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About This Document

This document presents an accountability report for the U.S. Department of Agriculture
(USDA) Forest Service for fiscal year (FY) 2002, consistent with the Reports Consolidation
Act of 2000 (P.L. 106-531). The consolidated report combines the agency’s Financial
Statement, including the Management’s Discussion and Analysis section, the Annual
Performance Report, the Federal Manager’s Financial Integrity Act Report, and selected
information from the annual Report of the USDA Forest Service.

Combining these various reports will accomplish the following:

» Present a cohesive and comprehensive picture of USDA Forest Service accountability;
* Eliminate duplicative reporting;

* Provide a single source for corporate information; and

« Facilitate the integration of financial accountability with performance accountability.

The report provides a comprehensive overview of the USDA Forest Service, including who
we are, what we do, and how well we met performance goals set for FY 2002. This
information is relayed through the mission statement, major program area descriptions,
organizational chart, discussion of the major issues facing the USDA Forest Service, and
analyses of the agency’s financial statements, performance goals, and results. To provide a
complete picture of how well the USDA Forest Service is doing, the report addresses the
agency’s financial performance and the management controls being taken to ensure accounta-
bility. Significant progress in improving the USDA Forest Service’s financial accountability
was achieved in FY 2002, resulting in an unqualified audit opinion. A complete analysis of the
USDA Forest Service financial position from the agency, as well as from the Office of
Inspector General (OIG), can be found in Appendixes A and B, respectively.

Required supplementary information concerning land stewardship, heritage assets, human
capital, research and development, and deferred maintenance can be found in Appendixes C
and D. A thorough description of each performance goal, the FY 2002 results, and conclusions
can be found in Appendix E. Program details, historically published in the annual Report of
the USDA Forest Service, can be found in Appendix F. Finally, a glossary of agency acronyms
and abbreviations can be found in Appendix G.

If you have comments or questions about this report, please send them to
USDA Forest Service

Attn: Program and Budget Staff

Stop Code 1132

1400 Independence Avenue, S.W.

Washington, DC 20250-1132

A copy of this report can be obtained at http://www.fs.fed.us/publications.



Contents

Message from the Chief . . . ... . iii
EXECULIVE SUMIMAIY . . . .t e e e e V...,
SUCCESS StOMBS . . oottt Vil
USDA Forest Service Management's Discussion and Analysis
Mission and Organizational Structure. . .. ... ... . . . 3
Mission Statement . . .. ... ... 3
Organizational Structure. . . ... . . 3
Land Management . . ... .. 4
Overview of Major Programs . . . . .. ..ot 8
National Forestsand Grasslands. . . .......... ... ... ... 8
Forest and Rangeland Research . .......... ... .. ... . .. ... ... .... 9
State and Private Forestry. . . . ... ... . 10
Fire and Aviation Management Program/
The National Fire Plan . . . ... ... .. .. . . . i 11
Working Capital Fund. . .. ....... .. ... .. . 12
Major Issues Facing the USDAForest Service . . . ........... ... 13
Community and Land Protection/National Fire Plan. .. ............. 13
Healthy Forests Initiative . .. ......... .. ... . . . ... . ... 14
Process Predicament. . . ... .. . 15
INVaSIVE SPECIES . . . o 16
Watershed Restoration . .. ........... ... 17
Impacts from Transfer of Funds to FightFires .. .................. 19
Financial and Program Accountability. . . . ........... ... .. ...... 20
Analysis of Agency Performance . .. ... .. .. 22
INtroduction . . ... .. . 22
Highlights. . . .. o 22
National Fire Plan. . . . ... . 22
Watershed Restoration . . ............ ... 23
INVasiVe SPECIES . . . . . oot 24
Financial Accountability . . . ... ... .. ... . 24
Performance Managementinthe Future . . ....................... 24
Summary of FY 2002 Performance Measures. .. .................. 24
Analysis of Agency’s Financial Position. .. ........... ... .. .. ... ....... 35
ASS LS . 35
Liabilities and Net Position. . . . ... ... 35
ReVENUES . . .. 36
EXPENSES . . . 36
Budgetary RESOUICES . . . ... vt e 36
Financial Management Controls . . . . ... ... ... . 37
Financial Systemsand Controls .. ........... ... ... . ..., 37
Management Followup to OIG/GAO Recommendations. .. .......... 38
Financial Management . . . . ... ... ... ... 38
Federal Financial Management Improvement Act (FFMIA)
Compliance . ... 38
FY 2002 Remediation Plan. . . . ... . . . i 38
FY 2003 Remediation Plan. . . . .......... . 39
Limitations of Financial Statements . ... .......... ... .. ...... ... 40



Contents

Appendixes

A-Principal Financial Statements and Notes, FY 2002 . .................... 41
Consolidated Balance Sheet . . . ......... .. .. . .. . ... . ... 42
Consolidated Statementof NetCost . .. ......... ... ... 43
Consolidated Statement of Changes in Net Position . ............... 44
Combined Statement of Budgetary Resources. . ................... 45
Consolidated Statementof Financing . . ......................... 46
Notes to the Principal Financial Statements .. .................... 48

B-U.S. Department of Agriculture Office of Inspector General
Financial and IT Operations Audit Report for FY 2002. . ............ 67

C-Required Supplementary Information . ............ ... .. .. .. ... . ... .. 97

D-Required Supplementary Stewardship Information. .................... 115

E-Performance Information . . ......... ... . . . . 122

F-Report of the USDA Forest Service FY 2002 Program Details . ........... 222

G-Glossary of Acronyms and Abbreviations. . . .......... .. ... .. ... . . ... 271



Message from the Chief

Alot has happened this past year that created significant challenges for the USDA Forest Service.
The fire season of 2002 was the most expensive and second largest in our Nation’s history, made
even worse by the death of 23 wildland firefighters throughout the country. Approximately

$1 billion was transferred from other programs to support fire suppression efforts. The impact of
the transfer on contributing programs in many cases will not be recognized until the field season of
2003 or beyond. Serious forest health problems exist on more than 70 million acres of public lands
administered by the Forest Service. Burdensome processes that delay or derail our ability to
complete needed work have created difficulites in delivering on many of our commitments.

Despite challenges, the Forest Service had a very productive year in fiscal year (FY) 2002.
Through the dedicated efforts of many employees, the Forest Service obtained a clean audit
opinion, signifying that our financial records are in order. This is a significant accomplishment, one
the agency has been trying to reach for many years. A key goal for the future will be to maintain
this level of financial accountability, and in doing so, we must continue our efforts in such areas as
account reconciliation and reporting of fire suppression obligations.

Despite the large number of acres that were burned during the severe fire season of 2002, it is
phenomenal to note that the Forest Service, along with its firefighting partners, suppressed 99

percent of all fires during initial attack. Through the concerted efforts of these men and women,
untold natural resources were protected and homes, businesses, and lives were saved.

During FY 2002, the Administration and the Forest Service took major steps to improve forest health.
In August, the President unveiled the Healthy Forests Initiative, which has raised the Nation’s level of
consciousness about the forest health crisis. This initiative further emphasizes efforts of the National
Fire Plan (NFP), a cooperative program between the Forest Service and the U.S. Department of the
Interior, which, in part, addresses the hazardous fuels problem, a major impediment to forest health.
Through projects associated with the NFP, more than 1.3 million acres of hazardous fuels have been
treated to reduce the risk of catastrophic fires, especially around communities adjacent to forested
public lands. Other forest health issues being addressed by the Forest Service include efforts in
collaboration with partners at many levels to eliminate the introduction and control the spread of
invasive plant and animal species, and watershed restoration projects that, in part, improve the
guantity and quality of fresh water that comes from our national forests.

The Forest Service issugtie Process Predicameraport to identify the problems in getting

projects completed on time, while meeting regulatory and statutory requirements. This is a major
first step in resolving the issue. Once the problem areas can be identified and agreed upon,
solutions can be found to expedite needed projects, while at the same time ensuring regulatory and
oversight opportunities are in place and followed.

These activities and many others are moving the agency forward in its mission “to sustain the
health, diversity, and productivity of the Nation’s forests and grasslands to meet the needs of
present and future generations.” TRigport of the Forest Service FY 2Q@¥2vides a
comprehensiveicture of agency accountability, incorporating both financial and performance
information. We must continue to build on our successes and lessons learned to ensure that our
Nation’s public lands remain the best in the world.

Thanks to all who contributed to our success in FY 2002.

2o N . LorsrnZ_

DALE N. BOSWORTH
Chief






Executive Summary

This document consolidates three reports previously published as separate documents. Those
reports are th€inancial Statements and Management's Discussion and Analysisnnual
Performance Reparaind theReport of the Forest Service

Reviewers of thiRReport of the Forest Servisbould find the information helpful in
understanding the mission of the U.S. Department of Agriculture (USDA) Forest Service, the
agency’s major issues, and how well it accomplished major goals and objectives.

For more than a century, the USDA Forest Service has served as a world leader in the
management, protection, and use of forest, rangeland, and aquatic ecosystems. In addressing
many challenges in fiscal year (FY) 2002, the USDA Forest Service:

« Continued implementing a 10-Year Comprehensive Strategy to reduce wildland fire
risks to communities and the environment.

» Implemented the Healthy Forests Initiative to improve the condition of the Nation’s
forests and grasslands.

* As a continued priority, addressed the increasing threat of insects, disease, and
noxious weeds—including those classified as invasive species—to the integrity and
viability of forest and rangeland ecosystems.

» Continued to emphasize restoration and enhancement of watersheds.

» Addressed the impacts that resulted from transferring funds to fight fires in FY 2002.

 Continued improvement of the agency'’s financial and performance accountability to
obtain an unqualified audit opinion.

The National Fire Plan was implemented in FY 2001 in response to a devastating FY 2000
fire season. The multiyear plan focuses on reducing the impacts of wildland fire on rural
communities, reducing the long-term threat from catastrophic fires, and ensuring sufficient
firefighting readiness. To achieve these goals, the USDA Forest Service is working with
communities to reduce hazardous fuel buildups, restoring fire-affected ecosystems, and
equipping communities with wildland firefighting tools to reduce fire risk. In addition, the
USDA Forest Service is reducing the risks to life, property, and ecosystems by training
employees on how to respond to incidents that may threaten homeland security or become
national disasters and emergencies.

The Healthy Forests Initiative is a major new effort to reduce the risk of catastrophic wildland
fire on the Nation’s forests and grasslands and return these lands to healthy condition. The
Healthy Forests Initiative works to reduce the unnecessary regulatory obstacles that hinder
active forest management, expedite procedures for forest thinning and restoration projects, and
ensure that sustainable forest management and appropriate timber production objectives of the
1994 Northwest Forest Plan are being achieved.

The USDA Forest Service continued an invasive species program coordinated by State and
Private Forestry, Research and Development, National Forest System, and International
Programs. The program’s goal is to reduce adverse social, economic, and ecological impacts
of key invasive pests, insects, plants, and diseases threatening forest, rangeland, wildland, and
urban ecosystems in the United States. Agency efforts include the long-term strategy of using
extensive partnerships with international governmental organizations; other Federal agencies;
State, local, and tribal governments; nonprofit organizations; and private landowners.
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The USDA Forest Service continues to demonstrate innovative ways to improve watershed,
forest, range, water, and habitat conditions with a number of multiyear projects in partnership
with other Federal agencies and State, local, and tribal governments. Additionally, the USDA
Forest Service is increasing cooperative efforts with States involved in water rights adjudi-
cations for developing alternative solutions to maintaining sustainable water supplies. This
will involve the investment of water mitigation restoration projects.

The FY 2002 fire season was devastating not only to the 6.7 million acres burned, but
also in terms of cost. The USDA Forest Service transferred $1 billion from discretionary
and mandatory accounts to meet suppression costs. Many programs moved upwards of
$100 million into suppression accounts. While many of these same programs either met
or exceeded FY 2002 performance targets, the transfers will have an impact in FY 2003
and beyond.

USDA Forest Service reorganized its financial management to improve financial and
performance accountability. Major issues that were addressed include reliability of the real

and personal property accounting and realigning the year-end closing, financial statement, and
financial audit liaison responsibilities. As a result of these changes, lessons learned from the
FY 2001 year-end process, and assistance from the USDA Office of the Chief Financial

Officer, the USDA Forest Service reengineered its processes, focused on account reconciliations,
and attained an unqualified audit opinion in FY 2002.

In addition to addressing these significant issues, the USDA Forest Service achieved or
exceeded a significant portion of its performance targets in FY 2002. In areas where target
definition weaknesses were identified, the agency will prepare a definable, measurable, and
verifiable standard for future year accounting and reporting purposes.



Financial Accountability

Watershed Restoration

Success Stories

The USDA Forest Service had a very successful fiscal year (FY) 2002, achieving or surpassing
its goals in many areas. Despite transferring approximately $1 billion from programs throughout
the agency to suppress fires during the most expensive fire season on record, much was
accomplished on National Forest System lands, as well as in partnerships with all levels of
government, nongovernment organizations and groups, other cooperators, and private
landowners. Although the transfer of funds had some effect on programs during FY 2002, major
impacts are expected in FY 2003 and beyond. In many cases, accomplishments in FY 2002 were
achieved because of funding and planning done in prior fiscal years. Many accomplishments
occurred prior to the start of the fire season. As the fire season heightened and fund transfers
were made, some projects or partnerships were necessarily delayed or foregone.

A listing of all the accomplishments would be impractical. Some of the success stories of the
agency that highlight the efforts made by its employees in FY 2002 are described below. In
addition to these, other highlights can be found in the Analysis of Agency Performance.
Reportable program accomplishments are in Appendix E and program details can be found in
Appendix F.

The USDA Forest Service received an unqualified audit opinion on the FY 2002 financial
statements. This is the first time since the agency has been producing financial statements that it
has received an unqualified opinion. Of four possible levels, the unqualified audit opinion is the
highest that auditors provide. For FY 2001, the agency received a disclaimed opinion from the
Office of Inspector General, the lowest level possible. To improve from a disclaimed opinion to
an unqualified opinion in 1 year is a tremendous accomplishment and reflects the leadership and
dedication of those committed to improving financial performance in the USDA Forest Service.

Although the agency is proud of its accomplishment, more improvements are still needed.

In FY 2003, the agency will work to correct existing problems identified in the audit, as well as
to improve and modernize reporting systems that do not substantially comply with Federal
financial management systems requirements, applicable accounting standards, or the United
States Government Standard General Ledger at the transaction level. Through the continued
dedication and hard work of its employees, the USDA Forest Service looks forward to
maintaining the impressive unqualified audit achieved in FY 2002.

Over the past several years, the Millionaire Camp and Bassi Falls area on the Pacific Ranger
District of Eldorado National Forest received considerable resource damage from motorized
vehicle use off of National Forest System roads. Off-highway vehicle users created many
unauthorized roads that were on steep slopes or crossed drainages, causing considerable soil
compaction and erosion problems. A study by Colorado State University found the erosion rate
in the area was over 8,000 pounds per acre per year, which is 400 - 600 times the baseline
erosion rate for the Sierra Nevada of 13 pounds per acre per year. In addition, the high level of
recreation also created other law enforcement problems, including unsafe firearms use, illegal
campfires, excessive trash, substance abuse issues, and other unlawful activities. Private land in
the area was also impacted by this recreational use.

In a cooperative effort between the USDA Forest Service and the private landowner during the
spring of 2002, approximately 400 acres were rehabilitated in the recreation area. Various
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Invasive Species

Monitoring biological control
insects on leafy spurge

viii

off-highway vehicle groups, other interested groups, and individuals that were concerned with
the resource damage also provided input and labor during the project. Restoration efforts
included obliterating the unauthorized roads, installing waterbars and spreading mulched straw
to promote soil stabilization, placing rock and log barriers to prevent off-highway vehicle access,
and providing educational information through public contacts and signage. Additional

restoration activities are planned, including planting ponderosa pine saplings throughout the area
during the spring of 2003. As a result of the efforts in 2002, resource damage and law
enforcement incidents in the area decreased dramatically. This area, which was once considered
unsafe, is again being used for family-oriented recreation.

.l;-l
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Resource damage prior to restoration Site after restoration

Leafy spurge is an invasive species present in much of the Northern United States. It displaces
native vegetation by shading, competing for water and nutrients, and emitting plant toxins that
prevent the growth of plants underneath it. Leafy spurge is extremely difficult to eradicate
because of its persistent nature and ability to regenerate from small pieces of root. Although
several systemic herbicides have been found to be effective, multiple treatments are necessary
every year for several years, making control an extremely expensive undertaking. If left
uncontrolled for a single year, leafy spurge can reinfest rapidly.

Biological control offers a highly promising management tactic for leafy spurge. Six natural
enemies of leafy spurge have been imported from Europe, including a stem- and root-boring
beetle, four species of root-mining flea beetles, and a shoot-tip gall midge. Federal and State
officials in many Northern States carry out cooperative large-scale field-rearing and release
programs for these biological control agents. The results, although not as immediate as when
herbicides were used, have been impressive. As these agents continue to build up to larger
numbers within the next few years, results are expected to continue to improve. Unlike
herbicides that require repeated applications, biological agents are self-sustaining and always
present to control leafy spurge. These biocontrol methods work well in combination with other
tools in integrated pest management strategies. These tools include cultural and mechanical
controls such as reseeding, clipping, and burning, which give desirable grasses and plants a
competitive advantage while reducing leafy spurge’s dominance.
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Mission Statement

The mission of the USDA
Forest Service is to sus-
tain the health, diversity,
and productivity of the
Nation’s forests and
grasslands to meet the
needs of present and
future generations.

Organizational Structure

Mission and Organizational Structure

The U.S. Department of Agriculture (USDA) Forest Service's commitment to land
stewardship and public service is the framework within which natural resources are managed.
Implicit in this statement is the agency’s collaboration with public, private, and nonprofit
partners.

As one of the principle Federal agencies in natural resource management, the USDA Forest
Service provides leadership in the protection, management, and use of the Nation’s forest,
rangeland, and aquatic ecosystems. The USDA Forest Service’s management approach
integrates ecological, economic, and social factors to maintain and enhance the quality of the
environment to meet current and future needs. Through implementation of land and resource
management plans, the agency provides for the health, productivity, and diversity of the
natural resources on our national forests and grasslands. Outcomes include high-quality
outdoor recreation opportunities, healthy watersheds that provide clean water, abundant
wildlife and fish, improved rangeland conditions, timber, and mineral resources for current
and future generations.

The USDA Forest Service is a world leader in forestry and natural resource research. By
conducting and sponsoring basic and applied scientific research, the agency leads the way in
increasing the knowledge and understanding of the compaosition, structure, and function of
forest, rangeland, and aquatic ecosystems, as well as in increasing the efficient use of natural
resource products.

Through technical and financial assistance, the USDA Forest Service supports all 50 States
and private landowners in practicing good stewardship, promoting rural economic
development, and improving the natural environment of cities and communities. The USDA
Forest Service strives to develop and use the best available scientific information to meet
agency goals and objectives. Domestic and international activities are directed at developing
values, products, and services in such a way as to maintain ecosystem health.

The Chief of the USDA Forest Service and the Associate Chief provide leadership at the
national level from the headquarters office, located in Washington, DC. National-level policy
and direction are formulated and provided to the field offices in response to Administration
priorities, congressional direction, and other national issues. Six deputy chiefs, nine regional
foresters, six research station directors, one area director, and the directors of the Forest
Products Laboratory (FPL) and International Institute of Tropical Forestry (IITF) report
directly to the Chief.

The mission of the agency is accomplished in many ways through several different but
cohesive organizational structures. In the National Forest System, regional offices link the
Washington Office to individual national forests and grasslands, managed by forest
supervisors. These units are subdivided into ranger districts that are managed by district
rangers who report to the forest supervisor. Research and development is performed through
a network of research stations and work units throughout the country, as well as at the FPL in
Madison, WI, and IITF in Puerto Rico. The State and Private Forestry deputy area
coordinates through regional offices and the Northeastern Area office to provide assistance to
State and local governments, forest industries, private landowners, and forest users in the
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management and protection of non-Federal forest land. Through International Programs, the
agency works with other Federal agencies, nonprofit development organizations, wildlife
organizations, universities, and international assistance organizations to link people and
communities striving to protect and manage forests throughout the world.

The current organizational structure is shown on page 5. A proposed reorganization, currently
in the Department of Agriculture for review, is shown on page 6.

Land Management The USDA Forest Service is a large, geographically dispersed organization. The National
Forest System comprises 155 national forests, 20 national grasslands, 5 national monuments,
the Midewin National Tallgrass Prairie, and 6 land utilization projects. These units are located
in 44 States, Puerto Rico, and the Virgin Islands, and encompass over 192 million acres. The
USDA Forest Service regional boundaries and administrative units are shown on page 7.




USDA Forest Service Organizational Structure
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Prepared by: Human Resources Management Staff, Washington Office

The agency manages the 192 million acre National Forest System for many purposes; administers a comprehensive research program; provides for cooperative forestry
assistance to States, communities, and private forest landowners in the United States; and conducts international forestry activities in cooperation with other countries.



USDA Forest Service Organizational Structure
Proposed

OFFICE OF THE CHIEF
ASSOCIATE CHIEF

INTERNATIONAL PROGRAMS

Chief of Staff

CIVIL RIGHTS

LAW ENFORCEMENT AND INVESTIGATIONS

National Fire Plan

Deputy Chief,
Budget & Finance
Associate Deputy Chief

Deputy Chief,
Business Operations
Associate Deputy Chief

I Financial & Accounting
Operations

I Financial Policy &
Analysis

I-Program & Budget

I Financial Management
Systems

~ Financial Reports &
Reconciliations

I Acquisition
Management

- Human Resources
Management

I- Senior, Youth, &
Volunteer Programs

- Information Resources
Management

Deputy Chief
Programs, Legislation, &
Communication
Associate Deputy Chief

Legislative Affairs
Policy Analysis
Office of Communication

Strategic Planning &
Resource Assessment

Deputy Chief,
Research & Development
Associate Deputy Chiefs

Deputy Chief,

National Forest System

Associate Deputy Chiefs

Deputy Chief,
State & Private Forestry
Associate Deputy Chief

I-Science Policy,
Planning, Inventory,
& Information

IFResource Valuation
& Use Research

I-Vegetation
Management &
Protection Research

-Wildlife, Fish, Water,
& Air Research

I-Engineering
I-Lands

I-Recreation, Heritage,
& Wilderness
Resources

Minerals & Geology
Mangement

I-Forest & Rangeland
Management

-Wildlife, Fish,
Watershed, Air & Rare
Plants

-Ecosystem
Management
Coordination

—Fire & Aviation
Management

~ Cooperative Forestry

|_Forest Health
Protection

| Conservation
Education

- Urban & Community
Forestry

6 Research
Stations

Forest Products Lab

9 National Forest
System Regions

State & Private Forestry
Northeastern Area

International Institute of

Tropical Forestry

Proposed to Supercede Chart Dated: May 2001
Prepared by: Human Resources Management Staff, Washington Office




U.S. Department of Agriculture
FOREST SERVICE

Olympic
It
Baker|
Snoqualmie’

VALLEJO,

Based on a map prepared by the Geospatial
Service and Technology Center, Salt Lake City,
UT. Map features generalized from 1:2,000,000
U.S. Geological Survey and USDA Forest
Service digital data. Slightly revised April 2002.

NOTE: One or more national forests,
grasslands, or other divisions protrayed on
this map may be managed under a joint
administrative unit.

Q
L1

i SOUTHERM

PACIFIC EorAs |
SOUTHWEST FLEATD 00 aribbean

¢ National Headquarters - Mabrnal Formsin | il ceiadl D2t — Fagonsl Eourdsrias M International Institute of Tropical Forestry

S ard Privabie Fosesting Ao Hesdguantons

'E!]' fingional Hesdouartems = Research Station Headquarters & Fores] Products Labacalony (| i b g e s , !




Overview of Programs

National Forests and The National Forest System (NFS) is managed under the principles articulated in the National
Grasslands Forest Management Act. The natural resources contained within the NFS are managed to meet
the needs of the Nation in a sustainable manner. NFS encompasses approximately 192 million
acres of aquatic and terrestrial ecosystems, including tropical and boreal forests, grasslands,
and important wetlands. Administration of NFS lands uses a multiple-use land management
approach that sustains healthy ecosystems, repairs damaged ecosystems, and addresses the
need for resources and commodities. NFS provides support to National Fire Plan (NFP)
implementation through its burned area emergency rehabilitation (BAER) program, as well as
other restoration and rehabilitation programs. NFS operations provide an array of multiple
uses, including, but not limited to, the following:
« Administering and managing recreation, wilderness, and heritage areas;
* Restoring, recovering, conserving, and enhancing fish and wildlife and their
habitats;
« Managing forest, rangeland, minerals, and water resources in a sustainable manner;
« Conducting resource inventories and assessments of NFS lands; and
 Providing a safe environment for the public and for USDA Forest Service
employees.




Forest and Rangeland The Research and Development (R&D) deputy area of the USDA Forest Service is one of the

Research world’s leaders in forest conservation research. R&D serves society by developing and
communicating the scientific information and innovative technology required to manage,
protect, use, and sustain our Nation’s forests. Research projects conducted by R&D scientists
contribute to the stewardship of land, real property, and society by providing more affordable
housing, creating jobs, and improving the health of trees, forests, and forest ecosystems.
Innovative research applications permit the USDA Forest Service and other public and private
land managers to monitor and manage forest responses to environmental change, contributing
immeasurably to the sustainability of the Nation’s forests and rangelands and improving
human health. The R&D deputy area also provides support for implementing the NFP.

R&D operates six research stations; the Forest Products Laboratory in Madison, WI; and the
International Institute of Tropical Forestry in Puerto Rico. It employs over 500 scientists and
hundreds of technical and support personnel at 65 principal field sites throughout the Nation.

The R&D program focuses on the following seven functional areas to meet the needs of
society:

. Enhancing the productive capacity of forests and rangelands;

. Improving forest and rangeland health;

. Preserving forest and rangeland contributions to carbon cycles;
. Conserving soil, water, and air resources;

. Enhancing long-term multiple socioeconomic benefits;

. Protecting biodiversity; and

. Monitoring forest inventory and health.

~NOoO O~ WDNPE




State and Private
Forestry
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State and Private Forestry (S&PF), a deputy area of the USDA Forest Service, is a Federal
leader in providing technical and financial assistance to landowners and resource managers to
help sustain the Nation’s urban and rural forests and protect communities and the environment
from wildland fires. S&PF programs help bring forestry to all landowners—woodlot, tribal,
State, and Federal—in efficient, nonregulatory ways. Through management, protection,
conservation education, and resource use efforts, S&PF helps facilitate sound stewardship
across lands of all ownerships on a landscape scale, while maintaining the flexibility for
individual forest landowners to pursue their objectives. S&PF plays a key role, along with
NFS, R&D, and the U.S. Department of the Interior in implementing the NFP to manage the
impacts of wildland fires on communities and the environment. S&PF operations provide for
the following activities:

¢ Maintaining healthy and productive forest ecosystems by preventing, detecting, and
suppressing damaging insects and disease;

« Providing technical and financial assistance to States and local fire agencies to
promote efficient wildland fire protection on Federal, State, and private lands;

« Maintaining healthy, sustainable rural and urban forests through stewardship
planning, active management, and professional technical assistance for States and
private landowners;

« Improving the quality of living conditions in urban areas through the management
of urban natural resources;

« Protecting forests from fragmentation and conversion to nonforest uses; and

« Improving the economic well-being of natural resource-dependant rural
communities.




Fire and Aviation The Fire and Aviation Management (FAM) Program protects life, property, and natural

Management resources on the 192 million acres of NFS lands. The USDA Forest Service also enters into
Program/The National cooperative fire protection agreements with States and other Federal agencies, such as the
Fire Plan Department of the Interior and the Department of Defense. The FAM Program is guided, in

part, by the fundamental principles articulated in the NFP as adopted by the Secretaries of
Agriculture and the Interior in FY 2000, as well as the 10-Year Comprehensive Strategy,
signed by the Secretaries in August 2001, and @R¥ear Comprehensive Strategy
Implementation Plansigned in May 2002. Among many programmatic functions, NFP funds
are used to support actions that help prevent, detect, and take initial suppression actions on
wildland fires. The program also supports fire operations, including fire suppression efforts
and the reduction of hazardous fuels to minimize the potential for large, destructive wildfires.
In addition, it funds and supports communities through Economic Action Programs and
Cooperative Forest Fire Prevention Programs for States and volunteer fire departments. The
NFP also encompasses Forest Health Monitoring Programs for Federal and cooperative lands,
joint fire sciences, fire facilities, and restoration of burned-over lands. Research efforts include
a variety of projects supporting firefighting capacity, rehabilitation and restoration, hazardous
fuels reduction, and community assistance.




Working Capital Fund
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The Working Capital Fund (WCF) is a revolving fund established in 1956 for furnishing

supply and equipment services in support of programs of the USDA Forest Service. Currently,
the WCF includes 10 activities approved by the Chief of the USDA Forest Service and the
Secretary of Agriculture: fleet services, including rental and maintenance; aircraft services,
including operation and maintenance; supply services, including photo reproduction, sign

shop, and seed supply; tree nursery services; and computer services, including the replacement
of computer hardware and software.

The WCF is credited with advance payments in connection with firm orders and
reimbursements from appropriations and funds of the USDA Forest Service, at rates
approximately equal to the cost of furnishing the supply and equipment services.



Community and
Land Protection/
National Fire Plan

Major Issues Facing the
USDA Forest Service

The USDA Forest Service faced and met many challenges in fiscal year (FY) 2002. The
extreme fire season impacted nearly all programs within the agency, as approximately

$1 billion was transferred from other agency programs to support firefighting efforts.

Healthier forests would greatly reduce the potential for catastrophic fires; as a result, fire
suppression costs should, on average, decrease dramatically. The President highlighted the
need to return our Nation’s forests and grasslands to a healthy condition, including the need to
address not only the hazardous fuels situation, but also the threat from noxious weeds and
other invasive species, the need to protect and improve the country’s watersheds, and the need
to address the economic impacts of changes in land management policies and practices. Major
challenges the USDA Forest Service faces include efforts to:

» Continue implementation of the 10-Year Comprehensive Strategy of the National
Fire Plan (NFP) to reduce wildland fire risks to communities and the environment;

« Implement the Healthy Forests Initiative to improve the condition of the Nation’s
forests and grasslands;

» Address the “Process Predicament” to improve the timeliness and effectiveness of
agency decisionmaking;

» Address the increasing threat of insects, disease, and noxious weeds—including
those classified as invasive species—to the integrity and viability of forest and
rangeland ecosystems;

« Restore and manage watersheds;

« Address the impacts that result from transferring funds to fight fires in FY 2002;
and

« Continue improvement of the agency’s financial and performance accountability
and attain an unqualified audit opinion from the USDA Office of Inspector General
(OIG) related to the USDA Forest Service’s annual financial statements.

The incredibly disastrous fire seasons of FY 2000 and FY 2002 have vividly illustrated the
negative impacts hazardous fuels buildup in forested areas can have on watersheds and
biological resources, especially in the wildland-urban interface. Catastrophic fires in the first
half of the 1900s caused the Nation to adopt a policy of fire prevention and suppression.
Ironically, firefighters became so effective at suppressing fires that small trees and brush
increased to dangerously high fuel levels. The severe fire season of FY 2000 led to the
adoption of the NFP in an effort to protect life and property and minimize losses of natural
resources. As evidenced by the enormous fires in the West during the summer of 2002,
although much fuel reduction work has been done since the NFP was developed, it will take
many years to restore the Nation’s forests to a healthy and fire-safe condition.

The NFP implements an ambitious program of work while preparing the longer-term
foundation to reduce fire risk and restore healthy, fire-adapted ecosystems on the Nation’s
forests and rangelands. The key points of the NFP are to:

< Continue to make all necessary firefighting resources available,
» Restore damaged landscapes and rebuild communities,

* Invest in projects to reduce fire risk,

« Work directly with local communities, and

* Be accountable.

13
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The 10-Year Comprehensive Strategy and Implementation Plan were developed cooperatively
among Federal, State, tribal, and local governments; local community groups; and other
interested parties to address the multitude of issues related to wildland fires. Many activities
and efforts took place in FY 2002 in support of the goals and objectives embraced by the NFP.
In April, the Interagency Wildland Fire Leadership Council was established to achieve
consistent implementation of the goals, actions, and policies of the NFP and the Federal
Wildland Fire Management Policy. In May, the-Year Comprehensive Strategy

Implementation Plamvas signed by the Secretaries of Agriculture and the Interior and 17

State governors, in furtherance of the 10-Year Comprehensive Strategy. In August, President
George W. Bush announced the Healthy Forests Initiative that, in part, supports several of the
actions addressed by the 10-Year Comprehensive Strategy and Implementation Plan. In the
area of NFP research support, the Joint Fire Science Program (created in 1998 by the USDA
Forest Service and the Department of the Interior) provides support in hazardous fuels
management; the USDA Forest Service Research and Development (R&D) deputy area
conducts research projects addressing NFP goals.

Many management practices, such as thinning, timber stand improvement, and prescribed
burning, can be systematically blended to meet site-specific forest needs. To achieve these
desired outcomes, the USDA Forest Service and the Department of the Interior work with
communities to reduce hazardous fuels buildups, restore forested ecosystems impacted by
catastrophic fire, and equip those communities and homeowners with the tools necessary to
reduce wildland fire risks. Aid is provided through State, volunteer, and rural fire assistance
programs, as well as Economic Action Programs.

While these efforts will help reduce threats to communities at risk, large wildland fires will
not be eliminated. Long-term and comprehensive programs in fire prevention, fire
suppression, and fuel treatments involving other Federal agencies, States, tribes, and
communities will be necessary before the current fire environment is changed to one that is
less destructive and costly. To this end, the USDA Forest Service is currently working on
improvements to wildland fire planning systems, focusing fuel treatment in areas where
communities are at risk; working with other Federal and State agencies to plan interagency
landscape-level fuel treatment programs; and expanding fire prevention programs.

In August 2002, President George W. Bush initiated the Healthy Forests Initiative to address a
variety of impediments to returning the Nation’s forests to healthy conditions. The need for
healthier forests is essential. Catastrophic damage to forests through wildland fires severely
impacts plants, animals, and fisheries, and can lead to diminished soil productivity and
erosion. Unhealthy forests are less able to withstand infestations of invasive species.
Detrimental economic consequences to local communities dependent on natural resources
often result from a loss of revenue from less tourism and reduced opportunities for the local
wood products and ranching industries, as well as the service industries that support them. In
addition, damaged watersheds result in a variety of economic costs to communities.

The Healthy Forests Initiative focuses on three main areas:
1. Significantly step up efforts to prevent the damage caused by catastrophic wildfires
by reducing unnecessary regulatory obstacles that hinder active forest
management;



Process Predicament

2. Expedite procedures for forest thinning and restoration projects; and
3. Ensure sustainable forest management and appropriate timber production of the
1994 Northwest Forest Plan are being achieved.

Regulatory actions, whether legislative, judicial, or agency-imposed, have, in some instances,
delayed the implementation of forest management practices or hindered rapid response to
emergency situations. One goal of the Healthy Forests Initiative is to seek solutions to
processes, procedures, and situations that hinder our ability to manage the Nation’s natural
resources.

Treatment of hazardous fuels is a major step in returning our Nation’s forests to a healthy
condition. This issue is a major component of the NFP through the 10-Year Comprehensive
Strategy and Implementation Plan. By finding ways to expedite forest thinning and restoration
projects, the Healthy Forests Initiative will provide support to this element of the NFP.

In the Northwest, ecomonic and environmental issues were addressed in the 1994 Northwest
Forest Plan. Due to a variety of factors, the intent of the plan has not been fully addressed.
Efforts will once again be concentrated on fulfilling the intent of the plan, resulting in
healthier, more productive forests, as well as providing economic stimulus to local
communities.

A more complete description of the Healthy Forests Initiative is located on the Internet at
www.whitehouse.gov/infocus/healthyforests/toc.html.

The USDA Forest Service is an agency of dedicated, hard-working employees who are
committed to wise natural resource management. The agency strives to manage the lands and
resources for which it is responsible to meet the requirements and desires of the American
public. Unfortunately, requirements often impede the agency from effectively addressing
rapid declines in forest health. The requirements also hinder the agency’s ability in other
aspects of multiple-use management. Three problem areas stand out:
1. Excessive analysisconfusion, delays, costs, and risk management associated
with the required consultations and studies;
2. Ineffective public involvementprocedural requirements that create disincentives
to collaboration in national forest management; and
3. Management inefficienciesa deteriorating skills base and inflexible funding
rules have helped to create problems that are compounded by the sheer volume of
the required paperwork and the associated proliferation of opportunities to
misinterpret or misapply required procedures.

These problems frequently place line officers in a costly procedural quagmire, where a single
project can take years to move forward and where planning costs alone can exceed $1
million. Even noncontroversial projects often proceed very slowly. The time it takes to
complete many projects was addressed as part of President Bush’s Healthy Forests Initiative.

The agency estimates that planning and assessment consume 40 percent of total direct work at

the national forest level. Although some planning is obviously necessary, USDA Forest
Service officials have estimated that improving administrative procedures could shift up to

15
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$100 million a year from unnecessary planning to actual project work to restore ecosystems
and deliver services on the ground.

The USDA Forest Service is deeply committed to the principles of sound public land
management in a democracy—Ilong-term planning on an ecosystem basis, extensive public
involvement, interagency consultation and collaboration, and ample opportunities for public
redress. The USDA Forest Service has the tools and techniques to stop invasive species,
reduce the danger of catastrophic fire, and restore ailing watersheds to health. Permitted to
use the tools and apply the techniques of modern management, the USDA Forest Service can
ensure healthy, resilient ecosystems across national forests and grasslands for all Americans.

It is time to tailor the USDA Forest Service’s statutory, regulatory, and administrative
framework to the new era of public land management. Part of the solution will be internal.

The problem goes far beyond the range of control of any single agency or single branch of the
government, however. The USDA Forest Service will need to work with partners, both in and
out of government, to establish a modern management framework. By working together with
partners to create and operate within such a framework, the USDA Forest Service can focus
more of its resources on responsible stewardship and thereby improve public trust and
confidence in the agency’s ability to care for the land and serve people.

The USDA Forest Service is committed to diminishing the rate of introduction and infestation
of invasive species on forests and grasslands. Invasive species, including animals, insects,
plants, and associated pathogens, are a significant threat to the integrity and viability of forest
and rangeland ecosystems. They contribute to tree mortality and high-intensity wildland fires,
causing billions of dollars in damage annually. Invasive species put many resources at risk,
including wilderness, wildlife, forage, visual quality, reforestation, recreation opportunities, as
well as other factors such as land values and farming. For example, millions of forested acres
are at risk along the leading edge of a gypsy moth front. In Oregon and California, more than
25,000 acres of Port-Orford-cedar root disease have been identified on Federal lands. On the
192 million acres of National Forest System (NFS) lands, approximately 4 million acres of
noxious native and nonnative weeds have been identified.

The USDA Forest Service invasive species program is a coordinated effort implemented
through International Programs and three deputy areas—State and Private Forestry (S&PF),
R&D, and NFS. The goal of the program is to reduce adverse social, economic, and

ecological impacts of key invasive pests, insects, plants, and pathogens threatening forest,
rangeland, wildland, and urban ecosystems in the United States. In part, this goal is being
reached by emphasizing partnerships, operations, and research and development activities that
prevent, monitor, and control invasive species, and restore impacted ecosystems.

To date, USDA Forest Service efforts have focused almost exclusively on insects, plant
pathogens, and terrestrial noxious weeds, such as fire ants, gypsy moths, zebra mussels, Asian
long-horned beetle, Sudden Oak Death disease, purple loosestrife, and yellow star thistle. The
frequent introduction of invasives, however, requires immediate focus on other species as

well, including aquatic weeds, nonnative fish, cogon grass that alters habitat of gopher
tortoises, species that directly impact migratory songbird habitat, and species that displace
valued native animals and plants. One example of the latter is the bullfrog that is invading the



Watershed Restoration

habitat of the Oregon spotted frog. Prevention efforts also need to be increased, such as
preventing the spread of weed seed along travel corridors and in the back country.

The long-term strategy of the USDA Forest Service invasive species program includes the use
of extensive partnerships with international government organizations, other Federal agencies,
State and local governments, nonprofit organizations, and private landowners. In conjunction
with these entities, the USDA Forest Service will work to prevent the introduction of invasive
species, eradicate new infestations, manage populations of established invasives, and restore
impacted ecosystems. To effectively address invasive species problems, however, it takes
appropriate resources and a strong collaboration with our partners.

i}
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Forests are key to clean water. Maintaining supplies of clean water and protecting watersheds
were major reasons why public domain forests and rangelands were reserved, starting in the
late 19th and early 20th centuries. About 80 percent of the Nation’s freshwater resources
originate on forests, which cover about one-third of the Nation’s land area. National forest
lands contribute 14 percent of the total national runoff. The forested land absorbs rain, refills
underground aquifers, cools and cleanses water, slows storm runoff, reduces flooding, sustains
watershed stability and resilience, and provides critical habitat for fish and wildlife. In

addition to these ecological services, forests provide abundant water-based recreation and
other benefits that improve the quality of life. The calculated marginal value of water from all
national forest lands is about $3.7 billion per year.

The importance of clean water cannot be overstated. As stewards of much of the Nation’s
water supply, the USDA Forest Service has a responsibility to ensure that water resources are
plentiful, available, and of high quality. National forest activities, however, have affected

water quality and productivity of the land. Problem watersheds and processes are often
masked by the size of the landscape, or are noticeable only when flooding or other distur-
bances occur. Although most watersheds on national forests appear healthy on a large scale,
extensive localized rehabilitation needs still exist on these lands. The agency is working hard
to identify and restore degraded watersheds to productive conditions.

17
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Disturbances in forest and grassland vegetation from drought, wind, fire, insects, and
pathogens occur even in properly functioning ecosystems in watersheds. Some past
management practices—such as fire exclusion, poor timber harvesting practices, and human
development—have created watersheds that experience more frequent or intense fire disturbances
than in the past. Many of these forests and grasslands are overcrowded with increased
susceptibility to drought and insect and disease outbreaks. In addition, the construction of
high-density and insufficiently maintained road networks poses severe problems and risks for
forest resources, both as land disturbance and as access routes that concentrate human
activities and pollution.

Healthy ecosystems are an essential part of healthy watersheds. Watershed restoration includes
recovering natural timber and grass stands and fuels composition, decommissioning and
obliterating noncritical road systems, and restoring and protecting riparian and wetland areas.

Solutions to watershed issues and restoration require working collectively and collaboratively
across mixed ownerships within the watersheds. By working collaboratively with other
Federal and State agencies, local communities, private landowners, and organizations, the
USDA Forest Service can restore watersheds to healthy and sustainable conditions.




Impacts from Transfer
of Funds To Fight Fires

In FY 2002, the United States experienced the most expensive fire season in history. More
than 6.7 million acres burned, nearly double the 10-year average. Colorado, Arizona, and
Oregon experienced their largest fires in the last century. To combat fires nationwide, the
USDA Forest Service transferred approximately $1 billion from discretionary and mandatory
accounts to help cover fire suppression costs. As a result of these transfers, projects at all
levels of the organization were deferred. Impacts are as follows:

Program or Fund Amount Transferred

Research and Development $23 million
State and Private Forestry $77 million
National Forest System $155 million
Wildland Fire Management $95 million
Capital Improvement and Maintenance $157 million
Land Acquisition $143 million
Working Capital Fund $95 million
Permanent Appropriations and Trust Funds * $269 million

*Permanent Appropriations and Trust Funds include Knutson-Vandenberg (K-V),
Salvage Sale, Timber Purchaser Elect, Brush Disposal, and Recreation Fee
Demonstration Project funds.

The effect of FY 2002 transfers to support fire suppression requirements cannot be easily and
fully quantified. Although a number of programs were able to accomplish their FY 2002

goals, there are significant impacts that will continue to be manifested in FY 2003 and
beyond. Examples of impacts, though not inclusive, are illustrative of how transfers will

affect USDA Forest Service programs.

Where funding is replenished in FY 2003, an extremely heavy workload would occur as
limited agency personnel would be tasked with trying to meet procedural requirements for
developing and awarding grants, agreements, and contracts. It is probable that
accomplishments could be delayed until FY 2004 or later. Additionally, the extra workload
would also fall on our cooperators, including States, territories, tribes, and nongovernmental
organizations. For example, research agreements have been deferred, jeopardizing
relationships with partners and reducing research capacity; one result is that some critical
insect control work has been deferred.

Another example of impacts of fund transfers will be observable through delays in the
National Environmental Policy Act (NEPA) process. In many cases, project environmental
documentation had to be postponed due to fund transfers. This will have a ripple effect,
causing certain projects to be delayed or even cancelled, thus affecting longer-term
programmatic efforts. Loss of planning dollars for certain programs will have serious
consequences and may result in court actions because of nonperformance. Further, if funding
is not repaid, it could affect the necessary gathering of data and inventory information for
specific NEPA documents.

The examples of agency-wide impacts will continue to be visible. With over 20 percent of the
agency'’s entire budget being transferred to support fire suppression costs, the on-the-ground
effect is major and long term. It will be manifested in many programmatic efforts that are
either delayed or foregone in FY 2003 and beyond.
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Financial and Program Financial and program accountability is essential for the USDA Forest Service to achieve its

Accountability commitment to land stewardship and public service. The agency, through aggressive efforts,
continues to improve accountability in both areas. As a result, Congress, USDA Forest Service
managers, and other agency stakeholders can evaluate agency programs and activities through
relevant, reliable, and accurate information, including budget, accounting, and program data.
Through continued focus of fiscal resources, additional improvement can be achieved.

These efforts have included implementing activities to comply with the Federal Managers’
Financial Integrity Act (FMFIA), Chief Financial Officers Act of 1990, Government
Performance and Results Act (GPRA), and the Federal Financial Management Improvement
Act (FFMIA). Since FY 2000, the USDA Forest Service has been using the Foundation
Financial Information System (FFIS), a U.S. Standard General Ledger-based financial
management system fully compliant with Federal financial requirements. A new field-based
Budget Formulation and Execution System (BFES) was implemented in FY 2001.

Financial management policies, business practices, and systems have been further updated
over the past year as a basis for sustained improvement of records for all agency accounts,
including more than $4 billion of property managed by the USDA Forest Service.
Reconciliation teams were formed to improve the data integrity within the agency’s
accounting system. Through implementation of BFES and FFIS, and adherence to GPRA, the
agency is moving forward with development of integrated processes and systems that provide
linkages among the formulation of budgets, the accomplishment of work on the ground, and
the associated cost of the work.

The USDA Forest Service must continue to further improve business and accounting
processes and systems, as well as capitalize on the strengths of the new systems. To sustain
the major efforts of FY 2002, the agency must continue to ensure that employees are fully
trained in the various aspects of financial management policy; information about agency
financial operations is readily available using a variety of reporting tools; and critical financial
management processes, policies, and procedures are current, in place, and operating.
Computer-based financial system availability has been expanded and better meets agency
requirements. Some older systems that continue to feed data to FFIS, however, often do not
meet current requirements for Federal financial management and 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.

Through the agency'’s partnership with USDA Offices of the Chief Financial Officer and
Inspector General and a private accounting firm over the past several years, agency records
supporting real property and Fund Balance with the Department of the Treasury have been
greatly improved. Monetary values for real property were established throughout the agency
in FY 2001. The monetary value for real property assets is now auditable and provides the
information necessary for the management of these assets. The Fund Balance with Treasury
was reconciled as of September 30, 2001, to the balances maintained by the Treasury. Based
on this action and the significant improvements in the development of policies, procedures,
and reconciliation processes during FY 2002, the reconciliation of the Fund Balance with
Treasury is now sustainable and auditable.
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A National Fire Plan database to track, monitor, and account for NFP spending was
implemented and used by the USDA Forest Service and other wildland fire management
agencies to support reporting of accomplishments and activities. Recording of commitments
to enhance funds control was successfully piloted on national contracts called up to support
national fire suppression resources.

Efforts in FY 2002 have created the framework for a number of new initiatives that are
scheduled for implementation in FY 2003. These include:
 Implementing tools to generate financial and performance reports from Web-based
accounting databases;
« Continuing refinement and generation of quarterly status of funds analyses that
track USDA Forest Service spending;
« Developing financial statements on a quarterly basis to facilitate upward reporting
processes;
« Continuing evaluation of information requirements to further reduce the volume of
data maintained in the USDA Forest Service general ledger system;
* Reducing data elements, which will result in less data to track, starting with FY
2003 budget planning; and
 More efficient handling of the agency’s indirect costs to increase system
performance while maintaining accountability.
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Analysis of Agency Performance

The USDA Forest Service fiscal year (FY) 2002 Annual Performance Plan committed the
agency to delivering a range of natural resource-based benefits to the American people in
accordance with the 2000 Strategic Plan goals and objectives. The USDA Forest Service 2000
strategic goals are as follows:

Goal 1 — Ecosystem Health

Goal 2 — Multiple Benefits to People

Goal 3 — Science and Technical Assistance
Goal 4 — Effective Public Service

The USDA Forest Service's responsibility as a natural resource management agency is to
restore and maintain the health of the land. Through various programs, the USDA Forest
Service manages and protects public lands, and provides technical and financial assistance to
other governmental entities, nongovernmental organizations, private landowners, and others.
The agency strives to provide exemplary service to its customers and to track its
accomplishments through the annual performance plans. These plans are the basic
management tools used to direct resources and implement key strategies and efforts in
achieving long-term goals and objectives.

At the end of this section, a table lists performance goals and accomplishments of the USDA
Forest Service during FY 2002 as measured against the goals established in the Annual
Performance Plan for FY 2002. At the time of the audit, the agency did not have final
accomplishments to report for some of the activities and outputs due to varied reporting
cycles with cooperating agencies, mainly State programs of various authorities. Most of the
accomplishments affected were within the Cooperative Forestry Staff of State and Private
Forestry (S&PF) and report data on a calendar year basis.

Several performance highlights are presented below to illustrate the progress the USDA
Forest Service made during FY 2002 in "caring for the land and serving people.”

During FY 2002, the National Fire Plan (NFP) program built on the accomplishments the
USDA Forest Service made in FY 2001, the first year of the program. Much was
accomplished, both internally and with cooperators. Fund transfers from NFP projects to
support fire suppression, however, impacted projects in the S&PF, National Forest System
(NFS), and Research and Development (R&D) deputy areas.

Approximately 1.3 million acres were treated for hazardous fuel reduction. In addition, NFP
funds were used to treat fire-damaged lands through insect and pathogen suppression projects.
Due to program impacts from the severe fire season, much of the work will be undertaken in
the spring of 2003.



Watershed Restoration

The 10-Year Comprehensive Strategy Implementation R signed by the Secretaries of
Agriculture and the Interior, along with 17 State governors on May 23, 2002.

The USDA Forest Service, in cooperation with the Department of the Interior, collaborated
with tribes and States and continued work to identify and prioritize fuel treatments. The
groups focused on projects to reduce the wildland fire risk to wildland-urban interface
communities. This effort is designed to bring together Federal and State land managers, local
community leaders, and other partners to develop a cohesive strategy for protecting people
and sustaining natural resources.

R&D projects in FY 2002 supported hazardous fuels reduction through the Joint Fire Science
and Forest and Rangeland Research programs. Fuels reduction research focused on prioritizing
areas for treatment; determining the impacts of treatments on wildlife, fish, and riparian areas;
and developing new uses and systems for harvesting forest undergrowth and small-diameter
trees. Other research is under way through R&D for key areas of the NFP.

The USDA Forest Service developed and used watershed restoration business plans to direct
and prioritize collaborative recovery efforts, establish accountability mechanisms, develop and
strengthen public and private partnerships, identify on-the-ground work accomplishments, and
provide direction in the development of annual reports for large-scale watersheds.

Collaborative watershed restoration efforts during FY 2002 resulted in many environmental
improvements throughout the Nation. Examples include the improvement and reestablishment
of riparian and wetland habitats; rehabilitation or obliteration of low-use and unused road
networks; improvement of recreational sites and trails; restoration of wildlife and fisheries
habitat; instream habitat improvement; stabilization of stream banks; and the production of
traditional forest products, such as timber.
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Noxious weeds and other invasive species threaten forest and rangeland health nationwide. In
FY 2002, aggressive actions were taken to control insect infestations such as gypsy moths in
the East and Midwest, southern pine beetles in the South, and Douglas-fir tussock moths and
bark beetles in the West. Treatments and research efforts were also made to control Sudden
Oak Death disease and cheatgrass in the West, Formosan subterranean termites in the South,
exotic pine shoot beetles in the Midwest and Northeast, and hemlock woolly adelgids in the
Northeast and Northwest. Control actions have been undertaken on aquatic invasive species,
such as the zebra mussel.

In FY 2002, the USDA Forest Service attained an unqualified audit opinion from the Office
of Inspector General. This is the highest audit opinion attainable. The agency achieved this
opinion through the hard work and dedication of employees at all levels of the organization.
For more details, refer to Appendix BJ:S. Department of Agriculture Office of Inspector
General Financial and IT Operations Audit Report for FY 2002

In FY 2002, the USDA Forest Service began to move toward a new, outcome-oriented budget
and planning structure that provides linkages among resources, program activities, and results.
Future budgets will integrate data from the strategic goals and objectives and will demonstrate
the consequences of various funding levels on actual on-the-ground work accomplished.

A results-oriented budget and planning structure will provide the Congress, Department of
Agriculture, USDA Forest Service leadership, and the public with a clearer understanding

of the benefits attained through taxpayers’ dollars that finance the management of agency
programs.

The ability of the USDA Forest Service to effectively integrate budget and performance
management depends on having appropriate measures, as well as collecting high-quality data
to support these measures. In FY 2003, the USDA Forest Service will continue to refine
accomplishment reporting requirements and the links to both the Budget Formulation and
Execution System and the Foundation Financial Information System. The agency will focus
on the relevancy, accuracy, and burden associated with data collection efforts and accounting
codes used to charge costs of various activities.

The tables on the following pages display revised performance activities and outputs for FY
2002. The USDA Forest Service FY 2002 Annual Performance Plan is based on the USDA
Forest Service 2008trategic PlanThe table identifies activities and outputs by strategic
objective as presented in the performance plan.

Most activities for FY 2002 shown in the table have verified accomplishments. To be
consistent with the independent audit, those activities that were not verified at the time of
audit remain unreported.

The effect of FY 2002 transfers to support fire suppression requirements cannot be easily and
fully quantified. Although a number of programs were able to accomplish their FY 2002 goals
(as shown in the following table), there are significant impacts which will continue to

be manifested in FY 2003 and beyond. Examples of impacts, though not inclusive, are
illustrative of how transfers will affect USDA Forest Service programs.



If funding is replenished in FY 2003, an extremely heavy workload would occur as limited
agency personnel would be tasked with trying to meet procedural requirements for developing
and awarding grants, agreements, and contracts. It is probable that accomplishments could be
delayed until FY 2004 or longer. Additionally, the extra workload would also fall on our
cooperators, including States, territories, tribes, and nongovernmental organizations. For
example, research agreements have been deferred, jeopardizing relationships with partners
and reducing research capacity; one result is that some critical insect control work has been
deferred.

Another example of impacts of fund transfers will be observable through delays in the
National Environmental Policy Act (NEPA) process. In many cases, project environmental
documentation had to be postponed due to fund transfers. This will have a ripple effect,
causing certain projects to be delayed or even cancelled, thus affecting longer-term
programmatic efforts. Loss of planning dollars for certain programs will have serious
consequences and may result in court actions because of nonperformance. Further, if funding
is not repaid, it could affect the necessary gathering of data and inventory information for
specific NEPA documents.

The examples of agency-wide impacts will continue to be visible. With over 20 percent of the
agency'’s entire budget being transferred to support fire suppression costs, the on-the-ground
effect is major and long term. It will be manifested in many programmatic efforts that are
either delayed or foregone in FY 2003 and beyond.
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Assets

Liabilities and Net
Position

Analysis of Agency’s Financial Position

The USDA 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 the Consolidated Balance Sheet, Consolidated Statement of Net Cost, Consolidated
Statement of Changes in Net Position, Combined Statement of Budgetary Resources, and
Consolidated Statement of Financing. The agency’s goal in producing these statements is to
provide relevant, reliable, and accurate financial information about USDA Forest Service
activities. The USDA Forest Service received a waiver for producing comparative statements
for fiscal year (FY) 2001 and FY 2002. Through analysis of the agency’s FY 2002 financial
statements, the following key points are highlighted.

The USDA Forest Service reports $6.9 billion in assets at the end of FY 2002, of which 99.53
percent is classified primarily in three major categories. First, 56.6 percent is General
Property, Plant and Equipment (General PP&E)—primarily forest road surface improvements,
culverts, bridges, campgrounds, administrative buildings, other structures, and equipment.
Second, 41.1 percent is fund balances with the Department of the Treasury—primarily funds
derived from congressional appropriations and funds held in trust for accomplishing purposes
specified by law. Third, 2 percent, or approximately $122 million, is accounts receivable—
primarily amounts due from other Federal entities or the public as a result of the delivery of
goods and services, and specific activities performed by the USDA Forest Service.

The approximately $3.9 billion of General PP&E includes assets acquired by the USDA 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 importance and generally are
expected to be preserved indefinitely) or the value of stewardship assets (primarily land held
by the agency as part of the National Forest System (NFS) and not acquired for, or in
connection with, other General PP&E). Although heritage and stewardship assets may be
considered as priceless, they do not have a readily identifiable financial value and are not
recorded within the financial statements of the USDA Forest Service. An in-depth discussion
of stewardship assets is presented in Appendix D— Required Supplementary Stewardship
Information.

Fund balances of approximately $2.8 billion recorded with the Department of the Treasury
(congressional appropriations and trust funds) are available to the agency to pay authorized
expenses and finance purchase commitments.

The USDA Forest Service reported $2.2 billion in liabilities at the end of FY 2002, representing
probable future expenditures arising from past events. Federal agencies, by law, cannot make
any payments unless Congress has appropriated funds for such payments. A portion of
liabilities reported by the USDA Forest Service for FY 2002, however, is currently not funded
by congressional appropriations. For example, 27 percent ($599 million) consists of unfunded
amounts needed to pay employees for annual leave they have earned but not yet taken and
Federal Employees’ Compensation Act benefits that have accrued to employees for death,
disability, medical, and other approved costs that have not been paid. Additionally, $54 million
of the reported liabilities are custodial liability funds that belong to non-USDA Forest Service
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entities. A majority of this amount is funds for payments to States. These amounts are held by
the agency in special receipt accounts pending transfer to an appropriate party.

A net position of $4.65 billion is reported for FY 2002, consisting of 56.7 percent ($2.7 billion)
for unexpended appropriations consisting of undelivered orders as well as unobligated funds
and 43.3 percent ($2.0 billion) as the cumulative results of operations. Unexpended appropri-
ations reflect spending authority made available by congressional appropriation that has not
yet been used. Cumulative results of operations reflect the cumulative effect of excess
financing over expenses for a budget account since its inception.

The USDA Forest Service reported approximately $541 million of earned revenue before
elimination and $323 million after elimination during FY 2002. The majority of earned

revenues received arise from two sources: providing goods and services and reimbursable
activities. Goods and services 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. Reimbursable activities include work completed for individuals and businesses
cooperating with the agency, as well as work completed for other Federal agencies, mainly in
accordance with the Economy Act.

The USDA Forest Service distributes a portion of earned revenues to eligible States in
accordance with existing law. In FY 2002, approximately $375 million of FY 2001 receipts
were distributed to 41 States and Puerto Rico in accordance with the Secure Rural Schools
and Community Self-Determination Act of 2000. This funding benefits public schools and
roads in communities hosting national forests and pays for local forest stewardship projects.

The FY 2002 Net Cost of Operations for the USDA Forest Service indicates the impact of
deducting earned revenues from program costs. The net operating costs for the agency were
$5.4 billion. An analysis of the $5.9 billion of total gross program costs before eliminations
shows that approximately 54 percent ($3.2 billion) was associated with the National Forests
and Grasslands. The Forest and Rangeland Research program accounted for approximately
4 percent ($250 million). The State and Private Forestry (S&PF) program accounted for
approximately 5 percent ($290 million). The Fire and Aviation Management program
accounted for approximately 36 percent ($2.1 billion), which includes emergency wildfire
suppression activities. The Working Capital Fund (WCF) program costs amounted to $143
million before elimination and -$76 million after elimination.

The USDA Forest Service had budget authority of approximately $5.1 billion in FY 2002.
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, $474 million,
was designated by Congress to repay agency funds transferred from other accounts in FY 2000
and FY 2001 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.



Financial Systems
and Controls

Financial Management Controls

This section of the Management'’s Discussion and Analysis (MD&A) provides information on
the USDA Forest Service's compliance with the:

» Federal Managers’ Financial Integrity Act (FMFIA);

* Inspector General Act Amendments (Audit Followup); and

* Federal Financial Management Improvement Act (FFMIA).

The FMFIA requires agencies to annually provide a statement of assurance regarding the
effectiveness of management, administrative and accounting controls, and financial
management systems.

The USDA Forest Service believes that maintaining integrity and accountability in all

programs and operations is critical for good government; demonstrates responsible
stewardship over assets and resources entrusted to our care; ensures high-quality, responsible
leadership; ensures the sound delivery of services to our customers; and maximizes desired
program outcomes.

New efforts are under way to improve timely implementation and closure of audit recommen-
dations. For FY 2002, the USDA Forest Service is reporting two new material weaknesses,
Financial Management Internal Control and Computer Security, and updating the status of
four open material weaknesses under Section Two of FMFIA. The USDA Forest Service is
requesting closure of three material weaknesses and one financial system nonconformance.

The following table shows significant progress by the USDA Forest Service in aggressively
pursuing initiatives to fully integrate the accounting system, link all financial systems
electronically, and provide data integrity and consistency.

Management Controls: Federal Managers’ Financial Integrity Act

Section Two Material Weaknesses Correction Date
Timber Sale Administration Requesting closure in FY 2003
Financial System Completion of all corrective actions in
FY 2003
Special Use Permits Published its Categorical Exclusions

Regulation for Special Uses Actions in the
Federal Register for notice and comments;
Completion of all corrective actions in

FY 2003

Personal Property Requesting closure in FY 2003

Contracting Regquesting closure in FY 2003

Performance Reporting New measures implemented in FY 2002;
Completion of all corrective actions in FY 2004

Timber Sale Environmental Analysis Developed an Administrative Control Plan in
FY 2001; Completion of all corrective actions in
FY 2004

Financial Management Internal Controls Completion of corrective actions in FY 2003

Computer Security Completion of corrective actions in FY 2003

Section Four System Nonconformances Correction Date
Real Property Management Information System | Requesting Closure in FY 2003
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The USDA Forest Service continues to resolve open audit recommendations. As of September
30, 2002, the USDA Forest Service has 28 audits with 139 open recommendations that are
1 year old and older.

The USDA Forest Service has aggressively acted to correct the agency’s financial systems,
thereby improving the quality of financial data. FY 2002 marks the third year using the
Foundation Financial Information System (FFIS), which is fully compliant with Federal
financial requirements and incorporates the U.S. Standard General Ledger.

The FFMIA of 1996 requires that Federal agencies use the U.S. Standard General Ledger,
comply with Federal accounting standards, and establish financial management systems that
support full disclosure of financial data, including the full cost of Federal programs and
activities. If an agency is not in compliance with these requirements, the FFMIA requires that
the agency head establish a remediation plan to bring the agency'’s financial management
systems into substantial compliance.

For FY 2001, the Office of Inspector General (OIG) reported in its opinion of the USDA
Forest Service’s financial statements that the agency’s financial management systems were in
noncompliance in the areas listed in the following table:

FFMIA Requirement Area of Noncompliance Target Completion
Date
1. All feeder systems are 1. INFRA Real Property sub- TARGET
integrated or electronically system is not interfaced with COMPLETED
interfaced with the core the FFIS.

financial system.

2. Internal controls over data| 2.a. General ledger adjustments | December 31, 2002

entry, transaction were made so that FFIS

processing, and reporting account balances would

shall be applied consis- agree with Treasury records.

tently throughout the

system to ensure the 2.b. Inaccurate posting models, | TARGET
validity of information and which were established by COMPLETED
the protection of Federal the USDA Office of the Chief

Government resources. Financial Officer Associate

CFO for Financial Systems,
resulted in erroneous general
ledger account balances.

2.c. Invalid obligations and TARGET
payables were entered into | COMPLETED
FFIS.




FY 2003 Remediation
Plan

FFMIA Requirement Area of Noncompliance Target Completion
Date
2. (Continued) Audit trails and support for TARGET
billings and receivables are COMPLETED
inadequate. Field units did not
obtain monthly listings to verify
the accuracy and validity of
accounts receivable. Amounts
were reported as accounts
receivable even though not valid.
Some accounts receivable
transactions were duplicated.

3. Agency financial 3. USDA Forest Service violated TARGET
management systems the Anti-Deficiency Act in FY COMPLETED
shall enable the agency 2000 by overobligating
to prepare, execute, and Wildland Fire Management
report on the agency’s appropriations.
budget in accordance
with OMB Circulars A-

11, A-34, and other OMB
circulars and bulletins.

4-Adequate-training-and
user support shall be 4. USDA Forest Service users December 31, 2002
provided to the users of lacked specific training on
financial management setting up agreements in the
systems. Project Cost Accounting

System and in processing
billings and advance
liquidation documents.

5. l':ll Al Ib;a: nrail IQHCI 1l It
systems shall provide 5. USDA Forest Service should TARGET
financial reports in a develop and utilize monthly COMPLETED
timely and useful reports, which are more
fashion. helpful to field units.

At the time this section of the report was finalized, the FY 2002 auditor’s opinion has not

been issued. No material weaknesses, reportable conditions, or issues of noncompliance have
been identified, so the USDA Forest Service's remediation plan is pending. When the

auditor’s report is issued, it will be included in fReport of the Forest Servies Appendix

B.
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Pursuant to the requirements of the Chief Financial Officer’s Act of 1990, as amended by
the Government Performance and Results Act, the USDA Forest Service prepared financial
statements to report the financial position and results of USDA Forest Service operations.
The FY 2002 financial statements consist of the Consolidated Balance Sheet, Consolidated
Statement of Net Cost, Consolidated Statement of Change in Net Position, Combined
Statement of Budgetary Resources, Consolidated Statement of Financing, Required
Supplementary Stewardship Information, and Required Supplementary Information.
The following limitations apply to the preparation of the FY 2002 financial statements:
* The USDA Forest Service prepared the financial statements to report the financial
position and results of operations of the organization, pursuant to the requirements
of 31 U.S.C. 3515 (b).
» While the agency prepared the statements from the books and records of the entity
in accordance with the formats prescribed by the Office of Management and
Budget (OMB), the statements are different from the financial reports used to
monitor and control budgetary resources that are prepared from the same books
and records.
* The statements should be read with the realization that they are for a component of
a sovereign entity. Liabilities not covered by budgetary resources cannot be
liquidated without the enactment of an appropriation. Payment of all liabilities
other than for contracts can be abrogated by the sovereign entity.



Appendix A—Principal Financial Statements and Notes, FY 2002

Consolidated Balance Sheet

Consolidated Statement of Net Cost

Consolidated Statement of Changes in Net Position
Combined Statement of Budgetary Resources
Consolidated Statement of Financing

Notes to the Principal Financial Statements




42

U.S. Department of Agriculture
Forest Service
CONSOLIDATED BALANCE SHEET
As of September 30, 2002
(In Thousands)

Assets:
Intragovernmental:
Fund Balance with Treasury (Note 3)
Accounts Receivable, (Note 4)
Investments
Advances to Others
Total Intragovernmental

Cash

Accounts Receivable, Net (Note 4)

Inventory and Related Property, Net

General Property, Plant & Equipment, Net (Note 6)
Advances to Others

Total Assets (Note 2)

Liabilities:
Intragovernmental:
Accounts Payable
Other (Note 8)
Total Intragovernmental

Accounts Payable

Environmental and Disposal Liabilities
Other (Note 8)

Total Liabilities (Note 7)

Net Position:
Unexpended Appropriations
Cumulative Results of Operations
Total Net Position

Total Liabilities and Net Position

$ 2,82,948
66,110
2,040
30
2,893,128

73
55,626
22,207

3,890,915
7,763

S 6860712

$ 988
545,577
546,565

374,537
7,069
1,287,614

2,215,785

2,638,108
2,015,819

4,653,927

$ 6,869,712

The accompanying notes are an integral part of these statements.



U.S. Department of Agriculture
Forest Service
CONSOLIDATED STATEMENT OF NET COST
For the Year Ended September 30, 2002
(In Thousands)

Intragovernmental Gross Costs
Less: Intragovernmental Earned Revenues
Intragovernmental Net Costs

Gross Costs With the Public
Grants
Indemnities
Stewardship Land Acquisition
Operating Costs
Depreciation Expense
Reimbursable Costs
Other
Less: Earned Revenue from the Public
Net Costs with the Public

Net Cost of Operations (Notes 10 and 13)

$ 679,311
(170,095)
509,216

606,678
11,510
107,593

3,698,369
300,360
190,093

133,578
(152,626)
4,895,555

_ $5404771

The accompanying notes are an integral part of these statements.
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U.S. Department of Agriculture

Forest Service

CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

For the Year Ended September 30, 2002

(In Thousands)

Beginning Balances
Prior Period Adjustments (Note 12)

Results

of Operations

Unexpended
Appropriations

Beginning Balances, as adjusted

Budgetary Financing Sources:
Appropriations Received
Appropriations Transferred-in/out
Other Adjustments (rescissions, etc.)
Appropriations Used
Transfers in/out without Reimbursement

Other Financing Sources:
Donations and Forfeitures of Property
Transfers infout without Reimbursement, Net
Imputed Financing
Other

Total Financing Sources

Net Cost of Operations

Ending Balances

3,452,585 2,847,662
(1,375,243) -
2,077,342 2,847,662
- 1,278,935
- (161,063)
- 3,497,097
4,855,441 (4,824,523)
320,722 -
4,280 -
(41,332) -
188,824 -
15,313 -
5,343,248 (209,554)
5,404,771 -
2,015,819 2,638,108

The accompanying notes are an integral part of these statements.



U.S. Department of Agriculture
Forest Service
COMBINED STATEMENT OF BUDGETARY RESOURCES
For the Year Ended September 30, 2002
(In Thousands)

Budgetary Resources:

Budget Authority:
Appropriations Received $ 5,095,687
Net Transfers (102,407)
Unobligated Balance:
Beginning of Period (Note 15) 1,251,351
Net Transfers, Actual 110,006
Spending Authority from Offsetting Collections:
Earned
Collected 883,972
Receivable from Federal Sources (157,139)
Change in Unfilled Customer Orders
Advance Received (42,179)
Without Advance from Federal Sources 26,379
Subtotal 711,034
Recoveries of Prior Year Obligations 68,289
Permanently not Available (18,568)
Total Budgetary Resources $ 7,115,392

Status of Budgetary Resources:
Obligations Incurred (Note 14):

Direct $ 547,161

Reimbursable 685,845

Subtotal 5,903,006
Unobligated Balance:

Apportioned 897,946

Exempt from Apportionment (4,817)
Unobligated Balance Not Available 319,258
Total Status of Budgetary Resources $ 7,115,392

Relationship of Obligations to Outlays:

Obligated Balance, Net, Beginning of Period (Note 15) $1,496,066
Obligated Balance, Net, End of Period:
Accounts Receivable (91,873)
Unfilled Customers Orders from Federal Sources (146,088)
Undelivered Orders 984,926
Accounts Payable 426,709
Outlays:
Disbursements 6,287,869
Collections (841,793)
Subtotal 5,446,076
Less: Offsetting Receipts 851,463
Net Outlays $ 4,594,613

The accompanying notes are an integral part of these statements.
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U.S Department of Agriculture
Forest Service
CONSOLIDATED STATEMENT OF FINANCING
For the Year Ended September 30, 2002
(In Thousands)

Resources Used to Finance Activities:
Budgetary Resources Obligated

Obligations Incurred $ 6,065,323
Less: Spending Authority from Offsetting Collections and Recoveries 797,742
Obligations Net of Offsetting Collections and Recoveries 5,267,581
Less: Offsetting Receipts 851,407
Net Obligations 4,416,174
Other Resources
Donations and Forfeitures of Property 4,280
Transfers In/Out without Reimbursement (41,332)
Imputed Financing from Costs Absorbed by Others 188,824
Other 15,313
Net Other Resources Used to Finance Activities 167,085
Total Resources Used to Finance Activities 4,583,259
Resources Used to Finance Items Not Part of the Net Cost of Operations:
Change in Budgetary Resources Obligated for Goods, 165,858
Services, and Benefits Ordered but Not Yet Provided
Resources That Fund Expenses Recognized in Prior Periods (162,916)
Budgetary Offsetting Collections and Receipts That Do Not Affect (162,259)
Net Cost of Operations
Resources that Finance the Acquisition of Assets (1,082,292)
Other Resources or Adjustments to Net Obligated Resources that 505,217
Do Not Affect Net Costs of Operations
Total Resources Used to Finance Items
Not Part of the Net Cost of Operations (736,392)
Total Resources Used to Finance the Net Cost of Operations 5,319,651
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 6,755
Increase in Exchange Revenue Receivable from the Public (266,142)
Other 2,540
Total Components of Net Cost of Operations That Will Require or Generate
Resources in Future Periods (Note 18) (256,847)



CONSOLIDATED STATEMENT OF FINANCING
(Continued)

Components Not Requiring or Generating Resources:

Depreciation and Amortization 300,360
Revaluation of Assets or Liabilities 40,804
Other 803
Total Components of Net Cost of Operations That

Will Not Require or Generate Resources 341,967

Total Components of Net Cost of Operations That
Will Not Require or Generate Resources in the Current Period 85,120

Net Cost of Operations $ 5,404,771

The accompanying Notes are an integral part of the Financial Statements
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Notes to the Principal Financial Statements
FY 2002 (Audited)

The USDA Forest Service was established on February 1, 1905, as an agency of the United
States, 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 (NRE). The USDA Forest Service policy is
implemented through nine regional offices, six research offices, one State and Private Forestry
(S&PF) area office, the Forest Products Laboratory (FPL), and the International Institute of
Tropical Forestry (IITF), 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:

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

* Forest and Rangeland Research—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 Nation’s 1.6 billion acres of forests and associated rangelands.

« State and Private Forestry—UJtilization 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.

« Fire and Aviation Management (FAM)—The Fire and Aviation Management
program protects life, property, and natural resources on the 192 million acres of
NFS land, and covers an additional 20 million acres of adjacent State and private
land.

» Working Capital Fund (WCF)—The WCF is used for the purchase or construction
of buildings and improvements, as well as for furnishing supply and equipment
services in support of USDA Forest Service programs.

The accompanying financial statements of the USDA Forest Service include the accounts of
all funds under the USDA Forest Service’s control.

Basis of Presentation: These financial statements were prepared to report the financial
position and results of operations and changes in net position of the USDA Forest Service, as
required by the Chief Financial Officer’s Act of 1990 and the Government Management

Reform Act of 1994. They have been prepared from the books and records of the USDA
Forest Service in accordance with generally accepted accounting principles, and in accordance
with the Office of Management and Budget (OMB) Bulletin 01f&m and Content of

Agency Financial StatemenfBhe USDA Forest Service has an OMB-approved waiver, which
provides an exemption from producing comparative financial statements as part of its fiscal
year (FY) 2002 financial statements.

Basis of Accounting:  Transactions are recorded on an accrual and a budgetary basis of
accounting. Under the accrual method, revenues are recognized when earned and expenses



C. Fund Balance with the
U.S. Treasury and
Cash

D. Advances

E. Inventory and Related
Property

F. General Property, Plant
and Equipment

G. Liabilities

when a liability is incurred, regardless of when cash is exchanged. Under the budgetary basis,
however, funds availability is recorded based upon legal considerations and constraints. Any
prior period adjustments are recorded in accordance with Federal Accounting Standards
Advisory Board Statements of Federal Financial Accounting Standards (SFFAS) No. 21,
Reporting Corrections of Errors and Changes in Accounting Principles

The U.S. Department of the Treasury processes cash receipts and disbursements on behalf of
the USDA Forest Service. Funds on deposit with Treasury are primarily special, trust, and
appropriated funds that are available to pay current liabilities and to finance authorized
purchase commitments.

Cash consists of undeposited collections and currency for change making and petty cash.

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. Advance payments are a provision of some
contracts and cooperative agreements to facilitate procurements and joint projects with small
businesses, nonprofit organizations, and local environmental groups. For example, the USDA
Forest Service may make an advance payment to a county government under a cooperative
agreement to make repairs on a local bridge.

This category reflects only WCF operating materials and supplies, which consist of tree seeds
for a variety of tree species and tree seedlings (nursery stock). The WCF sells these items
primarily to USDA Forest Service units, State forestry commissions, and schools. The tree
seeds and seedlings are used for reforestation. Customers are billed for items purchased; thus,
costs of providing these items are recovered. Management has established no allowance
against these inventories because losses from spoilage, obsolescence, damage, etc., are
considered immaterial.

General Property, Plant and Equipment (PP&E) includes real and personal property used in
ordinary business operations that has a useful life of 2 years or more. Real and personal
property is recorded at cost or estimated cost. As of October 1, 2001, the USDA Forest
Service raised its capitalization thresholds for new acquisitions of real property from $5,000
to $25,000, and for internal use software from $5,000 to $100,000. Its threshold for personal
property remained at $5,000.

Liabilities represent the amount of monies or other resources that is likely to be paid by the
USDA Forest Service as a result of a transaction or event that has occurred. The USDA Forest
Service cannot satisfy a liability, however, 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 Government, acting in its sovereign
capacity, can abrogate liabilities. Note 7, Liabilities Not Covered by Budgetary Resources,
segregates liabilities covered by budgetary resources from liabilities not covered by budgetary
resources.
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The USDA Forest Service'’s estimated Government—related environmental liabilities relate
principally to 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.

The full value of probable and estimable 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. 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 these proceedings is
currently indeterminable.

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 estimated
actuarial present value of future benefits, less the estimated actuarial present value of normal
cost contributions made by, and for, covered employees. Other postemployment 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.

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. Claims incurred for benefits 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 USDA. Consequently, the USDA Forest Service
recognizes a liability for this compensation that has two components: (1) an accrued liability
that represents money owed for claims paid through the current fiscal year and (2) an actuarial
liability that represents the expected liability for approved compensation cases beyond the
current fiscal year.

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.

The USDA Forest Service employees participate in either the Civil Service Retirement
System (CSRS) or the Federal Employees Retirement System (FERS). On January 1, 1984,
CSRS employees were required by Congress to begin paying contributions to the Medicare
portion of Social Security. At that time, the Office of Personnel Management (OPM) began



creating the administrative provisions of FERS. FERS officially became effective January 1,
1987, pursuant to Public Law 99-335. The time between January 1, 1984, and January 1,
1987, is called the “interim period.” Employees hired after December 31, 1983, are covered by
FERS and Social Security.

For employees covered under FERS, the USDA Forest Service withholds, in addition to Social
Security, 1 percent of gross earnings. For employees covered under the CSRS, the USDA Forest
Service withholds 8.51 percent of their gross earnings. The USDA Forest Service matches the
employees’ contribution and the sum is transferred to CSRS. The USDA Forest Service does not
report CSRS assets, accumulated plan benefits, or unfunded liabilities (if any) applicable to its
employees. Reporting such amounts is the responsibility of the OPM.

On April 1, 1987, the Federal Government initiated the Thrift Savings Plan (TSP), which is a
retirement savings and investment plan for Federal employees covered by both FERS and
CSRS. FERS employees may contribute up to 12 percent of their gross pay to the TSP. The
USDA Forest Service automatically contributes 1 percent of a FERS employee’s gross salary to
the TSP. For the first 3 percent of gross pay contributed by a FERS employee, the USDA Forest
Service will match the contribution dollar for dollar. For the next 2 percent contributed, the
USDA Forest Service will match 50 cents per dollar contributed. CSRS employees may
contribute up to 7 percent of their gross pay, but there is no matching contribution.

The maximum amount of employee contributions to the TSP is established on a calendar year
basis. The maximum amount that FERS employees can contribute to the TSP in calendar year
2002 is the lesser of $11,000 or 12 percent of their gross pay. The maximum amount that CSRS
employees can contribute to the plan in calendar year 2002 is the lesser of $11,000 or 7 percent
of their gross pay. The sum of employee and the USDA Forest Service contributions is
transferred to the TSP, which is administered by the Federal Retirement Thrift Investment Board.

N. Revenues and Other The USDA Forest Service is funded principally through Congressional appropriations and other
Financing Sources authorizations from the Budget of the United States. The USDA Forest Service receives annual,
multiyear, 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, and interest on invested funds.

Appropriations are recognized as revenues at the time the related programs or administrative
expenses are incurred. Appropriations expended for property and equipment are recognized as
expenses when an asset is consumed in operations. Other revenues are recognized when earned;
that is, 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. In some cases, the USDA Forest Service is required to remit exchange
revenue receipts to 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.
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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 otherwise for the public good, such as in
the case of grazing fees.

Note 2. Nonentity Total assets consist of both entity and nonentity. Nonentity assets are those assets not available
Assets for use in the operations of the USDA Forest Service and consist primarily of amounts
recorded in the National Forest Fund account, Budget Clearing Account, and General Fund
Proprietary Receipts, such as collections of fines and penalties.

As of September 30, 2002, total nonentity assets consist of:

In Thousands

Intragovernmental
Fund Balance with Treasury $ 609,033
Accounts Receivable 195
Total Intragovernmental 609,228
Accounts Receivable 58.915
Total Nonentity Assets 668,143
Total Entity Assets 6,201,569
Total Assets $ 6,869,712
Note 3. Fund Balance The U.S. Department of the Treasury processes cash receipts and disbursements. Funds with
with Treasury the Department of the Treasury are primarily special, trust, and appropriated funds that are

available to pay current liabilities and finance authorized purchase commitments. Fund
balances with Treasury include both entity and non-entity fund balances. It is the policy of the
USDA Forest Service to record the amount of Fund Balance with Treasury, consistent with the
balances reflected according to the records of the U.S. Department of the Treasury. Fund
Balances on September 30, 2002, consisted of the following:

In Thousands
A. Fund Balances:

(1) Trust Funds $ 308,076
(2) Revolving Funds 107,817
(3) Appropriated Funds 2,214,795
(4) Other Fund Types 194,260
Total $ 2,824,948

B. Status of Fund Balances with Treasury
(1) Unobligated Balance

(a) Available 957,845
(b) Unavailable 83,117
(2) Obligated Balance Not Yet Disbursed 1,203,480
(3) Suspense, Deposit, and Other Funds 580,506
Total $ 2,824,948
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Note 4. Accounts
Receivable

Note 5. Forfeited and
Seized Property

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 was not established for these
amounts because monies due from other Federal entities are considered fully collectible.

Accounts receivable (Non-Federal) are composed primarily of reimbursements and refunds of
fire prevention and suppression activities. An allowance for receivables deemed uncollectible
was established for 20 percent or 80 percent, according to the age of the receivable.
Governmental accounts receivable as of September 30, 2002, were as follows:

In Thousands

Accounts Receivable $ 197,626
Allowance for Doubtful Accounts (142.000)
Accounts Receivable, Net $ 55,626

Nonentity accounts receivable are composed primarily of timber harvest. An allowance for
timber-related receivables is established based on analysis of individual accounts.

A seizure is the act of taking possession of goods in consequence of a violation of public law.
Seized property consists of monetary instruments, real property, and tangible personal property
in the actual or constructive possession of the seizing and the custodial agencies. Such property
is not legally owned by the USDA Forest Service until judicially or administratively forfeited.
Seized evidence includes cash, weapons, nonmonetary valuables, and illegal drugs.

Pursuant to Federal Financial Accounting and Auditing Technical Release Riep@rting on
Non-Valued Seized and Forfeited Propethe value of seized property with no legal market

in the United States (e.g., weapons, chemicals, drug paraphernalia, gambling devices) is not
included on the consolidated balance sheet.

As of September 30, 2002, the USDA Forest Service seized property included:

Seized Property Category In Thousands
Financial & Other Monetary Instruments (Cash) $ 28
Personal Property (20 Items) 131
Non-Valued Items (See Below*)

Total $ 159

* Nonvalued items are further detailed below:

The USDA Forest Service has custody of illegal drugs and weapons taken as evidence for
legal proceedings. In accordance with Federal Financial Accounting and Auditing Technical
Release No. Reporting on Non-Valued Seized and Forfeited Propérey USDA Forest
Service reported the total amount of seized drugs below by quantity (kilograms) only.
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Note 6. General Property,
Plant and Equipment,
Net

Note 7. Liabilities Not
Covered by Budgetary
Resources
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lllegal drugs and weapons have no salable value to the Federal Government and are destroyed
upon resolution of legal proceedings. Seized property on September 30, 2002, included:

Evidence (kg)
Cocaine 0.06566
Marijuana 5,362.682
Cannabis Cultivation—Plant 17,427 (Plants)
Methamphetamine 0.61919
Mushrooms 0.089
Weapons (firearms) 546 Items

Depreciation of General Property, Plant and Equipment for the USDA Forest Service is
recorded on the straight-line method based on the useful lives listed below. As of September
30, 2002, the USDA Forest Service’s PP&E consists of the following:

In Thousands

Useful Life Accumulated
Property Class (Years) Cost Depreciation Book Value
Personal Property 5-20 $ 998,190 $(607,552) $ 390,638
Real Property 10-50 7,206,355 (3.706,078) 3,500,277
Total $ 8,204,545 $(4,313,630) $3,890,915

Liabilities not covered by budgetary resources as of September 30, 2002, consist of the
following:
In Thousands

Intragovernmental
Judgment Fund $ 189,300
FECA 63,910
Governmental
Actuarial FECA 365,607
Leave 170,098
Contingent Liabilities 37,400
Payment to States 105,073
Environmental and Disposal Liabilities 7,069
Total Liabilities Not Covered by Budgetary Resources 938,457
Total Liabilities Covered by Budgetary Resources 1,277,328
Total Liabilities $ 2,215,785



Note 8. Other Liabilities

The following table segregates Other Liabilities between Covered and Not Covered by
Budgetary Resources and between Intragovernmental and Governmental as of September 30,
2002.

In Thousands
Other Liabilities Covered by Budgetary Resources

Noncurrent Current Total
Intragovernmental
Employer Contributions & Payroll Tax $- $6,718 $6,718
Other Accrued Liabilities - 58,777 58,777
Advances from Others - 26,101 26,101
Trust and Deposit Liabilities - 181,076 181,076
Custodial Liability - 23,355 23,355
Other Liabilities - (3,660) -3,660
Total Intragovernmental $- $ 292,367 $ 292,367

Noncurrent Current Total
Other Accrued Liabilities $- $ 477,170 $ 477,170
Advances from Others - 31,443 31,443
Trust and Deposit Liabilities - 23,579 23,579
Purchaser Road Credits - 42,024 42,024
Custodial Liability - 31,138 31,138
Other Liabilities - 4,082 4,082
Total Governmental $- $ 609,436 $ 609,436

Other Liabilities Not Covered by Budgetary Resources

Noncurrent Current Total
Intragovernmental
Treasury Judgment Fund $ 189,300 $- $ 189,300
Unfunded FECA 36,668 27,242 63,910
Total Intragovernmental $ 225,968 $ 27,242 $ 253,210

Noncurrent Current Total
Actuarial FECA $ 365,607 $ - $ 365,607
Payments to States 105,073 - 105,073
Unfunded Annual Leave 9,098 161,000 170,098
Contingent Liabilities 37,400 - 37,400
Total Governmental 517,178 161,000 678,178
Total Other Liabilities $ 743,146 $ 1,090,045 $ 1,833,191
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As of September 30, 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.

Custodial Liability: Custodial Liability consists of amounts held in special receipt accounts
that belong to non-USDA Forest Service entities. (See Note 20 for more on Custodial
Liability.)

Purchaser Road Credits: Purchaser Road Credits (PRCs) are liabilities arising under

timber sales contracts issued through April 1999 that are still in effect. Under the terms of
certain timber sales contracts, timber purchasers are allowed to construct roads to gain access
to timber. If the USDA Forest Service has a use for the roads upon contract completion, the
timber purchaser is given a credit, referred to as a PRC, for the value of the roads, to the
extent their service lives exceed the contract’s duration. Effective April 1999, in accordance
with 16 U.S.C. § 535a, such PRCs are prohibited on newly issued timber contracts.

The amount of the PRC granted to contractors in connection with pre-April 1999 contracts is
based on a USDA Forest Service engineering estimate made at the time of the timber sale. A
PRC is established when the USDA Forest Service accepts the road. At that time, an asset (a
component of Property, Plant and Equipment) and a liability (Unearned Revenue) are recorded
for the amount of the PRC established.

On applicable contracts, the timber purchaser can use the PRC as an offset to payments on
timber harvested. As the PRC is used in lieu of cash in paying for timber harvested, the
amount in Unearned Revenue is reduced and current year revenue is recognized. If all PRCs
have not been applied when the contract is closed, they are canceled and the amounts are
removed from the Unearned Revenue account. PRCs that are not applied against the timber
sale contract price are, in effect, donated to the Federal Government.

Treasury Judgment Fund: The USDA Forest Service pays small tort claims out of its own
funds. Other legal actions exceeding $2,500, however, fall under the Federal Tort Claims Act.
These 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
payments for tort claims made on its behalf. These payments, however, are recognized as an
expense and an imputed financing source in the Statement of Net Cost and Statement of
Change in Net Position. Payments reported from torts and court of claims for FY 2002
amounted to $9,184 thousand.



The Contract Dispute Resolution Act (CDRA) governs litigation arising from contract disputes
(such as 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.
Consequently, the debtor Federal agency is required to record a payable to the Judgment Fund.
Those amounts remain a receivable on Financial Management Service’s (Department of the
Treasury) books and a payable on the debtor agency’s books until reimbursement to the Fund
is made by the agency. On September 30, 2002, the Department of the Treasury indicated that
the USDA Forest Service is liable for $189,300 thousand.

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 DOL actuarially determines the
expected future liability for the USDA as a whole, including the USDA Forest Service. The
USDA Forest Service is billed annually as its claims are paid by the DOL. Payment to the
DOL is deferred for 2 years so that the bills may be funded through the budget. Payments to
the DOL are recognized as an expense 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, 2002, are as follows:
In Thousands
Not Covered by Budgetary Resources, Intragovernmental

Liability for FECA $63,910

Not Covered by Budgetary Resources, Governmental

Expected Future Liability for FECA 365,607
Total $429,517
Pending Litigation and Unasserted Claims (Contingencies): As of September 30,

2002, the USDA Forest Service has five legal actions pending; based on information provided
by legal counsel, management believes an adverse decision is probable. The estimated loss is
$37,400 thousand.

The USDA Forest Service has other pending legal actions for which the likelihood of adverse

outcomes is reasonably possible. The potential loss related to these actions totals approximately
$1,660,000 thousand.
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Note 9. Lease Liabilities

Note 10. Program Costs
by Segment
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The USDA Forest Service enters into leasing agreements through the General Services
Administration (GSA) and through leasing authority delegated by GSA to enter into leases
of general facilities (buildings and office space), equipment and land. Leases may include
renewal options for periods of 1 or more years. Most leases are cancelable upon certain
funding conditions. The future USDA Forest Service operating lease agreement payments
as of September 30, 2002, are as follows:

Asset Category
(In Thousands)

Fiscal Year Personal Property Real Property Totals
FY 2003 $1,112 $ 47,686 $ 48,798
FY 2004 698 43,966 44,664
FY 2005 395 41,334 41,729
FY 2006 174 38,365 38,539
FY 2007 38 35,869 35,907
After FY 2007 14 237,177 237,191
Total $2431 $ 444,397 $ 446,828

The USDA Forest Service reflects costs through five primary responsibility segments:
National Forests and Grasslands, Forest and Rangeland Research, State and Private Forestry,
Fire and Aviation Management, and the Working Capital Fund.

The following table illustrates program costs by segments.
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USDA Forest Service
Program Costs by Segment
For the Year Ended September 30, 2002
(In Thousands)

National Forestand State and Fire and Working Total Working Total Net of
Forests and Rangeland Private Aviation Capital Capital Working
Grasslands Research Forestry Management Fund Fund Capital
Elimination Fund
Elimination
Intragovernmental
Gross Costs $ 484,430 $ 15,080 $ 13,396 $ 385,596 $ (1,056) $ 897,446 $(218,135) $679,311
Less: Intragovernmental
Earned Revenue (134,542) (20,229) (5,794) (9,530) (218,135) (388,230) 218,135 (170,095)
Intragovernmental Net Costs 349,888 (5,149) $ 7,602 376,066 (219,191) 509,216 - 509,216
Gross Costs with the Public:
Grants 376,213 3,642 216,899 9,897 27 606,678 - 606,678
Indemnities 10,151 253 194 893 19 11,510 - 11,510
Stewardship Land Acquisition 107,593 - - - - 107,593 - 107,593
Operating Costs 1,760,486 206,286 51,748 1,608,200 71,649 3,698,369 - 3,698,369
Depreciation Expense 252,033 2,084 423 3,285 42,535 300,360 - 300,360
Reimbursable Costs 102,322 22,293 2,683 62,795 - 190,093 - 190,093
Other 99,935 (66) 8 5,286 29,415 133,578 - 133,578
Less: Earned Revenues from
the Public (90,055) (2,636) (99) (59,836) - (152,626) - (152,626)
Net Costs with the Public 2,617,678 231,856 271,856 1,630,520 143,645 4,895,555 - 4,895,555
Net Cost of Operations $2,967,566  $226,707 $279,458 $2,006,586 $(75,546) $5,404,771 $- $5,404,771




Note 11. Cost of
Stewardship
PP&E

Note 12. Prior Period
Adjustments

Note 13. Gross Cost and
Earned Revenue by
Budget Functional
Classification
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Stewardship assets acquired through purchase in FY 2002 amounted to $107,592 thousand
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 cost and any salary costs, survey costs, title costs,
closing costs, restoration costs, or any other expenses necessary to prepare the land for its
intended use.

In FY 2002, the USDA Forest Service discovered and corrected accounting errors that
occurred in previous fiscal years. A summary of the adjustments follows:

In Thousands
Cumulative Results
of Operations

Beginning Balance, as Previously Stated $ 3,452,585
Corrections Related to:
General PP&E (915,061)
Accounts Payable (312,121)
Net Position (305,541)
Accounts Receivable (76,347)
Other 233,827

Total Prior Period Adjustments (1,375,243)

Beginning Balance, as Restated $ 2,077,342

The breakdown of USDA Forest Service’s net costs by Budget Functional Classification is as follows:
Gross Cost and Earned Revenue by Budget Functional Classification:
In Thousands

Budget
Functional
Classification Gross Cost Earned Revenue Net Cost
300 Natural Resources $ 5,226,684 $ 345,512 $ 4,881,172
and Environment
350 Agriculture 349 191 158
450 Community and 249 - 249
Regional Development
800 General Government 500,210 (22,982) 523,192
Total $ 5,727,492 $ 322,721 $ 5,404,771
Intragovernmental Total Cost and Earned Revenue by
Budget Functional Classification:
In Thousands
Budget Functional
Classification Gross Cost Earned Revenue Net Cost
300 Natural Resources $ 679,185 $ 170,092 $ 509,093
and Environment
350 Agriculture 82 3 79
800 General Government 44 - 44
Total $ 679,311 $ 170,095 $ 509,216




Note 14. Apportionment
Categories of
Obligations Incurred

Note 15. Adjustments to
Beginning Balance of
Budgetary Resources

Note 16. Permanent
Indefinite
Appropriations

The OMB usually distributes budgetary resources in an account or fund by specific time peri-
ods,activities, projects, objects, or a combination of these categories. Apportionments by fis-
cal quarters are classified as Category A apportionments. All other apportionments are classi-
fied as Gtegory B apportionments. USDA Forest Service apportionments are not made on a
guarterlybasis; therefore, they are classified as Category B apportionments.

Reporting Requirements for Transfer Appropriation Accounts — OMB Bulletin No. 01-09,
Section 9.36, prescribes that the parent should report the activity in its financial statement,
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 continue to 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 FACTS |, is consistent with the presentation in the financial
statements. The USDA Forest Service is required to report two treasury symbols as “child”:
the Transfer Appropriation accounts related to the DOL, Job Corps Civilian Conservation,
and the Department of Transportation, Federal Highway Trust Fund. Job Corps is a DOL
residential training program for unemployed and underemployed young people, financed by
the DOL, conducted on campuses on national forest land, and the supervised by USDA Forest
Service employees. Based on the above guidance, both accounts were excluded from the
Statement of Budgetary Resources in FY 2002, resulting in adjusted beginning balances.

The impact on the Statement of Budgetary Resources is as follows:

In Thousands
Unobligated Balance, Beginning of Period:

FY 2001 Ending Balance Adjustment FY 2002 Beginning Balance

$ 1,342,828 (91,477) 1,251,351

Obligated Balance, Net, Beginning of Period:

FY 2001 Ending Balance Adjustment FY 2002 Beginning Balance

$ 1,540,125 (44,059) 1,496,066

The following permanent indefinite appropriations exist for the purposes shown, with funds
available until expended.

APPROPRIATION NAME PURPOSE
Brush Disposal Deposits from timber purchasers are used
for disposal of brush and other debris from
cutting operations on timber sale areas.
Licensee Programs, Smokey Bear Royalty income from character licensjng is
and Woodsy Owl used to promote forest fire prevention and

environmental quality.
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APPROPRIATION NAME

PURPOSE

Forestlands Restoration and Improvements

Forfeitures of cash and surety bonds are
used by USDA Forest Service to complete
improvement or rehabilitation work left
unfinished by permittees or timber
purchasers.

Recreation Fee Collection Costs

Up to 15 percent of recreation fee reyenue
may be used to cover fee collection costs.

Recreation Fee Demonstration Program

Recreation fee revenue is used for
operation, maintenance, and improvements
of recreation areas and related habitat.

Timber Roads—Purchaser Election Progral

n

Deposits from timber purchasers are used
by the USDA Forest Service for roads and
bridges required for timber sales.

Timber Salvage Sales

Income from the sale of damaged timber is
used to design, engineer, and supervise|the
preparation of future salvage sales.

Timber Sale Pipeline Restoration Fund

Income from the sale of healthy timber is
used to prepare more timber sales and
reduce the backlog of recreation projects.

Road and Trails for States

10 percent of the national forest receipts
are used for roads and trails within the
national forests in the States where the
receipts were collected.

Midewin National Tallgrass Prairie Rental F

bes Income from user fees and sales is used for

the costs of restoration, prairie
improvement, and administration.

Midewin National Tallgrass Prairie
Restoration Fund

Income from user fees and sales is used
for the costs of restoration, the visitor
center, and facilities construction.

Operation and Maintenance of Quarters

Rental fees for Government-owned housing

are used to maintain those residences.

Land Between the Lakes Management Fun

d

Income from recreation user fees is|used
for management costs, including salaries
and expenses.

Payment to Minnesota

Income from national forests in Minnesota
is used for an annual payment to benefit the
Boundary Waters Canoe Area.

Payments to Counties—
National Grasslands Fund

Income from national grasslands is usged for
an annual payment to counties where|the
grasslands are located.

Payments to States—National Forest Fund

Income from national forests is used to
partially fund payments to States where the
forests are located.




Note 17. Explanation of
Differences Between the
Statement of Budgetary
Resources and the
Budget of the United
States Government

Note 18. Explanation of
the Relationship
Between Liabilities Not
Covered by Budgetary
Resources and the
Change in Components
Requiring or Generating
Resources in Future
Periods.

Note 19. Description Of
Transfers That Appears
As A Reconciling Item
On The Statement Of
Financing

The Budget of the United States Government with actual numbers for the fiscal year was not
published at the time of the audit. It was published in the spring of 2003. Copies may be
obtained from the Government Printing Office.

The USDA Forest Service's FY 2002 difference between the liabilities not covered by
budgetary resources and the change in components requiring or generating resources in future
periods results from liabilities not covered by budgetary resources being recorded in the
current year to the Statement of Net Cost; while liabilities not covered by budgetary resources
are cumulative over fiscal years. The components of the Net Cost of Operations that will
require or generate resources in the future are as follows:

Increase in Annual Leave Liability $ 6,755
Increase in Exchange Revenue Receivable from the Public (266,142)
Other (FECA Liability) 2,540

Total Components of Net Cost of Operations
That Will Require or Generate Resources in the Current Period $ (256,847)

The USDA Forest Service has the following routine transfers without reimbursement:

Transfers In

Trading Partner Account Title Purpose

Department of Labor Job Corps Civilian Provide training for
Conservation underemployed youths

Department of Transportation Federal Highway Trust Fund | Maintenance and upkeep

of Federal highway tra-
versing national forest
lands
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Note 20. Incidental
Custodial Collections

The USDA Forest Service, as of September 30, 2002, had collected the following 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 grasslands. These
amounts payable are included in Other Liabilities as Custodial Liability:

In Thousands

Beginning Balance $ 280,469
Revenue Activity:
Sources of Collections:
National Forest Fund Receipts 21,648
Payments and Receipts, National Grasslands 11,253
Miscellaneous 3,514
Total Cash Collections 36,415
Total Custodial Revenue and Beginning Balance 316,884
Disposition of Collections:
Transferred to Others:
States and Counties (Payments to States) (306,799)
(Increase)/Decrease in Amounts Yet to Be Transferred (10,085)
Total Disposition (316,884)
Net Custodial Activity $-

Note 21. 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 NFS lands, including reforestation.

Donations are handled on a cash basis and all others are accounted for on the accrual basis.
Trust Funds
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TREASURY | FUND/NAME PURPOSE AUTHORITY
SYMBOL
12X8028 Cooperative Work Advances from cooperators 16 U.S.C.
498,72(c),72a,
76b,81
12X8029 Mount Saint Helens | Repair highways 23 U.S.C.
Highway 203,207
12X8034 Gifts, Donations, and Segregate donations for 16 U.S.C.
Bequests for Forest and | research 1643b
Rangeland Research
12X8039 Land Between the Donations to National 112 Stat.
Lakes Trust Fund Recreation Area 2681-317
12X8046 Reforestation Trust Reforestation 16 U.S.C.
Fund 1606a
1269X8083 | Federal Aid to Maintain Federal highways in | 31 U.S.C.
Highways USDA Forest Service land 3515
12X8203 Gifts and Bequests Segregate general donations | 7 U.S.C. 2269




Special Funds

TREASURY | FUND/NAME PURPOSE AUTHORITY
SYMBOL
12X5004 Land Acquisition Watershed management | 96 Stat. 1983
12X5010 Recreation Fees Collection costs 107 Stat. 1610
12X5072 Fees, Operations, Maintain recreational 101 Stat. 1330-265
and Maintenance of facilities
Recreation Facilities
12X5201 Payments to States, Revenue sharing grant | 16 U.S.C. 500
National Forest Fund
12X5202 Timber Roads, Timber sale area pur- 16 U.S.C. 472(1)(2)
Purchaser Election chasers’ roads
12X5203 Roads and Trails for Recreation road and trail | 16 U.S.C. 501
States, National improvements
Forest Fund
12X5204 Timber Salvage Sales| Prepare salvage sale 16 U.S.C. 472(a)
and reforest after sale
12X5206 Expenses, Brush Timber operators’ 16 U.S.C. 490
Disposal amounts for brush
disposal
12X5207 Range Betterment Improvements to grazing | 16 U.S.C. 580h
lands
12X5212 Construction of Inactive 94 Stat. 3372
Facilities or Land
Acquisition
12X5213 Payment to Minnesota| Revenue sharing grant | 16 U.S.C. 577g,
(Cook, Lake, and 577g9-1
Saint Louis Counties)
from the National
Forest Fund
12X5214 Licensee Program Smokey Bear and 31 U.S.C. 488a
Woodsy Owl licensing
royalties used for fire
prevention
12X5215 Restoration of Forest | Environmental restoration | 16 U.S.C. 579c¢
Lands and
Improvements
12X5216 Acquisition of Lands Land exchange and 96 Stat. 1984; 16
to Complete Land acquisition for forest U.S.C. 484a
Exchanges management purposes
12X5217 Tongass Timber Management of timber 16 U.S.C. 539d,
Supply Fund supply in Alaska 539c
12X5219 Operation and Government-owned 5U.S.C. 5911
Maintenance of quarters rents finance
Quarters maintenance
12X5220 Resource Accelerate management | 102 Stat. 1809

Management Timber
Receipts

practices of natural
resources
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Special Funds

TREASURY | FUND/NAME PURPOSE AUTHORITY
SYMBOL
12X5223 Quinault Special Management of special | 102 Stat. 3328
Management Area Quinault tribal area
12X5224 Strawberry Valley Transfer of specific land | 102 Stat. 2828;
Land Transfer tract 2829
12X5225 Pacific Yew Management of Pacific | 106 Stat. 862
Yew species, natural
source of Taxol pharma-
ceuticals
12X5264 Timber Sales Pipeline | Prepare timber sales 110 Stat. 1321-206
Restoration Fund and reduce the backlog | Sec. 327
of recreation projects
12X5268 Recreation Fee Maintenance of recre- 16 U.S.C. 4601-6a
Demonstration ation areas, support of
Program recreation program at
demonstration sites
12X5277 Midewin Maintenance of Midewin | 110 Stat. 602
National Prairie Rental
Fee Account
12X5278 Midewin National Restoration of Midewin | 110 Stat. 602
Tallgrass Prairie
Restoration Fund
12X5360 Land Between the Maintenance of national | 112 Stat. 2681-315
Lakes Management recreation area
Fund
12X5361 Administrative Rights- | Maintenance of 113 Stat. 1501A-
of-Way and Other commercial filming sites | 196, Sec. 331
Land Uses Fund
12X5363 Valles Caldera Fund Maintenance of Valles 114 Stat. 605
Caldera Preserve, NM
12X5462 Hardwood Technology | Support and stimulation | 112 Stat. 297-298,
Transfer and Applied of hardwood forestry Sec. 343(e)
Research Fund practices
12X5896 Payments to Counties, | Revenue-sharing grant | 7 U.S.C. 1012

National Grasslands
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OFFICE OF INSPECTOR GENERAL

Washington, D.C. 20250

Date: 1/9/03

REPLY TO
ATTN OF: 08401-1-FM

SUBJECT: Audit of Fiscal Year 2002 Forest Service Financial Statements

TO: Dale Bosworth
Chief
Forest Service

ATTN: Mary Sally Matiella
Chief Financial Officer
Forest Service

This report presents the auditor’s opinion on the Forest Service’s Principal financial statements
for the fiscal year ended September 30, 2002. The report also includes an assessment of Forest
Service’s internal control structure and compliance with laws and regulations.

KPMG Peat Marwick LLP (KPMGQG), an independent certified public accounting firm, conducted
the audit. We monitored the progress of the audit at all key points, reviewed the working papers
and performed other procedures, as we deemed necessary. We determined the audit was
conducted in accordance with auditing standards generally accented in the United States of
America, “Government Auditing Standards” (issued by the Comptroller General of the United
States), and the Office of Management and Budget Bulletin No. 01-02, “Audit Requirements for
Federal Financial Statements.”

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, 2002, and its net costs, changes in net
position, budgetary resources, and reconciliation of net cost to budgetary obligations for the year
then ended, in conformity with generally accepted accounting principles. KPMG’s report on
internal controls contains six material internal control weaknesses. The material internal control
weaknesses included the need for improved controls over:

* The reconciliation and accountability of Fund Balance with Treasury;

* accurate recording of property transactions;

+ selected automated application programs;
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»  yearend accruals,
The report also noted that the general contral environment nesded improvement,

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

The Forest Service does nod yet operate as an cffective, sustainable, and accountable financial
management organization. The fiscal year 2002 ending account balances were primanly derived
from a 2 vear audil effort on beginning balances and numerous statistical samples of fscal year
20602 trancactions. As a result of these efforts, muliiple adjusimenis were processed to the
gencral ledger andor subsidiary ledpers. For example the financial stastement line-item “General
Property, Plant and Equipment, Net™ was reduced by aver 31 hillion dollars based on the audit
coverage, The achicvement of an unqualified opinion, therefore, did not necessarily result from
improvement in underlying financial management systems, but rather as an extensive ad hoo
effort. As stuled by the Complroller General of the Uniled Stutes, “an ungualified opinion
achigved on this bagiz will become an accomplishment without much substance.™

In accordance with Deparimental Regulation 17201, please fumnish a reply within 60 days
descnbing the cormective actions taken or planned, including the timeframes, on our
recommendations. Please note that the regulation requires a management decision to be resched
on all findings and recommendations within a maximum of 6 months from report issuance.

— o A

RICHARD . LONG
Aggistant Inspector Gencral
for Aundit




UNITED STATES DEFPARTMENT OF AGRICULTURE
FOREST SERVICE

September 30, 2002

Tahle of Contenis

Independent Auditors’ Report

Exhibit | = Malenal Weaknesses

Exhibil 2 — Reportable Conditions
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INDEPENDENT AUDITORS’ REPORT




E0EN B Swest MW
Viailangize, DC 30038

Imdepenilent Audiiors® Report

Chiel, USDA Farest Service aad
Difies of Inspecior General, United States Department of Agricalise!

We tave sudited the acoompameng consolidaled balance sheet of the Uniied Ssates Degartment of
Agrazulnirg {UISIA) Forest Service as of September 10, 3002 and ithe selated consolidied staterments of
ned cagls, changes i net position, esd financing and combened siatement of badgetary resounzed for the
year then ended, hereimafer refermed 10 as the “fnencial ssbements”. The shjeclive of oo wad was %o
Express an apinion an the fir presestation of these finaneial dalements. In connosbon with oo audit, we
alse contidered the USTMA Forest Service™s miermal contml over fmancial rejorting amd fested the USDA
Forest Serviee's complisne: with comain provisions of spplicable laws and regulations thai could hive &
dervct amad mareral effiect on 18 financiol stements.

SUMMARY

As stated in our spimon os e Grancial siitemenss, we concluded that the USDA Forest Serace financial
sistemenis & of and for the year ended Seplember 30, 2002 are preseniod fairly, in all materal respecis, in
confirmily with secsinting principles penerally secepied in the United Staes of America,

As u et of memendous effort perfisrmed cutside of ds mormal business processes, the USDS, Forest
Service ohlamed an ungsalifed opinion on s fsesl vear 2002 finencisl sislerents afier secsiving
disclaimess of opinion foe ihe past several years. As moted in the following pamagraph, however, the USDA
Forest Service has sigoificanl business peocess desipn, operatses god comred deficiencies that W s
Adidrins,

Ouwr conmideration of internal contol over firanem) teporting resulted in the followisg reportable
oomdaioss. The frst six are considered maferial weaknesses:

#  LIEDA Fores Service must condinue to develop and moprove 15 inlemal coserls ever #2 reconciliation
and acoouminbality of fand balsnce wish Treasury (repeat finding)

e USDA Foredl Service mudl improve its coméml desgn andfor implementanes refaied o the accurate

revording, of property menssctions (repeat findingh

LIS[A, Feerst Service sust develop o comprehensive secnaal methodalogy

LIRIA, Forest Sevvicr must imprave its controls aver the payral] prosei

LS Forest Servoe mus! improve it general conirels esvironmeni

USINA Forest Serviee must improve its application controls for daln inlegnty and sccess privileges for

Pontes, FROCIL, PROP, and EMIS

Postmg of cerain tranmctions do ol confam te proper reference dats i@ fink relaed manssctions

Rrconcilisties betnren FFIS and subssdiary Inlgers are nectded

+  Linkguidaied ebhgmtion recons ilmibors seed mmprovement and sddiional relsed procedures seed 1 by
developed

W LR . i o Y
e e i BT W T P
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The grants and agreements process needs improved miemal controls as well as refined procedures
Conirols related 1w physical iventones of capatalieed sssers need improvement

Procurement controls and procedures need improvement

USDA Forest Service information systems need improvements iy addition 1o the material weaknesses
noted above

- = & @

The resubts of our tests of compliance with certain provasions of laws and regulations, exclusive of the
Federal Finanwcial Management mprovement of 1996 (FFMIA), disclosed no material instances of
nencompliance that are required to be reported herein under Govermment Auditing Stamdards, rssued by the
Comptroller General of the United States, o Office of Management and Budget (OMB) Bulletin
Mo, D102, Al Requiiremenis for Federal Finaneial Stolenrems.,

The results of our tests of FFMIA disclosed instances where the USDA Forest Service financial
mansgemenl systems did ned subsianvally comply with Federal financial management systems
requirements, applicable Federal accounting standards or the United States Government Stanidard Ceneral
Ledper at be ransaction level,

The following sections discuss our opinion on the USDHA Forest Service's financial stalements, our
consideration of the USDA Forest Service's intemnal control over financial reporting, our tests of the
USDA Forest Service's comgplisnce with cerfain provisions of applicable laws and regulations, and
management s and our responsibilities.

DFINICN ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheet of the USDA Forest Service as of
September 30, 2002 and the related consolidated statements of net costs, changes in net position, and
linancing snd combined staterment of budgetary resources for the year then ended.

In pur opinion, the financial staternents referred 1o above present faidy, in all matenal respects, the
fimancial posinon of the USDA Forest Service as of Seplember 30, 2002 and its net costs, changes in net
posation, budgetary resources, and  reconcilistion of net coats to budgetary obligations for the year then
efided, in conformity wath accounling principles generally accepted in the United Srates of America,

As discussed 1 Mote 1B, 1o the financin) siatements, the US04 Forest Service adopted the provisions of
Sratement of Federal Financial Accounting Standards No. 21, Reporting Corrections of Ervors and
Changes in Accouniing Principles effective October 1, 2001,

The mformation in the Managemen! Discussion and Analysis, Reguired Supplementary Stewardzshap
Infarmation and Regquired Supplemnentary Information sections is mod @ required pant of the financial
slatements, but is supplementary infprmation required by sccounting principles generally accepted in the
Linited States of America or OMB Bulletin Mo, 01-09, Fore and Cossend of Agency Fimancial Sratemens,
We have applied certain limited procedures, which condisted principally of inguiries of management
regarding the methods of measurement and presentation of thas mformation, However, we dad not audit this
information and, accordingly, we express no opinion on it

In apphang the limied procedures to the deferred maintenance mformation, which is Reguired
Supplemeniary Information, we were unable 10 apply ceram procedures presonbed by professional
standards becawse supporting documentation was nol provided,

INTERNAL CONTROL OVER FINANCIAL REPORTING

Owr consideration of inlemal contrel over financial reporting would not necessanly disclose all matters in
the mbernal condrol aver financial reporting that might be reportable conditions. Under standands ssued by
the American Institwie of Cemified Public Accountants, reporiable condilions are madters coming o our




ateention relanag e significant deficwncies m the design or operation of the intermal conmol over fnancial
reporting that, in our judgment, could adversely affect the USDA Forest Serviee’s abality 1o record,
process, summarese, and report (inancial data consistent with the assertions by management in the fimancial
siatemnenls

Material weaknesses ase reponable condibons m which the design or operation of one or mare of the
imemnal control components does mot reduce t a relatively Tow level the risk that musatements, in
amounts that would be material e relation to the financial stsements being audited, may occur and not be
detected within a timely period by employess in the pormal course of performing their assigned functions.

In our audil we noted certain matters, deseribed in Exhibits | and 11, imvolving miemal control over
fimancial reporting and its operation that we consider 0 be reporiable condibons. We believe that the
reportable conditions presenied m Exhibit] are material weaknesses, Exhibit [l presents the other
repartable conditians,

We alw nided other matters invelving mbemnl control over nancial reporting and its operation that we
will report 1o the mamagement of USDA Forest Service in a separsie Jetter.

INTERNAL CONTROLS OVER REQUIRED SUPPLEMENTARY
ATEWARDSHIF INFORMATION

We noled certain agnificant deficicneies in miermal control over Required Supplementary Stewandship
Informaticn that, in our judgment, could adversely affect the USINA Forest Servace's shility 1o collect,
process, recond, and summartee Required Supplementary Stewardship Information,

We determined thal preparation controls bad not been effectively desigmed 1o mswere the consistency and
umeliness of the reported information. The information provided was not complete and was not a8 of
September 30, 2002,

COMPLIANCE WITH LAWS AND REGULATIONS

The results af pur tests of compliance with eeriain provisions of laws and regulations, as described in the
Besporsibilitics section of this repori, exclusive of FFMIA, dischosed po instances of moncompliance that
are required o he reported under Governmnt Audiving Stamdards and OMB Bulleim Mo 00032,

The resubis of our tests of FFMIA disclosed instances, described in Exhibit [11, where the 15DA Farest
Service's financipl management systens did nol substantially comply with Federal financial management
syslems requiremenis, applicable Federnl aceounting standards, or the United States Government Stansdard
General Ledger at ihe tramsaction level.

RESPONSIEILITIES
Maragement s Responiibilities
Management is responsible for:

¢ Preparing the financial stitemens in conformity with accounting principles generally accepted in the
United States of America;

= Esinblishmg and mamtnining intemnal controls over financial reporting, and preparavion of the
Managemem's Discussion and  Analysis  (including  the performance measures), regquared
supplementary information, and required supplementary stewardship informstion; and

v Complymg with laws and regulations, including FEMIA,

e fulfilleng this responsibility, estirmates and judgrments by management are reguired 1o assess the expecied
bienefits and relaled costs of mtemal contrel pelicies, Because of inberent Timitations in internal contral,
misstsiements dwe o ervor or freud may nevertheless ocear and not be detected

¥
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bobodac
Auweliseers ' Responsibilies

Chur resporsshility is fo express an opinion on the fscal year 2002 fmancal statements of the USDA Forest
Service hpsed on our audit, We conducted our 3udit in sceordance with sudimg standards generally
sccepled in the United States of America, the standsrds applicable to financial awdits contained in
Government Anditing Standerds and OMB Bulletin No. 01-02. Thase standards and OME Bulletin Mo. 01-
02 require that we plan and perform the asdit 1o oblain reasonable assurance abowt whether the fnancial
statemenis are free of material misslatement.

An audit ineludes:

»  Examining, on a test basis, evidence suppecting the amounts and disclosures in the financial
slaements;

&  Assessing the acoounting principles used and significant estimates made by management, and

#  Evaluating the overall financial stalement presentation.

W beeleeve that our audit provides a reasonable basis for our opamion.

In planning nnd perfarming our audit, we considered the UUSDA Forest Service's internal control over
financial reporting by obtaming an understanding of the USDA Forest Service's intermal control,
determining whether internal controls had been placed in operation, assessing control risk, and performing
tests of controls in order 1o determine our auditing procedures for the purpose of expressing our opinion on
the financial statements. We limited our internal control testing to those controls pecessary to achicve the
ohjectives deseribed in OMB Bulletin Mo, 0102 and Govermment duditing Stendards, We dul ot test all
internal comtrols relevant to operating objectives as broadly defined by the Federal Managers' Financaal
Inteprity Act of 1982, The abjective of cur mubit was not to provide assurance on internal control over
financial reporting. Consequently, we do not provide an opimion thereon.

As required by OME Bulletin No. 01-02, we considered the USDA Forest Service's internal control over
required supplementary slewardship information by obtaming an understanding of the USDA Forest
Service's internal control, determining whether these internal controls had been placed m operation,
peacsamg oontrod sk, and performing tests of controls. Cur procedures were nol designed o provide
assumance on internal control over required supplementary stewardship mformation and, accordingly, we
do nat provide an apimon thereon.

As further required by OMB Bulletin Mo. 0102, with respect to internal control related to performance
mensures determinesd by management to be key and reported in the Management Discussion and Analysis,
we ohtained an undersianding of the design of significant internal controls relatng 1o the existence and
completeness assertions. Our procedures were nol designed 1o provede assurance on miemal control over
perlarmarce peasures and, sccordingly, we do not provade an opinion thereon.

As part of obiaining reasonable assurance about whether the USDA Forest Service’s financial sialements
are free of materinl misstatement, we performed tests of the USDA Forest Service’s compliance with
certain provisions of laws ond regulations, noncomplance wilth which eould have a direet snd material
effeet on the determination of financial statement amounts, and certain provisions of other laws and
regulations specified in OME Bulletmn Mo, 01-02, includng cerain provisions referred 1o m FFMIA, We
lirnited our tesis of compliance o the provisions described in the preceding sentence, and we did oot test
complionee with all awe and regulations applicable o the USDA Forest Service. Froviding an opinion on
compliance with laws and repulations was not an objective of our audit and, sccordingly, we do not
express such an opEnion,

Under OME Bulletin Mo, 01-02 and FEMIA, we are requiresd 1o report whether the USDA Forest Service’s
financial management systems substaniially comply with {1} Federal financial management systems
reguimements, (2} applicable Federal accounting standards, and (30 the Unated Swtes Government Standard

i




Cieneral Ledger at the imamsscion bevel. To meet this reguirement, we perlormed tests of compliznce with
FFMIA Section B03(R) requirenenis,

DISTRIBUTION

This report is intended For the information and use of USDIA Foresl Service™s management, USEA Office
el the Inspecior General, OME aid the 118, Congress, ond is nol infended 1o be and shoald not be used by
inyome alber than 1hese specilied pariies,

KPie LP

December 16, 2002
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Exhibsit 1

MATERIAL WEAKNESSES

Matesial Wenknmess 8 1: The USDA Forest Service Musi Continue ta Dnrt-h-p andl Improve
its Internal Controls over its Reconciliation and Accoumntability of Fund Balance with
Treasury (Repeat Findi

During car gudit, we evabuated the imemal controls in place for mamtsining and reconciling fumd
balamce with Treasury, Although the USDA Forest Service (F5) has made progress m improving
iz fumd balance with Treasury reconcilizon process, especially moregards o the Fimancaal
Mansgement Service (FMS) 6632 reponis reconciliafion process, we wentified continuing
significart conirol deliciencoes in the process,

A FME 805186540855 Reports Reconcilintion Process Meeds o by Implemenied

During our tests of the fund balance with Treasury FMS 6653/6654/6655 reports reconciliation
process we noted that rescarch of unreconeiled iterms and the resulting corrective nction had not
been completed, FS could not provide sufficiemt supporting decumentation of resalution for 0 of
60 sampled unreconciled items from the Jume amd Aupgust fond balance with Treasury
665 VOGRS reparts.

Monthly FM5 G653 66540635 reports reconciliatons wers not performed throughoat the year
for the following reasons:

+  Efforts dedicated fo define and improve the FMS 6652 reconciliation process,

*  Assignment of adequately trained personnel to perform all the necessary fusctions of the
reconciliaions was nol completed,

#  Lack of communication with Mational Finanee Center (MFC) persosne] to reselve reconciling
ivems that resalt from ransactions processed by WEFC on FS® behalf.

o Lack of understanding of how other Agency Locator Code (ALC) processes were affecting
F5" appropristions.

*=  Lack of time o properly analyze suspense and deposit fusds 1o ensure that they are being
ussd approprately.

OMEB Circular A-123, Mamagemery Acoowniobility amd Contred, states that ransactions should be
prompily recorded, properly elassified and sccounted for in order to prepare tmely accounts ond
reliable financial and other repofts. The documentation for ransactions, management controls,
and odher significant events must be clear and readsly available for examinsison.

Meo, the Treasury Financio! Monua! (TFM), Sections 25 1 aid 2-3300 stale that the reconds of
a Federnl sgency (i.c.. FS' general ledger) must agree with the records of the LS. Department of
the Treasury. Any dilferences must be identified, reclassified into a budget suspense and clearing
account, and resolved tmely

Without a reconciled lund balance with Treasury balance. FS' general ledger fund balance with
Treasury balance could be cat of balance with Treasury’s balunce, In addition, F5 could be
unlerstating revenues and expenses.

In order w0 brang FS" fund balance with Treasury general ledger aceount balance into agreement
with Treasury's fund balance with Treasury balance at Sepiember 30, 2002, F5 conducted an




Exhibii 1

analysis of differences recorded on the 665376655 reports by Treasury symbols and recorded an
adjustment of 5107 million n its general ledger.

Recommensdution Ma, 1;
We recomunend that the F5:

A, Complete the docurnentation of sts reconciliation process for the 6653766546655 process.

B, Work with the USDA NFC 1o develop service bevel agreements which melude specific
responsibilities, toles, clearing timelines and escalation procedures for resolution of
non<ompliance with the agreement terms. These agreements need o dentify appropriate
points of contact in the affected units that will assist in the reconciliation of transactions that
are processed by WEC on FS* behalf

C. Determine what FS resources are necessary to perform complete and timely reconciliations of
all fimd balamce with Treasury accounts and allocate the persomne] resources necessary 1o
ensure that this process 15 completed monthly as required by the TFM.

The FMS 6652 Reconcillation Process Nevds fo be Refined

During owr tests of the fund balance with Treasury FMS 6652 reconciliation process we noted
that research of reconciling ilems and the resulting comrective action had not been completed
timely (e, within 30 days of receipt of Treasury reporis) for 63 reconciling items of the 105
sample Hems selected from the monthly reconciliations of June and August 2002,

The lag ime in research is primarily due 1o F53' commitment to focus on reconciliation of the
FMS 6652 reconciling transactions that are valued at 55,000 or more. In addition, a lack of
service bevel agreements which include specific responsibilitees, roles, clearing timelines and
escalation procedures for resolution of non-compliance with agreement terms has caused delays
in the reconciliation of stems that are processed by NFC on FS* behalf.

OMB Circular A-123, Mamagement Accowntabiling end Control, states thal transactions should be
prompaly recorded, properly classified and accounted for in order 1o prepare imely sccounts and
reliable fimancial and other reports. The documentation for transactions, management controls,
and other significant events must be ¢lear and readily nvailable for examination.

Also, the TFM Sections 2-3100 and 2-3300 state that the records of a Federal agency (ie., Forest
Services” general bedper) nust agree with the records of the U8, Depariment of the Treasury.
Ay differences must be identified, reclassified into a budget suspense ond elearing account, and
resolved nmely.

FS is not in complinnce with TFM reoonciliation guidance because it is not tmely cleanng
reconciling items associaied with its FiMS 6652 reconciliation process.

Recommendation Mo 2:
We recommend that the F5;

A. Completely reconcile each FMS 6652 unmatched reporl each month, incloding those
reconciling items which ore below the current 55 thousand threshaold; and

B. Work with the USDA MNFC w develop service level agreements which include specific
responsibilities, foles, clearing limelines and escalation procedures for resolation of
noncompliance with agreement lerms. These agreements will identify appropriate peints of

)
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Exhibii I

comtact that can assist F5 n reselving reconciling items that are processed by MEC on F5°
behalf.

F3" Budget and Clearing Accounts Comtain Excesvive Unrecouciled Transactions As Well As
F5 Revenwe Transactions

During cur analysis of the fund balance with Treasury budget and cleanng accounts we noted that
F5 15 not timely researching and reclassifying amounts located m Treasury accounts 1 2F3875(11)
and 12F3885(11) to the proper Treasury symbols and final disposition in the general ledger (ie.,
posted as a revenue or expense). In addition, FS revenue fees generated from operations such as
the Mational Recreation Reservation System and Map Sales Program are held in suspense and are
nod progerly recorded as revenue as the sales tramsactions are completed.

FS has not devoted substantial time to resolving and cleaning reconciling items in its suspense and
clearing aceounts due to the efforts spent on developing the FMS 6652 reconcilialion process. In
addition, the revenue collections resided in the suspense and clearing account for two primany
reasons: (1) F5S did not have a separate receipt and cxpendihme aceount at Treasury to record
these transactions and, {2) FS &id not fully understand or explore the reporting implications
associated with all of its business processes.

As of September 30, 2002, fund balance with Treasury sceounts 12F3E75(11) and 12F3BB5(11)
contained halances of approximately 3215 million and $9 million, respectively. OF the 5215
million in Treasury account 12F3875(11), 5116 million of balance relates to fees collected from
timber sales that are temporarily recorded in the clearing account. A majonty of the remaining
dhfference, approximately $99 million relates 1o other revenue generling iransactions, such as
map sales and recreational camping fees, as well as unreconciled transactions. During our audit,
FS was uncertain as to the exact composition of this $99 million at the transaction level, In
addition, the balance in Treasury account 12F3885(11) relates to Intra-governmental Payment and
Collection {IPACY On-line Payment and Collection (OPAC) transactions that have not been
researched, resolved and properly classified in the general ledger.

OMB Circular A-123, Mmagement Accountobilin: 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 ransactions, management contrals,
and other signilicant events must be elear and readily available for examination,

The TFM Sections 2-3100 and 2-3300 state that the records of a Federal agency (ic., FS" general
ledger) must agree with the records of the US. Treasury. Any differences must be identified,
reclassified into a budget suspense and clearing account, and resolved timely, In addition, the
TFM Yolume |, Section 4, Chapter 7000, states that reconciling items in budget clearng accounts
must be resolved expeditiounsly.

The following financial reporting problems result from delays in reconeiling the budget clearing
AECOUMMS:

¢ Cash payments to agencies can be inappropriately withdrawn from F5° fund balance with
Treasury accounts,

* Undelivered orders are overstated at any given point in time due to umreconciled transactions,
and

#  Expenses and revenues are understated.




Exhibit 1
Revommendation Mo, 3:
We recommend that the F3:

A, Analvze the compogibon of s budget and cleanng accounts and detcrmine the proper
digpasition of the balances in Treasury suspense aceounts J2FIETS5 and 123F38ES at beast on a
quarterly basis,

B. Mdentify all revenuve generating business processes that are corrently mamiained in the budget
clearing account and work with OMB and US. Department of the Treasury to estabhsh a
separate receipt and expenditure Treasury symbol so that revenue collections will not reside
m the 12F3873 cleaning account,

Material Weakness # 2: The USDA Foresi Service Must Improve iz Control Design and/or
Implementation Related to the Accorate Recording of Property Transactions (Hepeat

Finding)

Tramsaction Cosis And Qther Information Were Nov Recorded Accurately

During our festing of internal contral effectiveness for property, plant, and equipment, we
slentified exceptions where the recorded amount of the transaction did ned apgree with the
supporting decumentatten. This exception was noded 10 fimes in 270 personal property
transactions and 11 fimes in 278 real property transactions.

During aur year-cnd substantive testing of property, plant, and equipment Fanssctions, we also
identified imstances where that the recorded values did mot agree with the supporting
documentation. In the personal property sample of 300 transactions we found:

17 exceptions in dollar amount,

24 exceptions m general ledger aceount code,
33 excepions in fiscal vear, and

24 excepiions in bidget object class code.

Iis the real property sample of 600 ransactions we found:

181 exgeplions in dollar amowumnt,

V6% exceplions in general ledger account code,
38 exceptrams in fiscal year, and

Seven exceptions in badget object class code.

The effect of these exceptions rezults in an everstatement oF an understatermpent of gsset values.
These exceplrons can be attrnbuted 1o a lack of rained personnel as well as a lack of supervisory
review of the data mput of these transactions.

Recommendalion Mo, 4:
W recommensd that the FS:

A Train vs personne] ga accurate transaction reconding.

B, Hequire supervisary review of data ioput of property tmnsachons,
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Exhibin

. Mantor comphance through a formalized quahity sssurance process.

Liber Crests Wore Dinproperly Capinelized

During our testing of internal controls for property, plant, and equipment, we concluded that
some FS labor costs (ie., payroll) were improperly capitalized. This deficiency was found one
time during our review of eight personal property labor cost iransactions: and 23 fifes in our
review of 204 real property labor cost transsctions. This inappropriate capitalization of kabor costs
resulis inan overstatement of assets and an undersiatement of expenses. The primary cause of this
deficiency 15 a result of a lack of comtrols for the authanzation aml review of labor costs
capitalized.

ehee Costs were Improperly Cagitalized

During o testing of internal contrls over personal property, we (ound eight field units that had
improperty capitalieed costs, Five units had capitalized costs that were below the capitalization
threshold of 85 thousand, Three units had improperly capitalized costs because the ransnetions
were expenses (Le., repiir costs). This deficiency also results in an overstaterent of assels and an
understatement of expenses. The primary cause of this deficiency is a lack of data entry recarding
ACEUrACY and SUPErYISOTY Eview,

Recommendation Mo, 5:

We recommend that the FS improve the design and operation of ifs labor cost ond other cost
capitalizzhon controls.

Iriltad Recording OF Acguisition Coxs, Tn-Service Date, And Useful Life Were Wor Reviewed

During our testing of controls for property, plant, and squipment, we concluded that the snatial
recording of acquisition cost, in-service date, and useful Nife (ie., entcal data elements for
property, plant, and cquipment items) was not required to be independently reviewed by a
supervisar, other independent person, or by system checks within the personal and real property
systems, These exceplions were found 77 times out of 215 personal property transactons and 92
fimes out of 233 real property transactions. Thiese ermoes result in 2 misstatemnent of assets and
expense balances. Thas condition is caused by  lack of design of effective condrols for the eritieal
instial recording of scquisition cost, m-service date, and useful life for assets.

Recommendation Mo, &:

We recommend that the F5 design and implement a contred methodology tbat independently
werifies the initial recording of nssel scquisition cost, in-service date, and useful life, as well as
other critical dala elements to ensure proper depreciation of capital assels.




Exhibit I

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

Methodology . :

The FS praposed methodology to accrue habilities for grants and non-grant/non-payroll related
expenses was not accurate and did not substantially support delivered orders as of the period-end,
In addition, the proposed methodology did nol take into consideration payables to states as of
September 30

One of FS" key accrual methodology assumptions was that the accrual would be based on one
month's level of dehvered orders as estimated by the subsequent month's cash disbursements.
Our festwork 0 the grants/agreements and non-grant'non-payroll expenses areas disclosed a
significant number of expenses that were prior years expenses (some of which dated as far back
as 1998) that were processed in the current year. As a result, it was determined that the one
month’s lag tme for accrued lishilities is ool adequate based upon the current year
granisagreements and non-grantmon-payroll substantive testing resulis,

The Federal Accounting Standards Advisory Hoard (FASAR), Statement of Federal Financial
Accounting Standands (SFFAS) Mumiber 1, Accountimg For Selected Assety and Liahilittes states that
when an enfity accepts fitle to goods, whether the goods are delivered or in transit, the entity should
recopnize a lighility for the unpaid amount of the goods. In sddition, when services are provided a
lighility s accrued once the services are accepted. If invoices for those poods/services arc not
available when financial statements are prepared, the amounts owed should be estimated. In addition,
OMB Circular A-123, Mimagement Accounsabiliqy and Control, states that transactions should be
promptly recorded, properly classified and accounted for in order to prepare mely sccounts and
reliable financial and other reports. The documentation for ransactions, management controls,
and ether significant events must be clear and readily available for examination.

If F5 used its proposed methodology, we believe it would be understating its accrued habilities
and associated expense balance. In addition, using F8° proposed methodology would not provide
an audit trail on a transaction by transsction basis which would be necessary to determine the
reasonableness of the period end accrual.

Because of the inconsistencies in FS” proposed methodology and lack of auditability, FS was
requested to wtilize 2 sample of (ransactions from the unliguidated obhgation balance To
determine the amount of payables ot the end of fiscal year 2002 that would subsequently be
extrapolated to the onliquidated obligation population. As a result of this exercise, it was
stotistically projected that F8' aceryal as of September 30 was approximately 3318 million which
is much higher than the balance that FS was projecting using s proposed methodology.

In addition to the accrual discussed above, which was based on unliquidated obligations, we
proposed an adjustment for a separate accrual for payments to states which is determined by a
revenue formula used by FS, This liability, which approximated 370 million, was necessary
hecause the related disbursement process does not invelve unliquidated obligations.
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Recommendation No. 7;
We recommiend the F5:

A. Develop an accrual methodology for use i fiscal year 2003 that sall provide for an estimate
using Ynown individual current business activity in accordance with appropriaie FASAR
Euidarce.

B. Maintain the supporting documentation {1c., invoices and information used to develop
estimates) used to determine the acerual for management review,

Material Weakness # 4: USDA Forest Service Must lm;rm'e fis Controls Dwver li;.l’n}'rn!
Process

Payeheck Automated Controls Need Improvement

The Paycheck system was designed to allow employees that are listed in the F8* Lotus Motes
c-man] system to route thewr tme and attendance sheets to other designated employees for
approval.

We noted that Paycheck allows users to submil their limesheets for approval to an employes that
is not the user's designated supervisor. In addition, it was also observed in many [eld sie
locations that the emplayee can send the timesheet to himhersel§ for approval.

As 3 resuli of this lack of system controls, FS must rely on manual review and approval of
timesheets, However, our testwork in this area, as noted below, disclosed weaknesses in the
manual review and approval of imesheets.

OMB Circular No. A-127, Finaneial Management Systens, states that the financial management
sysiems shall include a system of intermal controls that ensure resource wse 5 cansistent with
laws, regulations, and policies; resources are safeguarded against waste, boss, and misuse; and
reliable data are obtamned, mamtained, and disclosed in reports. Appropriate internal contrels shall
be applied 1o all system mputs, processing, and outputs. Such sysiem related controls form a
portion of the ranagement contrel structure required by Circular A-123.

OMB Circular Mo, A-123, Management dcoommability amd Conirel, states that:

* Key duties and responsibilities in authorizing, processing, recording, and reviewmg official
sgency transactions should be scparaled among mdividuals. Managers should exercise
appropriate oversight to ensure individuals do not exceed or abuse their assigned authorities.

#  Access b0 resources amd records should be limdted fo authorized individwals, and
aceountability for the custody and use of resources should be assigned and maintained.

Without adequate systemn controls in place relating to sepregation of duties and sccess‘approval
rights, an employee could submit inaccurate or potentially fraudulent timeshests.

Recommendation Mo, 8:

We recommend that the FS implement adeguate systern controls in Paycheck to ensure that the
empboyee s supervisor of record appropriately reviews and approves hisher subordinates imesheets.




Exhihit I
Mamral Contreds Dver the Payrolf Process Neadd Improvesvent

Dharing our iatema) control testwark a1 14 FS lecabons, we noted that FS lacked adequare manual
contrala aver imesheet and payroll processing. Specifically, (he following controd dscrepancics
were noled duning our testwork:

= Mg time and siendance shesls (out of 127 sample items) were mesing eilher the
employees’, supervisors’, or both signatures 1o document review and approval of ihe
immesheet,

*  Seven payroll registers {out of 132 sample items) were ot available for review 1o ensane the
employver information was comestly reflected in the payrol] syslem.

The timeshesls were nol sgned because emplovess did pot adhere 1@ establisbed FS policy
requaring Bedly the employes and supervisor o sign the timeshests, In addition, payroll regasters
were rol available because the FS field offices do md routinely use the regasters to réconcile the
bi=weekly payrol] 1o the personne] roster,

According to OMB A-120, Mamagemen Sccowviability and Conerol, mansgement should ensure;

» Ky duties and resporsibilities in authonizing, processing, recordmp, and reviewing official
ageney Imansactions should be separmted among individuals, Manapers should exercise
approprinte oversight to ensere Individuals do mot exceed or abuse their assigned authorities.

#  Transactions should be prompily recosded, properly elassified and sccounted for i ovder w
prepare fimely sccounts amd reliable financial and odher reporis. The doecumentation for
trapsactions, managemend controls, and other significant events must be clear and readily
available for exammation,

A lack of menual coatrols, as well as poor automated contrals in the Paycheck systemn, can cause
FS 1o be exposed 1o polential frand, wasie and sbuae as well as inoecurale payroll costs,

Recommeadation Mo, 9:
We recomeicnd that the FS;

A Reinforce the requirement that timesheeis be signed by bodh the employes and supervisor of
record.

B. Reguire aceounting units to reconcile and certily its payrodl registers (o its persomnel haing
bi-weekly anl retain this information for periodss reviews and madis.,

ihllﬂl' Wuhlén 8 5 The USDA Forest Serviee Must Improve Its Gemers! Contrnls
Enviranmeni

During our audit, we wdentified the following material weaknesses in the design and operatian of
F5" general controls ervironment,

»  Contrals Tor determining the ustworthiness of personnel and lwmiting sccess o informaiion
syslems — includimg FS mivemsiion systems hosied 2t the Mational Information Technology
Center - need improvement.
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¢  {eneral combrals at il Mational Finance Center need improvemend. the FS should work svith
the DMepariment, as application awner, 1o sustzin &n elfeclive opernting envirorment for s
gemral and apphication comrol sysiems a1 the Nabonal Finance Center,

Diee 10 1he sensitive nalure of the issues wlentified, we provided FS officials with a separate,
limated-distribution  report  which contains  the detziled  findings  along  with  specific
recommendations

Material Weakness & 6: The USDA Forest Serviee Must Imprave s Application Conirals
Tor Data lniegrity and Access Privileges for Pontius, FRCH, PROF, and EMIS

Drirmg our audit we identified the follbowing materal weaknesses in the design and operatson of
FS" applicaison controls.

*  Comtrols in Pontius and PRCH over data input, recongiliation, imegnty, and segregaton of
dusties need smprovemend.

*  Controls surrounding PROP user access, system interfoces and automated edit checks need
improvement

« EMIS data validation and correction controls and access privileges need improvemenl.

Due o the sensitive nature of the issues identified, we provided FS olficials with a separae,
limited-distribustion  report  which  contains  the detailed  findings  aleng  with  specific
recimmendations.




Exhilyit 11

HEPORTABLE CONDITIONS

ﬁ:pnmhk—égn_ﬂﬂmn o1z Fﬁ:linp. ol Certain Transactions Do Not Cunu.in the Proper
Refereace Data to Link Relaled Transaciions

F5 husiness processes requise that relevant infosmation needed to link related ransactions such as
documentation number and agreement number be entered in the general ledger module of
Foundation Financial Information System (FFIS) and the related FFIS cost accounting module
called Project Cost Accoumting System (PCAS), This link facihitates the maiching of related
transactions which results in a net balance. However, this required information 14 not mandatory
and is not always entered in the system. We noted that the following mstances where offsetting
tranzaction weve not linked:

e Truot and Deposit Liabilities — The trust and deposit extract provided by F5, 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 i3 necessary 0 link relaned
EranExcLions.

*  Accownts Receivable - Collections relaied 1o accounis receivables were not always mabchesd
with specific billmg documents to gencrate 2 net balance, FS created a transaction code in
order to capture and net transactions that ane posted in FFIS, However, the information
needed to link transactions, such as the agreement number, was not entered in the system, As
a resisle, an ascurate receivable balance was not always generated.

¢ Advances from (thers — Transactions were not always linked due to the obsence of relevant
data such as agreement numbers. We aleo noted instances where agreement numbers were
miodified which prevented accurate hnking of relevant transactions, resulting io an insccurate
net balance. As a reswlt, an accurate advances from others balance was not always generated.

Recommendation Nao. 10
W recomemend that the F&:

A. Develop a methodology to link related transactions that are currenily in the financial systems,
Additionally, F5 should incorporate edit checks 1o disallow processing of transactions that do
not provide the requited «data,

B. Establish direction and quality assuronce protocols to ensure that appropriate data be entered
in the sysiem,

_Rl'pﬂﬂlﬂe Condition # 2: Reconcilintions B:ﬂ_'-;m FFIS amnd Subsidiary Ledgers are
Meeded

FS does not pericdically reconcile, at the FS level, epmed sevenue, deposit and uneamed revenue
recorded in the Automated Timber Sale Accounting {ATSA) system with that recorded in FFIS.
Additienally, FS does not periodically reconeile advances from others and accounts recervable
recorded in the PCAS and general ledger modules of FFIS.
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These meconciliatian procedures have nol been incorporated inse the F5 financial managemsent
process. Sound fmarcial mansgemen requires persedic recanciliston of subsidiary ledger and the
general ledger. The lack of reconcileation may result m missiaterment of aocount balances.

Retommendation Mo, 112
We recomimend that the F=:

A Penodically reconcile, @i the F5S lewel, cormned eevemi:, deposit and uncamed mevenos
recarded in the ATSA systemn with that recorded o FFIS.

B. Pericdically reconcile advances from others and accounts receivable recorded m the PCAS
aitid general ledger modwles of FFI5.

Reporiable Condition # 3: Usliguidsied Obligation Reconcilistions Newd Improvement smd
Additional Related Procedures Need to be Developed

Phering var imnbermia) control testwork a1 20 FS locations, we poted that 23 ranssctans (oul of 140
sampled) recorded as chligations as of March 31, 2002 showld have been deobligated. These
eaceptions oecurred even after the office campleted a requirement imposed by the FS Chiefl
Financial Officer {CF0) that required a Fi-wide review and cemification of it open obligations
as of March 31, 2002

Bome of the primary causes for the exceplions are a8 follows.,

#  [PAC payments did oot reduce the obligation because document referenceng mfonmation was
ol available.

# FEDSTRIP transactions with the General Services Administration {G5A] did not  properly
devhligate when the delivery order documents were sent to WNFC.

* The final pavment checkbox was not checked or the final payment did pot reduce Lhe

obligation to zera,

A lack of oversight due 1o personmel vaconcies in the Bnancinl management office.

Refersnce numbers did not match or reference the existing obfigation.

A convenience cdheck was ussd so pay for a purchase order shligation.

Obligations entered mio FFIS twice.

- s R W

Also, dusing our fiscal yesr-end substantivie testwork of unliquidased obligations, we sdendified
iwo primary areas of wesknesses that related oo (1) & lack of sctivity posted against the
unliquidated obligation, and {2} the lnck of supporting decumentatbon 1o suppon the obligstan,
Char testwork disclosed that:

* 2R unliguidsted ohligaticms, wotaling $3,613, 477, were not valid as of September 30, 2002 14
of 1hese, totaling 53,437,358, had pe payments or the period of performance had heen expived
for poe vear. The unliquidated obdigation balances recorded im FFIS were nal valid becanse
F3 had ot alwsys performed sdeguate or timely reviews of unliguidated obligation balances.
in additen, § policy addressing unique transactions of the FS was not established o
dechirgate funds of ne paymenis were made or the period of performance had been sxpined
fay gier one wear.
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s[4 whiguidaied obligations, wialing $1.539,095, were enher not supporied by obhgation
decuments. ar o contract, purchase order, grant or other document supporting the oblgation
did not agree o the amoum obligated in FFIS. FS was wnable 1o provide supportmg
ohligation decumems that agreed with the ohlipaten amounts recordexd in FELS.

CFO Bulletin 200205, Beview of Dsdelivered Ordees, reguires that all F5 obligations that excesd
the threshold of $10,000 or are 120 days or older shall be reviewed witkin 30 doys of the end of
March 31, and also by Sepiember 20, All obligation smounts defermined no longer valid shall be
deobligated withm 30 days. In addition, a certification form is o be provided s the CFOD from each
Regional Forester, Smnion Diwectar, Area Direcios, nternational Instiute of Tropical Fosestry
Drirector and all Job Corps and Washington Office Stalf Directors.

OMB Circular A-123, Managesrent Accowtabifity wid Comirod, states that transactions should be
promptly recorded, propery classified and sccounted for in order to prepare timely sccounts and
relinble (inancial and other reports. The documentation for transactions, management controls and
ather signilficant events miust be clear and readily available for examimation.

Becouse FS has obligations recorded that are no lenger needed, FS' obligated balance may be
aversiated and funds maybe unnecessarily restricted that coubd e wsed for other purposes,

Riconmendlation Na, 12:
We recommend that the FS:

A, Revise the existing CFO Bulleton MEI2A005 1o
»  Establish specific procedures to be performed for the certification of open obligations,
+ Include a policy for specific dutics of the Washinglon Office, Regional Offices, and
Forest Level Offices, and
* Include informaten o the reiention of docurmentation supporting the certificaliom
FEview,

B. Require that each sccounimg unit review snd certify its obligations quarterfy, with the fourth
duarter reveew and certification occurmng as of Awpust 31, In addiion, each sccounting umit
should also eriawre that deobligations accur withm 3 days from the time the obligation
amoumt 1% determined 1o be no longer valid.

C. Wark with NFC, via a service level agreement, io create procedures io ensure that payments
processed via [PAC amd poyments made to GSA for FEDSTRIP transactions properly reference
the abligation document and reduce the obligation when payments are made.

D. Emphasize st throagh the ssuanee of 3 CPO Bulletin, and then through policy direction in FS
munuals and handbooks, the imporance of checking the final paymem checkbox, when
apprapriate, o etsure that final myments rechsee obligations to zeno,

E. Discontinue using convenence checks for paying purchase order ohligatrons and ensure that
superasors reemphasee that convenience checks should not be wsed for this purpose,

F. Ensure that cach accounting unat maintans documentation for amounts obligated in FFIS (e,
contract, purchase order, grant or other docurments supporting the obligation) as bng a5 the
ohligation s valid, even if the perod of time extends beyand the 3 year documentation reteribion
policy,
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Reportakle Condition # 4; The Grants and Agreemenis Process Needs Improved Internal
Controls Az Well As Refined Procedures

Intermal Comtrols Neol Improvemeni ai Field Office Locations

Tamng wor grant &nd agreement internsl comtrol festwork ot 20 FS {ocations, we noted that FS
lackeil adequate controls over grants aad agreements that were consislendly applied at all offices,
Specilically, the following control discrepancies were noted dunsg our bestwork:

«  Gront or agresment award Gles did ot contin wniten authoration of the grantoe or
cooperatar's represendative. The procedure was nid followed for 66 grants ond agreements in
aur sample of 140 ransngions.

+  Cmardee's requests for funds, SF-5805, Regues! for Povmend, were not appraved foe payment
by a FS represeniative prioe to payment, This procedure was niod establzhed or follewed For
39 prant amd agrecments in our sample.

*  Apreemend award lefiers (o coopersiors were either ool sent for Pwo agreemenils or the lefters
did not contain a proper signature by an approprste official for one agreemenl.

*  Muosmioring procedures were nod documented for three grants.

[haring discussions with FS personne], we pobed that these conditions oocarmed hecsise either the
coneral was nod in current practice or was overbooked.

OMN Circular A-123, Mamapemvid Accosehilily and Conrrols, requires (hat docamenlation for
tramsnctions, management conirols. and other significant events should be clear and roadily
availahle for examinaiian.

Im sddition, the FE Grans Monsal requires FS personnel o

= Odain betters from granices or cooporators stating who i aulbonized io sepocsent the
applicanl.

*  Provide a granl or agreement awsrd leter that contains proger approval, & slalement awanding
the grand ar agreement, and a staiement incorporating all apglicable OMEB, departmendal, and
Federal Acquisiiion Regulations,

Witheisi an effective system of intemal controls, FS could have granis and agreemenis thal resuli
in missppropriatian of assets oz well as poteniial vialations of laws amd regalations

Recommendation Mo 13;
We necommend that the F5:

A, Obitain written suthormmbions for grnges or cooperuioe’s pepresentiive.

O. Estshlish a uniform peocedure oo bow the FS documents reviews and approvals prior to
Paymrenl.

C. bssue ggrecment swand letlers to eooaperators upen award ol the agreemenl.

0. Document apprapnsle mondnding procedaes mo grants that provide for regular periodic
aversight of the grantes




Exhibit 1T
Fripravements Nead fo be Mivle fo F5° Drams aod Agreemienss Process

Thiriceg the audit, we requested & Yisting of all granis and agreements that the F% had os of a
particular date. F5 wag not ahle o peovide such a Visting and stated that of we wansed ths
information that o dsta call 1o the Held locations would have e be made, amee this mformstion is
anly kecally mamtamed.

In &dditien, dunng our substamtive festing for gramts and agreements (o2, paymenls to siates,
etale forester grants, research grants, el ), we identified several areas where deficienvies existed
and the associated causes. OF oor sample of 231 expenditares:

*  Four did not have @ prant or aprecenent award better to suppart 1he recorded obdigation for the
eapendilores i FFIA, We were oot ahle o obssin the award betters or sther sapport for
rarsctions procissed bechuse FS siated they were not available,

» 44 were not preperly oblipated in edvance of the payment of the funds 1o the grantee o
cosperatar, The grant and agreement expenditares ihal were not properfy abligated
acdvance of the payment reliled to fire suppression services that were performed during FY
2. The 8 does not always obligate specific smourts of furds on agrecments for fire
suppression expendituscs because of the difficolty in estimating costs for these services prios
to receivmg mvoices for goods and services recerved, In addition, during fiscal year (FY)
202 the Mortheasieon Aren Office discoversd and recorded paymends thal were made by the
Digpartment of Health and Hoenman Secvices (HHS1 on FS" bebalf during FY 1997 and 1595,

# 10 were rocorded in FFIS and did not agres 1o the ammamt recorded on the SF-5803, Requess
Jar Papnent, o involce. The SF-58035, Regoen for Papment, or mvaice requested rmount did
not agree with the expendifure amounts reconded in FFIS because F3 processed the payments
hased an the snliquidated obligaion amoants mstesd of the ameunt requested by the graniee.
[ ome sitastion, the FS did oot we the comrect requested amount on the SF-3805, Alw, i
four situntions proper dosunentatan'calculations was not available for review,

* 42 were recorded in FY 3002, however we were umshde to deitrmine the period of
perfommance hecsuse the grantoe requesied the payments or advances using & SF-5805 or an
ivvaice, which did pol document this infermation. Aleo in the Morthcastern Area Dhffice, we
nated that it is difficult 1o desermine the peried of perfommance when the FS received payment
informatics fram HHS, The penod of peiformance could not be abtaned because FE does
noit pegquire the subemisston of a SF-270 for sll grants and agreements.

& 21 did not note the job code on ke source documentstion (e, applicativn for Federal
assistance, the grant award lerer, the SF-2T0, the SE-3805. or the grapiee’s imvoice), The lack
af job codes on dhe sepporting decumentation resubied from FS employee emors in
prepariisn of the document for payment,

OB Circular A<123, Mamagesit Acoousiahility sea Comrad, requires that the docuirsniation
for manssctions, management canmrols, and other significant events be clear and resdily available
lor sxamitsstion.

Campiroller Genemnl Devision (38 Comp. Gew, 357 TS0 37 Comp, Gen 561,845 [958, 31
Camp, Gen S08 931 slaves that in order i properly obligate an appropriabion, some action
creating & defindle Jiability 2prinst the approprintion wes! ocoar durmg the pericd of the
ohlignison svailzhility of the appropoation. I the case of grants and agreements, the ohligating
actuan will usually be the exeoution of a grant agreement of & copperative agreement. As a result,
when the grant ar agreerment award letter is issued. the FS st obligace funds specified in the
award lemer.

1%
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In addition, the FS Cirams Manesl requires that the FS ensure that recipients complete and submit
an orginal SF-2T0

F5& could be understating its Gbﬁgalunu-. by the amount of unrecorded obligations, oversiating or
undeTstating expeénses in any given year, and notl charging expenses W the correet job
code/rexponsibility segment.

Recommendation Mo, §4:
We recommend that the F5:

A. Develop a system that cam be used to track the finamsial and operational aspects of all grants and
Agreemens.

B. Enter obligations, or at lexst an estimate of the expected obligations, at the time F5 exccutes o

hinding agrecment with the grantee or cooperatos.

Review payment data that s entered into FFIS to ensure data mtegrity (i.e., the corect amount

and comeet job code are used) and ensure that proper supporting documeniation is maintained,

Require all grantees and cooperators 1o submit SF-270"s for payments and advances.

Kequise the graniees or cooperators to submit SF-269"s on a quarterly basiz that ends March

31, Jume 30, September 10, and December 31,

r

m

Hecommendation Wo. 15:

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

Reportable Condition # 5; Controls Related to Physical lnventories of Capitalized Assets
Need Improvement

The F§ Washingion (Mfice provides capitalized asset writlen physical sventory instructions 1o
F&" accounting umits, We reviewed the instructions and believe they are effectively designed,
except as noted below,

For economy and efficiency the F5 rotates inventonies on a 2 year oycle. Personal property is
done in even years and real property s done in odd years, Thus, the persoaal propery invenbory
records we reviewed were from the curment vear and the real property recosds wese lrom the prior
year.

Lack Of Signatures and or Dates on faventory Records

Dharmg owr festing of inventory procedure controls for property, plant, and equipment, we noted
that there were ne signatures or inadequate signatures, and’or dates on the imventory reporis o
confirm that the employee performing the physical inventories had verified ihe existence of the
inventory items. This deficiency was found at two locations of the 18 accounting units tested for
personal property and at theee locations of the 15 accounting units tested for real propeny.
Unsigned and undnted physical inventory lists could result in an overstatement of assets because
the physical exstence of assets was not verified and'or propesly recorded. This condition 18 cause
by a lack of compliance by field units with F5™ writien imvvenlory imstnictions.




Exhibin 11

Floor fe Book Procedures were pof Devigred for Proled Beal Property mind pol Opeenting
Effectively for (hher Trpes of Praperty

During ur testing of inventory procedure controls for property, pland, and equipment, we
identifbed that “Floor to Beok™ completsness inventory procedusnes were nid dessgned for ponded
real property and mol operating effectively for the other types of property, The delficiency was
fourd =1 four locations of the 18 locations tested for personal property and st two locatsons of the
15 lecativns tested for real property. This defiesency can result in an understatement of assets.
This condition is cause by a lack of procedures for pooled real property and a lack of
knowledgetraining/compliance with FS inventory instructions for other types of property,

MNon-Reconciling Nrems Discovered During Physical Inventaries were wof Corrected in the
Fraperty Systems

Duiring our testing of inventey procedure controls for property, plant, and egquipment, we
ientilfied that non-reconciling jtems discovered during the physical inventory were not cormected
in the properiy systens. This deficiency was found at three locations of the 15 lcations tested for
persanal property and at three Iocations of the 14 locations tested for read property. The effect is
an aversintensent or an understatement of assets becauss assels were not properly recorded in the
property subsidisry ledgers. This deficiency resulted from a lack of compliance by andlor
supervision of the personne] doing the physical myentary.

Recommendation Mo, 186:

We revommend that the F5:

A Design and add to approprinte physical inventary instructions steps for the compliteness
iestimg of poobed resl property.

B. Train employees on the proper physical mventory procedurcs.
C. Monsor socounting units for complianse with the FS anitten physical mveritory instriscbons,

E._Eruhl»: Condition No. i Procurement Contrels and Procedures Need Improvement

Tnterant Controls Need fmprovement af Field Office Locations

Durmg our procurement mbemal control sestwork at 20 F5 locations, we noted that F5 lacked
adequase contrals that were consistenily applied. The intemal control weaknesses noted were as
Tollows:

= |5 purchase card holders did not have authonzatvons on file o be punchase cord bolders,

s  Four procurement trassactions and one credit cord sansaction were missmg docurmeniation,
arul

# Three field office Local Area Procurement Coordinators (LAPC) did not perform or
document reviews of eredit card reconcilistions.

With regards o the purchaze card hobders authorizations and the 12 tramsactions that wese
missing descumerniation, FS was either unsble to provide or tmely provide the documentation
requested. In addition, credii ¢ard reconciliations are nod consistendly performed across FS mor is
the meibdology of performance consstent perass F5

21
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OMB Cicular A-123, Maogement Accownsability and Comtrof, states that transactions should be
provply recorded, properly classifed and accounted for in order o prepare timely accounts and
releable financial amd other reports. The documentation o ranssetons, managemenl controls and
other significant events must be clear amd readily available for examination. In addition, key dutics
o respomsibilities in guthorzimg, processmg, recordimg, and reviewing official agency tmnsactions
should be separated amoeng individuals, Managers should exercise appropriate oversight o ensyire
indivaduals do nof exceed or abuse their sssigned authoritves.

If F§ does not mamtain supporting documentation for authorizaton of candholders and does not
always perfonm management reviews of cardholder activity the potential for mususe of the
governiment credil card can ocour.

Recommendaiion No 17:
We recommend that the FS:

A. Ensure that all F5 purchase cardholders are authorized in writing.

B, Ensure purchase requisitions, invoices and inveice receipl certifications are properly
prepared, receved and accepled, approved, and maintained for review.

C. Develop policies and procedures that require the LAPCs to perform specific procedures,
including a review of the cord holders reconciliation, for their reviews of punchase
cardholders ond require this review 1o be performed monthly,

Improvements Need tn be Made to FS* Prociirement Process

During the audit, we requested a listing of 2l contracts that the FS had as of o particular date. FS
was not able 1o provide such a listing and stated that if we wanted this information that a data call
tor the field locations would have to be made since the information is not entrally maintained.

Dhuring our substantive testing of non-grant/non-payroll procurement expenditures, we identified
several areas where deficiencies existed in the process and the causes sssociated with them. OF
our samgle of 509 procurement expendifures;

*  Seven were not properly supported by obligation documents (i.e., contracts, purchase orders,
purchase requisitions, travel orders, delivery orders elc. ), The expenditures were not properiy
supparted by an obligation document, because either FS: (1) has not historically obligated fire
SUppression services prior o pavment, of {2) could not supporn the obligatian with adequatg
discumentanon,

»  Eight were nod supported by any documentabion or the documentation was nof calewlsted
properly, Invoices, travel orders, or documentation Lo support expense were not properly
caleulated because of personnel ermors or decumentation was not available per the FS.

# 16 did not have supporting documentation (ve., invoices, cootracts, purchase orders,
receiving reports, travel orders, delivery orders or mmansaction register amounts) that agree
with the expenditure amounis recorded i FFIS. The FS did nat properly record the
expenditure amounts in FFIS or provide adequate docusmentation.

* 13 expendsture samples did not have job codes that agreed with the job code on the source
documents, The lack of job codes on the supporting documentation resulied from F5
employee errors in preparation of the decoment for payment.

OB circular A-123, Misagemient Avcountabiline gond Comrol, requires that documentaten for
transachons, management controls, and other significant evends be clear and readily available for
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Exhitit 11

examination, [n sddnion, sccording o Federal Appropristion Law (sebsecrion af fo) of 31 ULS.C.
P50 "an amount shall be recorded az an obligation of the Unated States Government only when
supparted by documentary evidence of .7

F& could be understating its obligations by the amoont of unrecorded obligations, overstating or
understating cxpenses in any given year, and not charging expenses to the comeet job
codelrespansibility sepment,

Recommendation Mo, 15:
We recommend that the F&:

A, Develop a centralized reporting system for all contracts,

B. Ensure that the cxpenditures are supported by obligation documents and are abligated in FFIS
at the time F5 has entered into a hinding agreement with another party. If exact obligations
are imitially wnknown, estimates based wpon histencal activity should be made and
subsequently adjusted when exact amounts are known.

. Ensure that all supporting decumentation is available for examanation.

D. Emphasize that sll mvoices or similar documents are o be closely and sccurately reviewed
by an mdividual separate from the data eniry persan and that FFIS expendiiure ampunis are
accurately reconded.

E, Assure that job codes are sccuralely recorded on all source documents amd are properly
recorded in FFIS

Heporiable Condition # 7: USDA Forest Service Information Systems Meed Improvements
in Addition to the Material Weaknesses Noted In Exhibit |

During oar audil we wdentified the following weaknesses in the design and operation of F§”
mtermal control struciure:

*  Identification of critical data/operations, beckup and recovery procedures ard disaster
recovery planning necds improvement.

s Unauthorized pomts of presence to the Internet peed 1o be identified, documented and
approved or shat doamn,

= Application systems utlized in the development of the fmancial alements have not been
subjected to the accreditstaon process.

¢ Cantrols around ATEA docurnentation amd duplicate tanssctions and ATSA user access
reviews need improvement.

& Controds surrounding FFIS user access, edit checks, and reconcibiation with feeder systems
need improvedsent,

Due to the sensitive nature of the issues identified, we provided FS officials with a
separate, limited-distribution repont which contains the detailed findings along with
specilfic recommendations.
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Exhibit 10

MON-COMPLIANCE WITH FEMILA

F3 Systems are Not Compliant with Federal Financial Sm;- Hequiremenis

Duiring owr audin we nobed that FS does not have timely formal centification and scereditations performed
on its PONTIUS/PROCH and EMISPROP applications. A certification and accreditation i3 & requirement
for aystems that comply with FFMIA, Joint Financial Management Improvement Program (JFMIP)
standards, ond OMB Circular A-130, Managenent of Federal Information Resmurces,

Because of this observation and our ether observations of application control weaknesses i the
PONTIUSPRCH and EMISPROP sysicrms, these syslems are nod mn complinnce with FFMIA. Also,
duriteg our festwark we noted that EMIS does nat have a history file. A history file is one of the required
elements for IFMIF compliant sysiems. The NFC maintaing these systems o significant components of
them.

Recommendation Mo, 1:

W recomimend that the FS work with the MFC to take steps to certify and sceredit the PONTIUSPRCH
and EMISPROF systems or replace legacy systems.

F5% Revenue Collections from Certain Business Processes Are Noi Recognized As Revenue When
Esrned

We noted that FS does nol resogmize revenue af the point of sale for eertain collections. nstead F3 collects
these receipis and maintaing them in its suspense and clearng sccount wntil it has an operational need far
these fands, at which time the funds are spent and a revenue and expense is recorded. Some examples of
the revenues that are not currenily recognized at the pomd of sale are as follows:

s Map Sales - Collections of camed revenue related to sale of maps by IS is deposated into 3 suspense
accounl and not recopnized as eamed revenue unil FE uses the proceeds to purchase more maps. FS
treats the collecuons ns reimburssble revense by transfeming the funds from the Treasury suspense
accound mio an approprinted account,

*  Matiomy @ecreatioon Beservarion Sestemr — Collections received for camp sie resgrvations are nol
recagnized o8 revenue when earmed. The collestions are depossted ino the Treasury suspense sccount
and is recognived as revenue when it transfierred 1o an appropriated account.

Because FS does nol recogmize revenue al the poind of sale for these and other ransactions, it is not in
compleance with SFFAS Number 7, dccounting for Revenve and (vker Fimanctag Sources as well as the
United States Standard General Ledger (SGL) posting logie.

F& was ned aware of this nen-compliance and as a result did mot have SGL posting logic that was
compliant with the applicable standarnds,

Recomnicndation No, 2:
We recommcnd that the FS:

A Work with the U5, Tiepariment of the Treasury to estabhish the appropoase Treasury symbaol
B. Develop a posting mwosdel b ensure thal resvenue 1€ recognized when earmed.
. Wotify and train FS personnel on the new revenue posting model.

24




Appendix C—Required Supplementary Information

Deferred Maintenance
Statement of Budgetary Resources by Segment
Intragovernmental Amounts

! i ¥ '\L



Overview

98

Deferred Maintenance

Deferred maintenance is maintenance that was scheduled to be performed and was 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 noncritical amounts of maintenance needed to return
each class of asset to its acceptable operating condition.

As of September 30, 2002, Deferred Maintenance Totals by Asset Class
$ In Thousands

Asset Class Overall Cost to Return Critical Iioncritical
Condition (1) [to Acceptable Maintenance (2) Maintenance
Condition 3
Buildings and
Administration
Facilities Varies $ 518,153 $ 189,342 $ 328,811
Dams Varies 29,975 9,438 20,536
Heritage Varies 73,187 42,090 31,097
Range Improvements Varies 491,062 490,899 163
Recreation Facilities” Varies 291,071 99,224 191,847
Roads and Bridges Varies 4,954,964 1,161,371 3,793,594
Trails” Varies 137,888 51,316 86,573
Wildlife, fish, threatened
& endangered species Varies 4,287 3,017 1,270
Totals ¥ $ 6,500,586 $2,046,697 | $4,453,890

Total USDA Forest Service “system” road mileage is 382,300 miles as of September 30, 2002.
The USDA Forest Service used the Fiscal Year (FY) 2001 Deferred Maintenance values for
General Forest Area under the recreation facilities component and for trails under the trails
component. These components were in a computer application transition at the time of
collection and the process for collecting data was not operational.

®Overall agency indirect cost of managing the program is 19 percent (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 USDA Forest Service property. The current deferred maintenance
estimates were based on statistical and random sampling. The USDA Forest Service is
working on a long-range plan to make condition assessments on all major classes of property.
(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)Noncritical Maintenance: A requirement that addresses potential risk to the public or
employee safety or health (e.g., compliance with codes, standards, or regulations). Addresses
potential adverse consequences to natural resources or mission accomplishment.

See Independent Auditor’s Report



The USDA 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.

Condition of Administrative Facilities: The condition of administrative facilities is
summarized by the following:
« 22 percent of buildings are obsolete, over 50 years old,
* 27 percent of buildings are in poor condition needing major alterations and
renovations,
« 24 percent of buildings are in fair condition needing minor alterations and
renovations, and
« 27 percent of buildings are in good condition needing only routine maintenance and
repairs.

Condition of Dams: The overall condition of dams is below acceptable. The condition of a
dam 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.

Condition of General Property, Plant and Equipment: 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.

« Dams: Managed according to Forest Service Manual (FSH) 7500, Water Storage and
Transmission, and Forest Service Handbook (FSH) 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-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 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, respon-
siveness, and the condition of facility.
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» Roads and Bridges: Conditions of the NFS road system are measured by various
standards that include applicable regulations of 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 States to implement
the nonpoint source provisions of the Clean Water Act, road management objectives
developed through the forest planning process prescribed by the National Forest
Management Act, and the requirements of Forest Service manuals and handbooks.

« Trails: Trails are managed according to Federal law and regulations (CFR 36). More
specific direction is contained in 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 Structure: 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 was deferred much longer.
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U. S. Department of Agriculture

Forest Service

Combined Statement of Budgetary Resources by Responsibility Segment
For the Year Ended September 30, 2002

(In Thousands)

National Forest and State and Working Fire and Total
Forests and Rangeland Private Capital Aviation
Grasslands Research Forestry Fund Management
Budgetary Resources:
Budget Authority:
Appropriations Received $2,727,573 $ 241,368 $ 292,250 $ - $ 1,834,496 $ 5,095,687
Borrowing Authority - - - - - -
Contract Authority - - - - - -
Net Transfers 36,485 (16) 5,524 (144,400) (102,407)
Other - - - - - -
Unobligated Balance:
Beginning of Period (Note 15) 1,022,324 76,605 32,933 23,221 96,268 1,251,351
Net Transfers, Actual 6 - - 110,000 110,006
Anticipated Transfers Balances - - - - -
Spending Authority from Offsetting Collections:
Earned
Collected 150,080 23,290 7,782 228,439 474,381 883,972
Receivable from Federal Sources (55,902) (82,528) (7,544) (2,184) (8,981) (157,139)
Change in Unfilled Customers’ Orders
Advance Received (32,219) 3,987 2,687 26 (16,661) (42,179)
Without Advance from Federal Sources 9,930 14,852 (370) - 1,967 26,379
Anticipated for the Rest of Year, Without Advances - - - - - -
Transfers from Trust Funds - - - - -
Subtotal 71,890 (40,399) 2,555 26,281 450,706 11,034
Recoveries of Prior Year Obligations 37,880 2,255 418 8,160 19,576 68,289
Temporarily not Available Pursuant to Public Law - - - - - -
Permanently not Available (11,747) (2,013) (663) - (4,146) (18,568)
Total Budgetary Resources 8,884,412 $ 277,800 $ 333,017 $257,662 $ 2,362,502 $ 7,115,392
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U. S. Department of Agriculture
Forest Service

Combined Statement of Budgetary Resources by Responsibility Segment

For the Year Ended September 30, 2002
(In Thousands)

National Forest and State and Working Fire and Total
Forests and Rangeland Private Capital Aviation
Grasslands Research Forestry Fund Management
Status of Budgetary Resources:
Obligations Incurred (Note 14) $ 3,057,093 $ 279,869 $ 285,613  $161,695 $ 2,118,736 $ 5,903,006
Unobligated Balance:
Apportioned 657,232 14,675 51,213 (163,160) 337,986 897,946
Exempt from Apportionment (4,817) - - - - (4,817)
Other Available - - - - - -
Unobligated Balance Available 174,904 (16,744) (3,809) 259,126 (94,220) 319,258
Total Status of Budgetary Resources 3,884,412 277,800 333,017 257,662 2,362,502 7,115,392
Relationship of Obligations to Outlays:
Obligated Balance, Net, Beginning of Period (Note 15) 776,562 37,858 375,413 129,445 176,789 1,496,066
Obligated Balance Transferred, Net - - - - - -
Obligated Balance, Net, End of Period:
Accounts R eceivable (14,545) 38,349 3,509 (3,953) (115,234) (91,873)
Unfilled Customers Orders from Federal Sources (98,738) (41,114) (1,510) - (4,726) (146,088)
Undelivered Orders 307,360 83,678 355,475 16,397 222,016 984,926
Accounts Payable 311,170 24,842 (11,760) 19,271 83,187 426,709
Outlays:
Disbursements 3,336,500 277,394 322,808 253,449 2,097,719 6,287,869
Collections (117,862) (27,277) (10,468) (228,465) (457,720) (841,793)
Subtotal 3,218,638 250,117 312,339 24,984 1,639,998 5,446,076
Less: Offsetting Receipts 534,067 23,246 6,293 218,409 69,448 851,463
Net Outlays $ 2,684,571 $ 226,871 $ 306,046 $(193,425) $ 1,570,550 $ 4,594,613
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Segment Information
(In Dollars)

Conclensed nloernaalion

Assats
Firsd Ralanis
Baerri it Rersivahka

Propsty, Flant, and Fiudpomsnt
Enar Asasta

Total Assats

Liabilties and Net Position
Seocounts Payablke

Deferred Fioworiues

Cenor Lnbilities

Unexpended Appropriatians
Cumulafve Resuks of Operatons

Toaal | iabsililiezs; sarud B2l Posilion

Prowdiwd or Rosiness | i

Deparimental Working Capital Fund:
Dt o this Chial Finsrcial Dificas

Dt o Coavemninications

Dt o this Ol Infrmeatinn Cfficarn

Dt o Mapertmnsntal &dminkssnatinn

D o P v Sacralaa

Total Deparmental Working Capital Fund
Forest Service Warking Capital Fund:

Lenor
Tokal Forest Sarvice Working Capital Fund
Total Working Capital Funds

Dreparimental Foreet Service Total
Wiorking Capital Working Cagital Wiorking Capital
Famx] Frarnd Fumf;
- 107 216 9685 -
- 1 608 373 -
- 37 B0 RAF -
- PAANEATT -
GG 458 552
17,001,918
[0 G, 1200
& 519060
405, 192 85
- 450 4558 RhF -
Excess of
Cost of Goods Relstad Costs Over
and Sandices Exchange Exchangs
Provviclescl Rervesrie: Ferwrsrmmns:
TG 27,152 [21H,134, 711 (P07 RS
146027 132 (218,13, 715) (T2 107 ,583)
LA P W (210, 154, 7 15) {2107 5055
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Heritage Assets

Heritage Assets
Definitions

116

Stewardship Property, Plant and Equipment

The Federal Accounting Standards Advisory Board, Statement of Recommended Accounting
Standards 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 indeter-
minable or have little meaning, including:

- 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

The USDA Forest Service estimates that about 300,000 heritage assets are on land that it
manages. This information was estimated from the nine Forest Service regions and the
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 USDA Forest Service heritage resource specialists on the 155 national forests maintain
separate inventories of heritage assets. Most of these assets receive no annual maintenance.
A long-term methodology to better assess the extent and condition of these assets is being
formulated. A module in the agency’s real property management Infrastructure (INFRA)

system has been developed and implemented for heritage assets. The extreme fire season
and competing priorities, however, have prevented full population of the database.

The following table shows the number of heritage assets by category and condition for FY
2002.

Category 2002 Estimated (Sites) Condition

Total Heritage Assets 302,063 Poor-Fair
Eligible for the National

Register of Historic Places 47,175 Poor-Fair
Listed on the National Register 3,491 Fair
Sites with structures listed

on the National Register 1,383 Poor-Fair
National Historic Landmarks 17 Fair

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

National Historic Landmarkdncludes 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 Reqister of Historic Placéscludes 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 ReqisteThose sites formally determined as eligible for the National
Register through the Keeper of the National Register or documented by consultation with
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State Historic Preservation Offices. Previous reports included all sites potentially eligible for
the National Register.

Stewardship Land The USDA Forest Service manages over 192 million acres of public land, most 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; and
* Resource commodities and revenue they provide to the Federal Government, States, and
counties.

The following table shows the net change in acres between FY 2001 and FY 2002 in national
forests by various purposes.

FY 2001 FY 2002 FY 2002

Description of

National Forest System Ending Balance | Net Change(1) | Ending Balance |Condition(2)

(NFS) Lands (Acres) (Acres) (Acres)

National Forests (acres) 187,826,753 -11,074 187,815,679 Varies
National Forest Purposes * 143,848,797 15,322 143,864,119 Varies
National Forest Wilderness Areas 34,812,657 -59,890 34,752,767 Varies
National Forest Primitive Areas 173,762 0 173,762 Varies
National Wild and Scenic

River Areas 945,155 512 945,667 Varies
National Recreation Areas 2,910,364 0 2,910,364 Varies
National Scenic Areas 129,178 1,257 130,435 Varies
National Scenic - Research

Areas 6,637 0 6,637 Varies
National Game Refuges and

Wildlife Preserve Areas 1,166,374 31,725 1,198,099 Varies
National Monument Areas 3,659,862 0 3,659,862 Varies
National Monument Volcanic

Areas 167,427 0 167,427 Varies
National Historic Areas 6,540 0 6,540 Varies

National Grasslands 3,838,685 489 3,839,174 Varies

Purchase Units 355,236 6,452 361,688 Varies

Land Utilization Projects 1,876 0 1,876 Varies

Research and Experiment Areas 65,731 -860 64,871 Varies

Other Areas 295,814 0 295,814 Varies

National Preserves* 0 89,716 89,716 Varies

Total NFS Acreage 192,384,095 84,723 | 192,468,818

Road Miles (3) 380,999 1,301 382,300

Trail Miles (4) 133,087 0 133,087

* National Preserves acres were included in National Forest Purposes acres last year.
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(1) Net Change: At the time of submission of this information to the auditors, the net
change values include the net effects of the USDA Forest Service land transactions, with

the exception of the Northern Region’s 2002 transactions. Land is acquired through purchase
or exchange for several reasons: to protect critical wildlife habitat and cultural and historic
values; to support the purposes of congressional designation; and for recreation and
conservation purposes.

(2) Condition of National Forest System (NFS) Lands: The USDA 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 program in 45 States, covering 65 percent of the forested lands
of the lower 48 States. The Forest Health Monitoring program is active in 48 States, providing
surveys and evaluations of forest health conditions and trends. While most of the 192 million
acres of forest land on NFS lands continues to produce valuable benefits (e.g., clean air, clean
water, habitat for wildlife, and products for human use), significant portions are at risk to pest
outbreaks and/or catastrophic fires. Between 1997 and 2001, tree mortality caused by insects
and diseases was detected by aerial surveys on approximately 8 million acres of NFS forest
land. About 33 million acres of NFS forest land 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
forest land are prone to catastrophic fire based on current condition and departure from
historic fire regimes (Fire Regimes 1 & 2 and Condition Classes 2 & 3). 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 our native ecosystems by causing mortality to, or
displacement of, native vegetation. The National Fire Plan has focused our 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 of NFS lands in 2001 and 1.2 million
acres in 2002. Insect and disease prevention and suppression treatments were completed on
over 1 million acres of NFS lands in 2001 and nearly 1 million acres in 2002.

(3) Road Miles: Net change to the total road miles occurs through new construction and
correction of errors in the system’s inventory and includes miles of unclassified roads that
had previously been excluded.

(4) 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 5 years.

Land Utilization ProjectsA unit reserved and dedicated by the Secretary of Agriculture for
forest and range research and experimentation.
National ForestsA unit formally 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 USDA 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.

See Independent Auditor’s Report



« 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 ensuring and
implementing the protection and management of public outdoor recreation opportunities.
« Scenic-Research Areas: Areas established by Congress to provide use and enjoyment of
certain ocean headlands and to ensure 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 Grassland# unit designated by the Secretary of Agriculture and permanently held
by the USDA under Title Ill of the Bankhead-Jones Farm Tenant Act.

Purchase Unit#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 streamflow
protection, and to maintain the acquired lands as national forests.

Research and Experimenfgiea: A unit reserved and dedicated by the Secretary of
Agriculture for forest and range research experimentation.

OtherAreas:Areas administered by the USDA Forest Service that are not included in one of
the above groups.
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Stewardship Investments

Human Capital — Net Cost of Operations: $104 million.

Job Corps Civilian

Conservation Center — In partnership with the U.S. Department of Labor (DOL), the USDA Forest Service operates
FY 2002 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
with the program year beginning on July 1 and ending on June 30 of each year. During FY
2002 (July 1st to June 30th), there were 8,976 participants with 3,748 placements. The
average starting hourly wage for USDA Forest Service Job Corps students was $8.49, which
is above the DOL national average rate.

Established in 1964, Job Corps has trained and educated about 219,000 young people. 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 followup, 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 maintenance, warehousing, and plastering. The 18 centers had 2,056 women
students training in nontraditional vocations last program year. The program received the
National Job Corps Association Community Partners Alpha Award for the partnership of the
Frenchburg Job Corps Center and the Hazard Community College in helping young people
earn college credits. Over 700 Job Corps students assisted the agency in its firefighting
efforts. An Interagency Agreement between the Secretaries of the Interior, Labor, and
Agriculture was signed for the establishment of the first National Apprentice Training
Program—which will allow Job Corps students to participate. The Firefighter Apprentice of
the Future representative is one of our female Job Corps students.

Research and FY 2002 Net Cost of Operations: $267 million

Development - Forest

and Rangeland USDA Forest Service Research and Development (R&D) conducts ecological and social
Research science research to understand ecosystems, including how humans influence those ecosystems

and how forests can be managed sustainedly for both environmental conservation and
economic expansion. R&D staffs are involved in all areas of the USDA Forest Service,
supporting agency goals by providing the science and technology that is incorporated into
natural resource decisionmaking. A representative summary of FY 2002 accomplishments
includes:
* Produced a new low-cost filter for removing pollutants from water;
* Released “The Southern Forest Resource Assessment,” which will be featured in a special
issue of thelournal of Forestry
» Developed a 5-year research plan to address the emerging threat posed by Sudden Oak
Death disease;
» Developed a new instrument to detect trees infested by Asian longhorned beetles;
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* Created a nationwide map that displays areas most likely to experience catastrophic
wildfires and to need immediate fuels reduction;

» Conducted the first national survey that determined the value of the urban tree resource in
the United States at $2.4 trillion;

» Developed technology to produce ethanol using biomass materials such as corn hulls,
corn cobs, and woody materials; and

» Reduced harvesting costs for industry and provided protection for environmentally
sensitive riparian areas as a result of research on soil compaction.
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Introduction

Performance Information

Based on the goals and objectives of (#8DA Forest Service Strategic Plan (2000 Revision),
the Annual Performance Plan for fiscal year (FY) 2002 committed the USDA Forest Service
to delivering a range of natural resource-based benefits to the American people. The USDA
Forest Service’s strategic goals outlined in the 2000 Revision are:

Goal 1. Ecosystem Health

Goal 2. Multiple Benefits to People

Goal 3. Science and Technical Assistance
Goal 4. Effective Public Service

The USDA Forest Service Strategic Rlamnual Performance Plan, and budget each play an
important role in performance management. The USDA Forest Service budget provides a
framework for meeting the goals by describing the actual "on-the-ground" work that needs to
be done. In FY 2001, the USDA Forest Service defined a set of corporate-wide activities that
will better define on-the-ground work. These activities were linked to individual appropri-

ations, but also to specific strategic objectives. For each strategic objective, agency leadership
and program staffs developed annual performance goals to attain the long-term goal in the
strategic plan. The performance data in this report is measured against the goals established in
the Annual Performance Plan for FY 2002.

The USDA Forest Service put a new system in place for field-based reporting starting with the
FY 2001 end-of-year accomplishment reports. Individual forests enter data into spreadsheets
and provide reasons if performance data is outside of a +/- 5 percent range of the targets.
Individual forest data is consolidated into a national database for regional and national review,
validation, and analysis. This system is intended to incorporate a USDA Office of Inspector
General (OIG) recommendation (from report 08-001-0001-HQ June 2000) for implementing
reasonableness checks into the reporting process.

To eliminate the need for duplicate documents, and further enhance the relationship between
budget and accomplishments, the FY 2003 USDA Forest Service Budget Justification will
also serve as the FY 2003 Annual Performance Plan. The USDA Forest Service continues to
work on improving the quality of the data that measures its work activities.

The following pages provide narratives of each annual performance goal for FY 2002.
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Strategic Goal 1.
Ecosystem Health
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Strategic (Mbjective la: Improve and protect watershed conditions to provide the
water quality and quantity and soil productivity necessary to support ecological
functions and intended beneficial water uses.

Annual Performance Goals and Associated Measures:

(1) Priovity watersheds are maintained or improved to fully functioning hydrologic
condilion (waler gualily, (ow, timing) and soil productivily o proteel benelicial uses and
mect water quality requirements.

Measure: Pereent of 57 Level Hydrologie Unil Codes (HUCs) i satislactory condilion,

(2) Commumities ol interest amd place are seiively engaged in molijurisdiciional
watcrshed managemaent.

Measwre: Pereent of walersheds wilth communily-based siewardship plans in place and
implemented.

+ 3" Lovel HUCs are defined as watersheds in a river basin, usually between 40,000-250.000) acres in size.
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Overview

FY 2002 Performance

At least 3,400 cities and towns in 43 States, with a total population of over 60 million people,
obtain at least a portion of their drinking water from watersheds located on National Forest
System (NFS) lands. Agency hydrologists and sanitary engineers provide technical assistance
to many of these communities in delineating areas that are the source of this water, as well as
assessing pollution risks from various types of land use, atmospheric deposition, and since
September 11, 2001, terrorism. The Safe Drinking Water Act Amendments of 1996 require
these assessments be completed by the States by May 2003. While this requirement has
received little public attention, it is an example of how various levels of government work
together for the public good, thus ensuring taxpayers are getting good value.

The Environmental Compliance and Protection (ECAP) program provides for the cleanup of
hazardous substances on national forest lands to improve and protect watershed conditions
and human and ecological health. In addition to cleanup projects, the ECAP program is
helping to establish an environmental management system, including environmental
compliance audits, to systematically improve environmental performance of the agency. The
Abandoned Mine Land (AML) program, closely linked to ECAP, focuses specifically on
cleaning up abandoned mines in high-priority watersheds.

Many activities contribute to the improvement of watershed conditions and fisheries habitat.
For example, protection and rehabilitation of the soil resource contributes to sustainable fish
populations by reducing the amount of soil transported to lakes and streams. Returning
unnecessary roads to a forested condition through decommissioning also lessens adverse
impacts to forest resources such as water quality and fish habitat.

Administering proposed mineral operations ensures proper design and layout and identifies
appropriate mitigating and final reclamation measures. Proper administration minimizes
erosion, sedimentation, pollution, and other adverse effects. It also helps maintain ecological
functions and the quality, quantity, and beneficial uses of surface and ground waters during
and after the conduct of operations. Analyses are conducted collaboratively with State and
Federal agencies and the public. After operations begin, emphasis is placed on inspection and
monitoring to ensure that operators comply with mitigating measures to protect watershed
conditions and ensure the measures are providing adequate protection.

Planned work in the watershed, soils, air, and weather programs was greatly affected by the
reassignment of many field personnel to emergency fire suppression and emergency watershed
rehabilitation activities during the summer and fall of 2002. This resulted in the postponement
of many planned watershed improvement projects, soil mapping contracts, and water quality
monitoring work to FY 2003. It also resulted in reduced technical assistance to States and

local communities by agency hydrologists in assessing the vulnerability of drinking water
sources to pollution and terrorism. In addition, fewer watershed assessments were completed
in FY 2002.

Fifteen multiyear community-based watershed restoration partnership projects continued in
FY 2002. These partnerships crafted innovative ways to improve watershed, forest, range,
water, and habitat conditions at a river-basin scale. An example is the devastating Hayman
fire, which burned over 142,000 acres in and around one of these partnerships—the Upper
South Platte Watershed. Four issues are being addressed in relation to catastrophic fires:
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(1) vegetation landscape patterns, (2) soil development and movement, (3) water quality and
guantity, and (4) aquatic habitats. More information is available on these partnerships via the
Internet site: www.fs.fed.us/largewatershedprojects.

Two emphasis areas made considerable progress in FY 2002. The first focused on community-
based efforts to improve water quality and restore large watersheds across ownerships. The
second was continued cooperative efforts between the agency and the States of Colorado and
Idaho to explore new options for providing instream flows for fisheries on national forest

lands without adversely affecting existing water rights for agricultural diversions. If ultimately
successful, new options for handling disputes over water uses could emerge.

Conflict over the total maximum daily load (TMDL) of specific pollutants in water resulted in
marginal progress in water quality management in 2002. One of the key questions is whether
TMDL allocations of nonpoint pollutants, such as sediment in the water column, can or should
be made to all landowners in a watershed that does not meet State water quality criteria
because it contains an impaired body of water. While various courts have issued rulings on
this question, there is no consistency among them. The USDA Forest Service continues to
maintain its position that the Clean Water Act (CWA) itself provides TMDLSs that do not apply
to nonpoint sources.

The USDA Forest Service completed a significant number of hazardous material cleanup
projects under the ECAP/AML program, including 18 mine cleanups and 14 non-mine
cleanups. The accomplishment greatly exceeded the target, due in part to reallocation of
funds, initial plan studies, and removal and remedial actions during the course of the year.
Under the ECAP program, the USDA Forest Service met its target of completing 11 environ-
mental compliance audits, helping units identify operational improvements needed to comply
with environmental regulations.

Road decommissioning targets were reduced substantially from FY 2001 to FY 2002 to

address a concern that road maintenance funds were not necessarily being spent on the highest
critical priorities. Results indicate that the concern was at least partially valid. While the

mileage of roads decommissioned decreased from 2,164 miles in FY 2001 to 734 miles in FY
2002, the accomplishment of road deferred maintenance projects increased from 2,325 miles

to 5,837 miles.

Because of a misunderstanding of reporting standards and definitions for mineral operations
administered to standard, comparison with prior years is not meaningful. Targets in

FY 2002 for mineral operations administered to standard were based on revised definitions of
what was to be counted. The new definitions, however, were still not clear to the field. As a
result, the actual accomplishment fell short of the target. The potential consequences of the
shortfall are lessened because the operations not being reported are smaller operations that
have much less potential for adverse impacts to the environment.



Program Evaluations

Conclusions and
Challenges

No national level reviews of the water, air, soils, or weather programs were made in FY 2002.

The Engineering Staff conducted a monitoring review of Region 1 in FY 2002. The review
reinforced the findings in prior year monitoring that unmet critical resource deferred
maintenance needs are a major concern.

One program evaluation for the Minerals and Geology Management Program was conducted
in FY 2002 in Region 9. There were no significant findings or recommendations.

There are several challenges to watershed management in the agency: (1) delineation of 5th Level
HUCs for the entire country will take several more years; as a result, it is unknown how may
HUCSs will include NFS lands, thus requiring associated condition tracking of soil and water
resources in the future; (2) local assessment of watershed conditions is being used instead of
nationally consistent criteria and protocols; and (3) reassignment of soil, water, and air specialists
to emergency firefighting duties for weeks or months results in the inability to complete

previously planned soil, water, and air work; lost or delayed information includes sites not
monitored and data not gathered that is needed later to interpret watershed and soil conditions.

Sorting through the myriad of Federal, State, and local laws and regulations governing water
is an ever-challenging task and one that creates very different roles, responsibilities, and
expectations that vary with each Administration. There are approximately 25 Federal laws that
govern agency management of water resources, hundreds of State laws, and thousands of
State regulations with which agency officials are expected to comply. It is extremely difficult

to ensure that all laws and regulations are being recognized and followed.

The USDA Forest Service is also facing a shortage of hydrologic skills as the ranks are
thinned through retirements and other vacated positions that are not filled. The agency faces
great challenges to meet State TMDL requirements, including extensive restoration and
monitoring to complete these mandatory projects. Planning will require greater than normal
levels of hydrologic expertise to identify and quantify instream flow needs, especially in
western national forests.

The results of field evaluations show that the decommissioning of roads, although necessary
and important, is a difficult endeavor due to extensive administrative processes that are
required prior to actually executing the work.

Abandoned mine lands comprise the majority of sites impacting NFS lands via the release of
hazardous substances. The USDA Forest Service estimates that there are over 40,000
abandoned mine sites, of which an estimated 1,800 to 2,000 will require hazardous material
cleanup. The estimated cost to complete needed work on these mining sites exceeds $3
billion. At historic funding levels, it is estimated that it will take 150 years to clean up these
sites.

In late FY 2000, the USDA Forest Service adopted a policy of requiring all existing mineral

and energy operations to be properly inspected, monitored, and bonded before new operations
are approved. This requirement, however, is not being reached. Priority is given to operations
in sensitive settings and to those that may be logistically easier to reach. Although an adequate
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and Limitations of Data
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job is being done, the agency would do a better job with more inspections.

The problem with the 5th level HUCs has been described above, and until the Federal
interagency team completes the delineation in all 50 States, the agency will not know how
many HUCs include NFS lands.

Regional program managers report ECAP/AML accomplishment and financial data on a
project-by-project basis. This itemization of work plans, progress, and accomplishments lends
credence to the project’s report. A portion of this program is funded using transfer appropri-
ations from USDA,; that portion has been audited in prior years by the General Accounting
Office and the Office of Inspector General.

The roads accomplishment data comes from reporting actual work accomplished at the
national forest level, which is aggregated at the regional level and finally into a national
accomplishment. At the forest level, the data is collected by road program managers and
verified by budget personnel. The forest data is reviewed at the regional and Washington
Office levels for reasonableness. In addition, road monitoring activities are conducted on
approximately 25 percent of the approximately 383,000 miles of road on NFS lands each year.
Limited budgets prevent additional monitoring.

Outputs shown with a data source indicator of MAR are collected in the Management
Attainment Reporting database. The data is compiled by the districts and forests and then
reviewed by regional and national offices for reasonableness. Further validation is not
considered cost effective; accuracy of the data is dependent on entries made at the forest level.



Strategic Objective 1b: Provide ecological conditions to sustain viable populations of
native and desired non-native species and to achieve objectives for management
indicator species (MIS)/focal species.

Annual Performance Goals and Associated Measures:

(1) Accelerate the protection and recovery of threatened and endangered species on
national forest lands.

Measure: Populations, status, and trends for selected threatened and endangered spe
on national forest lands.

(2) Ecological conditions are maintained or improved to provide habitat for native and
desirable non-native species.

Measure: Number of National Forest System land and resource management plans th
have established measurable objectives and monitoring programs for populations,
habitats, and/or ecological conditions for threatened and endangered species,
species for which there are viability concerns, and other MIS/focal species.

(3) Population trends for native and desirable non-native species are maintained or
improved.

Measure: Populations for selected species.

(4) Manage habitat and facilities to support wildlife viewing, as well as harvest of fish
and game.

Measure: Harvestable surpluses of fish and game species are available.

cies
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National forests and grasslands provide habitat for more than 3,000 vertebrate and
invertebrate species and more than 10,000 plant species. Essential work on each national
forest and grassland includes managing habitats for these species to maintain the
diversity, viability, and productivity of plant and animal communities. This includes

actions to restore, recover, and maintain habitat and ecosystem conditions necessary for
healthy populations of fish, wildlife, and native plants.

Stream and lake improvements (acres and miles) are designed to restore and improve
habitats for inland, anadromous, and threatened and endangered aquatic species.
Terrestrial wildlife habitat restoration and enhancement focus on a variety of species,
including threatened, endangered, and sensitive species, as well as management indicator
and focal species. Enhanced acres improve and maintain diversity and productivity of
wildlife and rare plant species, and thus provide for their use and enjoyment by current
and future generations.

Efforts to support migratory species are spearheaded by International Programs (IP).
Through habitat improvement work, migratory species conservation partnerships, and
strengthening conservation capacity in countries where migratory bird species live, IP
strives to ensure the viability of more that 80 migratory species. Through these
partnerships, USDA Forest Service funds have been leveraged. With a relatively small
investment of USDA Forest Service expertise from IP, the agency has worked with
foreign and domestic partners to enhance habitats and populations of migratory species.
In the case of some bird species, such as the endangered Kirtland’s warbler, IP’s work
outside the United States is invaluable in preserving the species.

A new set of measures has been established, which are believed to be more reflective of
annual performance goals. During this transition year we continue to report in acres and
miles accomplished, but future years will depict outcomes of our management efforts.

In FY 2002, the national forests accomplished 104 percent of their target in improving
stream habitats and 116 percent in lake habitats. Examples of habitat improvements
include reducing sediment input and stream bank erosion through structural and
nonstructural instream, riparian, and upland treatments; restoring riparian habitat
functions for natural recruitment of large wood; creating pools within streams, thereby
providing hiding cover for fish and increasing spawning gravel; removing or modifying
human-made barriers to allow free movement of aquatic life throughout the stream; and
increasing lake fertility.

Approximately 85 percent of the target for improving terrestrial habitat was

accomplished in FY 2002. Examples include using prescribed fire; maintaining early
successional habitats; regenerating aspen and oaks; planting and seeding to improve
forage conditions; and developing water sources in arid lands. Work within the wildlife,
fisheries, and rare plants program, however, was significantly affected by the emergency
fire suppression needs and activities during FY 2002. Approximately 8 percent of the
wildlife and fisheries funds was redirected to emergency suppression efforts, as well as a
large percentage of wildlife, fisheries, and rare plants employees, which resulted in less
time devoted to program implementation.



Program Evaluations

Partnerships are key to the successful implementation of the wildlife, fisheries, and rare plant
program. In particular, the Challenge Cost-Share Grant Program encourages direct public
involvement in managing these resources on national forests and grasslands. Established in
1986, the program has grown from 57 partners and 120 projects to more than 2,500 partners
and 2,000 projects in FY 2002. A variety of State agencies and private organizations worked
with the USDA Forest Service in FY 2002 to leverage $19.4 million of appropriated funds

into over $46 million of habitat projects benefiting wildlife, fish, rare plants...and people!
Partnership capacity continues to increase through the efforts of several positions shared and
housed with partner organizations.

An example of a successful partnership is on the White Mountain National Forest in New
Hampshire, culminating in the delisting of the endangered Robbins’ cinquedbdrilla
robbinsiang, a rare plant. In a long-term cooperative effort with the U.S. Fish & Wildlife
Service, Appalachian Mountain Club, New England Wild Flower Society, New Hampshire
Natural Heritage Program, and others, the recovery plan was implemented to the extent that
this species is no longer in danger of extinction.

National forests and grasslands provide exceptionally important habitat for birds; to improve
our ability to conserve and manage birds, the agency has become a partner in the North
American Bird Conservation Initiative. The USDA Forest Service’s participation in this
partnership initiative with other Federal, State, university, and nonprofit conservation organi-
zations is enhancing our agency’s ability to coordinate and integrate efforts in bird
conservation. This has resulted in more effective conservation and restoration activities on
national forests and grasslands and provided for bird-related recreational opportunities.

Similarly, the agency has become a member of Partners in Amphibian and Reptile
Conservation, a coalition of Federal and State agencies, tribes, universities, nonprofit conser-
vation organizations, and industry groups. The group coordinates efforts to conserve
amphibians, reptiles, and their habitats through partnerships across the country. Benefits for
the agency will include better understanding of conservation management needs on national
forests and grasslands, as well as standardized survey protocols.

IP led and supported 13 field projects in FY 2002 that increased habitat capability outside the
United States for migratory bird species. Projects were selected based on species or habitats
that are of greatest concern to American conservationists or are of importance to indigenous

cultures in North America. Support for these projects included technical conservation training
for key people in host nations.

Through an interactive Web broadcast sponsored by IP, an estimated 700,000 students in the
United States, Canada, and Mexico learned how they can help migratory birds.

A national level trust fund review was conducted, with onsite field inspections in the Southern
Region. Overall, wildlife and fisheries projects funded through the Knutson-Vandenberg fund
were well planned, documented, and implemented; however, some opportunities to use
additional available funding to accomplish meaningful habitat improvements were missed.
This review occurred early in the year; due to fire suppression activities, other planned
reviews were cancelled.
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Conclusions and The USDA Forest Service is challenged with providing more funding resources and qualified

Challenges personnel to manage habitat to maintain viable populations and provide for diverse and
sustainable wildlife, fish, and rare plant species. For example, national forests and grasslands
provide habitat for 422 listed species (up from 415 in 2001) and more than 2,900 sensitive
species. The agency must increase knowledge of management needs; develop or adopt conser-
vation and recovery strategies and implement strategies to achieve recovery objectives; and
meet appropriate statutory, regulatory, and policy requirements that apply. The agency
continues to work effectively with State, Federal, and nongovernmental partners, who are
cornerstones of these programs.

In FY 2002, the USDA Forest Service provided testimony on fish passage at road crossings on
national forest lands in the Pacific Northwest at a U.S. House of Representatives
Appropriations Committee hearing. While primarily a fish passage issue, other aquatic species
may be impacted by passage problems at road crossings. On public lands in Oregon and
Washington alone, there are over 10,000 road culverts on fish-inhabited streams. Many do not
effectively allow all life stages of fish to pass freely, denying them important habitat. Recent
assessments have identified 250 culverts, which if modified or replaced, would increase
access to over 1,000 miles of anadromous fish habitat. The agency is assessing passage
problems and prioritizing culvert restoration to ensure efficient and effective use of funds to
maximize benefits to aquatic resources. Although public attention is currently focused on
salmon passage in the Northwest, similar needs occur throughout the National Forest System.

Up to 40 percent of migrating waterfowl depend on the boreal forests of North America, but
habitat is steadily disappearing due to oil and gas development, agriculture, some forest
management practices, and other activities. The agency must develop partnerships with other
Federal agencies, State and local governments, and private corporations and organizations to
mitigate the impacts of development on migratory species. International partnerships are
important as well. One example is the Copper River International Migratory Bird Initiative,
which is working to conserve the millions of migratory birds that depend on the Copper River
Delta and other feeding and breeding sites along the Pacific Coast from Alaska to as far south
as South America. Some examples of Copper River Delta species are the Western Sandpiper,
Dusty Canada Goose, and Trumpeter Swan.

Verification, Validation, Outputs shown with a data source indicator of MAR are collected through the Management
and Limitations of Data Attainment Reporting process. The data is compiled by the districts and forests and then
Sources reviewed by regional and national offices for reasonableness. Further validation has not been

considered cost effective; accuracy of the data is dependent on entries made at the forest level.
Historically, no data has been collected on migratory species work; therefore, the measure

“land impacted for the management and conservation of migratory species — acres of
migratory habitat impacted” was removed from the annual performance plan.
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Strategic Objective 1c: Increase the amount of forests and grasslands restored to or
maintained in a healthy condition with reduced risk and damage from fires, insects an
diseases, and invasive species.

Annual Performance Goals and Associated Measures:

(1) Hazardous fuel conditions are treated to reduce the threat of high-intensity wildlan
to communities, watersheds, or species at risk, particularly in wildland-urban interface
and areas with extreme risk to high-intensity wildfire.

Measure: Percent of wildland-urban interface areas with completed fuel treatments. P¢
of all acres with fuel levels meeting condition class 1.a

(2) Targeted nonnative invasive species are managed to reduce populations, infested
and risk.

Measure: Percent of acreage treated to reduce the rate of spread of invasive species.
decrease of infested acreage. Percent of acreage at high risk of insect and disease in
treated to reduce the rate of spread.b

(3) Reduce the risk of loss to communities and residences from wildland fire.

Measure: Percent of affected communities with prevention and education programs in
and where firewise treatments are being applied on the ground.a

(4) Agency fire management organizations are operating at maximum efficiency in the
prevention, detection, and suppression of wildland fire to protect life and property.

Measure: Fire Fighter Production Capability (FFPC) rating for initial attack of wildfires
maximized. Percent of needed support resources available for deployment in support
wildfire incidents.b

(5) Affected communities have increased State, local, and private firefighting resource
capability and readiness to respond to wildfires.

Measure: Percent of affected communities with increased firefighting capability and
readiness.

d fires
areas,

ercent

areas,

Percent

festation

place,

s
of large

2 Data is not collected with these criteria, so accomplishments cannot be reported directly to

this measure.
® Percentage figure not available.
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Overview

The health of our forests and grasslands is important to the Nation for a variety of reasons,
including the production of clean water, forage for livestock and game, timber and other forest
products, a wide variety of recreation opportunities, and many other uses. Forest and grassland
health, however, is threatened by noxious weeds, invasive plant and animal species, and forest
fires. The USDA Forest Service is combating these issues very aggressively through initiatives
such as the National Fire Plan; the Healthy Forests Initiative; partnerships with various

Federal, State, tribal, and local governments; partnerships with natural resource organizations;
and other efforts.

Nonnative invasive species are a significant threat to the forests of the United States from
both an economic and ecological perspective. Management efforts seek to prevent the spread
of noxious weeds and pests, treat new noxious weed and pest infestations without delay after
discovery, and provide information and education on control techniques. Noxious weed
treatment returns the vegetative community to a more natural state and restores land produc-
tivity by eliminating or controlling invasive weeds that threaten native plant communities.
Similarly, pest control efforts attempt to control forest and grassland pests to minimize the
economic and environmental damage they cause. One pest, the Asian longhorned beetle, has
the potential to have a $670 billion impact on the Nation’s forests. Another, the hemlock
woolly adelgid, is killing hemlock trees along the East Coast to the point of altering stream
flows and temperatures, and decimating the important ecological niche that hemlock serves as
a large tree. Partnerships and other coordinated efforts with private landowners and local,
county, and State governments are key to preventing the spread of invasives and in the
development of treatment regimes.

Prescribed fire and other fuel-reduction treatments of the hazardous fuels programs enhance
forest and range health by reducing the intensity of wildfires, protecting wildland-urban
interface areas, promoting forage production, and maintaining fire-dependent ecosystems.
The Wildland Fire Preparedness and Wildland Fire Operations programs and associated
firefighting capability are necessary to ensure that fires are controlled for firefighter and
public safety, for property and resource protection, and to minimize large wildland fire
suppression costs. Cooperative fire assistance programs help State and local governments
maintain a base level of wildland fire protection readiness, and provide public service
advertising and education promoting partnerships designed to help reduce wildland fire
occurrence.

The Forest Health Management Program provides for the detection, monitoring, evaluation,
prevention, and suppression of forest insects, diseases, and invasive plants on forest and
rangelands managed by the National Forest System (NFS), other Federal agencies, and
governments of States, territories, and tribes. Forest health management specialists evaluate
risk for resource damage and determine prevention, suppression, and maintenance treatments
based on the results of the risk evaluations. Aerial and ground surveys are conducted for
insects and diseases in areas of risk. The program includes development of technologies to
improve efficiency and effectiveness of management of forest pests. The activities of the
program enhance forest and rangeland health by protecting wildland-urban interface areas,
water resources, critical wildlife habitats, and recreational oportunities. See also a discussion
of Forest Health Management under strategic objective 3c.
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Approximately 1.6 million acres of forests and grasslands were treated for insects, diseases,
and invasive plant species, which is 4 percent of the estimated infested acreage of public lands
in the United States. More than 575,000 acres were treated to reduce the rate of spread of
gypsy moth through the National Gypsy Moth Slow the Spread (STS) Project. Approximately
100,000 acres were treated to prevent insect and disease outbreaks. Although much work was
done to reduce the spread of other pests such as sudden oak death and hemlock woolly
adelgid, data is not available.

Noxious weed treatment activities accomplished 152 percent of the target in FY 2002. Almost
160,000 acres were treated, including 130,868 acres accomplished with vegetation and
watershed management funds; 7,287 acres accomplished with contributed funds; 13,728 acres
using Knutson-Vandenberg (K-V) funds; and 8,041 acres using other funds. This reflects the
priority that the national forests are putting on this very important program. The fires of fiscal
year (FY) 2000 and FY 2001 created situations that allowed for an increase in noxious weeds
on NFS lands; therefore, additional emphasis was placed on this program to alleviate
problems that stemmed from the previous fire seasons. With the disastrous fire season in FY
2002, hundreds of thousands of additional acres will undoubtedly be at risk to invasive

species in the near future.

A huge workforce of Federal, State, tribal, local, and contract resources was needed to battle
the extremely severe fire season that occurred in fiscal year (FY) 2002. Suppression efforts
from initial attack to large escaped fire support were provided by 10,480 firefighters,

including 65 interagency hotshot crews and 277 smokejumpers. In addition, 995 engines, 94
helicopters, 44 airtankers, and 218 pieces of heavy equipment were deployed throughout the
country to assist firefighters. For the first time, a significant number of contracts, for 52 crews
and 95 engines, was awarded to assist with initial attack. These resources equate to a FFPC of
15,608 chains per hour.

Fuel reduction treatments totaled 1,257,903 acres, nearly a 93 percent accomplishment rate.
This rate is significant since over $24 million in the fuel treatment program was redirected to
cover wildland fire suppression costs during FY 2002. Fuel mitigation work in the non-
wildland-urban interface was nearly 58,000 acres short of the projected accomplishment, and
in the wildland-urban interface about 36,000 fewer acres were treated than was projected.
Additionally, the agency signed a joint memorandum with the Department of the Interior
defining the collaborative process for fuels project development.

The Secretaries of Agriculture and the Interior, along with 17 western governors, signed a
document titledThe 10-Year Comprehensive Strategy Implementation Plan—A Collaborative
Approach for Reducing Wildland Fire Risks to Communities and the Environfiéniplan

sets uniform performance requirements for delivery of the 10-Year Comprehensive Strategy
for both Federal and State partners.

The activities and outputs for planning and administering both regular and salvage timber
sales play a beneficial role in meeting this strategic objective, but they are more closely
aligned with strategic objective 2c, which provides sustainable levels of desired uses, values,
products, and services from the Nation’s forest and grasslands. Therefore, accomplishments
for these activities and outputs are reported under that objective.



Program Evaluations

International Programs (IP) has supported a number of activities that address the eradication
or control of invasive species. Many of the activities are in collaboration with the Forest
Health Protection (FHP) and Research and Development (R&D) staffs, as well as with USDA
Animal and Plant Health Inspection Service and USDA Agricultural Research Service.

Some of the activities include a workshop on the current knowledge about the Asian
longhorned beetle in the United States and China; support for two German scientists to work
in the United States, along with ongoing information exchange between international
scientists on Sudden Oak Death data; research into chemical and biological control agents for
the Asian longhorned beetle, hemlock woolly adelgid, kudzu, mile-a-minute weed, beech bark
scale, and Japanese knotweed; and development of a database of invasive plants from Asia.

Accomplishments of the Forest Health Management Program can be found under strategic
objective 3c.

The Washington Office NFS staff conducted a review of the noxious weed program within the
Pacific Southwest Region of the USDA Forest Service in FY 2002. While the review found
that partners at the Federal, State, and local levels are working collaboratively on cooperative
weed management projects, it identified significant challenges to overcome.

Progress and accomplishment reports have been submitted by implementing units for each of
the International Programs projects mentioned above. No field reviews were performed in FY
2002.

The FY 2002 fire season was very severe. In response, the agency took many steps to reduce
the risk of catastrophic damage. The USDA Forest Service and Department of the Interior
worked together closely to start implementation of the National Fire Plan. Oversight reviews
were made to help managers and administrators make adjustments in programs to ensure
proper direction and provide on-the-ground accountability. The following list provides a
sample of the processes the USDA Forest Service used in FY 2002 to ensure firefighter and
public safety, mitigation of private and public property losses, and cost reduction:

« Completed a hazard abatement plan and started implementation of specific actions
designed to increase firefighter safety and enhance training.

« Completed three national-level large fire cost reviews to assess the effectiveness of fire
suppression actions with respect to decisionmaking and cost containment.

« Contracted with the National Academy of Public Administration for a study on wildland
fire 