clearing
accounts due to the efforts spent on developing and implementing the FMS 6652 and 6653 reconciliation
processes. In addition, the revenue collections resided in the suspense and clearing account for two primary
reasons: (1) the USDA Forest Service did not have a separate receipt and expenditure account at Treasury to
record these transactions and, (2) the USDA Forest Service did not fully understand or explore the reporting
implications associated with all of its business processes.

The effect is cash payments to agencies can be inappropriately withdrawn from the USDA Forest Service’s
FBWT accounts; undelivered orders are overstated at any given point in time due to unreconciled transactions;
and expenses and/or revenues are understated.

Recommendation Number 5:

We recommend that the USDA Forest Service analyze the composition of its budget clearing accounts and make
proper disposition at least on a quarterly basis.
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Recommendation Number 6:

We recommend that the USDA Forest Service identify all revenue generating business processes that are
currently maintained in the budget clearing accounts and work with OMB and U.S. Department of the Treasury
to establish a separate receipt and expenditure Treasury symbol so that revenue collections will not reside in the
12F3875 clearing account.

Improper Use of SGL Accounts in Special and Non-Revolving Trust Funds

During the audit, we determined that the USDA Forest Service erroneously recognized special and non-revolving
trust fund resources as ‘“‘unexpended appropriations” (GL 3100 series) even though it had not received
appropriations or allocation transfers related to such resources. The USDA Forest Service was not aware that it
was erroneously processing special and non-revolving trust fund resources via an invalid general ledger entry.

The United States Treasury, United States Standard General Ledger, Supplement No. S2 Treasury Financial
Manual recommends that agencies use entry number A184 to record in the expenditure account the amount of
appropriated receipts from an agency’s unavailable receipt account. As a result of using the correct entry, the
USDA Forest Service would be crediting 5740 Appropriated Earmarked Receipts — Transfers-In instead of
crediting 3100 Appropriations Received.

The overall effect of its erroneous posting overstated unexpended appropriations received and understated
cumulative results of operations. This error totaled approximately $735 million as of September 30, 2002, which
was corrected as a prior period adjustment in the FY 2003 financial statements.

Recommendation Number 7:
We recommend that the USDA Forest Service revise its posting model for special and non-revolving trust funds

to appropriately recognize these resources as transfers-in instead of appropriations received, in accordance with
SGL guidance.

Abnormal General Ledger Account Review Procedures Need Improvement

The USDA requires each of its bureaus to periodically (monthly or quarterly) review the accuracy of abnormal
balances and report those balances that are $5 million or higher as well as the required corrective action to USDA
Office of the Chief Financial Officer (OCFO).

The June 30 trial balance by Treasury account disclosed that the USDA Forest Service had 69 abnormal balances
valued at $3 million or higher. Additional analysis disclosed that the USDA Forest Service did not report, as
required, 35 of the 69 abnormal balances valued at $5 million or higher to the USDA OCFO. However, the
USDA Forest Service did not report these 35 abnormal balances because either the USDA Forest Service was
aware of the required corrective action which could be completed quickly or that the abnormal balance was
legitimate. These 35 abnormal balances had an absolute value of approximately $1.5 billion. Due to significant
general ledger account adjustments that were posted during the fourth quarter of FY 2003, the USDA Forest
Service believed it would be correcting many of the June 30 abnormal balances.

The adjusted September 30 trial balance by Treasury account disclosed that the USDA Forest Service had 54
abnormal general ledger account balances valued at $3 million and higher, with an absolute value of $2.2 billion.
Although, the number of September 30 abnormal balances decreased slightly when compared to the balances
identified at June 30, this decrease only occurred after a significant number of accounting period 13 and 14

10



Exhibit I

entries being made to correct these abnormal balances. Of the 54 items, 46 were above $5 million with an
absolute dollar value of $2.2 billion.

Many of the abnormal balances were caused by deficiencies in the USDA Forest Service’s business processes as
well as erroneous posting of AJV’s to the general ledger.

Because the USDA Forest Service does not have an adequate and timely process to review, reconcile, adequately
support, and, if necessary, correct abnormal balances, completion of the 2003 audit was delayed.

The USDA FY 2003 Annual Close Guide, Financial Analysis and Standards of General Ledger, General
Guideline for Trial Balance Report Analysis, Section 7.2.5. states that “A verification of the general account
balances should be included as part of a periodic (monthly or quarterly) analysis of the trial balance
report...[and] during a trial balance analysis, if a general ledger account carries an account balance different than
its normal balance, the balance should be considered abnormal.” It goes on to say that, “Further review and
transaction analysis should be conducted to determine the nature of the error and necessary steps should be taken
to correct the error.”

In addition, the USDA, Forest Service, Sustained and Effective Financial Management Performance, Executive
Level Action Plan (Plan), Section 2B, dated March 24, 2003, states abnormal account balances may be an
indication of improper recording of the USDA Forest Service financial transactions. The Plan further lists the
following actions to be completed by the USDA Forest Service personnel on a monthly basis:

m  “Identification by financial account of what should be a “normal balance” including which accounts should
typically have a debit balance versus a credit balance and assess reasonableness of account balances at
month-end, quarter-end and year-end.

m  Prepare a monthly trial balance review of each account and investigate and resolve any abnormal account
balances on a timely basis.

m  Prepare preliminary SF133s (Treasury Reports) so that the budget and financial management staff can jointly
and pro-actively identify program fund issues that may require further action. This process also resolves
problems such as the recent Department of Labor (DOL), Job Corps issues.

B Review, resolve or explain abnormal financial account balances and abnormal program fund balances to
ensure the integrity of the USDA Forest Service financial data and financial statements.”

This plan was communicated to OMB in the second quarter of fiscal year 2003, to inform OMB of the corrective
actions the USDA Forest Service was planning in order to improve its financial management and accountability.

Uncorrected abnormal balances may significantly misstate financial statement line items. After receipt of the
September 30 abnormal listings (including accounting period 13) the USDA Forest Service made adjusting
entries that amounted to a net of $158 million or an absolute value of $2.3 billion. Our review of the USDA
Forest Service adjusting entries resulted in 4 additional adjusting entries with an absolute dollar value of
approximately $121 million.

Recommendation Number 8:
We recommend that the USDA Forest Service follow its procedures in order to perform monthly review,

identification, research and correction of all abnormal balances and report the status of all abnormal balances of
$5 million or more to the OCFO.
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Recommendation Number 9:

We recommend that the USDA Forest Service ensure proper entries, especially AJV’s, at the Treasury Symbol
level for all adjustments so as not to cause abnormal balances in related GL accounts.

Recommendation Number 10:

We recommend that the USDA Forest Service institute an effective management review of the USDA Forest
Service identified and corrected abnormal balances.

Proprietary and Budgetary Account Relationship Review Procedures Need Improvement

During our review of the USDA Forest Service’s June 30, 2003 GL account relationship analysis, several GL
account relationships were not in agreement and the USDA Forest Service did not prepare adequate
reconciliations to support the differences. Due to significant general ledger account adjustments that were posted
during the fourth quarter of FY 2003, the USDA Forest Service ended its account relationship reconciliation
efforts using June 30 general ledger data and re-performed the account relationship reconciliation using
September 30 general ledger data. However, in reviewing the preliminary account relationships using September
30 general ledger data, there was no significant improvements from the account relationships prepared using the
June 30 general ledger data.

Specifically, differences existed or were not adequately explained for the following general ledger account
relationships:

m  Cumulative Results of Operations to Unexpended Appropriation per the Statement of Changes in Net
Position,

m  Budgetary to proprietary Advances from Others,

B Expended Authority to Appropriations Used,

m Budgetary to proprietary Reimbursable Revenue,

®m  Budgetary to proprietary Accounts Receivable — Governmental,

m  Budgetary to proprietary Accounts Payable, and

m Budgetary to proprietary Advances to Others.

The incomplete and unreconciled proprietary and budgetary analysis is attributable to the following three primary
causes:

m  The USDA Forest Service is not routinely reviewing, researching, adequately reconciling, and, if necessary,
correcting account relationships.

m  The USDA Forest Service is not performing the required research to understand the full impact that the
USDA Forest Service’s business processes have on the proprietary and budgetary account relationships.

m  Historically, the USDA Forest Service has incorrectly used general ledger accounts in journal vouchers, as
well as improperly posted (i.e., fiscal year posting, reversing, and non-reversing) such journal vouchers.

The USDA FY 2003 Annual Close Guide, Financial Analysis and Standards of General Ledger, General Rules for
Reviewing an Agency’s Financial Information, Section 7.2.4. states that relationships between the budgetary and
proprietary general ledger accounts should be reviewed while performing financial analysis. This financial
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analysis should be performed on a monthly basis, with particular attention given at year-end, and should include
the review of the Federal Financial Information System (FFIS) Trial Balance. In addition, the General Rules for
Reviewing an Agency’s Financial Information, Section 7.2.4, further lists six account relationships that should be
maintained on the agencies trial balance.

In addition, the USDA Forest Service’s Executive Level Action Plan, Section 2E, 4™ bullet states “Ensure
coordination between budgetary and proprietary activities to maintain reconciled balances.”

Failures in general ledger account relationships may significantly misstate the accuracy of both budgetary and
proprietary financial statement line items. Furthermore, the USDA Forest Service year-end review of account
relationships does not readily respond to deviations that may occur at any other time during the fiscal year.

Recommendation Number 11:

We recommend that the USDA Forest Service implement an effective monthly process to review general ledger
account relationships. The process must include the research, reconciliation, and resolution of all significant
differences in a timely manner.

Recommendation Number 12:

We recommend that the USDA Forest Service require an effective documented manager review and quality
assurance review of the account relationship analysis.

Material Weakness Number 2: Implementation of the USDA Forest Service Accrual Methodology Needs
Strengthening

During FY 2003, the USDA Forest Service developed a new accrual methodology (methodology), which was
distributed to reporting units via the USDA Forest Service CFO Bulletin and implemented during the third and
fourth quarters of FY 2003.

Although the USDA Forest Service made significant progress in developing an auditable accrual methodology, a
review of the USDA Forest Service’s June 2003 implementation disclosed discrepancies in the application of the
methodology by reporting units. These discrepancies included significant use of the least favorable accrual
estimation method, the straight line calculation, instead of using the other more favorable accrual estimation
methods, including third party confirmations and the USDA Forest Service project manager estimates. As a
result of the implementation weaknesses noted, the USDA Forest Service issued additional guidance to reporting
units in August 2003.

Implementation Deficiencies of Accrual Methodology Existed

Although reporting units did improve their compliance with the methodology as of
September 30, 2003, significant implementation deficiencies still existed as follows:

m A lack of an adequate understanding of the methodology resulted in the reporting of no accruals and
“negative” accruals.

®»  Accruals were posted without adequate supporting documentation.

m  Accrual data spreadsheets, that are used by the USDA Forest Service’s Washington Office (WO) personnel
to determine implementation progress, were altered or not used in a manner that was consistent with the
methodology.
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The above deficiencies existed because the reporting units lacked a clear understanding of the accrual process
and the WO developed spreadsheet allowed for the reporting of a “negative” amount to be entered, when
“Cumulative Payments Made” exceeded “‘Cumulative Expected Costs”.

In addition to the reporting unit deficiencies, USDA Forest Service WO personnel did not perform an adequate
review and analysis of the reporting unit accrual data, which resulted in multiple errors in WO consolidating the
individual reporting unit’s accrual data.

In addition to the CFO Bulletin, OMB Circular No. A-123, Management Accountability and Control provides that
transactions should be promptly recorded, properly classified and accounted for in order to prepare timely accounts
and reliable financial and other reports. The documentation for transactions, management controls and other
significant events must be clear and readily available for examination.

The incorrect application of the methodology and inadequate WO monitoring of the implementation of the
methodology resulted in an adjustment to increase the accrual by approximately $2.1 million.

Recommendation Number 13:

We recommend that the USDA Forest Service WO Office of Finance revise the accrual spreadsheet to prevent
the USDA Forest Service units from changing data fields or recording “negative” accruals.

Recommendation Number 14:

We recommend that the USDA Forest Service WO Office of Finance provide adequate communication and/or
training of the accrual methodology, as well as, a summary of lessons learned from the fiscal year 2003 audit to
all of the USDA Forest Service reporting units.

Recommendation Number 15:

Perform WO management oversight of the accrual methodology through analysis and follow up on large or
unusual items, as well as the USDA Forest Service units that do not report any data.

The USDA Forest Service’s Implementation of the Accrual Methodology was not Complete

To determine the completeness of the USDA Forest Service accrual, a review was performed of material
disbursement transactions processed subsequent to September 30, 2003. The disbursement reviewed were
processed in the FFIS from October 1 to October 17, 2003. As a result of this review, 10 of 61 disbursement
sample items should have been accrued prior to October 1, 2003 but were not and as a result, were considered
exceptions. The value of these 10 accrual exceptions amounted to an accrual understatement of approximately
$11.7 million. The USDA Forest Service had not recorded an accrual for these transactions using its accrual
methodology even though the documentation for receipt and acceptance of goods or the period of performance
for the service indicated that the transaction should have been accrued as of September 30, 2003.
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Because of the large number of exceptions discovered during the October 1 to October 17, 2003 period, the
USDA Forest Service was requested to investigate the causes as well as review its material disbursement
transactions processed during the period October 18 to November 15, 2003. As a result of this review, 12 of 64
sample items were noted as exceptions. The value of these 12 accrual exceptions amounted to an accrual
understatement of approximately $5.7 million. The USDA Forest Service also had not recorded an accrual for
these transactions using its accrual methodology even though the documentation for receipt and acceptance of
goods or the period of performance for the service indicated that the expenses should have been accrued as of
September 30, 2003.

In addition, the USDA Forest Service WO did not review rejected accrual transactions and certain reporting units
did not follow up with the USDA Forest Service WO to resolve their rejected transactions, the USDA Forest
Service was requested to provide the value of the rejected transactions as of September 30, 2003. It was
determined that the USDA Forest Service had not accrued for 519 rejected transactions in the amount of
approximately $24.5 million.

As a result of the USDA Forest Service analysis, the understatement of the accrual was attributable to the
following reasons:

m  The USDA Forest Service WO did not provide adequate accrual training to the reporting units.

®  Reporting units did not provide adequate documentation for certain sample items.

m  All accruals were not entered into FFIS due in part to the fact that FFIS was unavailable on the last day of the
fiscal year to input accrual data.

m  The USDA Forest Service WO did not establish a policy to manually review rejected accrual transactions to
determine the validity of the transactions and certain reporting units did not follow up with the USDA Forest
Service WO to resolve the rejected transactions.

The USDA Forest Service CFO Bulletin 2003-006 states that each reporting unit must maintain sufficient supporting
documentation to allow the audit community to arrive at the same conclusions and accrual amounts.

In addition, the USDA Forest Service Incident Accrual and Payment Matrix, which is used by the USDA Forest
Service reporting units to record fire accruals, indicates that by the close of business:

m  September 23", the Incident Team provide an estimate for the remaining days in the month to the delegated
incident unit.

m  September 24", the delegated incident unit update accruals in FFIS for the remaining days of the quarter or year.

Because of the lack of adequate year-end accruals and follow up by the USDA Forest Service WO and reporting
units, the USDA Forest Service recorded an adjustment to increase the accrual by approximately $41.9 million
for the items discussed above.

Recommendation Number 16:
We recommend that the USDA Forest Service WO Office of Finance establish and implement policies and

procedures to perform period end reviews of rejected transactions to ensure that all transactions that are in reject
status are corrected, recorded, and properly reflected in the general ledger.
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Recommendation Number 17:
We recommend that the USDA Forest Service WO Office of Finance and the USDA Forest Service reporting

units perform a comprehensive review of its accrual implementation efforts during the second quarter of fiscal
year 2004 to identify and resolve any additional deficiencies in the accrual methodology.

Material Weakness Number 3: Controls Over PONTIUS and PRCH Data Access, Input, Integrity, and
Segregation of Duties Need Improvement

The Purchase Order Normal Tracking and Inventory System (PONTIUS) is the front end to the Purchase Order
System (PRCH). Controls over data access, input, integrity, and segregation of duties play a crucial role in the

accuracy and integrity of data stored in these systems. Internal control weaknesses in these areas were noted in
PONTIUS and PRCH.

Due to the sensitive nature of the issues identified, we provided the USDA Forest Service with a separate,
limited-distribution report which contains the detailed findings along with specific recommendations.

Material Weakness Number 4: The USDA Forest Service Needs to Improve Its General Controls
Environment

During our audit, we identified the following conditions in the design and operation of the USDA Forest
Service’s general controls environment:

m  General support and financial application systems have not been subjected to the certification and
accreditation process per the requirements set-forth in OMB Circular No. A-130.

®  An entity-wide process for assessing information technology security risks has not been instituted.

m Information technology security plans at some regional offices and national forests are missing, outdated,
and/or incomplete.

m Internet access controls need improvement.
m  Controls over software management need improvement.

m [dentification of critical data/operations and current backup and recovery procedures and continuity of
operations planning needs improvement.

m  The USDA Forest Service has not executed an effective memorandum of understanding with the National
Information Technology Center.

m  The USDA Forest Service has not executed an effective memorandum of understanding with the National
Finance Center.

Due to the sensitive nature of the issues identified, we provided the USDA Forest Service with a separate,
limited-distribution report which contains the detailed findings along with specific recommendations. Although
the separate, limited-distribution report classifies certain of the findings listed above as material weaknesses and
the remaining ones as reportable conditions, we believe that, when considered together, the findings qualify as a
material weakness.
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REPORTABLE CONDITIONS

Reportable Condition Number 1: The USDA Forest Service Needs to Continue to Improve its Internal
Controls over its Reconciliation and Management of Fund Balance with Treasury

Although the USDA Forest Service has made significant progress in improving its Fund Balance with Treasury
(FBWT) reconciliation and management processes, we identified continuing control deficiencies.

The FMS 6653/6654/6655 Reports Reconciliation Process Needs to be Improved

During our control tests of the FBWT Financial Management Service (FMS) 6653/6654/6655 reports
reconciliation process, we noted that:

m  The USDA Forest Service could not provide adequate supporting documentation for the resolution of 20 of
50 sampled reconciled items from the June and July FBWT FMS 6653/6654/6655 reports (ten were below
the USDA Forest Service materiality level of $5,000, five were caused by reconciliation errors, and five had
other causes), and

® 50 of 50 sample items were not resolved timely.

The December Treasury reconcilation reports reflect that the non-reconciling FMS 6652, 6653, 6654 and 6655
transactions related to September 30, 2003 and prior were less than $1 thousand.

OMB Circular No. A-123, Management Accountability and Control, states that transactions should be promptly
recorded, properly classified and accounted for in order to prepare timely accounts and reliable financial and
other reports. The documentation for transactions, management controls, and other significant events must be

clear and readily available for examination.

USDA policy states that the USDA Forest Service needs to correct differences within 60 days after receipt of the
Treasury reports.

The lag time in resolution is primarily due to the USDA Forest Service’s current focus on reconciling the FMS
6652 transactions valued at $5,000 or more.

Without a reconciled FBWT balance, the USDA Forest Service’s general ledger could be out of balance with
Treasury’s. In addition, the USDA Forest Service could be understating revenues and/or expenses.

Recommendation Number 18:

We recommend that the USDA Forest Service perform complete and timely resolution of non-reconciling items
for all FBWT accounts within 60 days of report receipt.
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Treasury Warrants Must Be Recorded Timely and Entered Using the Appropriate Transcode and
Transtype

During our testing of FBWT, we noted the following conditions:

m  Forty-four routine Treasury warrants took an average of 27 business days from the date of approval until
they were recorded in the general ledger.

m  Four Treasury warrants were not properly entered into the general ledger (i.e., Treasury warrant
rescissions were posted erroneously with the transcode/transtype AAO1), causing the rescission to post to
the wrong general ledger accounts.

OMB Circular No. A-123, Management Accountability and Control states that transactions should be promptly
recorded, properly classified and accounted for in order to prepare timely accounts and reliable financial and
other reports. The documentation for transactions, management controls, and other significant events must be
clear and readily available for examination.

As a result of our general ledger testing, we noted that the USDA Forest Service did not maintain proper controls
over the timeliness of Treasury warrant entry into the general ledger. Posting models for certain fund categories
caused some of these timeliness occurrences. This erroneous posting model only posted the budgetary entry to
the general ledger without posting the appropriate proprietary entry. In these instances, the proprietary entry for
the Treasury warrant was posted at year-end using a journal voucher. Additionally, the USDA Forest Service did
not maintain proper controls over the transcode/transtype entries that were posted to the general ledger for
rescissions.

Without adequate controls being maintained over the Treasury warrants, forty-four (44) Treasury warrants were
not posted to the general ledger in a timely manner, and four (4) rescissions were posted with the wrong
transcode/transtype, which caused recording to the wrong general ledger accounts.

Recommendation Number 19:

We recommend that the USDA Forest Service establish a system of controls to accurately and timely record
Treasury warrants.

Reportable Condition Number 2: The Design and/or Implementation of Controls Related to the Accurate
Recording of Personal Property Transactions Need Improvement

The USDA Forest Service has improved its property internal controls during FY 2003, including monthly
general ledger to property subsidiary ledger reconciliations and other corrective actions. The recent
implementation of WO compensating controls, to include the search for assets recorded below the capitalization
threshold, further illustrates the continuing commitment by the USDA Forest Service to improving the control
environment necessary for accurate financial reporting of personal property.

While overall the USDA Forest Service control structure has improved, reporting unit controls remain a

weakness in the overall reporting structure. Tests of both controls and substantive transactions revealed that data
input by reporting units remains poor, as numerous data quality errors were identified.
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Transaction Data Were Not Recorded Accurately

During our testing of internal control effectiveness we identified errors where the recorded data did not agree
with the supporting documentation. These errors were noted 127 times in 160 personal property transactions and
consisted of the following:

m 48 errors for items recorded below the capitalization threshold

m 32 errors for lack of sufficient supporting documentation

m 25 errors for FY 2002 or prior events being recorded in FY 2003
®m 19 errors for unauthorized adjustments to recorded assets

m 3 errors for lack of supervisory review for property transfers.

During our substantive testing we also identified errors where the recorded data did not agree with the supporting
documentation. These errors were noted 96 times in 493 personal property transactions and consisted of the
following:

m 50 errors for FY 2002 or prior events being recorded in FY 2003

m 19 errors for items recorded below the capitalization threshold

m 10 errors for recorded cost not agreeing to the actual cost

m 7 errors for capitalizable items being recorded with an incorrect Budget Object Code

m 3 errors for capitalization of costs that should be a period expense

m 2 errors for improper write off of asset

m 2 errors in posting model use, causing a duplicate capitalization of a previously capitalized asset.
m | error for recording of a pre-payment as a capitalized asset

m | error for improper removal of a properly capitalized component cost

®m | error for non-removal, the entry was intended to remove an asset but did not.

The effect of these errors results in an overstatement or an understatement of asset values. These errors can be
attributed to a lack of trained personnel as well as a lack of supervisory review of the data input of these
transactions.

The USDA Forest Service has been aware of the numerous errors within the property transactional population
and has designed compensating controls at the WO to correct some of them. To identify and correct instances of
items being recorded below the capitalization threshold, the PP&E Reconciliation Team has implemented a
series of reviews of items below the capitalization threshold and period expenses found to be recorded in the
personal property sub-ledgers during FY 2003. These reviews identified and corrected 58 of the 80 errors (73%)
initially found for transactions below the capitalization threshold and capitalization of period costs. Although the
remaining differences are considered errors, no adjustments were considered necessary because statistical testing
results were within acceptable deviation limits. In addition, the USDA Forest Service has made a strong effort to
ensure that accruals are recorded for property transactions that should be recorded in FY 2003.
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Recommendation Number 20:

We recommend that the USDA Forest Service continue to train reporting unit personnel on accurate property
transaction recording.

Recommendation Number 21:

We recommend that the USDA Forest Service monitor reporting units for compliance with the USDA Forest
Service property transaction recording policies.

Recommendation Number 22:

We recommend that the USDA Forest Service ensure the continued, timely performance and refinement of WO
compensating controls procedures.

Reportable Condition Number 3: Controls Related to Physical Inventories of Capitalized Assets Need
Improvement

The USDA Forest Service WO provides capitalized asset written physical inventory instructions to the USDA
Forest Service reporting units. We reviewed the instructions and believe they are effectively designed, except as
noted below.

For economy and efficiency, the USDA Forest Service physically inventories personal property on a two-year
cycle preferably in the even years. The latest was performed in FY 2002.

Real property inventory procedures were changed in FY 2003 to require inventories on a rolling basis. Regions
are required to have completed a 100% inventory of all real property during a five-year period. In FY 2003, none
of the reporting units visited for field site testing had yet performed any real property inventory procedures for
the current year. As a result, we reviewed the latest ones performed in FY 2001.

Thus, the inventory records we reviewed in the FY 2003 audit were from prior years. Three types of deficiencies
were noted from the review.

m  Lack of Line Officer Certification of Inventory Completion - During our testing of inventory procedure
controls for property, plant, and equipment, we identified that there were no line officer certification letters
available, or the line officers signatures were dated before the inventory counts were completed. This
deficiency was found at three of the eight reporting units tested for personal property and at three of the six
reporting units tested for real property. Missed certifying letters could demonstrate inadequate management
review creating incomplete inventory counts with a potential overstatement or understatement of assets. This
condition is caused by a lack of supervision and/or oversight of the inventory procedures performed.

w  Lack of Signatures and or Dates on Inventory Records - During our testing of inventory procedure controls
for property, plant, and equipment, we identified that there were: no signatures or there were inadequate
signatures; and/or no dates on the reports and records evidencing that the employee performing the physical
inventories had confirmed the existence of the inventory items. This deficiency was found at six of the eight
reporting units tested for personal property and at one of the six reporting units tested for real property.
Unsigned and undated physical inventory lists could result in an overstatement of assets because the physical
existence of assets was not verified and/or properly recorded. This condition is caused by a lack of
compliance by field units with the USDA Forest Service’s written inventory instructions.
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®  Non-Reconciling Items Discovered during Physical Inventories were not Corrected in the Property Systems —

Resulting in Incorrect Financial Reporting- During our testing of inventory procedure controls for property,

plant, and equipment, we identified that non-reconciling items discovered during the physical inventory were

" not corrected in the property systems. This deficiency was found at five of the eight reporting units tested for
personal property and at five of the six reporting units tested for real property.

The effect is an overstatement or an understatement of assets because assets were not properly recorded in the
property subsidiary ledgers. This deficiency resulted from a lack of compliance by and/or supervision of the
personnel doing the physical inventory.

The USDA Forest Service has responded to this previous reportable condition by both providing new instructions
to field units and by providing on-line training sessions for the performance of real property inventories. We
were unable to test the effectiveness of this response, as the real property inventory was performed after field site
control testing. The USDA Forest Service has indicated that the same measures will be taken to improve the
controls related to personal property physical inventories in FY 2004.

Recommendation Number 23:
We recommend that the USDA Forest Service implement the proper physical inventory procedures.
Recommendation Number 24:

We recommend that the USDA Forest Service monitor reporting units for compliance with the USDA Forest
Service written physical inventory instructions.

Reportable Condition Number 4: Postings of Certain Transactions Needs to Contain the Proper
Reference Data to Link Related Transactions

The USDA Forest Service business processes require that relevant information needed to link related transactions
such as document and agreement number be entered in the general ledger module of FFIS as well as the related
FFIS cost accounting module called Project Cost Accounting System (PCAS). This link facilitates the matching
of related transactions, such as an advance and the draw down of that advance through subsequent payments,
which results in a net balance. However, this required information is not always entered in the system. We
noted the following examples:

®  Advances From Others — Expenditures were not consistently allocated to reduce the relevant advances,
resulting in inaccurate balances.

®  Accounts Receivable — For certain agreements, unbilled receivables were generated by PCAS. The unbilled
receivables were subsequently superceded by bills generated by FFIS. However, the PCAS bills were not
canceled resulting in duplicate accounts receivable.

m  Trust and Deposit Liabilities — The trust and deposit extract provided by the USDA Forest Service, excluding
timber-related transactions, did not contain the net amount of related transactions due to the lack of reference
data, such as document number, that is necessary to link related transactions. This lack of linking data affects
transactions which total approximately $13 million.
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m  Unliquidated Obligations (ULO) - The ULO extract did not contain the net amount of certain transactions due
to the lack of reference data (e.g., document numbers or agreement numbers) necessary to link related debit
and credit transactions. In our sample of non-routine transactions, 5 out of 121 sample items were not
properly referenced/linked to its related transaction. The lack of linking data does not have an impact on the
overall ULO balance.

Recommendation Number 25:

We recommend that the USDA Forest Service develop a methodology to link transactions that are currently in
the financial systems.

Recommendation Number 26:

We recommend that the USDA Forest Service work with the USDA and FFIS contractor to incorporate edit
checks that would disallow processing of transactions that do not provide the required data.

Recommendation Number 27:

We recommend that the USDA Forest Service establish direction and quality assurance protocols to ensure that
appropriate data be entered in the system.

Reportable Condition Number 5: Compilation of the USDA Forest Service’s Required Supplementary
Information (RSI) and Required Supplementary Stewardship Information (RSSI) Needs Improvement

We noted that the USDA Forest Service does not have adequate controls to ensure the consistency and timeliness
of information compiled and reported in its RSI and RSSI Sections of the financial statements. Specifically:

m  The information provided for RSI and RSSI was not completed and available within the required financial
statement reporting timelines due to the USDA Forest Service’s inadequate reporting procedures.

m  Reliable RSI and RSSI data was not available because the USDA Forest Service had prepared this
information as of other period-ends.

OMB Circular No. A-123, Management Accountability and Control, states that transactions should be promptly
recorded, properly classified and accounted for in order to prepare timely accounts and reliable financial and
other reports. The documentation for transactions, management controls, and other significant events must be
clear and readily available for examination.

Recommendation Number 28:

We recommend that the USDA Forest Service revise its current control structure for data collection and reporting of
RSI and RSSI to ensure the timeliness and accuracy of the reported information.
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Reportable Condition Number 6: The USDA Forest Service Application Systems Controls Need
Improvement

During our audit we identified the following weaknesses in the design and operation of the. USDA Forest
Service’s internal control structure:

m  Controls surrounding PROP user access, system interfaces, and automated edit checks need improvement

m  EMIS access controls, edit checks, and exception processing need improvement

m  Lack of key security, documentation and access controls in ATSA

B Access controls, segregation of duties, and automated controls for FFIS need improvement

Due to the sensitive nature of the issues identified, we provided the USDA Forest Service officials with a
separate, limited-distribution report which contains the detailed findings along with specific recommendations.
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STATUS OF PRIOR YEAR’S RECOMMENDATIONS

As required by Government Auditing Standards and OMB Bulletin No. 01-02, Audit Requirements for Federal
Financial Statements, we have reviewed the status of the prior years’ reportable conditions. The following table
summarizes these issues and provides our assessment of the progress USDA Forest Service made in correcting
these reported conditions. We have also provided the Office of the Inspector General (OIG) report where the

issue is monitored for audit follow-up. This table contains only those reports that are open.

Maférlal Weakness
#1: The USDA
Forest Service Must

Continue to Develop
and Improve its
Internal Controls
over its

Reconciliation and
Accountability of
Fund Balance with
Treasury

1. We recommend that the Forest Service (a)
complete the documentation of its reconciliation
process for the 6653/6654/6655 process, (b) work
with the USDA NFC to develop service level
agreements which include specific responsibilities,
roles, clearing timelines and escalation procedures
for resolution of non-compliance with the agreement
terms. These agreements need to identify appropriate
points of contact in the affected units that will assist
in the reconciliation of transactions that are
processed by NFC on the Forest Service’s behalf,
and (c¢) determine what the Forest Service resources
are necessary to perform complete and timely
reconciliations of all Fund Balance with Treasury
accounts and allocate the personnel resources
necessary to ensure that this process is completed
monthly as required by the TFM.

1.a.‘ & 1b. In

Process — Fiscal
Year 2003
Reportable
Condition

1.c. Open — Fiscal
Year 2003
Reportable
Condition
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2. We recommend that the Forest Service (a)
completely reconcile each FMS 6652 unmatched
report each month, including those reconciling items
which are below the current $5 thousand threshold;
and (b) work with the USDA NFC to develop service
level agreements which include specific
responsibilities, roles, clearing timelines and
escalation procedures for resolution of
noncompliance with agreement terms. These
agreements will identify appropriate points of contact
that can assist the Forest Service in resolving
reconciling items that are processed by NFC on the
Forest Service’s behalf.

2.a. & 2.b. Closed

3. We recommend that the Forest Service (a) analyze
the composition of its budget clearing accounts and
determine the proper disposition of the balances in
Treasury accounts 12F3875 and 12F3885 at least on
a quarterly basis and (b) identify all revenue
generating business processes that are currently
maintained in the budget clearing account and work
with OMB and U.S. Department of the Treasury to
establish a separate receipt and expenditure Treasury
account so that revenue collections will not reside in
the 12F3875 clearing account.

3.a. & 3.b. In
Process - Fiscal
Year 2003
Reportable
Condition

Material Weakness
#2: The USDA
Forest Service Must
Improve its Control
Design and/or
Implementation
Related to the
Accurate Recording
of Property
Transactions

1. We recommend that the Forest Service (a) train its
personnel on accurate transaction recording, (b)
require supervisory review of data input of property
transactions, and (c) monitor compliance through a
formalized quality assurance process.

la., I.b., & l.c.In
Process — Fiscal
Year 2003
Reportable
Condition.

2. We recommend that the Forest Service improve
the design and operation of its labor cost and other
cost capitalization controls.
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3. We recommend that the Forest Service design and
implement a control methodology that independently
verifies the initial recording of asset acquisition cost,
in-service date, and useful life, as well as other critical
data elements to ensure proper depreciation of capital
assets.
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Closed

Material Weakness
#3: The USDA
Forest Service
Must Develop A
Comprehensive
Accrual
Methodology

1. We recommend the Forest Service (a) develop an
accrual methodology for use in fiscal year 2003 that
will provide for an estimate using known individual
current business activity in accordance with
appropriate FASAB guidance and (b) maintain the
supporting documentation (i.e., invoices and
information used to develop estimates) used to
determine the accrual for management review.

1.a. Closed

1.b. Open - Fiscal
Year 2003
Material
Weakness

Material Weakness
#4: USDA Forest
Service Must
Improve its
Controls Over the
Payroll Process

1. We recommend that the Forest Service implement
adequate system controls in Paycheck to ensure that the
employee’s supervisor of record appropriately reviews
and approves his/her subordinates timesheets.

1. In Process —
Fiscal Year 2003
Management
Letter Comment

2. We recommend that the Forest Service (a) reinforce
the requirement that timesheets be signed by both the
employee and supervisor of record and (b) require
accounting units to reconcile and certify their payroll
registers to their personnel listing bi-weekly and retain
this information for periodic reviews and audits.

2.a. In Process —
Fiscal Year 2003
Management

Letter Comment

2.b. Closed

Material Weakness
#5: The USDA
Forest Service
Must Improve Its
General Controls
Environment

Due to the sensitive nature of the issues identified, we
provided the Forest Service officials with a separate,
limited-distribution report which contains the detailed
findings along with specific recommendations.
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See Separate IT
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Current Year
Status



Material Weakness
#6: The USDA
Forest Service
Must Improve Its
Application
Controls for Data
Integrity and
Access Privileges
for Pontius, PRCH,
PROP, and EMIS

Due to the sensitive nature of the issues identified, we
provided the Forest Service officials with a separate,
limited-distribution report which contains the detailed
findings along with specific recommendations.

See Separate IT
Report For
Current Year
Status

Reportable
Condition #1:
Postings of Certain
Transactions Do
Not Contain the
Proper Reference
Data to Link
Related
Transactions

1. We recommend that the Forest Service (a) develop
a methodology to link related transactions that are
currently in the financial systems. Additionally, the
Forest Service should incorporate edit checks to
disallow processing of transactions that do not provide
the required data and (b) establish direction and
quality assurance protocols to ensure that appropriate
data be entered in the system.

l.a. & 1.b. In
Process — Fiscal
Year 2003
Reportable
Condition

Reportable
Condition #2:
Reconciliations
Between FFIS and
Subsidiary Ledgers
are Needed

1. We recommend that the Forest Service (a)
periodically reconcile, at the Forest Service level,
earned revenue, deposit and unearned revenue
recorded in the ATSA system with that recorded in
FFIS and (b) periodically reconcile advances from
others and accounts receivable recorded in the PCAS
and general ledger modules of FFIS.
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Reportable
Condition #3:
Unliquidated
Obligation
Reconciliations
Need Improvement
and Additional
Related Procedures
Need to be
Developed

1. We recommend that the Forest Service (a) revise
the existing CFO Bulletin 2002-005 to establish
specific procedures to be performed for the
certification of open obligations, include a policy for
specific duties of the Washington Office, Regional
Offices, and Forest Level Offices, and include
information on the retention of documentation
supporting the certification review, (b) require that
each accounting unit review and certify its obligations
quarterly, with the fourth quarter review and
certification occurring as of August 31. In addition,
each accounting unit should also ensure that
deobligations occur within 30 days from the time the
obligation amount is determined to be no longer valid,
(c) work with NFC, via a service level agreement, to
create procedures to ensure that payments processed via
IPAC and payments made to GSA for FEDSTRIP
transactions properly reference the obligation document
and reduce the obligation when payments are made, (d)
emphasize first through the issuance of a CFO Bulletin,
and then through policy direction in the Forest Service
manuals and handbooks, the importance of checking the
final payment checkbox, when appropriate, to ensure
that final payments reduce obligations to zero, (e)
discontinue using convenience checks for paying
purchase order obligations and ensure that supervisors
reemphasize that convenience checks should not be used
for this purpose, and (f) ensure that each accounting unit
maintains documentation for amounts obligated in FFIS
(i.e., contract, purchase order, grant or other documents
supporting the obligation) as long as the obligation is
valid, even if the period of time extends beyond the 3
year documentation retention policy.
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1d, le., & L.f,
In Process —
Reported as a
Management
Letter Comment.



Reportable
Condition #4: The
Grants and
Agreements
Process Needs
Improved Internal
Controls As Well
As Refined
Procedures

1. We recommend that the Forest Service (a) obtain

written authorizations for grantee or cooperator’s
representative, (b) establish a uniform procedure on how
the Forest Service documents reviews and approvals
prior to payment, (c) issue agreement award letters to
cooperators upon award of the agreement, and (d)
document appropriate monitoring procedures in grants
that provide for regular periodic oversight of the grantee.

Exhibit IT1

l.a., 1.b, l.c,, &
1.d. In Process —
Fiscal Year 2003
Management

Letter Comment

2. We recommend that the Forest Service (a) develop a
system that can be used to track the financial and
operational aspects of all grants and agreements, (b)
enter obligations, or at least an estimate of the expected
obligations, at the time the Forest Service executes a
binding agreement with the grantee or cooperator, (c)

review payment data that is entered into FFIS to ensure
data integrity (i.e., the correct amount and correct job
code are used) and ensure that proper supporting
documentation is maintained, (d) require all grantees
and cooperators to submit SF-270’s for payments and
advances, and (e) require the grantees or cooperators
to submit SF-269’s on a quarterly basis that ends
March 31, June 30, September 30, and December 31.

2.a.,2b.,2c.,
2d.,&2e. In
Process — Fiscal
Year 2003
Management
Letter Comment

3. We also recommend that the Northeastern Area
Office ensure that the grant related payments processed
through HHS are entered into FFIS on a timely basis.

3. Closed

Reportable
Condition #5:
Controls Related to
Physical
Inventories of
Capitalized Assets
Need Improvement

1. We recommend that the Forest Service (a) design
and add to appropriate physical inventory instructions
steps for the completeness testing of pooled real
property, (b) train employees on the proper physical
inventory procedures, and (c) monitor accounting
units for compliance with the Forest Service written
physical inventory instructions.
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l.a. Closed

1.b. & l.c. In
Process — Fiscal
year 2003
Reportable
Condition



Reportable
Condition #6:
Procurement
Controls and
Procedures Need
Improvement

1. We recommend that the Forest Service (a) ensure
that all the Forest Service purchase cardholders are
authorized in writing, (b) ensure purchase requisitions,
invoices and invoice receipt certifications are properly
prepared, received and accepted, approved, and
maintained for review, and (c¢) develop policies and
procedures that require the LAPCs to perform specific
procedures, including a review of the card holders
reconciliation, for their reviews of purchase
cardholders and require this review to be performed
monthly.

Exhibit 111

la, 1.b., & l.c. In
Process — Fiscal
Year 2003
Management
Letter Comment

2. We recommend that the Forest Service (a) develop
a centralized reporting system for all contracts, (b)
ensure that the expenditures are supported by
obligation documents and are obligated in FFIS at the
time the Forest Service has entered into a binding
agreement with another party. If exact obligations are
initially unknown, estimates based upon historical
activity should be made and subsequently adjusted
when exact amounts are known, (c) ensure that all
supporting documentation is available for
examination, (d) emphasize that all invoices or similar
documents are to be closely and accurately reviewed
by an individual separate from the data entry person
and that FFIS expenditure amounts are accurately
recorded, and (e) assure that job codes are accurately
recorded on all source documents and are properly
recorded in FFIS.
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Reportable
Condition #7:

USDA Forest
Service
Information
Systems Need
Improvements in
Addition to the
Material
Weaknesses
“Previously Noted”

Due to the sensitive nature of the issues identified, we
provided the Forest Service officials with a separate,
limited-distribution report which contains the detailed
findings along with specific recommendations.
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Exhibit I'V

NON-COMPLIANCE WITH FFMIA

The USDA Forest Service Systems are Not Compliant with Federal Financial Management System
Requirements (Noted in Material Weakness)

During our audit we noted that the USDA Forest Service does not have timely formal certification and
accreditations in accordance with OMB Circular No. A-130, Management of Federal Information Resources
performed on its PONTIUS, PRCH, EMIS, PROP, INFRA Central, ATSA, and Paycheck 7 applications and
their general support environment. A certification and accreditation is a requirement for systems that comply
with FFMIA, Joint Financial Management Improvement Program (JFMIP) standards, as well as OMB Circular
No. A-130.

Based on the above observation and our other observations of application control weaknesses in these systems,
some of which are maintained by the National Finance Center (NFC), these systems are not in compliance with
FFMIA.

Recommendation Number 29:
We recommend that the USDA Forest Service, working with the NFC, as necessary, take steps to certify and

accredit the PONTIUS, PRCH, EMIS, PROP, INFRA Central, ATSA, and Paycheck 7 systems and their general
support environment or replace these legacy systems.

The USDA Forest Service Revenue Collections from Certain Business Processes Are Not Recognized As
Revenue When Earned (Noted in Material Weakness)

Although the USDA Forest Service has made improvements in its business processes for Map Sales and the
National Recreation Reservation System (NRRS) through the issuance of CFO Bulletins, the following
weaknesses still exist.

We noted that the USDA Forest Service does not recognize revenue at the point of sale for certain collections.
Instead, the USDA Forest Service collects these receipts in its clearing account and then periodically moves the
funds to a special receipt account. Some examples of the revenues that are not currently recognized at the point
of sale, but adjusted during the year are as follows:

m - Map Sales — Collections of earned revenue related to sale of maps by the USDA Forest Service is deposited
into a suspense account and not recognized as eamned revenue until the USDA Forest Service periodically
transfers the funds to a special receipt account.

m  NRRS — Collections received for camp site reservations are not recognized as revenue when earned. The
collections are deposited into the Treasury suspense account and are periodically recognized as revenue when
the collections are transferred to an appropriated account.

Because the USDA Forest Service does not recognize revenue at the point of sale (e.g., revenue is recognized
through a series of AJV’s) for these and other transactions, it is not in compliance with SFFAS Number 7,
Accounting for Revenue and Other Financing Sources as well as the United States SGL posting logic.

32



Exhibit IV

The USDA Forest Service was not aware of this non-compliance and as a result did not have SGL posting logic
that was compliant with the applicable standards.

Recommendation Number 30:

We recommend that the USDA Forest Service develop a posting model to ensure that revenue is recognized
when earned.

Recommendation Number 31:

We recommend that the USDA Forest Service notify and train the USDA Forest Service personnel on the new
revenue posting model.

Improper Accounting for Budgetary Resources in Special and Non-Revolving Trust Funds (Noted in
Material Weakness)

The USDA Forest Service was erroneously recognizing special and non-revolving trust fund resources as
“Unexpended Appropriations” (GL 3100 series) even though they did not receive appropriation or allocation
transfers. The USDA Forest Service was not aware that it was erroneously processing special and non-revolving
trust fund resources via an invalid general ledger entry.

The USDA Forest Service was not aware of this non-compliance and as a result did not have SGL posting logic
that was compliant with the applicable standards.

Recommendation Number 32:

We recommend that the USDA Forest Service revise its posting model for special and non-revolving trust funds
to appropriately recognize a transfer-in instead of appropriations received in accordance with SGL guidance.

Other Accounting Errors and Lack of Budgetary/Proprietary Synchronization (Noted in Various Material
Weaknesses and Reportable Conditions)

During the audit various other errors were discovered that cause noncompliance with the SGL or accounting
standards. The additional areas of deficiencies that caused non-compliance with FFMIA are:

® Excessive manual AJV’s
®  [Incorrect posting of transactions (i.e., Treasury Warrants)

®  Budgetary and proprietary accounts not in agreement

Recommendation Number 33:

We recommend that the USDA Forest Service revise its posting models to properly record transactions initially
and avoid excessive AJVs.

Recommendation Number 34:
We recommend that the USDA Forest Service analyze its business data to determine the nature of, and if

necessary correct, transactions that are causing out of balance conditions between budgetary and propriety
accounts.
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MANAGEMENT DISCUSSION AND ANALYSIS (UNAUDITED)

MISSION STATEMENT
The mission of the U.S. Department of Agriculture (USDA) Forest Service is to:

Sustain the health, diversity, and productivity of the Nation’s forest and grasslands to meet the
needs of present and future generations

The Forest Service’s commitment to land stewardship and public service is the framework within
which the national forests and grasslands are managed.

ORGANIZATIONAL STRUCTURE

In order to improve the efficiency and effectiveness of Forest Service program delivery, the
agency requested (in 2002) and received approval in 2003 from USDA to reorganize into six
deputy areas, each reporting directly to the Office of the Chief.

With this approval, the deputy areas are now Budget and Finance; Business Operations;
Programs, Legislation, and Communication (PL&C); Research and Development (R&D); National
Forest System (NFS); and State and Private Forestry (S&PF).

In the later sections of the Performance and Accountability Report pertaining to the financial
statements and notes, the discussion revolves around “segments”, rather than deputy areas.
Deputy areas are administrative groupings while segments are constructs used to assess net
costs. The segments are the NFS, S&PF, R&D, Fire, and Working Capital Fund (WCF). Some of
the segment names are the same as those used for deputy areas, but the terms are not
Synonymous.

This administrative reorganization

Established the National Fire Program Staff

Established a Chief of Staff

Changed the reporting relationship of the Office of Communication to report to PL&C
Changed the reporting relationship of the Office of Civil Rights

Established the Budget and Finance Deputy Area

Established the Conservation Education Staff

Established the Urban and Community Forestry Staff

Merged the Forest Management Staff and the Range Management Staff

Merged the Wildlife, Fish, and Rare Plants Staff and the Watershed and Air Management
Staff.

This improved organizational structure enables the Forest Service to be more agile and to adapt
its program delivery to meet the natural resources focus and initiatives of the 21 century.

Beyond the Washington Office and reporting directly to the Office of the Chief are

Six forest and range experimental stations

The Forest Products Lab in Madison, WI

State and Private Forestry in the Northeastern Area

International Institute of Tropical Forestry at the University of Puerto Rico, Agricultural
Experimental Station

= Nine NFS regions
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OUR FOCUS ON EXISTING PRIORITIES

In FY 2003, the Forest Service defined what it saw as the four greatest threats to the health of the
Nation’s national forests and grasslands: fuels and fire, invasive species, loss of open space, and
unmanaged outdoor recreation. To successfully address these threats, the Forest Service must
also ensure that its business and financial practices meet the highest standards.

The FY 2003 priorities, including the four threats noted above, have been addressed under the
four main goals of the Forest Service’s 2000 Strategic Plan. The following discussion describes
the interrelationships among these four threats. For FY 2003, the Forest Service focused on the
following priorities:

GOAL 1—ECOSYSTEM HEALTH

Fuels and Fire

Long-standing fire suppression practices have resulted in dense undergrowth buildup in some
forests, depleting the health and resiliency of forests and grasslands to fire and pests. This build
up of fuels can become a tinder box even under such natural conditions as drought or extreme
fire seasons. These buildups of fuels, along with the relatively recent and rapid conversion of
forests and ranchlands to “ranchettes” and subdivisions, have resulted in a loss of lives and
homes.

Invasive Species

Many catastrophic wildfires, especially those in proximity to urban forests, are the effects of
several complex interactions among natural systems and human-made systems. Other fire and
forest management practices have altered the species composition and distribution within forests
and grasslands, making these systems more susceptible to insect attack and invasive species.
This susceptibility often also results in an unnatural buildup of fuels from dead and dying
vegetation.

Unmanaged OQutdoor Recreation

In an increasingly urbanized landscape across the Nation, more people are spending their leisure
time camping, hiking, or doing other recreational activities. Increasingly, motorized off-highway
vehicles (OHVs) are a part of the recreation experience, with the numbers of OHV users rising
from 19.4 million in 1982-1983 to 27.9 million in 1994-1995. In 2000-2001, the number of
participants was 37.2 million, which shows nearly a doubling of use since 1982-1983. Such
overuse not only degrades habitat but also heightens the risk of wildfires, especially during
periods of drought. The Forest Service has been working with the public to manage this issue
and provide the recreation experience valued by the public.

The Forest Service has focused on several other important actions to address its ecosystem
health goals. To mitigate future catastrophic wildland fires, the Forest Service is working to
improve its ability to assess, prevent, manage, and restore the contributors to this problem,
including invasive species, buildup of fuels, unmanaged recreation, and the conflicting uses of
forested lands on or near the wildland-urban interface areas in, or near, forested lands where
Americans build their homes. Recognizing how these four threats are interrelated, Forest Service
leadership and scientists can help managers, partners, and the American people minimize
unintended outcomes to natural and human communities.

In FY 2003, using more than $226 million dollars budgeted for hazardous fuels treatments, the
Forest Service treated approximately 1.4 million acres, almost half of which were in the wildland-
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urban interface. The agency projects that it will be able to treat hazardous fuels on a similar
number of acres in FY 2004.

In FY 2003, Congress enacted the stewardship contracting authority of the Forest Service
(included in the FY 2003 Omnibus Appropriations Act). In addition, the Healthy Forests
Restoration Act, H.R. 1904, was approved by the House in May and reported by the Senate
Agriculture Committee in July 2003.

To effectively address the scope of President Bush’s Healthy Forests Initiative, the Forest Service
is focused on:

= Implementing the Healthy Forests Initiative to improve the condition of the Nation’s forests
and grasslands

=  Continuing implementation of the 10-Year Comprehensive Strategy of the National Fire
Plan (NFP) with 20 Western States and other Federal agencies to reduce wildland fire
risks to communities and the environment

= Detecting, preventing, and controlling the increasing threat of insects, disease, and
noxious weeds, including those classified as invasive species, to the integrity and viability
of forest, grassland, and aquatic ecosystems

» Predicting and managing the cumulative effects of different land uses, while reducing the
disturbance of conflicting uses encountered with changes in housing and population
density adjacent to the national forests and grassiands

= Assessing the new uses and monitoring the increased levels of existing use of OHVs, as
well as preventing or controlling their effects, which include the spread of invasive weeds,
erosion of fragile soils, destruction to vegetation, and damage to riparian areas and
species.

Further details on the Healthy Forests Initiative are located at
http://www.whitehouse.gov/infocus/healthyforests/toc.himl .

The Forest Service continued its efforts on a new National Forest Management Act Planning Rule
and Final Directives for planning guidance (to be released by the USDA in FY 2004). The new
rule and directives raise the bar on environmental analysis, provide the highest level of protection
for animal and plant species, include meaningful public involvement, and use expert-based
science that is nationally and internationally recognized.

The Forests Service also addressed Roadless Rule revisions that are intended to improve
implementation and better involve affected individuals and State governments.

In addition, the Forest Service has been working to amend the Sierra Nevada Framework,
covering 11.5 million acres of NFS lands in California to improve the framework’s flexibility and
compatibility with other important programs, including fire and fuels management, grazing, and
recreation.

GOAL 2—MULTIPLE BENEFITS TO PEOPLE

A significant unintended outcome of the unnaturally extreme wildland fires was the depletion of
funds appropriated for wildland fire suppression in FY 2002, and again in FY 2003. In both years
the agency transferred funds from nonwildland fire management program accounts to the
wildland fire suppression account to pay for suppression costs. These transfers of funds for fire
suppression have far-reaching impacts not only to the Forest Service, but also for agency
partners and cooperators, including universities, organizations, States, tribes, and communities.
Numerous activities and projects designed to manage the forests and grasslands or to assist
State or private landowners to manage their lands are delayed or completely forgone as a
consequence of these transfers.
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In FY 2002, approximately $1 billion was transferred from agency non-wildland fire management
programs to support wildland firefighting efforts. Congress appropriated $636 million in FY 2003,
specifically to restore those transferred funds.

In FY 2003, the Forest Service again needed to transfer funds from non-wildland fire
management accounts. Specifically, monies were taken from the following 12 programs:

Land Acquisition

Capital Improvement and Maintenance

WCF

NFS (vegetation management, and fish and wildlife habitat)

S&PF (providing forest health technical and financial assistance to communities, non-
industrial private landowners, States, and other Federal agencies)
R&D (developing and transferring new technology)

Salvage Sale Fund

Timber-Purchaser-Elect

Knutson Vandenburg

Brush Disposal

Recreation Fee Demo

Forest Land Enhancement Program (FLEP).

By the end of FY 2003, the amount transferred was $695 million, resulting in numerous
nonwildland fire management projects and activities being cancelled, or postponed.

Healthier forests, the intended outcome of the Healthy Forests Initiative, could greatly reduce the
potential for catastrophic wildland fires, which, in turn should reduce fire suppression costs
dramatically. However, aggressive national wildland fire management efforts may only control
costs up to a point as the extent of the wildland-urban interface continues to expand. Also, the
current buildup of hazardous fuel on Federal and non-Federal lands may be occurring at two or
three times the level of treatment.

In FY 2003, the Forest Service developed and implemented a strategy for cost containment on
large wildfires. This strategy incorporates the action items of the Chief’s Incident Accountability
Report, reinforcing the need for additional, highly-skilled Incident Business Advisors on all Type |
incidents, as well as Type |l incidents with the potential to be of high cost. When incidents
exceed $12-15 million, a support staff is assigned to the incident to ensure application of
appropriate financial skills in fire business management, contracting or procurement, and fire
operations.

The Forest Service continued to work with the U. S. Department of the Interior to improve overall
efficiency to meet all the expectations of the Northwest Forest Plan, covering more than 24 million
acres of public lands. Two new amendments to the plan will be completed in FY 2004: one to
clarify language in the Aquatic Conservation Strategy, and the other to change the Survey and
Manage program.

GOAL 3—SCIENTIFIC AND TECHNICAL ASSISTANCE

In 2003, the Forest Service priorities related to scientific and technical assistance included
activities connected to the Healthy Forest Initiative, Invasive Species, including Sudden Oak
Death, Forest Inventory and Analysis (FIA), and Global Climate Change.
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Healthy Forests Initiative

Fire exclusion, insect and disease infestations, invasive species, and other factors have added
greatly to the challenge of maintaining and improving forest health and sustainability. Forest
Service R&D developed a wide range of knowledge and tools to improve the ability of forest and
rangeland managers to reintroduce fire to a more natural role; improve the cost-effectiveness of
mechanical fuel management treatments; control introduced plants, insects, and diseases; and
keep native insect and disease losses to an acceptable level. These tools will assist land
managers in prioritizing vegetation and fuel treatments, in planning and executing prescribed
burns and insect and disease management, and in managing wildfires more effectively.

Invasive Species

Invasive species are the single greatest threat to forest and rangeland health, resulting in
economic losses caused by natural resource impacts and increased control and restoration costs.
Emerging issues, such as the Sudden Oak Death epidemic in California, present a national
threat. Effective management of invasive species requires a scientific and operational response
from the Forest Service, integrated with public and private partners. Forest Service R&D funds
work on invasive plants and pathogens, invasive aquatic and terrestrial vertebrates and
invertebrates.

Forest Inventory and Analysis

FIA is the Nation’s continuous forest census, the number one source of current information on
status and trends in America’s forest resources. Products include estimates and maps of forest
cover and change; rates of forest growth, harvest, and mortality; descriptions of forest structure
and species composition; and data on forest soils, vegetative diversity, and fuel loads.

Program customers include State forestry agencies, Federal and State policymakers,
corporations and consultants, researchers, environmental organizations, land managers, media,
and anyone interested in reliable, current forest data.

Common applications of FIA data include State-level assessments of forest sustainability, maps
of fire fuel loads and risk, carbon budgets and sequestration opportunities, assessments of forest
health, and estimates of timber consumption and supply.

-

Global Climate Change

The Nation’s forests are significant carbon sinks that are critical to increasing terrestrial carbon
sequestration. Forest Service R&D is developing improved monitoring, analysis and projection,
and management systems to understand, mitigate, and capitalize on climate change. Active
forest management can enhance carbon sequestration by increasing the removal rate of CO,
from the atmosphere and storing carbon in the mass of the woody parts (biomass) on dead or
alive trees, shrubs, or bushes, soil, and litter. Advances in forest management systems and
technologies improve the ability to capture and allocate carbon in forests and wood products.

GOAL 4 - EFFECTIVE PUBLIC SERVICE

A major priority in FY 2003 was improving the Forest Service’s business and financial operations,
including the initiatives of the President’'s Management Agenda (PMA). Under the PMA, the
agency continues to implement competitive sourcing and business process reengineering through
the A-76 process. Please refer to the section titled President’s Management Initiatives for
detailed Forest Service accomplishments.

Also, in an effort to develop excellence in its future leadership, the Forest Service initiated
activities and goals related to leadership development and succession planning.
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The Forest Service revised its 5-year strategic plan in the Strategic Plan for Fiscal Years 2004-
2008, which focuses on outcomes to achieve sustainable resource management and which
addresses the four key threats mentioned above. This update sets agency goals and objectives
from 2004 through 2008. As a subset of this document, a strategic plan for the entire Business
Operations program was developed that describes performance expectations for all
administrative staffs and programs.

A Forest Service priority to integrate budget, finance, and performance accountability has led to
the development of a Performance Accountability System (PAS). In FY 2003, the agency
assessed existing processes and systems related to budget, performance, and accountability and
began an effort to develop a consolidated set of activities linking strategic plan objectives and
performance measures from the updated Strategic Plan to program and budget formulation,
execution, and reporting. In its initial stages of development, the PAS is scheduled for full
implementation in 2006, beginning with budget formulation, and will be used in 2005 for budget
execution and reporting. A pilot project is currently underway in Region 10 (Alaska) to develop a
set of operational level measures to support budget and strategic plan integration.

On the basis of its successes in reducing the size of the national office and increasing cost
effectiveness, the Forest Service sent additional funding to the field for on-the-ground projects
and programs.

Forest Service leadership is fully committed to all aspects of the agency’s Civil Rights program
and to the quality of work life for all of its employees. In 2003, special areas of emphasis have
been in Equal Employment Opportunity (EEQ) Complaint Processing and improved Workforce
Diversity.

In EEO Complaint Processing, the Forest Service:

= Maintained the resolution rate of informal complaints at about 52 percent with a 36
percent Alternative Dispute Resolution (ADR) rate in the EEO informal process and a 54
percent resolution rate using traditional counseling.

= Cut the number of formal complaints filed from 207 in FY 02 to 149 in FY 03.

»= Conducted a survey to ensure guidance of going to good faith ADR except in rare
circumstances.

= Streamlined processing—including Forest Service field Civil Rights directors’ involvement
in complaint resolution and coordination—of complaints after studying the roles and
responsibilities of Civil Rights, Human Resource Management, and ADR.

»  Submitted ninety-six percent of the EEO counselor reports to the USDA Civil Rights Staff
on time.

» Decreased the per capita rate of formal complaints to .4 percent, which is .2 percent
below the USDA’s .6 percent average

= Demonstrated increasing accountability in the area of Civil Rights as shown in quarterly
complaint leadership reports issued to Forest Service leadership from the Associate Chief
and Deputy Chief of Business Operations

= Decreased the number of informal complaints from 534 to 462.

In Improved Workforce Diversity, the Forest Service:

= Increased its diversity, outreach, and performance indicators, and funding has been
reallocated based on sound measurements.

= Modified the Forest Service Chief's Workforce Advisory Group (CWAG) charter to include
diversity presentations and studies conducted; diversity measurements are now underway
with leadership to communicate and aggressively focus hiring in FY2004.

= Developed and distributed the Forest Service Affirmative Employment Plan to Forest
Service leadership.
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Addressed reasonable accommodations in presentations with the USDA at three regional
sites and the Washington Office. Also, drafted a standard operating procedure. Ongoing
work includes developing a civil rights database, and designing a Train the Trainer module
with the Office of Personnel Management.

Retained only 15 Program Complaints in the Forest Service inventory with more than 212
million visitors annually to national forests.

Implemented the $1.6 million National Civil Rights Capacity Building Program, which
consisted of $1.1 million to the Historically Black Colleges and Universities program,
$100,000 to Tribal Colleges and Universities, $335,000 to Hispanic-Serving Institutions,
and $35,000 to Asian Pacific communities outreach program.

Employed 24 USDA 1890 Scholars enrolled in 12 Historically Black Colleges and
Universities, and employed 24 interns from the Hispanic Association of Colleges and
Universities.
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OUR FOCUS ON NEW PRIORITIES

While many of the programs and activities mentioned in this report will be carried over to FY 2004
as priorities, several new areas of focus are on the horizon.

The Forest Service Strategic Plan for 2004-2008 sets goals and objectives for the agency that will
be in effect from 2004 through 2008. Each of the goals (highlighted below) discussed in the
update include performance measures that will be tracked to measure the annual results.
Baselines, when available, provide a benchmark to evaluate Forest Service performance.

In 2004, the Forest Service will continue to actively address the four threats below:

Fuels and Fires

Invasive Species

Loss of Open Space
Unmanaged Outdoor Recreation

Agency priorities from 2004 through 2008 will be viewed in light of the following goals and their
expected outcomes.

GOAL 1—REDUCE THE RISK FROM CATASTROPHIC WILDLAND FIRE

Restore the health of the Nation’s forests and grasslands to increase resilience to the effects of
wildland fire.

Goal 1 is recognized for priority attention by Forest Service leadership, partially because
catastrophic fires compromise human safety and life and often result in significant private
property loss, have huge economic impacts, damage forests and habitat, and compromise the
health of the ecosystem.

FY 2003 was the third consecutive year that the Forest Service transferred funds from
discretionary accounts to pay for the costs of wildland fire suppression. In FY 2002, the Forest
Service transferred $919 mitlion from nonwildland fire management accounts to cover the costs of
fire suppression and, in FY 200, $695 million was transferred from nonwildland fire accounts.
These transfers resulted in cumulative multiple impacts including the cancellation or
postponement of numerous projects on NFS lands; cooperative projects with States,
communities, and other partners; and research activities. In many cases the projects and
research postponed or cancelled were designed to reduce the risk of wildland fires to
communities and the environment.

The agency is committed to working with the Administration and Congress to implement a long-
term solution to pay for the costs of fire suppression. Such a solution must encompass
appropriate incentives to reduce the cost of fire suppression and also to avoid the disruptive
process of making transfers from other accounts. In addition, the agency will continue its focus
on reducing the root causes of costly and catastrophic wildfires, by emphasizing the treatment of
hazardous fuels and restoration of watersheds.

GOAL 2—REDUCE THE IMPACTS FROM INVASIVE SPECIES

Restore the health of the Nation’s forests and grasslands to be resilient to the effects of invasive
insects, pathogens, plants, and pests.

Goal 2 is recognized for priority attention by Forest Service leadership, in part, because invasive

species, many of which have no natural predators, are spreading at an alarming rate and are
having catastrophic impacts on economies, native species survival, and habitat. Economically,
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invasive species cost the United States about $137 billion per year in total economic damages
and associated control costs. Scientists estimate that invasives contribute to the decline of up to
half of all endangered species. Invasives are the single greatest cause of loss of biodiversity in
the United States.

GOAL3—PROVIDE OUTDOOR RECREATION OPPORTUNITIES

Provide high-quality outdoor recreational opportunities in forests and grasslands, while sustaining
natural resources to meet the Nation’s recreation demands.

This goal is recognized for priority attention by Forest Service leadership, partially because of the
overuse of the land, especially by OHVs. A near doubling of OHV use from 1982 to 2001 has
resulted in damage to wetlands and wetland species, severe soil erosion, spread of invasive
weeds and increased susceptibility to fire in times of drought. In addition, this heavy use is
destroying values that recreational opportunities should provide.

GOAL 4—HELP MEET ENERGY RESOURCE NEEDS
Contribute to meet the Nation’s need for energy.

This goal is recognized for priority attention by Forest Service leadership because the nation’s
forest and grasslands play a significant role in meeting the need for the production and
transmission of energy.

GOAL 5—IMPROVE WATERSHED CONDITION
Increase the number of forest and grassland watersheds in fully functional hydrologic condition.

This goal is recognized for priority attention by Forest Service leadership because a significant
number of municipalities and Forest Service facilities currently depend on National Forest System
watersheds for their public water supplies. Sustaining functional watershed conditions over time
maintains the productive capacity of the Nation’s land and water.

GOAL 6—CONDUCT MISSION-RELATED WORK IN ADDITION TO THAT WHICH SUPPORTS
THE AGENCY'S GOALS

Conduct research and other mission-related work to fulfill statutory stewardship and assistance
requirements.

An example of mission-related work that supports the Forest Service’s goals is the effort to
reduce the loss of open space. Large tracts of undeveloped land are critical to the health of the
Nation's wildlife, forests, and water supply. A reduction in the number of acres in large tracts of
land can result in less forest and range products and outdoor recreation opportunities. To learn
more about this problem, the Forest Service has conducted regional assessments such as the
Southern Forest Assessment, Northern Forest Lands Study, and the New York/New Jersey
Highlands Study. These studies show the condition of the land given the current situation. The
Forest Service employs a variety of programs and processes to determine the effect loss of open
space has on the natural environment, as well as the effect it may have on humans. Through its
Cooperative Forestry Program and National Forest Landownership Adjustment plans, the Forest
Service is working to consolidate large tracts of land and to reduce potential user conflicts
associated with a loss of open space.

Another priority area under Goal 6 is Civil Rights. In FY 2004, Forest Service leadership will
remain fully committed to all aspects of the agency’s Civil Rights program and to the quality of
work-life for all of its employees. Special focus continues to be placed on EEO Complaint
Processing and Improved Workforce Diversity.

-12-
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For EEO Complaint Processing, the Forest Service will:

Establish a mechanism to track ADR attempts in the formal EEO complaints process.
Ensure that the timeliness of traditional counseling process (up to 90 days) is within
regulatory requirements 95 percent of the time.

Ensure that the timeliness of the ADR and Early Intervention Program process (within the
informal EEO process, which is 90 days) is within regulatory requirements 90 percent of
the time.

Ensure that the timeliness of informal EEO counseling reports is met within 90 to 95
percent of the time (within 10 days of Department request).

Make sure the per capita rate for formal complaints is maintained at 0.29 percent of the
workforce.

Ensure the timeliness of formal complaints by establishing baseline measures for timely
processing of formal complaints at every stage over which the Forest Service has
cognizance to comply with regulatory requirements. Examples of such stages include
investigation, investigation review, election, and processing of records to the Equal
Employment Opportunity Commission.

Collaborate among Forest Service Civil Rights, ADR and Early Intervention Program, and
Human Resources Management to develop data elements and processing tools that
measure ADR usage throughout the complaint process, using a centralized complaints
database.

Train and transfer complaints resolution and investigation coordination to Forest Service
Civil Rights directors in the regions, stations, and areas.

Provide oversight for and implement class settlement agreements. Focus on improving
the database and decreasing reprisal complaints.

Properly manage any delegation from USDA concerning complaints acceptance,
investigation and coordination.

The Forest Service plans to work with USDA to help meet agency goals. For example, in the
area of EEO Complaint Processing the agency has the following three priorities: (1) work with
transitioning delegations in an efficient and effective manner, considering more than just the
investigation process; (2) measure timeliness of USDA processing to increase efficiency and
effectiveness; and (3) increase resources to expedite final agency decisions.

The Forest Service has set the following goals for FY 2004 regarding Improved Workforce
Diversity:

Work toward 50 percent of the statistical comparisons reflecting positive trends in the
diversity representation of the Forest Service. Statistical comparisons include
professional, administrative, technical, gender, ethnicity, and targeted disability, student
trainees, high grade levels (GS 13-15, Senior Executive Service), and forest supervisors,
deputy forest supervisors, and district rangers.

Develop and distribute top leadership diversity presentations, quarterly diversity
leadership reports and proposed scorecard-type measurements for leadership in diversity.
Implement EEOC MD-715. (Management Directive regarding Model Agency Title 7
Rehabilitation Act Programs)

Conduct trend analysis and/or studies in special emphasis program areas.

In the area of Improved Workforce Diversity, the agency will work with USDA to issue the
following six priorities:

Timely advice on MD-715, especially regarding affirmative employment

Clear, measurable goals on disability and/or targeted disability hiring (in concert with MD-
715)

Guidance on the No Fear Act and what is expected of agencies
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Clear guidance and expectations on USDA 1890 liaisons and conduct a meeting with
current liaisons

Guidance on expectations and compliance reviews of Title Vi

A schedule of reports in advance that are expected annually.

-14 -
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THE PRESIDENT’'S MANAGEMENT INITIATIVES

The Forest Service’s efforts to improve agency management and performance have been a part
of the agency’s long-term goals for many years. In 2001, the PMA became a major focus for the
Federal Government, complementing many of the efforts undertaken by the Forest Service. With
this renewed focus, the Forest Service developed the Forest Service Strategy for Improving
Organizational Efficiency (June 2002), which addressed all five PMA initiatives.

Throughout FY 2003, the Forest Service continued the implementation of the Organizational
Efficiency Strategy’s 21 plans, which were developed and approved by agency leadership to
address the PMA initiatives.

PERFORMANCE AND BUDGET INTEGRATION

Designing and Implementing a Performance Accountability System

In December 2002, the Forest Service began the process of designing a performance
accountability process and system in order to better track agency performance and to more
efficiently and effectively complete the Performance and Accountability Report, as required by the
Government Performance and Results Act (GPRA). A Forest Service Executive Steering Team
provided direction and oversight for this effort, using technical support from an Integrated Project
Team.

The assessment, released in July 2003, recommends a single solution to deliver an integrated
performance accountability process and management system. The proposed solution must be
consistent with: Forest Service’s E-Gov Enterprise Architecture Project, the Budget and
Performance Integration Initiative, OMB’s Federal Enterprise Architecture Performance
Reference Model and Business Reference Model, and the USDA Performance Management
Guidance for 2002. This accountability not only supports the integration of budget and
performance information, but also improves tracking efficiencies and begins tracking agency
effectiveness as outcomes of Forest Service decisionmaking.

The PAS will enable Forest Service leadership to develop results-oriented management
objectives that are aligned with the agency’s mission and a means by which to measure the
intended results through performance measures. The PAS will bring more accurate and timely
annual and quarterly performance reporting, improve leadership’s ability to communicate
priorities, and provide managers with a tool to identify risks or consequences to any tradeoffs in
program delivery.

The PAS will provide the field with a means to develop programs of work and budget requests
that are aligned with these management objectives through a mix of activities tied to local
priorities and capabilities.

A prototype for PAS was designed to demonstrate the recommended solution architecture to
agency leadership in July 2003, using data and information from Region 10 (Alaska). A contract
was let that produced the system architecture in September 2003. This architecture defines a
system that will be operational for the FY 2005 budget execution and FY 2006 formulation.

At the project level, Forest Service launched a project work-planning tool— WorkPlan —in May
2003. WorkPlan offers a consistent approach to project planning and tracking across the agency,
replacing several variations of an older tool—PWPS—used since the 1980s.
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The PAS and WorkPlan will bridge the gaps among the legacy tracking and reporting systems,
becoming the integration mechanisms to plan, implement, track, and report Forest Service
activities.

IMPROVED FINANCIAL MANAGEMENT

Improved financial management is essential for the Forest Service and the agency is fully
committed to improving the agency’s business and accounting processes and systems. The
Forest Service recognizes that some legacy financial systems, such as the feeder systems to
Foundation Financial Information System (FFIS), do not meet requirements for Federal financial
management. These systems need to be replaced or eliminated. This effort, led by the USDA,
will continue for several years, and will require a significant amount of agency resources to
complete. The Integrated Acquisition System (IAS) is one such example. This system replaces
older, non-compliant procurement systems, while providing full accounting and reporting for
Forest Service procurement actions.

To sustain the momentum of an unqualified audit opinion for FY 2003, the Forest Service is
committed to—

* Fully training qualified employees in financial management policy and accounting
standards

= Making available the status and information about agency financial operations through a
variety of reporting tools

= Enforcing all current critical financial management policies and procedures

= Expanding the availability of computer-based financial systems to meet agency
requirements

= Addressing and correcting all material weaknesses and reportable conditions.

Financial Systems

In 2000, the Forest Service implemented FFIS, a U.S. Standard General Ledger based financial
management system that complies with Federal financial requirements. In 2001, the agency
implemented the Budget Formulation and Execution System (BFES). But to reconciie 2002
material weaknesses, certain financial management policies and business practices are being
updated to sustain improvements for all agency accounts, including property managed by the
Forest Service. Reconciliation teams are also being used to continue to improve the data integrity
within the agency’s accounting system.

By implementing these financial systems and adhering to the GPRA, the agency is moving
forward with the development of integrated processes and systems that provide needed systemic
linkages among the formulation of budgets, the accomplishment of work on the ground, and the
associated cost of the work.

Indirect Costs and Reducing Fixed-to-Variable Cost Ratio

The Forest Service’s National Leadership Team will lead the agency in developing alternatives
and implementing a plan to reduce indirect costs as a percentage of the total agency budget.
Through this effort the agency will improve its fixed-to-variable cost ratio resulting in increased
budgetary flexibility.

Baselines for fixed-to-variable cost ratios were established for all Forest Service units for FY
2002.
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STRATEGIC MANAGEMENT OF HUMAN CAPITAL

The Annual Workforce Planning process continues, involving both field-level and agencywide
analysis of attrition and retirement trends, hiring projections, diversity profiles, and competency
needs. This resulted in the release of a Workforce Plan Addendum in March 2003.

The agency continues to implement its 5-year strategy to meet mission-critical skills gaps as
identified in the Workforce Plan. The National Recruitment Council coordinates implementation of
this strategy in the field and at headquarters, while a senior-level workforce advisory group
provides leadership for the process.

From a corporate training perspective, the Forest Service continues the marketing and
deployment of a national New Employee Orientation program, resulting in attendance by over
1,000 employees in two sessions. The framework design of a career-planning database is now
completed. Enhancement to a Service-wide Web-based training tracking system continues into
FY 2004.

The Leadership Success component of the Human Capital Initiative, comprising a five-tiered
program for developing leadership competencies at all levels of the organization, has been
designed and approved. A program manager has been chosen to lead the Leadership Success
Program, and work on a Senior Leaders program has begun. Information on L.eadership Success
from most of the regional offices is now available on the agency’s Intranet.

A Knowledge Management Working Group, chartered by the Chief, met for a 1-week session in
June 2003 to strategize how to improve systems for the creation and capture of employees’
knowledge, with the capability to then share it throughout the agency. This resulted in the
formation of a specific subcommittee on capturing employee knowledge and the defining of its
roles: benchmarking, with other agencies and contractors, the methods for capturing employees’
knowledge, and developing a comprehensive proposal for capturing Forest Service employees’
knowledge.

COMPETITIVE SOURCING

The Forest Service identified four functions for study, with a goal of completing studies for over
3,000 full-time equivalent (FTEs) positions by end of FY 2003. In total, there were 171 separate
studies. The studies for Content Analysis, Maintenance, and Computer Help-Desk functions
have been successfully completed. The study of IT Infrastructure, which is a single study, has
been extended until the spring of 2004 due to the size and complexity of the study; hence, these
1,200 FTEs, along with three smaller maintenance studies that were not completed (144 FTESs)
cannot be credited towards the FY 2003 goal. In short, we completed studies of 2,350 FTEs in
FY 2003. The uncompleted study FTEs will count toward the agency’s cumulative Competitive
Sourcing goals in FY 2004.

The delay of the four individual studies was due to the extensive time required to develop a
performance work statement, or PWS, which is the backbone of Competitive Sourcing
competitions. The PWS is used as the basis for contractor bids and government proposals for
performing the required work. The source selection decisions for the two R-5 maintenance
studies are expected in December 2003, and decisions for the R-10 Trails and the IT studies are
expected in April 2004. The Chief Financial Officer's (CFO) staff is expected to undergo a formal
competitive sourcing competition in FY 2004. As such, the CFO has begun Business Process
Reengineering studies designed to improve efficiency, financial processes, and cost
effectiveness.

Also, a Competitive Sourcing Program Office was created and funded for eight (FTEs). Only five
of the positions are filled.
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it is too early to estimate the savings as a result of the studies.

EXPANDED ELECTRONIC GOVERNMENT (E-GOV)

The Forest Service has detailed its strategy to use technology to improve efficiency and public
service in the recently approved Forest Service e-Government Strategy and Roadmap.

The agency made substantial progress in creating the infrastructure and starting the business
case analysis process for several projects including Recreation One-Stop, environmental
planning records, streamlining the permit process, and online citizen transactions, as required by
the Government Paperwork Elimination Act.
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MANAGEMENT CONTROLS, SYSTEMS, AND COMPLIANCE WITH LAWS OR
REGULATIONS

MANAGEMENT CONTROLS

The Federal Managers’ Financial Integrity Act (FMFIA) requires agencies to provide an
assurance statement that Federal programs are operated efficiently and effectively and
reasonable assurance that obligations and costs comply with applicable laws and regulations;
federal assets are safeguarded against fraud, waste, and mismanagement; and transactions are
accounted for and properly recorded.

Within the Forest Service, the Chief; deputy chiefs; regional foresters; and directors for the
research stations; Northeastern Area Office; Forest Products Lab, Job Corps; and the
International Institute of Tropical Forestry are responsible for ensuring that their programs are
operating efficiently, effectively, and in compliance with relevant laws; and that financial
management systems conform to applicable laws, standards, principles, and related
requirements.

The USDA goal is to eliminate material deficiencies by the end of FY 2004. In conjunction with
the OIG, Forest Service management is working aggressively to determine the root causes of
material deficiencies and moving quickly to remedy them. The Forest Service’s management
controls program ensures compliance with FMFIA, and with OMB Circulars A-123, Management
Accountability and Control and A-127 Financial Management Systems, except for the weakness
identified below.

In FY 2003, Forest Service reduced the number of material deficiencies. The following FMFIA
material deficiencies have been fully corrected or reassessed and determined to be no longer
material.

Number and Title of Material Deficiency Year - Status
Identified
FS 91-02: Adequacy of Financial Systems 1989 Downgraded
FS 92-01: Administration of Lands Special Use Permits 1992 Downgraded
FS 00-01: Performance Reporting 2000 Downgraded
FS 01-01: Timber Sale Environmental Analysis 2001 Downgraded
FS 03-02: Systems Nonconformance 2003 Reassigned to USDA

The Forest Service’s goal for FY 2004 is to eliminate the remaining deficiency, Internal Control
Weakness: Overall Financial Management (FS-03-01), by year end.

Material Deficiency Corrective Actions Year Estimated

Description Remaining to be Taken Identified Completion
Date

FS-03-1 Internal Control Weakness: Issue new policy requiring supervisory FY 2003 FY 2004
Overall financial management controls  review of property transactions and to

not adequate. improve capitalization controls. Finalize

Source: OIG Audit No. 08401-1-FM the process to certify payroll.

FINANCIAL SYSTEMS

Under the Federal Financial Management Improvement Act (FFMIA), agencies are required to
report whether financial management systems substantially comply with the Federal financial
management systems requirements, Federal accounting standards, and the United States
Government Standard General Ledger at the transaction level. If an agency is not in compliance
with the FFMIA, a remediation plan is required to bring the agency’s financial management
systems into substantial compliance.
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The following are areas of FFMIA noncompliance in the USDA Forest Service:
= The Forest Service systems (PONTIUS, PRCH, EMIS, PROP, INFRA, Central, ATSA, and
PAYCHECK?7) are not compliant with Federal Financial Management System
requirements.

= Forest Service revenue collections from certain business processes are not recognized as
revenue when earned.

=  The Forest Service used improper accounting for Budgetary Resources in special and
non-revolving trust funds.

= The Forest Service had other accounting errors and lack of budgetary/proprietary
synchronization.

As of the publication of the FY 2003 financial statements, the remediation plan is in the process of
being completed; therefore, it does not appear in this report.

FOLLOWUP TO THE INSPECTOR GENERAL’S RECOMMENDATIONS

Definitions Used in the USDA Forest Service’s Audit Process

Audit A process used to ensure prompt and responsive action is taken once management decision has
Follow-up been reached on recommendations contained in final audit reports.
Adisall ‘

d cost is a questioned cost that management sustains or agrees is not.che

DC

Funds to be put to better use are funds that OIG has recommended could be used more efficiently if

FTBU management took actions to implement and complete the recommendation, including:
Reductions in outlays
A deobligation of funds from programs or operations
A withdrawal of interest subsidy costs on loans or loan guarantees, insurance, or bonds
Costs not incurred by implementing recommended improvements related to the
operations of the establishment, a contractor, or grantee
. An avoidance of unnecessary expenditures noted in pre-award reviews of contract or

grant agreements
. Any other savings, which are specifically identified.

Management Management's ¢ "luatnon of the audlt fmdmgs' d-recommendations and the issuance.
Decision i the fmdmgs and recommen

Outstanding Audlts and audlts recommendanons remammg unresolved 7 year or more pas'( the management
Audits/Audit decision date.

Recommendations

" Reportable Audit - Audits with: managementdecnswn but w1thout

ction 1 or more years past the management.
decision dat S =

Reportable Audit Statistics

Reportable audits are classified as being in one of three categories:

= Audits that are without final action, but for which corrective action is continuing as
planned and deemed to be on schedule

= Audits behind schedule that have missed their original estimated completion dates

=  Audits for which all administrative actions have been completed and the only action
remaining is the collection of disallowed costs.

Audits on Schedule Audits Behind Schedule udits Under Collection
No. DC($) FTBU($) No. DC($) FTBU($) No. DC($) FTBU($)
1 2,500,000 - 25 1,350,000 70,269,210 - -
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Qutstanding OIG Audits

The Forest Service’s number of outstanding audits has continued to increase over the past few
years. In January 2003, the agency had 32 outstanding OIG audits that represented 155 open

audit recommendations. Thus the agency determined it needed to take an aggressive approach

towards closing these audits/audit recommendations by the end of FY 2003. Although the Forest
Service did not close as many audits as planned, the agency has made significant progress
towards closing many of the audit recommendations. As of fiscal year end, the agency has
officially closed 7 of these audits, representing 71 audit recommendations. In September, two

audits representing 17 audit recommendations were added to the inventory. The plan for FY

2004 is to resolve all remaining outstanding audits by fiscal year end. See exhibit for a listing of
the outstanding audits and the status regarding their closure.

08001-2-HQ

Explanations for Inspector General (OlG) Audits Behind Schedule

Audit Title

Date Issued

Estimated
Completion

Date

"~ 6/28/2000

03/31 )2005

Review of Forest Service Security over Atrcraft and
Aircraft Facilities

~03/29/2001 |

03/31/2004

Production

08002-2-SF Valuation of Lands Acquired in Congressionally 11/28/2000 11/28/2003 -——
Designated Areas
08003-2-SF Humboldt/Toiyabe National Forest Land Adjustment 08/05/1998 11/28/2003 | 27,900,000
Program
08003-5-SF Land Acquisition and Urban Lot Management 12/15/2000 12/31/2003 | 10,329,300
08003-6-SF Zephyr Cove Land Exchange 07/14/2000 11/28/2003 | 18,700,000
08099-6-SF Security Over USDA IT Resources 03/27/2001 12/31/2003 -
08099-37-AT FY 1991 Financial Statement Audit 09/30/1993 09/30/2003
08099-42-AT FY 1992 Financial Statement Audit 11/16/1993 09/30/2003
08401-4-AT FY 1995 Financial Statement Audit 05/18/2001 12/31/2003
08401-7-AT FY 1997 Financial Statement Audit 05/18/2001 09/30/2003
08601-7-SF Controls over Research 09/15/1995 11/28/2003 5,024,245
08601-27-SF National Land Ownership Adjustment Team 03/28/2002 11/28/2003 —
08801-3-AT Real and Personal Property Issues 05/18/2001 09/30/2003 --
08801-6-SF Forest Service Land Adjustment Program San Bernadino 01/19/2000 11/28/2003 ---
National Forest and South Zone
‘Pending Receipt-and/or Processing of Final Action Documentation: - @ e e s St
08017-4-SF Termination Settlement Proposal — Bodenhamer, inc. 04/29/2001 09/30/2003 ==
08401-9-AT FY 1999 Financial Statement Audit 05/18/2001 09/30/2003
08601-4-AT Forest Service Wildlife and Fisheries Management 09/17/1996 09/30/2003 148,049
08601-25-SF Working Capital Fund Enterprise 08/29/2001 09/30/2003 2,600,000
08801-3-SF Review of the Confidential Financial Disclosure System 06/16/2000 09/30/2003 —
‘Pending Results of Request for Change in Management Decision = R S
08099-9-TE Challenge Cost Share Program 06/22/2001 09/30/2003 -
08401-1-AT FY 1994 Financial Statement Audit 01/09/1996 10/31/2003
08401-8-AT FY 1998 Financial Statement Audit 05/18/2001 09/30/2003
Pending Issuance of Policy / Guidance and External Action is Required SRR ELhba T e By
08601-1-AT | Hazardous Waste at Active and Abandoned Mines | 03/29/1996 | 12/31/2003 | 1,950,000
External Action Is Required : - - : Sl ‘
08601-5-SF Graduated Rate Fee System 04/08/1997 09/30/2005 3,617,616
08801-4-TE Forest Service Collection on Royalties on Oil and Gas 08/09/1999 11/28/2003 -

MAJOR MANAGEMENT CHALLENGES AND PROGRAM RISKS

The following tables list the agency’s accomplishments, or planned actions for goals that were
unmet, for management challenges and program risks identified by GAO and OIG in FY 2003.
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2003 USDA Forest Service

FOREST SERVICE’S FINANCIAL HIGHLIGHTS FOR 2003

The Forest Service annually produces a series of financial statements to summarize the financial
activity and associated financial position of the agency. The principal statements include a
Consolidated Balance Sheet, Statement of Net Cost, Statemerit of Change in Net Position,
Statement of Budgetary Resources, and Statement of Financing. The agency’s goal in producing
these statements is to provide relevant, reliable, and accurate financial information related to
Forest Service activities. The USDA Forest Service restated its FY 2002 financial statements.
The tables below reflect the restated amounts for FY 2002.

Through analysis of the agency’s September 30, 2003, and September 30, 2002, financial
statements, the following key points are highlighted.

ASSETS

The Forest Service reports $7.3 billion in assets at the end of September 30, 2003. This
represents an increase of 6 percent over fiscal year 2002 amounts. This change is attributed to
an increase in Fund Balance with Treasury because of higher appropriations from Congress,
some of which were received at year-end.

The three major asset categories are shown in the table below:

Exhibit 1: Assets

2003 2002 Difference

(In Millions) Dollars Percentages
General Property, Plant and Equipment $3,851  $3,909 $(58) (1)%
Fund Balance with Treasury 3,293 2,825 468 17%
Accounts Receivable, Intragovernmental and 152 122 31 25%
other
Total of Major Categories $7,296 $6,856 $441 6%
Other Asset Categories 15 32 17) (53)%
Grand Total Assets $7,311  $6,888 $423 6%

General Property, Plant and Equipment (General PP&E) consists primarily of forest road surface
improvements, culverts, bridges, campgrounds, administrative buildings, other structures, and
equipment. The Fund Balance with Treasury consists primarily of funds derived from
congressional appropriations and funds held in trust for accomplishing purposes specified by law.
Finally, Accounts Receivable consists of amounts due from other Federal entities or the public as
a result of the delivery of goods, or services, and specific activities performed by the Forest
Service.

General PP&E includes assets acquired by the Forest Service to be used for conducting business
activities, such as providing goods or services. General PP&E does not include the value of
heritage assets (agency assets that are historical or significant for their natural, cultural, aesthetic,
or other important attributes that are expected to be preserved indefinitely) or the value of
stewardship assets (primarily land held by the agency as part of the NFS and not acquired for, or
in connection with, other General PP&E). Although heritage and stewardship assets may be
considered priceless, they do not have a readily identifiable financial value and are not recorded
within the financial statements of the Forest Service. A more in-depth discussion of stewardship
assets is presented in the Appendix D: Required Supplementary Stewardship Information in this
report.
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Fund Balance with Treasury (Congressional Appropriations and Trust Funds) is available to the
agency to pay authorized expenses and to finance purchase commitments based on
apportionments by the Office of Management and Budget.

LIABILITIES AND NET POSITION

The Forest Service reported $2.3 billion in liabilities at the end of September 30, 2003,
representing probable future expenditures arising from past events. This amount represents an
increase of 4 percent from September 30, 2002 amounts. The major liability amounts, unfunded
leave, Federal Employees’ Compensation Act (FECA) benefits, and custodial liabilities appear in
the chart below.

Exhibit 2: Liabilities

2003 2002 Difference
(In Millions) Dollars Percentages
Unfunded Leave and FECA Benefits $634 $600 $34 6%

Custodial 104 211 (107) (51)%
Other Liability Categories 1,583 1416 167 12%

Grand Total Liabilities $2,321 $2,227 $(94) (4)%

Federal agencies, by law, cannot make any payments unless Congress has appropriated funds
for such payments and the OMB has apportioned the funds. A portion of liabilities reported by the
Forest Service at September 30, 2003, however, is currently not funded by congressional
appropriations. For example, the unfunded amounts needed to pay for employees’ annual leave,
earned but not yet taken, and FECA benefits that have accrued to cover liabilities associated with
employees’ death, disability, medical, and other approved costs that have not yet been paid.
Another major category is the custodial liability funds that belong to non- Forest Service entities.
The largest share of this amount is funds for payments to States. These amounts are held by the
agency in special receipt accounts pending transfer to the appropriate party.

A net position of $5 billion is reported for FY 2003. This represents an increase of 7 percent over
FY 2002 amounts. The change is attributed to numerous factors, including a decrease in Net
Cost of Operations. Net Position represents unexpended appropriations consisting of
undelivered orders, as well as unobligated funds and the cumulative results of operations, as
shown below.

Exhibit 3: Net Position

2003 2002 Difference
(In Millions) Dollars Percentages

Unexpended Appropriations $1,517 $1,762 $(245) (14)%
Cumulative Results of Operations 3,473 2,899 574 20%

Total Net Position $4,990 $4,661 $329 7%

Unexpended appropriations reflect spending authority made available by Congressional
appropriation that has not yet been used. Cumulative results of operations reflect the cumulative
effect of financing in excess of expenditures.

NET COST OF OPERATIONS

The Forest Service’s Net Cost of Operations was $5.5 billion for each of the years ended
September 30, 2003 and 2002.
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Earned Revenue from the Public include such items as the sale of forest products (timber and
firewood); recreational opportunities (campgrounds); mineral resources; livestock grazing; and
special land use fees for power generation, resorts, and other business activities conducted on
NFS lands. The Forest Service also performs reimbursable activities such as work completed for
individuals and businesses cooperating with the agency, as well as work completed mainly for
other Federal Agencies, in accordance with the Economy Act.

The Forest Service distributes a portion of earned revenues to eligible States in accordance with
existing laws. In FY 2003, approximately $387 million of FY 2002 receipts were distributed to 41
States and Puerto Rico. This represents an increase of 3 percent over FY 2002 distribution.
These payments to the States, in accordance with the Secure Rural Schools and Community
Self-Determination Act of 2000, benefit public schools and roads in communities hosting national
forests and pays for local forest stewardship projects.

EXPENSES

Forest Service program costs for the year ended September 30, 2003, are $6.5 billion before
elimination entries. This represents 5-percent increase from FY 2002. The change is attributable
mostly to an increase in Intragovernmental Net Costs resulting from Forest Service’s assistance
to other Federal agencies in dealing with national emergencies such as the space shuttle
{Columbia) recovery, containment of the Exotic New Castle Disease outbreak, and Hurricane
Isabel.

Exhibit 4: Gross Expenses

2003 2002 Difference

(In Millions) Dollars Percentages

Program Costs
National Forests and Grasslands $3,453 $3,322 $131 4%
Forest & Rangeland Management 310 250 60 24%
State & Private Forestry 388 285 103 36%
Fire & Aviation Management 1,952 2,186 (234) (1%
Working Capital Fund 366 254 112 44%
Total Program Costs $6,469 $6,297 $172 3%

BUDGETARY RESOURCES

The Forest Service had budget authority of approximately $5.9 billion in FY 2003 and $5.1 billion
in FY 2002. The funding received in FY 2003 represents an increase of 15 percent over that
received in FY 2002. The increase was mainly attributable to funds necessary to fight and
suppress wildland fires. These are general Government funds administered by the Department of
the Treasury and appropriated for the agency’s use by Congress. A portion of the appropriation,
$636 million in FY 2003, was designated by Congress to repay agency funds transferred from
other accounts during previous fiscal years for emergency wildland fire management
requirements. The agency must routinely exercise its statutory authority to transfer from other
funds available to fight wildland fires. When such transfers take place, the agency requests
appropriations from Congress to repay transferred funds in order to accomplish the purpose for
which the funds were first provided.
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FOREST SERVICE’S PERFORMANCE HIGHLIGHTS FOR 2003

The key performance areas for the Forest Service executive leaders are Mission Results,
Business Results, Civil Rights, Homeland Security, and the NFP. Significant FY 2003
accomplishments are addressed in these performance areas. In addition, trend and performance
information regarding the Forest Service performance indicators immediately follow this
discussion.

ACCOMPLISHMENTS TOWARD MISSION RESULTS

The mission of the Forest Service continues to be clearly linked to the overall mission of the
USDA, and more specifically to the USDA’s Natural Resources and Environment (NRE) Mission
Area. Many of the policies initially discussed, developed, and proposed with the Undersecretary,
Council of Environmental Quality (CEQ), OMB and with the Department of the Interior (DO!) were
finalized in FY 2003 and are now being implemented. These include significant progress
implementing the Healthy Forests Initiative announced in August 2002.

On the legislative front, the Forest Service worked with the Administration to get stewardship
contracting authority enacted. The Healthy Forests Restoration Act (H.R. 1904) was approved in
the House and the bill has moved out of committee in the Senate. Forest Service administrative
accomplishments include:

» Established two categorical exclusions for priority fuel treatment and forest restoration
projects

» Revised the Forest Service administrative appeals process to expedite appeals of forest
health projects

* Implemented guidance developed to facilitate Healthy Forests Initiative projects that
involve endangered species

» Implemented guidance from CEQ to improve environmental assessments for priority
forest health projects.

Other accomplishments in this area include:

= |dentified the four major threats to the national forests and the Nation’s forest lands as
fuels and fires; invasive species; loss of open space; and unmanaged outdoor recreation,

= Worked with USDA and the Administration to develop an understanding of the serious
forest health/forest fuels situation with high potential for catastrophic fires, resulting in a
commitment by the President to address these issues through the Healthy Forests
Initiative.

ACCOMPLISHMENTS TOWARD BUSINESS RESULTS

Among the Forest Service’s highest priorities is leadership’s attention to the business and
financial operations and systems of the agency. In FY 2002, and again in FY 20083, the Forest
Service received an unqualified (“clean”) audit opinion on its financial statements.

The Forest Service revised its 5-year strategic plan in its 2003 update to the Strategic Plan for
fiscal years 2004-2008 that focuses on outcomes to achieve sustainable resource management
and addresses the four major threats, noted above. This update sets agency goals and
objectives for fiscal years 2004 through 2008. As a subset of this document, a strategic plan for
the entire Business Operations program was developed that describes performance expectations
for all administrative staffs and programs.

The Forest Service is continuing its efforts to ensure progress towards achieving performance

accountability. In 2003, the agency developed a comprehensive plan to implement PAS. As of
FY 2003 year-end, the agency completed an assessment of existing processes and systems
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related to the budget, performance, and accountability. The Forest Service also began an effort
to develop a consolidated set of activities linking objectives and performance measures, from the
Strategic Plan for Fiscal Years 2004-2006 (updated in FY 2003), to the agency’s budget. The
PAS is scheduled for initial implementation in FY 2005, for budget execution and reporting
purposes, and for full implementation in FY 2006, incorporating budget formulation. A pilot is
currently underway in Region 10 (Alaska) to develop a set of operational level measures to
support budget and strategic plan integration.

in support of the President’'s Management Initiatives, the Forest Service continues to implement
competitive sourcing and business process re-engineering through the A-76 process. The Forest
Service has also developed and implemented a strategy for cost containment on large wildfires.

ACCOMPLISHMENTS TOWARD CIVIL RIGHTS

The agency’s commitment to Civil Rights continues to be demonstrated by performance and
follow through. All senior executives are held accountable for meeting goals in civil rights. Forest
Service Leadership reviews all GS-14 and above personnel selections for the degree of outreach
and the presence of qualified candidates on certificates that would contribute to diversity at those
upper grade levels. Civil Rights goals are clearly displayed in the strategic plan and the Business
Operations Strategic Plan. The Civil Rights budget is linked to the strategic plan and the annual
performance plan.

Other FY 2003 accomplishments include:

Established a Tribal Relations Coordinator

Launched a leadership development and succession planning program

Resolved informal EEO complaints at a rate of 52 percent

Received a per capita filing rate of 0.4 percent (USDA’s per capita rate is 0.6 percent) for
formal complaints.

There was a significant decrease in formal complaints filed in FY 2003: 149 formal complaints
filed compared to 207 formal complaints filed in FY 2002. Through September 30, 2003, 84
formal complaints were closed by settlements or withdrawals. This continues a positive trend that
began in FY 2002.

ACCOMPLISHMENTS TOWARD HOMELAND SECURITY

The Forest Service supports the Administration’s objectives regarding homeland security. FY
2003 accomplishments include the completion, training, and implementation of the Continuity of
Operations Plan for Forest Service national headquarters and implementation of actions called for
in the Occupant Emergency Plans.

The Forest Service is a key participant with USDA, the Department of Homeland Security, and
other Federal Government security agencies on border issues, as well as antiterrorist
contingency planning and exercises. Also, the agency is in the process of implementing the
necessary actions, as identified in the security assessment of Air Tanker Bases and Regional
Aviation facilities. The Major Management Challenges and Program Risks section of this report
includes more information on these actions.

ACCOMPLISHMENTS TOWARD NATIONAL FIRE PLAN

With more than $226 million budgeted for hazardous fuels treatments in 2003, the Forest Service
treated approximately 1.4 million acres of NFS lands. Approximately 1 million of these acres are
in the wildland-urban interface area. Forest Service Chief Dale Bosworth personally serves as
Chair of the Wildland Fire Leadership Council, providing leadership for completion of interagency
performance measures to improve accountability and communication of NFP accomplishments.
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Progress continues to be made in each of the five components of the NFP: firefighting,
rehabilitation, hazardous fuels treatment, community assistance, and accountability. Initial attack
continues to be an accomplishment highlighted by once again achieving a 98.4-percent success
rate as a result of making additional resources available on Federal lands, as well as other
jurisdictions.

Also in 2003, 14 National Firewise Communities workshops have been held throughout the
country. Since 2000, more than 30 workshops have been held for over 3,500 participants,
including homeowners, builders, fire departments, emergency managers, realtors, planners,
American Red Cross, and others in over 1,000 communities and in 48 States.
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2003 USDA FOREST SERVICE PERFORMANCE INDICATORS AND TRENDS

The Budget and Performance Initiative of the PMA highlights the critical need for Federal
agencies to integrate their budget and performance responsibilities. The preparation of the
Forest Service FY 2003 Performance and Accountability Report is an excellent example of this
initiative between the Program and Budget (P&BA) and Strategic Planning and Resource
Assessment (SPRA) staffs.

In “Performance Reporting Issues for FY 2003 Forest Service Performance Accountability
Report”, dated August 21, 2003, the CFO and the Deputy Chief for Programs, Legislation, and
Communication jointly directed the region, station, and area directors to report FY 2003
performance accomplishments to P&BA Staff by September 19, 2003. All FY 2003
accomplishment information was needed prior to year-end in order to meet external reporting
requirements and to meet the needs of FY 2005 Budget Justification deadlines.

Performance information was certified and reported to P&BA by the deadline, but the results
represented an actual and estimated accomplishment, due to the accelerated schedule. After
P&BA verified and validated the information, it was released to the SPRA Staff for inclusion in the
FY 2003 Performance and Accountability Report.

The certification procedure used in this process applies to the actual and estimated results. |t
provides reasonable assurance that the information is relevant and reliable. Supporting
documentation of the methodology and the measures used to make the estimates was
maintained at the reporting units, as requested in the letter mentioned above. All performance
numbers are entered in the 10-month actual and 2-month estimate columns, but the data is
footnoted if the reporting period differs.

Final accomplishment information is due December 1, 2003, for all non—grant-related
accomplishments. All grant-related accomplishments are due December 15, 2003. As they
become available, final 12-month actual accomplishments that differ from reported information
will be posted on the Web version of the report and will be updated in the FY 2004 Performance
and Accountability Report.

Despite a focus on consistency and a convergent evolution, there are several indicators that are
not 10-month actual / 2-month estimates. Forest products are reported on a 9-month actual and
3-month estimate basis since their performance reporting systems are based on fiscal year
quarters. Also, the three performance indicators for Law Enforcement and Investigations (LEI)
were reported to the P&BA Staff directly by the Washington Office LEI staff. These three line
items are considered 12-month estimates, as the LE} performance accountability system,
LEIMARS, tracks performance on the calendar, rather than the fiscal, year. Finally, the NFP
indicators are tracked in the NFP performance accountability system, NFPORS, with results
representing 12-month actual performance. All other exceptions are footnoted in the 2003
Planned and Actual Performance table.

Certified performance information for FY 2003 is represented in the following three tables:
= Exhibit 1: 2003 Planned and Actual Performance
= Exhibit 2: Performance Trends 1999-2003

= Exhibit 3: Data Sources for Actual and Estimated Performance (includes reporting period)
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2003 USDA Forest Service

VALIDATION, VERIFICATION, AND LIMITATIONS OF DATA SOURCES

In the previous section on Performance Highlights, the variable ‘Data Source’ is referenced in
Exhibit 3: Data Sources with Actual and Estimated Performance. The following discussion gives
readers a description of the quantitative data sources listed, and follows with a brief discussion on
a few qualitative measures of performance. Data sources that are not complete or reliable are for
management of invasive species and accessibility in Forest Service programs and facilities.

Management of invasive species is significantly limited by the lack of comprehensive and
accurate inventories of infestations and treatment efficacy. This impedes the agency’s ability to
track this work accurately. Most invasive species data that has been collected is for invasive
plants, yet even that data is incomplete and variable. For fiscal year-end, the field is required to
report treatments for invasive plants (noxious weeds) directly to the Washington Office, but does
not have any means by which to transfer this information electronically. In fact, overall data
management, including geospatial capabilities, for the inventory, treatment, and monitoring of
invasive species are not fully operational, and in some cases, do not exist at all. The Forest
Service expects to have implemented a corporate database to manage invasive species
information late in FY 2004.

Information concerning the accessibility of programs and facilities is not currently integrated into
any corporate database, impeding the ability to report results when needed.

QUANTITATIVE MEASURES OF PERFORMANCE

Management Attainment Reporting

Performance numbers shown with a data source indicator of ‘MAR’ are collected in the
Management Attainment Reporting database. MAR data is compiled at the district and forest
levels and then reviewed by regional and nationat offices for accuracy.

The NFS roads performance data is a national summary of what each region accomplishes at the
forest level. Atthe forest level, data is collected by road program managers and verified by
budget personnel. The forest data is then reviewed at the regional and Washington Office levels
for accuracy.

Individual forests and grasslands record boundary management accomplishments in their
respective Corner Status Atlas, in conformance with direction provided in the Surveying Manual
(FSM 7150). These accomplishments are physically marked on hard copy maps and then
reported in the MAR system by each region for national reporting. Boundary management
accomplishments will soon be electronically tracked in the Automated Lands Program (ALP)
database.

Forest products activities and their outputs are presumed to be within sustainable limits because
the levels of most outputs today are significantly less than the historical levels. If the Forest
Service is to achieve ‘products and services...for subsistence, commercial, and non commercial
uses within sustainable limits,” the agency must establish how sustainability will be defined and
measured. Processes designed o assess sustainability are under development, but in the
meantime, periodic assessments of inventory and monitoring data must serve as indicators of
sustainability.

Environmental Compliance and Protection / Abandoned Mine Lands

The Environmental Compliance and Protection (ECAP) program provides for the cleanup of
hazardous substances on national forests and grasslands to improve and protect watershed
conditions and human and ecological health. Regional program managers itemize ECAP and
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abandoned mine lands (AML) work plans, progress, accomplishments, and financial data on a
project-by-project basis.

Sales Tracking and Reporting System (STARS) and Timber Sale Accounting (TSA)

Performance information for timber sale volumes offered for sale is entered by field personnel into
the STARS, from which accomplishment reports are run. Performance information for timber sale
‘sold and harvest’ information for each sale is recorded on form 2400-17, and regularly entered
into the TSA system. These processes are managed in conformance with the direction provided
in the Timber Management Information System Handbook (FSH 2409.14), Chapter 30, Timber
Sale Information, and Chapter 40, Timber Harvest Information, as well as the Timber Sale
Accounting Handbook (FSH 6509.17).

Timber Information Manager

The Timber Information Manager (TIM) system is a family of integrated applications that help to
support the daily business needs of the NFS lands. TIM currently uses STARS (a legacy system)
to complete the necessary functionality.

TIM is used to automate business functions such as:

e Sale of Special Forest Product Permits
» Timber Sale Contract Preparation and Administration
e Trust Fund Management
s Activity Tracking
INFRA

The Forest Service uses INFRA as an integrated data management tool to manage and report
accurate information and associated financial data on the inventory of constructed features, such
as buildings, dams, bridges, water systems, roads, trails, developed recreation sites, range
improvements, administrative sites, heritage sites, general forest areas and wilderness.

Forest Service tracks NEPA analysis and recent decisions using INFRA’s Range Module. This
Range Module, which is used on all national forests with a livestock grazing program, contains
current information for nearly all grazing allotments on NFS lands. Database queries are used to
report the number of allotment acres to standard.

The Forest Service's Wilderness Program continued its national upward reporting exercise using
INFRA-WILD, first conducted in FY 2002. INFRA-WILD data is used for program management
and public information dissemination, and forms the basis for the State of the Wilderness Report,
currently under development.

The majority of the roads, trails, and facilities data is obtained through the Forest Service INFRA
corporate database system. INFRA data entry is at the field level; therefore, there are limitations
or inconsistencies in the data’s accuracy. Currently, the only active process for data verification
and validation is in condition surveys throughout the year. The facilities program began reviewing
existing data for accuracy and will edit the data as needed. These surveys provide a look at the
progress of the performance measures.

Although trail data is currently incomplete, the Forest Service expects the INFRA trails module,
complemented by cost information and assessment and condition survey from the trails
Assessment and Condition Survey to provide complete trail information by local, regional, and
national levels, as well as by state and political divisions.
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The facilities program uses the facilities condition index in INFRA as a measure to assess the
condition of every building.

Special Uses Database System

The INFRA SUDS is a corporate database that integrates several systems: land use records,
accounting records, GIS, resource data, and administrative information. As a repository for
information on Lands Special Use Authorizations (SUA), SUDS data is entered at the field level,
including documentation of completed inspections, land use fees billed, and status of the term of
the authorization. The accuracy of SUA data is dependent, in part, on whether inspections are
documented in SUDS. In FY 2004, SUDS will be modified to more consistently collect data for
administration to standard, automatically capturing the specific data used to measure completed
authorizations that are administered to standards. The variation between 2003 Planned and
Projected 2003 Performance columns in the 2003 Planned and Actual Performance table (in the
previous section) is primarily due to confusion in interpreting the definition of to standard, as well
as inconsistently applying the standards across all field units.

Land ownership case information is entered on a Proposed Exchange form (FS-5400-10) or
proposed Purchase Sheets (FS-5400-9) at the field level in conformance with direction provided
in the Land Acquisition Handbook (FSH 5409.13). Acquired acreage that is reported on the digest
sheets is then entered into the MAR system by each unit for national reporting.

Title management information is reported in several formats. Small Tract Act case information is
reported through Form 5500-3, Small Tract Act Parcels Report; land status information is
reported through the Land Areas Report and also in the ALP system; and title claims are reported
through the litigation process or through administrative procedures. These reporting
requirements have been in place for several years and provide an accurate and reliable
measurement of the annual accomplishments and the agency’s progress in resolving access
issues.

Performance Measures Accountability System

The Performance Measures Accountability System (PMAS)is the State and Private Forestry
Deputy Area performance management system. It ties measurements to the corresponding
corporate performance resources committed to. This is used to meet reporting requirements of
GPRA, year-end accomplishment reporting of the Forest Service, legal requirements (i.e., Title
V1), and other Forest Service handbooks and manuals. Data is captured from the States, forests,
and other cooperators to generate these reports.

National Fire Plan Operations and Reporting

The National Fire Plan Operations and Reporting System (NFPORS) is an interagency system
mandated by Congress. While the Forest Service is the primary owner of this system, it is a
partner in this project with the Department of the Interior's Bureau of Indian Affairs, Bureau of
Land Management, U.S. Fish and Wildlife Service, and the National Park Service.

Economic Action Programs— Program Management Tool

The Economic Action Programs — Program Management Tool (EAP-PMT) is used to report data
relative to the NFP and other regulations. EAP work includes forest products conservation and
recycling. A separate database is used to maintain wood in transportation data.
Accomplishments are entered based on projects that have officially closed for the fiscal year.

Wildlife, Fish, and Rare Plant Management System

The Wildlife, Fish, and Rare Plant Management System (WFRP) gives users the opportunity to
enter projects and opportunities and to view what has been accomplished on a project. (Project in
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this case is defined as a management activity that is designed to meet specific resource
objectives). The system tracks accomplishments, funds, and work used to complete the project

QUALITATIVE MEASURES OF PERFORMANCE

The complex and unstructured processes found in R&D are not easily quantified. In the physical
sciences, measurement such as length, temperature, and mass may be measured using single
standard units —the adequacy of each measurement depends on the qualities of the instrument,
but the standards are well defined and widely accepted.

In contrast, the creative aspects of R&D make direct measurement impossible. The dilemma is
balancing objectivity with the subjective selection and interpretation of measurement indicators,
recognizing the cognitive and social structure of science. This is not only true for the Forest
Service, but for scientists in all Federal agencies.

Three dimensions of R&D — concept generation, product development, and leadership—are
distinct phenomena with unique characteristics within the innovative process of research. These
dimensions are not amenable to forced correlations and patterns, which can result in comparing
“apples and oranges.”

Alternatively, indicators may be used for certain aspects. The degree to which such indicators
“measure” R&D performance depends on their accuracy, their quantity, and whether any one
indicator may be aggregated with others for indexing. Empirically, this means one measure will
be inherently insufficient to capture all the information required.

The current single measure of R&D performance —number of products, technologies, and tools
produced —has a reasonably high bias for accuracy, precision, and repeatability, but has variable
tolerance and sensitivity. A more plausible approach would be to use a set of performance
measures that can be linked to outputs. A systematic design and understanding of the process
by which R&D impacts agency performance, and to which the agency remains committed to
working with users and the scientific community, will allow the Forest Service to identify and
define meaningful performance measures for the future.
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Department of Agriculture
Forest Service
Consolidated Balance Sheets
As of September 30, 2003 and 2002
(In Thousands)

2003 2002 (As Restated)

Assets
Intragovernmental:

Fund Balance with Treasury (Note 3) $ 3,293,245 $ 2,824,948

Investments 3,061 2,040

Accounts Receivable (Note 4) 55,568 66,110

Advances to Others 475 30
Total Intragovernmental 3,352,349 2,893,128
Cash 73 73
Accounts Receivable, Net (Note 4) 96,924 55,626
Inventory and Related Property, Net (Note 1E) - 22,207
General Property, Plant, and Equipment, Net (Note 6) 3,850,598 3,909,250
Advances to Others 11,933 7,763
Total Assets (Note 2) $ 7,311,877 $ 6,888,047
Liabilities
Intragovernmental:

Accounts Payable $ 26 $ 988

Other (Note 8) 584,883 545,577
Total Intragovernmental 584,909 546,565
Accounts Payable 112,155 102,207
Environmental and Disposal Liabilities 7,769 7,069
Other (Note 8) 1,616,655 1,571,182
Total Liabilities (Note 7) 2,321,488 2,227,023
Commitments and Contingencies (Note 8)
Net Position:
Unexpended Appropriations 1,517,336 1,761,644
Cumulative Results of Operations 3,473,053 2,899,380
Total Net Position 4,990,389 4,661,024
Total Liabilities and Net Position $ 7,311,877 $ 6,888,047

The accompanying notes are an integral part of the financial statements.



Department of Agriculture
Forest Service
Consolidated Statements of Net Cost
For the Years Ended September 30, 2003 and 2002
(In Thousands)

2003 2002 (As Restated)
Program Costs
Intragovernmental Gross Cost $ 954,857 $ 679,311
Less: Intragovernmental Earned Revenues (330,846) (170,095)
Intragovernmental Net Costs 624,011 509,216
Gross Casts With the Public:
Grants 670,282 606,678
Indemnities 10,744 11,510
Stewardship Land Acquisition (Note 11) 191,017 107,593
Other:
Operating Costs 3,918,750 4,183,282
Depreciation Expense 306,310 300,360
Reimbursable Costs 259,317 190,093
Total 5,356,420 5,399,516
Less: Earned Revenues from the Public (489,226) (375,380)
Net Costs with the Public 4,867,194 5,024,136
Net Cost of Operations (Note 10) $ 5,491,205 $ 5,533,352

The accompanying notes are an integral part of the financial statements.
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U.S. Department of Agriculture
Forest Service

Combined Statements of Budgetary Resources

For the Years Ended September 30, 2003 and 2002
(In Thousands)

Budgetary Resources:
Budget Authority:
Appropriations Received
Net Transfers
Unobligated Balance:
Beginning of Period
Net Transfers, Actual
Spending Authority from Offsetting Collections:
Earned:
Collected
Receivable from Federal Sources
Change in Unfilled Customer Orders:
Advances Received
Without Advance from Federal Sources
Subtotal
Recoveries of prior year obligations
Permanently not Available
Total Budgetary Resources

Status of Budgetary Resources

Obligations Incurred

Direct

Reimbursable

Subtotal
Unobligated Balance:

Apportioned

Exempt from Apportionment
Unobligated Balances not Available
Total Status of Budgetary Resources

Relation of Obligations to Outlays

Obligated Balance, Net, Beginning of Period
Obligated Balance, Net, End of Period:
Accounts Receivable
Unfilled Customer Orders from Federal Sources
Undelivered Orders
Accounts Payable
Qutlays:
Disbursements
Collections
Subtotal
Less: Offsetting Receipts
Net Outlays

2003 2002 (As Restated)

$ 5,845,295 $ 5,065,375
69,945 7,593

842,383 1,189,285
(115,580) (72,984)

710,298 1,088,972

94,335 (157,139)
(1,205) (42,179)

(46,407) 26,379

757,021 916,033

101,230 68,289
(26,213) (18,568)

$ 7,474,081 $ 7,155,023
$ 5,437,640 $ 5,465,100
697,559 847,540

6,135,199 6,312,640

831,815 666,578

28,476 -

478,591 175,805

$ 7,474,081 $ 7,155,023
$ 1,378,308 $ 1,496,066
(220,663) (91,873)
(99,682) (146,088)

962,483 941,278

872,744 674,991

5,849,466 6,492,869
(709,094) (1,046,793)

5,140,372 5,446,076

404,621 438,627

$ 4,735,751 $ 5,007,449

The accompanying notes are an integral part of the financial statements



Department Of Agriculture
Forest Service
Consolidated Statements of Financing
For the Years Ended September 30, 2003 and 2002
(In Thousands)

2003 2002 (As Restated)
Resources Used to Finance Activities:
Budgetary Resources Obligated: .
Obligations Incurred $ 6,135,199 $ 6,312,640
Less: Spending Authority from Offsetting Collections and Recoveries 858,252 984,322
Obligations net of Offsetting Collections and Recoveries 5,276,947 5,328,318
Less: Offsetting Receipts 404,621 438,627
Net Obligations 4,872,326 4,889,691
Other Resources:
Donations and Forfeitures of Property 636 4,280
Transfers In/Out without Reimbursement (279) (41,332)
Imputed Financing From Costs Absorbed by Others 228,915 188,824
Other - 15,313
Net Other Resources Used to Finance Activities 229,272 167,085
Total Resources Used to Finance Activities 5,101,598 5,056,776
Resources Used to Finance Items Not Part of the Net Cost of Operations:
Change in Budgetary Resources Obligated for Goods, Services and Benefits Ordered but not yet Provided 50,600 (209,506)
Resources that Fund Expenses Recognized in Prior Periods 29,322 162,916
Budgetary Offsetting Collections and Receipts that do not affect Net Cost of Operations (153,630) (128,977)
Resources that Finance the Acquisition of Assets 219,707 377,491
Total Resources used to Finance Items Not Part of the Net Cost of Operations 145,999 201,924
Total Resources Used to Finance the Net Cost of Operations 4,955,599 4,854,852
Components of Net Cost of Operations that will not Require or Generate Resources in the
Current Period:
Components Requiring or Generating Resources in Future Periods:
Increase in Annual Leave Liability 8,017 6,755
Increase in Environmental and Disposal Liability 700 -
(Increase) Decrease in Exchange Revenue Receivable from the Public (40,667) 362,174
Other 245,020 (32,494)
Total Compongnts of Net Cost of Operations that will Require or Generate Resources in Future Periods 213,070 336,435
Components not Requiring or Generating Resources:
Depreciation and Amortization 306,324 300,459
Revaluation of Assets or Liabilities 17,084 40,804
Other (872) 802
Total Components of Net Cost of Operations that will not Require or Generate Resources 322,536 342,065
Total Components of Net Costs of Operations that will not Require or Generate Resources in
the Current Period 535,606 678,500
Net Cost of Operations $ 5,491,205 $ 5,533,352

The accompanying notes are an integral part of the financial statements.



Department of Agriculture
Forest Service
NOTES TO THE FINANCIAL STATEMENTS
FY 2003 and FY 2002

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES
A. REPORTING ENTITY

The USDA Forest Service was established on February 1, 1905, as an agency of the United States
Federal Government within the U.S. Department of Agriculture (USDA), for the purpose of
maintaining and managing the Nation's forest reserves. It operates under the guidance of the Under
Secretary for Natural Resources and Environment. The USDA Forest Service policy is implemented
through nine regional offices, six research offices, one State and Private Forestry area office, the
Forest Products Laboratory and the International Institute of Tropical Forestry, with 868
administrative units functioning in 44 states, Puerto Rico, and the Virgin Islands.

The USDA Forest Service's mission includes the following major segments:

e National Forests and Grasslands - Protection and management of approximately 192 million
acres of National Forest System (NFS) land that includes 34.8 million acres of designated
wilderness areas. In addition, the Forest Service partners with other nations and organizations
to foster global natural resource conservation and sustainable development of the world’s
forest resources;

e Forest and Rangeland Management - Research and development of forestry and rangeland
management practices to provide scientific and technical knowledge for enhancing and
protecting the economic productivity and environmental quality of the 1.6 billion acres of
forests and associated rangelands;

e State and Private Forestry - Utilization of cooperative agreements with state and local
governments, tribal governments, forest industries and private landowners to help protect and
manage non-Federal forests and associated rangeland and watershed areas;

e Fire and Aviation Management — The Fire and Aviation Management Program protects life,
property, and natural resources on the 192 million acres of NFS lands, and covers an additional
20 million acres of adjacent state and private lands.

e Also, a working capital fund is used for expenses necessary, including the purchase or
construction of buildings and improvements, for furnishing supply and equipment services in
support of USDA Forest Service programs.

The accompanying financial statements of the USDA Forest Service account for all funds under the
USDA Forest Service's control.



B. BASIS OF PRESENTATION AND ACCOUNTING
Basis of Presentation

The financial statements were prepared to report the financial position, net costs, changes in net
position, budgetary resources, and reconciliation of net costs to budgetary obligations of the USDA
Forest Service. The Financial Statements have been prepared from the books and records of the
USDA Forest Service in accordance with generally accepted accounting principles (GAAP) and in
accordance with the Office of Management and Budget Bulletin 01-09, Form and Content of Agency
Financial Statements.

Basis of Accounting

Transactions are recorded on the accrual and the budgetary basis of accounting. Under the accrual
method, revenues are recognized when earned and expenses when a liability is incurred, regardless of
when cash is exchanged. Under the budgetary basis, however, funds availability is recorded based
upon federal government legal considerations and constraints.

C. FUND BALANCE WITH THE U.S. TREASURY AND CASH

The U.S. Department of the Treasury processes cash receipts and disbursements on behalf of the
USDA Forest Service. Funds on deposit with the U.S. Department of the Treasury are primarily
appropriated, trust and other fund types such as special funds that are available to pay current
liabilities and finance authorized purchase commitments. Cash consists of currency for change
making and petty cash.

D. ADVANCES

Payments made by the USDA Forest Service in advance of the receipt of goods and services are
recorded as advances at the time of payment and recognized as expenditures/expenses when the
related goods and services are received.

E. INVENTORY AND RELATED PROPERTY

USDA Forest Service has historically capitalized nursery stock, including seeds and seedlings, as
Inventory on the Consolidated Balance Sheet. The nursery stock inventory is used in the operations of
the forests and is accounted for within the Working Capital Fund. As the inventory was used, cost of
goods sold was recognized. During fiscal year 2003, the USDA Forest Service modified its accounting
policies so that costs associated with nursery stock would be expensed as incurred in the Working
Capital Fund. As a result, the existing inventory was expensed because the majority of the nursery
stock sales are within the USDA Forest Service and eliminated on a consolidated basis and the total
dollars of inventory previously capitalized is insignificant to the financial statements.



F. GENERAL PROPERTY, PLANT AND EQUIPMENT

General Property, Plant, and Equipment (PP&E) includes real and personal property used in the
ordinary business operations. Real and personal property are recorded at cost or estimated fair market
value and must have a useful life of 2 years or more. The USDA Forest Service capitalization
threshold for acquisition of real property is $25 thousand, effective FY 2002. The capitalization
threshold for personal property is $25 thousand, effective FY 2003. The capitalization threshold for
both real and personal property was $5 thousand prior to these changes. Internal Use Software is
capitalized if the value meets or exceeds $100 thousand and was effective FY 2001. Prior to that
period, software was not capitalized. Effective FY 2003, USDA Forest Service is reporting the
liability at lease inception or fair market value for real property capital leases in accordance with
Statement of Federal Financial Accounting Standard (SFFAS) No. 6, Accounting for Property, Plant,
and Equipment.

G. LIABILITIES

Liabilities represent the amount of monies or other resources that are likely to be paid by the USDA
Forest Service as a result of a transaction or event that has occurred. However, the USDA Forest
Service cannot satisfy a liability without an appropriation. Liabilities for which there is no
appropriation and for which there is no certainty that an appropriation will be enacted, are classified as
unfunded liabilities. The U.S. Government, acting in its sovereign capacity, can abrogate liabilities.

H. ENVIRONMENTAL AND DISPOSAL LIABILITIES

The USDA Forest Service’s estimated government—related environmental liabilities are principally
associated with the future remediation of certain landfills, buildings, and other related sites in
accordance with all applicable federal, state and local laws. Such estimates do not consider the effect
of future inflation, new technology, laws or regulations.

I. COMMITMENTS AND CONTINGENCIES

The USDA Forest Service is a party in various other administrative proceedings, legal actions,
environmental lawsuits, and other claims brought by or against the USDA Forest Service. In the
opinion of the USDA Forest Service management and the opinion of legal counsel, the ultimate
resolution of most of these proceedings is currently indeterminable. Where determinable, the full
value of probable amounts related to unsettled litigation and other claims against the USDA Forest
Service is recognized as a liability and expense. Expected amounts related to litigation and other
claims include amounts to be paid by the Department of the Treasury on behalf of the USDA Forest
Service from a permanent appropriation for judgments and from other appropriations.

J. PENSION AND OTHER RETIREMENT BENEFITS

In accordance with Federal government accounting guidance, the USDA Forest Service recognizes the
liability and associated expense of employee pensions and other retirement benefits (including health
care and other post-employment benefits) at the time the employee’s services are rendered.

Pension expenses, retirement health benefits and related liabilities are recorded at the estimated
actuarial present value of future benefits less the estimated actuarial present value of normal cost
contributions made by and for covered employees. Other post-employment benefit expenses and



related liabilities are recognized when the future outflow of resources is probable and measurable on
the basis of events occurring on or before the reporting date.

K. WORKERS’ COMPENSATION LIABILITY

The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to
Federal civilian employees injured on the job, employees who have incurred a work related
occupational disease and beneficiaries of employees whose death is attributable to a job-related injury
or occupational disease. Benefit claims incurred for the USDA Forest Service’s employees under
FECA are administered by the U.S. Department of Labor (DOL) and are ultimately paid by the U.S.
Department of Agriculture. Consequently, the USDA Forest Service recognizes a liability for this
compensation comprised of: (1) an accrued liability that represents money owed for claims paid by
USDA through the current fiscal year and (2) an actuarial liability that represents the expected liability
for USDA approved compensation cases to be paid beyond the current fiscal year.

L. EMPLOYEE ANNUAL, SICK, AND OTHER LEAVE

Annual leave is accrued as it is earned and the accrual is reduced as leave is taken. Each year the
balance in the accrued leave account is adjusted to reflect current pay rates. To the extent current or
prior year appropriations are not available to fund annual leave earned but not taken, funding will be
obtained from future financing sources. Sick leave and other types of leave are expended as taken.

M. PENSION AND OTHER RETIREMENT BENEFITS

Pension and other retirement benefits (primarily retirement health care benefits) expense is recognized
at the time the employees’ services are rendered. The expense is equal to the actuarial present value of
benefits attributed by the pension plan’s benefit formula, less the amount contributed by the
employees. An imputed cost is recognized for the difference between the expense and contributions
made by and for employees.

N. REVENUES AND OTHER FINANCING SOURCES

The USDA Forest Service is funded principally through Congressional appropriations and other
authorizations from the Budget of the United States. The USDA Forest Service receives annual,
multi-year and no year appropriations that are used, within statutory limits, for operating and capital
expenditures. Other funding sources are derived through reimbursements for services performed for
other Federal and non-federal entities, sale of goods to the public, gifts from donors, cost-share
contributions and interest on invested funds.

Appropriations are used at the time the related program or administrative expenses are incurred or
when the appropriations are expended for capital property and equipment. Other revenues are
recognized as earned when goods have been delivered or services rendered.

In accordance with Federal government accounting guidance, the USDA Forest Service classifies
revenue as either “exchange revenue” or “non-exchange revenue.” Exchange revenue arises from
transactions that occur when each party to the transaction sacrifices value and receives value in return.
An example of exchange revenue is the income from the sale of forest products. In some cases, the
USDA Forest Service is required to remit exchange revenue receipts to the U.S. Department of the
Treasury. In other instances the USDA Forest Service is authorized to use all or a portion of its



exchange revenues for specific purposes. Non-exchange revenue is revenue the Federal government is
able to demand or receive because of its sovereign powers. An example of non-exchange revenue is
the cash donations received from private citizens and organizations.

The USDA Forest Service reports the full cost of products and services generated from the
consumption of resources. Full cost is the total amount of resources used to produce a product or
provide a service unless otherwise noted. In accordance with SFFAS No.7, Accounting for Revenue
and Other Financing Sources, the USDA Forest Service’s pricing policies are set to recover full cost
except where mandated by law or for the public good such as in the case of grazing fees.

O. COMBINED STATEMENTS OF BUDGETARY RESOURCES

Reporting Requirements for Transfer Appropriation Accounts — OMB Bulletin No. 01-09, Section
9.36 prescribes that the parent (owner of the appropriation account) should report the activity in its
financial statements, unless the allocation is material to the child’s financial statements. If the
allocation transfer is material to the child’s financial statements, the child should report the activity
relating to the allocation in all of its financial statements, except the Statement of Budgetary
Resources. The parent should report the appropriation and the related budgetary activity in its
Statement of Budgetary Resources. It is the responsibility of the parent to ensure that the reporting to
Treasury, through the Federal Agencies’ Centralized Trial Balance System-FACTS 1 is consistent with
the presentation in the financial statements. The USDA Forest Service reports the following two
Transfer Appropriations as “child”: the Department of Labor, Job Corps Civilian Conservation, and
the Department of Transportation, Federal Aid to Highways. Job Corps is a Department of Labor
residential training program for unemployed and under-employed young people and is financed by the
Department of Labor. The training programs are conducted on campuses on National Forest land and
supervised by USDA Forest Service employees. Federal Aid to Highways provides emergency
funding for the repair of National Forest system roads damaged by natural disaster. Based on the
above guidance, both accounts are excluded from the Combined Statements of Budgetary Resources.



NOTE 2. NON-ENTITY ASSETS

Total assets consist of both entity and non-entity. Non-entity assets are those assets not available for
use in the operations of the USDA Forest Service and consist primarily of contractors’ performance
bonds, amounts held for others in the Fund Balance with Treasury suspense accounts and fines and
penalties recorded as General Fund Proprietary Receipts that will be transferred to the U.S. Treasury at
fiscal year-end. These business transactions occur primarily from the USDA Forest Service’s timber
operations and its law enforcement activities. As of September 30, 2003 and 2002, total non-entity
assets consisted of:

(In Thousands)

Intragovernmental: 2003 2002
Fund Balance with Treasury

a) Balance in Deposit Funds $ 211,372 $ 406,910

b) Balance in Clearing Funds 167,522 202,123
Accounts Receivable 17 195
Total Intragovernmental 378911 609,228
Accounts Receivable 31,288 58915
Total Non-Entity Assets 410,199 668,143
Total Entity Assets 6,901,678 6,219,904
Total Assets $ 7,311,877 $ 6,888,047




NOTE 3. FUND BALANCE WITH TREASURY

Funds with the U.S. Department of the Treasury are primarily appropriated, trust and other fund types
such as special funds that are available to pay current liabilities and finance authorized purchase
commitments. Additionally, the category of other fund types includes suspense and deposit funds.
Fund balances with the U.S. Department of the Treasury include both entity and non-entity fund
balances. It is the USDA Forest Service policy to ensure the Fund Balance with Treasury reported on
the Consolidated Balance Sheets are consistent with the records of the U.S. Department of the
Treasury.

Fund Balance with Treasury as of September 30, 2003 and 2002 consisted of the following:

(In Thousands)
A. Fund Balances: 2003 2002
(1) Trust Funds $ 399,908 $ 308,076
(2) Revolving Funds 133,972 107,817
(3) Appropriated Funds 2,604,988 2,214,795
(4)  Other Fund Types 154.377 194,260
Total $ 3,293,245 $ 2824948
B. Status of Fund Balances with Treasury
(1) Unobligated Balance
(a) Available $ 939,503 $ 957,845
(b) Unavailable 494,338 83,117
(2) Obligated Balance not yet Disbursed 1,536,981 1,203,480
(3) Clearing Account Balances 322,423 580,506
Total $ 3,293,245 $ 2,824,948

NOTE 4. ACCOUNTS RECEIVABLE

Intragovernmental accounts receivable represent amounts due under reimbursable and cooperative
agreements with Federal entities for services provided by the USDA Forest Service. An allowance for
receivables deemed uncollectible is not established for these amounts because monies due from other
Federal entities are considered fully collectible. As of September 30, 2003 and 2002, the
Intragovernmental accounts receivable balances were $56 million and $66 million, respectively.

Non-intragovernmental accounts receivable are comprised primarily of timber harvest, and
reimbursements and refunds owed to the USDA Forest Service for fire prevention and suppression
activities. An allowance for receivables deemed uncollectible except for timber harvest is established
at 20 percent or 80 percent, depending upon the age of the receivable. The allowance for uncollectible
timber-related receivables is established based on individual account analysis.



Non-intragovernmental accounts receivable as of September 30, 2003 and 2002 consisted of the
following:

(In Thousands)
2003 2002
Accounts Receivable $ 189,117 $ 197,626
Allowance for Doubtful Accounts (92,193) (142,000)
Accounts Receivable, Net $ 96924 § 55,626

NOTE 5. SEIZED PROPERTY

A seizure is the act of taking possession of goods in consequence of a violation of public law. Seized
property may consist of monetary instruments, real property, tangible personal property and evidence.
Until judicially or administratively forfeited, the USDA Forest Service does not legally own such
property. Seized evidence includes cash, weapons, illegal drugs and non-monetary valuables.

Pursuant to Federal Financial Accounting and Auditing Technical Release No. 4, Reporting On Non-
Valued Seized and Forfeited Property (Release No. 4), seized property with no legal resale market in
the United States (e.g., weapons, chemicals, drug paraphernalia, gambling devices) is not included on
the consolidated balance sheet. Also, the USDA Forest Service has not included the immaterial
financial and personal property amounts disclosed in the table below in its consolidated balance
sheets.

The following table represents the USDA Forest Service seized property as of September 30, 2003 and
2002:

Seized Property Category (In Thousands)
2003 2002
Financial & Other Monetary Instruments (Cash) $ 37 $ 28
Personal Property 65 131
Non-Valued Items (*)
Total $ 102 $ 159

* Non-Valued items are further detailed below:

The USDA Forest Service has custody of illegal drugs and weapons seized for legal proceedings. In
accordance with Release No. 4, the USDA Forest Service reported the total amount of seized drugs
below by quantity (kilograms) only. Illegal drugs and weapons have no salable value to the Federal
government and are destroyed upon resolution of legal proceedings. Evidence on hand as of
September 30, 2003 and 2002 consisted of the following:



EVIDENCE 2003 2003 2003 2003
Beginning Additions Disposals Ending
Balance Balance
Cocaine(Kg) 0.066 1.531 0 1.597
Marijuana (Kg) 5,362.682 65,275.553 | 4,122.622 66,515.613
Methamphetamine (Kg) | 0.619 4.152 .006 4.765
Mushrooms (Kg) 0.089 3.938 0.057 3.970
Weapons (Firearms) 546 Items 347 158 735
LSD (DU) * 14
Heroin (Kg) * 0.004
Oxiconton (DU) * 7.00
Prescription Pills (DU)* 804.50
Morphine (DU)* 3.00
Hashish (Kg)* 0.001
Opium Poppy (Kg)* 0.450
Psilocyn (Kg)* 0

*Small amounts of these drugs were included in other category in the 2002 inventory.

NOTE 6. GENERAL PROPERTY, PLANT AND EQUIPMENT, NET
Depreciation of General Property, Plant and Equipment (PP&E) for the USDA Forest Service is
recorded on the straight-line method based on the useful lives listed below. Capitalization thresholds

are provided in Note 1, Section F.

As of September 30, 2003 and 2002 the USDA Forest Service’s PP&E consisted of the following:

September 30, 2003
(In Thousands)
Useful
Life Accumulated
Property Class (Years) Cost Depreciation Book Value
Personal Property 420 $ 1,024,171  $ (696,413) $ 327,758
Real Property 10-50 7.344.898 (3.822.058) 3.522.840
Total $ 8,369,069 $ (4518471) % 3,850,598




September 30, 2002

(In Thousands)
Useful
Life Accumulated
Property Class  (Years) Cost Depreciation Book Value
Personal Property  4-20  $ 1,004,196 $ (607,552) 3 396,644
Real Property 10-50 7,218,684 (3.706.078) 3,512,606
Total 3 8,222,880 % (4,313,630) § 3,909,250

NOTE 7. LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

Liabilities not covered by budgetary resources as of September 30, 2003 and 2002 consisted of the
following:

(In Thousands)
2003 2002

Intragovernmental
Judgment Fund $ 191,603 $ 189,300
FECA 66,145 63,910
Total Intragovernmental 257,748 253,210
Actuarial FECA 390,225 365,607
Leave 178,115 170,098
Contingent Liability 8,500 37,400
Payments to States 182,602 105,073
Environmental Liabilities 7.769 7.069
Total Liabilities Not Covered by Budgetary Resources 1,024,959 938,457
Total Liabilities Covered by Budgetary Resources 1,296,529 1,288,566
Total Liabilities $ 2321488 $ 2227,023

NOTE 8. OTHER LIABILITIES
The following table segregates Other Liabilities between those Covered and Not Covered by

Budgetary Resources and between Intragovernmental and Governmental as of September 30, 2003 and
2002.
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(In Thousands)

2003 2002

Other Liabilities Covered By Budgetary Resources

Non-Current Current Total Non-Current Current Total
Intragovernmental
Employer Contributions & Payroll Tax S - $ 8,280 $ 8,280% - $ 6,718 % 6,718
Other Accrued Liabilities - 69,229 69,229 - 58,777 58,777
Advances From Others - 24,980 24,980 - 26,101 26,101
Trust and Deposit Liabilities - 201,268 201,268 - 181,076 181,076
Custodial Liabilities - 23,369 23,369 - 23,355 23,355
Other Liabilities - - - - (3.660) (3.660)
Total Intragovernmental 3 - $ 327135 _$ 327.135 § - $ 292367 % 292367
Other Accrued Liabilities $ - $ 636957 3% 36,957 $ - $ 562353 3 562,353
Advances From Others - 29,773 29,773 - 31,443 31,443
Trust and Deposit Liabilities - 46,689 46,689 - 65,109 65,109
Purchaser Road Credits - 39,695 39,695 - 42.024 42,024
Capital Leases - 23,484 23,484 - - -
Custodial Liabilities - 80,615 80,615 - 187,993 187,993
Other Liabilities - - - - 4,082 4.082
Total Other Liabilities Covered by
Budgetary Resources $ - $1,184348 $ 1184348 § - $ 1185371 $ 1.185371
Other Liabilities Not Covered by Budgetary Resources
Intragovernmental
Treasury Judgment Fund $ - $ 191603 $ 191,603 $ 189,300 § - $ 189,300
Unfunded FECA 38.903 27,242 66,145 36,668 27.242 63,910
Total Intragovernmental $ 38903 $ 218845 § 257748 0§ 225968 $ 27242 § 253210
Actuarial FECA $ 390225 $ - 3 390,225 $§ 365,607 § - $ 365,607
Payments to States - 182,602 182,602 - 105,073 105,073
Unfunded Annual Leave 14,411 163,704 178,115 9,098 161,000 170,098
Contingent Liabilities 8.500 - 8.500 37,400 - 37,400

Total Other Liabilities Not Covered by

Budgetary Resources $ 452039 $ 565151 $ 1017190 3 638073 $ 293315 S 931,388
Total Other Liabilities $ 452,039 $1749499 $ 2201538 3 638073 $1478686 § 2116759

As of September 30, 2003 and 2002, the USDA Forest Service’s major components of other liabilities
are as follows:

Advances from Others: Advances from Others consist of monies on deposit for cooperative work
project agreements with the public.

Trust and Deposit Liabilities: Trust and Deposit Liabilities, Governmental consist primarily of cash
prepayments and deposits from timber purchasers before the actual harvest of timber. The remaining
Trust and Deposit Liabilities include liabilities that have been temporarily included in suspense
accounts.
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Custodial Liabilities: Custodial liabilities consist of amounts held in special receipt accounts that
belong to non-USDA Forest Service entities. (See Note 18.)

Purchaser Road Credits: Purchaser Road Credits are liabilities remaining under timber sales
contracts advertised prior to April 1, 1999. Under the terms of certain timber sales contracts, timber
purchasers are required to construct roads to gain access to the timber sold on the contract. Each
month as the road is being completed, the timber purchaser is given a credit (referred to as a purchaser
road credit-PRC), based on an engineer’s estimate of the percentage of the roads that have been
completed. These PRCs may be used to offset above-base timber stumpage value when the timber on
the sale is harvested or may be transferred to another timber sale the same purchaser has on the same
proclaimed national forest. Unused PRC is reported on the financial statement as a liability. Effective
April 1, 1999, in accordance with 16 U.S.C. § 535a, purchaser road credits are prohibited on newly
issued timber contracts.

The total amount of the PRC that will be granted in connection with a particular timber sale contract
advertised prior to April 1, 1999, is based on a USDA Forest Service engineering estimate when the
timber sale package is put together prior to the sale being advertised. When a PRC is established, an
asset (a component of Property, Plant and Equipment) and a liability (Unearned Revenue) are recorded
for the amount of PRC established. When the PRC is used to offset the value of timber stumpage
harvested, earned revenue is recorded for the amount of the PRC used and the liability (Unearned
Revenue) is reduced by the same amount. Any unused PRC remaining when the contract is closed is
recorded as Donated Revenue and the liability (Unearned Revenue) is reduced by the same amount.

Treasury Judgment Fund: Consistent with the provisions of the Federal Tort Claims Act, the USDA
Forest Service pays small tort claim awards ($2.5 thousand or less) out of its own funds. Tort claim
awards exceeding $2.5 thousand, however, are paid from the Claims, Judgments, and Relief Acts
Fund (Judgment Fund) maintained by the Department of the Treasury. Absent a specific statutory
requirement, the USDA Forest Service is not required to record a liability or reimburse the Judgment
Fund for tort claims paid on its behalf. These payments, however, are recognized as an expense and
an imputed financing source in the Statements of Net Cost and Changes in Net Position. Payments
reported from torts and court claims during fiscal year 2003 and 2002, amounted to $6.5 million and
$9.2 million, respectively.

The Contract Disputes Resolution Act (CDRA) governs litigation arising from contract disputes (such
as those from timber sales contracts). Subsection 612(c) provides that CDRA payments made on
behalf of Federal agencies by the Judgment Fund shall be reimbursed to the Fund. As of September
30, 2003 and 2002, the USDA Forest Service owed the Judgment Fund $191 million and $189
million, respectively, for such payments.

Federal Employees’ Compensation Act Liabilities: Liabilities under the Federal Employees’
Compensation Act (FECA) are incurred as a result of workers' compensation benefits that have
accrued to employees but have not yet been paid by the USDA Forest Service. Workers'
compensation benefits include the current and expected future liability for death, disability, medical,
and other approved costs. The U.S. Department of Labor (DOL) actuarially determines the expected
future liability for the U.S. Department of Agriculture as a whole, including the USDA Forest Service.
The USDA Forest Service is billed annually as its claims are paid by the DOL. Payments to the DOL
are deferred for 2 years so that the bills may be funded through the budget. Payments to the DOL are
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also recognized as an expense when billed and recorded in the Statement of Net Cost. The amounts of
unpaid FECA billings constitute the accrued FECA payable.

The total components of accrued FECA payable as of September 30, 2003 and 2002 consisted of the
following:

(In Thousands)
2003 2002

Not Covered By Budgetary Resources,
Intragovernmental
Liability for FECA 3 66,145 $ 63,910
Not Covered By Budgetary Resources,
Expected Future Liability for FECA 390.225 365,607

Total $ 456,370 $ 429517

Intragovernmental Other Accrued Liabilities Covered by Budgetary Resources: Intragovernmental
accrued liabilities covered by budgetary resources consist primarily of accruals for receipt of goods
and services.

Other Accrued Liabilities Covered by Budgetary Resources: Accrued liabilities covered by
budgetary resources consist primarily of accruals for payroll and for receipt of goods and services.

Pending Litigation and Unasserted Claims (Contingencies): As of September 30, 2003, the USDA
Forest Service had six legal actions pending. Based on information provided by legal counsel,

management believes some adverse decisions are probable. The estimated loss for these claims is
$8.5 million.

No amounts have been accrued in the financial statements for claims where the amount or probability
of judgment is uncertain. The USDA Forest Service’s potential liability for these claims is
approximately $23.6 million.

NOTE 9. LEASE LIABILITIES

The USDA Forest Service enters into leasing agreements through the General Service Administration
(GSA) and through leasing authority delegated by GSA for general facilities (buildings and office
space), equipment and land. Leases may include renewal options for periods of one or more years.
Most leases are cancelable upon certain funding conditions. The USDA Forest Service’s assets under
capital leases and future capital and operating lease agreement payments, as of September 30, 2003,
consisted of the following:
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FY 2003

Capital Leases: (In Thousands)
Summary of Assets Under Capital Leases
Land and Building $ 40,650
Accumulated Amortization (17.166)
Total $23484

Future Payments Due:

Land &
Buildings
Fiscal Year
2004 $ 11,004
2005 10,830
2006 10,767
2007 10,546
2008 10,425
After 5 Years 97,482
Total Future Lease Payments 151,054

Less: Imputed Interest 40,761
Less: Executory Costs 23594

Subtotal 86,699
Less: Lease Renewal Options 63,215

Net Capital Lease Liability, covered by Budgetary Resources $ 23,484

Operating Leases: (In Thousands)

Future Payments Due:

Land & Machinery &
Fiscal Year Buildings  Equipment Total

2004 $ 64013 S 892 $ 64,905
2005 59,405 649 60,054
2006 56,066 392 56,458
2007 52,882 142 53,024
2008 47,321 57 47378
After S Years 308.247 23 308.270

Total Future Lease Payments $ 587934 $ 2,155 $ 590,089

NOTE 10. PROGRAM COSTS BY SEGMENT
The USDA Forest Service reflects costs through five primary responsibility segments: National
Forests and Grasslands, Forest and Rangeland Management, State and Private Forestry, Fire and

Aviation Management and the Working Capital Fund.

The following tables illustrate program costs by segment as of September 30, 2003 and 2002:
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NOTE 11. COST OF STEWARDSHIP PROPERTY PLANT AND EQUIPMENT

Stewardship assets acquired through purchase in fiscal years 2003 and 2002 amounted to $191 and
$108 million, respectively, and consisted of land, easements and rights-of-way. Stewardship land is
all land that is not general-purpose land (i.e. land that does not have a general purpose building on it).
Stewardship land costs include purchase costs and any salary costs, survey costs, title costs, closing
costs, restoration costs and any other expenses necessary to prepare the land for its intended use.

NOTE 12. RESTATEMENTS AND RECLASSIFICATIONS

Restatements
In fiscal year 2003, the USDA Forest Service corrected its fiscal year 2002 financial statements to:

A. Record $18,335 thousand of property, plant and equipment received but not accrued for as of
September 30, 2002.

B. Properly align budgetary and proprietary account relationships and correct certain related budgetary
and proprietary posting errors in the Wildland Fire Management fund, the Knutson-Vandenberg fund
and other various funds.

C. Account for budgetary resources received by the Trust & Special funds and Deposit & Clearing
funds that had previously been accounted for as General funds.

D. Properly record the prior year $110,000 thousand expenditure transfer to the Wildland Fire
Management fund and the subsequent payback during fiscal year 2002.

E. Correct $22,748 thousand of errors in recording obligations for the Wildland Fire Management
fund.

F. Exclude certain funds received from the Department of Labor-Job Corps that had previously been
included in the Statement of Financing.

G. Adjust offsetting receipts by approximately $412,800 thousand to reflect only those offsetting
receipts determined to be distributed as required by OMB Bulletin 01-09, Form and Content of
Agency Financial Statements.

H. Record $79,424 thousand of revenue from the National Recreation Reservation System and Map
sales that had not been recognized during the year ended September 30, 2002.

I. Record liabilities of $120,955 thousand that had been incorrectly recognized as reductions of
operating cost during the year ended September 30, 2002.

J. Adjust for certain other errors noted in the Statement of Financing.
Reclassifications
The USDA Forest Service reclassified certain fiscal year 2002 amounts to conform to the fiscal year

2003 financial statement presentation. The most significant reclassification related to a $3,432,427
thousand reclassification from Other Adjustments to Appropriations Received on the Statement of
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Changes in Net Position to properly reflect the components of fiscal year 2002 appropriations as

compared to 2003.

The following tables summarize the fiscal year 2002 restatements as referenced above and

reclassifications by financial statement:

Prior Period Adjustments - Consolidated Balance Sheet

(Selected Line Items)

(dollars in thousands) As Originally Reported Restatements Ref Reclassifications Restated 2002
Assets
General Property, Plant, and Equipment, Net $ 3,890,915 $ 18,335 A - 3,909,250
Total Assets $ 6,869,712 $ 18,335 - 6,888,047
Liabilities
Accounts Payable $ 374,537 $ 18,335 A (290,665) 102,207
Other $ (48,627) B 290,665
(79.424) H
120,954 I
$ 1,287,614 $ (7,097) 290,665 1,571,182
Total Liabilities $ 2,215,785 $ 11,238 - 2,227,023
Net Position:
Unexpended Appropriations $ (143,370) B
(733,094) C
$ 2,638,108 $ (876,464) - 1,761,644
Cumulative Results of Operations $ 191,998 B
733,094 C
79,424 H
(120,955) I
$ 2,015,819 $ 883,561 - 2,899,380
Total Net Position $ 4,653,927 $ 7,097 - 4,661,024
Total Liabilities and Net Position $ 6,869,712 $ 18,335 - 6,888,047
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Prior Period Adjustments - Consolidated Statement of Net Cost

(Selected Line Items)

(dollars in thousands) As Originally Reported Restatements Ref

Reclassifications

Restated 2002

Gross Costs with the Public

Operating Costs 3 40,435 B
(23,282) C
220,000 D
(6,772) H
120,954 |
$ 3,698,369 3 351,335
Other 3 133,578 $ -
Less: Earned Revenues from the Public $ (152,042) B
(70,712) H
$ (152,626) $ (222,754)
Net Cost Of Operations $ 5,404,771 3 128,581

133,578
133,578 $ 4,183,282
(133,578) $ -
- $ (375,380)
$ 5,533,352
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Prior Period Adjustments - Consolidated Statement of Changes in Net Position
(Selected Line Items)

(dollars in thousands) As Originally Reported Restatements Ref Reclassifications Restated 2002
Unexpended Appropriations
Prior Period Adjustments $ (93,326) B
(692,916) C
110,000 D
3 - $ (676,242) - $ (676,242)
Appropriations Received $ (72,341) B 3,432,427
(128,471)
$ 1,278,935 $ (200,812) 3,432,427 $ 4,510,550
Appropriations Transfer - in/out $ (161,063) $ (7,000) C - $ (168,063)
Other Adjustments (rescissions, etc.) $ (74,295) B (3,432,427)
226 C
$ 3,497,097 $ (74,069) (3,432427)  $ (9.399)
Appropriations Used $ 96,592 B
95,067 C
(110,000) D
$ (4,824,523) § 81,659 - $ (4,742,864)
Total Financing Sources 3 (209,554)  $ (200,222) - 3 (409,776)
Ending Balances $ 2,638,108 $ (876,464) - $ 1,761,644
Cumulative Results of Operations
Prior Period Adjustments $ 331,612 B
692,916 C
1,940 H
3$ - $ 1,026,467 - 3 1,026,467
Appropriations Used $ (104,228) B
(118,349 C
110,000 D
$ 4,855,441 $ (112,577) - $ 4,742,864
Transfers -in/out without
Reimbursement $ (146,994) B
135,245 C
110,000 D
3 320,722 $ 98,251 - $ 418,973
Total Financing Sources $ 5,343,248 $ (14,326) - $ 5,328,922
Net Cost Of Operations S 5,404,771 $ 128,581 - $ 5,533,352
Ending Balances $ 2,015,819 S 883,561 - $ 2,899,380
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Prior Period Adjustments - Combined Statement of Budgetary Resources

(Selected Line Items)

{dollars in thousands) As Originally Reported Restatements Ref Reclassifications Restated 2002
Budgetary Resources:
Budget Authority:
Appropriations Received 5,095,687 $ (30,312) B 5,065,375
Net Transfers (102,407) % 110,000 D 7,593
Unobligated Balance:
Beginning of Period 1,251,351 $ (62,066) B 1,189,285
Net Transfers, Actual $ (72,990) B
(110,000) D
110,006 $ (182,990) (72,984)
Spending Authority from Offsetting Collections:
Earned:
Collected $ 95,000 B
110,000 D
883,972 $ 205,000 1,088,972
Total Budgetary Resources 7,115,392 3 39,631 7,155,023
Status of Budgetary Resources:
Obligations Incurred $ 322,382 B
110,000 D
(22,748) E
5,903,006 $ 409,634 6,312,640
Unobligated Balance:
Apportioned and Exempt from
Apportionment $ (272,047) B
45,496 E
893,129 $ (226,551) 666,578
Unobligated Balances not Available $ (120,705) B
(22,748) E
319,258 $ (143,453) 175,805
Total Status of Budgetary Resources 7,115,392 $ 39,631 7,155,023
Relationship of Obligations to Outlays:
Undelivered Orders $ (20,900) B
(22,748) E
984,926 $ (43,648) 941,278
Accounts Payable 426,709 $ 248,282 B 674,991
Outlays:
Disbursements $ 95,000 B
110,000 D
6,287,869 $ 205,000 6,492,869
Collections $ (95,000) B
(110,000) D
(841,793) % (205,000) (1,046,793)
Less: Offsetting Receipts 851,463 $ (412,836) G 438,627
Net Outlays 4,594,613 $ 412,836 5,007,449
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Prior Period Adjustments - Consolidated Statement of Financing
(Selected Line Items)

(dollars in thousands) As Originally Reported Restatements Ref Reclassifications Restated 2002
Resources Used to Finance Activities:
Budgetary Resources Obligated:
Obligations Incurred $ 322,381 B
110,000 D
(22,748) E
(162,316) F
$ 6,065,323 $ 247,317 6,312,640
Less: Spending Authority from Offsetting
Collections and Recoveries $ 95,000 B
110,000 D
(18,420) F
$ 797,742 S 186,580 984,322
Less: Offsetting Receipts $ 851,407 3 (412,780) G 438,627
"'otal Resources Used to Finance
Activities $ 4583259 $ 473,517 5,056,776
Resources Used To Finance Items Not
Part of The Net Cost Of Operations:
Change in Budgetary Resources $ (352,615) B
Obligated for Goods, Services and
Benefits Ordered but not yet provided (22,749) E
3 165,858 $ (375,364) (209,506)
Resources That Fund Expenses
Recognized in Prior Periods $ (162,916) % 325,832 J 162,916
Budgetary Offsetting Collections and
Receipts that do not affect Net Cost of
Operations $ 162,259 F
$ (128,977) G
$ (162,259) % 33,282 (128,977)
Resources that finance the acquisition of
assets $ 18,335 A
2,797) B
1,444,245 J
$ (1,082,292) $ 1,459,783 377,491
Other resources or adjustments to net
obligated resources that do not affect net
costs of operations $ 654,482 B
(793,631) C
(110,000) D
(1,940) H
(254,128) J
$ 505,217 $ (505,217) -
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Prior Period Adjustments - Consolidated Statement of Financing

(Selected Line Items)

Other

period:

(dollars in thousands) As Originally Reported . Restatements Ref Reclassifications Restated 2002
Total Resources used to Finance Items
Not Part of the Net Cost of Operations 3 (736,392)  $ 938 316 201,924
Total Resources Used to Finance the
Net Cost of Operations $ 5319.651 $ (464,799) 4,854,852
Components of Net Cost of Operations
that will not require or generate
resources in the current period:
Components Requiring or Generating
Resources in Future Periods:
Increase in Exchange Revenue
Receivable from the Public $ (266,142) $ 628,316 J 362,174
3 (686,968) B
(392,601) F
414,954 G
629,581 J
$ 2,540 $ (35,034) (32,494)
Total Components of Net Costs of
Operations that will Require or Generate
Resources in the Future $ (256,847) $ 593,282 336,435
Depreciation and Amortization $ 300,360 3$ 99 ] 300,459
Total Components of Net Costs of
Operations that will not Require or
Generate Resources $ 341,967 $ 98 342,065
Total Components of Net Cost of
Operations that will not require or
generate resources in the current
$ 85,120 3 593,380 678,500
Net Cost of Operations $ 5,404,771 $ 128,581 5,533,352

NOTE 13. APPORTIONMENT CATEGORIES OF OBLIGATIONS INCURRED

The Office of Management and Budget (OMB) usually distributes budgetary resources in an account
or fund by specific time periods, activities, projects, objects or a combination of these categories, a

process called apportionments. Apportionments by fiscal quarters are classified as category A

apportionments. All other apportionments are classified as category B apportionments. USDA Forest
Service apportionments are not made on a quarterly basis; therefore, they are classified as Category B

apportionments.
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NOTE 14. PERMANENT INDEFINITE APPROPRIATIONS

The USDA Forest Service has permanent indefinite appropriations, authorized by specific legislative
Acts, to fund Recreation Fee Collection Costs, Brush Disposal, License Programs for Smokey Bear
and Woodsy Owl, Restoration of Forest Lands and Improvements, Roads and Trails for States,
National Forest Fund, Timber Roads Purchaser Elections, Timber Salvage Sale Operations, and
Maintenance of Quarters. Each of these permanent indefinite appropriations is funded by receipts
made available by law, and is available until expended.

NOTE 15. EXPLANATION OF DIFFERENCES BETWEEN THE STATEMENT OF
BUDGETARY RESOURCES AND THE BUDGET OF THE UNITED STATES
GOVERNMENT

FY 2002
(In Millions)
Budgetary Outlays
Resources
Combined Statement of Budgetary Resources $ 7,155 $ 5,446
Reconciling Items:
Expired Accounts (10) -
Audit Adjustments 31 -
Accounts Excluded from Budget 2) )
Qther 2) -
Budget of the United States Government $ 7,172 $ 5,437

The differences between the fiscal 2002 Statement of Budgetary Resources and the fiscal 2002 actual
numbers presented in the fiscal 2004 Budget of United States Government (Budget) are summarized
above.

The Budget excludes expired accounts that are no longer available for new obligations. Audit
adjustments were made subsequent to the Budget submission. Other items mainly consist of balances
in suspense accounts that are excluded from the Budget.

A comparison between fiscal 2003 Statement of Budgetary Resources and the fiscal year 2003 actual

numbers presented in the fiscal 2005 Budget cannot be performed as the fiscal 2005 Budget is not yet
available. The fiscal 2005 Budget is expected to be published in February 2004 and will be available

from the Government Printing Office.

NOTE 16. EXPLANATION OF THE RELATIONSHIP BETWEEN LIABILITIES NOT
COVERED BY BUDGETARY RESOURCES AND THE CHANGE IN COMPONENTS
REQUIRING OR GENERATING RESOURCES IN FUTURE PERIODS.

The USDA Forest Service’s fiscal year 2003 and 2002 differences between the liabilities not covered
by budgetary resources and the change in components requiring or generating resources in future
periods result from liabilities not covered by budgetary resources being recorded in current year to the
Consolidated Statements of Net Cost; while liabilities not covered by budgetary resources are
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cumulative over fiscal years. The components of the Consolidated Statements of Net Cost that will
require or generate resources in the future are as follows:

In Thousands

2003 2002

Increase in Annual Leave Liability $ 8,017 $ 6,755
Increase in Environmental and Disposal Liability 700
(Increase) Decrease in Exchange Revenue Receivable from the Public (40,667) 362,174
Other:

Transfer In (Job Corp and Fed Highway), see Note 17 76,874 143,897

Other 168.146 (176,391)
Total Components of Net Cost of Operations that will
Require or Generate Resources in Future Periods $213.070 $336,435

NOTE 17. DESCRIPTION OF TRANSFERS THAT APPEAR AS A RECONCILING ITEM
ON THE STATEMENT OF FINANCING

The USDA Forest Service has the following routine transfers without reimbursement that are
reconciling items on the Statement of Financing:

Transfers In

Trading Partner Account Title Purpose

Department of Job Corps Civilian Provide training for under-employed

Labor Conservation youths.

Department of Federal Highway Trust | Maintenance and upkeep of federal

Transportation Fund highways traversing National Forest
lands.

NOTE 18. INCIDENTAL CUSTODIAL COLLECTIONS

The USDA Forest Service collects funds, of which portions are due to states and counties. The largest
component of custodial collections comes from the sale of products and services from the National
Forests and National Grasslands. These amounts are included as Custodial Liability in Other
Liabilities. The table below summarizes the collection and distribution of these funds during fiscal
year 2003 and 2002:
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(In Thousands)

2003 2002
Revenue Activity:

Sources of Collections:

National Forest Fund Receipts $9.415 $55,503

Payments and Receipts, National Grasslands 2,231 11,242

Miscellaneous 8,535 3,526
Total Cash Collections 20,181 63,219
Total Custodial Revenue and Beginning Balance 103,984 208,811
Disposition of Collections:

Transferred to Others:

States and Counties (Payments to States) (22,265) (189.,770)
(Increase)/Decrease in Amounts Yet to be Transferred (81,719) (19.041)
Total Disposition (103,984) (208.811)
Net Custodial Activity $ - $ -

NOTE 19. DEDICATED COLLECTIONS

The USDA Forest Service recognizes the following funds as dedicated collections. These funds are
used as dedicated for the benefit of enhancing and maintaining National Forest System lands including
reforestation. Donations are handled on the cash basis and all other collections are accounted for on
the accrual basis.

TRUST FUNDS
TREASURY FUND/NAME PURPOSE AUTHORITY
SYMBOL
12X8028 Cooperative Work Advances from 16 USC
cooperators 498.72(c),72a,76b .81
12X8029 Mount Saint Helens Repair highways 23 USC 203,207
Highway
12X8034 Gifts, Donations and Segregate donations for | 16 USC 1643b
Bequests for Forest and research
Rangeland Research
12X8039 Land Between the Lakes Donations to National 112 Stat.2681-317
Trust Fund Recreation Area
12X8046 Reforestation Trust Fund Reforestation 16 USC 1606a
1269X8083 Federal Aid to Highways Maintain Federal 31 USC 3515
highways in Forest
Service land
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12X8203 Gifts and Bequests Segregate general 7 USC 2269
donations

SPECIAL FUNDS

FUND - NAME PURPOSE AUTHORITY

12X5004 —Land Acquisition Watershed Management 96 Stat. 1983

12X5010 — Recreation Fees

Collection costs

107 Stat. 1610

12X5072 - Fees, Operations and
Maintenance of Recreation Facilities

Maintain recreational facilities

101 Stat. 1330-265

[2X5201 — Payments to States, National | Revenue Sharing Grant 16 USC 500

Forest Fund

12X5202 — Timber Roads, Purchaser Timber sale area purchasers’ roads | 16 USC 472(I}2)

Election

12X5203 — Roads and Trails for States, Recreation road and trail 16 USC 501

National Forest Fund improvements

12X5204 — Timber Salvage Sales Prepare salvage sale and reforest 16 USC 472(a)
after sale

12X5206 — Expenses, Brush Disposal Timber operators amounts for 16 USC 490
brush disposal

12X5207 — Range Betterment Improvements to grazing lands 16 USC 580h

12X5212 — Construction of Facilities or
Land Acquisition

Inactive

94 Stat. 3372

12X5213 — Payment to Minnesota (Cook, | Revenue sharing grant 16 USC 577g,
Lake, and Saint Louis Counties) from the 577g-1
National Forests Fund
12X5214 — Licensee Program Smokey Bear, Woodsey Owl 31 USC 488a
Licensing royalties used for fire
prevention
12X5215 — Restoration of Forest Lands Environmental restoration 16 USC 579¢

and Improvements

12X5216 — Acquisition of Lands to
Complete Land Exchanges

Land exchange and acquisition for
forest management purposes

96 Stat. 1984; 16
USC 484a

12X5217 — Tongass Timber Supply Fund

Management of timber supply in
Alaska

16 USC 539d, 539c

12X5219 — Operation and Maintenance of
Quarters

Government-owned quarters rents
finance maintenance

5 USC 5911

12X5220 — Resource Management
Timber Receipts

Accelerate management practices
of natural resources

102 Stat. 1809

12X5223 — Quinault Special Management
Area

Management of special Quinault
tribal area

102 Stat. 3328

12X5264 — Timber Sales Pipeline
Restoration Fund

Prepare certain volume of timber
sales, ready to advertise

110 Stat. 1321-206
Sec. 327

12X5268 — Recreation Fee
Demonstration Program

Maintenance of recreation areas,
support of recreation program at
Demonstration sites

16 USC 4601-6a

12X5277 — Midewin National Prairie

Maintenance of Midewin

110 Stat. 602
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FUND - NAME

PURPOSE

AUTHORITY

Rental Fee Account

12X5278 — Midewin National Tall-Grass
Prairie Restoration Fund

Restoration of Midewin

110 Stat. 602

12X5360 — Land Between the Lakes
Management Fund

Maintenance of National
Recreation Area

112 Stat. 2681-315

12X5361 — Administrative Rights-of-
Way and Other Land Uses Fund

Maintenance of commercial filming
sites

113 Stat. 1501 A-
196, Sec. 331

12X5363 — Valles Caldera Fund

Maintenance of Valles Caldera
Preserve, NM

114 Stat. 605

12X5462 — Hardwood Technology
Transfer and Applied Research Fund

Support and stimulation of
hardwood forestry practices

112 Stat. 297-298,
Sec. 343(e)

12X5896 — Payments to Counties,
National Grasslands

Revenue-sharing grant

7USC 1012
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REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)

DEFERRED MAINTENANCE

Overview

Deferred maintenance is maintenance that was scheduled to be performed, but delayed until a future
period. Deferred maintenance represents a cost that the government has elected not to fund and,
therefore, the costs are not reflected in the financial statements. Maintenance is defined to include
preventative maintenance, normal repairs, replacement of parts and structural components, and other
activities needed to preserve the asset so that it continues to provide acceptable service and achieve its
expected life. It excludes activities aimed at expanding the capacity of an asset or otherwise upgrading
it to service needs different from, or significantly greater than, those originally intended. Deferred
maintenance is reported for general Property, Plant and Equipment (PP&E), stewardship assets, and
heritage assets. It is also reported separately for critical and non-critical amounts of maintenance
needed to return each class of asset to its acceptable operating condition.

The Forest Service uses condition surveys to estimate deferred maintenance on all major classes
of PP&E. There is no deferred maintenance for fleet vehicles and computers that are managed
through the agency’s working capital fund. Each fleet vehicle is maintained according to
schedule. The cost of maintaining the remaining classes of equipment is expensed.

As of 8/31/03 Deferred Maintenance Totals by Asset Class ($ In Thousands)

Cost to
Return to Critical Non-Critical

Overall Acceptable Maintenance Maintenance
Asset Class Condition (1) Condition (2) (3)
Buildings and Admin. Facilities Varies $ 421,215 $ 128,013 § 293,202
Dams Varies 29,415 10,101 19,314
Heritage Varies 82,834 44,995 37,839
Range Improvements Varies 490,112 489,943 169
Recreation Facilities ** Varies 188,377 54,406 133,971
Roads and Bridges Varies 3,851,354 696,148 3,155,206
Trails ** Varies 120,133 42,291 77,842
Wildlife, fish, threatened and
endangered species. Varies 4,700 3,050 1,650
Totals * $ 5,188,139 $ 1,468,947 $ 3,719,192

** The Forest Service used the FY 2001 Deferred Maintenance values for General Forest Area
under the recreation facilities component and for Trails under the Trails component. These
components are in a computer application transition and the process for collecting data was not
operational.

* Overall agency indirect cost of managing the program is 19% (not included in the figures
above).

(1) Overall Condition: Condition of major classes of property range from poor to good depending
on location, age, and type of property. There is currently no comprehensive national assessment
of Forest Service property. The current deferred maintenance estimates were based on regularly
scheduled condition surveys and inspections. Condition surveys were performed on a statistical
sample of closed and very low traffic volume roads.
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(2) Critical Maintenance: A requirement that addresses a serious threat to public health or

safety, a natural resource, or the ability to carry out the mission of the organization.

(3) Non-Critical Maintenance: A requirement that addresses potential risk to the public or

employee safety or health (e.g. compliance with codes, standards, or regulations), and potential
adverse consequences to natural resources or mission accomplishment.

Condition of Administrative Facilities: The condition of administrative facilities ranges from poor to
good. Approximately half of these buildings are obsolete or in poor condition needing major
repairs or renovation. Approximately one fourth is in fair condition and the remaining is in good
condition.

Condition of Dams: The overall condition of dams is below acceptable. The condition of dams is
acceptable when the dam meets current design standards and does not have any deficiencies
that threaten the safety of the structure or public, or are needed to restore functional use, correct
unsightly conditions, or prevent more costly repairs.

The standards for acceptable operating condition for various classes of general PP&E,
stewardship, and heritage assets are as follows:

Buildings: Comply with the National Life Safety Code, the Forest Service Health and
Safety Handbook, and the Occupational Safety Health Administration as determined by
condition surveys. These requirements are found in Forest Service Manual 7300.

Dams: Managed according to Forest Service Manual 7500, Water Storage and
Transmission, and Forest Service Handbook 7509.11, Dams Management as determined
by condition surveys.

Heritage Assets: These assets include archaeological sites that require determinations of
National Register of Historic Places status, National Historic Landmarks, and significant
historic properties. Some heritage assets may have historical significance, but their
primary function within the agency is as visitation or recreation sites and, therefore, may
not fall under the management responsibility of the heritage program.

Range Structures: The condition assessment was based on: 1) a determination by
knowledgeable range specialists or other district personnel of whether or not the structure
would perform the originally intended function, and 2) a determination through the use of a
protocol system to assess conditions based on age. A long-standing range methodology
is used to gather this data.

Developed Recreation Sites: This category that includes campgrounds, trailheads, trails,
wastewater facilities, interpretive facilities, and visitor centers. All developed sites are
managed in accordance with Federal laws and regulations (CFR 36). Detailed
management guidelines are contained in the Forest Service Manual (FSM 2330, Publicly
Managed Recreation Opportunities) and regional and forest level user guides. Standards
of quality for developed recreation sites were developed under the meaningful measures
system and established for the following categories: health and cleanliness, settings,
safety and security, responsiveness, and the condition of facility.

Roads and Bridges: Conditions of the National Forest System Road system are
measured by various standards that include applicable regulations for the Highway Safety
Act developed by the Federal Highway Administration, best management practices for
road construction and maintenance developed by the Environmental Protection agency
and the States to implement the non-point source provisions of the Clean Water Act, road
management objectives developed through the forest planning process prescribed by the
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National Forest Management Act, and the requirements of Forest Service Manuals and
Handbooks (FSM 7730, FSH 7709.56a, and FSH 7709.56b).

Trails: Trails are managed according to Federal law and regulations (CFR 36). More
specific direction is contained in the Forest Service Manual (FSM 2350, Trail, River, and
Similar Recreation Opportunities) and the Forest Service Trails Management Handbook
(FSH 2309.18).

Wildlife, Fish, and Threatened and Endangered Species Structures: Field biologists at the
forest used their professional judgment to determine deferred maintenance. Deferred
maintenance was considered as upkeep that had not occurred on a regular basis. The
amount was considered critical if resource damage or species endangerment would likely
occur if maintenance were deferred much longer.
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2003 USDA Forest Service

REQUIRED SUPPLEMENTARY STEWARDSHIP INFORMATION (UNAUDITED)

STEWARDSHIP, PROPERTY, PLANT AND EQUIPMENT

The Federal Accounting Standards Advisory Board (FASAB), Statement of Federal Financial
Recommended Accounting Standards (SRAS) No. 8 provides the following definitions:

= Stewardship Assets — Property owned by the Federal Government that physically
resembles Property, Plant and Equipment, but differs in that the value may be
indeterminable or have little meaning.

-- Heritage Assets
-- Stewardship Land

= Stewardship Investments — Expenses and investments incurred for education and training
of the public that is intended to increase national economic productive capacity
(investment in human capital), and research and development intended to produce future
benefits.

= Stewardship Responsibilities — Information on the financial impact of continuing to provide
current programs and services.

Heritage Assets

The Forest Service estimates that over 300 thousand heritage assets are on land that it
manages. This information was estimated from the 9 Forest Service Regions and annual
Department of the Interior Report to Congress. Some of these assets are listed on the National
Register of Historic Places and some are designated as National Historic Landmarks. The Forest
Service heritage resource specialists on the 155 national forests maintain separate inventories of
heritage assets. Most of the assets that are not utilized for administrative or public purposes
receive no annual maintenance. A long-term methodology to better assess the extent and
condition of these assets is being formulated to comply with the new Executive Order 13287 on
Preserve America. A module in the Agency’s real property management Infrastructure (INFRA)
system has been developed and implemented for heritage assets. The fire season and competing
budget priorities however have prevented full population of the database.

The following table shows the major heritage assets by category and condition for FY 2003*.

Category 2002 Final (Sites) Condition
Total Heritage Assets 308,431 Poor-Fair
Eligible for the National Register of 51,630  Poor-Fair
Historic Places

Listed on the National Register 2,834 Fair
Sites with structures listed on the 1,083 Poor-Fair
National Register

National Historic Landmarks 17 Fair

* Data totaled through FY 2002. FY 2003 data is gathered in the first half of FY 2004.
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Heritage Assets Definitions

Historic Structures: Constructed works consciously created to serve some human purpose. They
include buildings, monuments, logging and mining camps, and ruins.

National Historic Landmarks: Includes sites, buildings, or structures that possess exceptional
value in commemorating or illustrating the history of the United States, and exceptional value or
quality in illustrating and interpreting the heritage of the United States. The Secretary of the
Interior is the official designator of National Historic Landmarks.

National Register of Historic Places: Includes properties, buildings, and structures that are
significant in U.S. history, architecture, and archaeology, and in the cultural foundation of the
Nation.

Eligible for the National Register: Those sites formally determined as eligible for the National
Register through the Keeper of the National Register or documented by consuitation with State
Historic Preservation Offices. Previous reports included all sites potentially eligible for the
National Register.

Stewardship Land

The Forest Service manages over 192 million acres of public land, the majority of which is
classified as stewardship assets. These stewardship assets are valued for:

= Environmental resources

= Recreational and scenic values

= Cultural and paleontological resources

= Vast open spaces

= Resource commodities and revenue they provide to the Federal government, States, and
counties.
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The following table shows the net change in acres between FY 2002 and FY 2003 in National
Forests by various purposes.

FY 2002 FY 2003 FY 2003
Ending Net Change | Ending Balance | Condition
Balance (Acres) (Acres) (1)
Description (Acres) 2)
As of 9/30/2003
National Forests (acres) 187,815,679 58,211 187,873,890| Varies
National Forest Purposes * 143,864,119 (20,843) 143,843,276| Varies
National Forest Wilderness Areas 34,752,767 75,735 34,828,502 Varies
National Forest Primitive Areas 173,762 0 173,762| Varies
National Wild and Scenic River 945,667 2,332 947,999 Varies
Areas
National Recreation Areas 2,910,364 875 2,911,239| Varies
National Scenic Areas 130,435 0 130,435| Varies
National Scenic - Research Areas 6,637 0 6,637| Varies
National Game Refuges and 1,198,099 0 1,198,099| Varies
Wildlife - Preserve Areas
National Monument Areas 3,659,862 112 3,659,974| Varies
National Monument Volcanic Areas 167,427 0 167,427| Varies
National Historic Areas 6,540 0 6,540| Varies
National Grasslands 3,839,174 (7) 3,839,167| Varies
Purchase Units 361,688 (2,337) 359,351| Varies
Land Utilization Projects 1,876 0 1,876| Varies
Research & Experiment Areas 64,871 0 64,871| Varies
Other Areas 295,814 0 295,814| Varies
National Preserves 89,716 0 89,716| Varies
Total NFS Acreage 192,468,818 55,867 192,524,685
Road Miles (3) 382,300 (4,296) 378,004
Trail Miles (4) 133,087 0 133,087

(1) Condition of NFS Land: The Forest Service monitors the condition of NFS lands based
on information compiled by two national inventory and monitoring programs. Annual
inventories of forest status and trends are conducted by the Forest Inventory and
Analysis (FIA) program in 48 States covering 70 percent of the forested land of the US.
The Forest Health Monitoring (FHM) program is active in 50 States providing surveys and
evaluations of forest health conditions and trends. While most of the 149 million acres of
forestland on NFS lands continue to produce valuable benefits (i.e. clean air, clean water,
habitat for wildlife, and products for human use), significant portions are at risk to pest
outbreaks and/or catastrophic fires. About 33 million acres of NFS forestland are at risk
to future mortality from insects and diseases (based on the current Insect and Disease
Risk Map). Nearly 73 million acres of NFS forestland are prone to catastrophic fire based
on current condition and departure from historic fire regimes (Fire Regimes 1and 2 and
Condition Classes 2 and 3). Based on these two maps, approximately 9.5 million acres
are at risk to both pest-caused mortality and fire. Invasive species of insects, diseases
and plants continue to impact native ecosystems by causing mortality to, or displacement
of, native vegetation. The National Fire Plan has enhanced efforts to prevent and
suppress future fires adequately and restore acres that are at risk. Risk to fires was
reduced by fuel hazard treatments on 1.4 million acres in 2003. Insect and disease
prevention and suppression treatments were completed on 1.5 million acres in 2003.
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Net Change: At the time of submission of this information the net change values include
the net effects of the Forest Service land transactions with the exception of completed
2003 transactions for the Southwestern region. Land that is needed to protect critical
wildlife habitat, cultural and historic values; to support the purposes of congressional
designation; and for recreation and conservation purposes is acquired through purchase
or exchange.

Road Miles: Net change to the total road miles occur through new construction,
decommissioning, and correction of errors in the systems inventory, to include miles of
unclassified roads that had previously been excluded. Forest Services Road Miles by
Maintenance Level as of March 8, 2003.

Trail Miles: The number of miles reported continues to be based on a 1996 inventory.

The number of trail miles has not since been updated. Reconstruction of existing trails
has been the predominant activity over the previous 7 years.
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Stewardship Land Definitions

Land Utilization Projects: A unit reserved and dedicated by the Secretary of Agriculture for forest
and range research and experimentation.

National Forests: A unit formerly established and permanently set aside and reserved for National
Forest purposes. The following categories of NFS lands have been set-aside for specific
purposes in designated areas:

= Wilderness Areas: Areas designated by Congress as part of the National Wilderness
Preservation System.

= Primitive Areas: Areas designated by the Chief of the Forest Service as primitive areas.
They are administered in the same manner as wilderness areas, pending studies to
determine sustainability as a component of the National Wilderness Preservation System.

= Wild and Scenic River Areas: Areas designated by Congress as part of the National Wild
and Scenic River System.

= Recreation Areas: Areas established by Congress for the purpose of assuring and
implementing the protection and management of public outdoor recreation opportunities.

= Scenic-Research Areas: Areas established by Congress to provide use and enjoyment or
certain ocean headlands and to insure protection and encourage the study of the areas for
research and scientific purposes.

= Game Refuges and Wildlife Preserve Areas: Areas designated by Presidential
Proclamation or by Congress for the protection of wildlife.

« Monument Areas: Areas including historic landmarks, historic and prehistoric structures,
and other objects for historic or scientific interest, declared by Presidential Proclamation or
by Congress.

National Grasslands: A unit designated by the Secretary of Agriculture and permanently held by
the USDA under Title lll of the Bankhead-Jones Tenent Act.

Purchase Units: A unit of land designated by the Secretary of Agriculture or previously approved
by the National Forest Reservation Commission for purposes of Weeks Law acquisition. The law
authorizes the federal government to purchase lands for stream-flow protection, and maintain the
acquired lands as national forests.

Research and Experimental Area: A unit reserved and dedicated by the Secretary for forest and
range research experimentation.

Other Areas: Areas administered by the Forest Service that are not included in one of the above
groups.
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STEWARDSHIP INVESTMENTS

Human Capital — Job Corps Civilian Conservation Center — FY 2003

Net Cost of Operations: $122 Million.

In partnership with the U.S. Department of Labor (DOL), the Forest Service operates 18 Job
Corps Civilian Conservation Centers. Job Corps is the only Federal residential employment and
education training program for economically challenged young people, ages 16-24. The purpose
of the program is to provide young adults with the skills necessary to become employable,
independent, and productive citizens. Job Corps is funded from DOL annually on a program year
beginning on July 1 and ending on June 30 of the following year.

During FY 2003 (July 1* to June 30™), there were 8,277 participants with 3,291 placements. The
average starting hourly wage for Forest Service Job Corps students was $8.52, which is 50 cents
above the DOL national average rate. Approximately, 1,931 women students received training in
nontraditional vocations. We had 1,075 students enrolled in the GED program, 431 students
enrolled in High School programs, and 62 ex-Job Corps students working at 18 Centers. Over
2,000 Job Corps students and 300 staff assisted the agency in its fire fighting efforts. The
students also accomplished conservation work on National Forest lands appraised at $14.6
million. All the Job Corps Centers were studied under the A-76 Streamlined Competitive
Sourcing process. All 18 centers won the competition and the center operations will remain in
house. We are actively pursuing the transfer of two Department of interior's Fish and Wildlife Job
Corps Centers and their personnel to the Forest Service.

Established in 1964, Job Corps has trained and educated over 227,000 young men and women.
The program is administered in a structured, coeducational, residential environment that
provides, education, vocational and life skills training, counseling, medical care, work experience,
placement assistance and follow-up, recreational opportunities, and biweekly monetary stipends.
Job Corps students can choose from a wide variety of careers such as urban forestry, heavy
equipment operations and maintenance, business clerical, carpentry, culinary arts, painting,
cement and brick masonry, welding, auto mechanics, health services, building and apartment
maintenances, warehousing, and plastering.
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Research and Development — Forest and Rangeland Research

FY 2003 NET COST OF OPERATIONS $233 MILLION

Forest Service Research and Development provides reliable science based information that is
incorporated into natural resource decision-making. Efforts consist of developing new technology,
and then adapting and transferring this technology to facilitate more effective resource
management. Some major research areas include:

= Vegetation Management and Protection
= Wildlife, Fish, Watershed, and Air

= Resource Valuation and Use Research

» Forest Resources Inventory and Monitoring.

Research staff is involved in all areas of the Forest Service supporting agency goals by providing
more efficient and effective methods where applicable.

A representative summary of FY 2003 accomplishments include:

Estimated 316 new interagency agreements and contracts
Estimated 221 interagency agreements and contracts continued
Estimated 1,326 articles published in journals

Estimated 1,829 articles published in all other publications

6 patents granted

18 rights to inventions established.
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